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Introduction

When you log into an inherited retirement account for the first time,
the screen lies to you.

You might see a balance of $500,000 glowing in bold, reassuring
numbers. It looks like a tremendous windfall, a legacy left by some-
one who cared about you, perfectly preserved and ready for your
future. But the reality is far more complicated, and infinitely more ex-
pensive. You have not just inherited a portfolio of stocks and bonds.
You have inherited a silent, mandatory partnership with the Inter-
nal Revenue Service. A substantial portion of that glowing number
does not belong to you—it belongs to the federal government. And
recently, the government drastically changed the timeline for when
they expect to be paid.

For decades, the cultural understanding of inheritance has been
dominated by a comforting myth: inheritances are generally tax-free.
If your parents leave you a house, the tax code generously grants a
”step-up in basis,” meaning you can often sell it the next day without
owing a dime of income tax on its decades of appreciation. The same
goes for a taxable brokerage account filled with mutual funds.

But a Traditional IRA or 401(k) operates in an entirely different,
highly unforgiving parallel tax universe.

Every dollar inside a traditional retirement account represents un-
taxed income. The original owner deferred paying taxes on that
money when they earned it, and they deferred paying taxes on the
growth for years, perhaps decades. The IRS allowed this deferral
under one strict condition: eventually, someone is going to pay or-
dinary income tax on every single penny. Death does not erase this
debt; it merely transfers it to you, the beneficiary.
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Until recently, the tax code offered a remarkable pressure valve
for this inherited burden. It was called the ”“Stretch IRA.” If you
inherited a retirement account, you could stretch the required
withdrawals—and the resulting tax bill—over your own actuarial
life expectancy. If you inherited an IRA at age forty, you could take
tiny, incremental distributions over the next four decades. The bulk
of the money continued to grow tax-deferred. It was one of the most
powerful wealth-building tools in the American financial system.

Then came the SECURE Act.

Signed into law at the end of 2019 and refined by subsequent leg-
islation, the SECURE Act effectively murdered the Stretch IRA for
most non-spouse beneficiaries. The federal government realized
they were waiting entirely too long to collect their tax revenue. They
replaced the gentle, decades-long stretch with a strict, ticking clock:
the Ten-Year Rule.

If you are an adult child, a sibling, or a friend inheriting a retire-
ment account today, you are now standing directly in front of a tax
firehose. In most cases, you must completely empty the inherited
account by December 31st of the tenth year following the original
owner’s death.

Ten years might sound like plenty of time to formulate a plan. In
practice, it is a dangerous financial trap.

Imagine inheriting that $500,000 IRA in your fifties—the exact
decade when your own career earnings are likely at their peak. If
you do what many people naturally do and ignore the account
for nine years, allowing it to grow to $700,000, you will face a
catastrophic tax event in year ten. You will be forced to withdraw
the entire $700,000 in a single calendar year. That massive lump sum
will be stacked on top of your regular salary. It will instantly propel
you into the highest marginal tax brackets, effectively donating a
vast percentage of your inheritance back to the government.
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But the collateral damage of a poorly planned inherited IRA with-
drawal goes far beyond your federal income tax bracket. This sudden
influx of forced ordinary income casts a long, destructive tax shadow
over the rest of your financial life. It can artificially inflate your Ad-
justed Gross Income (AGI) and trigger hidden financial landmines.
A poorly timed distribution can instantly cause your Medicare Part
B and Part D premiums to skyrocket through IRMAA surcharges. It
can force your previously tax-free Social Security benefits to become
highly taxable. It can phase you out of valuable child tax credits,
crowd out your ability to harvest long-term capital gains at zero
percent, and disqualify your college-bound children from financial
aid.

The money you inherit is no longer just an asset; it is a highly volatile
variable in a complex tax equation.

To make matters worse, the rules governing this ten-year window
are genuinely baffling, even to seasoned financial professionals.
When the SECURE Act first passed, the financial industry univer-
sally assumed the Ten-Year Rule was simple: just empty the account
by the end of year ten, with no requirements for what you do in years
one through nine. You could take it out a little at a time, or all at once
at the final deadline.

Then, the IRS introduced a plot twist that threw the financial world
into chaos.

They released proposed regulations clarifying that the Ten-Year Rule
is actually conditional. If the person you inherited the account from
had already reached their “Required Beginning Date”—meaning
they were old enough that they had started taking their own manda-
tory annual withdrawals—the IRS ruled that you cannot simply wait
until year ten. You must continue taking annual Required Minimum
Distributions (RMDs) in years one through nine, and you still must
empty whatever is left by the end of year ten.

This counterintuitive ruling meant that thousands of beneficiaries
who thought they were playing by the rules were suddenly out of
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compliance, facing brutal excise taxes for missed withdrawals. The
confusion was so profound that the IRS was forced to issue a series
of transition relief notices, waiving penalties year after year while
they tried to finalize their own rulebook.

If the Internal Revenue Service has struggled to understand the me-
chanics of the SECURE Act, what hope does a grieving family mem-
ber have when trying to navigate a custodian’s withdrawal forms?

This is exactly why you need a definitive, proactive strategy. You can-
not rely on the financial institution holding the money to figure this
out for you. Custodians like Vanguard, Fidelity, or Charles Schwab
are excellent record-keepers, but they are not your tax advisors. They
will gladly facilitate your withdrawal requests, but they will not
warn you if checking a specific box on a distribution form is about
to trigger a completely avoidable $40,000 tax bill. They will not stop
you from making an irreversible “indirect rollover” mistake—a trap
where a beneficiary tries to temporarily move the money through
their personal checking account, instantly rendering the entire bal-
ance taxable with no way to undo the damage.

You are the only person who can protect this wealth. To do so, you
must treat the inherited retirement account not as a static pile of cash,
but as a dynamic, multi-year tax optimization project.

The objective of our time together in these pages is to completely
demystify this process, transforming you from a passive, anxious
recipient into a highly strategic manager of your inheritance. We
will translate the dense, impenetrable IRS code into clear, actionable
logic.

We will begin by locking down the absolute basics. Before you ever
click “transfer” or sign a beneficiary claim form, you must under-
stand the essential DNA of the account you are dealing with. A
Traditional IRA, a Roth IRA, and an employer-sponsored 401 (k) all
behave differently upon the death of the owner. You will learn how
the tax character of the money dictates your future options, and how
the seemingly mundane operational steps you take in the first few

4
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months after a death can either permanently protect your tax advan-
tages or accidentally destroy them.

Once the foundation is secure, we will tackle the SECURE Act di-
rectly. You will learn how to navigate the IRS’s intricate “Beneficiary
Decision Tree.” The rules you must follow depend entirely on how
the IRS classifies you. A surviving spouse, a disabled sibling, a minor
child, and an adult nephew all inherit the exact same asset, but they
each face a vastly different set of regulatory deadlines and distribu-
tion options. You will learn exactly where you fit into this classifica-
tion system, whether you are subject to the Ten-Year Rule, the Five-

Year Rule, or if you hold the rare ”Eligible Designated Beneficiary’
status that allows you to bypass the new restrictions entirely.

Understanding the rules is only the baseline of compliance; it merely
ensures you avoid IRS penalties. True financial success lies in tax

minimization, which requires shifting from defense to offense.

You will learn how to aggressively manage the ten-year window to
keep the maximum amount of money legally possible out of the
hands of the IRS. We will explore advanced bracket-management
and income-smoothing techniques. Instead of letting the IRS dictate
your tax bill, you will learn how to strategically “bunch” your distri-
butions into years where your ordinary income is lower—perhaps
during a gap year, an early retirement, or a year with unusually high
medical deductions. You will learn how to map out the dreaded in-
come cliffs, taking withdrawals right up to the edge of the Medicare
IRMAA surcharges without tipping over into the penalty zones.

For those who are charitably inclined, you will discover one of the
most powerful loopholes remaining in the tax code: using Qualified
Charitable Distributions from an inherited IRA to satisfy your phil-
anthropic goals while simultaneously erasing the taxable income
from your IRS ledger.

We will also illuminate the complex edge cases that routinely trip up
even sophisticated taxpayers. If you inherit a Roth IRA, you might
assume you can ignore the rules because the money is tax-free. You
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cannot. The SECURE Act deadlines apply to Roth accounts too, and
failing to empty a tax-free account on time can result in severe finan-
cial penalties. We will unravel the complexities of naming a Trust as
an IRA beneficiary—a strategy that often looks brilliant on an estate
attorney’s whiteboard but can result in disastrously compressed tax
brackets if not managed with absolute precision. And we will cover
the strategic use of disclaimers, showing you how legally rejecting
an inheritance can sometimes be the most brilliant financial move

you can make for your family’s overall wealth.

Inheriting a retirement account happens at the precise intersection
of profound personal grief and brutal bureaucratic complexity. On
the hardest days of your life, you are suddenly asked to make irre-
vocable financial decisions that will echo through your tax returns
for a decade. The pressure can feel paralyzing. It is entirely normal
to feel overwhelmed when staring at a stack of legal documents and
confusing custodian letters while simultaneously dealing with the
emotional weight of loss.

But you do not need to be a certified public accountant or an estate
attorney to master this. You simply need a clear framework, an un-
derstanding of where the traps are hidden, and the foresight to look
a few moves ahead on the chessboard.

The money sitting in that inherited account represents more than
just a financial asset. It represents years of early mornings, late
nights, delayed gratification, and disciplined saving by someone
who wanted to leave a legacy behind. They deferred their own con-
sumption to build that wealth. They played by the rules. Now, it
is your responsibility to ensure that their lifetime of hard work ulti-
mately benefits the people they loved, rather than being surrendered
unnecessarily to the tax code.

Turn the page, and let us begin protecting your inheritance.



Foundations: Retirement
Accounts and Tax Basics

To make smart choices with an inherited retivement account, you first need
to know exactly what you've inherited and how the IRS views it. Before
diving into the complex SECURE Act rules, we need to lay down a solid
foundation. This chapter breaks down the different flavors of retirement ac-
counts, demystifies how tax brackets actually work (spoiler: it’s like a bucket
system), and explains why the original owner’s age at death changes every-
thing. Consider this your essential pre-flight checklist before navigating the
withdrawal strategies ahead.

1.1 Decoding Your Inherited Account: IRAs,
401(k)s, and Roths

An inherited retirement account usually arrives with two surprises:
the money isn’t quite as “yours” as it feels, and the label on the
account (“IRA,” “401(k),” “Roth”) matters more than the balance.
The first job is simple but unglamorous: identify what, exactly, you
inherited. The second job is where the money is made (or lost): un-
derstand the tax personality of that account so every withdrawal
decision is made with your eyes open.

Start with the most important fork in the road: Traditional versus Roth.
Those words are less about investments and more about when the IRS
gets paid. A Traditional retirement account is basically a deal you (or
the original owner) made with the government: “Let this money go

7
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in pre-tax, let it grow without annual tax bills, and we’ll settle up
when it comes out.” A Roth is the opposite bet: “Tax me up front, and
then—if the rules are satisfied—leave the growth alone.” That timing
difference is the whole game, especially for beneficiaries trying to
thread withdrawals through a limited time window.

Traditional does not mean “old” and Roth does not mean “better.” Tra-
ditional accounts often contain money that never faced income tax:
pre-tax payroll deferrals, deductible IRA contributions, employer

match, profit-sharing contributions. The account balance looks won-
derfully large because the IRS hasn’t taken its slice yet. When a ben-
eficiary pulls money out of a Traditional inherited IRA or a pre-tax

401(k), the distribution is generally treated as ordinary income—
stacking right on top of wages, business income, and everything else

already in your tax life. That makes a Traditional inherited account

feel a bit like inheriting a sleeping tax bill: you control when it wakes

up, but you don’t get to pretend it doesn't exist.

A Roth account is built from money that has already been taxed.
The original owner paid income tax before the contribution (or at
conversion), and then the account grew in a tax-sheltered bubble.
For beneficiaries, that can mean withdrawals that are tax-free—if the
Roth distribution is “qualified,” which is where people get tripped
up. The word “Roth” is a promise, but it has fine print. Some inher-
ited Roth withdrawals are completely tax-free. Some are a weird mix
(contributions and conversions come out in a different tax posture
than earnings). The point isn’t to memorize trivia; it’s to treat “Roth”
as a category that still needs one more question answered before you
assume every dollar is innocent.

Now zoom out and notice something that seems obvious until it
isn't: an “IRA” and a “401(k)” can both be Traditional or Roth. In
other words, “IRA vs 401 (k)" tells you where the account sits legally
(an individual account versus an employer plan). “Traditional vs
Roth” tells you the tax engine under the hood. Many beneficiaries
confuse these labels and then wonder why the distribution paper-
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work doesn’t match their expectations. Think of it like inheriting a
car: “SUV” versus “sedan” is the body style (IRA vs employer plan);
“gas” versus “electric” is the powertrain (Traditional vs Roth). You
need both to understand how it behaves.

Here’s the cleanest way to identify what you inherited without
guessing:

e What kind of container is it? IRA (including SEP and SIMPLE
IRAs) versus an employer plan (401(k), 403(b), 457(b), etc.).

o Is it pre-tax or Roth? Traditional (pre-tax) versus Roth.

o [s there any after-tax “basis” mixed in? Some accounts contain
employee after-tax contributions that create special tracking
issues.

That last bullet—after-tax basis—doesn’t get as much attention as it
deserves because it’s not glamorous. It’s also one of the fastest ways
for a beneficiary to overpay taxes. In plain English, “basis” means:
money that went into a Traditional IRA (or certain plan accounts)
after tax was paid, so it shouldn’t be taxed again on distribution. If
basis exists, it’s not stamped on every dollar in the account like a wa-
termark; it’s tracked through reporting and tax forms. Beneficiaries
can end up with a 1099-R that looks fully taxable even when part of
the distribution shouldn’t be. You don’t need to fear this—just treat it
as a possibility worth checking early, while records are still findable
and the person who handled the decedent’s taxes is still reachable.

The next major fork is the one that surprises people: inheriting an
employer plan like a 401 (k) isn’t the same as inheriting an IRA, even
if the money is economically similar. An IRA lives in a world where
the custodian’s role is mostly administrative: hold assets, report con-
tributions and distributions, and follow federal rules. A 401 (k) lives
in a world where an employer’s plan document is law for that plan.
Within the boundaries of federal rules, the plan can add its own con-
straints. That means two beneficiaries with identical balances can
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have very different options simply because one inherited an IRA at
a brokerage and the other inherited a 401(k) at a former employer.

This isn’t a philosophical difference; it shows up in the most practi-
cal places. A 401(k) may limit how quickly you must distribute the
money, whether you can take partial withdrawals, whether you can
keep the account invested in the plan, and whether you can move
the money out to an inherited IRA. Some plans are flexible and
beneficiary-friendly. Others are blunt instruments: “cash it out” or
“take it on our schedule.” If you've ever felt like a plan administrator
is saying “because that’s our policy,” it’s not just customer service
tone—it’s often the plan document speaking.

So the most useful question is not “What does the IRS allow?” but
“What does this plan allow?” The IRS sets the outer fence. The plan
chooses where to put the gates.

A particularly common point of confusion is the phrase “Roth
401(k).” That s typically a designated Roth account inside an employer
plan. It’s Roth money, but it’s not a Roth IRA. The distinction mat-
ters because the rules ride on the type of account, not the marketing
label on your statement. A Roth IRA and a designated Roth account
share the same basic idea (after-tax contributions with potential tax-
free qualified distributions), but they can differ in operational rules,
paperwork, and what the plan will let you do as a beneficiary. If
you inherited a Roth balance inside a 401(k), you may still have to
deal with the plan’s distribution options and frictions before you can
reposition those assets into an inherited Roth IRA where administra-
tion is often simpler.

That brings us to a word that sounds harmless but has real conse-
quences: rollover. Beneficiaries often hear, “You can roll this into an
IRA,” and assume it’s the same kind of rollover they did with their
own old 401 (k). It isn’t. Nonspouse beneficiaries generally can't roll
inherited retirement money into their own IRA as if it were theirs;
instead, the money typically has to move into an inherited IRA (some-
times called a “beneficiary IRA”), titled to preserve the fact that the

10
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account is inherited. The mechanics matter because a misstep can
accidentally trigger a taxable distribution that can’t be undone.

From a beneficiary’s perspective, the gold standard is usually a di-
rect transfer—trustee-to-trustee—into a properly titled inherited IRA
(or inherited Roth IRA, if the money is Roth). Done correctly, the
money moves without you taking possession, the inherited status
stays intact, and you get the flexibility of the IRA world: broader in-
vestment options, typically easier partial distributions, and simpler
beneficiary administration. Done incorrectly—money paid to you
personally, or titled the wrong way—you can create an avoidable
tax problem. This is one of those moments where “close enough” is
not a strategy.

Even when a plan allows a transfer out, the process can be surpris-
ingly procedural. Expect forms, medallion signature guarantees in
some cases, and a lot of waiting. That’s not just bureaucracy for its
own sake; employer plans are designed to avoid mistakes because
mistakes become compliance issues. Unfortunately, the beneficiary
experiences that caution as friction, and friction can lead to rushed
decisions like taking a lump sum “just to be done with it.” Lump
sums are wonderfully efficient at converting a long-term tax prob-
lem into an immediate tax disaster.

The practical way to stay in control is to treat the plan administra-
tor like a gatekeeper you need to interview. Here are high-impact
questions that cut through vague answers:

e “Do you allow nonspouse beneficiaries to do a direct trustee-
to-trustee transfer to an inherited IRA?”

e “If I leave the account in the plan, do you allow partial with-
drawals, or only a lump sum?”

e “If partial withdrawals are allowed, how are they requested
and how often can they be taken?”

o “Is there a default distribution schedule if I do nothing?”

11
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e “Does the plan require the account to be emptied within a spe-
cific timeline even if the tax law would permit flexibility?”

e “If the account has a Roth source, can it be transferred to an
inherited Roth IRA, and will it be coded as a direct rollover?”

You're not trying to become a plan expert; you're trying to surface
the handful of plan-specific rules that determine whether you have
room to plan—or whether the plan is about to plan for you.

Another detail that matters more than it should: employer plans
often have multiple money sources inside one participant’s account.
The statement might show one total number, but behind the scenes
it can be a layered cake: pre-tax elective deferrals, Roth elective de-
ferrals, employer match (usually pre-tax), employer profit sharing
(usually pre-tax), and possibly after-tax employee contributions in
certain plans. When the participant was alive, that complexity was
mostly invisible. When you inherit, it becomes operational: different
sources can have different tax treatment and different transfer desti-
nations. You may need to tell the plan where each slice is going, and
some slices might not be eligible for the same kind of movement.

This is also why you should be cautious with casual language like
“Iinherited a Roth.” You might have inherited a Roth source inside a
plan plus a much larger pre-tax source. Or you might have inherited
a Traditional IRA where the decedent made nondeductible contribu-
tions years ago, leaving basis. The safest mental posture is: assume the
account is a mix until proven otherwise. Verification beats optimism.

The IRA world has its own quirks, but it’s typically more standard-
ized. A brokerage or bank acts as custodian; the federal rules do
most of the governing; and you can often set up an inherited IRA
quickly with clean titling. The big “gotcha” in the IRA world is not
plan restrictions but paperwork assumptions—especially around ba-
sis and the taxability of distributions. Many IRA custodians report
distributions in ways that put the burden on the taxpayer to prove
what portion is taxable. That’s not malice; it’s the reality that custo-

12
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dians often don’t know your basis history. The account might be at
Custodian B, the basis might have been created at Custodian A, and
the proof might live in old tax returns.

Titling deserves a moment because it’s one of those dull details
that controls everything. An inherited account has to remain clearly
inherited. You'll often see a format like: “Jane Doe (deceased
01/15/2024) IRA FBO John Doe, Beneficiary.” The exact format
varies by custodian, but the idea is consistent: the original owner
and the beneficiary both appear. If an account ends up titled like
it belongs solely to the beneficiary, it can look like a contribution
or a distribution rather than an inherited transfer. When in doubt,
make the custodian explain their titling convention and confirm it
is specifically an inherited IRA (or inherited Roth IRA), not just an
IRA in your name.

The word “beneficiary” also hides another reality: there can be more
than one beneficiary, and that can complicate the account structure. If
multiple beneficiaries are listed, some custodians can create separate
inherited IRAs for each beneficiary, allowing each person to control
their own investment and withdrawal decisions. Employer plans
vary widely—some will split into separate beneficiary accounts,
some will distribute shares directly, some will insist on a single path.
This isn't just about convenience; it can affect timing, coordination,
and the ability to execute a thoughtful withdrawal strategy instead
of being dragged into someone else’s urgency.

Then there’s the emotional trap: inherited retirement accounts feel
like found money. The name on the account changes, and it’s tempt-
ing to treat the balance like a bonus checking account. But retire-
ment accounts are rule-driven containers. The government gave the
original owner a valuable deal (tax deferral or tax-free growth) in
exchange for restrictions. When you inherit the container, you in-
herit the restrictions too. You can absolutely use the money—but you
want to do it on terms that respect how the container is taxed, not on

13
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terms dictated by convenience, panic, or an administrator’s default
settings.

A useful way to think about it is this: the investments inside the
account are negotiable; the tax character usually isn’t. You can sell a
mutual fund and buy a different one. You can rebalance. You can
hold cash temporarily. But you can’t “rebalance” a pre-tax dollar
into a Roth dollar without a taxable event, and you can’t wish away
the ordinary income nature of Traditional distributions. So the se-
quence matters. Identify the container and tax character first; then
decide what to do with the investments.

To keep the labels straight, this quick reference helps:

14



Decoding Your Inherited Account: IRAs, 401(k)s, and Roths

Inherited account What it usually means ~ What  beneficiaries

label should watch for

Traditional IRA Individual re- Distributions
tirement  account generally taxable as
funded with pre-tax ordinary  income;
and/or deductible possible  after-tax
dollars (sometimes basis requires
mixed with after-tax proof/tracking
basis)

Roth IRA Individual re- Confirm  whether
tirement  account distributions are

401(k) / 403(b)
(pre-tax)

Roth 401 (k) /
designated Roth
account

funded with after-
tax dollars; potential
for tax-free qualified
distributions

Employer plan
account with pre-tax
employee deferrals
and employer
contributions

Roth source inside
an employer plan
(after-tax deferrals)

qualified under the
Roth timing rules;
avoid assuming
“always tax-free”
without checking
Plan document may
restrict partial with-
drawals or timing;
may or may not al-
low transfer to an in-
herited IRA

Not the same as a
Roth IRA; plan re-
strictions still apply;
confirm transfer op-
tions to an inherited
Roth IRA

Notice what’s missing from that table: investment choices. That’s

intentional. The investment lineup matters for performance, but the

account type dictates the tax bill. When beneficiaries get into trouble,

it’s usually not because they picked the “wrong” index fund—it’s

because they took the “easy” distribution.

One more practical angle: the paperwork you receive early on is

often misleadingly confident. A 1099-R may show a gross distribu-

tion number, a taxable amount, and a code—neat boxes that suggest

certainty. In reality, inherited retirement reporting is full of “best

15
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available information” and assumptions. If there’s basis, if there are
multiple sources in a plan, if the Roth clock matters, the form may
not fully capture the nuance. The form is still important—you report
what happened—but you don’t want the form to be the only brain
in the room.

So the decoding process is part detective work, part asking the right
questions, and part refusing to be rushed. Get copies of recent state-
ments. Get the plan’s beneficiary distribution packet if it’s a 401 (k).
Ask whether the account includes Roth sources or after-tax contri-
butions. Confirm whether an inherited IRA transfer is allowed and
what the titling will look like. And if the decedent had an accountant
or kept meticulous records, treat that person like the keeper of the
map—because once the dust settles, it can be remarkably hard to
reconstruct what kind of dollars you inherited.

7

The payoff for doing this homework isn’t just “avoiding mistakes.’
It’s optionality. A properly established inherited IRA (Traditional or
Roth) with clean records gives you the ability to choose withdrawals
based on your income picture—rather than accepting a plan’s de-
fault distribution or discovering too late that you triggered tax on
a chunk that could have been managed more gently. Inherited ac-
counts rarely reward speed. They reward accuracy, and then strat-

egy.

1.2 The Tax Bracket Bucket System: How Your
Income is Taxed

Tax brackets have a public-relations problem. People hear “I got
bumped into the 32% bracket” and picture a trapdoor opening un-
der their entire income. That myth causes real damage: beneficiaries
avoid a smart inherited-IRA withdrawal because they’re scared of
“losing” money to a higher bracket, or they do the opposite—take
a giant distribution in one year because they believe the damage is
unavoidable anyway. Neither is true. The U.S. federal income tax
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system applies progressive rates in layers (“tax brackets”): moving
into a higher bracket does not cause all income to be taxed at the
higher rate—only the portion in that bracket.

The cleanest mental model is a set of vertical buckets stacked on
top of each other, each bucket with a different price tag. The bot-
tom bucket is the cheapest. Fill it first. When it’s full, the next dollar
spills into the next bucket, which costs more per dollar. That “cost
of the next dollar” is your marginal rate. A tax bracket is an income
range subject to a particular marginal rate; the marginal rate is best
thought of as the rate on the next (last) dollar of taxable income, not
an average rate. If your inheritance lands in your top bucket, that’s
not a moral judgment—it’s just math.

The bucket idea also answers a question beneficiaries ask with a
straight face because the system sounds ridiculous: “So if I take one
extra dollar out of the inherited IRA, do I lose money?” No. You
might pay a higher rate on that one extra dollar, but you keep the
rest. The only time “more income makes you poorer” is when a tax
credit or benefit phases out in an awkward way. Brackets themselves
don’t work like a cliff; they work like a staircase. You pay the higher
rate only on the portion that reaches the higher step.

Here’s the part that matters for inherited accounts: your regular in-
come usually fills most of the lower buckets before your inherited
distribution even shows up. Salary, self-employment income, pen-
sion income, interest—those dollars walk in first and take the cheap
seats. When you add an inherited retirement distribution on top, it
doesn’t get to start at the bottom. It shows up late and often has
to stand in the back row, where tickets are expensive. That’s why
inherited withdrawals can feel “over-taxed” compared to the same
dollar amount of income you earned over a career. It’s not punished;
it’s simply stacked.

The phrase “taxable income” is where the system quietly changes
costumes, so it’s worth getting crisp. Gross income is the big pile—
wages, interest, dividends, business income, taxable retirement dis-
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tributions, and so on. Taxable income is what's left after the tax code
lets you subtract certain items: deductions (standard or itemized)
and, in some cases, adjustments that reduce income before you even
get to deductions. Tax brackets apply to taxable income, not gross
income. That one fact can keep you from making the wrong move
based on the number at the top of your pay stub.

This is why two people with the same salary can experience an in-
herited distribution very differently. One might have large pre-tax
payroll deferrals, significant business deductions, or itemized de-
ductions that lower taxable income. Another might have very little
that reduces taxable income. They can both “make $120,000,” but
only one of them might have room left in the cheaper buckets. The
inherited withdrawal doesn't care about your job title; it cares about
how full your buckets already are.

Deductions aren’t just accounting trivia—they’re physical space in
the bucket stack. The standard deduction is like a hole punched in
the bottom of your taxable-income measurement: a chunk of income
doesn’t reach the buckets at all. Itemized deductions can punch a
bigger hole for some taxpayers. Either way, those deductions can
create breathing room where a planned inherited distribution can
fit at a lower marginal rate. That’s one reason timing matters. A year
with unusually high deductions (say, a large charitable gift or high
medical expenses) can be a year where an inherited IRA withdrawal
is cheaper than usual.

Now add the twist that makes inherited retirement accounts such
a tax-planning puzzle: you don’t withdraw them in a vacuum. You
withdraw them in the same year you get paid, sell stock, receive a
bonus, exercise options, or realize capital gains. Your income isn’t a
single stream; it’s a mixing board. An inherited IRA distribution is
another volume knob—and the tax system is sensitive to the com-
bined noise level.

The bucket model becomes especially useful when you stop thinking
in terms of “Should I take $X this year?” and start thinking in terms
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of “Which buckets do I want to fill on purpose?” That sounds subtle,
but it’s the difference between reactive withdrawals and controlled
withdrawals. Controlled withdrawals are not about paying less tax
this year at all costs; they’re about avoiding the moment when Year
10 arrives and the remaining balance forces a giant, involuntary pour
into the top buckets. The buckets you don't fill intentionally now can
become buckets you're forced to overflow later.

To make the stacking idea tangible, imagine a simplified bracket sys-
tem with four buckets: 10%, 12%, 22%, and 24%. (The actual IRS
thresholds change by year and filing status; the layered concept is
what matters.) Suppose your taxable income from salary and other
sources already fills the 10% and 12% buckets and lands you partway
into the 22% bucket. If you add an inherited IRA distribution, the
first dollars of that distribution don’t get taxed at 10% or 12%—those
buckets are already full. Much of the withdrawal lands in the 22%
bucket, and if it’s large enough, the top slice spills into 24%. That
spill is what people feel. They see a chunk taxed at a higher rate and
assume the whole distribution got that rate. It didn’t—only the spill
did.

Even without memorizing bracket thresholds, the psychological
shift is powerful: a bracket isn’t a label you “enter,” it’s a layer you
“reach.” When a beneficiary understands that, the next questions
become much more strategic: “How full is my current top bucket?”
and “How expensive is the next bucket?” Suddenly, a withdrawal
decision stops being a moral drama and becomes a capacity prob-
lem.

This is also where the difference between marginal tax rate and ef-
fective (average) tax rate matters. Your marginal rate is what you
pay on the last dollar—your top bucket. Your effective rate is your
total tax divided by your total taxable income, a blended number
across all buckets. People often quote effective rates to make a point

”

(“I only pay 14%!”), but planning inherited withdrawals is mostly

a marginal-rate sport. The inherited distribution is typically landing
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near the top, so it’s priced closer to the marginal rate than your ef-
fective rate. If you plan using the average, you may under-withhold,
under-save for taxes, or misjudge how painful a large distribution
will be.

Now bring in one more nuance that makes “stacking” feel personal:
not all income stacks the same way. Ordinary income—wages, inter-
est, most inherited Traditional retirement distributions—generally
stacks into the same bucket tower. Long-term capital gains and qual-
ified dividends often use a different rate schedule layered on top of
taxable income in a particular ordering. You don’t need to become
a tax accountant to get the key takeaway: adding ordinary income
(like a Traditional inherited IRA distribution, as discussed earlier)
can have ripple effects beyond just ordinary brackets. It can crowd
out space, change how other income is treated, or push you into
thresholds where other rules begin to bite. The buckets are the first-
order effect; the thresholds are the second-order effect.

The words gross income and taxable income also matter because inher-
ited distributions show up in places you can’t ignore. A retirement
distribution that is taxable is included in gross income. Gross income
is used as an ingredient in many phaseouts and calculations. So even
if a deduction later reduces taxable income, a large inherited distri-
bution can still cause collateral damage in areas that key off gross in-
come or related measures. This is why “I'll just take a big distribution
and itemize” is not always the magic trick it sounds like. Deductions
help, but they don’t always erase downstream consequences.

So how does a beneficiary use the bucket system in real life without
turning tax planning into a second job?

First, estimate your base taxable income before inherited with-
drawals. Not “what you earn,” but what you expect to be taxable
after the usual deductions and adjustments. If you're employed,
your pay stub gives clues. If you're self-employed, your year is a
moving target—so build a range. The goal isn't precision to the

20



The Tax Bracket Bucket System: How Your Income is Taxed

dollar; it’s knowing whether you're comfortably in a bucket, near
the brim, or already spilling into a higher one.

Second, treat the inherited distribution as a pour you can control. If
you have a $300,000 inherited Traditional IRA subject to a deadline,
the naive approach is to ask, “How do I minimize tax this year?” The
smarter approach is to ask, “How do I spread pours across years
so I don't create a flood later?” When you pour slowly, you may
pay a moderate marginal rate each year. When you pour all at once,
you create a single year where a large part is priced at your most
expensive buckets.

Third, beware of the year that looks “low-income” but isn’t. A year
off work, a sabbatical, a move, a return to school—those can open
empty bucket space. But if that same year includes a stock sale, a
business windfall, severance, or a spouse’s income spike, the buckets
might be fuller than you think. The bucket system is less about the
calendar and more about the total stack.

There’s also a practical emotional benefit here: the bucket model
turns tax planning from a vague fear into a visible trade-off. You can
decide to deliberately fill a bucket up to a certain point because you
like the price. You can decide to stop before spilling because you
don’t. That’s not “gaming the system”; that’s using the system as
it’s designed—progressive rates that charge more for higher layers
of income.

One last angle worth keeping in mind: withholding isn't your tax
rate. If a custodian withholds 10% from an inherited distribution,
that does not mean you “only paid 10%”. It means you prepaid 10%
toward a final bill computed on your return using your full-year in-
come stack. The bucket system helps you predict whether withhold-
ing is likely to be too low or too high. If your inheritance is landing
in a 22% or 24% bucket and only 10% is withheld, you can see the

problem coming months in advance—when the fix is easy.

Tax brackets don’t reward panic and they don’t punish prosperity.
They simply charge different prices for different layers of taxable in-

21



Foundations: Retirement Accounts and Tax Basics

come. Once you picture your income as a stack of buckets, inherited-
account decisions get less mysterious: your regular life fills the lower
layers first, and your inherited withdrawals land wherever your life
leaves off. The planning question becomes wonderfully concrete:
how much expensive bucket space are you willing to buy this year,
and how much do you want to reserve for the future?

1.3 The Tax Bite: What You Actually Owe on
Inherited Distributions

The most expensive misunderstanding about inherited retirement
accounts is thinking the tax bill is calculated at the moment you
click Withdraw. It isn’t. What happens at withdrawal is closer to a
weather report than a final score: you get a 1099-R, maybe some
withholding, and a strong hint about what the IRS expects. The real
tax bite is determined later, on your tax return, after all your income
is added up and all your deductions and credits have had their say.
That delay is why inherited distributions can feel sneaky—and why
a little paperwork literacy is worth real dollars.

One sentence from the IRS is the anchor point for everything that
follows: beneficiaries must include taxable distributions they receive
in gross income. That doesn’t mean every inherited distribution is
taxable. It means the part that is taxable gets poured into the same
bucket system your other income uses. If the distribution is from a
Traditional account with no after-tax basis, the whole thing usually
shows up as taxable. If the distribution is from a Roth and it’s qual-
ified, none of it is taxable. If there’s after-tax basis involved, some
portion may be non-taxable—but the burden of proving that often
lands on you.

If you want to know what you actually owe, you need three pieces
of information:
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e the account’s tax character (Traditional, Roth, or mixed with
after-tax basis),

e how the distribution is reported to you and the IRS (your 1099-
R), and

e whether any withholding happened (and whether it’s re-
motely close to your marginal rate).

None of those requires you to become a tax professional. They do
require you to stop treating the 1099-R like a receipt and start treating
it like a clue.

The 1099-R: the form that tattles (and sometimes shrugs)

The 1099-R is the core reporting document for retirement distribu-
tions. It’s the messenger that tells you what the payer says happened.
It is not always a precise tax verdict, especially for inherited IRAs
where the custodian may not know your basis history. The most
useful boxes on the form are boringly numbered, but they answer
the questions beneficiaries actually have.
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1099-R item What it means in real life

Box 1: Gross distribution The total amount that left
the account and came to
you (or to your bank ac-
count). This is the number
that makes people feel rich
for about 36 hours.

Box 2a: Taxable amount What the payer believes
is taxable. For many IRA
distributions, this may be
blank or effectively “not
determined,” which is the
form’s polite way of saying:
“You figure it out.”

Box 4: Federal income tax withheld A prepayment toward
your eventual tax bill. This
is not your tax rate, and
it’s not a guarantee you're
“covered.”

Box 7: Distribution code(s) A short code that helps
classify the distribution
type (for example, distri-
butions due to death). It’s
a categorization tool, not a
tax bill calculator.

Two things tend to happen when beneficiaries first see a 1099-R.
Some panic because Box 2a shows the full distribution as taxable.
Others relax because Box 2a is blank. Both reactions can be wrong.
If Box 2a is blank (or the payer says the taxable amount is not deter-
mined), the IRS may presume the distribution is taxable unless the
taxpayer substantiates otherwise (e.g., basis). In plain terms: a shrug
from the custodian is not a tax break. It’s an invitation to document
your claim.

That’s why the best time to think about tax is before the distribu-
tion, not after. After the distribution, the form has already gone out.
You can still fix things on your return, but you'll be doing it while
reconstructing details you wish you had gathered earlier.
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Withholding: the comforting illusion

Withholding is the other number people cling to, because it looks
like action. Something was withheld; therefore taxes were handled;
therefore you can move on. Unfortunately, withholding is not the
same as tax owed. It’s a prepayment, like putting money down on a
restaurant bill before you've even ordered dessert. Your final tax is
determined on the tax return based on total income and deduction-
s/credits. If your inherited distribution lands in a higher marginal
bracket than the withholding percentage, you can easily end up ow-
ing a chunky balance at tax time.

