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New IRS SECURE Act Regulations
Bring Big Surprises

n February 23, 2022, the IRS
released long-awaited regulations
(REG-105954-20) on required
minimum distributions (RMDs) from
IRAs and workplace retirement plans.
The 275-page document replaces
the current regulations that were
issued in 2002. Many of the provisions
in the new regulations reflect the
sweeping changes made to postdeath RMDs by the SECURE Act, but
the regulations also incorporate IRS
guidance on RMDs issued in recent
years (e.g., through private letter
rulings).
The regulations are proposed to be
effective for 2022 RMDs. For 2021
RMDs, the IRS says that taxpayers
can use a “reasonable, good faith
interpretation” of the SECURE Act.
How to handle 2021 RMDs will be an
issue for certain beneficiaries of IRA
owners and plan participants who
died in 2020. This article discusses
the most important provisions of
these new regulations.

Eligible Designated Beneficiary
Definition
The SECURE Act allows a certain
class of individual beneficiaries —
eligible designated beneficiaries
(EDBs) — of IRAs and company
plans to stretch out post-death RMDs
over their life expectancy. Individual
beneficiaries who are not EDBs

must instead now use the 10-year
payment rule. EDBs are designated
beneficiaries who are:
σ The surviving spouse of the IRA
owner or plan participant;
σ A minor child of the account holder;
σ A disabled individual;
σ A chronically ill individual;
σ A person not more than 10 years
younger than the account holder; or
σ A designated beneficiary of an
account holder who died before
the SECURE Act effective date
(generally, January 1, 2020).
The proposed regulations make clear
that whether or not a designated
beneficiary is an EDB is determined
as of the date of the IRA owner’s or
plan participant’s death.
The regulations also provide new
guidance on several EDB categories:
σ Under the old regulations, a
minor child of an IRA owner or
plan participant reached the age
of majority based on state law
— or as late as age 26 if still in
school. However, under the new
regulations, minors reach the age
of majority on their 21st birthday.
This applies regardless of the state’s
age-of-majority rule or whether the
child is still in school.
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Executive Summary
Executive Summary
New IRS SECURE Act Regulations Bring Big Surprises
■O
 n February 23, 2022, the IRS released a 275-page document which included regulations on required
minimum distributions (RMDs) from IRAs and workplace retirement plans.
■ Under the new regulations, a child reaches the age of majority on her 21st birthday, regardless of the
state’s age-of-majority rule or whether the child is still in school.
■S
 ince the employment standard is difficult to apply for children, the regulations allow an alternative
definition of “disability” for beneficiaries under age 18.
■T
 he most surprising provision of the proposed regulations is the one requiring annual RMDs for some
IRA or plan beneficiaries subject to the 10-year rule.
■W
 hether a beneficiary of an account holder is subject to the annual RMD rule depends on whether the
account holder died before or after her required beginning date (RBD).
■A
 pplication of the 10-year rule for successor beneficiaries depends on two factors: Did the IRA owner or
plan participant die before or after her required beginning date (RBD)? And was the original beneficiary
an eligible designated beneficiary (EDB)?
■ If a conduit trust qualifies as a see-through trust, then only the trust’s income beneficiaries are
considered in determining life expectancy for RMD purposes.
■ If the accumulation trust qualifies as a see-through trust, both the income and remainder trust
beneficiaries must be considered in determining payouts from the IRA to the trust.
■ If an accumulation trust qualifies as an “applicable multi-beneficiary trust,” the disabled or chronically
ill trust beneficiaries can be eligible for the stretch despite the presence of other trust beneficiaries who
are not EDBs.
■A
 n automatic waiver of the 50% penalty for a missed year-of-death RMD is available as long as the
RMD is taken before the beneficiary’s tax filing deadline, including extensions.

