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Penalty-Free IRA Withdrawals for a  
Dream Home

With interest rates remaining low 
in the fourth quarter of 2019, 

many proactive clients may start 
preparing for a home purchase in 
2020. Advisors should expect calls 
from these clients asking whether 
it makes sense to tap into their 
retirement savings to help with the 
down payment or to use some of 
the funds to pay those pesky and 
mysterious settlement costs.
The answer you should be giving 
these homebuyers is: “It depends.”
Retirement savers can generally 
withdraw from their IRAs at any time 
and for any reason. And, if they are 
in a 401(k) plan that allows hardship 
withdrawals, they can withdraw 
from their account to pay for home 
purchase expenses.
Of course, IRA or company plan 
distributions may be taxable to the 
participants in the year paid out. And, 
if under age 59½, the client may also 
be subject to a 10% early distribution 
penalty on top of regular income tax.
Fortunately, Congress has carved 
out a number of exceptions to the 
10% penalty. Some exceptions apply 
to both company plans and to IRAs; 
some apply only to IRAs; and some 
apply only to company plans. So, it’s 
not surprising that these rules are 
easily confused by the general public 
and even by experts.

The Soltani-Amadi Case 

In a recent Tax Court case, Lily Hilda 
Soltani-Amadi v. Commissioner; No. 
2090-18S; T.C. Summ. Op. 2019-19; 
August 8, 2019, the taxpayer, Lily, 
was assured ahead of time by a 
plan representative that the early 
withdrawal penalty would not apply 
to the 401(k) plan distribution she 
and her husband wanted to use for 
a down payment on a new home. 
Relying on that advice, they did 
not treat the payment as an early 
distribution on their tax return. After 
receiving a notice of deficiency from 
the IRS, they appealed to the Tax 
Court.
The court noted that the tax code 
plainly provides the exception 
to the 10% penalty for first-time 
home purchases applies only to 
distributions from an “individual 
retirement plan.” Another section 
of the tax code specifically defines 
“individual retirement plan” to mean 
only an IRA. This led the court to 
conclude the 10% exception applies 
only to IRA distributions – not to 
company plan distributions.  

6 Conditions for the First-Time 
Homebuyer Exception 

To take advantage of the first-time 
homebuyer exception to the 10% 
penalty, an IRA withdrawal must be 
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Executive Summary

Executive Summary
Penalty-Free IRA Withdrawals for a Dream Home

■  To take advantage of the first-time homebuyer exception to the 10% penalty, an IRA withdrawal must be 
a “qualified first-time homebuyer distribution.”

■  Generally, the funds must be used within 120 days of withdrawal.
■ The funds must be used to pay “qualified acquisition costs” of a residence.
■  The residence must be the homebuyer’s principal residence.
■  The homebuyer must be either the IRA owner or certain relatives of the owner.
■  The homebuyer must be a “first-time homebuyer,” meaning he has not owned a home within the 

previous 2 years.
■  The distribution must not exceed the $10,000 lifetime dollar limit.

Navigating the Inherited IRA Rules through the Generations
■  Spouse beneficiaries have options that are unavailable to other beneficiaries, like a spousal rollover, 

which is only available when the spouse is named on the beneficiary form.
■  Some spouse beneficiaries are better served by choosing an inherited IRA at first.
■  Distributions from inherited IRAs are never subject to the 10% early distribution penalty.
■  When a parent names a child directly on the IRA beneficiary form, the child is considered a designated 

beneficiary and can stretch distributions over his lifetime.
■  In order for each non-spouse beneficiary to use his own life expectancy after the death of the IRA owner, 

the IRA must be timely split by December 31 of the year after the year of death.
■  If the IRA owner dies after the required beginning date (RBD), the required minimum distribution (RMD) 

for the year of death, if not yet taken, must be taken by the beneficiary during the year of death.
■  A successor beneficiary cannot change the RMD method to use her own age or do a spousal rollover.