Even worse, withholding can create a false sense of precision. A plan
might default to 20% withholding in certain contexts; an IRA custo-
dian might withhold 10% unless you tell them otherwise; you might
choose 0% because you want the cash and assume you'll square up
later. None of those defaults knows what your other income is doing.
None of them knows whether your spouse got a bonus, whether you
sold a business, whether you're itemizing, or whether you're taking
a big distribution in December after a year of already-full buckets.

A useful way to think about withholding: it’s a steering wheel, not
a seatbelt. You can use it to reduce the chance of a nasty tax-time
surprise, but it doesn’t change the underlying tax rules. And if you're
using it at all, it should be intentional.

Traditional inherited distributions: ordinary income is only the be-
ginning

You already know the headline: Traditional distributions are gener-
ally taxable as ordinary income to the extent not previously taxed.
The part that surprises beneficiaries is how many ordinary-income
“traps” exist around that simple idea. Not traps in the sense of hid-
den penalties (beneficiaries usually aren’t dealing with the 10% early
withdrawal penalty in the same way as owners), but traps in the
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sense of predictable, avoidable overtaxation that comes from treat-
ing ordinary income as a single, flat thing.

Here’s the most common trap: assuming the tax impact of a distri-
bution equals distribution amount times your favorite bracket. Real life
is messier. A $30,000 inherited Traditional IRA distribution might
be taxed partly at one marginal rate and partly at another, depend-
ing on how full your buckets are. It might also crowd other income
into less favorable treatment, or push you into phaseouts and thresh-
olds that make the effective cost higher than you expected. In other
words, “ordinary income” describes the category, not the final bill.

Another trap is forgetting that state tax often joins the party. Federal
brackets get all the attention, but state income tax can turn a “man-
ageable” distribution into an unexpectedly pricey one. The 1099-R
doesn’t negotiate between jurisdictions; it simply reports the distri-
bution. The tax bite is the sum of federal, state, and sometimes local
outcomes.

Then there’s the trap of timing within the year. A distribution in
January and a distribution in December are taxed the same way, but
they feel different because one gives you time to adjust withholding
and estimated payments, and the other arrives like a tax surprise
with holiday wrapping paper. Timing doesn’t change the rules; it
changes your ability to respond to them.

After-tax basis: the quiet detail that can save (or cost) thousands

After-tax basis is the tax world’s version of a family secret: if it ex-
ists and you don’t know about it, you can make expensive assump-
tions. Basis generally comes from nondeductible contributions to
a Traditional IRA (or certain after-tax contributions in employer
plans). Those dollars were already taxed when they went in, so they
shouldn’t be taxed again when they come out. Sounds simple. The
messy part is proving it, especially when the person who made those
contributions is no longer here to answer questions.

26



The Tax Bite: What You Actually Owe on Inherited Distributions

Custodians often can’t compute basis for you. Form 1099-R is the
core reporting document for retirement distributions; it reports
gross distributions and often a taxable amount, but for many IRA
distributions the payer may report the taxable amount as not deter-
mined. That’'s common when basis might exist, because the custo-
dian doesn’t have your full history. The IRS, meanwhile, is not in the
business of giving you the benefit of the doubt. If you claim part of
the distribution is non-taxable due to basis, you need to substantiate
it.

How does a beneficiary substantiate basis? Usually through the
decedent’s tax records. The trail might include prior-year returns
and supporting forms that track nondeductible contributions. If
those records are missing, you may still be able to reconstruct some
of it, but it becomes a detective project with real stakes. The good
news is that basis, if it exists, is valuable. The bad news is that it’s
easy to lose by ignorance.

One more subtlety: basis doesn’t mean “the first dollars out are tax-
free.” It generally means each distribution is treated as a blend of
taxable and non-taxable amounts under a pro-rata concept. That
surprises people who assume they can “withdraw the basis” and
then start paying tax later. Often, you can't isolate it that cleanly. So
basis can reduce the tax bite of each distribution, but it tends to do
so gradually.

If you suspect basis exists, the smartest move is to pause before tak-
ing large distributions. A rushed lump sum can turn a fixable docu-
mentation issue into a painful overpayment that’s hard to unwind.

Roth inherited distributions: tax-free is real, but the timing rule
bites

Roth accounts are the ones beneficiaries want to inherit because “tax-
free” sounds like a clean ending. And sometimes it is. Pub. 590-B
provides the baseline framework that Roth distributions can be tax-
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free if qualified. The danger is assuming every Roth distribution is
qualified just because the account is Roth.

The Roth five-year rule is the detail that turns confidence into cau-
tion. In plain language, the IRS wants the Roth to have aged long
enough before it hands out completely tax-free treatment on earn-
ings. If the Roth owner met the rule before death, beneficiaries are
typically in a straightforward position: distributions are generally
tax-free. If the Roth owner did not meet the rule, the distribution
can become partially taxable—not because the contributions are sud-
denly taxed again, but because earnings may not get the full tax-free
treatment.

This is where beneficiaries get whiplash. They inherit a Roth IRA,
hear “Roth equals tax-free,” and then discover that “tax-free” has a
clock attached. The clock is usually measured from when the origi-
nal owner first established and funded a Roth IRA (or from the rel-
evant starting date under Roth rules), not from when you inherited
it. That’s why the decedent’s history matters. A Roth opened twenty
years ago is a different animal than a Roth created late in life.

Also, don’t confuse “Roth IRA” with “designated Roth accounts” in-
side employer plans (like Roth 401(k) money). The money is Roth
in character, but the administration can be different, and the plan’s
reporting and transfer options can influence how cleanly you can
manage the account. Tax-free is still possible; the path to clean tax
reporting can be more bureaucratic.

The practical takeaway isn’t to fear Roth. It’s to verify the Roth clock
before you treat the entire account as a tax-free ATM. Ask for doc-
umentation of when the Roth was first funded. If you can't get it
quickly, at least recognize that the uncertainty has value: it may be
worth delaying distributions until you can confirm qualified status,
especially if you don’t need the cash immediately.
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A realistic tax-bite walkthrough: turning a distribution into a bill es-
timate

Beneficiaries often want a simple number: “If I take $30,000, what
do I owe?” A perfectly accurate answer requires a full tax return.
But you can get a surprisingly useful estimate by working through a
short checklist that respects how the tax system actually functions.

Step 1: Identify what part is likely taxable. Traditional with no basis?
Assume nearly all taxable as ordinary income. Roth and qualified?
Assume zero federal income tax. Roth but uncertain qualification?
Assume earnings might be taxable and investigate before making
big moves. Possible basis? Treat the taxable amount on the 1099-R
as a starting point, not a verdict.

Step 2: Locate where the distribution lands. As you saw with stacking, an
inherited distribution usually lands on top of everything else. That
means the incremental tax cost is often close to your marginal rate,
not your average rate. The most useful planning question becomes:
“How full is my current top bracket?” If you're near the brim, a por-
tion of the distribution may spill into a higher rate.

Step 3: Compare expected tax to withholding. Withholding is not the
same as tax owed. If the custodian withheld 10% but your marginal
bracket is higher, you've likely underpaid. If the custodian withheld
20% and your marginal bracket is lower, you may get some back
later, but you've given the IRS an interest-free loan in the meantime.

Step 4: Account for state tax and threshold effects. Even a rough state
tax estimate can prevent a nasty surprise. And if you're near any
important thresholds (credit phaseouts, surtaxes, Medicare-related
thresholds for some taxpayers), treat the incremental cost as poten-
tially higher than the bracket alone.

Notice what’s not on that list: “What does Box 2a say?” Box 2a is
helpful, but it’s not sovereign. It’s a reporting field that may be right,
may be incomplete, and in some cases may be “not determined.”
Your tax return is where the final story is told.
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The two most common overpayments (and how to avoid them)

Beneficiaries tend to overpay taxes in two predictable ways.

The first is the panic distribution: taking a large lump sum early, often
because the paperwork is annoying, the plan is slow, or the benefi-
ciary wants closure. The tax system is happy to provide closure at
the highest available marginal rates. If you want closure, get it by
consolidating into an inherited IRA (when permitted) and setting
an intentional withdrawal schedule—not by detonating the account
in one year.

The second is the basis blind spot: failing to discover that the dece-
dent had after-tax basis, then treating a distribution as fully taxable
because the custodian didn’t (or couldn’t) calculate the non-taxable
portion. Because the IRS may presume the distribution is taxable
unless the taxpayer substantiates otherwise (e.g., basis), the winning
move is documentation, not hope. Track down prior returns, talk to
the preparer if there was one, and keep records with the inherited
account paperwork.

Neither of these mistakes is rare. Both are preventable. And both
tend to happen when beneficiaries treat inherited retirement money
like a bank account instead of a tax-structured container.

A final word on certainty: you can be careful without being para-
lyzed

Taxes have a way of making smart people freeze, especially when
grief and paperwork are mixed together. The goal isn't perfection.
The goal is to avoid the expensive errors: assuming Roth is always
tax-free without checking the qualification rules, trusting withhold-
ing as if it were the final bill, ignoring the possibility of after-tax basis,
or letting a plan’s default distribution option dictate your taxable
income.

When you understand how the tax bite is actually computed—
income added to income, deductions and credits applied, withhold-
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ing treated as a prepayment—you regain something that feels rare
in inherited-account situations: control. The IRS gets paid what it’s
owed. The win is making sure it doesn’'t get paid more than that,
simply because the paperwork was confusing or the assumptions
were too optimistic.

1.4 The RMD Clock: Understanding Required
Beginning Dates

RMDs exist for one reason: the IRS is patient, not infinite. Retire-
ment accounts are allowed to grow without annual tax friction pre-
cisely because the government expects the money to come out even-
tually. Required Minimum Distributions—RMDs—are the enforce-
ment mechanism. They turn “eventually” into dates, math, and (if
ignored) penalties.

The tricky part for beneficiaries is that the RMD regime has two clocks.
There’s the clock that applied to the original owner while they were
alive, and there’s the clock that applies to you after death. Those
clocks don't always tick the same way. And the handoff point—the
moment that determines which set of beneficiary rules you're living
under—is the Required Beginning Date, or RBD.

You've already seen the high-level idea of how dying before versus
after the RBD can change what’s expected of a beneficiary. What's
worth adding now is the feel of the system: the RBD is not just a
birthday milestone. It’s a legal dividing line. On one side, the owner
still had the privilege of letting the account sit. On the other side, the
IRS had already started its scheduled withdrawals. When death oc-
curs, the IRS essentially asks: “Had the withdrawal machine started
yet?” If yes, it may expect the machine to keep running annually,
even though the beneficiary also has an end date to meet. If no, the
rules can be simpler.
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That’s why two beneficiaries can inherit the same type of account
in the same year, both be subject to the SECURE-era 10-year frame-
work, and still have different annual obligations. The difference of-
ten comes down to a detail that feels almost petty: whether the orig-
inal owner died before or after their required beginning date. (S2,
S1)

What an RMD really is (and what it isn’t)

An RMD is not a tax. It's a required withdrawal amount. Taxes are
what happen after the withdrawal hits your return and lands in your
bucket stack. The RMD is simply the minimum the IRS says must
leave the account for a given year.

RMDs are also not a spending mandate. You can withdraw an RMD
and then immediately reinvest the net proceeds in a taxable broker-
age account, a savings account, a 529 plan for a child (subject to
gift considerations), or wherever your broader plan points. The IRS
doesn’t care whether you spend it on a vacation or buy Treasury bills.
It cares that the sheltered dollars don’t stay sheltered forever.

An RMD is also not a suggestion. If you take less than required, the
system doesn’t merely frown; it assesses a penalty regime that can
be painfully steep. The existence of relief notices in certain years has
made people casual about this. Don’t be casual. Relief is not the same
as repeal, and it’s rarely automatic.

The RBD: a date that decides your rules

The Required Beginning Date is the point when the original owner
was required to start taking RMDs. SECURE 2.0 moved the RMD
starting age again, which is why the RBD feels like a moving tar-
get and why you’ll hear different ages quoted at dinner parties.
The exact age is less important here than the concept: the RBD is
the owner’s “RMD start line,” and death on one side or the other
changes what happens next. IRS notices connected to SECURE 2.0
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document changes to RMD starting ages and related reporting /tran-
sition issues.

In practice, you determine the owner’s RBD by looking at their age
and whether they had already entered the RMD phase. Sometimes
you’ll know immediately: the owner was already taking annual dis-
tributions. Sometimes it’s murkier: they were near the threshold and
died in a year when an RMD would have been their first.

That difference is not academic. The IRS’s framing is that certain
minimum distribution expectations are tied to whether the owner
had begun required distributions. When death occurs after the RBD,
the IRS is less willing to let the account sit untouched during the
payout period. That’s why the pre-RBD versus post-RBD status can
change beneficiary distribution requirements (including whether
annual distributions may apply during a 10-year payout period for
certain beneficiaries). (S2, S1)

The “year of death” detail that makes administrators sweat

One practical headache: if the owner dies in a year when an RMD
was required for them but not yet taken, someone has to take that dis-
tribution. Beneficiaries often discover this only when the custodian
asks awkward questions late in the year, or when a tax professional
notices the missing distribution during return preparation.

The point isn’t to memorize which person must take it in every sce-
nario. The point is to recognize that the year of death can contain an
unfinished obligation tied to the owner’s RMD status. If you're inher-
iting an account and the owner was already in the RMD phase, ask
early whether the year-of-death RMD was satisfied. It’s the kind of
loose end that can turn a calm inheritance process into a year-end
scramble.
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How beneficiary RMD math works (the division that runs your cal-
endar)

RMD mechanics are refreshingly blunt. RMDs are generally com-
puted using prior December 31 account balance divided by an IRS
distribution period factor from IRS tables. (S3, S1) For beneficiaries,
the relevant framework is generally the Single Life Table in Pub. 590-
B. (S3,51)

That’s it: a balance, a factor, a division.

The factor is the IRS’s way of converting “life expectancy” into a
withdrawal schedule. A larger factor means a smaller required with-
drawal; a smaller factor means a larger required withdrawal. As
years pass, the factor changes, which tends to increase the required
percentage over time.

A mini-example (without getting chained to a specific factor value):
suppose the prior year-end value of the inherited account is $400,000.
Suppose the applicable distribution period factor for the beneficiary
for that year is 40. The required minimum distribution would be:

4
RD — 400,000

= 10,000.

That $10,000 is not a recommendation. It’s the minimum amount
that must exit the account for that year under the applicable RMD
regime. If the market rises and the year-end balance grows, next
year’s RMD may be higher even if the factor changes. If the mar-
ket falls, the required amount may drop. The formula is indifferent
to your feelings about the market or your desire to “wait for it to
recover.” It uses the prior year-end snapshot, not today’s balance.

Two real-world wrinkles make this feel less mechanical in practice:

e The account balance used is the prior December 31 value. That
means the number is already “locked in” when the year be-
gins.
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e RMDs are minimums, not targets. You can always withdraw
more (subject to the broader payout rules). With a deadline-
based regime, many beneficiaries choose amounts that are
strategically higher than the minimum.

That second point matters because it’s where tax planning and com-
pliance collide. The IRS gives you a minimum. Your personal tax
picture tells you whether taking only the minimum is wise.

The SECURE-era tension: one deadline, possibly two obligations

The SECURE Act changed the inherited account landscape by push-
ing many beneficiaries into a 10-year payout framework rather than
lifetime “stretch” distributions. You don't need the definition again;
what matters here is the tension it creates. A 10-year deadline is a
blunt instrument. Annual RMDs are a fine-toothed comb. In some
situations, beneficiaries may have to live with both: an annual mini-
mum in years 1-9 and a hard “empty by year 10” requirement at the
end.

This is where the system has felt, frankly, chaotic. Recent-
development context: SECURE Act/SECURE 2.0 changes plus
proposed/final regulation interpretations created confusion about
annual RMD requirements under the 10-year rule for certain
situations; IRS provided transition relief for certain years via notices.
(510, S1, S14, S15) If you've heard conflicting advice—"No RMDs

"

for 10 years!” versus “Yes, you need annual distributions!”—that’s
not because everyone is incompetent. It’s because the regulatory
interpretation and enforcement posture have been evolving, and

the IRS has issued relief in certain years while the dust settled.

The practical lesson is not “the rules are unknowable.” It’s that you
should treat distribution-year requirements as a living compliance
item, not a one-time Google search. Verify what is required for the
specific year you're taking (or skipping) distributions. If your tax
preparer or advisor references relief, ask what year(s) it applies
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to and what documentation you should keep. Relief is often about
penalties, not about changing the underlying math forever.

Why the owner’s age dictates your experience (even though you're
the one withdrawing)

It feels unfair that the decedent’s age can dictate the beneficiary’s
chores. You might be 35 with a mortgage and kids, inheriting from a
parent who died at 74. Or you might be 60 inheriting from a sibling
who died at 68. The tax code doesn’t grade on “life disruption.” It
grades on status: pre-RBD or post-RBD.

That’s the key pivot again: whether the original owner died before
or after their required beginning date can change beneficiary distri-
bution requirements. (S2, S1) In other words, the IRS is not asking,
“How old is the beneficiary?” first. It’s asking, “Had the owner be-
gun their mandatory withdrawals?” first.

This matters because it affects not only compliance, but also strategy:

e If annual beneficiary RMDs apply, you lose the option to “wait
and see” for several years and then do one clean withdrawal at
the end. Even if that end-of-window strategy might have been
tax-efficient in a particular case, the annual requirement forces
some income to appear each year.

e If annual beneficiary RMDs do not apply, you may have more
flexibility to time withdrawals around job changes, sabbaticals,
business income swings, or unusually high deduction years.

The point is not that one regime is always better. The point is that
the regime determines what kinds of planning are even possible.

The RMD calendar: dates that matter because the IRS likes calen-
dars

RMDs have a predictable rhythm: calculate using last year’s Decem-
ber 31 value, then distribute by the deadline for the year. The RMD
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itself is a year-by-year requirement. The penalty risk is tied to that
year’s shortfall.

For beneficiaries, the operational calendar is often complicated by
human factors rather than IRS math: estates take time to settle, cus-
todians take time to retitle accounts, employer plans take time to
process beneficiary paperwork, and beneficiaries take time to grieve.
The tax code doesn’t care about any of that, which is why the best
compliance move is often simple: start the administrative work early,
even if you don’t plan to distribute right away. You can’t take an
RMD from an account that hasn’t been properly established in in-
herited form at the custodian, and administrative delays have a way
of multiplying near year-end.

A short “conflicting advice” reality check

If you've inherited an account recently, you may have encountered
a bizarre situation: different professionals giving different answers,
each sounding confident. The reason is embedded in the research
notes: proposed/final regulation interpretations created confusion
about annual RMD requirements under the 10-year rule for certain
situations, and the IRS provided transition relief for certain years via
notices. (510, S1, S14, S15)

Here’s the useful way to frame that confusion without getting lost
in legalese:

o The statute introduced the 10-year payout concept for many
beneficiaries.

o Interpretation questions arose about whether certain beneficia-
ries must also take annual minimums in years 1-9 when the
owner died after the RBD.

e The IRS signaled an interpretation in proposed guidance and
then offered penalty relief in certain years while implementa-
tion was in flux.
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So when someone says “you don’t have to take anything until year
10,” what they may really mean is “penalties were waived for missed
annual minimums for certain years” or “in this particular fact pat-
tern, annual minimums aren’t required.” Those are very different
statements. If the person advising you can’t articulate which one
they mean, treat the advice as incomplete.

What to gather right now (so the clock doesn’t surprise you later)

The easiest RMD problems to solve are the ones you prevent with
documentation. A beneficiary who can answer these questions early
is rarely blindsided later:

e What was the owner’s date of death?

e Had the owner reached their required beginning date?

Was the year-of-death RMD required, and if so, was it taken?

What was the account’s December 31 balance for the prior year
(once you're in an RMD regime)?

e If you're in a situation where annual beneficiary RMDs might
apply inside a 10-year window, what is the current-year en-
forcement posture (including any relief) for your fact pattern?

None of these questions asks you to do advanced tax work. They ask
you to be organized. Organization is not glamorous, but it's cheaper
than penalties and less stressful than emergency distributions in late
December.

The RMD clock is a metronome, not a morality play

It’s easy to treat RMDs as the government “forcing” you to do some-
thing with an inheritance. But RMDs are better understood as a
metronome: a steady beat that keeps tax-favored accounts from be-
coming permanent shelters. Once you know whether the original
owner died before or after the required beginning date, and once
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you understand the simple division behind RMD math, the system
becomes less mysterious. You may not love the rhythm, but you can
hear it clearly—and that clarity is what lets you plan withdrawals
that satisfy the rules without accidentally buying the most expensive
tax year of your life.
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Death, Beneficiaries, and
Account Transfer Mechan-
ics

The weeks following the loss of a loved one are overwhelming, and unfor-
tunately, the financial clock starts ticking immediately. A single misstep
with an inherited IRA like depositing a check into your personal bank ac-
count or missing a critical year-end deadline can instantly trigger taxes
that consume a third of your inheritance. This chapter cuts through the
administrative noise to guide you through the essential first steps, from
wrangling death certificates and dodging rollover traps, to correctly titling
your new account so the IRS leaves your tax-minimization options wide
open.

2.1 Initial Post-Death Checklist

Death turns a retirement account into a different creature overnight.
The investments may not change, but the rules, the paperwork, the
deadlines, and the ways you can accidentally blow things up cer-
tainly do. The first week or two is where most expensive mistakes
happen—not because beneficiaries are careless, but because the pro-
cess feels like “banking” when it’s really tax law dressed up as banking.
Custodians speak in forms and workflows; the IRS speaks in irrevo-
cable events. Your job is to keep the account from wandering into
the wrong lane.
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The emotional trap is speed. Grief creates a desire to “get it handled,”
and financial institutions happily offer the most convenient option:
cut a check. Convenience is the enemy here. With an inherited re-
tirement account, the wrong check made out to the wrong payee
can turn what should have been a controlled, multi-year tax decision
into immediate taxable income. That kind of mistake doesn’t come
with an undo button.

What follows is a practical, order-of-operations checklist, with the
“why” behind each step. Think of it as keeping three plates spinning
at once: (1) prove the death, (2) prove you, and (3) move the money
without ever taking possession of it.

1) Get the right death certificates—more than you think

Most families order a few certified copies and later discover every
institution wants an original certified copy, often with a raised seal.
Retirement custodians, employer plans, banks, transfer agents, and
sometimes life insurers each want their own. And they don't always
return them quickly.

Order more certified copies than feels reasonable. For a typical estate
with multiple financial accounts, 8 to 12 is not excessive. If there
are multiple employer plans, a closely held business, or out-of-state
assets, you may want more. The “cost” is usually modest; the real
cost is delay when a custodian freezes activity until documentation
arrives.

Also ask the funeral home or county office about cause-of-death lan-
guage and timing. Some institutions are picky about the certificate’s
issuance date or the clarity of identifying information. If the dece-
dent used a nickname, had a suffix (Jr., III), or changed names,
confirm the certificate matches the name on the retirement account
records. A small mismatch can strand you in the world of “please
mail additional documentation.”
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2) Locate the beneficiary form—don’t assume the will matters

You can't transfer what you can't properly claim, and the control-
ling document is usually the beneficiary designation on file with the
custodian or the employer plan administrator. Families commonly
begin with the will because it feels like “the official document.” In
retirement accounts, the beneficiary form is typically the official doc-
ument that matters operationally. If it names you, great; if it names
someone else, the custodian will follow it even if the will tells a dif-
ferent story.

So the first scavenger hunt is not for the account statement; it’s for
the beneficiary record. Ask the custodian for a confirmation of the
primary and contingent beneficiaries as shown in their system. If the
account was at a workplace plan, contact the plan administrator (HR
is rarely the final stop; many plans are run by a recordkeeper you'll
need to speak with directly).

Two practical notes:

o Ask for the beneficiary information in writing if possible. Phone
representatives are reading screens; you want something you
can rely on.

o Confirm whether any beneficiary is a trust, estate, or charity. The
presence of a non-individual beneficiary can change how the
account must be handled and how quickly decisions need to
be made.

You're not trying to solve the entire distribution strategy on day one.
You're trying to prevent the classic nightmare: everyone assumes the
children are beneficiaries, then an ex-spouse receives the paperwork.

3) Call the custodian—but call like a professional, not like a mourner

A custodian call isnot a therapy session; it’s a controlled information-
gathering interview. You want to leave the call with a map: what
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forms, what titling, what deadlines, what transfer options, and what
not to do.

Before you call, have:
e The decedent’s full name, date of birth, and Social Security
number (or at least the last four digits).
e The account number(s).

e Your legal name, address, phone, and email (as you want it on
record).

o A certified death certificate available to send (upload or mail).

On the call, ask questions that force the rep to speak in operational
terms:

e “What is your process to retitle the account to a beneficiary ac-
count?”

e “What exact wording will appear in the account title once it’s
set up?”

e “What are my options for moving the assets without any distri-
bution check payable to me?”

e “If a check must be issued, who can it be made payable to so it
remains a direct transfer?”

e “Do you require a medallion signature guarantee or notariza-
tion for any forms?”

e “Will the account be restricted from trading during process-
ing?”

You're listening for two danger signs. First: a rep who casually uses
the word “rollover” without specifying whether it’s a direct trustee-
to-trustee move. Second: a rep who suggests sending a check to you
personally “and then you can deposit it.” For most non-spouse ben-
eficiaries, that’s a tax detonator, not a service.
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4) Freeze the instinct to consolidate—the first move is titling, not
investing

The best early decision is often to do nothing with investments until
the account is correctly established. People want to simplify imme-
diately: sell holdings, move to cash, consolidate institutions, “clean
it up.” Those can be fine later. Early on, they can create accidental
distributions, wash away cost basis information for taxable accounts
(separate from retirement accounts), or trigger trading restrictions
while ownership is in transition.

The order that tends to prevent trouble:

1. Get the account properly recorded as a beneficiary account (or
equivalent plan beneficiary status).

2. Confirm who the beneficiaries are and what percentage each

receives.

3. Confirm the distribution regime that applies and any year-
sensitive obligations (including anything left undone in the
year of death, as we saw earlier).

4. Only then decide on investments, withdrawals, consolidation,
and tax strategy.

This isn’t about being timid. It’s about not changing the engine while
the plane is still climbing.

5) Demand correct beneficiary account titling—this is not cosmetic

Retirement custodians are very good at paperwork and very literal
about labels. The title on the beneficiary account isn't “just what
prints on statements.” It’s how the custodian’s system knows this
is a beneficiary-owned interest with a special rule set. If the title is
wrong, the back-office system may treat the account as yours (an im-
permissible rollover), or as an estate account (different distribution
treatment), or as a normal taxable brokerage account (a different
kind of mess).
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A correctly titled beneficiary IRA often includes three elements:

e The decedent’s name

e A marker that the owner is deceased (often “deceased” or
“dec.” plus the date of death)

e The beneficiary’s name and status (“beneficiary of”)

Custodians vary in formatting, but the idea is consistent: the title
should preserve the decedent link and clearly identify you as bene-
ficiary. If you see only your name with no reference to the decedent,
stop and ask questions immediately.

Why the fuss? Because tax reporting follows the legal character of
the account. If the system thinks it’s your IRA, it will generate forms
and apply rules that don’t belong, and those “paper errors” have a
way of becoming real errors when a 1099-R is issued.

6) Never, ever “take possession” of the money (even briefly)

Here’s the clean line: the safest transfer is trustee-to-trustee. The
money should move from one institution to another (or from one
account registration to another within the same institution) without
you receiving funds.

The seductive alternative is the check:

e “We can mail you a check and you can deposit it into the new

account.”

o “It’s faster if we send it to your address.”

e “Just endorse it over.”
This is where inherited accounts punish normal consumer behavior.
With your own IRA, you may have heard of a “60-day rollover.” Ben-
eficiaries often assume the same safety net exists. For non-spouse

beneficiaries, that assumption can be catastrophic. Even for spouses,
the right answer depends on elections and account type. The safest
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universal rule is simpler: don't let the distribution become payable
to you.

If a check is unavoidable, insist it be made payable in a way that
preserves a direct transfer, typically to the receiving custodian for the
benefit of (FBO) the beneficiary account. The exact payee formatting
is custodian-specific, so get it in writing before the check is cut. The
goal is that you never receive money that is legally yours; you receive,
at most, a piece of paper that routes money between trustees.

One more reason to avoid a check payable to you: withholding. Em-
ployer plans often default to withholding on distributions. Once
withholding happens, you're trying to move a smaller net amount,
and the withheld portion becomes a tax payment, not an amount
that cleanly moves into a beneficiary account. That’s not a minor
inconvenience; it can permanently change the math.

7) Don't ask for “the RMD” until you've separated two different
questions

Beneficiaries often call and say, “I need to take the RMD.” The repre-
sentative then asks, “From which year?” and the conversation goes
sideways.

There are two separate issues that get lumped together in real life:
e Anything required for the decedent’s final year (if it wasn't
already completed).
e What's required (or strategically smart) for you, as beneficiary,

in the years that follow.

They can involve different amounts, different deadlines, and differ-
ent tax reporting. The operational point for the initial checklist is this:
don't accidentally combine them into one distribution request. If you
do, you can create reporting confusion and lose the clean paper trail
you want if the IRS ever asks, “What was this distribution?”

A simple way to phrase it to the custodian:
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“I want to confirm whether there is any remaining dis-
tribution obligation for the year of death that must be
satisfied, and I want that handled separately from any
beneficiary distributions.”

Even if you already know the rule framework, it’s worth forcing the
institution to label the transaction correctly in their system.

8) Watch for “helpful” defaults that lock in bad tax outcomes

Many custodians have default settings that are fine for small ac-
counts and terrible for large ones:

e Defaulting to a lump-sum payout.

e Defaulting to annual distributions based on a generic sched-
ule.

e Default withholding that’s either too high (unnecessary cash
drain) or too low (estimated-tax surprise).

e Sending distributions to a non-retirement brokerage or bank

“

account because it’s “already on file.”

The danger isn’t only the tax bill; it’s loss of control. A forced lump
sum can shove you into the highest brackets in one year, trigger
phaseouts, and create collateral damage in places people don't asso-
ciate with inheritances (Medicare premium surcharges, college aid
formulas, net investment income tax thresholds, or state tax quirks).

Make the custodian slow down. Tell them you are not electing a
payout method until the beneficiary account is established and you
have written confirmation of your options. If you're working with
an advisor, this is the handoff moment: get the account stable, then
design the withdrawals.
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9) Separate “paperwork identity” from “real identity”

A surprising number of delays come from identity verification, not
tax rules. Institutions may require:

e A copy of your driver’s license or passport.

e A completed W-9 (to certify your taxpayer identification num-
ber).

e Proof of address.

o A notarized form or medallion signature guarantee (common
when transferring securities or changing registration).

Two tips that save time:

e Use the same version of your legal name on every document.
If your driver’s license includes a middle name and your W-9
doesn’t, you may get bounced.

e If you expect a medallion signature guarantee, plan early. Not
all bank branches provide them, and some require you to be
an established customer.

This is also where scams thrive. After a death, mail and email traffic
spikes, and beneficiaries receive “urgent” messages with links to up-
load documents. Don't click links from unexpected emails. Use the
custodian’s known website or a phone number from an old state-
ment, not one from an email. In the best case, you avoid phishing; in
the worst case, you prevent someone from redirecting distributions.

10) Get the distribution destination under your control (banking de-
tails matter)

Once the beneficiary account exists, the next operational choke point
is where money goes when you eventually take distributions. Cus-
todians love to retain “standing instructions” for bank links and
mailed checks. Those instructions can outlive good intentions.
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Before any distribution occurs, confirm:

e The bank account on file is yours and correct.
e The mailing address is current (and secure).
o Any third-party disbursement instructions are removed unless

intentionally needed.

If there are multiple beneficiaries, this becomes even more impor-
tant. One heir’s urgency can create movement that affects everyone
if the account hasn't been properly split. The early goal is to prevent
the “one sibling cleaned it up” dynamic where distributions occur
before the paperwork reflects the legal shares.

11) Treat employer plans like a different species

An IRA custodian and a 401 (k) plan administrator can feel similar
on the phone. Operationally, they are not.

Employer plans often have:

More rigid distribution options.

e Longer processing timelines.

Mandatory withholding on certain distributions.

Their own beneficiary claim packets and notarization require-
ments.

If the decedent had a workplace plan, ask immediately whether a
non-spouse beneficiary can do a direct rollover to a beneficiary IRA
and what the plan’s process is. Many plans allow it; some drag their
feet; some force distributions on a schedule that is tax-hostile.

The first rule still applies: keep it direct. If the plan cuts a check
payable to you, you can end up with taxable income and fewer ways
to regain control. The easiest time to get this right is before the plan
issues any distribution at all.
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12) Build a paper trail that a future auditor would love

No one wants to think about audits while planning a memorial. But
retirement-account reporting is automated and unforgiving, and
mistakes often show up a year later as a confusing 1099-R or a mis-
match notice. Your future self will be grateful for a clean folder.

Create a simple record-keeping system:

e Save every letter from the custodian/plan.
e Keep PDFs of all submitted forms.

o Keep notes of each phone call: date, time, representative name
or ID, and what was promised.

e Save screenshots or confirmations of account titles once estab-

lished.

When a distribution eventually occurs, you want to be able to answer
three questions without guessing:

1. From which account did it come (old registration vs benefi-
ciary registration)?

2. What type of distribution was it coded as (and why)?

3. Where did it go (bank link, check, internal transfer)?

Tax reporting errors are easier to fix when you can prove what hap-
pened.

13) Decide who is “the point person”—and make it official

Families often assume “we’re all on the same page,” then discover
that the custodian will only speak to a person with legal authority.
If there are multiple beneficiaries, decide who will coordinate, but
understand that coordination does not automatically grant access.

Depending on the institution and the situation, the custodian may
be willing to talk separately with each beneficiary about their own
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claim. If an executor is involved, the executor may handle certain
communications, but that doesn’t necessarily allow them to change
beneficiary outcomes. The key is to avoid a communications vacuum
where the institution takes the path of least resistance.

If you are the beneficiary, be ready to be treated like a new client. If
you are not the beneficiary but are helping a family member, expect
to be blocked unless there is a power of attorney or other authoriza-
tion the institution accepts. “I'm the child” is emotionally persuasive
and operationally meaningless.

14) Know the three early mistakes that create permanent damage

Most early errors fall into one of these buckets:

Mistake #1: The money becomes payable to you. A check made out to
your name, a distribution deposited into your bank account, or a
transfer processed as a distribution rather than a direct trustee-to-
trustee move can make the event taxable and irreversible. The fix is

prevention: insist on direct movement and correct payee formatting.

Mistake #2: The account is titled wrong. A beneficiary account that
looks like your own account can lead to incorrect reporting and rule
application. The fix is vigilance: insist the decedent’s name and de-
ceased status remain in the title, along with your beneficiary desig-
nation.

Mistake #3: The institution’s default payout choice becomes your payout
choice. Lump sums and withholding defaults are great for the institu-
tion (simple) and often awful for you (tax spike). The fix is patience:
don't elect a payout method until you have the beneficiary account
established and you’ve decided on a strategy.

These are not “gotchas” for careless people. They are traps built from
perfectly normal financial habits: cashing checks, consolidating ac-
counts, and trying to simplify paperwork during a stressful time.
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15) A short script that prevents most disasters

When you feel yourself getting rushed on the phone, it helps to have
a calm, repetitive line that keeps the process in the safe lane:

“I want the account established and titled as a benefi-
ciary account. I do not want a distribution payable to me.
Any movement of assets should be a direct trustee-to-
trustee transfer or internal retitling. Once the beneficiary
account is open, I'll decide on distribution timing.”

That sentence does two things: it tells the representative what out-
come you want, and it tells them what you refuse to do. Financial
institutions are built to process transactions. Your job is to constrain

the transaction to the one that doesn’t accidentally hand you a tax
bill.

16) When to slow down—and when not to

Some parts of this process benefit from taking a breath: deciding
investments, choosing withdrawal timing, and coordinating family
strategy. Other parts punish delay: proving death, establishing the
beneficiary account, and clarifying any year-sensitive distribution
obligations that must be handled by a deadline.

A useful mindset is to separate administration from strategy. Admin-
istration is getting the account into the correct legal and operational
shape. Strategy is choosing how and when taxable dollars leave the
account. Administration needs urgency; strategy needs deliberation.

If you do nothing else in the first couple of weeks, do this: get
the account properly established in beneficiary form, and keep
the money from ever being paid to you by accident. Everything
else—tax-minimizing withdrawals, investment choices, and long-
term planning—gets easier once the account is safely in the right
container.
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2.2 Beneficiary Designations

A beneficiary form is the closest thing personal finance has to a trap-
door. When it’s set correctly, assets drop cleanly to the right people
with very little friction. When it’s wrong, the money still drops—just
not to the people standing underneath.

The reason it’s so powerful is also why it’s so easy to underestimate:
it lives inside the custodian’s system, not inside your family’s story.
A will can be poetic. A trust can be elaborate. The beneficiary desig-
nation is brutally simple: this account goes to these people (or entities),
in these percentages, under these conditions. That simplicity is exactly
why it so often outruns the rest of the estate plan.

As we saw earlier, beneficiary designations commonly control the
transfer of these assets and can override will instructions if they
conflict. This is not a “sometimes” quirk; it’s the default operating
system. Probate court generally doesn’t referee the payout, and the
executor can't “redirect” it to match what everyone feels is fair. The
custodian reads the form. The custodian pays the form. The family
then argues about it.