Unconventional IRA Planning
■O
 nce people reach age 59½, they typically should place more emphasis on risk control. A large drop in
their retirement account due to market weakness can be devastating.
■ After an in-service withdrawal, seniors can use the withdrawn dollars to set up their overall portfolios for
risk reduction. Possibilities include fixed income options and contractual income options.
■ Another benefit of rolling over all or a portion of a tax-deferred company plan to an IRA after the age of
59½ is the option to convert some or all of those tax-deferred dollars to a Roth IRA.
■ With a likelihood of higher future tax rates and the increased health care costs that higher longevity
might bring, life insurance can play a vital role in estate planning.
■ A non-deductible traditional IRA contribution, followed by a Roth IRA conversion (i.e., the “Backdoor
Roth”), can be a prime strategy for high-income taxpayers.
Example 1: In 2020, Ana, age
14, inherited an IRA from her
mother. Ana is an EDB and can
stretch distributions over her
single life expectancy until she
reaches age 21 in 2027. At that
point, Ana becomes subject
to the 10-year rule. Even if she
stays in school beyond age 21,
it does not matter. The 10-year
rule will still kick in at age 21.
σ The IRS confirms that the
definition of “disability” under tax
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code § 72(m)(7) should be used
to determine if a beneficiary is
an EDB. That definition requires
the individual to be unable to
perform any job because of a
physical or mental impairment
that can be expected to result in
death or last indefinitely.
Since the employment
standard is difficult to apply
for children, the regulations
allow an alternative definition
for beneficiaries under age 18.
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The child must have a physical
or mental impairment “that
results in marked and severe
functional limitations” and can
be expected to result in death
or last indefinitely.
The proposed rules also
include a “safe harbor” rule
that says that someone
found disabled by the Social
Security Administration (SSA)
is automatically considered an
EDB.

New IRS SECURE Act Regulations
σ Both disabled and chronically
ill individuals must provide
documentation to the custodian
or plan administrator by no later
than October 31 of the year
following the year of the IRA
owner’s or plan participant’s
death.

Whether a beneficiary of an
account holder is subject to
the annual RMD rule depends
on whether the account holder
died before or after her required
beginning date (RBD). The RBD is
the date by which the first RMD is
due.

σ Whether a designated
beneficiary is not more than 10
years younger than the account
holder is based on the actual
birthdates of the account holder
and beneficiary. So, a beneficiary
is considered not more than 10
years younger as long as her
birthdate is on or before the 10year anniversary of the account
holder’s birthdate.

σ The RBD for a traditional IRA
owner born before July 1, 1949,
is April 1 of the year following
the year she turns age 70½. The
RBD for a traditional IRA owner
born on or after July 1, 1949 is
April 1 of the year following the
year she turns age 72.

The 10-Year Payment Rule
The new regulations provide
guidance on the application of the
SECURE Act's 10-year payment
rule. This rule applies to designated
beneficiaries who are not EDBs
and to minor children once they
reach age 21.
Under this rule, the entire IRA or
plan account must be emptied
within 10 years after the year of the
IRA owner’s or plan participant’s
death. The regulations confirm
that the deadline is December 31
of the 10th year — NOT the 10-year
anniversary of the date of death.
The most surprising provision of
the proposed regulations is the
one requiring annual RMDs for
some IRA or plan beneficiaries
subject to the 10-year rule. Before
the new regulations were issued,
most commentators believed the
10-year rule never required annual
RMDs for years 1-9 of the 10-year
period. Recently, the IRS has
given mixed signals on this issue.
However, in the new regulations,
the IRS very clearly says that
certain beneficiaries are subject
to BOTH the 10-year payment rule
and a requirement to take annual
RMDs in years 1-9 of that 10-year
period.

σ Roth IRA owners are not subject
to RMDs and are therefore
always considered to have died
before their RBD.
σ Plan participants who do not
own more than 5% of the
company sponsoring the plan
can often delay their first RMD
until April 1 of the year following
the year of retirement.
The proposed regulations take the
position that when death occurs
on or after the RBD and the 10year rule applies, the beneficiary
must empty the account by the
end of the 10th year following the
year of death AND must receive
annual RMDs in the first nine years
following the year of death.

However, in the new
regulations, the IRS very
clearly says that certain
beneficiaries are subject to
BOTH the 10-year payment
rule and a requirement to
take annual RMDs in years
1-9 of that 10-year period.
Example 2: Steven dies in 2022
at age 75. The beneficiary of his
traditional IRA is his son Josh,
age 40. Since Steven died after
his RBD, Josh will have to take
annual RMDs from the inherited