Avoiding Roth IRA Taxing Tax Traps
■  IRS Form 8971, including Schedule A, must be filed whenever IRS Form 706, the federal estate tax 

return, is required for an estate over the threshold amount.
■ Preventing inconsistent basis reporting is the purpose behind Form 8971 and the attached Schedule A.
■  Assets not listed on Schedule A of Form 8971, with certain exceptions, will have a zero basis. Then, any 

money received from such unlisted assets will trigger tax liabilities.
■  Roth IRAs and accounts in Roth versions of employer plans would get a zero basis if not listed properly.
■  Filling out Schedule A of Form 8971 may be especially challenging when listing Roth IRAs that are not 

fully qualified for tax-free distributions under the five-year rule prior to the year of the decedent's death.

a “qualified first-time homebuyer 
distribution.” To be qualified, 
the distribution must satisfy the 
following six conditions:

1. The funds must be used within 
a certain period of time. The 
deadline is generally 120 days from 
the date of withdrawal.

However, there is an exception 
if a delay or cancellation of the 
purchase or construction of 
the home causes that deadline 
to be missed. In that case, the 
withdrawal may be rolled back to 

an IRA within 120 days from the 
date of withdrawal. (Note that this 
is longer than the usual 60-day 
rollover period.) And, a rollover 
back to an IRA for this reason 
isn’t counted for purposes of the 
once-per-year rollover rule. That 
rule limits certain 60-day rollovers 
to one per person in any 12-month 
period.
2. The funds must be used to pay 
“qualified acquisition costs” of a 
residence. Qualified acquisition 
costs are the costs of buying, 
constructing or reconstructing 

a home. This includes a down 
payment and settlement costs, but 
not mortgage payments or home 
furnishings or appliances.

3. The residence must be the 
homebuyer’s principal residence. 
A principal residence is generally 
the property which a homebuyer 
uses the majority of the time. 
Second homes do not qualify.

4. The homebuyer must be 
either the IRA owner or certain 
relatives of the owner. The IRA 
owner taking the withdrawal 

https://www.irahelp.com/
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Navigating Inherited IRA Rules

does not have to use the funds 
for his own home purchase. The 
money can also be used for the 
costs of a home purchased by the 
IRA owner’s spouse or any child, 
grandchild or ancestor of the 
IRA owner (or of the IRA owner’s 
spouse). 
5. The homebuyer must be a 
“first-time homebuyer.” One would 
think that would mean someone 
buying a first home. But, since 
we’re dealing with the tax code, it’s 
more complicated. 
To determine whether someone is 
a first-time homebuyer, look back 
to a two-year period ending on the 
date of acquisition of the residence 
for which the IRA funds are being 
used. (The date of acquisition is 
the date the homebuyer signs a 
contract or the date construction 
or reconstruction of the home 
begins.) 
Next, determine whether the 
homebuyer owned any part of 
a principal residence during the 
two-year period. If not, then the 
homebuyer qualifies as a “first-
time homebuyer” – even if she has 
purchased other homes in the past.
If the homebuyer is married, 
the homebuyer’s spouse must 
independently satisfy the two-year 
ownership rule. That’s the case 
even if the spouse will not be an 
owner of the new home. 
Example: Angela, age 55, makes a 
taxable withdrawal of $7,500 from 
her IRA to pay settlement costs for 
a new home that her son, Phillip, 

is buying nearby his parents’ beet 
farm. Phillip signed a contract for 
the home on September 15, 2019. 

Phillip had previously owned 
another home that he sold on 
September 1, 2017. Since then, he 
has been living in an apartment 
and has not owned any property. 
Phillip would be considered a 
“first-time homebuyer” since 
he did not have an ownership 
interest during the two-year period 
(September 15, 2017 – September 
15, 2019) ending on the date he 
signed the contract. 

6. The distribution must 
not exceed a dollar limit. 
Unfortunately, there’s a limit to 
Congress’ generosity. An IRA 
owner can take no more than 
$10,000 of distributions under the 
first-time homebuyer exception 
over his lifetime. Any amounts 
taken over the $10,000 lifetime 
limit are subject to the 10% early 
withdrawal penalty.

The limit is per person, not per 
home purchase. This means 
one person could make several 
penalty-free IRA withdrawals over 
different years to pay the costs of 
separate home purchases. And, 
more than one person could make 
penalty-free IRA withdrawals for 
the same home purchase. In other 
words, a married couple could 
potentially take $20,000 of IRA 
distributions ($10,000 from each 
IRA) without penalty to purchase a 
home together.

And, more than one person 
could make penalty-free IRA 

withdrawals for the same 
home purchase.