The most expensive sentence in estate planning: “l thought my will
covered that.”

When people say “my will leaves everything to my kids,” what
they usually mean is “my will leaves everything that passes under
my will.” Assets with beneficiary designations often bypass that
pipeline entirely. So the will can be perfectly drafted and still irrele-
vant to the retirement account sitting at a brokerage firm.

That’s why the beneficiary form is the ultimate authority in prac-
tice: it is the instruction the custodian is legally comfortable follow-
ing without waiting for a court. A custodian can write a check to a
named beneficiary with a death certificate and a claim form. A cus-
todian cannot safely rewrite a beneficiary because a sibling insists
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“Dad told us...” or because a will says something different. In the
custodian’s world, clarity beats intent every time.

This is also why beneficiary designations age badly. The will is often
reviewed during a major life event because it feels big and official.
The beneficiary form is a small administrative object, and it quietly
survives marriages, divorces, deaths, estrangements, reconciliations,
and name changes like a little time capsule of someone’s 2011 deci-
sion.

The ex-spouse problem: when paperwork outlives love

One of the bleakest real-life outcomes is also one of the most com-
mon: an ex-spouse remains the named beneficiary. Years later, the
account owner dies, everyone assumes the children will receive the
money, and the custodian sends the claim packet to the former
spouse. If the form names the ex-spouse, the custodian’s job is to
follow it.

Families sometimes believe a divorce decree automatically fixes this.
Sometimes state law or the divorce agreement may create rights or
obligations between the former spouses, but custodians aren’t in the
business of litigating family law at the service desk. Their default po-
sition is simple: pay the named beneficiary unless a court tells them
otherwise. By the time a family figures out whether they have a legal
path to challenge the payout, the money may already be distributed.
And once distributed, the negotiation dynamics change. You're no
longer asking the custodian for a correction; you're asking a human
being to give money back.

The practical lesson isn't “be paranoid.” It’s: treat beneficiary des-
ignations like you treat passwords. If you don't update them after
major life events, you're leaving access in the hands of someone who
used to be trusted.
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Primary vs. contingent: the “second set of keys” that keeps you out
of probate

Beneficiary forms usually allow at least two layers:

o Primary beneficiaries: first in line.

e Contingent beneficiaries: the backups, used if all primary bene-
ficiaries can’t or won’t take the account.

Contingent beneficiaries feel optional until the day they aren’t. If a
primary beneficiary dies before the account owner and no contin-
gent is named (or the form is ambiguous), the account can be forced
into a more cumbersome path. Instead of a quick transfer to a living
person, you can end up with the asset payable to the estate, pulled
into probate timing, executor logistics, and potentially a different
distribution regime.

Naming contingents is also a way to write resilience into your plan.
It’s the difference between “I want my spouse to get it” and “I want
my spouse to get it, but if life does what it does, here’s exactly what
happens next.” That “exactly” is what custodians need in order to
move money without drama.

There’s also a human dynamic here: contingents are a quiet kindness
to your survivors. When the primary beneficiary has already died,
grieving families don’t want to become amateur detectives about
what the account owner “would have wanted.” A contingent desig-

nation turns that emotional guessing game into a clean instruction.

Per stirpes vs. per capita: Latin that decides who gets left out

Beneficiary forms sometimes offer a choice that sounds like it be-
longs in a law school exam: per stirpes vs. per capita. The choice mat-
ters most when a beneficiary dies before the account owner and has
descendants.

Here’s the plain-English intuition:
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o Per stirpes is “by family branch.” If your child is named but dies
before you, that child’s share can pass to their children.

e Per capita is “by headcount at the level named.” If your child is
named but dies before you, the surviving named beneficiaries
typically split the account, and your deceased child’s children
may receive nothing unless they are independently named.

A quick example makes the stakes obvious. Imagine a parent names
two children, Alex and Jordan, 50/50. Alex has two kids. Alex dies
first.

Per stirpes: Alex’s 50% generally drops to Alex’s kids (25% each), and
Jordan still gets 50%. Per capita: Jordan may end up with 100%, and
Alex’s kids may get 0%.

Neither option is inherently “right.” The wrong outcome is the one
the account owner didn't intend. The danger is that the beneficiary
form might default to one approach, or the wording might be inter-
preted according to the custodian’s plan language. If the form gives
you the choice, you're not choosing a technicality; you're choosing
whether your grandchildren are in the story if your child isn’t alive
to receive the account.

This is also where families get blindsided. People will say, “Of course
my grandkids would get their parent’s share.” That’s morally intu-
itive. It’s not always administratively true.

Percentages are not a suggestion: make them add to 100

Beneficiary percentages should add up to 100% with no ambiguity.
That sounds obvious until you see how forms are completed in the
real world: handwritten, crossed out, updated partially, or submit-
ted with “equal shares” checked in one place and percentages typed
elsewhere.

Custodians handle ambiguity differently. Some will default to equal
shares among named beneficiaries. Some will reject the form. Some
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will interpret it in a way you won’t discover until the death claim is
processed. If you're the beneficiary and you suspect the form was
messy, it's worth requesting clarification early, because the custo-
dian’s interpretation may be the only one that matters.

There’s a second subtlety: naming multiple beneficiaries multiplies
the administrative work after death. Each beneficiary must provide
documentation, choose distribution options available to them, and
complete identity verification. If one beneficiary drags their feet or
cannot be located, it can slow down the whole process unless the cus-
todian can separate interests cleanly. “Equal shares to my three kids”
is a simple sentence that can create a complicated set of timelines.

Individuals vs. entities: one checkbox that can change everything

The early checklist item that matters more than it seems is identify-
ing whether the beneficiary is an individual (a person) or an entity
(like an estate or some trusts). Entities can change the post-death
distribution regime relative to an individual beneficiary. That’s why,
when you're a beneficiary trying to figure out what rules apply,
the beneficiary designation isn’t just about who gets the money. It’s
about what category the beneficiary falls into.

Anindividual beneficiary is typically straightforward to process: the
custodian can open a beneficiary account, retitle it properly, and ap-
ply the appropriate regime.

An estate as beneficiary often happens accidentally. It can be created
by leaving the beneficiary blank, naming “my estate,” or naming a
person who died with no contingents named, depending on how the
custodian’s agreement is written. Estates introduce probate timing
and administrative friction. They can also create a bottleneck where
the executor, the probate court, and the custodian all need to agree
on who has authority to act.

Trusts are trickier. A trust beneficiary designation might be inten-
tional (privacy, minor children, special needs planning, creditor con-

58



Beneficiary Designations

cerns) or accidental (“my attorney told me to name my trust” with-
out further analysis). The key reality is that the trust’s terms and
administration matter, and the custodian will require trust docu-
mentation. Even when the trust is properly drafted, the extra layer of
paperwork can slow down account setup and distribution elections.
And when it’s not properly drafted for retirement assets, the trust
can cause outcomes the account owner did not foresee.

None of this means “never name a trust.” It means: treat it as a real
design choice, not a checkbox.

Beneficiaries you can’t easily identify are beneficiaries you can’t
easily pay

Custodians are allergic to vagueness. “My children” sounds warm,
but it can become a problem if there’s any ambiguity about who
qualifies (stepchildren? adopted children? children from outside the
marriage? an unknown child?).

A named beneficiary with identifying information is easier to pay
than a described class of people. Even if “my children” is legally
valid in some contexts, the custodian’s operational burden increases:
they may need proof of relationship, affidavits, or legal documenta-
tion to confirm the class.

This is also where “minor beneficiaries” complicate the process. A
minor can't sign claim forms or open accounts in their own name,
so a guardian or trust may be needed. Families often discover this
only after death, when the custodian says, essentially, “We can’t
pay a 12-year-old.” If the beneficiary designation anticipated minors
(through a trust or custodial arrangement), the process tends to be
cleaner.
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The beneficiary form is a tax lever, even if it looks like mere paper-
work

Most people see the beneficiary form as a way to answer “who gets
the money.” In practice, it also helps determine how the money can be
paid and how controllable the tax bill will be for the people receiving
it.

A simple example: naming three adult children directly is different
from naming an estate and letting the will distribute the money.
Even if the end recipients are the same people, the pathway can
change the timing, the administrative cost, and the flexibility ben-
eficiaries have in coordinating withdrawals with their own tax situ-
ations. People are often surprised to learn that the “cleanest” estate
plan on paper can be clumsy on a custodian’s processing track.

The beneficiary designation is also where family dynamics meet the
tax code. If one beneficiary is a high earner and another is not, the
ability for each to manage distributions in a way that doesn't trigger
avoidable top-bracket years can depend on how cleanly their inter-
ests are separated and recognized. When the paperwork is sloppy,
siblings can become financially entangled in ways the account owner
never intended.

Common real-world failure modes (and how they happen)
Most beneficiary disasters aren’t dramatic. They're mundane:
e A beneficiary form was filled out when the account was

opened and never updated.

e The account was moved to a new custodian, and a new ben-
eficiary form was never completed (or was completed incor-
rectly).

e The workplace plan had a beneficiary form on file, but the IRA
beneficiary form was different.
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e The account owner thought a will update automatically up-
dated beneficiary designations.

e The owner named “equal shares,” then later added a new ben-
eficiary without redoing the math.

Transfers between institutions are especially sneaky. People assume
that “moving the account” preserves everything about it. Sometimes
it does. Sometimes the transfer creates a new account with a blank
beneficiary field that defaults to an estate. Sometimes the new cus-
todian imports beneficiary information incorrectly. Sometimes the
form gets stuck in a processing backlog. You don’t feel any of this
risk until death, when the beneficiary field suddenly becomes the
only field that matters.

If you're an account owner, the fix is annual maintenance. If you're a
beneficiary after death, the fix is early verification: request the benefi-
ciary details and the custodian’s interpretation in writing, and iden-
tify any entity beneficiaries immediately so you can plan for extra
documentation and potential delays.

How to audit beneficiary designations like a careful adult

A good beneficiary audit is quick and slightly uncomfortable. It
forces you to think about death, which is why people avoid it. The
key is to make it mechanical.

For each account with a beneficiary designation (IRAs, workplace
plans, some annuities, life insurance), confirm:

e Who is listed as primary and contingent.

e The percentages.

e Whether the designation is per stirpes or per capita, if the form
offers the choice.

e Whether any beneficiary is an entity (estate, trust, charity) and
whether that is intentional.
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e Whether the named beneficiaries are still alive, still the in-
tended recipients, and still correctly identified (names spelled
correctly, no outdated addresses if the institution uses them
for contact).

Then do the unromantic part: document where the forms live. Many
custodians store them online, but access can be difficult after death
if no one has account login credentials. A printed confirmation page,
a PDF saved with estate documents, or a note listing which institu-
tion holds which accounts can save heirs weeks of “we think it’s at
Vanguard... or maybe Fidelity... or the old 401 (k) still exists...”

If you're the beneficiary handling a death, a parallel audit helps too:
the decedent may have had multiple accounts with different bene-
ficiary designations. Inconsistent forms can create surprises. A will
might treat children equally, but one retirement account could name
only one child because that account was opened during a period of

estrangement and never updated. The overall estate can look “fair”
while individual accounts are wildly uneven.

A final reality check: the custodian is not a mind reader

When families are shocked by a beneficiary outcome, they often say,
“But everyone knows that’s not what she wanted.” The custodian
doesn’t know your family. The custodian knows what’s on file. That’s
not cold-hearted; it’s the only way the system can function at scale
without turning every death claim into a courtroom drama.

If the beneficiary form is correct, that impersonality is a gift. The
money transfers quickly. Paperwork stays light. The account avoids
probate. The family gets one less thing to fight about.

If the beneficiary form is wrong, that impersonality is merciless. The
money still transfers quickly. Just to the wrong person.

The beneficiary designation is the quiet hinge that makes everything
else swing. Treat it like a living document, not an artifact, and it will
behave like one: responsive to real life, not locked in amber.
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2.3 Year of Death RMD

The year-of-death RMD is the financial equivalent of a suitcase left
on the curb. It belongs to someone who's gone, it must be picked
up by someone who didn't pack it, and if nobody claims it in time
the penalties can be ugly. It’s also the rare distribution that feels like
it should be part of the decedent’s final tax return but often lands
squarely on the beneficiary’s lap, with the tax bill attached.

As we saw, if the decedent was subject to an RMD for the year of
death and did not take it, the remaining year-of-death RMD gen-
erally must be taken after death by the appropriate party (often
the beneficiary). That one sentence hides a lot of real-world fric-
tion: custodians that won't finalize paperwork until the distribution
is processed, families who assume “we’ll handle it next year,” and
beneficiaries who discover that the required distribution is the one
amount they can’t maneuver the way they might maneuver other
withdrawals.

First question: was a year-of-death RMD even on the menu?

Not every death creates a year-of-death RMD. Determining whether
one exists depends on whether the decedent had reached their re-
quired beginning date / was in an RMD year and whether the ac-
count is a Roth IRA vs. traditional. Roth IRA owners generally have
no lifetime RMD, but beneficiaries can have post-death distribution
obligations depending on regime. In plain terms: a Roth IRA owner’s
death doesn’t usually leave an “unfinished” owner RMD behind,
while a tax-deferred account holder who was already in RMD mode
can.

This is where beneficiaries get tripped up by the way people talk.
Families say, “Mom had to take RMDs,” meaning she was past the
age where RMDs start. But what matters for the year-of-death RMD
is not what was required last year; it's whether an RMD was required
for this year and whether it was already taken. A death in January
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can create the exact same obligation as a death in November. The
calendar doesn’t care about grief.

The late-year death scenario: when timing turns brutal

A common (and painful) setup looks like this: the account owner
dies in November. They were already taking RMDs each year, but
this year they hadn’t gotten around to it. The family is dealing with
hospice bills, memorial plans, and a dozen phone calls from relatives
who suddenly remember the decedent “owed them” a photo album.
The last thing anyone wants to discuss is a distribution deadline.

Then the custodian asks a question that feels almost rude in its nor-
malcy: “Was the RMD for this year taken?” If the answer is no, the
remaining year-of-death RMD is still due, and it generally has to be
handled by year-end. That can compress what would otherwise be
a careful transfer-and-planning process into a small, hectic window.

Operationally, this is also when custodians may place the account in
a kind of administrative limbo. Some will not complete the benefi-
ciary retitling until the year-of-death RMD is satisfied. Others can
retitle but will flag the account with a “pending RMD” obligation.
Either way, the distribution tends to become the first real transaction
after death, which makes it disproportionately likely to be mishan-
dled.

Who takes it, who pays it, and why the answer feels backward

The decedent “owed” the distribution, but the person who takes it
after death often includes the beneficiary—and the beneficiary pays
the tax on it. That can feel unfair. After all, the RMD existed because
of the decedent’s age and status. But the tax reporting follows the
recipient of the distribution, not the person whose life created the
obligation.

That’s why this distribution is emotionally tricky: it can feel like
you're paying tax on someone else’s final chore. It’s also why ben-
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eficiaries should not assume the executor will automatically handle
it. The executor may handle many post-death tasks, but if the distri-
bution is going to a beneficiary, the beneficiary is frequently the one
who needs to initiate it and receive it—and then deal with the tax
reporting.

Families sometimes try to “solve” that by having the estate take it.
That can create complications, especially if the account is payable
directly to individuals. The cleanest path is usually the one that
respects the beneficiary designation and simply gets the required
amount out on time, coded properly, and routed to the right tax-

payer.

The RMD you can't roll over

Year-of-death RMD handling is operationally important because a
mistaken rollover of an RMD amount is not permitted and can cre-
ate tax problems (for example, excess contribution issues if treated
as rollover). This is not a theoretical warning. It's one of the most
common ways well-meaning people step on a rake.

Here’s how it happens. A beneficiary is told, “We can transfer the
account to an inherited IRA for you,” and they say, “Great, move
everything over.” The custodian replies, “We can do that, but first
the RMD has to come out.” The beneficiary hears “distribution” and
thinks “temporary,” like a detour. Then someone suggests, “We'll
distribute it and you can put it back in.” That is exactly the move
that creates a mess: the amount that is an RMD is not eligible to be
rolled over.

If you want a sentence to keep on a sticky note, it’s this: RMD dollars
are sticky. Once they come out, they are out.

So the goal is to separate the year-of-death RMD from everything
else. Don’t mix it with transfer paperwork. Don’t combine it with the
beneficiary’s own withdrawals. Don't treat it like a chunk that can
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be “swept” along with the rest of the assets. It’s a distinct, required
distribution with its own tax reporting footprint.

Why the year-of-death RMD feels small—until it doesn't

Some beneficiaries shrug off the year-of-death RMD because the
amount may be modest compared with the account balance. That’s
a rational instinct, but it misses the real risk: the year-of-death RMD
is a compliance tripwire. The penalty structure for missing it is what
makes it big, not necessarily the dollar amount itself.

There’s also a second-order issue: if you ignore the year-of-death
RMD, it can delay everything else you actually care about—retitling,
splitting shares among beneficiaries, moving money from a work-
place plan to an inherited IRA, or implementing a withdrawal plan
that avoids bracket spikes. The year-of-death RMD is often the small
bolt that prevents the larger machine from turning.

How custodians calculate it—and why you should still verify

Most custodians can calculate the year-of-death RMD based on their
records. But “can” and “will correctly” are different things, espe-
cially when accounts moved mid-year, when multiple accounts exist,
or when the decedent took partial distributions earlier in the year at
a different institution.

A practical approach is to treat the custodian’s number as the starting
point, then ask the clarifying question that forces accuracy:

“Is that amount the full year’s requirement, or the re-
maining amount after any distributions already taken
this year?”

If the decedent took some of the RMD earlier in the year, the remain-
ing amount may be smaller. If they took nothing, it’s the full amount.
The custodian may not know what happened at other institutions. If
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you're piecing together multiple accounts, you're effectively acting
as the historian.

If you have access to statements or tax documents from earlier in
the year, compare them. Look for distributions already taken and
whether they were coded as RMD or simply as withdrawals. Coding
is not destiny, but it helps you reconstruct what happened.

The paperwork sequence that prevents “accidental disasters”

A common failure mode is asking for the year-of-death RMD be-
fore the beneficiary claim is fully set up, which triggers a distribu-
tion payable to the wrong person or routed to an old bank account.
Another is waiting until after the beneficiary account is established
but then requesting “transfer everything,” which causes confusion
about what must be paid out versus what should move by direct

transfer.
A safer sequence usually looks like this:
1. Confirm whether the year-of-death RMD exists and whether
any part of it was already taken.

2. Confirm who will receive it (often the beneficiary) and how it
will be reported.

3. Process the year-of-death RMD as its own transaction with
clear instructions for payee and destination.

4. Only then proceed with retitling, trustee-to-trustee transfers,
and longer-term distribution choices.

This is not about being overly formal. It's about preventing one trans-
action from contaminating another in the custodian’s system.
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Tax reporting: expect a 1099-R and expect it to be yours

When the year-of-death RMD is taken after death by a beneficiary,
the tax reporting typically follows the recipient. That means the ben-
eficiary should expect a Form 1099-R reporting the distribution.

That’s also why it’s worth confirming the beneficiary’s taxpayer in-
formation is correct before any distribution occurs. Wrong address,
wrong Social Security number, or an old name can make tax season
harder than it needs to be. Fixing a 1099-R after the fact is possible,
but it tends to involve long phone calls, document uploads, and wait-
ing.

Also, don't be surprised if the custodian’s language is imprecise.
Representatives may say, “We'll issue the tax form to the estate,” or
“It will go on the decedent’s final return,” simply because they’re
thinking about “the decedent’s RMD.” Don’t accept vague. Ask: “To
which Social Security number will the 1099-R be issued?” That question
forces the system’s actual outcome into the open.

Withholding: the silent decision embedded in the distribution

A distribution is not just a distribution. It’s also a withholding elec-
tion. Custodians may default to federal and state withholding, par-
ticularly for employer plans. Withholding can be useful if you want
prepayment of taxes, but it can also be counterproductive if it drains
cash you didn’t intend to lose now, especially if you're trying to co-
ordinate estimated tax payments across multiple income sources.

For a year-of-death RMD, the decision is delicate because the dis-
tribution is required, but withholding is not always mandatory at
the rate you might assume. If you do nothing, the institution may
do something for you. And “something” can mean sending you less
than the amount you requested because taxes were withheld.

So when arranging the year-of-death RMD, explicitly ask:

e What is the default withholding if I make no election?
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e Can/ elect a different rate?

e Will the distribution be treated as eligible for rollover (it
should not be), and does that affect withholding defaults?

Even if the answers vary by institution, the point is to keep withhold-
ing from becoming an accidental side bet.

Roth vs. tax-deferred accounts: the “no lifetime RMD” nuance that
fools people

The Roth nuance trips up beneficiaries in both directions. Some ben-
eficiaries assume, “It’s a Roth, so there are no RMDs,” and miss the
fact that beneficiaries may still have distribution timing rules under
the applicable regime. Other beneficiaries assume, “There must be
a year-of-death RMD,” and waste time chasing a requirement that
doesn’t exist for a Roth IRA owner.

The clean framing is the one in the research notes: Roth IRA own-
ers generally have no lifetime RMD, but beneficiaries can have post-
death distribution obligations depending on regime. So the year-of-
death RMD question is often simpler for a Roth IRA. But it does not
remove the need for careful post-death planning. It just removes one
specific compliance chore from the first few months.

Where transition relief created confusion—and how to keep the
concepts separate

Transition relief (for example, Notice 2024-35 for certain 2024 inher-
ited RMD failures) explains why some beneficiaries heard conflict-
ing guidance during regulatory transition. The important mental
discipline is to distinguish between (a) year-of-death RMD and (b)
post-death annual beneficiary RMDs under life expectancy vs 10-
year rules.

That distinction matters because people hear “penalty relief” and
assume “nothing is required.” Relief for certain missed inherited
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RMDs in a particular year does not magically erase the year-of-death
RMD if it exists. The year-of-death RMD is tied to the decedent’s
final year obligation. The relief headlines were often about the ben-
eficiary’s post-death schedule during a regulatory transition.

If a custodian representative says, “You don't have to take an RMD
this year,” don’t assume that statement covers both ideas. Ask which
“RMD” they mean: the decedent’s remaining final-year RMD, or
the beneficiary’s post-death annual requirement. Those are different
clocks, and mixing them is how families get blindsided.

A practical example: the November death and the stalled transfer

Imagine a beneficiary, Maya, who inherits her father’s IRA. He dies
in November and had not taken his RMD for the year. Maya’'s first in-
stinct is reasonable: open the beneficiary IRA and transfer the assets
so she can manage investments and plan withdrawals.

The custodian says: “We can open the account, but we need to dis-
tribute the year’s RMD first.” Maya says: “Fine, just transfer every-
thing and we’ll handle that later.” The custodian repeats: “The RMD
has to come out.” Maya then hears the fatal suggestion: “We can send
you a check for the RMD and you can put it back in once the new
account is open.”

If Maya follows that suggestion, she risks creating exactly the tax
problem beneficiaries don't see coming: the RMD amount isn't eligi-
ble for rollover, and attempting to “put it back” can create additional
issues. The correct move is simpler and less satisfying emotionally:
take the year-of-death RMD as a clean, standalone distribution, ac-
cept that it’s taxable to the recipient, and then proceed with the trans-
fer of the remaining balance via direct trustee-to-trustee movement
and correct beneficiary titling.

The story isn’t about Maya being careless. It’s about how quickly a
custodian workflow can push someone toward the wrong behavior
when the beneficiary is trying to be efficient.
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When you should get help

Most beneficiaries can execute the year-of-death RMD with careful
phone calls and good paperwork. But certain fact patterns deserve
professional help quickly:

e Multiple beneficiaries with different shares and unclear plan
procedures.

o A beneficiary designation involving a trust or estate.

e Multiple accounts across institutions where partial distribu-
tions may already have occurred.

e An employer plan that insists on a distribution method you
didn’t expect.

The reason to get help isn’t that the year-of-death RMD is concep-
tually hard. It’s that errors are often irreversible, and the year-of-
death RMD sits right at the intersection of custodian operations and
tax reporting—the place where “a small mistake” tends to become
a permanent line on a tax form.

The clean takeaway

A year-of-death RMD is not an opportunity for strategy. It's a re-
quired clean-up item with one job: get the required amount out, on
time, reported correctly, without contaminating the account transfer
mechanics.

Handled properly, it becomes a non-event: one distribution, one tax
form, one box checked. Handled casually, it can jam the transfer
process, create misreporting, and tempt beneficiaries into rollover
mistakes that turn a manageable tax situation into a multi-year
headache. The goal is not to make it elegant. The goal is to make
it over, correctly.
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2.4 Multiple Beneficiaries and Separate Ac-
counts

When one retirement account is left to multiple heirs, the money is
divisible but the logistics are not. At first, everyone is “50/50” or
“one-third each,” and it sounds as simple as slicing a pie. Then real
life arrives: one sibling wants to withdraw immediately to pay off
debt, another wants to wait to keep their tax bracket calm, and a
third is terrified of doing anything wrong and would prefer the ac-
count never move again. If the account stays as one shared pot, those
three personalities collide inside a single set of rules, a single set of
deadlines, and a single custodian workflow.

Separate accounts are the escape hatch. Done correctly and on time,
splitting a shared beneficiary interest into separate beneficiary ac-
counts lets each heir live in their own lane: their own paperwork,
their own distribution schedule, their own withholding choices, and
their own tax strategy. It’s not just cleaner. In many situations, it is
the difference between “everyone can optimize” and “everyone gets
dragged into the least favorable compromise.”

The key fact is precise and unforgiving: separate accounts allow
post-death distribution rules to be applied separately to each benefi-
ciary’s interest, but only if separate accounting requirements are met
under the regulations. In other words, you don't get separate treat-
ment because you feel separate. You get it because the custodian’s
system can prove, in a way the IRS recognizes, that each beneficiary’s
share is tracked and administered independently.

A shared account turns siblings into involuntary business partners

People underestimate how much power the “shared pot” structure
gives to the most anxious or the most aggressive heir. If a single
beneficiary account remains intact, someone has to coordinate distri-
butions. Someone has to decide whether to withhold. Someone has
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to upload documents. Someone has to approve a split of holdings.
And when the custodian needs signatures, it may require everyone,
which means one missing signature becomes a full stop.

Even when the custodian can process pro-rata distributions to each
beneficiary from a single account, you still get one big strategic prob-
lem: tax planning becomes a group project. One beneficiary’s choice
can create administrative ripple effects for the others. If one wants
to do an immediate lump sum, it can force conversations about lig-
uidation timing and investment choices for the entire pool. If one
wants to delay, it can slow momentum and create deadline risk for

everyone.

Separate accounts break that dynamic. They turn “three people in-
heriting one account” into “three people inheriting three accounts,”
which is what most families emotionally assume is happening any-
way.

Timing is the real strategy, not the split itself

The splitting process is often described casually: “Just divide it into
three.” The regulations are less casual. Timing is central: if separate
accounts are established late, the plan/IRA may apply default rules
first and only apply separate-account treatment after requirements
are satisfied (potentially producing less favorable results in early
years).

That sentence matters because the cost of being late isn’t always a
fee or a slap on the wrist. The cost can be being stuck with a rule
you didn’t need, simply because the account didn’t meet the separate-
account requirements soon enough. Many beneficiaries only learn
this when their custodian says, essentially, “We can split it, but the
distribution regime for this year was determined before the split,”
which is a polite way of telling you that paperwork timing has tax

consequences.
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Custodians often set internal deadlines earlier than the legal dead-
line, because they need processing time, signature verification, and
back-office steps. So “we’ll do it in December” is not a plan. It’s a
gamble.

Why separate accounts are about flexibility, not fairness

Families sometimes resist splitting because it feels “too formal” or
because they worry it signals distrust. But splitting is not an accusa-
tion; it’s an administrative convenience that protects relationships.

When each beneficiary has their own account, the classic family fric-
tion points become non-issues:

o One heir can take distributions with aggressive withholding to
avoid surprises.

e Another can take minimal distributions and make quarterly
estimated payments instead.

e A third can keep the assets invested and withdraw later, with-
out needing permission from anyone else.

Even the simple act of changing investments becomes easier. In a
shared account, reallocating the portfolio requires everyone to agree,
because the investments are jointly tied to everyone’s outcome. In
separate accounts, each beneficiary can choose their own investment
mix, aligned with their own time horizon and risk tolerance. That’s
not just “nice.” It’s often essential when one beneficiary is nearing
retirement and another is 25 years old.

Two siblings, same inheritance, wildly different tax lives

Consider a common scenario: two siblings inherit equal shares. One
is a physician with a high salary. The other is between jobs, or works
part-time, or recently started a business at a loss. They will not expe-
rience withdrawals the same way. The same distribution can be an
annoyance for one and a bracket bomb for the other.
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If the account is split into two separate beneficiary accounts, each
sibling can tailor withdrawals to their own tax life. The high earner
might smooth distributions over time to avoid stacking extra income
into already expensive years. The lower earner might deliberately
take more in a low-income year to fill lower brackets. They are solv-
ing different puzzles.

If the account stays combined, the family has to choose a pace that
everyone can tolerate. That usually results in a bland compromise:
“Let’s just take equal amounts each year,” which is emotionally fair
but financially lazy. Equal does not mean optimal.

This is one of the most practical reasons separate accounts matter:
they turn a blunt inheritance into a customizable one.

Mixed beneficiary types: when one “small” beneficiary can poison
the well

Multiple beneficiaries can create planning and administrative com-
plexity (different ages, eligible vs non-eligible designated beneficia-
ries, individuals vs entities), making proper account set-up and ti-
tling/segregation a practical priority. The complexity spikes when
not all beneficiaries are individuals.

Here’s the situation that sneaks up on families: 90% to an adult child,
10% to the estate (or a trust). The adult child assumes, “I'm the
main beneficiary; it'll work like a normal beneficiary account.” But
the presence of a non-individual beneficiary can change how the
account is treated if interests aren’t properly separated.

Even if the adult child’s share is large, the small entity share can
drag the entire account into more restrictive handling until separate
accounting exists in a way the custodian can defend. That’s why
small percentages matter. A 10% beneficiary is not a footnote; it can
be a steering wheel.

The emotional dynamic here can be awkward. The adult child may
feel resentful that the estate’s 10% “causes problems.” But the “prob-
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lem” isn’t the estate; it’s the structure. Proper segregation is how you
prevent the tail from wagging the dog.

What “separate accounting” means in real life

“Separate accounting requirements” sounds like an accountant’s
phrase, but the operational meaning is simple: the custodian must
track each beneficiary’s share as its own account interest with its
own records. That typically means:

e Separate account numbers (not just separate sub-ledgers).
e Proper beneficiary titling for each account.

e Each account reflecting the correct fraction of the original as-
sets (including gains/losses since death, depending on tim-

ing).

Custodians often can do a split “in kind,” meaning investments are
divided without selling, by distributing shares of mutual funds or
positions proportionally. But the feasibility depends on what'’s held.
Some investments can’t be easily divided, or they may have trading
restrictions. This is where families inadvertently create conflict: one
beneficiary wants cash, another wants to keep everything invested,
and the custodian needs a unified instruction to split holdings fairly.

A useful principle is to split first, then liquidate within each account
as needed. Liquidating before splitting forces everyone to accept the
same market timing and the same consequences. Splitting first pre-
serves autonomy.

Deadlines and the “administrative gravity” of doing nothing

Doing nothing feels safe, but in beneficiary administration it often
creates the riskiest outcome: default treatment. Timing is central,
and default treatment is how institutions behave when they don't
have a clean separate-account structure in place.
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The danger isn’t that the custodian is malicious. The danger is that
custodians need a rule they can apply uniformly. When they can’t
apply separate rules to separate people, they apply one rule to the
whole thing. That’s administrative gravity: the account will fall into
the simplest processing category available.

If you're a beneficiary, the practical move is to ask early, in writing if
possible:

“What is your deadline to establish separate benefi-
ciary accounts so distribution rules can be applied
separately?”

Then ask the follow-up that reveals whether they know what they’re
talking about:

“If we establish separate accounts after that date, what
rule applies in the interim?”

You're trying to avoid the situation where you split later and dis-
cover it didn't fix the year-one rule application.

Separate accounts also prevent “timeline hostage” situations

Even when all beneficiaries are individuals and everything is
friendly, one beneficiary can accidentally create compliance
problems for the group. A common issue is the beneficiary who
is hard to locate, slow to provide documentation, or stuck in a
complicated personal situation (divorce, bankruptcy, incapacity).
If the custodian requires everyone to complete paperwork before
processing changes, the account becomes hostage to the slowest
heir.

Separate accounts reduce this. Each beneficiary can move at their
own pace. If one person disappears, the others can still retitle and
manage their shares. The goal is not to punish the slow beneficiary.
The goal is to prevent their delays from creating problems for every-
one else.
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This becomes especially important when one beneficiary is a minor,
a trust, or an estate, all of which tend to slow administration. When
shares are segregated, the complicated beneficiary can have the time
they need without freezing everyone else.

How to talk to the custodian so the request lands correctly

When you call a custodian and say, “We need to split the account,”
you may get one of two responses:

e A competent response: “Yes, we can establish separate benefi-
ciary accounts and transfer each share.”

e A dangerous response: “We can process distributions to each
of you from the same account.”

Those are not the same solution. Pro-rata distributions from a single
account may get money into the right hands, but it doesn’t neces-
sarily create separate accounting for applying distribution rules sep-
arately. If you want separate-account treatment, you want separate
accounts.

A precise phrase that tends to help:

“We want to establish separate beneficiary accounts
for each beneficiary, with separate account numbers
and separate titling, so each beneficiary’s interest is
accounted for separately.”

If the representative can’t explain the process after hearing that sen-
tence, escalate. Ask for the “beneficiary services” team or a supervi-
sor. This is not a place where you want to accept a vague “we’ll note
that on the account.”

Also ask what documentation they need from each beneficiary.
Some custodians will open accounts as documents arrive. Others
wait until everything is received. Knowing which model you're in
helps you manage family expectations.
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Investment handling during the split: avoid unnecessary selling

Beneficiaries often assume the account must be liquidated to split.
That’s sometimes true in workplace plans, but with IRAs and many
custodians, splitting can often be done without selling the invest-
ments. Selling creates its own issues:

e Market timing risk: you lock in a price on a day you didn't
choose.

e Administrative delays: liquidation can take days to settle.

e Family conflict: beneficiaries disagree about whether to sell.

Splitting “in kind” avoids that. Each beneficiary receives their pro-
portional share of each holding. Then each beneficiary can decide
independently whether to sell, rebalance, or keep the investments.

Sometimes the holdings can’t be split cleanly—for example, an in-
vestment that can’t be divided into fractional units. In that case, the
custodian may require selling that particular holding or distributing
it to one beneficiary with an offset elsewhere. The point is to be in-
tentional. Don'’t let “we had to sell everything” become the default
story if it wasn’t necessary.

When separate accounts are not just convenient but protective

Separate accounts can also serve as a guardrail against unintended
behavior. If one beneficiary is tempted to take a large distribution
without understanding the tax impact, separate accounts limit the
blast radius. Their decision affects their account, not the entire family
pool.

They also make tax season easier. Each beneficiary gets their own
tax reporting tied to their own account activity. In a shared structure,
it’s easier for confusion to creep in: which distribution belonged to
whom, what withholding applied, whether amounts were allocated
correctly. Separate accounts turn that into clean ownership.

79



Death, Beneficiaries, and Account Transfer Mechanics

And there’s a subtle psychological benefit: separate accounts give
each beneficiary a sense of control. Control reduces conflict. Conflict
reduces rushed decisions. Rushed decisions are where expensive
mistakes breed.

A candid note about fairness and “equal shares”

Families sometimes worry that splitting accounts could create in-
equality, because investments might move between the date of death
and the date the accounts are split. That’s a real concern, but it’s
usually manageable if handled transparently.

Most custodians can split based on percentages, so that gains and
losses are shared proportionally up to the split date. The key is con-
sistency: everyone’s share should be defined by the beneficiary per-
centages, applied to the account’s value and holdings in a way the
custodian can document.

If one beneficiary demands a different approach (“I want the value
as of date of death, not today”), that’s a family negotiation, not a cus-
todian obligation. Custodians are built to process what their systems
can process. Separate accounts don't create unfairness; they expose
any existing disagreement about what “fair” means. That disagree-
ment is easier to resolve early than after distributions begin.

The real point: separate accounts preserve options

A shared beneficiary account is a single steering wheel for multiple
drivers. Separate accounts give everyone their own car. That inde-
pendence is not merely administrative; it’s strategic. It preserves the
ability for each beneficiary to respond to their own life: job changes,
abusiness sale, a bad year, a move to a different state, a child starting
college, a spouse losing work.

And it reduces the chance that one beneficiary’s complications (or
a non-individual beneficiary’s presence) will dictate outcomes for
everyone else.
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Separate accounts allow post-death distribution rules to be applied
separately to each beneficiary’s interest, but only if separate account-
ing requirements are met under the regulations. That’s the legal
backbone. The human payoff is simpler: the inheritance becomes
less of a group project and more of a personal financial tool.