IRA based on his life expectancy
for years 2023-2031 (years 1-9
of the 10-year payment period).
He must also receive the entire
remaining inherited IRA balance by
December 31, 2032.
When the IRA owner or plan
participant dies before the RBD, or
when a Roth IRA owner dies at any
age, there are no annual RMDs
under the 10-year rule. In that
case, only the 10-year payment
requirement must be satisfied. The
beneficiary can take as little or as
much as he wants during years
1-9 — as long as the entire account
balance is distributed by the end of
the 10-year term.
Example 3: Amy, age 65, dies in
2022 and leaves her IRA to her son
Richard, age 40. Richard is subject
to the 10-year rule. He does not
have to take annual RMDs but
must receive the entire inherited
IRA by December 31, 2032.
Example 4: Samar, age 55, is the
beneficiary of his mother Tisha’s
Roth IRA. Tisha dies in 2023 at age
80. As a Roth IRA owner, Tisha is
considered to have died before
her RBD (even though she died
after age 72). Therefore, Samar
does not have to take annual
RMDs. However, he must empty
the inherited Roth IRA account by
December 31, 2033.
Many beneficiaries of IRA owners
or plan participants who died in
2020 on or after their RBD did not
take a 2021 RMD because they
did not believe one was required.
For 2021 RMDs, the IRS says that
beneficiaries are not subject to the
new regulations, but instead can
apply a “reasonable, good faith
interpretation” of the SECURE Act.
It is not clear whether this standard
would excuse missed 2021 RMDs
on account of inconsistent prior
IRS guidance. It is also possible the
IRS will issue relief for missed 2021
RMDs later this year. For those
reasons, a beneficiary of an owner
or participant who died in 2020
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New IRS SECURE Act Regulations
on or after her RBD may want to
delay taking a 2021 RMD until later
this year when there may be more
clarity on this issue.

Successor Beneficiaries
A successor beneficiary is a
beneficiary who inherits from
the original beneficiary of an
IRA. Under the SECURE Act, the
general rule is that a successor
beneficiary is subject to the 10year payment rule. However,
the regulations make clear that
application of the 10-year rule will
depend on two factors: Did the IRA
owner or plan participant die before
or after her RBD? And was the
original beneficiary an EDB?
If an account holder dies before his
RBD and the original beneficiary
is subject to the 10-year rule, the
successor beneficiary will be
subject to the same 10-year period
as the original beneficiary. No
annual RMDs are required in years
1-9 of the 10-year payout period.
Example 5: Joseph, age 73, dies
in 2020. His Roth IRA beneficiary
is his adult daughter Kelly. Kelly
is subject to the 10-year rule.
Kelly names her daughter Lisa as
successor beneficiary.
Kelly dies in 2022. Lisa is bound
by the same 10-year period as her
mother Kelly and must empty the
inherited Roth IRA by December
31, 2030. Because this is an
inherited Roth IRA, no annual
RMDs are required to be taken in
years 1-9 by either Kelly or Lisa.

If an account holder dies
before his RBD and the
original beneficiary is
subject to the 10-year rule,
the successor beneficiary
will be subject to the same
10-year period as the
original beneficiary.
4

When the account holder dies
before her RBD and the original
beneficiary is an EDB, the
successor beneficiary has a 10year payout period starting in the
year after the year the EDB dies.
No annual RMDs are required
during that period.
Example 6: Rhoda, age 55, died
in 2020. She named her son Scot,
age 30, as beneficiary of her
traditional IRA. On the date of her
death, Scot was “chronically ill”
under the tax code definition, so he
could begin taking stretch RMDs.
Scot dies in 2028; his disabled
son Will is primary beneficiary.
Even though Will is disabled, as
a successor beneficiary he is
bound by the 10-year rule. He
must receive the remaining IRA
portion by the end of the 10th year
following his father’s (Scot’s) death
(December 31, 2038). No annual
RMDs are required in years 1-9 of
that 10-year payout period.
If the IRA owner or plan
participant dies on or after the
RBD and the original beneficiary
is subject to the 10-year rule,
then the successor beneficiary
will be subject to the same 10year “window” as the original
beneficiary. Annual RMDs are
required in years 1-9 of the 10-year
payout period by both the original
beneficiary and the successor
beneficiary. Both periods of annual
RMDs are calculated based on
the life expectancy of the original
beneficiary.
Example 7: Carlos, age 85,
dies in 2022, and his traditional
IRA beneficiary is his adult son
Daniel. Carlos died after his RBD.
Therefore, Daniel is subject to the
10-year rule and must take annual
RMDs over his life expectancy
starting in 2023. Daniel names
his daughter Eva as successor
beneficiary.
Daniel dies in 2025. Eva continues
the same 10-year period and
must empty the inherited IRA by
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December 31, 2032. She also must
continue annual RMDs in years
4-9 of the 10-year period (20262031) based on Daniel’s single life
expectancy.
If the IRA owner or plan participant
dies on or after her RBD and the
original beneficiary who is an
EDB dies thereafter, the successor
beneficiary has a 10-year payout
period starting in the year after the
year the EDB dies. Annual RMDs
based on the original beneficiary’s
life expectancy must be paid to
the successor beneficiary in years
1-9 of the 10-year period, and the
entire account must be emptied by
the 10th year following the year of
the EDB’s death.
Example 8: Rose, age 73, dies in
2020 and leaves her traditional IRA
to her sister Lea, age 65. Lea is an
EDB and can take annual RMDs
using her single life expectancy.
Lea names her son Theo as the
successor beneficiary.
Lea dies in 2022. Theo is subject
to the 10-year rule, and he must
empty the inherited IRA by
December 31, 2032. During the 10year period, Theo must take annual
RMDs in years 1-9 based on his
mother’s single life expectancy.