Example: In 2009, Pam, age 47, 
and Jim, age 50, jointly purchased 
a new home in Austin, TX. Each 
took an $8,000 taxable IRA 
distribution to help with the down 
payment. These were the first 
IRA withdrawals either had ever 
taken for home buying expenses. 
Assuming the withdrawals satisfied 
the other conditions for a qualified 
distribution, each would have been 
exempt from the 10% penalty.

Now, assume 10 years later, (when 
Pam is 57 and Jim is 60), they want 
to move to Dallas, TX and buy a 
new house. Each makes another 
$8,000 taxable IRA withdrawal. 
Pam would owe an $800 ($8,000 
x 10%) early withdrawal penalty 
because she doesn’t meet the two-
year ownership rule. Jim is exempt 
from the penalty, because he is 
now over the age of 59½.

Instead, had Pam and Jim moved 
out of their Austin home in 2016 
and subsequently rented an 
apartment for three years until 
2019, Pam would meet the two-
year rule (assuming neither she 
nor Jim owned any other property). 
But, Pam would still owe a $600 
($6,000 x 10%) penalty because 
the $10,000 lifetime limit allows 
only $2,000 of her second $8,000 
withdrawal to be qualified. ◼

Navigating the Inherited IRA Rules Through Generations

In 1974, streaking was popular, 
Carl Douglas released his hit 

disco single “Kung Fu Fighting,” 
26-year-old author Stephen King’s 
novel Carrie was published, and 
in the fall, with much less fanfare, 
IRAs were established as part of 
the Employee Retirement Income 
Security Act (ERISA). 

Forty-five long years later, fads 
have come and gone, but IRAs 
remain. And just as our music and 
interests have evolved, so too have 
the purpose and benefits of IRAs. 
As the population contributing 
to IRAs continues to age, IRA 
owners have come to heavily rely 
on their IRAs as estate planning 

tools – a way to ensure that years 
of hard work and savings can 
be passed to future generations. 
With IRAs spanning decades, 
spouses, children, grandchildren 
and other beneficiaries will look 
to knowledgeable advisors to help 
navigate the complicated rules of 
inherited IRAs. 

https://www.irahelp.com/
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Navigating Inherited IRA Rules

Spouse Beneficiaries

While statistics are scarce, it is 
a good bet that many IRAs will 
start with a spouse as the named 
beneficiary. This is a common 
choice and a solid strategy. Spouse 
beneficiaries have options that are 
unavailable to other beneficiaries – 
most importantly, the ability to do a 
spousal rollover. 
Unfortunately, many IRA owners 
do not realize that the special rules 
for spouses, including spousal 
rollovers, are only available when 
the spouse is named on the 
beneficiary form. A spouse who 
inherits through an estate or trust 
is not automatically entitled to 
these benefits. There are many 
Private Letter Rulings where 
taxpayers have spent a significant 
amount of time and money trying 
to do a spousal rollover after the 
death of an IRA owner when it 
could have been easily achieved 
simply by naming the spouse 
as the beneficiary while the IRA 
owner was alive.
With a spousal rollover, the funds 
in the surviving spouse’s IRA are 
treated as if they were always in 
the surviving spouse’s IRA. In other 
words, the spouse is no longer 
treated as a beneficiary. For many 
spouse beneficiaries, the spousal 
rollover will be an appropriate 
strategy as it allows for account 
consolidation and smaller RMDs.
Example 1: In 1975, Bob 
established an IRA with $1,500, 
which was the maximum 
contribution allowed for that year. 
Bob named his wife, Bonnie, as 
IRA beneficiary. By naming her as 
the beneficiary, Bob has ensured 
she can do a spousal rollover.  
However, a spousal rollover is not 
the only option. While many clients 
will benefit from a spousal rollover, 
there are other possibilities. Some 
spouse beneficiaries are better 
served by choosing an inherited 
IRA, at least for a while. For the 
right client, keeping an inherited 

IRA can offer the best of both 
worlds. RMDs can be delayed for 
years if the funds are not needed. 
But, if cash flow circumstances 
change, access to the inherited 
IRA funds is available penalty-free.

Spouse beneficiaries have 
options that are unavailable 
to other beneficiaries – most 
importantly, the ability to do 

a spousal rollover. 