2.5 Non-Spouse Plan to IRA Transfer

Employer plans have a talent for being unhelpful at exactly the
wrong time. While the decedent was alive, the 401(k) may have
been a low-drama workhorse: automatic contributions, a menu of
index funds, and a quarterly statement nobody read. After death,
that same plan can turn into a maze of processing queues, rigid pay-
out rules, and “we only do it this way” phone conversations. The
good news is that non-spouse beneficiaries often have a way out.
The bad news is that the escape hatch is narrow, and it’s lined with
paperwork.

The core rule is wonderfully plain and ruthlessly strict: a nonspouse
designated beneficiary can move (eligible) assets from an employer
plan (e.g., 401(k)) to an inherited IRA only via a direct rollover
mechanism recognized under IRC §402(c)(11) (trustee-to-trustee).
If you remember nothing else, remember the phrase direct rollover.
It’s not a preference. It’s the only clean way to relocate the assets
without turning the transfer into a taxable distribution.

Why bother transferring at all? Because plans can trap you in bad
options

Most beneficiaries first learn about transferring when the plan offers
a menu that feels like a hostage note:

e “We can mail a check.”
e “We can distribute the full balance.”

e “We only allow distributions once per quarter.”
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e “Beneficiaries must take a lump sum.”

Some plans are more flexible, but many are built for employees, not
heirs. They're optimized for payroll contributions and participant
loans, not for the nuanced withdrawal timing strategies beneficiaries
care about.

Moving to a beneficiary IRA can unlock practical control: broader in-
vestment choices, more flexible distribution mechanics, and a clearer
interface for beneficiary-specific administration. Even when a plan
allows installments, those installments may be clunky, infrequent, or
difficult to modify. Meanwhile, a beneficiary IRA typically lets you
choose when and how much to withdraw (within the applicable rule
regime), which is the entire game if you're trying to avoid avoidable
bracket spikes.

The “payable-to” line is where taxes are born

If beneficiaries could see one line of paperwork in giant font, it
should be the payee line on the distribution check. A distribution
paid to the beneficiary (personally) can create immediate taxation
and/or withholding, and may forfeit the ability to complete the in-
tended beneficiary IRA move—so the “payable to” line on checks
and the direct-transfer paperwork are critical.

This is the part that feels insulting when you're a responsible adult.
You're thinking, “Of course I'm not stealing the money. I'm just mov-
ing it.” The IRS doesn't care about your intentions; it cares about
whether you received a distribution. If the plan cuts a check to you,
the plan has distributed the money to you. At that point, you're no
longer “transferring.” You're holding taxable cash.

Employer plans often add another twist: withholding. If the plan
treats the payment as a distribution to you, it may withhold federal
(and sometimes state) taxes automatically. Even if you wanted to
“put it into an IRA,” you're now dealing with a smaller net check

82



Non-Spouse Plan to IRA Transfer

and taxes already remitted. That is not a transfer problem. That is a
“the event already happened” problem.

The myth of the 60-day fix

A surprisingly common mistake begins with a comforting phrase:
“You can always roll it over within 60 days.” That phrase is familiar
because it applies in many contexts for account owners and, in some
cases, spouses. Non-spouse beneficiaries often hear it and assume it
applies to them. That assumption is expensive.

For non-spouse beneficiaries, the rule framework is different: the
rollover must be direct, trustee-to-trustee, into a beneficiary IRA. If
you take possession of the funds, you can lose the ability to complete
the move properly. In plain English: if the check is made out to you,
depositing it and planning to “fix it later” is not a clever workaround;
it can be the moment you lock in taxable income.

Plans and call-center representatives don’t always communicate this
well, partly because “rollover” is used loosely in everyday speech.
When you hear “rollover,” respond with a clarifying question that
forces the representative into the correct lane:

“Are you describing a direct rollover under IRC §402(c) (11)
to a beneficiary IRA, or a distribution payable to me?”

If they can’t answer, treat that as a warning sign, not as a reason to
trust them.

Step zero: confirm the plan even allows a direct rollover to a bene-
ficiary IRA

Executors/survivors should verify whether the plan permits direct
rollover to inherited IRA and what documentation the plan requires;
operational friction is common even when rules allow it. Plans have
their own administrative rules, and some are slow, understaffed, or
simply unfamiliar with beneficiary transfers.
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On your first call to the plan administrator or recordkeeper, you want
to extract three pieces of information:

o Whether a non-spouse beneficiary can do a direct rollover to a
beneficiary IRA.

o Whether the rollover can be done “in kind” (rare in plans) or
only in cash (more common).

e What their paperwork packet is called and how they deliver it
(mail, upload portal, fax—yes, sometimes fax).

This isn’t busywork. It tells you whether you're dealing with a plan
that will cooperate or one that will push you toward a distribution-
by-check because that’s the simplest thing their system can do.

The receiving account must be the right kind of IRA

The receiving IRA must be an inherited IRA established for the ben-
eficiary (not the beneficiary’s own IRA) to preserve inherited status
and avoid prohibited rollover treatment.

This is the second place beneficiaries get tripped up. You might al-
ready have an IRA at a brokerage firm. You might love that bro-
kerage firm. You might assume, “Great, I'll roll it into my IRA and
manage it with everything else.” For a non-spouse beneficiary, that’s
usually the wrong container.

The beneficiary IRA is a distinct registration. It will carry the dece-
dent’s name in the title, along with language indicating you are
the beneficiary. The reason is not branding. It’s classification. The
custodian’s system needs to know this money is subject to benefi-
ciary distribution rules, not the rules for your own contributions and
rollovers.

If you accidentally move funds into your own IRA (or if a represen-
tative tries to “simplify” by doing that), you can create a prohibited
transaction in practical effect: the transfer may be treated as a taxable
distribution rather than a valid direct rollover to a beneficiary IRA.
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That’s why you should insist on opening the properly titled benefi-
ciary IRA before initiating any movement from the employer plan.

The correct workflow, told as a concrete story

A clean transfer usually follows a predictable rhythm:

First, the beneficiary opens a properly titled beneficiary IRA at the
receiving custodian. This often takes less time than people expect,
because it’s basically an account-opening process plus the benefi-
ciary registration details.

Second, the beneficiary obtains the employer plan’s distribu-
tion/rollover paperwork packet. Plans often require a death certifi-
cate, beneficiary claim forms, identity verification, and sometimes a
letter of instruction.

Third, the beneficiary completes the plan’s paperwork instructing
a direct rollover to the beneficiary IRA. The check, if one is issued,
should be payable to the receiving custodian FBO (for the benefit of)
the beneficiary IRA, not payable to the beneficiary.

A representative example of what you're trying to accomplish oper-
ationally is:

“[Custodian] FBO [Beneficiary Name] inherited IRA of
[ Decedent Name]”

You may not get exactly that wording, but that’s the concept: the
payee is the custodian (or trustee), and the beneficiary IRA is the
destination.

Fourth, the funds move trustee-to-trustee. Ideally, the beneficiary
never touches the money. At most, the beneficiary might receive the
check in the mail made payable to the custodian and forward it, but even
that is less clean than a direct shipment between institutions. If the
plan can send it directly to the receiving custodian, that is usually
safer.
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Finally, the receiving custodian deposits the funds into the benefi-
ciary IRA, preserving the account’s beneficiary status. Only then
do you begin thinking about investment allocation and distribution
timing.

That'’s the “correct workflow example” in practice: boring, procedu-
ral, and exactly what you want.

The wrong workflow, and why it’s so tempting

Now the version that ruins lives (or at least tax seasons):

The plan says, “We can cut a check to you.” The beneficiary thinks,
“Fine, I'll just deposit it and roll it into an IRA right away.” The plan
withholds taxes. The beneficiary deposits the net amount into a per-
sonal bank account. Then the beneficiary calls a custodian and says,
“I need to roll over this inherited 401 (k) check.”

At that point, the beneficiary may learn the bad news: the non-
spouse rollover needs to be direct, and what happened was a distri-
bution. The “60-day rollover” safety net they assumed existed may
not apply. Even worse, the beneficiary may already have created tax-
able income and lost access to the smoother beneficiary IRA adminis-
tration that would have made future withdrawals more controllable.

This is why the plan-to-IRA transfer is not merely a formality. It’s a
one-way gate. Walk through it correctly and you get flexibility. Walk
through it incorrectly and you get taxes, withholding, and limited
repair options.

Expect the plan to move slowly, and build time buffers

Employer plans are not retail brokerages. They don't compete on
“delightful customer experience.” They compete on low fees and
compliance. That often means:

e Processing times measured in weeks, not days.
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e Multiple departments (beneficiary claims, distributions, com-
pliance).

e Requests for documents that feel duplicative.

e Call-center representatives who read scripts and escalate
slowly.

The fix is not anger. The fix is planning for friction. Get the paper-
work packet early. Ask what forms need notarization. Ask whether
they accept electronic uploads. Ask whether the receiving custodian
must sign anything. And if the plan requires a “letter of acceptance”
from the receiving custodian (some do), request it immediately.

Also, keep copies of everything. Plans lose faxes. Portals swallow up-
loads. Representatives give inconsistent instructions. A clean paper
trail turns “we never got that” into “here is the confirmation number
and the uploaded PDFE.”

Cash vs. in-kind: why you’ll probably be forced into cash

Many employer plans can't transfer your exact holdings to a benefi-
ciary IRA because the investments are plan-specific share classes or
collective trusts. The plan may require liquidation to cash before is-
suing the direct rollover. That’s not inherently bad, but it does create
two practical issues:

e Market exposure changes during the transfer window.

o The beneficiary may panic when they see “sold” transactions
and assume taxes were triggered.

Selling inside the plan is not a taxable event by itself; the taxable
event is the distribution. If the distribution is done as a direct rollover
to a beneficiary IRA, the liquidation step is just an internal mechan-
ics issue. The key is to keep the chain unbroken: plan to custodian,
trustee-to-trustee.
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If you care about staying invested during the transition, you may be
able to choose a money market or stable value option within the plan
while processing occurs. But don't let perfect be the enemy of safe.
The real risk is not missing a day of market returns; it’s accidentally
triggering a distribution payable to you.

Withholding: insist that the direct rollover is treated as a rollover

One reason direct rollovers are so attractive is that they typically
avoid the mandatory withholding that can apply to distributions
paid to an individual. But to get that outcome, the plan has to code
the transaction as a direct rollover.

So it’s worth asking the plan explicitly:

“Will you process this as a direct rollover to a beneficiary
IRA under IRC §402(c)(11), and will any withholding

apply?”

If the representative says, “We have to withhold,” ask why. Some-
times they are thinking of a distribution to you, not a direct rollover.
Sometimes the plan’s system is rigid and can’t process the transac-
tion correctly without a specific form or specific wording. You're
trying to catch misclassification before it becomes a check in your
mailbox.

The beneficiary IRA custodian matters more than people expect

Receiving custodians vary in how smooth they make beneficiary ac-
count setup, titling, and transfer processing. Some have dedicated
beneficiary-services teams. Others treat it like any other account
opening and leave you to coordinate details with a call center.

When choosing where to open the beneficiary IRA, consider:

e Can they provide the exact titling needed?

e Will they give you clear “payable to” instructions?
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e Do they have a process for receiving checks from employer
plans?

e Will they help you generate any “acceptance letter” the plan
requests?

A flashy investment platform is less useful than a custodian that han-
dles beneficiary mechanics cleanly. In the early months, operations
beats aesthetics.

A final caution: don't let the transfer become the first distribution
decision

Moving from a plan to a beneficiary IRA is an administrative move,
not a withdrawal strategy. The plan may ask you to select “distri-
bution frequency” or “payment method” during the rollover pro-
cess, and beneficiaries sometimes choose something simply to get
through the form.

Slow down. If your intention is to do a direct rollover of the full eligi-
ble amount, say so and avoid electing unnecessary payout features.
Remember the earlier theme: defaults and convenience are where
tax planning goes to die.

If there is a year-of-death RMD issue tied to the decedent (as we
saw), that required amount may need special handling and is not
eligible to be rolled over. Plans and custodians often insist on dis-
tributing required amounts first. The mistake is to treat that required
distribution as part of the rollover. Keep it separate, coded correctly,
and cleanly documented.

The clean takeaway

A plan-to-beneficiary-IRA transfer for a non-spouse beneficiary is
one of the most valuable administrative moves you can make, be-
cause it trades a rigid employer-plan environment for a beneficiary
IRA that’s generally easier to manage and more flexible for distribu-
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tion planning. But it only works if you respect the one hard rule: a
nonspouse designated beneficiary can move (eligible) assets from
an employer plan (e.g.,401(k)) to an inherited IRA only via a direct
rollover mechanism recognized under IRC §402(c)(11) (trustee-to-
trustee).

Everything else is tactics: the right account titling, the right payee
line, the right paperwork packet, and enough patience to let slow
plan processing happen without grabbing the money “just to speed
things up.” Speed is expensive. Direct is safe.
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Navigating an inherited retirement account used to be fairly straightfor-
ward, but the SECURE Act completely rewrote the playbook. Think of the
current rules as a giant sorting hat. Before you can decide how to with-
draw the money, you have to know which set of IRS rules you have been
assigned. This chapter demystifies that framework, helping you figure out
exactly where you stand, what deadlines you face, and how to avoid the most
common traps that catch new beneficiaries off guard.

3.1 Who Are You to the IRS? Finding Your Ben-
eficiary Class

The IRS doesn’t start by asking what you want to do with the account.
It starts by asking a colder question: Who are you, legally, in relation to
this money? That answer isn't about family dynamics or what the will
said. It’s about how the beneficiary is categorized under the required
minimum distribution rules in the tax code. Get the category wrong
and you can spend years executing a “smart” plan that turns out to
be noncompliant—or needlessly expensive in taxes.

Think of the classification system as three boarding groups. One
group gets flexibility and time. One gets a hard deadline. The last
group gets treated as if the IRS assumes there’s no human life to mea-
sure at all—so the rules get blunt fast. The three groups are: Eligible
Designated Beneficiaries, Designated Beneficiaries, and Non-Individuals.
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The names sound bureaucratic because they are. But the practical
difference can be the difference between smoothing taxable income
over many years versus being forced to bunch it into fewer years.

Step Zero: Are you a “designated beneficiary” at all?

The SECURE-era rules begin with a simple gate: is the beneficiary
an individual? If yes, the IRS calls you a designated beneficiary. If no,
you're in the non-individual bucket, where the distribution timeline
is usually less forgiving.

This sounds almost too obvious—until you see how often “not a per-
son” ends up on the beneficiary line. Estates are the classic example.
People name “my estate” because it feels tidy, or because the bene-
ficiary form was never updated, or because a well-meaning relative
assumed the will controls everything. The IRS does not share that
sentiment. An estate is not an individual. Charities are not individ-
uals. And trusts are a special case: some trusts can be treated as
“see-through” to the people behind them, while others are treated
like non-individuals. The classification can hinge on trust language
and administrative details that feel miles away from tax brackets and
withdrawal strategies, but the IRS links them tightly.

So the first sorting question is not “spouse versus child.” It’s “human
versus non-human” in the eyes of the tax rules. If you clear that first
hurdle—if you are an individual—then the IRS immediately asks a
second question: are you a special kind of individual?

Group 1: Eligible Designated Beneficiaries (the “special individuals”)

An Eligible Designated Beneficiary (EDB) is an individual the law
treats as needing extra flexibility. The point isn't to hand out fa-
vors. It’s to recognize that forcing a rapid payout can be unrealistic
or unfair in certain relationships and life situations. EDB status is
powerful because it can open the door to stretching distributions
over a life expectancy (often called a “lifetime stretch” in everyday
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conversation), rather than being boxed into the ten-year framework
that now applies to most adult heirs.

Here are the main EDB categories you'll see in real life:

Surviving spouse.

A spouse is the headline EDB, and for good reason: spousal options
are in their own league. A surviving husband or wife can often
choose between acting as a beneficiary or essentially stepping into
the account as the new owner by treating it as their own. That single
choice can change not just the pace of distributions, but when the
RMD clock starts and whether early-withdrawal penalties matter.
(The details belong to the spousal rules discussion; the key point
here is that spouses aren’t just “designated beneficiaries.” They're
designated beneficiaries with special powers.)

Minor child of the original owner (with an expiration date).

A minor child of the person who died can be an EDB—but this is not
a permanent badge. The law’s patience ends when the child reaches
the age of majority (and in some circumstances, a later age tied to
schooling). At that point, the rule set typically shifts, and the ten-
year countdown begins. This category creates a planning “hinge”:
there’s one set of rules during childhood and a different set once
adulthood starts.

Disabled individual.

This category is about the beneficiary’s condition, not the original
owner’s. The rules use a tax-law definition of disability, which is
more formal than everyday speech. When it applies, it can justify life-
expectancy-based distributions rather than a compressed deadline.
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Chronically ill individual.

Like disability, chronic illness is a defined term under the tax rules.
It’s not meant to be vague or subjective; it's meant to identify cases
where forcing a rapid payout could be especially harmful.

Individual not more than 10 years younger than the original owner.

This is the sleeper category that surprises people. You don’t need
to be family. You need to be close in age—no more than 10 years
younger than the person who died. A long-term partner, a sibling,
a friend, even a second spouse close in age can land here. The logic
is that if you're roughly the same generation, the government is less
concerned about multi-decade deferral. If you're 30 years younger,
the government wants the money taxed sooner.

Why EDB status feels like a tax superpower

EDB status matters because time is the one ingredient you cannot
buy later. Once a rule forces money out quickly, you can't retroac-
tively “un-withdraw” it. And forced income has a way of stacking on
top of your working years, your bonuses, your stock compensation,
or your business profits—turning what could have been manageable
into a bracket problem.

But EDB status isn’t a promise that everything will be slow and gen-
tle. The rules still depend on additional facts (including whether the
original owner had reached the point where they were required to
start taking distributions). The power of EDB status is that it keeps
more doors open—doors that slam shut for everyone else.

If you suspect you might be an EDB, treat that as a planning emer-
gency in the best way: pause before moving money, before consol-
idating accounts, before “simplifying.” EDB flexibility is valuable,
but it can be accidentally squandered if the account is mishandled
or if elections are made without understanding the consequences.
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Group 2: Designated Beneficiaries (the “regular individuals”)

If you're an individual but not in an EDB category, you're still a
designated beneficiary. That sounds reassuring—until you realize it’s
essentially the default class for most adult heirs today: adult chil-
dren, grandchildren (in many cases), nieces, nephews, friends, and
unmarried partners who are more than 10 years younger than the
person who died.

This group is where the SECURE Act’s ten-year framework does
most of its work. The policy goal was straightforward: limit the
ability to “stretch” tax deferral over a young beneficiary’s lifetime.
Congress looked at decades of tax-sheltered growth passing down
a family tree and decided it wanted that money taxed sooner.

The important nuance: being a designated beneficiary is not “bad.”
It simply means your time horizon is shorter by rule, not by choice.
Planning still matters enormously inside that shorter horizon, be-
cause a ten-year window can either be used thoughtfully—or wasted
in a way that spikes your marginal rate at exactly the wrong time.

A good mental model for a designated beneficiary is this: the IRS
is willing to give you some flexibility in when income hits your tax
return, but not unlimited flexibility in how long the account can stay
intact. The clock is now part of the deal.

The emotional trap: “I'm family, so | must get family rules”

A striking number of mistakes come from a perfectly human as-
sumption: “I'm the daughter/son, so there must be special treat-
ment.” Under the SECURE rules, most adult children are not special.
You're treated like any other adult individual beneficiary. It doesn’t
matter how responsible you are, how much caregiving you did, or
what the family story is. The IRS is not grading relationships; it’s
applying categories.

This can feel harsh, but it has a silver lining: once you accept the
category, you can stop negotiating with the universe and start nego-
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tiating with the tax code. Designated beneficiaries still have planning
levers—just different ones than EDBs.

Group 3: Non-Individuals (the “no life expectancy” bucket)

Non-individual beneficiaries are the group the IRS treats with the
least romance. If the beneficiary is not a person, there is no natu-
ral life expectancy to measure distributions against. That’s why the
rules tend to default to quicker payout frameworks, often tied to
whether the original owner died before or after their required be-
ginning date.

Common non-individual beneficiaries include:

Estates.

Naming an estate can happen intentionally (“I want everything to
flow through probate and be divided there”) or accidentally (a ben-
eficiary form was never updated, or the named beneficiary died and
no contingent beneficiary was listed). Either way, an estate is not an
individual, and it generally does not qualify for the same options as
a person.

Charities.

A charity is not a person. That doesn’t make it “worse”; it just makes
it different. Charities also have their own planning considerations
(and sometimes surprisingly good outcomes, because charitable en-
tities aren’t taxed the same way individuals are). But classification-
wise, they’re non-individuals.

Trusts.

Trusts are where people get hurt by confidence. A trust sounds so-
phisticated, and it can be. It can also be a tax time bomb if it’s the
wrong kind of trust for the purpose.
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Some trusts can qualify as “see-through” trusts (you'll also hear
“look-through”), meaning the IRS is willing to treat the trust as a
wrapper and look to the underlying human beneficiaries for pur-
poses of the distribution rules. Other trusts do not qualify, and then
the trust is treated as a non-individual beneficiary.

Two reasons this matters immediately:

e Trust tax brackets compress quickly. Trusts reach high
marginal tax rates at very low levels of income compared
with individuals. If the trust retains taxable distributions
rather than passing them out to the human beneficiaries, the
tax bill can be shockingly steep.

o The payout timeline can change. If the trust is not treated as see-
through, you may lose access to the more flexible beneficiary
rules that apply to individuals.

The trust issue is not something to “wing.” If a trust is named, it’s
often worth paying for professional review of the trust terms and
the beneficiary designation details, because small technicalities can
drive big tax outcomes.

Why the beneficiary class determines the entire game plan

A beneficiary class is not trivia. It tells you which distribution regime
you're even allowed to consider.

e EDBs may have access to life-expectancy-based withdrawals
(often meaning smaller, spread-out taxable distributions).

e Regular designated beneficiaries are generally pushed into the
ten-year framework (meaning the account must be emptied on
a schedule the law imposes).

e Non-individuals can face even more restrictive rules, and in
trust cases, can combine a faster payout with punishing tax
brackets if income is retained.
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This is why the classification has to be established before you start
designing a “best” tax strategy. A strategy is only good if it’s legal—
and the law changes depending on who you are to the IRS.

How to confirm your class without guesswork

The cleanest way to identify the class is to work backward from doc-

uments, not family memory.

1) Read the beneficiary designation, not the will.

You already know beneficiary forms control in most cases. Here the
practical twist is that the exact wording on that form can change the
class. “John Smith” (a person) is different from “The Estate of John
Smith” (not a person). “Jane Smith, Trustee of the Smith Family
Trust dated...” opens a trust analysis that might be fine—or might
change everything.

2) Identify whether the named beneficiary is an individual, a trust,
an estate, or an organization.

This sounds simplistic, but it’s the fork in the road. If it’s a trust,
you're not done; you're just at the entrance ramp.

3) If you're an individual, ask the EDB questions with discipline.

Are you the spouse? Are you a minor child of the person who died?
Are you disabled or chronically ill under the tax definitions? Are you
within 10 years of the original owner’s age?

This is not the time for “close enough.” Being 11 years younger is
not “basically 10.” Being a grandchild raised like a child is not the
same as being the original owner’s minor child for purposes of the
EDB category. The rules can be compassionate in their intent and
still rigid in their boundaries.
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4) If a trust is involved, separate two questions: who benefits, and
who controls.

Trusts create a second layer of reality. The beneficiaries of the trust
might be individuals, but the trust itself might still be treated as
a non-individual if it doesn’t meet the requirements to be seen
through. Also, the trust may dictate when (or whether) money can
be distributed out to the human beneficiaries—meaning tax out-
comes can be driven by the trust’s distribution provisions, not by
what’s optimal on an individual tax return.

Common classification mistakes that cost real money

Mistakes here are expensive because they compound quietly. They
don’t always show up as an “error” until years later.

Mistake: assuming “family member” equals “eligible.”

Most adult children are regular designated beneficiaries. If you plan
as if you have lifetime stretching ability and you don't, the plan
doesn’t just become suboptimal—it can become impossible.

Mistake: ignoring the 10-years-younger EDB category.

People overlook this because it’s not emotionally intuitive. Yet it’s
exactly the kind of technical category that can apply to a sibling, a
close-in-age partner, or a friend. When it applies, it can change the
distribution pacing and the tax planning canvas.

Mistake: naming a trust “for protection” without modeling the tax
cost.

Trusts can be the right tool for minors, spendthrift concerns, second
marriages, and special-needs planning. But a trust that retains in-
come can pay taxes at high rates very quickly. If the goal is to protect
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a beneficiary, it's worth asking whether you're protecting them by
handing the IRS a bigger check.

Mistake: treating an estate as a neutral placeholder.

An estate is not a “temporary parking lot” for these accounts in the
eyes of the distribution rules. If the estate is the beneficiary, you
may be locked into a less flexible payout regime, and the administra-
tive process can become more complex at exactly the moment when
speed and clarity matter.

A practical way to think about the three tiers

If you want a single sentence to keep in your head, make it this:

EDBs get time; designated beneficiaries get a deadline;
non-individuals get the IRS’s least patient rule set.

That framing helps because it aligns with what you're really trying
to manage: when does taxable income land, and how concentrated does it
become? Every distribution decision later—whether you spread with-
drawals evenly, whether you pair distributions with low-income
years, whether you coordinate with Social Security or Medicare
thresholds—rests on the foundation of which tier you're in.

And if there’s one more subtle point worth holding onto: the bene-
ficiary class isn’t merely a tax label. It’s a constraint on your future
choices. The sooner you identify it correctly, the more of the ten-year
window (or the life-expectancy option, where available) remains
under your control.

3.2 Which Rule Book Are You Playing By?

Once you know the IRS’s label for you, the next label that matters
is for the original owner: did they pass away before or on/after their
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Required Beginning Date (RBD)? That single hinge—pre-RBD ver-
sus post-RBD—turns the same beneficiary class into a very different
set of marching orders. The rules aren’t trying to be poetic. They're
trying to answer one blunt question: was the owner already in the
“must distribute” phase of life, or still in the “can defer” phase?

The RBD is the line the IRS draws between those two phases. It's
the date by which the original owner had to begin taking Required
Minimum Distributions (RMDs). If death happened before the RBD,
the law is generally more willing to let the account be distributed un-
der a simplified deadline framework. If death happened on or after
the RBD, the law tends to insist that the pace of distributions cannot
slow down simply because the account changed hands. That’s the
instinct behind the post-RBD rule set—keep the distribution engine
running.

It’s tempting to treat “pre-RBD versus post-RBD” as a technicality,
like a checkbox that only matters to accountants. In practice, it can
be the difference between (a) a single end-of-decade deadline with
broad flexibility inside it, and (b) a schedule that quietly expects
you to take money out along the way, even if you'd rather let the ac-
count grow. That expectation is the source of much of the SECURE-
era confusion, and it’s also why IRS guidance has evolved—final
regulations in Internal Revenue Bulletin 2024-33 address updated
RMD rules with applicability generally beginning for calendar years
starting January 1, 2025.

Here’s the clean way to think about it: your beneficiary class tells
the IRS whose life (if any) can be used to pace distributions, and the
owner’s RBD status tells the IRS whether it will tolerate a slowdown.
When those two answers meet, you get your “rule book.”
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Which Withdrawal Rule Applies? (Beneficiary Class x RBD Status)

Death _
Before RBD

Death _
OnjAfter RBD

I
Eligible Designated Designated Non-Individual

Benefi ia& Beneﬁl:iar!
I Life Expectancy B0 10-Year Rule [ 5-Year Rule

A grid like this is reassuring because it implies the rules are neat.
Real life is slightly messier, mostly because “Eligible Designated
Beneficiary” is a family of exceptions, not a single creature. Still, the
matrix captures the core logic: the 10-year rule is the default for most
adult individual heirs, and the five-year rule shows up when there’s
no qualifying individual to anchor a longer payout method.

The three rule books in plain English

The IRS has only a few basic distribution “scripts,” and everything
you do is an edit of one of them:
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The Life Expectancy script.

This is the closest thing to the old stretch concept: distributions are
paced using a life expectancy factor. For an EDB, that factor gen-
erally comes from the beneficiary. For a non-individual in a post-
RBD situation, the “life expectancy” concept can exist in a different
form—paced by a life expectancy framework rather than a fixed-
year deadline—because the system is trying to preserve the idea that
payouts shouldn’t slow down once they’ve started. The important
takeaway is not whose life expectancy is in play; it’s that the rule is
not “drain it by year 10.”

When life expectancy treatment is available, it doesn’t mean you
must take only the minimum every year. It means you have a mini-
mum cadence you must respect, with optional withdrawals on top.
That optionality is where tax planning lives: you can sometimes
“buy” a lower lifetime tax bill by taking more than the minimum in
strategically chosen years rather than sleepwalking into a later-year

pileup.

The 10-Year Rule script.

The ten-year rule is a deadline rule: the account must be fully dis-
tributed by the end of the tenth year following the year of death.
IRS FAQs frame the ten-year rule as applying regardless of whether
the participant dies before, on, or after the RBD. What trips people
is that the presence or absence of additional annual distribution ex-
pectations inside that ten-year window depends on other rules and
has been the subject of notices and regulations—exactly the kind of
“rule drift” that causes families to discover the problem only when
a custodian issues a late-year reminder, or worse, doesn't.

Even when annual minimums aren’t in play, the ten-year rule can be
an aggressive tax accelerator. The account might have been designed
to fund a long retirement; now it must exit the shelter on a timetable
that might overlap your peak earning years. The rule doesn’t just
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change when you pay tax—it can change how much you pay by push-
ing income into higher marginal brackets and triggering phaseouts.

The 5-Year Rule script.

The five-year rule is what you see when there isn't a qualifying desig-
nated beneficiary to anchor the more flexible rules. In many common
situations, that means the beneficiary is a non-individual and the
owner died before the RBD. The IRS essentially says: if no person is
designated to measure distributions against, and the owner wasn't
yet forced to take RMDs, then the account can’t linger. The deadline
compresses to five years.

From a planning perspective, five years is not a “slightly faster ten.”
It’s a different animal. Five years can collide with everything: selling
a house, settling an estate, paying tuition, dealing with job transi-
tions, managing grief. The tax system doesn’t care that those years
are already crowded.

How the same family situation can flip the rule

If you want to feel how rules can change without anything “material”
changing in the family, consider this: the beneficiary line on the form
might name (a) an adult child outright, or (b) the estate, or (c) a
trust for the child. To the family, those can feel like three ways of
saying the same thing: “this money is for my kid.”

To the IRS, those are three different legal recipients.

e Name the adult child outright and you generally have a desig-
nated beneficiary subject to the 10-year rule framework.

o Name the estate and you've likely moved into non-individual
territory, where a five-year rule can appear if death occurred
before the RBD.

e Name a trust and you've created a fork: if it qualifies as see-
through, you may still be treated as having individual benefi-
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ciaries; if not, you may be treated like a non-individual even
though every human involved thinks “this is for people.”

The punchline isn't “trusts are bad” or “estates are always wrong.”
It’s that small administrative choices can rewrite the distribution
script, and the script determines the tax problem you're solving.

The RBD question: why timing changes the IRS's mood

Pre-RBD deaths tend to come with simpler deadlines because the
owner hadn't started mandatory payouts. There’s no expectation to
maintain an existing distribution cadence.

Post-RBD deaths come with a different vibe. The IRS is wary of
a beneficiary pressing pause on a system that was already in mo-
tion. If the owner was already in RMD mode, the framework leans
toward “keep distributing at least as rapidly.” That phrase—equal
parts stern and vague—sits behind much of the annual-RMD confu-
sion for certain ten-year-rule cases. The details are intricate, but the
spirit is simple: once distributions are supposed to be happening, the
government doesn’t want the account to become a new tax shelter
just because it changed hands.

The practical planning consequence is that the year of death isn’t
just a sad date on paperwork. It’s a compliance fork. Two siblings
can inherit the same dollar amount from the same parent, but if one
parent died at 72 (post-RBD for many) and the other died at 69 (pre-
RBD), the scripts can diverge sharply.

A quick decision drill that actually works in real life

When you're staring at a stack of custodian letters written in fluent
corporate fog, a decision drill helps:

1. Confirm whether the beneficiary is an individual or non-
individual. (That’s the big gate.)
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2. If an individual, confirm whether the beneficiary is an EDB or
not. (That’s the “special access” gate.)

3. Determine whether death was before or on/after the RBD.
(That’s the timing gate.)

4. Only then choose tactics: whether to spread withdrawals,
bunch them, coordinate with other income, or use other
planning moves.

The first three steps are classification. The fourth is strategy. People
love to start at step four because it feels productive. The tax code is
happiest when you do the boring sorting first.

Why plan documents can still override your “right” answer

Even when you have the IRS rule book nailed, the account may still
have a house rule: the plan document. As noted earlier, some work-
place plans can force faster payouts than the IRS minimum, espe-
cially if you leave the money inside the plan rather than moving it
to a beneficiary IRA. That can turn a flexible ten-year runway into a
short sprint.

The planning implication isn’t that every plan is hostile. It’s that
“what the IRS allows” and “what the plan will process smoothly”
are not always identical. Before you build a multi-year tax strategy,
confirm that the account’s custodian or plan administrator can actu-
ally administer the schedule you're counting on. If they can’t, your
elegant plan becomes a series of frantic phone calls in December.

The SECURE-era reality: the rules changed, then the guidance kept
changing

A lot of the public frustration around inherited-account distribution
rules comes from whiplash. The SECURE Act changed the frame-
work. Then proposed guidance, notices, and finally regulations clar-
ified how certain situations were supposed to work. The IRS has
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provided transition relief for some missed distributions in certain
years, which is both a kindness and a warning label: the government
knows the rules were confusing, and it also expects compliance go-
ing forward.

If you're reading letters, blog posts, or forum threads that sound
contradictory, you're not imagining it. Timing matters—both your
timing (the year the owner died, your distribution years) and the
government’s timing (when guidance became applicable). The final
regulations referenced in Internal Revenue Bulletin 2024-33, with
applicability generally beginning for calendar years starting January
1, 2025, are part of that “settling” process.

The key is to avoid building your personal plan on a half-
remembered headline like “ten-year rule means no RMDs until
year ten.” Sometimes that belief produces a great outcome. Some-
times it produces penalties, amended returns, or forced catch-up
distributions that land in the worst possible tax year.

A few high-stakes edge cases worth spotting early

Some situations are common enough—and consequential enough—
that they deserve a quick spotlight:

Multiple beneficiaries with different classes.

One account can have multiple people named, and they may not
all be in the same category. A spouse and an adult child, for exam-
ple, do not play by the same rules. How the account is handled ad-
ministratively (including whether it is properly divided) can affect
whether each beneficiary gets the rule set that matches their status.

Minor child EDB status that later expires.

A minor child of the original owner can be an EDB for a period, and
then the ten-year framework typically begins once the child reaches
the relevant threshold. That “rule change midstream” matters for
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planning because it creates two distinct phases of distribution op-
tions.

Trust named as beneficiary.

Trusts can be brilliant tools for control and protection, but they also
introduce two kinds of risk: (1) classification risk (see-through ver-
sus not), and (2) tax rate risk (trust brackets can be punishing when
income is retained). Even if the trust qualifies for favorable bene-
ficiary classification, the trust’s distribution provisions may force
income to pile up in the trust—or force it out to a beneficiary in a
year you didn’t choose.

What to do once you know the rule book

Once the correct script is identified, the planning posture becomes
clearer:

e Life Expectancy scenarios reward long-term coordination: tax
bracket management, timing around retirement, and deliber-
ate decisions about when to take more than the minimum.

e 10-Year Rule scenarios reward deadline awareness and income-
smoothing: youre managing a finite window, and the main
enemy is accidental bunching into a single high-income year.

e 5-Year Rule scenarios reward speed and precision: fewer years
means fewer “do-overs,” and the tax impact can be front-
loaded.

The most expensive mistake is assuming you have a choice of
scripts. You don’t. You have one rule book, determined by benefi-
ciary class and RBD timing, filtered through whatever administra-
tive constraints the plan imposes. Once you identify the right rule
book, then you get to be creative. That’s when strategy stops being
guesswork and starts being engineering.
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3.3 The 10-Year Clock: Beating the Decade
Deadline

The ten-year rule has a personality. It’s not fussy day-to-day, and it
doesn’'t nag you every April. It’s the kind of rule that stays quiet for
years, then shows up at the end with a clipboard and no sense of hu-
mor. The entire game is played under one sentence: for many heirs,
the account must be fully distributed by December 31 of the year con-
taining the 10th anniversary of the owner’s death. Miss that and the IRS
doesn’t call it “oops.” IRS publications describe the leftover balance
as an excess accumulation /insufficient distribution problem, which is
bureaucratic code for “we expected this to be gone.”

That deadline sounds straightforward until you try to mark it on a

calendar. The “10th anniversary” wording is emotionally intuitive,
but the tax deadline is always the last day of a year. So you're not

counting ten years to the day; you're counting to the end of the tenth

year. This matters because the difference between a death on January

2 and a death on December 29 is almost a full year of extra deferral—
even though both are “ten-year” situations.

