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NEW IRA RULES PROVIDE AMNESTY
FOR MANY CATASTROPHIC TAX TRAPS

{Tixpavers fimally reap rewards as the [RS comtinmes the gift preimge ot the Newe Year?)
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her comsiderable tax sav-
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i partan, previoushy irrevoeable decisaons re
mardime thear IRAS, These new eules it the
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bemeficanies. Althoogh effecove nest Jamean
st 2002, IRA owners are permimed and may
rely o these progaesed rules ramoactvely 1o
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UNIFORM DISTRIBUTION PERIOD (UDP) TABLE

QLD RULE: Suloiple Tablss | Jomne and Survivor, Sgle, MIME

CHANGE IN RULES:

Yo may sy wse the Uniform Dastreibsutien

Period (U Tale g determune voner il ox

pectaney, iF vour bevebciary s the falliming:
1. A non-spouse beneficiary;

2. A spouse wha is less than ten (100
years younger than you, the owner,

It v SPOLISE 15 aikery thiam fen (10 Vs
vennset, it wonld e mwoee Peneficial to contimee
o3 use the Joant anad Sarvivor Taibles for sepaeeen
disteibutins, The former MDTE Table s now
the UIDEP Table of which a significant portaon 15
s onn [relan,

Fhe advantage of this table is thar i acdds

VEears [en vilr lefe g PR A 1) | hes Eanct .|E|-.|'..'.x
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which lessens the tax burden and allosws minre
APPTOCIATIOE 10 the TRA fumds, W we check the
mingle Life Table for the Bife expectancy of a
A vearsold we determine sisteens (167 vears,
However, a 70 vearald under che UDP Table
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IRA vy Age D sior IRA Crauniaer S
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20,1 Ba 14.5
9.2 85 13.8
18.4 B 131
17.6 a7 12.4
16.8 HE 11.8
16.0 a5 11.1
15.3 b1 10.5
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BENEFICIARY
DESIGNATIONS

OLD RULE: Required by KR
If vou forgot to designate a benchiciary by vour
Required Beginning Date (RBD), (Apnl 1st the
vear after vou tum 700 12), or vou previously
named your living trust as benehoary, help has
amrived, These catastrophic mistakes could have
cost vou a bundle bur its now all okay, Why:
Because Santa IRS has given vou the opportunity
1o change vour benefictary wathour affecting vour
distrabarions. In face, under the new rules the
benehciary doesn™ have o be determined unnl
‘.I'Il_' l.,rH_l I'Ir. lhi, 'I.I_.:|| I.I:IIII: FLY |r'.r_ rlll.'\, :I:'I.".]F l‘lt [I'II." IR."III.
e death, Whar? Thar's right. It wonld be
nice and prodene if you designate a beneficiary as
YA I 1 E'u,h'ql'-h_' [t YOl meed not do i |'r_'!.' the
RED. Under cur former rubes, a |'u.'|'||."r'h,'L.1r:.".~=. age
s important in determining, life expectancy for
distributions, For instance, if vou designate your
brother who is age 65 when you turn 70 1/2,
vour life expectancy under the Joint and Survivor
Tables is 23,1 years. We would need 1w know the
age of the beneficiary 1o determine this number
for the Minimum Required Distrbution (MELDL

CHANGE IN RULES:

Linder the mew rubes, we don't need to have 2 ben-

eficiary’s age to detenmuine our bife expectancy, A 70
vear-old would check the MDIB Tables and see
26.2 vears, This number is then divided into the
IRA account balance as of December 3151 of the
prior year. Just like that, we have our MRD for
this year. For that reason, we do not need to des-
ignate a beneficiary for IRA drstrifnetion purposes,
However, we do need a beneficary to determine
lsfe expectancy during the period after an owner’s
death. Thar leads ws to the new date of death rules,

DEATH OF OWNER
OLD RULE: Five Year Rule

Under our former rules, it an TRA owner died

TO ORDER, CALL TOLL-FREE BESB-1RA-BEED

Section

quesmion: | have heard that if my estate
pays federal estate tax, a portion can be
subsequently deducted from income tax
owed by my IRA beneficiary. Is there
such a deduction and how does it work?

JEFF GIBS0N, ROCKPORT, TX
asswrr: The deduction s alloreed nder IRC Sec, 691e) if an [RA or
other vetirement ftnds are mcludable i vour estate which incurs federal
eslate fax, A perceniage o e Lot :-.rr_ﬂ.'.:-q-'._fm:'rrl' distribution s entitled 1o
an tnconse tax deduction based on the valie of the IRA and the anount
of federal estate tax assessed, For example, if the IRA 15 valued at
Sa00,000 and the federal estate tax attributable to the IRA roag 3240000,
A% of the federal estate tax is applied to the IRA [S240,000 600,000
= %), The estate tax deduction wondd be equal to approxinately
0% .:_rll‘.{'r':'r-_p distribeetion limited to a sraxivnem of 240,000,

prior to the RBD, the Five Year Rule normally
came into play for a non-spouse bencficaary. [f
not affirmatively elected our of this e, the
non-spouse beneficiary must withdraw the en-
tre IRA within five (5] years, If, however, an
election out is accomplished, the beneficiary can
withdraw the TRA fund over hisher life ex-
pectancy. If the IRA owner dies after the RBI,
the mon-spouse beneficiary can normally ke
distmbution over hisher lifetime depending on
how distmbutions were being taken dunng the
life of the IRA owner The Five Year Rule does
not apply if the owner dies after the RBD.