When a surviving spouse chooses 
to keep an inherited IRA, she is not 
subject to RMDs until the later of 
December 31 of the year following 
the year of the original account 
owner’s death or December 31 
of the year her deceased spouse 
would have been 70½. This allows 
the spouse beneficiary of an IRA 
owner who died at a young age 
to potentially delay RMDs for 
decades. 
Distributions from inherited IRAs 
are never subject to the 10% early 
distribution penalty. If the spouse 
beneficiary is under age 59½ and 
wants to access the IRA funds, 
choosing an inherited IRA makes 
that possible. 
If, on the other hand, a younger 
spouse beneficiary elects to do 
a spousal rollover, the account 
is no longer an inherited IRA. 
Distributions taken before age 59½ 
will now be subject to the 10% 
early distribution penalty. 
Example 2: In 2002, Bob dies at 
age 60. His wife, Bonnie, age 55, 
is his beneficiary. If Bonnie keeps 
the funds in an inherited IRA, she 
will not need to take RMDs for ten 
years - when Bob would have been 
age 70½. 
With an inherited IRA, Bonnie 
can take distributions at any time 
without the 10% early distribution 
penalty applying. If Bonnie does a 
spousal rollover, Bob’s IRA assets 
will be moved into her own IRA, 

and she will be subject to the 10% 
penalty on distributions (assuming 
no other exception applies). 
While there is no going back with 
a spousal rollover, the decision to 
go with an inherited IRA is NOT 
irrevocable. A client may want to 
keep the funds in an inherited IRA 
when she is under age 59½ and 
then do a spousal rollover when 
the early distribution penalty is no 
longer an issue. 
The titling on the account is 
important. Usually when the IRA 
custodian is informed of the death 
of the IRA owner, the custodian 
will change the titling on the IRA. 
The account will be retitled as 
an inherited IRA. If the spouse 
beneficiary decides to do a spousal 
rollover, the IRA will be titled in her 
name alone. The account will no 
longer be an inherited IRA. 
Example 3: After Bob’s death in 
2002, Bonnie elected to do an 
inherited IRA. She is not required 
to take RMDs until the year Bob 
would have been 70½ (2012). In 
2007, Bonnie is over age 59½ and 
decides it is time to do a spousal 
rollover. 
By doing so, she can delay future 
RMDs until she reaches the year 
she turns age 70½ (2017). She will 
use the Uniform Lifetime Table to 
calculate those RMDs. The titling 
on the account will be changed 
from “Bonnie as beneficiary of 
Bob” to simply just an IRA in 
Bonnie’s name. 

Non-Spouse Beneficiaries

While many IRA owners may name 
a spouse as their IRA beneficiary, 
a significant amount of IRA funds 
will ultimately end up going to 
non-spouse beneficiaries. 
Why? Well, often a spouse 
beneficiary will inherit IRA 
funds, do a spousal rollover, and 
subsequently name non-spouse 
beneficiaries such as children or 
grandchildren on their accounts.

https://www.irahelp.com/
https://www.irahelp.com/printable/2019-uniform-lifetime-table-0


5TO ORDER: VISIT IRAHELP.COM OR CALL (877) 337-5688 | ED SLOTT’S IRA ADVISOR • OCTOBER 2019

Navigating Inherited IRA Rules

Many IRA owners make the 
mistake of thinking their children 
will get their IRA funds if they 
name their estate as their IRA 
beneficiary. This is a serious error 
that IRA owners should avoid. In 
cases like this, the children, even if 
they are beneficiaries of the estate, 
will not be considered designated 
beneficiaries. 

This means they will not be able 
to get the maximum stretch over 
their life expectancy. They will 
instead be limited to either the 
five-year rule [when the IRA owner 
dies before his required beginning 
date (RBD)] or the remaining life 
expectancy of the deceased IRA 
owner if the death is after the RBD.

When a parent names a child 
directly on the IRA beneficiary 
form, the child is considered 
a designated beneficiary. A 
designated beneficiary can stretch 
distributions over his lifetime, 
unlike the beneficiary of an estate 
or trust. The payout period is 
determined by using the Single 
Life Expectancy Table. 

A designated beneficiary 
can stretch distributions 

over his lifetime, unlike the 
beneficiary of an estate or 

trust. 

When parents have multiple 
children, their IRAs may have more 
than one non-spouse beneficiary. 
In order for each child to use his 
own life expectancy after the death 
of the IRA owner, the IRA must be 
timely split. 

The tax code lays out two 
important dates: September 30th of 
the year after the account owner’s 
death as the date when designated 
beneficiaries are determined, and 
December 31st of the year after the 
account owner’s death as the date 
by which the inherited IRA must be 
split. 