Trusts as IRA Beneficiaries
As a result of the SECURE Act
10-year-payment requirement,
trusts have been downgraded
as a planning strategy. The new
regulations do not change that.
Most trust beneficiaries will still
need to empty an inherited IRA
within 10 years. However, the
regulations do clear up some of the
confusion that the SECURE Act
created within the area of trusts.
The IRS retained the existing
“see-through” rules for trusts
under which trust beneficiaries
can be treated as beneficiaries of
the IRA if the trust meets certain
requirements. The IRS also
retained the existing distinction
between conduit and accumulation

New IRS SECURE Act Regulations
trusts when determining which
trust beneficiaries must be
considered for payouts from the
IRA to the trust.
Conduit trusts are merely a
"conduit" to pass distributions from
the IRA to the trust beneficiary.
When a conduit trust is the
beneficiary of an IRA, the postdeath distributions are first paid
from the IRA to the trust and
then immediately from the trust
to the beneficiaries of the trust.
If a conduit trust qualifies as a
see-through trust, then only the
trust’s income beneficiaries are
considered in determining life
expectancy for RMD purposes.
If there is more than one income
beneficiary, distributions will be
based on the age of the oldest. The
life expectancies of contingent or
remainder trust beneficiaries are
not considered.
Example 9: Julia died in 2020.
The beneficiary of her IRA is a
see-through conduit trust that left
income to her surviving spouse,
Greg (the income beneficiary),
for life and then the remainder
to her adult children (remainder
beneficiaries). For purposes of
determining IRA payments to
the trust, Julia’s children can
be disregarded, so only Greg
is considered. Since Greg is an
EDB, the stretch can still apply
and RMDs can be paid to the
trust each year based on his life
expectancy.
An accumulation (or discretionary)
trust does not have to pay out
all IRA distributions to the trust’s
beneficiaries. The trustee is given
discretion to either pay out some,
all, or none of the IRA distributions
to the beneficiaries. Whatever
IRA distributions are not paid out,
though, are accumulated and
taxed in the trust at potentially
very high trust tax rates. If the
accumulation trust qualifies as a
see-through trust, both the income
and remainder trust beneficiaries
must be considered in determining

payouts from the IRA to the trust.
The age of the oldest income or
remainder trust beneficiary is used
to calculate RMDs on the inherited
IRA.
Example 10: In 2021, Aaron
died at age 75 having named
his see-through trust as the
beneficiary of his IRA. The trust is
an accumulation trust that pays
specific amounts to his spouse,
Tom, age 65, instead of requiring
that all distributions from the
inherited IRA be paid to him.
Upon Tom’s death, all funds
remaining in the trust are then paid
to Carla, Aaron’s sister. Carla, age
60, is a remainder trust beneficiary
and must be considered for
purposes of determining IRA
payments to the trust. Since
Carla is not an EDB, the 10-year
payment rule would apply to those
payments, and annual RMDs to
the trust would be required in
years 1-9 (based on Tom’s life
expectancy), because Aaron died
after his RBD.
The regulations also give details
about the SECURE Act special
exception for special needs trusts
for EDBs who are disabled or
chronically ill. The IRS provides
that if an accumulation trust
qualifies as an “applicable multibeneficiary trust,” the disabled or
chronically ill trust beneficiaries
can be eligible for the stretch,
despite the presence of other trust
beneficiaries who are not EDBs.