Here’s the cleanest way to calculate it: start with the calendar year
of death as Year 0. Year 1 is the following year. The deadline is De-
cember 31 of Year 10. That'’s it. No leap-year drama. No “same date”
drama. Just the year.

A concrete example clears the fog. If the owner dies anytime in 2026,
the final deadline year is 2036, and the account must be emptied
by December 31, 2036. It doesn’t matter whether death occurred in
February or November. The ten-year clock starts running because
the year changed, not because ten exact years passed.

That one rule creates two different emotional reactions, and both
can be expensive. Some people freeze—ten years sounds like plenty
of time, so they do nothing until Year 10. Others panic—deadlines
feel threatening, so they rush to withdraw a big chunk immediately.
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The best outcome usually lives in the middle: treat the deadline as a
design constraint, not a dare.

The ten-year rule is a deadline, not a schedule

One of the strangest features of the ten-year rule is how much free-
dom it grants inside a rigid outer fence. For the typical designated
beneficiary subject to the ten-year framework, the law doesn’t auto-
matically dictate equal annual withdrawals. It says, in effect: “We
don’t care how you get there, but you must get to zero by the end.”
That flexibility is the planning gift hidden inside an otherwise unro-
mantic rule.

It helps to separate two concepts that get mashed together in every-
day conversation:

e Required minimum  distributions (RMDs) are annual
minimums—amounts the IRS expects you to take in a given
year.

e The ten-year rule is an end-date requirement—an account-
emptying deadline.

Depending on the situation (especially the RBD timing from earlier),
those concepts can interact in complicated ways. But the baseline
ten-year concept is simply: be at zero by the end of Year 10. That’s
why the rule can be both a compliance issue and a tax strategy
playground. You can pull distributions forward, push them back, or
smooth them—so long as the account is drained by the deadline and
any applicable annual minimums are met along the way.

Why waiting until Year 10 feels clever—and so often isn't

Doing nothing for nine years can look like a power move. Let the
money compound, then take it all at once. Simple. Clean. One tax
form in one year. It’s the financial equivalent of putting off laundry
until you have no socks left: efficient on paper, ugly in practice.
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The problem is income stacking. A large distribution doesn’t arrive in
a vacuum. It lands on top of whatever else is going on in your tax life
that year: salary, bonus, business income, capital gains, a home sale,
a spouse’s income, maybe even the start of Social Security. By Year
10, your life may be very different from Year 1, and the tax system
will not grade on nostalgia.

This is how beneficiaries fall into the “highest-bracket trap” without
realizing it. It’s not that the account grew; accounts are supposed to
grow. It’s that the withdrawal was timed to collide with the peak of
everything else. Many people discover the pain only when they run
a tax projection and realize the “one-and-done” withdrawal doesn’t
just create a big tax bill—it can pull other levers: phaseouts, cred-
its reduced, deductions limited, Medicare premium surcharges for
older beneficiaries, and a general sense that the tax code just mugged
them in a parking lot.

There are years when a big withdrawal is absolutely the right call—
selling a business, taking a sabbatical, going back to school, retiring
early, relocating to a no-income-tax state, or simply having an un-
usually low-income year. The point isn't “never wait.” The point is
that waiting should be a choice supported by math, not a default
powered by procrastination.

The three withdrawal rhythms that dominate the decade

Inside the ten-year fence, most strategies fall into recognizable
rhythms. They’re not slogans; they're patterns that show up again
and again when people try to control their marginal tax rate.

The smooth-and-steady rhythm. Taking roughly equal distribu-
tions each year spreads income. It can keep you out of the cliff years
when a huge withdrawal pushes you into a higher marginal bracket.
The hidden advantage is psychological: equal annual draws are eas-
ier to automate, easier to budget around, and harder to “forget” as
Year 10 approaches.
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The drawback is that tax efficiency isn’t always linear. Equal with-
drawals can be too cautious if you have low-tax years available early
(for example, between jobs), or too aggressive if later years are ex-
pected to be lower income (for example, planned retirement). Equal
withdrawals are a strong default, not a universal best.

The valley-hunting rhythm. This strategy treats your decade as a
map of income valleys and peaks. You pull more in low-income
years, less in high-income years, and you deliberately avoid adding
large taxable distributions to already-heavy years. It's a strategy
built for people whose income swings—commissioned sales, en-
trepreneurs, people with stock vesting schedules, or households
planning for one spouse to step away from work.

Valley-hunting is where the ten-year rule’s flexibility shines. You're
using the IRS’s “we don’t care when” attitude to place income where
it does the least damage.

The strategic lump rhythm. Sometimes the right answer is a big
withdrawal in a specific year—just not necessarily Year 10. Maybe
you expect to retire in Year 6. Maybe you plan to move. Maybe you
know Year 4 will be unusually low because you're taking parental
leave, winding down a business, or living off savings while you re-
group.

Strategic lumps work when you can identify a year where the
marginal tax rate on additional ordinary income is meaningfully
lower than the surrounding years. The strategy is not “avoid tax.”
The strategy is “avoid the worst tax.”

The deadline you can't negotiate: December 31 of Year 10

The IRS doesn’t give partial credit. If you're subject to the ten-year
rule, the account must be empty by the end of the tenth year fol-
lowing the year of death. If any amount remains, IRS publications
describe excise-tax exposure as an excess accumulation /insufficient dis-
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tribution problem. In plain terms: the government believes you failed
to distribute what you were required to distribute.

That makes Year 10 a year that deserves respect, not fear. A few prac-
tical realities make the final year uniquely dangerous:

o Custodian processing times. Brokerages and banks get jammed
in December. If you wait until the last week, “submitted” is
not the same as “completed.”

o Market volatility. If you must liquidate investments to distribute
cash, abad market week can force you to sell at an inconvenient

time.

o Administrative surprises. Missing paperwork, address updates,
withheld taxes, or simple account restrictions can turn a “quick
distribution” into a multi-week process.

A good Year 10 feels boring. The distribution is queued early. With-
holding is chosen intentionally. The tax projection is updated. The
deadline is met without drama. Boring is a victory condition.

A calendar habit that prevents expensive December panic

The ten-year rule is essentially a project-management problem dis-
guised as a tax rule. The people who handle it best tend to treat it
like one: deadlines, reminders, checkpoints.

A simple habit: every January, ask two questions.

1. What year of the ten-year window is this?

2. If T take $0 this year, will that force an unreasonable with-
drawal later?

That second question is where the strategy lives. “Unreasonable”
can mean “pushing me into a higher bracket,” but it can also mean
“forcing sales of investments at a bad time” or “creating cash I don’t
need and will just reinvest in a taxable account anyway.”
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This annual check-in turns a scary Year 10 into a series of manageable
choices. It also gives you permission to change your plan. A ten-
year plan shouldn’t be a rigid promise you made when you were
grieving and exhausted. It should be a living strategy that adapts to
your income, your family, and the tax rules.

Withholding: the quiet lever that keeps you out of trouble

Distributions from traditional tax-deferred accounts are generally
treated as ordinary income. That means the IRS expects to get paid.
The easiest way to underpay taxes is to take a distribution and for-
get that the tax bill is not a future-you problem—it’s a current-year
obligation that can trigger penalties if ignored.

Withholding is the simplest shock absorber. You can elect to have
taxes withheld from a distribution so you're not writing a massive
check later (or, worse, discovering you should have made estimated
tax payments). This is less about optimizing and more about staying
out of avoidable pain.

The planning twist: withholding can be used strategically in a high-
income year when you need to be sure your tax payments are ad-
equate. Even if you can afford to pay later, the tax system rewards
timely payment, not good intentions.

Roth versus traditional: same deadline, very different tax personal-
ity

The ten-year deadline generally applies to both traditional and Roth
accounts for many designated beneficiaries. The difference is not the
clock; it’s the tax bill attached to the withdrawals.

A Roth distribution can be tax-free if the rules are satisfied, which
makes the “bunch it in one year” strategy less dangerous from a
bracket perspective. But even Roth accounts can have planning is-
sues: leaving a Roth untouched until Year 10 might be fine, or it
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might miss opportunities to coordinate withdrawals with other plan-
ning goals, charitable giving, or investment rebalancing.

For traditional accounts, the tax cost is front and center. For Roth
accounts, the opportunity cost becomes more important: what else
could you do with the cash, and when? The ten-year rule doesn’t just
force money out; it forces you to decide what that money becomes
next—spend, invest in a taxable account, pay debt, fund a goal, or
donate.

What “flexibility” really buys you: control over marginal tax rates

The ten-year rule’s flexibility is often described as “you can with-
draw whenever you want.” That’s true in a literal sense, but it un-
derstates the value. The real asset is marginal tax rate control. You can
decide whether a given distribution is taxed at a relatively moderate
bracket or shoved into a higher one. You can decide whether with-
drawals happen while you're working full-time or after you scale
back. You can decide whether distributions collide with one-time
income events.

This is why planning over the full ten-year window matters. Looking
at one year in isolation is like shopping for a house based only on the
monthly payment. The tax bill is cumulative, and the bad outcomes
usually come from the pattern of withdrawals, not any single with-
drawal.

A “Year 10 stress test” that makes the decade tangible

If you want a reality check that’s both simple and clarifying, run this
thought experiment early in the decade:

If I took nothing until Year 10, what would the distribu-
tion likely be, and what would it do to my tax return?

You don't need perfect investment-return estimates. You need a
rough magnitude. If the answer is “it would be large enough to
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change my marginal bracket,” you've learned something useful: pro-
crastination is a strategy, and it’s probably an expensive one.

Then flip the experiment:

If I spread distributions across Years 1-10, what annual
amount would drain the account, and would that fit in-
side my current bracket headroom?

This is where people often have an “oh” moment. The annual
amount can be smaller than expected. Or it can be uncomfortably
large, which tells you early that you may need more aggressive
planning—bigger withdrawals in low-income years, coordination
with retirement timing, or other tools.

The stress test doesn’t pick your strategy. It shows you what happens
if you don't pick one.

When the ten-year rule meets human life

A decade is long enough for life to change and short enough for
those changes to matter. Marriages happen. Divorces happen. Ca-
reers plateau or explode. Parents become dependents. Kids start
college. Someone gets laid off. Someone gets sick. The ten-year rule
doesn’t pause for any of it, which is exactly why the best strategies
aren’t overly delicate.

A robust plan typically has two features:

o A baseline pace that keeps you from painting yourself into a Year
10 corner.

e Optional acceleration in years when it's advantageous—
financially or personally.

This is also where the emotional component matters. Many heirs
feel an invisible pressure to “do something” with the money im-
mediately, as if leaving it invested is disrespectful or risky. Others
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feel the opposite pressure: “I can’t touch it; it was Mom’s.” The tax
code is indifferent to those feelings, but you shouldn’t be. The most
successful plans acknowledge the emotion and then build a system
that prevents emotion from making the schedule for the IRS.

The compliance bottom line, with one sentence to remember

The ten-year rule is not a suggestion and not a vibe. It’s a deadline:
the account must be fully distributed by December 31 of the year con-
taining the 10th anniversary of the owner’s death. If money remains
after that date, IRS publications describe the problem as an excess
accumulation /insufficient distribution issue, with excise-tax exposure.

Everything else—the smoothing, the valley-hunting, the strategic
lump, the withholding decisions—is about using the decade to make
that compliance outcome as tax-efficient as your life allows.

The real win is not “pay the least tax this year.” The win is “avoid
creating a self-inflicted crisis in Year 10.”

3.4 The Hidden Gotcha: Annual RMDs Inside
the 10-Year Window

The phrase “ten-year rule” sounds like a decade-long permission
slip: you've got time, so you can wait. That belief is so natural that it
became the default folk wisdom—passed along by friends, echoed
in online forums, and sometimes even implied by well-meaning
customer-service scripts. Then the IRS effectively said: not so fast. In
a large slice of ten-year cases, you don’t get to treat Years 1-9 as a
tax-free holding pen. You may be expected to take annual Required
Minimum Distributions during those years and still finish the job by
the Year 10 deadline.

That combination—annual RMDs plus the decade drain—is what
makes this the gotcha. It doesn’t announce itself with a new form.
It doesn’t come with a flashing warning on the custodian’s website.
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It’s a rule that only reveals itself if you ask the right question about
the decedent’s situation: were they already in their own RMD phase
when they died?

When the account owner died on or after their Required Beginning
Date (RBD), a different logic kicks in. The IRS’s interpretation re-
flected in proposed regulations (and later addressed through no-
tices and regulations) was that some heirs subject to the ten-year rule
were also expected to take annual distributions in years 1-9, partic-
ularly when the decedent died on/after the RBD. This is the “ghost
obligation” effect: the decedent’s RMD momentum is not supposed
to stop just because the beneficiary inherited the account.

The most frustrating part is how reasonable the wrong assumption
feels. Under the five-year rule (in the situations where it applies),
people correctly think “no annual minimums; just be done by the
deadline.” Many assumed the ten-year rule was just the five-year
rule with a longer runway. It's not. The ten-year framework is a dead-
line, but in post-RBD situations, the IRS may also expect a minimum
pace along the way.

Why the IRS cares about what the decedent was doing

The decedent’s RBD status isn't trivia; it’s the IRS’s way of deciding
whether a distribution engine was already supposed to be running.
If the owner had reached the RBD and was taking (or required to
take) annual RMDs, the system is designed to prevent the account
from suddenly becoming “quiet” for nine years simply because the
beneficiary’s rule changed. The account may have a new driver, but
the IRS doesn’t want the car parked.

That’s the intuition behind the “at least as rapidly” concept that
lives in the RMD rules: when an owner was in RMD mode, the
payout pace generally shouldn’t slow down. In this context, “as
rapidly” doesn’t mean you must mimic the decedent’s exact distri-
bution schedule. It means the beneficiary shouldn’t be able to use
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the ten-year rule as a reason to take nothing for nine years and then
clean out the account at the last moment.

If you're wondering why the government would care—why it
wouldn’t just take the tax hit in Year 10—remember how the tax
system behaves. A forced lump sum in Year 10 can push income into
the highest brackets, yes, but it can also create whiplash in revenue
timing and incentives. The annual-RMD expectation smooths the

flow of taxable distributions. It’s not designed to make beneficiaries
lives easier. It's designed to keep the tax pipeline from going dry.

The compliance trap: “I'll just do a Year 10 withdrawal”

The trap has a recognizable storyline.

A beneficiary inherits an account subject to the ten-year rule. They
hear “no annual RMDs—just empty it within ten years.” They plan
to wait, because they don’t need the money and they like the tax
deferral. Years pass. The account grows. Then, somewhere around
Year 6 or Year 7, they hear a different message: “Actually, you were
supposed to be taking annual RMDs.”

Even worse: some people never hear that message until the IRS is in-
volved, or until a tax preparer asks an uncomfortable question: “Did
you take the annual inherited RMDs?” If the beneficiary answers
“I thought I didn't have to,” the next question is sharper: “Was the
decedent already taking RMDs?”

That’s why this gotcha is so costly. It preys on a strategy that feels
prudent (defer, invest, wait) and turns it into a compliance issue.
And compliance issues in this area don’t usually come with friendly
letters. They come with penalty frameworks.

Why there was transition relief (and why that's a warning, not a free
pass)

The IRS didn’t invent this confusion in a vacuum,; it grew naturally
out of a major law change followed by years of evolving guidance.
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Because so many people assumed “no distributions required until
year 10,” the IRS issued transition relief notices stating it would not
assert the §4974 excise tax for certain specified RMDs missed in 2021
and 2022 (Notice 2022-53) and extended relief for 2023 (Notice 2023-
54). Notice 2024-35 provided additional guidance/relief for 2024 and
reiterated that regulations would apply for calendar years beginning
on/after January 1, 2025.

That list of notices is not something you want to collect like base-
ball cards. It’s the government acknowledging a widespread prob-
lem: many people didn’t take distributions the IRS believed were
required, because the messaging around the ten-year rule made the
opposite conclusion feel reasonable.

The relief matters for two reasons:

o It reduces the “retroactive punishment” risk for certain years.
If you were caught in the confusion, the IRS explicitly signaled
it wouldn't treat some missed RMDs as failures for specified
years.

e It also signals the direction of travel. Transition relief is what
you get during a messy changeover; it is not a permanent fea-
ture. Notice 2024-35's reiteration that regulations would apply
for calendar years beginning on/after January 1, 2025 is the
IRS’s way of saying: the confusion phase is ending.

In other words, relief is not a strategy. Relief is what happens when
strategy fails and the IRS decides not to twist the knife for a limited

time.

Who is most likely to be affected

The annual-RMD-within-ten-years issue shows up most often when
all of the following are true:

e You're a designated beneficiary subject to the ten-year rule (of-
ten an adult child).
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o The decedent died on or after the RBD (meaning they were
already in the mandatory distribution phase).

e You assumed the ten-year deadline was the only requirement
and took nothing in the early years.

That’s a wide swath of families. Many people die in the years when
RMDs have already begun. Many beneficiaries are adult children.
Many adult children are busy, grieving, and grateful to postpone
paperwork. The gotcha doesn’t require negligence; it only requires
a perfectly human preference to delay decisions.

The beneficiaries least likely to be surprised are the ones already
taking annual RMDs on another account—retirees who live in the
rhythm of minimum distributions. The beneficiaries most likely to
be surprised are high-earning mid-career adults, because their nat-
ural instinct is to defer ordinary income whenever possible.

What “annual RMDs inside the window” actually changes

It changes the ten-year rule from a single hard deadline into a two-
part obligation:

1. Take annual RMDs in Years 1-9 (when required under the
post-RBD interpretation).

2. Empty the account by the end of Year 10.

That structure creates a planning reality that can feel counterintu-
itive: you may be required to pull money out even if you don’t need
it, and even if you would prefer to keep it sheltered until a lower-
income year. This can be especially annoying in households where
one spouse is still working and the other is not; the required distribu-
tions can land in years where the combined income is already high.

But there’s a hidden upside, too: annual RMD expectations can force
a healthier pattern. A lot of the worst ten-year-rule outcomes come

from Year 10 bunching. Annual minimums create earlier taxable
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events, which can reduce the size of the final-year “tax bomb.” In
that sense, the gotcha doubles as a guardrail.

The frustration is that it’s a guardrail most people never saw coming.

The practical danger isn't just the penalty—it's the scramble

Penalties get the headlines, but the more common damage is logisti-
cal and tax-planning chaos.

If you discover in Year 8 that you should have been taking annual
RMDs, you may find yourself trying to “catch up” distributions
quickly. That can wreck an otherwise thoughtful tax plan. The distri-
butions you would have spread across multiple years are now being
forced into a narrow range, potentially triggering the exact bracket
spikes you were trying to avoid.

The scramble can also affect investment decisions. You may need to
liquidate positions unexpectedly to generate cash, or you may be
forced to distribute in-kind securities and deal with downstream
portfolio consequences in a taxable account. None of this is fatal, but
it’s the kind of mess that makes people resent the money they inher-
ited, which is a grim emotional outcome for something intended as
a gift.

A simple annual check that prevents most surprises

You don’t need to memorize regulations to avoid this trap. You need
a repeatable annual question set—short, boring, effective:

1. Did the decedent die on or after the RBD?
2. Am I subject to the ten-year rule?

3. For this calendar year, does the applicable guidance require an
annual RMD for my situation?

That last question sounds like it requires legal research. In practice,
it’s often answered by your custodian’s inherited-account RMD no-
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tices, a competent tax professional, or a careful reading of IRS con-
sumer guidance and Publication 590-B for the relevant year. The
point is not to become your own RMD department. The point is to
treat the question as a recurring compliance check, not a one-time
setup step.

If you do nothing else, make sure the decedent’s RBD status is writ-
ten down in your files alongside the year of death. Those two facts
are the keys that unlock everything else.

What the transition relief years should teach you

The existence of Notice 2022-53, Notice 2023-54, and Notice 2024-35
teaches an uncomfortable but useful lesson: the inherited-account
rules are not just complex—they can be interpreted and imple-
mented in ways that shift over time. That doesn’t mean “the rules
are unknowable.” It means you should be cautious about building a
decade-long plan on a single sentence you heard once.

If you inherited in the early SECURE years, you lived through a pe-
riod where headlines and compliance didn’t match cleanly. If you
inherit later, you may get clearer rules—but the habit of checking
annually will still pay dividends. The IRS beneficiary page itself sum-
marizes the practical compliance relief for specified years, reinforc-
ing that this was systemic confusion rather than isolated mistakes.
Systemic confusion is exactly why you don’t want to rely on vibes.

How to use annual RMDs as a planning tool instead of a punishment

When annual RMDs are required inside the ten-year window, the
instinct is to treat them like a nuisance minimum—pull the smallest
amount, grumble, move on. Sometimes that’s fine. But a more use-
ful approach is to treat the required minimum as your “base with-
drawal,” then decide whether to add voluntary withdrawals on top
to shape your tax brackets over the decade.
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This reframes the rule from “forced distributions ruin my strategy”
to “forced distributions are the minimum; my strategy lives in the
discretionary layer.” The discretionary layer is where you can:

e harvest lower-bracket space in a year when income dips,
e reduce the Year 10 cleanout size,

e coordinate with known events like retirement, sabbaticals, or
a spouse leaving work.

The law may force a trickle, but you still control whether the decade
ends with a flood.

The bottom line: ten years doesn't always mean “wait ten years”

The ten-year rule is a deadline, but in post-RBD situations, the IRS’s
approach has been that the decade can come with annual RMD ex-
pectations in Years 1-9, followed by a full drain in Year 10. The fact
that the IRS had to issue repeated transition relief—Notice 2022-53,
Notice 2023-54, and Notice 2024-35—tells you how easy it was to mis-
understand and how seriously the government takes the underlying
idea.

The safest posture is simple: treat the ten-year window like a pe-
riod that may have both annual obligations and a final deadline, es-
pecially when the decedent was already taking RMDs. If you plan
with that assumption and later learn your particular case doesn’t
require annual minimums, you've merely been cautious. If you plan
with the opposite assumption and you're wrong, the decade stops
being a planning opportunity and becomes a compliance cleanup
operation.
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3.5 The Spousal Privilege: Special Rules for
Husbands and Wives

If the IRS had to pick one beneficiary relationship to treat as fun-
damentally different, it picked marriage. Not because the tax code
is sentimental, but because a surviving spouse isn’t really a “next
generation” in the way an adult child is. A spouse is usually the same
household, the same life plan, the same budget, and often the same
need for the account to keep doing what it was designed to do: fund
retirement. So while most heirs get a clock, spouses get a menu.

The headline privilege is simple to say and big to live with: a surviv-
ing spouse can often treat the account as their own rather than merely
taking beneficiary distributions. That single election can reset the
distribution timetable to the spouse’s own RMD schedule rather
than the decedent’s post-death rules. The money may be the same
dollars, but the rule book changes completely.

This isn’t a technical footnote. It’s a fork in the road that determines
whether your future withdrawals are governed by your spouse’s
death or by your own age and planning horizon.

The spouse has choices; everyone else mostly has deadlines

Most designated beneficiaries spend their time optimizing inside
constraints: ten-year deadlines, possible annual minimums, and the
ever-present problem of income bunching. A surviving spouse gets
something rarer: the ability to choose which set of constraints ap-
plies in the first place.

At a high level, the spouse pathways look like this:

o Treat as your own (often accomplished by rolling the assets into
your own IRA).

e Remain as beneficiary and keep the account in an inherited-
beneficiary form.
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IRS beneficiary guidance acknowledges rollover-to-own-IRA as a
spouse pathway and contrasts it with non-spouse options. That con-
trast is the whole story: a non-spouse can’t “become” the owner. A
spouse frequently can.

The best choice depends less on abstract tax theory and more on a
few brutally practical questions: How old are you? Will you need
money soon? Are you trying to delay RMDs? Are you trying to pro-
tect future beneficiaries? The spouse privilege is powerful precisely
because it’s not one-size-fits-all; it’s a set of levers that can be pulled
in different directions depending on your life.

Option 1: Treating the account as your own (the ultimate reset but-
ton)

When a spouse treats the account as their own, it stops behaving
like a beneficiary account and starts behaving like it was always
theirs. That can be a gift of time. If you're younger than your late
spouse, this move can push RMDs farther into the future because
the timetable is now tied to your age.

That reset is what most people mean when they say, “Spouses can
keep the stretch.” It’s not that spouses get a special ten-year window.
It’s that spouses can often exit the post-death regime entirely and
return to the normal rules for their own IRA.

This choice tends to shine when the spouse’s primary goal is tax de-
ferral: keep money sheltered longer, postpone forced distributions,
and control when withdrawals hit the tax return. If the account is
large and the surviving spouse doesn’t need it for years, the ability
to delay RMDs can be worth a lot.

But “treat as own” is not always the right move. It’s a privilege,
not a command. Sometimes the very thing that makes it attractive—
making it behave like your own IRA—creates a new kind of friction.
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Option 2: Remaining a beneficiary (keeping the account in inherited
form)

Keeping the account as a beneficiary account can sound like settling
for less, but for many spouses it’s the smarter, more flexible move in
the near term. The reason is that beneficiary status can come with
distribution advantages that disappear once the account is treated
as your own.

The most famous one is the age 59.5 issue. If you're under 59.5 and
you might need access to these funds, treating the account as your
own can expose withdrawals to the 10% early-distribution penalty
(with exceptions that are often narrower than people assume). Keep-
ing it as a beneficiary account may allow penalty-free access to distri-
butions. That’s not a niche concern. It's common: spouses can be wid-
owed in their 50s, still working, still paying a mortgage, still funding
children’s education, and suddenly responsible for a financial plan
that used to be shared.

In that situation, “treat as own” can also be like locking the pantry
during a snowstorm. You can do it, but you might regret it the first
time you realize you actually needed the food.

Remaining a beneficiary can also be useful when a spouse wants
to preserve certain post-death distribution options tied to the
decedent’s status. Spousal options and outcomes differ depending
on whether the spouse is the sole designated beneficiary and on
whether the owner died before or on/after the RBD; IRS spouse-
focused guidance is organized around these facts. The key point is
that spousal choices aren’t made in a vacuum—they interact with
the decedent’s timing and with administrative details about who
else is named.
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The age-gap problem: why the “best” choice can flip depending on
who was older

Spousal planning is often less about tax brackets and more about the
calendar. Consider two spouses:

Spouse A is 58.

At 58, the surviving spouse may be close enough to retirement to see
it, but young enough that the 59.5 line matters. The spouse might
also still be in their higher-earning years. If they treat the account as
their own and then need money for living expenses or an emergency,
distributions could trigger an early-withdrawal penalty. Keeping the
account in beneficiary form can provide access without that penalty
and give the spouse time to decide later whether to roll it into their
own IRA.

Spouse B is 78.

At 78, the spouse is already in the RMD phase on their own accounts.
The age 59.5 issue is irrelevant, and the planning focus shifts to coor-
dinating distributions efficiently, possibly simplifying accounts, and
thinking about what happens at the spouse’s own death. Treating
the account as their own may streamline administration and align
distributions with their existing RMD rhythm.

Notice what changed between those two spouses: not the tax code’s
personality, but the spouse’s timeline. This is why spousal privilege
can feel like a puzzle box. The same election can be brilliant at 78
and problematic at 58.

The quiet but huge consideration: what happens when the surviving
spouse later dies

A spousal election doesn't just affect the surviving spouse. It affects
the next beneficiary in line.

If the surviving spouse treats the account as their own, then when
they later pass away, their beneficiaries inherit from them. That can
be good (it may reset certain timelines based on the spouse’s death
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date), but it can also accelerate things for the next generation de-
pending on who those beneficiaries are and how the rules apply at
that time. The surviving spouse’s decision effectively chooses which
death event controls the future distribution regime: the first spouse’s
death or the second spouse’s death.

If the surviving spouse remains a beneficiary and then later dies,
the rules for the successor beneficiaries can be different than if the
account had been rolled into the spouse’s own IRA. The tax code
cares a great deal about who is treated as the “owner” versus who
is treated as a “beneficiary.” Spouses are the rare people who can
sometimes choose which role they play. That choice echoes.

This is where people unintentionally create inequality among chil-
dren. A surviving spouse might think they’re making a decision
purely for themselves—"I want simplicity,” or “I want maximum
deferral”—without realizing they are also shaping how much flexi-
bility their children will have later. It’s not that one choice is selfish
and the other is generous. It’s that the choice has second-order ef-
fects.

When “simplifying” is a trap

In the months after a death, everyone craves simplification. Paper-
work is exhausting. Every phone call feels like a chore. So the in-
stinct is to consolidate accounts and make things “clean.” Spousal
privilege tempts that instinct because rolling an account into your
own IRA can feel like tidying up: one fewer account, one fewer set
of statements, one fewer login.

But simplification can be expensive if it's done before the spouse
understands what they might need from the account. Once an ac-
count is treated as your own, reversing course may be difficult or im-
possible without consequences. The better mindset is: stability first,
elegance later. Keeping the account in beneficiary form initially can
preserve optionality while the surviving spouse gets their footing—
especially if they’re under 59.5 or if cash needs are uncertain.
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This is not about delaying forever. It's about not making an irrevoca-
ble move while your life is still rearranging itself.

Sole beneficiary versus “spouse plus someone else”: why the paper-
work can change the outcome

Spousal options and outcomes differ depending on whether the
spouse is the sole designated beneficiary. That phrase—sole desig-
nated beneficiary—sounds like fine print, but it can be the difference
between “you can do X” and “you cannot.”

If other beneficiaries are named (for example, children as co-
beneficiaries), the account may need to be divided properly to allow
the spouse to use the most favorable options. If the spouse is one of
several beneficiaries and the account is not handled correctly, the
spouse may be unable to execute the desired election cleanly. This
is not a moral issue. It’s an administrative and legal one.

The practical takeaway: spouses should confirm not only their status
but also whether anyone else is entitled to a share, and how the
custodian plans to administer it. The spouse privilege is real, but
it doesn’t override mechanical realities like titling, beneficiary splits,
and what the plan or custodian will process.

A decision frame that respects both taxes and life

The temptation is to ask, “Which option minimizes taxes?” That’s a
fine question, but it’s often the wrong first question. Spousal plan-
ning tends to work better when the first question is, “Which option
keeps me safe if the next two years are messy?”

Safety can mean:

e access to funds without penalty if you're under 59.5,

e no missed required distributions if the decedent was already
in RMD mode,
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e enough flexibility to change course if you remarry, retire early,
or face a job loss,

e administrative simplicity that doesn’t come at the cost of lock-
ing yourself into the wrong regime.

Once the safe option is chosen, tax optimization can happen inside
it. And remember: staying a beneficiary doesn’t mean you can never
treat the account as your own later. In many cases, it can be a stag-
ing choice—keeping flexibility while you gather information, then
making the long-term election when the picture is clearer.

The spouse privilege meets the ten-year rule

Spouses are Eligible Designated Beneficiaries, which means they aren’t
automatically shoved into the ten-year framework the way many
adult children are. But the ten-year rule can still enter the story in in-
direct ways—especially when the spouse is thinking about the next
beneficiaries, or when a spouse elects not to treat the account as their
own and instead uses beneficiary distribution methods tied to other
factors.

It’s easy to think of the spouse privilege as “escape the clock.” It’s
more accurate to think of it as “choose which clock you're living
with.” Sometimes the best clock is your own retirement timeline.
Sometimes it’s the beneficiary framework that preserves penalty-
free access. Sometimes it’s a hybrid approach: keep beneficiary sta-
tus for a while, then roll over later.

The best spousal plans aren’t built around maximizing one feature.
They're built around preventing regrets.

A vivid way to think about the trade-off
Imagine two doors:

e Behind Door A is time: longer deferral, later RMDs tied to the
surviving spouse, and the feeling that the account can go back
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to being a retirement asset rather than a post-death adminis-
trative project.

e Behind Door B is access: easier penalty-free distributions for
younger spouses and a structure that can feel more forgiving
while you're still stabilizing financially.

You don't get both doors at once in their purest form. You choose
which one matters more right now, and you choose with the under-
standing that your future self will live with the consequences.

The spouse privilege is powerful because it respects the reality that
grief and finances collide. The rules give surviving spouses room to
make a choice that fits their life rather than forcing everyone into the
same decade-long funnel. The cost of that privilege is responsibility:
you have to decide thoughtfully, not reflexively.
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Getting the rules right on an inherited IRA is a bit like assembling furni-
ture with an instruction manual written in a foreign language. One wrong
move, and you are left with wobbly results and a hefty penalty. This chapter
translates IRS jargon into plain English, walking you through exactly how
to calculate what you owe, which tax forms to watch for, and how to fix mis-
takes without triggering a financial disaster. Think of it as your compliance
safety net, ensuring you keep the IRS happy while keeping as much of your
inheritance as possible.

4.1 Crunching the Numbers: Calculating Your
RMD

An inherited IRA RMD has a funny personality: the math is straight-
forward, but the inputs are where people get bruised. The IRS isn't
asking you to solve calculus—it’s asking you to pick the correct bal-
ance date, the correct life-expectancy factor, and the correct year in
the sequence. Get those three right and you'll feel like you're holding
the answer key.

Start with a mindset shift that saves a lot of grief: the RMD isn't
a “personalized” number handcrafted by your brokerage. It’s a me-
chanical output from a recipe. Your job is to feed the recipe the right
ingredients and keep a clean record of what you used.
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Step 1: Find the balance that actually counts (and why it’s rarely
today’s balance)

RMD math is anchored to a very specific snapshot: the account’s
value on December 31 of the prior year. Not your current balance. Not
your balance on the day you inherited. Not your balance the day you
finally opened the letter from the custodian.

That one date does two things at once:

e It gives the IRS a consistent measurement point that can’t be
“managed” by taking money out earlier in the year to shrink
the required withdrawal.

o It makes your RMD a little like a weather forecast: it's based on
last year’s conditions, while this year’s market may do some-
thing entirely different.

Practical point: if your inherited IRA is invested aggressively and
the market drops in February, your RMD doesn’t politely adjust
downward. The number was locked in using last December 31’s
value. That can feel unfair, but it’s also why a strong market year
can make the RMD feel easy—your account grew, but the required
withdrawal was calculated off an earlier, smaller snapshot.

What balance should you use? Use the fair market value (FMV) of
the inherited IRA as of 12/31 of the prior year. Custodians typically
show this on year-end statements and on Form 5498 (often mailed
later), but don't let “later” derail you—your year-end statement is
usually enough for your own calculation.

Step 2: Confirm you're using the right life-expectancy factor (this is
where the rules hide)

The divisor in the RMD formula is the life-expectancy factor, and
inherited accounts commonly point you to the IRS Single Life Ex-
pectancy Table. You don’t need to memorize the table; you need to
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know which age to look up and which year’s factor you're allowed to use
as your starting point.

Here’s the trap: people assume the divisor is “your age this year.” For
many inherited-IRA situations, the divisor starts with a factor tied to
your age in a specific reference year (often the year following death
when distributions begin under a life-expectancy method), then it
marches downward by one each year after that. That “set it once,
then reduce by one” pattern is what keeps the IRS from forcing you
back to the table annually.

If your situation requires annual RMDs under a life-expectancy
method, you'll typically do two things:

1. Establish the starting factor from the Single Life Expectancy Ta-
ble using the relevant age and year.

2. Reduce the factor by 1.0 each subsequent year (the “reduction by
one” method).

That second step is what makes inherited IRA RMDs feel less like
“lookup homework” and more like “keep a simple countdown.”
Once you set the starting factor correctly, the next year’s divisor is
just last year’s divisor minus one. No new table lookup required—
just a clean sequence.

A quick “inputs checklist” before you touch a calculator

Before you compute anything, write these two inputs on one line in
your notes (yes, on paper, like a person who wants to sleep at night):

e Prior-year 12/31 balance:

e This year’s divisor (life-expectancy factor):

If either blank makes you hesitate, stop there and resolve it. A wrong
divisor can be “quietly wrong” for years because the numbers still
look reasonable. The IRS’s favorite mistakes are the ones that don't
look like mistakes.
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Step 3: Do the math—then decide how you'll handle cents, rounding,
and “close enough”

Once you have the prior-year balance and the correct divisor, the
calculation itself is anticlimactic. But the execution invites tiny errors
that compound, especially if you take multiple withdrawals.

’

Rounding: The IRS doesn’t require you to withdraw “to the penny’
in the sense of a perfect mathematical quotient with repeating dec-
imals. In practice, custodians calculate to cents. Many beneficiaries
choose to round up to the next dollar (or next $10) to build a small
safety buffer. Rounding down is where people accidentally create a
shortfall that was avoidable.

Taking the RMD in pieces: You can satisfy the annual requirement
through one withdrawal or twenty. The IRS only cares about the
sum distributed by the deadline. If you plan to do multiple with-
drawals, track them like you're balancing a checkbook:

RMD required — withdrawal #1 — withdrawal #2 — - - - = amount still due

The most common “missed RMD” stories aren’t dramatic. They’re a
series of small withdrawals where someone thought they were done,
but they were $63.18 short.

Step 4: Apply the “reduction by one” method without losing the
thread

The “reduction by one” method is easy to describe and surprisingly
easy to mess up when life gets busy. The best way to keep it straight
is to treat your divisor like a membership card with a punch-out
number on it: you start with the correct factor, then you subtract 1.0
each year, reliably, without improvisation.