CHANGE IN RULES:

The Five Year Bule s no longer applied unbess the

IRA owner dies prior 1o the RBED and the benefi
caary tormally elects to take dismbution under
this rule. Citherwise, the ITRA will be distnbuned
over the life expectancy of the beneficiary. Thus,
the burden of ¢lecting out of the Five Year Rule
has been abandoned by a kinder, genter [R5,

Example: Jod dics ar age 65 leaving [RA tunds
to his nephew, Jethro. Jethro may begin taking
distribunion by December 31st of the year tol-
lowwing the vear of death based on his actual lite
expectancy without nonfving the IRA Custodian
of an electon out of the Five Year Kule.

If your non-owner
spouse died in

the year 2000 and
you were recalculat-
ing both life
expectancies, the
new laws offer you
a window of oppor-
tunity for distribu-
tion purposes. You
may now elect out
of Recalculation and
base your distribu-
tions on the UDP
Table. Additionally,
you are free to
change your IRA
beneficiaries without
impacting your
Minimum Required
Distributions (MRD).

IRA LANYS & ¥YOL, vOL |, NO. 1



ROTH IRA DISTRIBUTIONS TO BENEFICIARIES
[

Remember Roth distributions are required to be withdrawn by the non-spouse
beneficiary after the death of the IRA owner. If you are a non-spouse beneficiary
you must begin such distributions by December 31st of the year following the year
of the owner’s death. Although no tax may be required if the distribution is gualified,
a 50% penalty may apply if you fail to take the required distributions.

MULTIPLE BENEFICIARIES
QLD RULE: “Shortest Life Expectancy™ Rule

What happens it there are mulnple beneficianes?
Which life expectancy must we uttlize for distrib-
wtion? Under our former nales, the age of the old-
st benehaiary was required ro be utilized, other-
wise: known as the “shortest life expectancy™ rule,

CHANGE IN RULES:

Lnder the new rules, if the beneficiaries have

separate accounts or shares by the end of the
vear following the vear of death of the owner,
cach beneticiary may utilize their individual
life expectancy for distribution purposcs.

AFTER DEATH
DETERMINATION OF
BENEFICIARY

OLD RULE: Benehiciary determined by RRID

The new law provides that an IRA beneficiary
may be determined atter the death of an ITRA
owner. What circumstances mighe exast for this
o make sense?

DISCLAIMER

The law provides that an IRA beneficiary may

IRA LAWS & YOLL WOL. I WO, 1

dhisclaim (repect) IRA proceeds which will cavse
a resdetermination of the IRA benchiciary.

Eacarnple: Archie names his wife, Edith, as his pni-
mary [RA benwehoiary and desspnates their davgh-
ter, Gloria, as the contingent benehaan:. Archie
s the lottery betore hus death and leaves Edich
a bundle. Since the [RA will only increase her
estate for federal estare tax, Edith disclaims the
IRA funds, Under most laws a disclaimer greats
the person disclaiming as predeceasing the [RA
owneer, thus, Glona receives the IRA proceeds as
the contingent benehciary based on her individ-
ual lite expectancy. Smee the disclaimer may be
exercised up to mine (9 months after the owner’s
death, we mav not deternmine the IRA beneficiary
for a significant time after the oocurrence.

CASHED-OUT
BENEFICIARY

If one beneficiary cashes out histher share,
the remaiming benebiciary can take distribu-
tions based on histher own lite expecrancy.

Example: Ovrrie, who dies m 2001, leaves his
S400,000 IRA i two equal shares to his son,
Ricky and the Presbyvtenian Church. The church
takes is share in a lump sum during March of
20002, Facky, age 50, opts to take distnburons over
his life expectancy of 33.1 vears. As of the end of

recent

rulings

MULTIPLE BENEFICIARIES
= SEPARATE ACCDUNT
TREATMENT
PLRZODO-5204.2:

DEATH AFTER RED

The IRS allowed cach non-
spouse IRA beneficiary to
use hisfher own life
expectancy for caloulanng
required distributions on
their respective share of the
inherited IRA, Previously,
the IRS had ruled that che
life expectancy of the oldest
child mwse be wnlized when
the owner dies after the
Required Beginning Date
(KBIY, Also, in previous
rulings allowing for separate

chare treatment, the owner
had to die before the RBID.