The IRS provides that if
an accumulation trust
qualifies as an “applicable
multi-beneficiary trust,”
the disabled or chronically
ill trust beneficiaries can
be eligible for the stretch,
despite the presence of
other trust beneficiaries who
are not EDBs.

To qualify, the trust must be
established in one of two ways:
1) The trust can provide that
it will be divided immediately
upon the death of the IRA owner
into separate trusts for each
beneficiary; or 2) it can provide
that no beneficiary, other than the
disabled or chronically ill EDB, has
any right to the IRA funds until the
death of the EDB. The proposed
regulations clarify that the first
type can be combined with the
second type.
Example 11: Mitch names his trust
as the beneficiary of his IRA. At
Mitch’s death, the trust is to be
divided into two trusts, one for
each of his daughters. Daughter
#1, Page, age 32, is chronically ill
and qualifies as an EDB at Mitch’s
death. Payments from the inherited
IRA to Page’s trust can be made
over Page’s single life expectancy.
Daughter #2, Patty, age 28, is
not disabled or chronically ill.
Payments from the inherited IRA
to Patty’s trust are subject to the
10-year rule.
The regulations clarify that even
if Patty is a remainder beneficiary
of the trust for Page, the stretch
would still be available during
Page’s lifetime. At Page’s death, the
10-year rule would apply to Patty
as the successor beneficiary.

Other Provisions
Excise Tax on Missed RMDs
There is an excise tax on missed
RMDs equal to 50% of the annual
RMD not received. The IRS will
normally waive this penalty if the
missed RMD is taken, and Form
5329 is filed with an explanation of
the reason for the error. The new
regulations allow the IRS to grant
an automatic waiver (i.e., Form
5329 does not have to be filed)
when a beneficiary fails to take a
year-of-death RMD by the end of
the calendar year in which the IRA
owner or plan participant dies. An
automatic waiver is available as
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Unconventional IRA Planning
long as the year-of-death RMD
is taken before the beneficiary’s
tax filing deadline, including
extensions. This will be very helpful
when an account holder dies near
the end of the year before taking
the RMD for that year.
10-Year Payment Rule
for Certain EDBs
The IRS has previously suggested
that EDBs can use the 10-year
rule (instead of the stretch) when
the account holder dies before
his RBD. The regulations give IRA
custodians and plan administrators
three options to comply. First, they
can require that the stretch or 10year rule will always apply to EDBs
in this situation. Second, they can
allow EDBs (or the IRA owner or
plan participant) to elect between
the two options. (We expect most
IRA custodians to allow this option.)

Lastly, the custodian or plan can
do neither, in which case the
stretch would be the single default
option.
Separate Accounting
The new IRS regulations continue
to allow IRA owners with multiple
beneficiaries to split their IRA
into separate accounts, as long
as it is done by December 31 of
the year following the year of the
owner’s death. Because of the
annual RMD requirement for years
1-9 when an IRA owner dies on
or after his required beginning
date, separate accounting is again
important when there are multiple
beneficiaries subject to the 10-year
rule. Separate accounting can also
be used to ensure that an EDB
gets the stretch when there are
multiple beneficiaries.

Rollovers from Plans to IRAs
The proposed regulations include
new guidance on how the 10year payout rule will interact with
rollovers from plans to IRAs. If
a plan participant dies before
her RBD and the 10-year rule
applies to the beneficiary, there
would be no RMD until the 10th
year following the year of death
(i.e., the final payment in year
10 is considered one big RMD).
Therefore, any distribution in years
1-9 would be eligible for rollover
to an inherited IRA. If the plan
participant dies on or after the
RBD, annual RMDs in years 1-9
are required for beneficiaries. If a
distribution is taken in any of those
years, the RMD for the year will
not be eligible for rollover but the
balance could be directly rolled
over to an inherited IRA. ◼

Unconventional IRA Planning
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A

pril, when taxes are on people’s
minds, can be an excellent time
to focus on "rest-of-year" planning
for IRAs and employer-sponsored
retirement accounts. During such
consideration, going beyond the
usual strategies may significantly
enhance a senior’s lifestyle after
the paychecks stop. Here are some
beyond-the-box thoughts.