A clean way to document it is a mini-ledger you update once a year.
Here’s a simple template that fits neatly in your tax folder:
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Year Prior 12/31 balance | Divisor used | Notes
used
20XX | § . Starting  factor
from Single Life
table
20XX+1 | $ . Prior divisor mi-
nus 1.0
20XX+2 | $ . Prior divisor mi-
nus 1.0

The point isn't artistry—it’s continuity. If you ever need to explain
your numbers (to yourself, a tax pro, or an auditor), this little grid
is pure gold: it shows what you used, when you used it, and how
you carried the factor forward.

A worked example that feels like an inherited IRA in the wild
Assume these facts:
e You're required to take annual beneficiary RMDs under a life-
expectancy method.
e The inherited IRA was worth $420,000 on last December 31.
e Your correct life-expectancy factor for this year (your “divi-
sor”) is 27.4.
Your RMD is:
$420,000 + 27.4 = $15,328.47

If you like a cushion, you might withdraw $15,330 or $15,350. If
you plan to take it quarterly for cash-flow reasons, you could target
$3,833 each quarter and then true-up in December.

Now fast-forward one year. Suppose the account’s 12/31 balance is
$445,000 (markets were kind, you didn’t withdraw much beyond the
RMD, or you reinvested in taxable accounts). Your divisor for the
next year under “reduction by one” becomes 26.4. The new RMD is:

137



Compliance, Calculations, and Tax Reporting

$445,000 + 26.4 = $16,856.06

Notice what happened: the account went up and the divisor went
down. That’s a double push that makes RMDs grow faster than
many people expect. Even if the market is flat, the divisor keeps
shrinking. Your RMD tends to rise over time because the IRS is
steadily removing “time” from the denominator.

The hidden complication: multiple inherited accounts and the “ag-
gregation” instinct

People love simplification, and the brain immediately tries to do this:
“I'have three inherited IRAs—can’t I just total the RMDs and take one
withdrawal from whichever account is largest?”

Sometimes that instinct helps, and sometimes it creates a compliance
problem. The ability to aggregate RMDs depends on account type
and situation. Because inherited accounts can have different rule
sets, different decedents, and different starting factors, the cleanest
habit is:

e Calculate the RMD separately for each inherited account.

e Confirm whether aggregation is permitted for those specific
accounts before you take “one big withdrawal” from a differ-
ent account.

Why so cautious? Because the IRS doesn’t grade on your intent. If
Account A has an RMD of $9,000 and Account B has an RMD of
$4,000, withdrawing $13,000 from Account A might feel like you
“covered it.” But if the rules require the $4,000 to come from Account
B, you could be short on B even while taking out more than enough
in total.

If you want the convenience of fewer moving pieces, the safer move
is often administrative rather than mathematical: consolidate inher-
ited IRAs that are eligible to be consolidated (same decedent, same
beneficiary registration, same type) before leaning on aggregation
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logic. When consolidation isn't available or isn't worth the hassle,
build a spreadsheet that treats each account as its own lane.

Inherited 401(k) plans: same idea, different friction

The RMD math conceptually works the same way in an inherited
employer plan, but the friction comes from the plan’s administra-
tion. Plans often have their own distribution systems, their own
forms, and sometimes a narrower set of payout options. Even when
a divisor-based RMD applies, the plan may calculate and distribute
the RMD automatically—or require you to request it.

The practical takeaway: for an inherited 401(k), treat “Where do I
find the prior-year 12/31 balance?” as an early question, not a tax-
season question. Plans can be slower than IRA custodians, and the
last thing you want is to be negotiating paperwork in December.

A note on timing: the calendar is part of the calculation

The RMD amount is math; the RMD deadline is calendar law. People
mentally separate them (“I calculated it; I'll take it later”), and that’s
where trouble grows.

Two timing habits reduce errors:

o Calculate early, withdraw deliberately. Even if you plan to wait
until later in the year for tax planning, do the calculation early
so you're not doing division in a holiday week.

e Create a “true-up” window. If you take multiple withdrawals,
plan a final check in early December. That gives you time to
correct a shortfall and leaves room for custodian processing
delays.

The IRS doesn’t care that your brokerage took ten business days
to process a distribution because of a signature review. They care
whether the distribution happened on time.
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How to sanity-check your answer without turning it into an all-day
project

A good RMD calculation has a “smell test.” You don't need to re-do
the math three different ways; you just need to know whether the
number is in the right neighborhood.

Here are quick checks that work:

e Magnitude check: A divisor around 25 means your RMD is
roughly 4% of the prior-year balance. A divisor around 50
means roughly 2%. If your RMD is 12% and nothing special
is going on, something’s off.

e Trend check: If you're using a reduction-by-one divisor, the re-
quired withdrawal tends to inch upward over time, unless the
account value drops materially. If your RMD plunges while
the account balance stayed steady, confirm the divisor se-
quence.

e Divisor sequence check: If last year’s divisor was 27.4, this year’s
should be 26.4 under the reduction-by-one approach. If it’s
25.6, someone quietly switched methods or used the wrong
age-year pairing.

These checks are also how you catch a custodian estimate that
doesn’t match your facts. Custodian systems are good at arithmetic
and sometimes bad at context.

When the balance changes mid-year: the myth of “recalculating”

Once your RMD is determined using last December 31’s value, you
don't recalculate it just because:

e you moved the account to a new custodian,
e you changed investments,

e you took a withdrawal in March,
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o the market did a somersault in August.

Those events may change your remaining balance, your tax plan, and
your comfort level—but the RMD is still built on the prior-year snap-
shot. The only time “recalculate” enters the picture is if you discover
you used the wrong prior-year balance or wrong divisor and need
to correct the required amount.

Edge cases that create surprisingly common errors

Some inherited IRA mistakes aren’t made by people who “don’t un-
derstand math.” They’re made by people who understand the math
and quietly grabbed the wrong input.

Mistake 1: Using the wrong 12/31 balance because of a transfer

If you moved the inherited IRA from Custodian A to Custodian B,
your year-end statement might be at A, while your current logins are
at B. People then use B'’s first statement balance (often the transfer
date balance) instead of the prior-year 12/31 FMV.

Fix: pull the December statement from whichever custodian held the
account at year-end. If the transfer happened mid-year, the prior-
year 12/31 FMV still exists—you just have to retrieve it.

Mistake 2: Grabbing an “estimated RMD” that assumes the wrong
rule

Statements sometimes display an “RMD amount” without under-
standing whether you're in a situation that requires annual RMDs
or whether the account is being tracked correctly as inherited. A
number printed on letterhead can be emotionally persuasive. That’s
why it’s so dangerous.
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Fix: treat custodian estimates as a calculator, not an authority. Your
own calculation should match the estimate only if the inputs match
your facts.

Mistake 3: Forgetting the divisor sequence and going back to the
table

The reduction-by-one method is designed to prevent annual table
lookups. But many beneficiaries go back to the table anyway and
use a new factor tied to their current age. That “feels reasonable,”
which is why it happens.

Fix: once you've established the starting factor, maintain the se-
quence. Your divisor becomes an annual countdown, not a fresh
lookup.

A lightweight recordkeeping system that actually survives busy
years

You don't need a binder. You need a “proof packet” that could be
understood by someone who has never met you. Create a single
folder (digital or paper) and drop in:

o the prior-year 12/31 statement (or other clear FMV documen-
tation),

e your one-line calculation (balance, divisor, result),

e confirmation of each withdrawal (trade confirmation or distri-
bution notice),

e a running tally if you took multiple withdrawals.
The calm this creates is disproportionate to the effort. It also gives

you instant clarity if you change tax preparers, change custodians,
or inherit another account and need to keep the stories separate.
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Using the calculation as a planning tool (without turning it into a
guessing game)

Once you can compute the RMD cleanly, you can use it as a planning
anchor rather than a compliance chore.

Two practical uses:

o Withholding decisions: If you're going to take the RMD anyway,
you can decide whether to withhold federal tax from the distri-
bution rather than scrambling later with estimated payments.

o Bracket awareness: The RMD is the “floor” of taxable income
coming from the inherited account for the year (when annual
RMDs apply). If you're also taking additional withdrawals for
strategic reasons, knowing the floor helps you avoid acciden-
tally stepping into a higher bracket just because you weren’t
watching the cumulative total.

The RMD is rarely the optimal withdrawal amount by itself. It’s the
minimum required under the rules. But it’s a useful metronome: it
tells you what the IRS expects at a bare minimum, so any additional
withdrawals are a deliberate choice, not an accident.

The bottom line: correct inputs beat clever math

If you take only one idea into the next tax season, make it this: RMD
calculations reward boring discipline. Use the prior-year 12/31 bal-
ance. Use the correct factor. If you're in a reduction-by-one sequence,
keep the sequence. Round up if you want a safety margin. Document
what you did.

Do that, and the inherited IRA stops feeling like a trapdoor. It be-
comes what it actually is: a predictable annual computation that you
control—one clean number at a time.
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4.2 Trust, but Verify: Custodians vs. Your Re-
sponsibility

Custodians are excellent at moving money and terrible at knowing
your story. Their systems can calculate, with mechanical precision,
a number that is perfectly wrong for you.

That’s not an insult to the people on the phones. It’s a structural
fact. A brokerage firm sees account registrations, dates, and balances.
The IRS, meanwhile, cares about finer-grained realities: which rule
set applies to your inheritance, whether annual distributions are
required in your scenario, whether you're using a life-expectancy
method with a divisor that must be carried forward, and whether
multiple accounts trace back to different original owners. The cus-
todian might not even know the key facts needed to decide those
questions—yet it can still print an “RMD amount” in a neat little box
on your statement. That box is where expensive misunderstandings
begin.

Here’s the awkward truth that makes this worth your attention: even
if the custodian calculates an RMD, the taxpayer is ultimately re-
sponsible for taking the correct RMD amount. The IRS doesn’t grade
you on whose software produced the number. If the withdrawal is
short, the shortfall belongs to you.

What custodians must do---and what that does not mean

When an RMD is required, the custodian/trustee/issuer that held
the IRA at the end of the preceding year must either report the RMD
amount to you or offer to calculate it. That requirement is helpful,
but it's easy to misread it as a guarantee: “If they have to tell me,
then the number must be right.”

Think of it more like a weather app. A weather app is required to
show you the forecast. It isn't required to know whether you're hik-
ing a mountain or stepping outside for the mail. If you dress for
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the wrong activity, the app didn’t commit a crime—you just used
a general tool for a specific decision.

Custodian RMD disclosures are often built for the most common
paths. Your job is to notice when you're not on a common path.

Why a perfectly reasonable custodian number can be wrong

The simplest way to understand custodian errors is to picture the
data they don’t have, or don’t connect correctly.

They may not know which rule applies. The account may be coded gener-
ically as “beneficiary IRA,” but the underlying payout rule depends
on facts that aren’t always captured cleanly in the account profile.
If the system assumes a life-expectancy RMD when the applicable
rule is different (or vice versa), you get a number that looks official
and behaves badly.

They may not know what else you inherited. If you have multiple ben-
eficiary accounts—especially from different original owners—your
RMD “ecosystem” can’t be understood by looking at one account
statement in isolation. Custodians typically compute per account.
You are the only party who sees the full mosaic.

They may not track your divisor history. If your calculation uses a life-
expectancy factor carried forward year to year (the “reduction by
one” sequence), the correct divisor this year depends on the divisor
used last year. Custodians change platforms, merge companies, and
sometimes re-code accounts. Any break in continuity can reset the
divisor logic or trigger a fresh table lookup when the IRS expects a
carried-forward factor.

They may not know about quirks like basis. While basis (after-tax money
tracked on Form 8606) doesn’t change the RMD amount, it can
change how you experience the distribution and how carefully you
need to document tax reporting. A custodian can’t protect you from
double taxation just by printing an RMD figure.

145



Compliance, Calculations, and Tax Reporting

A practical way to keep all this straight is to separate two questions
that get tangled:

e “What number did the custodian compute?”

e “What number does the IRS require for my situation?”

When those numbers match, it’s a relief. When they don't, it’s not a
scandal—it’s a signal that you need to steer.

The most common mistake: mistaking arithmetic for compliance

Custodians rarely mis-divide. The spreadsheet part is usually fine.
The failure point is upstream: wrong inputs.

Here’s a classic mismatch scenario that looks harmless until you run
the math yourself. A custodian prints an RMD estimate based on
the prior year-end balance and a generic divisor. You accept it, take
the withdrawal, and move on. Later you discover the divisor should
have been carried forward from a prior year and reduced by one (or
that the rule set required annual distributions and you took none).
The arithmetic was accurate; the compliance was not.

This is why verifying your RMD is not “checking their math.” It’s
checking their assumptions.

A simple verification routine that fits on one page

You don't need to become a retirement-plan technician. You need a
repeatable routine that catches the big mistakes.

1) Confirm the balance source: prior 12/31 value from the right
place

Custodians can show several balances—current value, average bal-
ance, “as of” balance, statement ending value. Only one is the stan-
dard starting point for most RMD computations: the fair market
value on December 31 of the prior year.
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If you transferred the account during the year, the prior year-end
statement might be with the previous custodian. That’s how people
end up using the wrong balance while feeling completely confident.
Your login shows only the new firm’s history, so the prior year-end
number seems to vanish. It didn’t vanish; it moved.

2) Confirm the divisor logic: table lookup versus carried-forward se-
quence

If your RMD requires a life-expectancy factor, pin down whether
you are supposed to:

o look up a factor anew from the IRS Single Life Expectancy Ta-
ble, or

e use an established starting factor and then reduce it by one
each year.

When you're using the reduction-by-one method, write last year’s
divisor next to this year’s. If this year’s divisor is not last year’s mi-
nus 1.0, don’t assume the custodian found a “more current” number.
Assume something broke in the chain until proven otherwise.

3) Confirm the account classification: inherited registration, correct
original owner, correct beneficiary

Custodians sometimes carry forward data from the decedent’s ac-
count into the beneficiary account; sometimes they rebuild the pro-
file. Either way, confirm the basics: the account is coded as a ben-
eficiary account and tagged to the correct original owner. If two
siblings inherit separate accounts at the same firm, mix-ups can
happen—usually in good faith, and usually discovered late.

Small administrative errors create downstream calculation errors.
Fix the coding, and the numbers often fix themselves.
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4) Confirm the distribution tracking: partial withdrawals add up

If you take multiple withdrawals, create a running total that you
control. Don’t rely on the “remaining RMD” display on a website
portal unless you've tested it. Some portals track only distributions
labeled in a certain way, or only distributions from a certain sub-
account, or only those processed through a specific workflow. You
want a simple ledger that cannot misunderstand you.

A clean approach is to keep a running worksheet:

Date Gross withdrawal | Notes (RMD? ex- | Running total
tra?)
/] _ $__ $
/I $__ $

The goal is not to impress an auditor with your spreadsheet skills.
It’s to protect yourself from the most aggravating kind of mistake:
being short by a small amount because of a tracking glitch.

Why the IRS can still penalize you even when the custodian “told
you the RMD”

If there’s one emotional speed bump in inherited-account compli-
ance, it’s this: “But they printed the number. They even said ‘RMD.’
How can I be penalized?”

Because the RMD statement obligation is about disclosure, not a
warranty. It’s the IRS’s way of making sure you get a nudge (or a
number), not its way of shifting responsibility away from you.

If a shortfall happens, the penalty framework doesn't ask, “Did the
custodian mislead you?” It asks, “Did you take the required distri-
bution?” That’s why verification isn't paranoia; it’s self-defense.
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The paperwork illusion: “The IRS already knows, so I'm fine”

Custodians report to you and to the IRS, but not in a way that creates
a comforting, real-time scoreboard.

Two forms create a lot of confusion:

Form 1099-R. This is the form you typically receive early in the year
showing distributions and any federal withholding. It’s the “money
left the account” receipt.

Form 5498. This is an IRA information return filed by the custodian.
It reports IRA contributions and the year-end fair market value, and
it can include RMD indicators. Here’s the part that spooks people:
Form 5498 often arrives in late May, long after many taxpayers have
filed.

That timing gap makes people draw the wrong conclusion: “If Form
5498 arrives later, maybe the IRS isn’t tracking this closely.” The
IRS is tracking it; it’s just not sending you a live dashboard. The
reporting is fragmented, and the forms don’t automatically reconcile
themselves in your favor.

Treat the forms as separate puzzle pieces:

e 1099-R answers, “What came out, and what was withheld?”

e 5498 answers, “What was the account worth at year-end, and
what did the custodian report about contributions/rollover-
s/RMD indicators?”

A clean compliance file includes both. And when Form 5498 shows
up late, don’t panic and amend reflexively. File it, reconcile it, and
only change your return if the numbers truly alter what you re-
ported.

The “helpful” custodian message that should make you cautious

Some of the most dangerous words in retirement-account adminis-
tration are: “Don’t worry—we calculate it for you.”
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It’s comforting, and it’s partially true. Many custodians will calculate
an RMD amount or offer to do it. The problem is that “calculate”
is not the same as “apply the right inherited-account rule to your

facts.”

When you hear that phrase, the right mental response is:

“That’s great. Tell me exactly what balance and divisor
you used, and what assumptions your system is mak-

ing.

”

If the representative can’t explain the assumptions, that doesn’t
make them unqualified; it makes the system opaque. And opaque
systems are why you keep your own records.

How to ask better questions (and get answers that are actually us-
able)

Phone calls with custodians often go sideways because the questions
are too broad. “What’s my RMD?” invites a one-number answer. You
want inputs and labels.

Questions that tend to produce usable clarity:

e “What prior-year December 31 fair market value are you using
for the calculation?”

e “What life-expectancy factor (divisor) is the system applying,
and is it carrying forward a prior-year factor or doing a fresh
table lookup?”

e “Is this account coded as a beneficiary account tied to the orig-
inal owner’s name and date of death?”

o “IfI take multiple withdrawals, does your portal track progress
toward satisfying the requirement automatically, and how
does it decide what counts?”

You'll notice these questions don’t ask the custodian to interpret the
law. They ask the custodian to reveal what the system is doing. Once
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you know the system’s behavior, you can compare it to what the IRS
requires in your situation.

When custodian numbers disagree: treat it like a smoke alarm

Sometimes you'll see two different “RMD” numbers from the same
custodian—one on a statement, another on the website, a third from
a representative. That’s not rare. Different channels can pull from
different databases, updated on different schedules, with different

assumptions.

When numbers disagree, don’'t average them. Don’t pick the smallest
because you’d rather keep money invested. Treat the disagreement
like a smoke alarm: it doesn’t prove there’s a fire, but it proves you
should check the kitchen.

A practical response is to fall back on your own computation method
and documentation. The more your own recordkeeping resembles
an audit trail—prior-year 12/31 balance source, divisor source, divi-
sor sequence, and withdrawals—the less you depend on whichever
custodian screen happens to be showing that day.

The audit-proof habit: build a “why this number” memo once a year
A strong compliance posture doesn’t require paranoia; it requires a
simple narrative.

Once a year, create a short memo (a few bullet points is fine) answer-
ing:
e What was the prior-year 12/31 balance, and where is the state-

ment showing it?

e What divisor did you use, and why is it the correct one for your
situation?

e What total distributions did you take during the year that
count toward the requirement?
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This memo does two quiet miracles:

e It forces you to confirm the inputs before money moves.

e It makes future-you incredibly grateful, especially if you
switch tax preparers or consolidate accounts.

Most “RMD drama” is not about complicated law. It's about missing

documentation and fuzzy memories.

A cautionary tale in one paragraph (and why it happens so often)

A beneficiary inherits two retirement accounts at two different cus-
todians. One custodian shows an RMD estimate; the other does not.
The beneficiary assumes the visible RMD is “the RMD,” takes it, and
moves on. Later, they learn that both accounts had their own re-
quired distributions, and one was missed entirely. No fraud, no wild
spending—just a reasonable assumption that a professional-looking
number was comprehensive. This is exactly the kind of mistake that
disappears when you adopt the rule: compute per account, document
per account, withdraw per requirement.

The practical bottom line: use the custodian like a calculator, not
like a referee

Custodians play an essential role. They hold the assets, process the
distributions, produce year-end values, and report what left the ac-
count. They’re also required, when an RMD is required, to either
report the RMD amount to you or offer to calculate it. That’s real
help.

But the IRS draws the line in a place that surprises people: it expects
you to ensure the withdrawal is correct and timely. That expectation
isn’t moral; it’'s mechanical. Your name is on the return. Your SSN is
on the form. Your bank account receives the distribution. The respon-
sibility follows the money.
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So the best working relationship with a custodian is a healthy one:
appreciative, organized, and skeptical in the right way. Take their
number seriously—and then verify it like the cost of being wrong is
real, because it is.

4.3 Staying Ahead of the Tax Bill: Withhold-
ings and Estimated Payments

The IRS has an underappreciated personality trait: it doesn't just
want its money eventually. You can file a flawless return in April and
still get dinged if the taxes that were supposed to be paid during the
year arrived late. That’s why beneficiaries can feel whiplash: the dis-
tribution itself is straightforward, but the timing of the tax payments
turns into a second project with deadlines.

A large retirement-account distribution is like turning on a
high-pressure hose in your financial life. The water is yours.
The spillover—underpayment penalties, surprise balances due,
frantic January scrambling—comes from not controlling where the
pressure goes.

Withholding vs. estimated payments: two tools, two very different
vibes

There are two main ways to prepay federal income tax on distribu-
tions:

e Withholding is tax taken out of the distribution by the payer
before the money reaches you.

e Estimated payments are checks (or electronic payments) you
send to the IRS during the year, typically using Form 1040-ES
as the organizing framework.

Both accomplish the same basic goal—prepaying your eventual tax
bill—but they feel different in day-to-day life. Withholding is auto-
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matic once you set it up. Estimated payments require active follow-
through, which is fine for planners and a nightmare for busy hu-
mans.

Most beneficiaries end up using a blend: withholding for simplicity,
estimated payments for fine-tuning.

The sneaky default: why “they withheld something” can still be
wildly insufficient

Many beneficiaries assume the custodian will “withhold the right
amount.” That’s comforting, and it’s often wrong.

Nonperiodic retirement distributions (common for beneficiary with-
drawals) generally default to 10% federal withholding unless the
payee elects another rate; payees can request 0%—100% withholding
using Form W-4R. The default is designed to be a middle-of-the-road
nudge, not a customized solution.

If you're in a 24% marginal bracket (or higher), a 10% default with-
holding can leave a crater that only appears when you do your re-
turn. You can be staring at a $200,000 distribution and thinking,
“They withheld $20,000; that seems substantial,” while your even-
tual federal tax on that income is closer to $45,000—$70,000 depend-
ing on your full-year income picture. The numbers are big enough
that the error hides in plain sight.

That “10% problem” gets sharper in the year-ten scenario: the distri-
bution can be so large that the under-withholding isn't a nuisance;
it’s a cash-flow emergency.

Form W-4R: the underrated steering wheel

Form W-4R is the form that tells the payer how much federal income
tax to withhold from nonperiodic payments and eligible rollover dis-
tributions. In plain terms, it’s how you upgrade from “default mode”
to “I meant to do that.”
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The range is broader than most people expect: you can request
withholding at any rate from 0%—100% using Form W-4R (sub-
ject to the payer’s procedures for implementation). That means you
can treat your distribution like a tax-payment vehicle. If you know
you're going to owe a large amount anyway, you can purposely over-
withhold on a big withdrawal to cover other income sources—wages,
a spouse’s bonus, a pile of dividends—without sending separate es-
timated payments.

This is not a loophole; it’s the system working as designed. With-
holding is one of the IRS’s favorite ways to be paid because it’s pre-
dictable and hard to “forget.”

The 20% withholding shock: when “rollover distribution” rules sur-
prise people

There’s another withholding rule that tends to hit beneficiaries emo-
tionally: eligible rollover distributions are generally subject to 20%
withholding unless the distribution is paid as a direct rollover to an
eligible retirement plan (including an IRA).

If you've ever watched someone request a distribution payable to
themselves and then discover that 20% got lopped off before the
check arrived, you understand the pain. The intent might have been
benign—"I'll deposit it and then move it"—but the withholding hap-
pens at the source when it’s treated as an eligible rollover distribu-
tion that wasn't directly rolled over.

The key takeaway for planning is not “avoid withholding at all costs.”
It’s to recognize that the method of payment can change the withhold-
ing treatment. When a distribution is payable to you, mandatory
withholding rules can kick in. When a payment is structured as a
direct rollover (when permitted), the withholding outcome can look
very different.

Even when a direct rollover isn’t part of your plan, understanding
the 20% rule helps you interpret what shows up in your cash account
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and on Form 1099-R later. It also reinforces a broader lesson: the
custodian’s operational workflow can create tax consequences, not
just report them.

Estimated payments: the IRS's “pay-as-you-go” discipline in four
acts

Estimated taxes are computed/paid using Form 1040-ES; Publica-
tion 505 is the primary IRS consumer resource for coordinating with-
holding and estimated payments and avoiding underpayment is-

sues.

That’s the official scaffolding. The practical reality is simpler: es-
timated payments are your way of making sure the IRS receives
enough during the year, even if your income arrives in irregular
bursts.

Estimated payments shine when:
e your distributions are irregular (one large withdrawal instead
of a steady monthly amount),

e you can't or don't want to withhold enough from the distribu-
tions themselves,

e you want to spread the tax pain across the year instead of get-
ting ambushed at filing time.

They can also be psychologically useful. Sending money quarterly is
a way of admitting, “This withdrawal has consequences.” It turns a
future problem into a present habit.

The year-ten cash-flow trap: when the biggest mistake is waiting
too long to plan

If you're emptying the account in the tenth year, the most dangerous
moment may be before you withdraw anything—when you decide to
“deal with the taxes later.”
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Year ten is when two timers can converge:

e The distribution deadline is fixed.

e The tax-payment schedule is already running.

If you wait until November or December to take a very large distribu-
tion, you may have only weeks left to arrange adequate withholding
or to make estimated payments without creating a mess. The distri-
bution itself might take time to process. The withholding election
might not be applied if the paperwork is late. And you can’t mail
a quarterly estimated payment for a quarter that has already ended
and expect the IRS to treat it like you paid on time.

This is how penalties happen to responsible people: not because they
refused to pay, but because they tried to pay on a schedule the IRS
doesn’t use.

A more comfortable approach: treat year ten like a project with mile-
stones

A practical year-ten routine looks like this:

o Early-year estimate: Roughly forecast the distribution amount
and the tax it will trigger. You don’t need perfection; you need
a ballpark.

o Choose a payment method: Decide whether you'll cover most of
the tax through withholding, estimated payments, or a blend.

o Mid-year check: Update your estimate if your income changed
(job change, spouse’s income shift, unusually large capital
gains).

o Execution window: Leave enough calendar room to process the
distribution and the withholding election cleanly.

The magic is not the math; it’s the timing buffer. A distribution
planned in March gives you options. A distribution planned in De-
cember gives you a deadline and a headache.
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A bracket-shock example: how the default withholding misleads

Consider a beneficiary with a strong salary who decides to take a
$180,000 distribution in one year to keep things “simple.” The cus-
todian applies default 10% withholding because it’s a nonperiodic
distribution and no election was made. $18,000 is withheld.

That $18,000 might feel like a decent prepayment. The problem
is that the additional income can land in high marginal brackets.
The federal tax attributable to that distribution could easily exceed
$18,000 by a wide margin. When April arrives, the beneficiary dis-
covers they owe a large balance, and they may also face an underpay-
ment penalty because the IRS wanted the money during the year.

Now the fix: the beneficiary submits Form W-4R to increase with-
holding on the next distribution, requesting (for example) 25% or
30% federal withholding. Alternatively, they make an estimated pay-
ment tied to the distribution using the Form 1040-ES approach. Ei-
ther method turns “surprise” into “scheduled.”

The point isn’t that the beneficiary made a reckless choice. It’s that
the default withholding is not a tax calculation; it’s a default.

The “withholding as a tax payment hack” strategy (and why it works)

There’s a reason many tax professionals like withholding: it’s oper-
ationally elegant. You can adjust withholding on a distribution late
in the year and still cover a lot of your annual tax obligation without
writing multiple estimated-payment checks.

This isn't about gaming the system. It's about using the system’s own
machinery:

e Withholding happens at the source.

e It's recorded on Form 1099-R.

e It reduces what you owe when you file, and it can help avoid

underpayment problems.
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If you're the kind of person who hates quarterly estimated payments,
a thoughtfully high withholding rate on a planned distribution can
be your workaround. You're still paying the IRS on time; you're just
paying through a channel that doesn’t rely on your calendar disci-
pline.

One caution: don’t let “I'll just withhold a lot” become a substi-
tute for basic forecasting. Over-withholding is not a tragedy—it’s
a forced savings plan that may come back as a refund—but it can
strain cash flow if you need that money for living expenses. The
sweet spot is withholding that’s intentionally high enough to pre-
vent a nasty balance due, without starving your monthly budget.

Quarterly estimated payments: operational tips that prevent small
mistakes from turning into penalties

Estimated payments are not hard; they're just easy to mishandle. A
few operational habits make them feel far less fragile:

Tie payments to actual cash events. If you're planning two large distribu-
tions, consider making two estimated payments shortly after those
distributions. It aligns the tax payment with the moment you actu-
ally received the money, which is psychologically and practically
easier than paying out of salary cash flow.

Keep proof of payment. Estimated payments are not theoretical. Save
confirmation numbers and receipts, and file them with your year-
end tax documents. If you ever need to reconcile what you paid,
future-you deserves a clean trail.

Don'’t confuse “owing at filing” with “penalty risk.” You can owe money
in April and still be penalty-free if you prepaid enough during the
year. You can also get a refund and still have been at risk if payments
were mistimed. This is why Publication 505 exists: it’s less about the
total tax and more about the timing.
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State taxes: the second layer many people notice too late

Federal planning gets the spotlight, but state tax withholding can be
just as awkward—especially if:

e your state has its own withholding defaults,
e you moved states mid-year,

e your state requires estimated payments and you ignore it while
focusing only on the IRS.

The operational lesson is simple: when you elect federal withholding
on a distribution, check whether you're also electing state withhold-
ing (or whether you need to handle state estimates separately). A
surprise state balance due is the kind of annoyance that ruins an
otherwise clean plan.

Reconciling to reality: Form 1099-R is the scoreboard for what ac-
tually happened

At year-end, the question stops being “What did I request?” and
becomes “What did the payer report?”

Form 1099-R is where the payer-reported federal income tax with-
held is shown; beneficiaries should reconcile withholding elections
to what actually happened on the 1099-R. This matters because with-
holding elections aren’t always implemented perfectly. Paperwork
can be processed late. A distribution can be coded differently than
expected. A change can apply to the next distribution, not the cur-
rent one.

When Form 1099-R arrives, do a quick reconciliation:

e Total distributions shown vs. your records

e Federal withholding shown vs. what you expected based on
Form W-4R elections
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If something is off, it doesn’t automatically mean the custodian made
an error—but it does mean your tax return should reflect the reported
facts, and you should keep documentation supporting your records.

The biggest mental upgrade: taxes are part of the distribution deci-
sion

Beneficiary withdrawals are often framed as a choice about invest-
ments and timelines. The tax-payment mechanics make it clearer:
every distribution is also a decision about how and when you pay for
that income.

If you build the habit of pairing each planned withdrawal with one
sentence—"Here’s how I'm prepaying the tax on this”"—you’ll avoid
the most common failure mode: getting the distribution right and
the tax timing wrong.

And when year ten arrives, that habit stops being a nice-to-have and
becomes the difference between a controlled exit and a frantic scram-
ble.

4.4 The Alphabet Soup of IRS Forms

Tax forms have a way of making intelligent people feel like they've
wandered into the wrong meeting. A beneficiary opens the mailbox,
sees 1099-R, 56498, maybe a mysterious code in a tiny box, and the
brain goes to a dark place: “If I misunderstand this, am I about to
commit tax fraud?”

Most of the drama is psychological. The forms are not trying to trap
you; they're trying to create a paper trail the IRS can match against
your return. The trick is learning which documents are instructions
(or hints), which are receipts, and which are repair tools. Once you
sort them into those buckets, the alphabet soup turns into a grocery
list.
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The core idea: forms are not advice, they're evidence

A custodian's statement might feel like guidance, but the IRS forms
are closer to surveillance camera footage. They record what hap-
pened (or what the payer thinks happened). Your tax return is your
narrative. When the narrative and the footage match, nobody asks
questions. When they don't, you want to be the person holding the
timestamped receipts.

That's why a beneficiary's best move is to treat each form as a specific
kind of evidence:
e Evidence that money left the account and how it was coded
(1099-R).
e Evidence of year-end value and certain administrative flags
(5498).

o Evidence that you handled special situations correctly (8606).
e Evidence that you fixed a shortfall and requested relief (5329).

Keep that frame in mind and the rest becomes much less spooky.

Form 1099-R: the receipt that actually drives your tax return

Form 1099-R is the primary tax form the beneficiary receives show-
ing IRA /plan distributions and federal withholding (payer issues it;
beneficiary uses it to prepare the income tax return).

That one sentence explains why Form 1099-R is the form you pay
attention to first. If money came out of a retirement account and hit
your bank account (or went to a tax withholding payment), it will
typically show up here. It's the IRS's most basic question, answered
on one page: How much did you take, and how much tax was withheld?

A few practical realities make Form 1099-R more important than it
looks:

It's the source of truth for withholding. You may have filled out Form
W-4R, or told the custodian “withhold 25%,” or clicked a checkbox
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online. None of that matters at filing time as much as what actually
got withheld. The payer reports the federal income tax withheld on
Form 1099-R, and that's the number your return needs to reflect.

It's also a consistency check on your own records. Beneficiaries often
take multiple withdrawals—some intended to satisfy an annual re-
quirement, some “extra” for planning, some accidental. Form 1099-R
pulls them together into a total. If your personal ledger says $38,500
came out and the 1099-R says $43,500, you don't have a math prob-
lem; you have a missing event. It could be a late-December distribu-
tion you forgot about, a check that was reissued, or a distribution
that went to a different bank account. Either way, that discrepancy
is a bright, useful warning.

Distribution codes can look like secret messages. Form 1099-R typically
includes a distribution code in a small box. Those codes matter be-
cause they tell the IRS (and your tax software) what kind of distri-
bution was reported. You don't need to become fluent in all codes
to use the form correctly, but you do want to notice when the code
doesn't fit your story. If you expected a beneficiary distribution and
the form is coded like something else, treat it as an administrative
issue to resolve quickly—because the payer, not you, controls what
gets transmitted to the IRS.

One more quiet point: Form 1099-R isn't always “wrong” when it
surprises you. Many times, it's your memory that's wrong. This is
why the form is such a powerful stabilizer: it anchors your return to
reported reality.

Form 5498: the late-arriving form that makes people panic for no
reason

Form 5498 is an IRA information return filed by the custodian; often
delivered after tax season and generally not required to file the re-
turn; includes contribution/rollover/conversion info and year-end
fair market value and can include RMD indicators (per IRS 1099-
R/5498 instructions).
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Form 5498 is the form that shows up when you're least emotionally
prepared to receive more tax paperwork: late spring, long after you
filed, when you're trying to forget the word “deduction” exists.

The timing is normal. It's late because it reports year-end informa-
tion and contributions/rollovers/conversions that may be finalized
on a schedule that doesn't align with individual filing deadlines.

Two ways to use Form 5498 without spiraling:

Treat it as an archival document. In most cases, you don't attach it to
your return. You file it in your records. It's a “confirm the facts” doc-
ument, not a “you forgot something” document.

Use it to reconcile the prior-year 12/31 value. That year-end fair market
value can be a nice backstop for your RMD calculations and records.
If your year-end statement and Form 5498 disagree, don't assume
a scandal. Start by confirming you're looking at the same account
and the same year. Custodians have a talent for subtle labeling dif-
ferences, especially if accounts were transferred or re-registered.

The phrase “can include RMD indicators” is another source of need-
less anxiety. An indicator is not an enforcement action. It's an admin-
istrative flag that the custodian reports. It may be accurate; it may be
generic; it may lag. If the indicator doesn't match your understand-
ing, treat it like a prompt to verify your rule set—not a verdict.

A mailbox workflow that keeps you sane

Beneficiaries often do this backward: they wait for every form to
arrive, then try to do taxes as a single, exhausting event. A better
approach is to give each form its job and stop expecting them to
arrive as a complete set.

A practical workflow looks like this:

o January-March: Use Form 1099-R to prepare your return, rec-
onciling distributions and withholding.
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e Late spring: File Form 5498 in your records, confirm year-end
fair market value, and keep it as support documentation.

That's not a rigid rule, just a sanity-saving rhythm. It also reflects
reality: Form 1099-R is for filing; Form 5498 is for documentation
and reconciliation.

Form 8606: the “don't get taxed twice” form that is easy to miss

Form 8606: tracks basis in traditional IRAs and determines taxable
vs. nontaxable portions of distributions when basis exists; separate
8606 may be required for IRAs inherited from different decedents
(per 8606 instructions).