Titling non-spouse beneficiary 
inherited IRAs properly is critical. 
To get the stretch, inherited IRA 
accounts must be set up for each 
beneficiary. Children who inherit 
an IRA should proceed cautiously. 
Non-spouse beneficiaries who 
act too quickly and take a total 
distribution will lose the stretch. 
Why? A non-spouse beneficiary 
cannot do a 60-day rollover, so 
the money the children withdraw 
cannot go back.
If the IRA owner dies after the RBD, 
the RMD for the year of death 
must be taken by the beneficiary 
during the year of death if it has 
not already been withdrawn. This 
RMD is calculated as if the IRA 
owner were alive, generally using 
the Uniform Lifetime Table.
Example 4: After Bonnie did a 
spousal rollover back in 2007, she 
named her two children, Sam and 
Lynn, as beneficiaries of her IRA. 
In May of 2018, Bonnie died after 
her RBD. Sam and Lynn must take 
Bonnie’s 2018 RMD by December 
31, 2018 (the year of death) if she 
did not already take it. If Sam and 
Lynn split the IRA by December 31, 
2019 and set up separate inherited 
IRA accounts, they can each use 
their own life expectancies to 
calculate RMDs using the Single 
Life Table for Inherited IRAs. 
Lynn is age 44 in 2019. The life 
expectancy factor used to calculate 
her 2019 RMD from her inherited 
IRA would be 39.8. Her account 
will be titled as “Bonnie IRA 
(Deceased 5/1/2018) FBO Lynn, 
Beneficiary.” 

Successor Beneficiaries

IRAs have been around for 
decades and are now increasingly 
being inherited by successor 
beneficiaries – beneficiaries 
of beneficiaries. By naming a 
successor beneficiary, a client 
enables the maximum stretch to 
continue into the next generation.

When a beneficiary who is 
taking stretch distributions dies 
before emptying the inherited 
IRA account, then the successor 
beneficiary can continue 
taking RMDs based on the first 
beneficiary’s life expectancy.  
A successor beneficiary cannot 
change the RMD method to 
use their own age. Essentially, 
a successor beneficiary steps 
into the shoes of the original 
beneficiary. The successor 
beneficiary continues to subtract 
one from the RMD factor used by 
the original beneficiary. 
A successor beneficiary cannot 
do a spousal rollover. This is a 
tricky one. Even if the successor 
beneficiary inherits an inherited 
IRA from a spouse, she cannot 
do a spousal rollover. Successor 
beneficiaries should name their 
own successor beneficiaries to 
continue the stretch.

Page 20 of the instructions to 
Form 5498 is clear on how IRAs 
must be titled for successor 
beneficiaries. They are titled in the 
name of the successor beneficiary 
as beneficiary of the original 
beneficiary. The original account 
owner’s name does not need to be 
included.
Example 5: In 2018, Lynn names 
her husband, Michael, and their 
daughter, Penelope, as successor 
beneficiaries on the IRA she 
inherited from her mother, Bonnie. 
At Lynn’s death, the inherited IRA 
would be split into two inherited 
IRAs. Michael’s would be titled 
"Michael as Beneficiary of Lynn,” 
and Penelope’s would be titled 
“Penelope as Beneficiary of Lynn.” 
Both Michael and Penelope 
would step into Lynn’s shoes and 
continue to use her life expectancy 
factor (39.8 reduced by one each 
year) to calculate their RMDs. 
Michael cannot do a spousal 
rollover because he is a successor 
beneficiary. ◼

https://www.irahelp.com/
https://www.irahelp.com/printable/2019-single-life-expectancy-table-0
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Avoiding Roth IRA Taxing Tax Traps

Roth IRAs and other Roth plans 
offer tax-free cash flow to 

account owners and beneficiaries, 
once the age (59½) and holding 
period (five years) requirements 
have been met. However, tax 
code technicalities could lead to 
the taxation of all distributions of 
inherited Roth assets. Fortunately, 
certain steps can reduce that risk. 