T QRDER, CALL TOLL-FREE BEB-IRA-BRED




2002, Bxcky s the only present benehciary of the

[RA since the church withdeew s share carlier

TREATMENT OF TRUSTS

1987

amended i 1997 regarding trusts as beneh

The Proposed Regulations of WEre
claries. A set of regquirements were adopted in
order that trusts could qualbify the trust bene
ficiaries as designated beneficiaries of 1RAs,
If the trust was not properly gualified, the
trust beneficiaries could not attain the status
as a designated beneficiary (DB) and there
.;-:||_||q_| E1|_' 1140 ._||_E|_‘||1|.r|11,|_'. |i.'-e; |_"-:_'.1|_'|_'I:.||1|-\~ ¥ I‘.-:ll'
disrribution purposes, As pur of the q||._|i1|"
cAatidi. :'":q; .'.-:rr|:11u'r 'r|_||4_'~. r|_'|_:|'.1ir|_' 1h.; Eruist |_|.|1|._
KA
{:leltl{ll.l'.'l -:_||_|r':|'.'|:.; rlu- |:I.4_' |:-!- I|'|-!; KA OWTET

gmentation s senr o the Truspee!

ro descument the reest beneficiaries and their
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CHANGE IN RULES:

Since the new Proposed ]'!.-:':.LLI|.1[i-:||'|- do nor re-

quire a benehiciary o be determined tor distrmbaetion
purposes, the lifenime requirement for trust
documentation has been deleted. For this rea-
son, the only requirement remaining for doc-
umenting the trust benefictaries and  ther
mterests 5 by the end of the vear following
the vear of death of the [RA owner.

IRA Alert

Although the new Proposed Regulations
have provided some favorable changes in the
distribtuion rules, there are other areas of
the IRA laws that remain unchanged to this
date. Pemalties for early or less than required
withdrawals ane still in place. Additionally,
under the new Proposed Regulations, the
institution acting as Custodian/Trustee of the
IRA must report the amount of MRD to the
owner or beneficiary and the IRS. It is antid-
pated that this requirement will result in
more IRS penalty assessments,

TO ORDER. CALL TOLL-FREE AZE-1RA-BAED

METHODS OF
DISTRIBUTION

QLD RULE: T Recaloulate or Mot To Becalculage®

Thas 15 a question of the past becavse it really
muikes mo difference now anliss vou are desigriat
g @ spouse imore than ten L0} vears voungen Bat
for the vast oy af TRA owners thas decision is
TN |'|'|-|_'._'|'.'|i|'|!J|:_'.-.x. ‘l.";'h:».':' Because Recaloubanon s
nar longer needed ro wathdraw an amount anmual-
||, u'l‘!l;, |'| i |-|_"1.~. !J'l:llt H | ."‘«.'-:r:'.-]".l.x.l.lull:_lll:n_!'_ ._||-..;-_||'||_:-
[ICKY |.-:|||::||'|'|l.||||:| knovwny s Term Cermam, Under
LaE I.-:rrl'l'u'l |:|||-|_"1.._ I{.;_-.,_;ql.__ LII:':TI-: 1] .'|||-:m.'~\. I.-:l.' I:,"'-'\-
withdrawal because our hfe expectancy s being
|'-.'|i|u|.'v:| I'l'. ||.1~.'-\. I:l'|.l|'| | :l.-l'.'l:l :I|||'||.:|.'|||:.. Temmnd LT,
or the One Year Reducnon Method, |'l:'|:-l.'.4||.'-. thar
we reduce our life expectancy by 1 full vear annu-
ally, Thus, under Term Certain, more [RA is being
chistribanced faster.

b 1

Example: Archie, age 77, and Edith, ape 72,
are in the eighth vear of recalculating their
ot lives and determone that they have 17.2
vears of life expectancy remaining under the
Jovint and Survivor Tables, Des and Lucy, whis
are the same ages as Archie and Edith, are
taking distrbution based on Term Certain,
They determine they have 161 vears of lite
expectancy remaming. Archie and Edich bave
maere than a year remaining of life eXPECTancy

because of Recalculapon,

CHANGE IN RULES:

[Te life CRPECTATY of a 77 :.{._ll-l'-|n._| wirder the
LI Tabbe sarh the 10 vears added amouns oo
X1, For this eeasos a deciston 1o recaleulane is
not necessary becawse of the hfe expecrancy ad-
vantage allowed by the new rules. However, of
vour spouse is more than 10 vears vounger, vou
will realize more life expectancy by recalcularing
under the Jomt Life Tables, For instance, i vou
are age 77 and vour spouse s age 66, vou have
a e CXPCCTanCy of 20L7 vears under the Jome
The life expectancy s

and Survivor Tables.
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