6

Weigh In-Service Withdrawals
We have encouraged using the
“in-service withdrawal option” for
years. Even so, it continues to be
mind-blowing how many seniors,
60 and older, have no idea this
choice is available to them. In fact,
most people have never heard
about this tactic.
Approximately 95% of 401(k)
and other employer-sponsored
retirement plans allow participants
to take distributions of vested
funds while they’re still employed,
once they reach age 59½. The
money can be withdrawn —
subject to income tax but not
subject to the 10% early distribution
tax — or moved to another
retirement account, such as an
IRA, maintaining the tax deferral.
Why would plan participants take
in-service withdrawals? Mainly
for increased flexibility with their
retirement funds. Employer plans
generally have limited menus from
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which employees choose how
their money will be invested.
Once people reach age 59½,
they typically should place more
emphasis on risk control. A large
drop in their retirement account
due to market weakness can be
devastating.

Once people reach
age 59½, they typically
should place more emphasis
on risk control.
At this stage of life, there is less
time left to recover from broad
market pullbacks. The bear
markets of 2000-2002 and 20072009 were extremely harsh on
people who retired around those
years.
After an in-service withdrawal,
seniors can use the withdrawn
dollars to set up their overall
portfolios for risk reduction.

Unconventional IRA Planning
Possibilities include fixed income
options that provide protection
from market fluctuation and
contractual income options that
come with certain annuities from
insurance companies. The key is
to tailor an age 60+ retirement
portfolio to match each individual’s
circumstances and prospects.
What’s more, money building up
within tax-deferred retirement
accounts will have to come
out eventually, either for living
expenses or for required
distributions after age 72.
Withdrawing (and paying tax on)
some money now may help to
reduce future taxes at steep tax
rates.
Thus, one possible approach is to
use an in-service withdrawal to
transfer money from an employer
plan to an IRA, followed by a
withdrawal for needed cash. The
withdrawal can be fine-tuned to
remain in a favorable tax bracket.
By using an IRA in this way, not
only is the pre-age-59½ 10%
tax avoided, there also is no
mandatory 20% tax withholding on
IRA distributions, as there would
be with withdrawals from qualified
employer-sponsored plans. All the
withdrawn funds will be accessible
right away.
Meanwhile, employees maintain
their participation in their employer
plan after an in-service withdrawal,
even if all the money comes out.
They will be able to continue
contributing earned income to the
plan and receive any employer
match that’s offered.
Another benefit of rolling over
all or a portion of a tax-deferred
company plan to an IRA after the
age of 59½ is the option to convert
some or all of those tax-deferred
dollars to a Roth IRA. (More on
this below). This would allow the
account owner to move forevertaxed dollars to never-taxed
dollars.

If the senior planned to work until
age 65, this would give him or
her the opportunity to pay the
tax now (at age 59½) and have
those investments grow tax-free
for several years. Then the money
could be removed tax-free during
retirement, when tax planning is
critically important. Distributions
from a Roth account or a cash
value life insurance account will
not be included in taxable income
and will not affect the taxation of
Social Security distributions or the
amount of Medicare premiums.

However, our experience indicates
that a deductible traditional IRA
works best for someone who
needs a tax deduction.

Include Life Insurance

Why put after-tax dollars into a
Roth account rather than into a
tax-deductible traditional IRA?
In reality, a tax-deductible IRA
contribution does not always
produce tax savings. The current
tax is merely postponed, with an
outstanding bill that may come
due when money is withdrawn in
retirement, at whatever tax rate
Uncle Sam will impose at that time.

What might be done with cash
that comes out via an in-service
withdrawal to an IRA, free of the
10% early distribution tax and the
20% mandatory withholding? One
option is to use the money on
life insurance. At age 59½, many
people are healthy enough to get
coverage at a reasonable cost.
With a likelihood of higher future
tax rates and the increased health
care costs that higher longevity
might bring, life insurance can
play a vital role in estate planning.
One of the greatest benefits in the
tax code is the tax-free exemption
for life insurance proceeds,
which can insure substantial
cash for beneficiaries, even if the
insured individual’s other assets
are depleted. (A life insurance
policy can’t be held in an IRA
but the after-tax proceeds from
IRA distributions can pay the
premiums.)

One of the greatest benefits
in the tax code is the
tax-free exemption for life
insurance proceeds.
Downgrade IRA Deductions
People who are eligible to deduct
contributions to traditional IRAs
may prize upfront tax savings.