Creating Consistency

IRS Form 8971, including Schedule 
A, must be filed whenever IRS 
Form 706, the federal estate tax 
return, is required for an estate 
over the threshold amount.  
Therefore, these forms are used 
for estates larger than $11.4 
million in 2019. Looking back, this 
requirement also applies to estate 
tax returns filed after July 2015, if 
the estate exceeded the relevant 
threshold amount.
On Schedule A of Form 8971, the 
decedent’s assets that contain 
basis items (in whole or in part, 
with limited exceptions) must be 
listed. The object is to promote 
consistent basis reporting between 
assets reported on federal estate 
tax returns and the basis reported 
by people who have acquired 
property from the decedent. 
Moreover, the IRS Proposed 
Regulations and Instructions for 
Form 8971 and Schedule A have 
no exception for bifurcated assets.
Consistent basis reporting is 
important because some estate 
personal representatives may 
have erroneously reported a low 

valuation on an estate tax return, 
reducing estate tax. In addition, 
some estate beneficiaries may 
have erroneously reported a higher 
valuation than the amount on the 
estate tax return, on a subsequent 
sale, thereby decreasing their 
personal tax liability.
Preventing such inconsistency is 
the purpose behind Form 8971 and 
the attached Schedule A, which 
locks in the reported value of the 
property that’s listed, based on 
the Form 706 filed for the estate. 
From that report, a consistent 
basis can be used to calculate 
the tax resulting from subsequent 
transactions entered into by estate 
beneficiaries. 

Zero Tax Shelter

What does all this have to do with 
Roth IRAs? Assets not listed on 
Schedule A of Form 8971, with 
certain exceptions, will have a zero 
basis. Then, any money received 
from such unlisted assets will 
trigger tax liabilities.  

Any money received from 
such unlisted assets will 

trigger tax liabilities.  

Following this reasoning, suppose 
John Smith had a Roth IRA when 
he died, worth $500,000. (Assume 
that the Roth IRA satisfies the five-
year requirement prior to John’s 
year of death.) Further, suppose 
that John’s executor fails to see that 
the Roth IRA is listed on Schedule 
A of Form 8971. 
Under the IRS' Proposed 
Regulations, John’s Roth IRA 
would have a zero basis, and all 
subsequent distributions to the 
Roth IRA beneficiary would be 
fully taxed as ordinary income. 
Accounts in Roth versions of 
employer plans also would get a 
zero basis if not listed properly. 

The same could be true for 
traditional IRAs holding after-
tax dollars from non-deductible 
contributions as well as 
nonqualified annuities. 
Data reported to the IRS on Form 
706 may not flow easily into 
Schedule A of Form 8971. That’s 
especially true for bifurcated assets 
(those containing partial basis and 
deferred income), such as those 
previously mentioned.

Limited Exceptions

The Proposed Regulations for 
Form 8971 and Schedule A 
include some exceptions, which 
would not have a zero basis, even 
if omitted from the listing. Of 
those exceptions, the item most 
meaningful to retirement plans is 
income in respect of a decedent 
(IRD) assets. 
The IRD rules are meant to prevent 
double taxation of inherited 
assets: exposure to both estate 
and income tax. Beneficiaries can 
take a tax deduction in years they 
withdraw money from an inherited 
IRA, if that IRA has triggered some 
estate tax obligation. 
Wouldn’t a Roth IRA be included in 
the IRD exception to requirements 
for listing on Schedule A of Form 
8971? No, because IRS Letter 
Rulings and Revenue Rulings 
indicate that an investment in a 
contract is not IRD. 
Roth IRAs, for example, have 
basis (or partial basis, depending 
on whether the five-year holding 
period requirement has been met) 
and therefore would not qualify for 
the IRD exemption, in the absence 
of subsequent relief and guidance 
by the IRS.
Although the treatment of Roth 
IRAs in this context has been 
questioned by practitioners’ 
organizations, the IRS has not 
provided any guidance to date. 

Avoiding Roth IRA Taxing Tax Traps
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Avoiding Roth IRA Taxing Tax Traps

Consequently, if an item contains 
basis (including an investment in 
a contract such as an annuity), it 
currently lacks an exemption and 
must be reported on Schedule A 
of Form 8971. Therefore, omitting 
a Roth IRA (or other retirement 
assets with basis from after-tax 
dollars) will result in zero basis, 
making all payouts subject to 
income tax. Listing retirement 
assets with basis on Schedule 
A of Form 8971 may prevent 
this surprisingly harsh future tax 
treatment for beneficiaries.