Basis is one of the least glamorous topics in retirement planning,
which is why it ambushes people. Basis is simply after-tax money
inside a traditional IRA—often created when someone made nond-
eductible contributions. That money has already been taxed once.
Without Form 8606, it's disturbingly easy to pay tax on it again.

Here's how the double-taxation mistake happens in the wild:

e The decedent made nondeductible contributions years ago.
e The beneficiary inherits the account.

o The beneficiary takes a distribution and reports it as fully tax-
able because the 1099-R doesn't “announce” basis in a way that
forces the issue.

e The basis portion is taxed again, quietly, forever.
Form 8606 is the antidote. It's the form that says, “Part of this distri-

bution is a return of already-taxed money.” It determines the taxable
vs. nontaxable portions when basis exists.

Two details make Form 8606 especially relevant for beneficiaries:
Basis doesn't magically disappear because the account changed hands. If

the IRA includes basis, the beneficiary inherits that complexity along
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with the assets. There's no shame in this; it's just accounting. But it's
accounting that saves real dollars.

Keep inherited accounts separated by decedent when basis is involved. The
instructions matter here: a separate Form 8606 may be required for
IRAs inherited from different decedents. This makes sense if you
think about it—basis is tied to the original contributor's history. Mix-
ing histories is how you lose track of what was taxed already.

If you suspect basis exists but don't know, look for clues: prior-year
tax returns showing nondeductible IRA contributions, prior Form
8606 filings, or notes from the decedent's tax preparer. If the paper-
work is missing, you may still be able to reconstruct it, but it's not a
fun scavenger hunt. This is one of those moments where paying for
professional help can be cheaper than paying unnecessary tax for
the next decade.

Form 5329: the repair form (and the place where forgiveness is re-
quested)

Form 5329: used to report additional taxes on qualified plans/IRAs
and to request a waiver for missed RMD penalties due to reasonable
error while taking steps to fix the shortfall (per Form 5329 instruc-
tions).

Form 5329 is what you reach for when the tidy plan didn't happen. A
missed or short RMD can trigger an additional tax, and Form 5329 is
the mechanism for reporting it. More importantly, it's also where you
ask the IRS to waive that additional tax when the shortfall was due
to reasonable error and you're taking reasonable steps to remedy it.

That phrase—rteasonable error—is doing a lot of work. It's the IRS
acknowledging that compliance isn't always clean, especially when
beneficiaries are dealing with grief, administrative delays, confusing
guidance, or plain human forgetfulness.

Form 5329 matters because it turns a mistake into a process:
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e quantify the shortfall (what should have been taken vs. what
was taken),

o correct the shortfall (take the missing amount),

e explain why it happened and why the penalty should be

waived.

Notice the tone: thisisn't “lawyer up.” It's “fix the problem and docu-
ment the fix.” Beneficiaries who handle it promptly and cleanly tend
to fare better than those who avoid it and hope the IRS never notices.

One more practical note: the corrective distribution you take to fix a
shortfall will generally produce its own reporting trail. You'll see it
in your account history and, in due course, on a Form 1099-R for that
year. That's why keeping a “repair packet” in your records—notes,
dates, confirmation of the corrective withdrawal, and copies of filed
forms—is such a smart habit. It keeps the narrative coherent.

Form 1040-ES: the quiet form that prevents a loud penalty

Form 1040-ES: tool for computing and paying estimated taxes when
inherited IRA withdrawals create a tax gap; Publication 505 is the
deeper explainer on estimated tax and withholding.

Form 1040-ES isn't about retirement accounts specifically, but it be-
comes relevant fast when distributions are large and withholding
didn't keep up. It's the IRS's standardized way of saying, “If you're
not having enough withheld, here's how you calculate and send pay-
ments during the year.”

The reason this matters for beneficiaries is emotional, not mathemat-
ical. People often treat tax payments as something that happens at
filing time—one big reckoning in April. Estimated taxes break that
fantasy. They force you to pay closer to when the income happens.

Form 1040-ES gives structure to that discipline:

e it organizes your estimated tax calculations,
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e it provides vouchers and guidance for paying during the year,

e it helps you avoid the specific misery of discovering you owe a
large balance and an underpayment penalty at the same time.

Publication 505 is where the deeper rules live—how withholding
and estimated payments interact, how to avoid underpayment is-
sues, and the broader “pay-as-you-go” system. You don't need to
read it like a novel, but it's the right reference when your situation
includes a large, irregular distribution.

What to save vs. what to file: a practical sorting rule

A beneficiary's filing season gets easier when you stop treating every
form as equally urgent. Here's a clean sorting approach aligned with
how these forms behave in practice:

e File with your return (when applicable): Form 8606 (if basis ex-
ists), Form 5329 (if you're reporting an additional tax or re-
questing a waiver), and anything else triggered by your facts.

e Use to prepare your return: Form 1099-R. This one usually drives
the income and withholding entries.

e Save for records /reconciliation: Form 5498. Useful, often late, gen-
erally not attached to your return.

o Use during the year: Form 1040-ES if you're making estimated
payments.

This sorting rule does something subtle: it prevents “late mail” from
turning into “late panic.” When Form 5498 arrives in May, you'll
know exactly what it is—documentation, not an accusation.

A final reality check: the forms won't do the thinking for you

The IRS form system is thorough, but it isn't tailored. A Form 1099-
R won't warn you that withholding was too low for your bracket.
A Form 5498 won't tell you whether the custodian's RMD indicator
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aligns with your particular payout rule. A Form 8606 won't appear
automatically just because basis exists; it appears because you (or
your preparer) file it.

That's not a flaw. It's simply how a mass tax system works.

The reward for learning this alphabet is that you stop feeling pushed
around by paperwork. Each form becomes a tool with a specific pur-
pose: record the distribution, confirm the account's year-end facts,
protect after-tax basis from being taxed twice, fix errors cleanly, and
keep tax payments on schedule. When you know which is which, the
whole process gets lighter—still serious, but no longer mysterious.

4.5 Oops: How to Fix Common Inherited IRA
Mistakes

Mistakes with beneficiary accounts have a special sting because they
feel moral. You're already dealing with family history and paper-
work, and then the tax code shows up with a stopwatch. Miss some-
thing, and it's easy to spiral into: “I blew it. Now what?” The more
useful frame is simpler: most errors are fixable, and the IRS has a
process for fixing them. The sooner you switch from regret to reme-
diation, the cheaper the lesson tends to be.

The biggest practical advantage you have is time—time to correct,
document, and file the right form. The biggest practical enemy is de-
nial: letting a small error sit until it hardens into a year-end problem,
and then into a letter.

First rule of repairs: stop guessing and write down the facts

Before you do anything else, collect a clean set of facts. Not interpre-
tations, not “I think,” but the kind of specifics that survive a phone
call, a tax-prep meeting, or an audit.

Write down:
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o the year the error occurred,

e what you believe was required (annual required amount, or
end-of-window deadline),

e what you actually withdrew (dates and gross amounts),

e what was withheld (federal and state),

e what the payer reported (Form 1099-R once issued).
This list does something calming: it turns “a mistake” into an engi-
neering problem. Engineering problems have steps.

One warning, because it's a common trap: tax-document reconcili-
ation errors are common. You must match what you actually with-
drew and had withheld to what appears on Form 1099-R; correc-
tive distributions and withholding changes show up through payer
reporting (1099-R) and should be documented contemporaneously.
In other words, don't fix something in silence and hope the paper-
work magically aligns. Make sure your fix has a paper trail.

Mistake #1: You missed (or shorted) an annual required distribution
This is the classic. It usually happens in one of two moods:

o The quiet oversight: you thought you took enough, but you were
a few hundred (or a few dollars) short.
o The rule misunderstanding: you believed no annual distribution

was required in your situation, then learned later that it was.

The repair sequence is usually straightforward:

Step 1: Calculate the shortfall precisely

Determine the required amount for the year, then subtract what you
actually distributed by the deadline. The difference is the shortfall.
If you took multiple withdrawals, use your own ledger and the cus-
todian's transaction history to reconcile.
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If the shortfall is tiny, resist the urge to shrug it off. A small miss is
still a miss, and small misses are the easiest to fix cleanly.

Step 2: Take a corrective distribution as soon as you discover the
problem

The IRS wants to see reasonable steps to remedy the shortfall. “Rea-
sonable steps” begins with taking the money out—promptly. The
longer you wait, the less sympathetic the story becomes.

If you're fixing this in the following year, that corrective distribution
will be reported in the year you took it (via Form 1099-R for that
year). That's fine. Your job is to keep your records clear: the distribu-
tion is a correction for the earlier year's shortfall.

If the corrective distribution will create a meaningful tax bill, you can
pair it with withholding (Form W-4R) or an estimated payment plan.
Don't let “I'm worried about the tax” become a reason to avoid the
correction. The tax is manageable; the compliance problem grows.

Step 3: Use Form 5329 to report and resolve the additional tax (and
ask for a waiver)

Form 5329 is where the IRS expects you to address missed/short
required distributions. The key fact that makes this process worth
doing properly: Form 5329 instructions explicitly allow IRS waiver
of the additional tax if the shortfall was due to reasonable error and
the taxpayer is taking reasonable steps to remedy it—this is the foun-
dation for the fix-it playbook.

That “waiver” language is your opening. It's the IRS acknowledging
that a penalty isn't always the right outcome when someone made
a reasonable mistake and then acted responsibly.

Mechanically, Form 5329 is where you report the additional tax on
the shortfall unless you're requesting a waiver. The waiver request
is typically accompanied by a statement (often called a reasonable-
cause explanation) describing:
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e what happened,
e why it was a reasonable error,

e what you did to fix it (including the date and amount of the
corrective distribution),

e what you'll do to prevent recurrence (for example, setting re-
minders, confirming divisor sequences, or adjusting custodian
instructions).

Tone counts. This is not a courtroom drama. A concise, factual, adult
explanation tends to beat a long, emotional letter. You're not trying
to be poetic; you're trying to be credible.

A reasonable-cause explanation: what makes it persuasive

A good reasonable-cause statement has the flavor of a pilot's incident
report: calm, specific, corrective.

Include:
o The error trigger: “I misunderstood the annual distribution re-
quirement for my situation,” or “I relied on a custodian esti-
mate that did not reflect my correct divisor sequence,” or “I

had multiple beneficiary accounts and mistakenly believed the
distribution from one satisfied all obligations.”

o The timeline: When you discovered the error and when you
corrected it.

e The fix: Date and amount of the corrective distribution.

o The prevention step: A concrete change in your process, such as
keeping an annual RMD worksheet or confirming withholding
and totals against Form 1099-R.

Avoid:

e blaming the custodian in a way that suggests you're still out-
sourcing responsibility,
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e vague statements like “I was busy,”

o defensive essays.

The IRS is looking for responsibility, not brilliance.

Mistake #2: You didn't take a distribution in 2024 and you're wor-
ried about penalties

This is where timing and guidance changes make repairs trickier.
Transition relief matters: Notice 2024-35 provides relief for certain
“specified RMDs"” for 2024, and final regulations apply for years
beginning on or after January 1, 2025—meaning the right fix can
depend on the year of the missed distribution and the decedent's
year of death.

In plain English: 2024 is not “just another year.” Depending on your
fact pattern, you may be in a group that the IRS treated differently
for that year.

The practical move is not to assume relief applies, and not to assume
it doesn't. The practical move is to identify whether your missed amount
is a “specified RMD” under Notice 2024-35 and keep documentation
supporting your conclusion.

If you fall under the relief described in the notice, the penalty out-
come may be different than in a normal year. If you don't, you're
back to the usual repair playbook: corrective distribution, Form 5329
as needed, and a reasonable-cause explanation where appropriate.

The most important mindset shift here is to stop relying on “I heard
there was relief” as a plan. Relief is fact-specific. Treat it like a legal
coupon: valuable, but only if it applies to your purchase.

Mistake #3: You reported a distribution as fully taxable, then discov-
ered the account had basis

This is the mistake that irritates people the most because it's so avoid-
able and so invisible. Basis/bad reporting mistakes are common: if
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an inherited IRA includes basis, failure to file the right Form 8606
(including separate 8606 for separate decedents) can cause double
taxation.

This often shows up months or years later:

e A sibling finds the decedent's old tax file and discovers Forms
8606.

e A prior preparer mentions nondeductible contributions.

o A late Form 5498 or account history jogs the question: “Was
any of this after-tax?”

When basis exists, Form 8606 is how you prevent paying tax twice.
Depending on timing and what was filed, the fix may involve fil-
ing a Form 8606 consistent with the IRS instructions and retaining
supporting documents. If you already filed a return that treated the
distribution as fully taxable, you may need to correct that return.
The details of amendment mechanics depend on your circumstances
and timing; the key point is conceptual: basis is not a trivia fact. It
changes the taxable portion.

Two discipline habits prevent this mess:
o Keep inherited accounts tied to separate decedents as separate
“tax stories,” particularly when basis is involved.
e Don't assume Form 1099-R reveals basis. It generally doesn't

in a way that saves you automatically.

If you're unsure whether basis exists, look for evidence rather than
guessing. Missing basis documentation is a solvable problem; guess-
ing wrong is how people overpay for years.
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Mistake #4: You took the “right” distribution, but the tax paperwork
doesn't match

Sometimes the money moves correctly, but the reporting trail looks
wrong. That's when anxiety spikes: “If the 1099-R is wrong, will the
IRS think I'm lying?”

Start with the calm reality: payer reporting errors happen. Coding
errors happen. Timing differences happen. Your job is to reconcile,
document, and correct when needed.

A practical reconciliation approach:

e Compare your gross distributions to the gross amount on
Form 1099-R for the year.

o Compare withholding you expected (based on your election)
to withholding reported on the 1099-R.

e Match distribution dates in your transaction history to the
amounts that add up to the 1099-R total.

If the totals don't match, involve the custodian quickly and keep
notes of who you spoke with, dates, and what was promised. If
a corrected form is issued, save both versions and document why
the correction occurred. Tax-document reconciliation errors are com-
mon, and clean records are how you keep “common” from becoming

“expensive.”

One specific place this goes wrong: corrective distributions. If you
fix a shortfall by taking an additional distribution the next year, it
will show up on that next year's 1099-R, not the year of the mis-
take. That's expected. Your records should tell the story across years:
“This distribution was taken on X date to correct Y year's shortfall.”
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Mistake #5: You cashed out by accident or failed to set up the ac-
count correctly

As covered eatlier, the administrative side can be brutal: checks get
cut, accounts get coded, and a distribution can become irreversible.
If you've already taken a full distribution into your personal account
when you meant to set up a properly titled beneficiary account, the
situation can become a taxable disaster quickly.

The fix here isn't a single form—it's urgent triage:
o Identify exactly what happened (distribution vs. transfer;
payable-to-you vs. payable-to-custodian).

e Contact the custodian immediately and ask what corrective
options exist on their side.

o Gather every piece of paper: distribution request, check copy,

deposit record, and any communications.

This category of mistake is where professional help tends to pay
for itself, because small procedural differences can have large con-
sequences. The earlier you act, the more options you may have.

How to build a “repair packet” that makes the IRS more comfortable

A repair packet is a simple set of documents that lets an outsider
understand the mistake and the correction without reading your
mind.

Include:

e A one-page timeline (dates and amounts).
e Proof of the corrective distribution (transaction confirmation).
o A copy of the relevant Form 1099-R(s).

o If you're requesting a waiver: a concise reasonable-cause state-

ment.
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o Copies of filed forms involved in the correction (Form 5329,
Form 8606 if relevant).

The tone of the packet should be “organized adult,” not “desperate.”
The IRS is more likely to waive penalties when it sees a taxpayer
taking the process seriously and fixing the problem responsibly.

The psychological trap: waiting for certainty before acting

Beneficiaries often wait because they want perfect clarity: “I'll fix it
once I know for sure.” Unfortunately, tax deadlines don't reward
that instinct. Many fixes become easier—not harder—when you act
quickly based on the best available information, then adjust if guid-
ance or facts change.

This is particularly true in years where rule interpretations evolved
and transition relief existed. Transition relief matters, but the exis-
tence of relief doesn't eliminate the need for documentation and de-
cisiveness. If you're eligible for relief, you want a file that proves it.
If you're not, you want a file that proves you corrected promptly and
asked for a waiver appropriately.

A final reassurance with teeth

A mistake doesn't make you reckless; it makes you human. The IRS
penalty system can feel harsh, but it also has an off-ramp for reason-
able errors handled responsibly. Form 5329 is the primary tool for
that off-ramp, and its instructions explicitly allow IRS waiver of the
additional tax if the shortfall was due to reasonable error and you're
taking reasonable steps to remedy it.

The beneficiaries who fare best aren't the ones who never make mis-
takes. They're the ones who notice quickly, correct decisively, and
keep records that tell a clear story. That combination—action plus
documentation—is what turns “oops” into “resolved.”
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Tax-Minimization @ With-
drawal Strategies

Instead of viewing the SECURE Act’s 10-year rule merely as a ticking clock,
think of it as a decade-long tax-planning sandbox. Every withdrawal from a
traditional inherited IRA adds to your taxable income, and without a strat-
egy, you might accidentally punt yourself into higher tax brackets, trigger
Medicare surcharges, or needlessly inflate the taxes on your Social Security
benefits. This chapter offers a playbook for taking control. By treating your
inheritance as a multi-year project, you can strategically time withdrawals
to smooth out income spikes, capitalize on low-tax years, and keep more of
your inheritance right where it belongs—in your pocket.

5.1 The Ten-Year Tax Project: A Strategic
Overview

A ten-year deadline has a way of messing with your brain. It feels far
away enough to postpone, but close enough to nag. That psycholog-
ical tug-of-war is exactly how inherited retirement accounts end up
mishandled: either drained impulsively (because cash is tempting)
or left untouched until the final year (because paperwork is annoy-
ing). The better frame is neither urgency nor avoidance. It’s project
management.

Think of the account as a decade-long tax project with one immov-
able deliverable: a zero balance by the end of year ten (and possibly
required distributions along the way, depending on the situation
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you already sorted out earlier). Everything else is flexible: the pace,
the size of withdrawals, the years you choose to be aggressive, the
years you choose to be quiet. The goal isn't to “win” any single year.
The goal is to stop taxes from winning the decade.

Traditional retirement-account withdrawals are ordinary income.
That simple fact is the engine under every strategy that follows. Ordi-
nary income is the income type that stacks onto your salary, business
profits, bonuses, pension, and the rest of your “already taxed heav-
ily” pile. So the ten-year decision isn’t just “how much do I need?”
It’s “what else is going on in my tax return each year, and how can
I keep this account from landing on the most expensive square?”

A good decade plan starts with two competing truths. First, future-
you is not a stranger; future-you will appreciate not inheriting a tax
disaster. Second, present-you still has a life to fund: maybe student
loans, childcare, a home purchase, a medical gap, an aging parent,
a career change you'd love to take but can’t because cash flow feels
tight. The account is a resource. But it’s a resource that charges dif-
ferent prices depending on the year you shop.

That’s why the best plans begin with a baseline timeline that you
fully expect to revise. You are not predicting the next ten years;
you're sketching a map with eraser marks built in. The baseline ex-
ists to answer two questions: (1) what withdrawal pattern gets the
account to zero on time without unpleasant surprises, and (2) what
withdrawal pattern is least likely to make you pay a premium tax rate
just because you waited.

A surprisingly effective starting point is what you might call the
“boring schedule”: divide the balance into roughly ten equal chunks
(or nine if year one is already gone), then adjust from there. Not
because “equal” is optimal, but because it gives you a control group.
If you do nothing clever, what does the decade look like? How much
ordinary income would you be adding each year? Would it shove
you into a higher bracket? Would it collide with other income spikes
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you already see coming? “Boring” is useful because it exposes the
problem you're actually solving.

From that baseline, the plan becomes less about spreadsheets and
more about identifying the years that are likely to be expensive and
the years that are likely to be cheap. Expensive years are the ones
where your income is already high: peak earning years, the year you
sell a business, the year your spouse returns to work, the year a big
bonus hits, the year stock compensation vests, the year required dis-
tributions from your own accounts start. Cheap years are the oppo-
site: a sabbatical, a job transition, a return to school, early retirement
before Social Security, a year heavy with deductions, a year you take
a lower-paying role for sanity. The account is a lever. Pull it harder
in cheap years; ease off in expensive years.

Here’s the mental model that makes this click: you're not choosing a
withdrawal amount, you're reserving space. Each year’s tax return
has a certain amount of “space” inside your preferred tax brackets.
Some years you have a lot of empty space. Other years your other
income fills the space to the brim. The account’s distribution is what-
ever fits into the gap you want to fill—not whatever amount feels
emotionally satisfying.

That shift—from “how much do I want?” to “how much space do I
have?”—solves a common mistake. People see a large balance and as-
sume they should take large withdrawals early “to get it over with.”
But if early years are your high-income years, that urge is like choos-
ing to buy ten years’ worth of plane tickets on the day prices are
highest. You still get the tickets. You just pay more than you needed
to.

Of course, taxes aren’t the only variable. Cash flow is real. So the ten-
year plan needs two tracks running in parallel: a tax track (what’s
cheapest) and a life track (what’s needed). When those two tracks
disagree, the answer isn’t always “minimize taxes.” Sometimes the
point of money is to use it. The art is separating “I need cash” from
“I'm treating this account like a convenient ATM.”
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One way to do that without turning your kitchen table into an ac-
counting firm is to set two numbers for each year: a minimum and
a maximum. The minimum is what compliance requires for that
year (if anything is required beyond the year-ten deadline) plus
any amount you truly need for spending. The maximum is the most
you're willing to withdraw without spilling into a bracket you've
decided is too pricey for this year’s situation. You may withdraw some-
where in that range. The range itself keeps you from improvising
under pressure.

A decade plan also has to respect the fact that the tax code doesn’t
reward “set it and forget it.” Bracket thresholds move every year.
Your income changes. Laws change. The plan that’s perfect today
can be mediocre two years from now. So instead of building one
flawless ten-year schedule, build a repeatable annual process. Every
year you run the same play: estimate income, estimate deductions,
decide how much “space” you want to fill with withdrawals, and
execute before the calendar runs out. The plan isn’t a document. It’s
a habit.

To make the habit manageable, it helps to separate decisions into
layers.

At the top layer is the non-negotiable: the account must be emptied
by the end of the tenth year. That creates a “must withdraw” amount
over time. If you withdraw less than the pace required in early years,
you are implicitly agreeing to withdraw more later. There’s nothing
wrong with that—until later turns out to be your highest-income sea-
son. A plan that looks flexible can quietly become a trap if you don’t
keep one eye on the remaining balance and the remaining years.

The middle layer is tax posture: are you aiming to keep taxable in-
come relatively smooth, or are you deliberately concentrating distri-
butions in specific years? Smoothing can be gentle and effective, but
bunching can be smarter when you can predict a truly low-income
window. The key is intention. Bunching by design is strategy. Bunch-
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ing by procrastination is how people end up with a giant forced
withdrawal when they can least afford it.

The bottom layer is mechanics: how distributions affect withholding,
estimated payments, and paperwork. This layer is unglamorous, but
it’s where “good plan” becomes “good outcome.” A year that looks
tax-efficient on paper can still produce penalties or cash-flow stress
if you ignore withholding and timing. (The IRS is not impressed by
your spreadsheet.)

Because the stakes are multi-year, your benchmark shouldn’t be
“lowest tax this year.” The benchmark should be “lowest total tax
over the decade, given the life I'm living.” That benchmark invites
trade-offs that feel counterintuitive at first. For example, paying a
little more tax in a low-income year might still be the right move if it
prevents you from paying a lot more tax later in a high-income year.
Conversely, paying extra tax now just to shrink the balance can be
self-sabotage if now is already your peak bracket.

Another thing that changes the feel of the project: the account is not
a separate island. Withdrawals can alter the tax character of other
parts of your financial life. Ordinary income fills up brackets that
might otherwise be available for capital gains at favorable rates. It
can bump other thresholds that aren’t labeled “tax brackets” but
behave like them. The ten-year plan should be built with those in-
teractions in mind, even if you only track them in a rough way. The
point isn’t to model the entire tax code. The point is to avoid stepping
on obvious rakes.

You can get surprisingly far with a one-page planning table—
something you can update once a year and keep with your tax
file. The purpose is to force the right questions: what do I expect
my income to be; what life events are likely; what's my remaining
balance; what’s my remaining time; and what’s my withdrawal
target range?
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Planning Item What to esti- | Why it affects | What to do
mate the decade with it
Projected Salary, Determines Use it to
taxable income | business which choose
income, pen- | marginal a “target
sions, other | rate your | bracket
distributions | withdrawals | ceiling” for
will land in the year
Known spikes | Bonus years, | Makes Consider
business sale, | certain years | smaller
stock vesting, | expensive withdrawals
one-time sev- | for extra | in spike
erance ordinary years; make
income up in cheaper
years
Known dips Sabbatical, Creates Plan to pull
job  change, | cheaper more in
early re- | years where | dip years
tirement withdrawals | (without
window, may be taxed | tripping
heavy at lower rates | other cliffs)
deductions
Remaining Current Keeps you | Recalculate
balance and account honest about | a “catch-
years value; years | whether up pace”
left until the | you're annually  if
deadline drifting you've been
toward a | light
year-10
crunch
Withholding / | Expected Prevents Increase
estimated withholding; | avoidable withholding
payments quarterly penalties and | on distri-
estimates if | cash-flow butions
needed surprises or adjust
estimates
deliberately

A decade plan also benefits from a “rules of the road” document—
two or three personal policies you follow unless something major
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changes. Not a long list. Policies are meant to simplify decisions, not
create new ones. Examples that work well in real life: “I will not let
withdrawals push me above my chosen bracket ceiling unless there’s
a compelling reason,” or “I will always take at least the amount that
keeps the final-year withdrawal from exceeding X dollars.” The ex-
act number depends on your tax life, but the concept is universal:
pre-commit to guardrails while you're calm, so you're not negotiat-
ing with yourself in December.

December is when inherited-account mistakes tend to happen. It’s
the month of “Wait—do I need to take something this year?” and
“I forgot this counts as income.” A simple calendar discipline can
prevent costly sloppiness: decide your distribution target by early
Q4, execute with enough time for processing delays, and confirm
the tax withholding (if any) is doing what you think it's doing. The
account custodian will happily process your distribution; they won't
design your tax outcome. That part is on you.

Another way to make the project feel less abstract is to translate the
tax goal into after-tax dollars. A pre-tax distribution isn’t what you
get to spend. If your marginal rate is 24%, a $10,000 distribution is
not $10,000 of lifestyle; it’s closer to $7,600, and that’s before consid-
ering any state income tax. When you frame withdrawals in after-
tax terms, the “I'll just take a little extra” habit gets more expensive
emotionally, which is exactly the point. Your tax plan should be per-
suasive in the moment you're tempted to ignore it.

It also helps to decide, early, whether this money is spending money or
balance-sheet money. If you're using it to fund current life, the decade
plan is a cash-flow plan with tax awareness. If you're not spending
it, the decade plan becomes a transfer plan: moving money from a
tax-deferred container into a taxable account in a way that preserves
as much as possible. In that second scenario, the account is not re-
ally “providing income.” It’s being relocated. That framing encour-
ages discipline: you may still withdraw, but you invest the after-tax
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proceeds according to your overall asset allocation instead of letting
cash sit around like a forgotten puddle.

The transfer mindset also exposes a subtle hazard: if you drain the
account quickly and invest the proceeds, you may reduce future
ordinary income exposure but increase taxable investment income
going forward. That’s not necessarily bad—it can be a worthwhile
trade if it avoids very high marginal ordinary rates later. But it’s a
trade, not magic. The decade plan should acknowledge what you're
swapping: ordinary income taxation now versus some mix of divi-
dends, interest, and capital gains later.

A strategic overview wouldn’t be complete without acknowledging
the one variable you do not control: the market. Account values fluc-
tuate, and a ten-year deadline turns volatility into a planning input.
A large market run-up early in the decade can inflate the eventual
required withdrawal pace. A drawdown can do the opposite. This
argues for monitoring, not micromanaging. You don’t need to react
to every market move, but you do need to notice when the balance
has drifted far enough that your “boring schedule” is no longer a
realistic schedule.

One practical technique is to recalibrate annually using “remaining
years.” Suppose you planned to withdraw $30,000 per year, but the
balance grew faster than expected. Instead of feeling betrayed by
your plan, simply compute a new pace: current balance divided by
remaining years. That new number becomes your updated baseline.
Then you apply your bracket and life constraints to decide whether
to follow it, exceed it in a cheap year, or intentionally undershoot
and accept higher withdrawals later. The point is to keep the math
honest.

At some point, every decade plan meets a year that refuses to cooper-
ate. Maybe you expected a low-income year and got a great job offer.
Maybe you planned a high-deduction year and the expense didn’t
happen. Maybe a family situation changed. The project frame shines
here because it makes adjustment feel normal rather than like failure.

186



The Ten-Year Tax Project: A Strategic Overview

One year rarely ruins a ten-year outcome. Repeated unplanned years
do. So when life surprises you, the best response is not panic; it’s a
mid-course correction that preserves the deadline and protects the
expensive brackets.

For many households, the most valuable “cheap year” is the gap
between stopping work and starting Social Security (and sometimes
before required distributions from their own accounts begin). That
gap can be a tax sweet spot: income drops, the tax return gets quieter,
and you can pull more from the inherited account at relatively mild
rates. People dream about early retirement; fewer people notice that
early retirement can be a tax strategy. If you have that window, it
deserves a starring role in your decade plan.

On the flip side, a common expensive period is when multiple in-
come streams pile up: part-time work plus Social Security plus dis-
tributions from your own accounts plus a spouse’s income. The
inherited-account withdrawals don't arrive politely; they stack on
top. If you can move more of the inherited-account distributions into
earlier years—before those other streams are fully online—you may
reduce the chance of paying top-shelf rates later. That’s not a moral
argument for “take it early.” It’s a timing argument for “take it when
your return can absorb it.”

If you're working with a tax professional, the decade plan gives you a
smarter conversation than “How much should I take?” Instead, you
can ask: “Here’s my projected income and deductions, and here’s the
remaining balance with seven years left. How much room do I have
before the next bracket? If I take X this year, what does that imply for
the remaining years?” Those questions invite modeling and clarity.
They also discourage the lazy default of “wait and see,” which is just
a nicer way to say “let year ten decide.”

A final note on mindset: inherited retirement accounts come with
emotional static. Sometimes the money feels like a gift you want to
preserve at all costs. Sometimes it feels like a burden wrapped in
paperwork. Sometimes it feels like permission to splurge because
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the original owner “would have wanted you to enjoy it.” All of those
emotions are human. None of them are tax strategies. The project
frame doesn’t erase the emotion; it prevents the emotion from dic-
tating your marginal tax rate.

Treat the decade as a series of small, deliberate choices rather than
one dramatic decision. Every year you decide how much of the ac-
count to convert into after-tax dollars, based on what your tax return
can handle and what your life actually needs. Do that consistently,
and the ten-year deadline becomes a finish line you cross calmly—
without the frantic, expensive scramble that so often turns an inher-
itance into an avoidable tax bill.

5.2 Smoothing the Bumps: Bracket Manage-
ment and Bunching

Tax brackets are often described as “progressive,” which sounds
polite—like a gentle ramp. In real life, they behave more like a stair-
case. Most of the year, you're not thinking about stairs at all. Then
one extra withdrawal lands on the next step and suddenly every ad-
ditional dollar is paying a noticeably higher toll. That’s the moment
people blame the tax code for being unfair, when the real culprit is
usually timing.

The account you received doesn’t get taxed because it was inherited;
it gets taxed because it’s pre-tax money coming out as ordinary in-
come. Ordinary income is the least flexible kind: it stacks on top of
wages and other everyday income sources, and it doesn’t get the
preferential rates that long-term capital gains often enjoy. So the
“ten-year problem” is rarely about whether you'll pay tax. It's about
which years you'll pay the highest marginal rates.

The basic move is almost embarrassingly simple: trade spikes for
steadiness. Instead of letting distributions pile up (intentionally or
accidentally) into one or two monster years, spread them across
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years where your tax return has room. You already have a deadline;
there’s no bonus prize for hitting it dramatically. The reward is qui-
eter, and better: keeping more of each distribution by avoiding the
expensive steps.

Here’s the part that makes this feel like a strategy rather than a moral
lecture: spreading withdrawals doesn’t just reduce stress. It often
reduces the total tax paid over the decade because you're using lower
brackets repeatedly instead of using higher brackets once. The same
$300,000 can be “cheap money” when it trickles out, and “luxury
money” when it arrives all at once.

Those numbers are intentionally plain and a little blunt: they’re nota
promise, they’re a warning label. Your return may show a bigger gap
or a smaller one depending on the rest of your income and which
thresholds you brush up against. But the direction is stubbornly con-
sistent. When you concentrate ordinary income into a single year,
you invite the steepest brackets to dinner and then act surprised
when they eat most of the meal.

Bracket management is the craft of deciding how much ordinary in-
come you're willing to “buy” at each marginal rate, year by year. It’s
not about beating the IRS; it’s about refusing to pay premium pricing
for dollars you could have pulled out in a cheaper year. The tricky
part is that the “cheap year” isn’t always obvious until you look
for it. Plenty of high earners have pockets of low ordinary income
hiding in plain sight: a year between jobs, a year of reduced hours, a
year you start a business and deductions run ahead of profits, a year
you take a sabbatical, a year you stop working before other income
sources kick in.

A practical way to do bracket management is the fill—the-bracket ap-
proach (you've already met the underlying idea of reserving space).
The move looks like this in the real world: you estimate your taxable
income without the beneficiary withdrawals, then you decide which
bracket you're comfortable “topping off,” and you withdraw just
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enough to land near that line. Not above it by accident; not below
it because you forgot to plan.

Because tax bracket cutoffs change year to year (inflation adjust-
ments), the line you're filling is a moving target. That’s annoying,
but it’s also an advantage: you're not locked into a plan made with
old thresholds. A ten-year plan that never checks the current year’s
bracket table is like driving with last year’s map and insisting the
roads will be in the same place.

A simple annual workflow keeps this from turning into an obsession.
Many households do it with a rough draft in late summer, then a
clean-up pass in November or early December when pay stubs and
year-end projections have sharpened:

e Estimate ordinary income and deductions for the year without
the beneficiary distribution.

e Pick a target bracket ceiling (or a target marginal-rate line)
you'd like to stay within.

e Calculate the “room” available up to that line and treat that
number as your default distribution.

o Re-check once late in the year, because real life loves changing
the inputs.

That’s the mechanics. The personality comes from how you choose
the ceiling. Some people aim to stay within a bracket they con-
sider tolerable. Others pick a ceiling based on side effects: maybe
you're trying to keep adjusted gross income low for other reasons,
or you're coordinating with other tax moves. Whatever your reason,
the point is the same: you want a deliberate stopping place. Other-
wise, the stopping place becomes “whenever the paperwork finally
gets done,” which is not a tax strategy so much as a surrender.

The fill—the-bracket method also reveals a comforting truth: you
don't need perfect predictions to get good results. If you aim for a
bracket ceiling and you're off by a few thousand dollars, the world
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doesn’t end. The real damage comes from being off by $100,000 be-
cause you delayed and then tried to cram a decade’s worth of distri-
butions into one tax year.

There’s another flavor of bracket management that’s even more pow-
erful when it appears: the low-income-year harvest. Picture a year
where your earned income is temporarily small. Maybe you were
laid off and received little severance. Maybe you took time off to
care for a parent. Maybe you left a high-paying job and didn’t start
the next thing until the following year. That year can feel financially
fragile—and because of that, it’s often the exact year people avoid
withdrawing from the beneficiary account. Ironically, it can be the
best year to withdraw more.

Why? Because lower ordinary income means more of your with-
drawals land in the lower brackets. You're converting pre-tax dol-
lars into spendable dollars at a discount. If you don’t need the cash
to live on, you can still “harvest” the low bracket by withdrawing
and investing the after-tax proceeds in a taxable account. It’s not a
loophole; it’s price shopping across years.

A concrete example makes the intuition stick. Suppose your usual
income puts you uncomfortably close to a higher bracket. Then you
have a year where income drops by $80,000. That missing income
creates room that would otherwise never exist. Filling some of that
room with distributions can reduce the chance that you'll be forced
into a very expensive year later, especially if the remaining balance
is large.

The emotional hurdle is that low-income years often feel like years
to be conservative. The tax code has a different feeling: it offers a
temporary sale on ordinary income. Taking advantage of that sale
doesn’t require recklessness; it requires a plan and a calm hand.

Of course, not everyone gets a clean low-income year. Many house-
holds have the opposite problem: income is reliably high, and there’s
no obvious valley to exploit. That’s where smoothing—the steady,
consistent approach—earns its keep. When your income is always
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near the top of a bracket, the goal is to prevent withdrawals from
tipping you into the next one unnecessarily. That can mean smaller,
disciplined distributions in high-income years paired with larger
ones later if circumstances change. The main idea is that you're try-
ing to avoid “bonus bracket” dollars: income that is taxed at a higher
marginal rate solely because you bunched it into the wrong year.