That need might result from
inheriting income-producing
property; reporting higher-thanexpected income; divorce; death
of a spouse; or any change in
filing status resulting in a higher
tax bracket. Unless people have
a specific need for an immediate
tax deduction, we encourage them
to take advantage of the available
Roth options.

Thus, tax-deferred money belongs
to the IRA owner only partially.
The co-owner is Uncle Sam, who
makes the rules on how much of
that money belongs to him, and
he can change the amounts at any
time.
We believe that Uncle Sam is not
going to ask for less money in the
future. He's broke! Our national
debt has reached 30 trillion dollars,
inflation is soaring, and we think
taxes are certain to increase.
This not-so-rich-anymore Uncle
probably will continue to ask for a
larger share of distributions from
pre-tax retirement accounts.
Moreover, anyone who has
not started contributing to an
employer-sponsored retirement
plan in 2022 should begin now, to
take advantage of that opportunity.
Check to see if a Roth 401(k)
option is available. As explained,
it’s always better to build tax-free
accounts that are owned 100%,
with Uncle Sam excluded from
future retirement distributions.
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Canny Conversions
Roth 401(k) options in an employer’s
retirement plan are especially
attractive because the maximum
contribution amounts are available to
high-income participants. That’s not
the case with Roth IRAs. For 2022,
single taxpayers must have less
than $129,000 of income for a full
$6,000 ($7,000 if 50 older) Roth IRA
contribution; couples filing jointly
must have income under $204,000.
Partial Roth IRA contributions
are permitted with incomes up to
$144,000 and $214,000, respectively.
Therefore, high-income taxpayers
might not be able to make a
full Roth IRA contribution, or
any Roth IRA contribution at all.
Fortunately, taxpayers eligible for IRA
contributions can contribute $6,000
or $7,000 to a traditional IRA, with no
income limits, even if they can’t take
a deduction.
Subsequently, nondeductible money
in a traditional IRA can be converted
(a “backdoor contribution”) to a Roth
IRA, with no income limits. If there is
no other money in a traditional IRA,
the conversion will be tax-free!

Mini-Roth Maneuvering
A non-deductible traditional IRA
contribution, followed by a Roth IRA
conversion, can be a prime strategy
for high-income taxpayers, allowing
them to get money into IRA territory
and then converting to a potentially
tax-free Roth. We frequently come
across taxpayers who decide to
follow this strategy.

ORDER AT IRAHELP.COM/NEWSLETTER OR CALL (877) 337-5688

Note that this many-mini-Roth
conversion strategy provides
yet another reason to avoid taxdeductible contributions to a
traditional IRA. The more pre-tax
money flowing into traditional IRAs,
the more tax that will be owed when
converting never-taxed IRA dollars to
a Roth IRA. ◼
Brad Pistole is a Certified Financial
Fiduciary®, a Certified Annuity
Specialist®, and the CEO of Trinity
Insurance & Financial Services in
Ozark, MO. Brad has been a member
of Ed Slott's Master Elite IRA Advisor
GroupSM since 2010. He is a Million
Dollar Round Table (MDRT) Top of the
Table Lifetime Qualifier. He has authored
two best-selling books on retirement
planning, and he hosts Safe Money
Radio five times a week on several
stations in MO, AR, KS, and OK. In 2019,
Brad was recognized with the Missouri
House of Representatives Resolution
by state representative, Lynn Morris,
for outstanding achievements in the
financial services industry.
Hunter Pistole is an Investment Advisor
Representative and the Vice-President
of Trinity Insurance & Financial Services
in Ozark, MO. He is a member of the Ed
Slott's Elite IRA Advisor GroupSM.

Essentially, this type of backdoor
Roth IRA contribution can be
considered a mini-Roth conversion
of up to $6,000 or $7,000. While
developing the plan described
above, we also look at the account
owner’s total traditional IRA holdings
and often suggest further mini or
partial Roth IRA conversions, if
larger amounts can be moved while
remaining in a moderate tax bracket.
This strategy (“using many-miniRoth IRA conversions”) can be

implemented each year, up to the
IRA owner’s expected retirement
date. The key is to use non-qualified
assets held in a separate taxable
account to pay the tax due on the
Roth IRA conversion, rather than
taking funds from the converted
account itself to pay the tax. Once
money is moved to the Roth side, it
is better to keep it there, where it can
be invested for long-term, possibly
tax-free cash flow in retirement.