Practical Points

Filling out Schedule A of Form 
8971 may be especially challenging 
when listing Roth IRAs that are 
not fully qualified for tax-free 
distributions, under the five-year 
rule. Schedule A of Form 8971 
provides no way to list a bifurcated 
asset, which is a problem for estate 
tax practitioners once the five-year 
rule has been satisfied.
If the five-year test has been 
satisfied prior to the decedent’s 
year of death, the current value 
of a Roth account can be listed 
on Schedule A, with no footnote. 
If that test has not been passed, 
more information is needed. 
One suggested approach is to 
list the decedent’s date-of-death 
Roth IRA balance on Schedule A 
of Form 8971. Then indicate in a 
detailed footnote that the five-year 
rule was not satisfied prior to the 
decedent’s year of death, and the 
Roth IRA’s basis is "X" dollars and 
will be adjusted once that milepost 
is past.
Listing nonqualified annuities 
also can pose problems. Again, 
one possible solution is to list the 
annuity at its current value on 
Schedule A of Form 8971. On the 
next line, after an indentation, the 
decedent’s basis in that annuity 
must be entered. 
Yet another puzzle relates to 
deaths that are still subject to the 

statute of limitations for estate 
tax purposes, which is three 
years after Form 706 was filed or 
after the due date for that form, 
including extensions, whichever 
is later. That could include large 
estates which did not list, say, a 
Roth IRA or a nonqualified annuity 
on Schedule A of Form 8971.

Listing retirement assets 
with basis on Schedule A of 
Form 8971 may prevent this 
surprisingly harsh future tax 
treatment for beneficiaries.

For such estates, advisors 
should urge that a Supplemental 
Form 8971 be filed with the 
IRS, including a Supplemental 
Schedule A with a date-of-death 
listing of all required assets and 
basis amounts; copies should 
be sent to affected beneficiaries. 
Doing so as soon as possible may 
avoid adverse tax effects. 
Caution: The IRS' Proposed 
Regulations and Instructions do not 
provide for filing a Supplemental 
Form 8971 and a Supplemental 
Schedule A to include items initially 
listed on an estate tax return, Form 
706, but erroneously omitted from  
Schedule A.  
Representatives of estates that 
exceed the estate tax threshold 
should act to immediately remedy 
the issues described in this article, 
assuming no relief from the IRS. 
These representatives should 
work with professionals who 
are experienced in addressing 
complex estate tax and related 
issues.

 Advisor Action Plan
 σ After the death of a client, 
including estate beneficiaries, 
find out if a federal estate tax 
return will be due. 

 σ When federal estate tax is due, 
determine who will file estate tax 

returns, including IRS Form 8971 
and Schedule A of that form.

 σ Inform the tax preparers of the 
reason for listing Roth IRAs 
and other retirement assets 
with after-tax money, including 
nonqualified annuities, on 
that Schedule A and explain 
to estate beneficiaries the 
possible tax trap, if retirement 
assets with basis are omitted 
from Schedule A of Form 8971.

 σ Point out that supplemental 
filings should be made for all 
estate tax returns filed after July 
2015 for bifurcated assets if the 
estate exceeds the threshold 
amount because the IRS may 
grant retroactive relief in the 
final regulations, regardless of 
the statute of limitations, if the 
agency considers this to be a 
systemic issue. ◼

Seymour Goldberg, CPA, MBA, JD 
a senior partner in the law firm of 
Goldberg & Goldberg, P.C., Long 
Island, New York, is Professor 
Emeritus of Accounting, Law and 
Taxation at Long Island University. 
He has taught many CLE and CPE 
programs at the state and national 
level as well as CLE courses for the 
American Bar Association, New York 
State Bar Association, City Bar Center 
for Continuing Legal Education, 
NJICLE, local bar associations and 
law schools. Mr. Goldberg has been 
quoted in major publications including 
the New York Times, Forbes and the 
Wall Street Journal. He was formerly 
associated with the IRS and has been 
involved in conducting continuing 
education outreach programs with 
the IRS. He has authored guides for 
the American Bar Association and the 
American Institute of Certified Public 
Accountants on IRA compliance 
issues. Mr. Goldberg is the recipient 
of Outstanding Discussion Leader 
Awards from both the AICPA and the 
Foundation for Accounting Education. 
His IRA guides can be found in well 
over 100 law school libraries.

Mr. Goldberg can be reached at  
info.goldbergira@gmail.com or 
516-222-0422. You may also visit his 
website at TrustEstateProbate.com.
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Who is the 
Beneficiary?