Both Brad and Hunter can be reached
at (417) 581-9222 or respectively at
brad@guaranteedsafemoney.com and
hpistole@investaegis.com.
Hunter Pistole is an Investment Advisor Representative. Advisory
services are offered through Aegis Wealth Management, Inc. The firm
is registered as an investment advisor with the SEC and only conducts
business in states where it is properly registered or is excluded from
registration requirements. Registration is not an endorsement of the firm
by securities regulators and does not mean the advisor has achieved
a specific level of skill or ability. Aegis Wealth Management and Trinity
Insurance and Financial Services are not affiliated. Tax information
provided is general in nature and should not be construed as legal or
tax advice. Always consult an attorney or tax professional regarding
your specific legal or tax situation. The firm is not engaged in the
practice of law or tax advice. Tax laws and regulations are subject to
change at any time. Information presented is believed to be current. All
expressions of opinion reflect the judgment of the adviser on the date
of publication and may change in response to market conditions. You
should consult with a professional advisor before implementing any
strategies discussed. All investment strategies have the potential for
profit or loss. Rev,3.11.22
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SECURE Act: Payouts to Beneficiaries

SECURE Act

Retirement Plan Payouts to Beneficiaries Under the SECURE Act
(for deaths after 2019*)

*Extended Effective Dates
The effective date for the elimination of the stretch and application of the 10-year rule is generally for deaths after December 31,
2019. But that effective date is extended for two years (for deaths after December 31, 2021) for governmental plans, including
certain 403(b) and 457(b) plans, and the Thrift Savings Plan. It is also extended for as long as two years for collectively bargained
plans, depending on the expiration date of the union contract.
Retirement Accounts Affected
The elimination of the stretch IRA and inclusion of the 10-year rule provisions apply to defined contributions plans, including
401(k), 403(b) and 457(b) plans, and traditional and Roth IRAs. They do not apply to defined benefit plans.
Under the SECURE Act, there are now 3 kinds of retirement plan beneficiaries for determining post-death payouts after 2019:
1. Non-Designated Beneficiary (NDB)
2. Non-Eligible Designated Beneficiary (NEDB)
3. Eligible Designated Beneficiary (EDB)

1. Non-Designated Beneficiary (NDB)
These are not people. Examples: Estate, charity or non-qualifying trust (non-look-through trust)
Post-death Payout Rules for NDBs
Based on whether the IRA owner or plan participant dies before or after the owner’s required beginning date (RBD). The RBD is
generally April 1 after the year of the 72nd birthday.
If owner dies before the RBD, the account must be withdrawn by the end of the 5th year after death – the 5-year rule. There are no
annual RMDs during the 5-year window.
If owner dies on or after the RBD, RMDs must be taken over the deceased’s remaining single life expectancy - “ghost life rule.”
(Note: This can produce a post-death payout exceeding 10 years)

2. Non-Eligible Designated Beneficiary (NEDB)
10-year rule
All designated beneficiaries who do not qualify as EDBs (see #3 below).
Examples: grandchildren, older children, some look-through trusts
Post-death Payout Rules for NEDBs - depends on whether death occurs before or after the required beginning date (RBD)
• If owner dies before the RBD, there are no annual RMDs during the 10-year window.
• If owner dies on or after the RBD, annual (stretch IRA) RMDs must be taken for years 1-9.
Entire account must be emptied by the end of the 10th year after death – the 10-year rule.

3. Eligible Designated Beneficiary (EDB)
Stretch applies
The SECURE Act exempts these beneficiaries from the 10-year rule. However, if the account owner dies before the RBD, an EDB
can elect the 10-year rule.
EDBs must be designated beneficiaries.
5 Classes of Eligible Designated Beneficiaries
1. Surviving spouses
2. Minor children of the account owner, until age 21 – but not grandchildren
3. Disabled individuals – under the strict IRS rules
4. Chronically ill individuals
5. Individuals not more than 10 years younger than the IRA owner
Plus - Any designated beneficiary (including qualifying trusts) who inherited before 2020. These beneficiaries are grandfathered
under the pre-2020 stretch IRA rules. In addition, trusts for the sole benefit of these EDBs should qualify as an EDB.
EDB status is determined at date of owner’s (or plan participant’s) death and cannot be changed.
Post-death Payout Rules for EDBs
Once an EDB no longer qualifies as an EDB, or dies, the 10-year rule is applied for them, or for their beneficiaries (i.e., successor
beneficiaries).
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