Traditional IRA Owner Died Before RBD; or 
Roth IRA Owner Died at Any Age Traditional IRA Owner Died on or After RBD

Spouse

A surviving spouse has three options:
1. Choose to do a spousal rollover, transfer, or treat 

the account as the spouse's own account.

2. Create a "stretch IRA" (inherited IRA). Begin taking 
RMDs based on surviving spouse's single life 
expectancy, recalculated. Payments must start by 
either the later of December 31 of the year after the 
year of the original IRA owner’s death or December 
31 of the year the original IRA owner would have 
turned 70½.

3. Utilize the "5-Year Rule." Close the inherited IRA by 
December 31 of the 5th year after the year of death. 
There is not a set amount or percentage that must 
be taken each year, but all assets must be removed 
by the end of the 5-year window.

A surviving spouse must take the original account 
owner’s RMD by December 31 of the year of death if 
not already withdrawn.

Then, a surviving spouse has two options:
1. Choose to do a spousal rollover, transfer, or treat 

the account as the spouse's own account.

2. Create a "stretch IRA" (inherited IRA). Begin 
taking RMDs based on either a period no longer 
than the surviving spouse beneficiary’s single life 
expectancy, recalculated, or the deceased account 
owner’s single life expectancy (had he survived), 
non-recalculated. RMD payments must begin 
by December 31 of the year after the original 
owner’s death.

Non-Spouse

A surviving non-spouse has two options:
1. Create a "stretch IRA" (inherited IRA). Begin taking 

RMDs based on surviving non-spouse's single 
life expectancy, non-recalculated. Payments must 
start by December 31 of the year after the year 
of the original IRA owner’s death. Note: If there 
are multiple beneficiaries, separate inherited IRA 
accounts must be established for each beneficiary 
by December 31 of the year following the account 
owner's death or the oldest beneficiary's life 
expectancy must be used.

2. Utilize the "5-Year Rule." Close the inherited IRA by 
December 31 of the 5th year after the year of death. 
There is not a set amount or percentage that must 
be taken each year but all assets must be removed 
by the end of the 5-year window.

A surviving non-spouse must take the original 
account owner’s RMD by December 31 of the year of 
death if not already withdrawn.

Then, a surviving non-spouse must:
 ▷ Create a "stretch IRA" (inherited IRA). Close the 

account with RMD payments based on either 
a period that is no longer than the non-spouse 
beneficiary’s single life expectancy,  
non-recalculated (using the age in the year after 
the year of death and reduced by one each year 
thereafter) or the deceased account owner’s single 
life expectancy (had he survived), non-recalculated; 
use the age in the year of death and reduce by one 
each year thereafter. RMD payments must begin by 
December 31 of the year after the original account 
owner’s death.  

Non-Person
(i.e., Estate, 

Charity, 
Nonqualifying 

Trust) 

A non-person must:
1. Utilize the "5-Year Rule." Close the inherited IRA by 

December 31 of the 5th year after the year of death. 
There is not a set amount or percentage that must 
be taken each year but all assets must be removed 
by the end of the 5-year window.

A non-person must take the original account owner’s 
RMD by December 31 of the year of death if not 
already withdrawn.

Then, a non-person must:
 ▷ Create an inherited IRA. Close the account with 

RMD payments based on the deceased account 
owner’s single life expectancy (had he survived), 
non-recalculated; use the age in the year of death 
and reduce by one each year thereafter. RMD 
payments must begin by December 31 of the year 
after the original account owner’s death. 

IRA Beneficiary Options
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Traditional IRA and Roth IRA Beneficiary Options

For many clients, the most important part of their IRA is what happens to it after death. Many have contributed to 
IRAs for years in reliance on rules that allow their hard-earned savings to be preserved tax-deferred for future 

generations. For this reason, knowing the rules for what happens when beneficiaries inherit IRAs is critical for 
advisors. 
The options in this table represent the slowest allowable manner for an IRA to be drawn down by the beneficiary per 
IRS regulations. Any quicker draw-down method is acceptable (i.e., a lump sum distribution), but this may result in the 
inclusion of the entirety of the funds in the beneficiary's taxable income for the year in which they are withdrawn.
Reminder: The required beginning date (RBD) for required minimum distributions (RMDs) is April 1 of the year after the year 
the IRA owner turns 70½.