Now for the more nuanced cousin of income bunching: deduction
bunching. “Bunching” isn't inherently bad; it’s just concentration.
Concentrating income is often harmful when it pushes you into a
higher bracket or trips income-based cliffs. Concentrating deduc-
tions, on the other hand, can be useful because deductions reduce
taxable income in the year they occur. The classic play is to line up a
year where you can legitimately itemize unusually high deductions,
then coordinate a larger distribution in that same year so the deduc-
tions act like shock absorbers.

This is where the tax conversation becomes more interesting than
“take $X per year.” You're no longer thinking in equal slices. You're
thinking in paired moves. A higher withdrawal year doesn’t have to be
a tax disaster if it’s matched with a higher deduction year. A lower
withdrawal year doesn’t have to be timid if you're already in a high
bracket and it would be expensive to add more ordinary income
anyway.

Still, deduction bunching has limits, and it's worth being honest
about them. First, deductions reduce taxable income, but not all
thresholds are based on taxable income. Some tax “tripwires” look
at adjusted gross income or modified adjusted gross income instead.
A strategy that looks brilliant on a taxable-income worksheet can
disappoint if your goal was to manage a threshold that doesn’t care
about those deductions.

Second, deduction bunching can tempt people into spending for the
deduction. That’s like buying a $1,000 jacket because it’s “on sale” for
$800. If the spending wasn’t already in your plans, the deduction is
a consolation prize, not a win. The safest deduction bunching is the
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kind that aligns with real goals you already have: charitable giving
you genuinely want to do, or medical expenses that unfortunately
arrived without your permission.

Third, deductions are politically fragile. Rules change. Limits move.
The decade plan should treat deductions as helpful when they ap-
pear, not as a guarantee you're building the entire schedule around.

So what does a “good” withdrawal pattern look like? There isn't one.
There are patterns that fit different lives.

If your income is stable and you expect it to stay that way, smoothing
is often the least-regret choice. You withdraw in a steady rhythm,
adjust annually for the moving bracket lines, and keep the final-year
requirement from turning into a dramatic event.

If your income is likely to change—say you expect a lower-income
window—then intentional bunching into those cheaper years can
reduce total tax. That’s not procrastination; it's choosing when to
buy ordinary income at a lower marginal price.

If your income is unpredictable, bracket management becomes de-
fensive: you take enough distributions each year so the remaining
balance can’t corner you later, but you hold back when you're al-
ready having an unusually high-income year. Think of it as keeping
the account from becoming a hostage to your future success.

One subtle benefit of smoothing is psychological: it turns a stressful,
high-stakes deadline into a routine. And routine reduces mistakes.
Large, rare transactions invite errors: mis-timed transfers, forgotten
withholding, unexpected side effects, and that sinking feeling in
April when you realize you treated a six-figure distribution like it
was just “moving money around.” Small-to-medium annual trans-
actions are boring in the best way. Boring is compliant. Boring is

easier to revise.

A related point: when people hear “take distributions every year,”
they sometimes confuse the strategy with a rule. It’s not a rule; it'’s a
preference for steadier tax outcomes. If you have a year where you
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should take less because your income is unusually high, doing so can
be smart as long as you're still on track to meet the deadline without
a late-decade pile-up.

That “on track” clause is doing a lot of work. Smoothing only works
if you keep checking the math. The account balance changes with
investments, and the remaining time keeps shrinking. If you under-
withdraw for several years in a row, you don’t get to vote on whether
the final years become bunched; you've already made that decision,
just without admitting it.

For readers who like a clean yardstick, one useful metric is the “re-
quired pace”—not a legal requirement, but a planning speed limit.
Take the current account value and divide by the number of years
left. That tells you what an equal pace looks like from here. If you con-
sistently withdraw less than that, the math forces larger withdrawals
later. If you withdraw more than that, you're buying yourself future
flexibility. Neither is automatically right; it depends on what you
think your future brackets look like.

Bracket management becomes even more valuable when you re-
member that the decade contains multiple tax years, each with its
own bracket thresholds and its own surprises. You don’t need a ten-
year schedule tattooed on your arm. You need an annual decision
that respects two things at once: the moving lines on the tax table,
and the shrinking runway to the deadline.

A good plan also anticipates the two classic self-inflicted wounds:

The “promotion penalty.” Your career takes off, income rises, and you
keep withdrawing the same amount you withdrew when you made
less. What used to be a reasonable distribution becomes expensive,
because it now sits on top of a higher base. The fix isn't to stop
withdrawing forever; it’s to reassess the bracket ceiling and adjust
the distribution so you're not paying top-tier rates just because you
never revisited the number.
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The “silent buildup.” You decide you'll deal with it later, then later
arrives with a crowded tax return. Now the only way to hit the dead-
line is to withdraw a large amount in a single year, which pushes
more dollars into higher brackets. The fix is earlier discipline: take
enough along the way that the remaining balance can’t ambush you.

If all of this sounds like you're trying to micromanage your tax re-
turn, there’s a simpler way to phrase it: you're choosing which years
get the extra ordinary income. That’s a rare kind of control. Most
people can’t choose the year their roof fails or their employer down-
sizes. But you often can choose whether this account adds $30,000
of income each year or $300,000 in one dramatic finale.

The tax code doesn’t reward drama.

One last practical note: the best bracket strategy is the one you can
actually execute. If you know you won't run projections every year,
set a default that’s easy: a steady distribution amount with a calen-
dar reminder to revisit it annually when new bracket thresholds are
available. If you enjoy the numbers (or have a professional helping),
the fill—the-bracket approach can be refined and powerful. Either
way, the goal is the same: avoid the highest-bracket trap by keeping
control of timing.

Smoothing and bunching sound like opposites, but they share a
deeper idea: treat the decade as a set of prices that change from
year to year. Some years are full-price. Some years are on sale. The
worst outcome is paying full-price in the final year because you never
bothered to check the tags.

5.3 Hidden Traps: Medicare IRMAA and In-
come Cliffs

The most frustrating taxes are the ones that don’t feel like taxes. They
arrive wearing a different uniform, with a different acronym, and
they don’t show up on April 15. They show up in your mailbox
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as a premium notice, months or years later, when you've already
forgotten what caused it.

Medicare’s IRMAA is the classic example. IRMAA stands for
the Income-Related Monthly Adjustment Amount, and the plain-
English version is simple: higher income can mean higher Medicare
premiums. Not just a little higher, either. The jump can feel out of
proportion to the extra income that triggered it, because IRMAA
behaves like an income cliff. Cross a threshold and you don’t pay a
slightly higher percentage—you get bumped into a new premium
tier.

That cliff behavior is exactly why “steady withdrawal” planning isn't
just about staying out of higher tax brackets. It’s also about avoiding
expensive side effects that live outside the bracket table. If you only
look at your marginal tax rate, you can accidentally step on a rake
that isn’t labeled “tax.”

Here’s the mechanism, stated without the usual fog. Medicare IR-
MAA is an additional premium amount for Part B and Part D tied
to income; the Social Security Administration (SSA) determines
whether IRMAA applies using income information typically re-
ported to the IRS. When you take a distribution from a pre-tax re-
tirement account you inherited, it increases your income for the year.
Higher income, reported to the IRS, can translate into a higher IR-
MAA tier. The connection is bureaucratic, not emotional: you moved
money, the IRS recorded it, SSA used it, and Medicare billed you.

The cruel twist is timing. IRMAA is commonly determined using a
two-year lookback (for example, Medicare year 2026 generally uses
2024 income information). So an account distribution you take today
can raise premiums two years from now. That delay makes IRMAA
easy to miss in planning and maddening to diagnose afterward.
People often notice the premium increase and assume something
changed with Medicare. In reality, something changed on their tax
return two years earlier.
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Once you see the lag, you start noticing how it tangles with the ten-
year deadline. Many beneficiaries don’t start Medicare until their
mid-60s, which means the ten-year window may overlap the exact
years where IRMAA is in play. A big distribution taken at 64 may
influence premiums at 66. A distribution taken at 66 may influence
premiums at 68. If you're smoothing withdrawals to manage brack-
ets, you also want to smooth them to manage premiums, because
both systems punish spikes.

IRMAA is also a lesson in how the word “progressive” can lull you
into complacency. A progressive tax system generally takes a higher
percentage as your income rises, but it rises in layers. IRMAA does
not behave like that. It behaves like a step function. One extra dollar
can tip you from one tier to the next, and the “extra cost” is not a
higher rate on that dollar; it’s a higher monthly premium that can
apply for the year. That’s why people call it a cliff. You don’t slide
down; you fall.

This is where modified adjusted gross income (MAGI) enters the
conversation. MAGI is essentially your adjusted gross income with
certain add-backs, and it's a number used for eligibility and sur-
charges across the tax-and-benefits ecosystem. The key planning
point is that distributions increase your MAGI. You can be doing
everything “right” in the bracket sense and still create an expensive
IRMAA outcome if the extra MAGI pushes you across a Medicare
threshold.

An interesting psychological trap shows up here: because IRMAA
is a Medicare premium, people treat it like a health-insurance detail
rather than a tax planning variable. But economically it behaves like
a surcharge that can turn an already-high marginal tax year into a
truly punishing one. The only difference is the collection method.
The IRS takes their share through withholding and estimated taxes;
Medicare takes their share through your monthly bill.

The practical planning move is simple to say and surprisingly power-
ful: treat IRMAA thresholds as “soft ceilings” the same way you treat
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a chosen bracket ceiling. If your projected income is near a threshold,
a relatively small tweak to your distribution can keep you under
it. That doesn’t mean you avoid withdrawals; it means you decide
whether that extra distribution is worth not just the extra income
tax, but also the higher premium tier two years later.

A near-threshold year can become a game of inches. Suppose you're
projecting MAGI that is just under a key IRMAA threshold, and you
have flexibility on distributions. If you take “just a bit more,” you
might not merely pay tax on that bit more. You might buy your-
self a full year of higher Part B and Part D premiums down the
road. When you frame the decision that way, the question becomes
sharper: “Would I pay this much for the convenience of withdrawing
extra this year?” Often the answer is no.

This kind of planning also encourages a more intelligent use of the
ten-year window. If you know certain years are likely to be premium-
sensitive—say, the years right after you enroll in Medicare—those
years might be the worst time for large, voluntary distributions. The
deadline doesn't care about your premiums, but your budget does.
So you might lean more heavily on earlier years (before Medicare
begins) or later years (if income falls) depending on your timeline.

Now the uncomfortable part: sometimes IRMAA gets triggered any-
way. Maybe a distribution had to happen because of the schedule
you're under. Maybe something else spiked income: a Roth conver-
sion, a capital gain, a severance package, the sale of a rental. When
the premium notice arrives, it can feel like a done deal. But there is
a meaningful escape hatch for certain situations.

If your income drops due to certain life-changing events, SSA pro-
vides a formal process to request a reduction of IRMAA using Form
SSA-44 with supporting evidence. The key phrase is “life-changing
event.” This isn't an appeal because you dislike the rule; it’s a re-
quest for a new determination because your current income reality
is different from the old tax return SSA used.

198



Hidden Traps: Medicare IRMAA and Income Cliffs

Retirement is the one that catches many readers’ attention, because it
can follow an unusually high-income year. Imagine a one-time spike:
you take a large distribution at 66 to stay on pace for the deadline,
and then you retire at 67. The two-year lookback means you might
be staring at higher premiums at 68 based on the higher income at
66, even though your income after retirement is much lower. If re-
tirement qualifies as a life-changing event for your situation, Form
SSA-44 is the path for saying, in effect, “That old tax return is not a
good proxy anymore.”

The paperwork is not glamorous, but it’s worth doing right. SSA is
not asking for vibes; they’re asking for evidence. When you submit
Form SSA-44, you're typically providing documentation of the life-
changing event and an estimate of your reduced income. The lesson
for planning is straightforward: if you suspect you may need to use
SSA-44 in the future, keep good records now. Save retirement letters,
termination notices, pension start statements, and anything else that
shows the income change wasn’t merely elective.

That said, the best IRMAA strategy is still prevention. Appeals are
useful, but they’re reactive, and they depend on facts lining up with
SSA’s criteria. You don’t want your default plan to be “we’ll appeal
it” You want your default plan to be “we won't step off the cliff
unless we choose to.”

A subtle but valuable way to prevent surprises is to treat the two-
year lookback like a calendar overlay on your ten-year withdrawal
schedule. If a big distribution in 2026 can raise premiums in 2028,
then 2026 isn’t just “a tax year.” It’s also “a premium-setting year.”
Once you label it that way, the trade-offs become clearer. That big
distribution may still be the right call, but you'll make it with open
eyes, and you'll budget for the downstream premiums rather than
being blindsided.

This is also where smoothing withdrawals earns a second paycheck.
Earlier, the case for smoothing was bracket management: keep or-
dinary income from bunching into higher marginal rates. IRMAA
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adds another reason: smoothing reduces the odds of crossing a
threshold in any one year. A cliff is only dangerous if you approach
it. Spreading distributions can keep you on flatter ground.

There’s a human side to this that’s easy to ignore until it happens.
Medicare premiums are felt monthly, which makes them emotion-
ally louder than a slightly higher tax liability. A $2,000 difference
in annual tax might disappear into withholding. A higher premium
is a recurring reminder: “You tripped something.” That constant re-
minder is why many retirees remember an IRMAA year as a finan-
cial bruise even if, on paper, it was just one more line item.

So how do you integrate IRMAA into your withdrawal decisions
without turning your life into a spreadsheet? Focus on three habits.

First, always know whether you're in the IRMAA zone. If you're not
on Medicare yet, IRMAA isn't active, but the timing still matters
because today’s income can be used later. If you are on Medicare,
assume the two-year lag is in play and treat current-year decisions
as future premium decisions.

Second, in years where your income is already high, don’t casually
add extra distributions “to make progress.” High-income years are
exactly when cliffs are most likely to be triggered by relatively small
additions. Progress is good; expensive progress is optional.

Third, in years where your income is unusually low, consider
whether it’s a good year to pull more while staying under thresholds.
Not every low-income year is created equal. Some low-income years
come with unusual deductions; others come with unusual one-time
income. The point is to be deliberate: if you're going to accelerate
withdrawals, do it in a year where you're not also accidentally
stepping over a Medicare premium tier for a future year.

A common question is whether IRMAA should dominate the
decision-making. For most households, it shouldn’t. The ten-year
deadline and ordinary tax brackets are usually the main event.
IRMAA is the trapdoor: it’s not always open, but when it is, it’s
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costly and easy to miss. The best posture is respectful attention.
You don’t redesign your whole life around IRMAA, but you don't
pretend it’s trivia either.

Finally, remember that IRMAA is one of those rules that rewards
calm planning and punishes panic. Panic creates spikes. Spikes cre-
ate cliffs. And cliffs create the kind of “stealth tax” that makes people
swear the system is rigged. It’s not rigged so much as it is literal:
SSA reads what the IRS reports, applies the schedule, and sends the
bill. Your leverage is upstream, at the moment you decide how much
ordinary income to create in a given year.

If there’s a single takeaway worth taping to the inside of your finan-
cial folder, it’s this: a distribution is never just a distribution. It’s a
future premium signal. Treat it that way, and you'll avoid paying
extra for Medicare simply because you withdrew money in the most
inconvenient year possible.

5.4 The Domino Effect: Capital Gains and So-
cial Security

Taxes are rarely a single bill for a single action. They behave more like
a row of standing dominos: one extra slab of ordinary income tips
into other parts of your financial life, and suddenly you're paying
more in places you didn’t even know were connected. That’s the
sneaky danger of beneficiary withdrawals. The distribution itself is
straightforward. The collateral damage is where the money leaks
out.

The first domino is obvious: ordinary income is added to everything
else on your return. The second domino is less obvious: that extra
ordinary income can change the tax treatment of income that isn't
ordinary at all—long-term capital gains, qualified dividends, and
Social Security benefits. The uncomfortable result is an effective tax
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rate that can feel much higher than your “bracket,” because you're
triggering multiple systems at once.

Start with capital gains. Long-term capital gains are often taxed at
preferential rates, which is another way of saying the government
is giving you a discount for investing patiently. But that discount
comes with a catch: those favorable rates sit on top of your other
income. When you add more ordinary income, you can squeeze out
the room where gains would have been taxed at a low rate, and you
can push them into a higher capital-gains rate. No rule has been
broken, and no special surcharge has been announced; you simply
filled the lower-rate space with something else.

That’s why timing is so valuable. Selling appreciated stock in the
same year as a large beneficiary distribution is like trying to carry
two bulky boxes through a narrow doorway at once. Either you jam,
or you break something. When you separate the events—a larger
distribution in one year, a larger gain realization in another—you
often preserve lower-rate capacity for the gains. The market doesn’t
always cooperate with your calendar, but you usually have more
control than you think, especially if you're harvesting gains inten-
tionally rather than being forced to sell.

The same stacking interaction shows up with the Net Investment
Income Tax (NIIT), and this one has real bite. Net Investment In-
come Tax (NIIT) is a 3.8% surtax tied to MAGI thresholds and net
investment income; beneficiary withdrawals can increase MAGI and
indirectly increase exposure to NIIT on capital gains/dividends. No-
tice the wording: the distribution itself isn’t “investment income,”
but it can raise your MAGI enough to make more of your investment
income subject to the 3.8% surtax.

That’s the kind of rule that feels like a trick until you see the logic.
NIIT is aimed at investment income for higher-income taxpayers,
and MAGI is the gatekeeper. Raise MAGI, and the gate swings open
wider. The practical implication is that a big distribution can quietly
add 3.8% to the cost of selling stock, collecting dividends, or realiz-
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ing mutual fund capital gain distributions in the same year. If you've
ever felt like a capital gain didn’t “pay” what you expected, NIIT is
often lurking nearby.

Put those pieces together and you get a critical planning sentence:
planning needs to account for stacking interactions. The distribu-
tion adds ordinary income; that can reduce space for favorable cap-
ital gains rates, and it can increase MAGI-driven surtaxes like NIIT.
When you're making ten-year decisions, it’s not enough to know
your bracket. You also want to know what else that bracket is push-
ing around.

Now for Social Security, the domino that catches retirees by sur-
prise even more often than NIIT. Social Security taxation depends on
combined income calculations; adding ordinary income from bene-
ficiary withdrawals can increase the taxable portion of Social Secu-
rity benefits (sometimes sharply). Combined income (often called
provisional income in casual conversation) is a special formula the
IRS uses to decide how much of your Social Security benefits are
taxable. The formula is not intuitive, and the cliff-like behavior can
create what many planners call the “tax torpedo”: additional or-
dinary income makes additional Social Security benefits taxable,
which makes more of your income taxable than you expected.

Here’s the gut-level version without turning the page into a work-
sheet. Imagine you're receiving Social Security and you have modest
other income. Your benefits might be only partly taxable, or even not
taxable at all. Then you take a large distribution. That distribution
doesn’t just get taxed by itself; it can drag more of your Social Secu-
rity benefits onto the taxable side of the ledger. You're paying tax on
the distribution and paying tax on benefits that were previously shel-
tered. That’s why the marginal cost of an extra dollar of distribution
can be surprisingly high in the Social Security zone.

If you want the official math, the IRS provides worksheets in Pub-
lication 915 (Social Security and Equivalent Railroad Retirement
Benefits). But you don't need to memorize the worksheet to plan

203



Tax-Minimization Withdrawal Strategies

around it. You just need to respect the interaction: if you're in the
range where benefits are becoming taxable, large distributions can
be disproportionately expensive.

This is where the ten-year window becomes a chessboard rather
than a treadmill. If you’re not yet receiving Social Security, a
distribution-heavy year before benefits start may be cheaper than
a distribution-heavy year after benefits start, because there are
fewer dominos on the table. If you're already receiving benefits,
you may want to avoid creating a big one-year spike that turns the
taxability dial all the way up, unless you're deliberately choosing
that outcome for a bigger reason.

The same planning instinct from bracket management applies here:
don’t judge a withdrawal in isolation. Judge it by what it triggers.

Consider a retiree with Social Security and a taxable brokerage ac-
count. They want to sell appreciated stock to remodel a kitchen. At
the same time, they have a large remaining beneficiary balance and
feel pressure to “make progress” on distributions. Combine those
in the same year, and you can get a triple stack: (1) the distribution
increases ordinary income, (2) the sale produces a capital gain that
may be taxed at a higher rate because the ordinary income consumed
the lower-rate space, and (3) MAGlI rises, potentially increasing NIIT
exposure and making more Social Security taxable. The kitchen re-
model didn’t change. The tax bill did.

A cleaner approach is to separate the dominos. If you know a big
gain is coming—selling a concentrated position, rebalancing after a
market run-up, disposing of a property—treat that year as a year
you handle gently on distributions, if your ten-year schedule allows
it. Then choose a different year to be more aggressive with with-
drawals, ideally a year where investment income will be quiet. This
is not about gaming; it’s about not stacking explosives in the same

corner of the room.

“Quiet investment income” is more common than you might think.
Many households can choose when to realize gains. They can choose
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to harvest gains or harvest losses. They can decide whether to re-
balance inside a retirement account (no immediate tax) versus in
a brokerage account (taxable). They can postpone the sale of a po-
sition by months, sometimes by a year or more, and still hit their
real-life goals. Those choices are not purely tax choices, but they are
tax-influencing choices, and they’re exactly the kind of levers that
make a ten-year plan pay off.

Mutual funds add a wrinkle: they can distribute capital gains in
years when you didn't sell anything. That’s another reason to avoid
piling large distributions into the same year if you hold taxable mu-
tual funds. The fund’s distribution calendar may not be under your
control, but your beneficiary withdrawals usually are. So you control
what you can control.

NIIT can also surprise people who think of themselves as “not high-
income.” Many retirees don’t feel high-income in the emotional
sense, especially if they're living on a fixed budget. But NIIT is a
threshold-based surtax, not a lifestylejudgment. A large distribution
can push MAGI above the threshold and expose investment income
to an extra 3.8%. If your investment portfolio throws off dividends
and you realize gains occasionally, NIIT can become the tax tail that
wags the dog.

One practical technique is to build a “capital gains year” and a “dis-
tribution year” into your decade plan. Not as rigid categories, but
as a bias. In a year when you want to rebalance, sell a property, or
harvest gains, consider making distributions closer to the minimum
you need for compliance and pacing. In a year when markets are
down and you're not realizing gains—or you're harvesting losses—
consider taking a larger distribution, because the dominos you're
worried about are less likely to topple.

This is also where you can find hidden value in low-income years
that occur after retirement. People often think retirement makes taxes
simpler. Sometimes it does; often it just changes the moving parts.
In the early retirement years, before Social Security starts and before
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other mandatory distributions begin, you can sometimes take larger
beneficiary withdrawals at relatively low effective rates. You're not
only managing brackets; you're also keeping Social Security off the
stage, and you may be keeping NIIT exposure lower by keeping
MAGI contained.

Once Social Security is in payment, the calculus shifts. A distribution
that would have been cheap at 63 can be expensive at 68 because of
benefit taxation and surtax thresholds. That doesn’t mean you stop
withdrawing. It means you treat timing as a first-class decision.

The biggest mistake in this area is assuming the tax code will treat
each income stream separately, like separate buckets. It doesn't. The
return is one big mixing bowl. Ordinary income, capital gains, Social
Security, dividends—they don't politely stay on their own side of the
bowl. They interact. If you plan as if they don’t, you'll end up paying
for the interaction you ignored.

17

To keep this manageable, it helps to adopt a “one-page forecast
mindset for any year in which you're considering a major move. Be-
fore you take a large distribution, ask: will I also realize large capital
gains? Will my portfolio generate unusual distributions? Am I re-
ceiving Social Security, and am I near the range where more benefits
become taxable? Could this move raise MAGI enough to increase
exposure to NIIT? You don’t need exact answers down to the dollar.
You need enough clarity to avoid combining the year’s biggest tax
triggers into the same twelve months.

If you work with a tax preparer or planner, these are excellent ques-
tions to bring to the meeting. They’re more productive than “How
much can I take?” because they invite scenario thinking: “If I take
$X, what does it do to the taxability of Social Security? If I also sell
$Y of appreciated stock, do I trigger NIIT or move gains into a higher
rate?” Those are questions a professional can model quickly, and the
results can be eye-opening.

None of this requires you to be timid. It requires you to be strategic.
The ten-year deadline creates urgency, but urgency doesn'’t require
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clumsiness. The dominos are real, and they’re predictable enough
that you can usually keep them from cascading.

The payoff for doing this well is not just a lower tax bill. It’s fewer
unpleasant surprises, fewer “why did my accountant not warn me?”
moments, and fewer years where you feel like you made a perfectly
reasonable financial decision and then got punished by a rule you
didn’t even know existed. The rules aren’t personal, but they are
interconnected. Once you treat withdrawals as one input in a larger
system—not a standalone event—the system becomes much easier
to live with.

5.5 Giving with Purpose: Charitable Strategies
and QCDs

Giving money to charity is one of the few financial decisions that
can be both heartfelt and ruthlessly practical. Most tax strategies
have a faint aftertaste of gamesmanship; charitable planning can feel
cleaner. You're not dodging an obligation so much as choosing where
dollars go. And if you're already staring at a ten-year withdrawal
deadline, philanthropy can become more than a side note—it can be
a pressure-release valve.

The first mental shift is to stop treating charitable giving as some-
thing you do after you take a taxable distribution. That “withdraw,
then donate” sequence is the default because it’s familiar. But famil-
iar doesn’t mean efficient. When you donate from cash in your check-
ing account, you're often donating dollars that have already been
taxed. When you donate using a Qualified Charitable Distribution,
you're donating dollars before they ever become taxable to you.

A Qualified Charitable Distribution (QCD) is an IRA-to-charity
transfer that can be excluded from income if requirements are met
(including age 70% and direct transfer to an eligible charity). This
is structurally different from taking a taxable distribution and then
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claiming a charitable deduction. That one sentence captures the
whole advantage: the money never shows up as income in the first
place, which means it can help with all the income-driven dominoes
discussed earlier—not by reducing your bracket after the fact, but by
refusing to create the income at all.

For anyone who has ever said, “I donate every year but I don't really
see a tax benefit,” QCDs are the plot twist. The reason many donors
don’t see a benefit is that the standard deduction is large enough that
itemizing charitable gifts doesn’t move the needle. You can be a gen-
erous giver and still take the standard deduction. A QCD changes
the game because it doesn't rely on itemizing. It reduces the income
side of the equation.

That difference—income reduction versus deduction—is not aca-
demic. Deductions operate downstream: you report income, then
subtract some deductions, and arrive at taxable income. But many
stealth costs and thresholds are based on income measures like AGI
or MAGI. A deduction may not help you nearly as much as you
want in those systems. A QCD, by being excluded from income, can
be more powerful for the kinds of problems that show up in the
ten-year window: premium surcharges, benefit taxation, and surtax
thresholds that care about income levels.

There’s also a psychological benefit. A QCD feels like paying a bill di-
rectly rather than running money through your own hands. If you're
charitably inclined, it can be satisfying to treat part of the account as
“already spoken for,” which reduces the temptation to procrastinate
until the deadline and then yank a huge taxable distribution out in
a panic.

Still, QCDs are fussy in the ways that matter. The transfer must be
direct—IRA to eligible charity. If the money touches your checking
account first, it’s generally treated as a taxable distribution, and the
special treatment is gone. The process is more like wiring money
than writing a personal check. In practice, that means you coordi-
nate with the IRA custodian and the charity so the payment is issued
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correctly and you receive proper acknowledgment from the organi-
zation.

Age is another gating item. The QCD rules require that you be at
least age 70%. That half-year detail is not a typo, and it’s a classic
place for mistakes. If you're 70 but not yet 70%2, your charitable in-
stincts are admirable, but the transaction won’t be a QCD. You can
still give, of course; you just won't get the income exclusion.

When QCDs work, they can be used like a relief valve during the
ten-year window. Imagine you're already pulling distributions to
keep the account on pace, and you also give to charity every year.
Without a QCD, you'd take a taxable distribution and then donate
from cash. With a QCD, a portion of what you need to distribute can
be redirected to causes you care about, while reducing the taxable
dollars coming out. The deadline still gets met. The charity still gets
funded. The IRS gets a smaller slice.

A concrete comparison makes the contrast vivid.

Suppose you want to give $10,000 to charity this year, and you're
over age 70%.

Option A: Taxable distribution, then donate. You withdraw $10,000. That
$10,000 is ordinary income to you. You then write a $10,000 check
to the charity. Whether you benefit from a charitable deduction de-
pends on whether you itemize and whether you're limited by other
rules. You may end up with a deduction that doesn’t fully offset the
income, or you may get no incremental benefit at all if you take the
standard deduction.

Option B: QCD. You direct $10,000 from the IRA to the charity. If
the requirements are met, that $10,000 is excluded from income. No
income, no need to “make up for it” with a deduction. Your AGI/-
MAGI is lower than it would have been under Option A.

Notice what Option B is really buying you: it can reduce the chance
of tripping the kind of income-based traps that don’t care about
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itemized deductions. A QCD can be a cleaner lever for managing
AGI/MAGI than charitable deductions.

There’s an important rule that keeps this from becoming too good to
be true: if a QCD is excluded from income, it cannot also be claimed
as a charitable deduction (no double benefit). That’s not a drawback;
it’s just the system preventing a duplicate tax advantage. You either
exclude it from income or deduct it, not both. For planning purposes,
the choice is often easy: an exclusion is frequently more valuable
than a deduction when you're concerned about AGI/MAGI-driven
effects.

Another subtle advantage is that QCDs can make charitable giving
“cheaper” in a way you can actually feel. If you're in a 24% marginal
bracket, a $10,000 taxable distribution to fund a $10,000 donation can
require more than $10,000 of gross withdrawal to net the amount
you want to give (depending on withholding and your cash flow).
A QCD is $10,000 out and $10,000 received by the charity. No extra
gross-up needed. It’s clean.

Where QCDs don’t shine is also worth stating plainly. If you're under
age 70%2, QCDs aren’t available. If your charitable giving is sporadic
or you're not charitably inclined, forcing the strategy makes no sense.
And if you already itemize heavily for other reasons, a charitable
deduction may already be valuable. QCDs aren’t a moral upgrade;
they’re a mechanical one, and the mechanics must fit your facts.

Now, charitable planning isn't limited to QCDs. Sometimes the more
powerful move is “deduction bunching,” where you concentrate sev-
eral years of charitable gifts into one year to itemize that year, and
then take the standard deduction in other years. A donor-advised
fund (DAF) is the tool that often makes this practical, because it sep-
arates the timing of the deduction from the timing of the actual gifts
to operating charities. You can donate to the DAF in one year (and
potentially itemize that year), then recommend grants to charities
over time.
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DAFs can be wonderfully useful, but they come with a different
set of cautions. DAFs are a separate charitable tool (deduction tim-
ing and grant timing separation) and can be used for charitable
‘bunching’ strategies; however, IRS materials emphasize that donors
should use legitimate, reputable sponsoring organizations and be
cautious of abuse schemes. In other words: a DAF is not a tax trick;
it's a structured charitable account. Use reputable sponsors. Be wary
of anyone selling a DAF as a magic machine that prints deductions
without real charitable intent.

Here’s how a DAF-based bunching strategy can intersect with the
ten-year withdrawal project in a legitimate way. Suppose you're
having an unusually high-income year—maybe because you took
a larger beneficiary distribution to keep the decade on track, or be-
cause of a separate one-time event. You also know you want to do-
nate $8,000 per year for the next three years. If you donate $24,000
to a DAF in the high-income year, you may be able to itemize that
year, potentially offsetting some of the higher income, and then use
the standard deduction in the next two years while still supporting
charities through DAF grants. This can soften the tax impact of a
known spike.

But keep the limitations in view. A DAF contribution is still a de-
duction strategy, not an income exclusion strategy. If your real goal
is to lower AGI/MAGI—because you're trying to manage Medicare
premium tiers or reduce the taxation of Social Security benefits—a
QCD is often the sharper tool when you're eligible. A DAF can be a
great solution for maximizing deductions in a particular year; it may
be less effective for managing income-based cliffs that don’t respond
to itemized deductions the way you hope.

Some households end up using both tools at different times. A DAF
can handle large, occasional giving and bunching in a year where
itemizing is attractive. A QCD can handle steady annual giving in
a way that keeps income measures lower. The common thread is

211



Tax-Minimization Withdrawal Strategies

intention: you're deciding which pocket the charitable dollars come
from and which tax lever you're pulling.

It’s also worth emphasizing that charitable strategies are not just
for high-net-worth donors. The QCD threshold is not “wealthy”; it’s
age-based. Many middle-income retirees give generously relative to
their budget. For them, the ability to give directly from IRA dollars
without increasing reported income can be transformative. It’s not
about building a foundation or endowing a scholarship. It’s about
making everyday generosity tax-smart.

One more practical point: the reporting of QCDs can confuse people.
The custodian’s tax form may not scream “QCD” in large letters. The
paperwork is often neutral; the responsibility falls on you (and your
preparer) to report it correctly, backed by the charity’s acknowledg-
ment letter and your records of the direct transfer. The system as-
sumes you'll keep your receipts, because it assumes adults do adult
things.

If you're thinking about QCDs as part of your decade plan, the best
time to set up the process is before year-end. Charities get slammed
in December, custodians get slammed in December, and your pa-
tience gets slammed in December. A QCD is a straightforward trans-
action when done early and calmly. When done in the last week of
the year, it becomes an anxious race against processing times, mail
delays, and holiday schedules.

Finally, charitable strategies deserve one moral footnote that is also
a practical warning: don’t let the tax tail wag the giving dog. A QCD
is powerful because it aligns tax efficiency with real generosity. If
the generosity isn’t real, the strategy becomes hollow. But if giving
is already part of your values, then using QCDs and thoughtful de-
duction planning can make your philanthropy cheaper, cleaner, and
less entangled with the decade’s tax headaches.

Done well, charitable planning turns a forced ten-year withdrawal
problem into something that feels more like agency: you still meet
the distribution requirements, but you redirect part of the flow to-
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ward causes you care about, and you do it in a way that reduces the

taxable footprint of the account. That’s not just tax minimization. It’s
purpose, with good math behind it.
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Special Situations and Ad-
vanced Planning

Sometimes, an inheritance doesn'’t fit neatly into a basic 10-year box. What
if the original account owner left the IRA to a trust, or perhaps it’s a tax-free
Roth IRA that plays by a completely different set of rules? What happens
if you are inheriting an inherited IRA from someone who already passed
away? This chapter dives into the ‘what-ifs’ and edge cases of the SECURE
Act. We will strip away the intimidating jargon from complex scenarios—
like trusts, successor beneficiaries, and strategic disclaimers—giving you
actionable steps to protect your wealth, manage taxes, and avoid expensive
traps when the standard rules do not apply.

6.1 Trusts and Estates as Beneficiaries

Naming a trust or an estate as the beneficiary of a retirement ac-
count is a little like putting a racehorse into a parade harness. You
might get more control and a cleaner procession—minors protected,
spendthrifts slowed down, family drama fenced off—but you also
change the rules of the race. The SECURE Act’s inherited-account
timelines were written with human beings in mind. When the ben-
eficiary is an entity, the law stops asking, “How old is the benefi-
ciary?” and starts asking, “Does this entity qualify to act like a per-
son for payout purposes?” If the answer is no (or “maybe, but the
paperwork wasn't done right”), the account can be forced out faster
than the family ever intended, often landing in the worst possible
tax territory.
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Two outcomes tend to surprise families most. First: the payout clock
can shrink dramatically—sometimes to five years. Second: even
when the payout window is ten years, the tax bill can balloon be-
cause trusts hit the top marginal brackets at shockingly low levels
of retained income. If the trust is written to hold IRA withdrawals
instead of passing them out, that “protection” can morph into a high-
speed tax shredder.

The entity problem: the IRS can’t measure a birthday

When an individual is the beneficiary, the SECURE framework
can key off a life expectancy (for certain exceptions) or a ten-year
cleanout window (for most designated beneficiaries). A trust or
estate doesn’t have a lifespan, so it doesn’t naturally fit into those
tracks. That’s why the rules bifurcate:

o If the trust qualifies under the look-through rules (covered
earlier), the IRS agrees to “see” the humans behind the trust
and apply individual-based payout rules, using the relevant
beneficiary (ies) inside the trust.

o Ifitdoesn’t qualify, the trust is treated as a non-designated ben-
eficiary, and the distribution schedule is driven by a different
set of rules that can be much less forgiving.

e Estates are generally in the non-designated category. Even
when the will’s beneficiaries are all humans, the estate itself
is still the named beneficiary, and the IRS does not automati-
cally look through it the way it sometimes can with a properly
drafted trust.

This is not the kind of mistake that shows up as a “small inefficiency.”
It can change the entire withdrawal timeline, which then changes the
size and timing of tax bills, Medicare premium surcharges, and the
beneficiary’s own bracket-management plan.
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Why “five years” suddenly appears in the conversation

People often associate the SECURE Act with the ten-year rule. Then
they name a trust, and an advisor says, “We might be in a five-year
payout.” That can sound like fearmongering until you understand
the trigger: when there is no designated beneficiary, the law falls
back to a pre-SECURE framework that can require a faster cleanup

in certain circumstances.

The five-year rule tends to show up when the original account owner
died before their required beginning date (RBD) and the beneficiary
is not an individual (or a qualifying look-through trust treated like
one). In plain English: the IRS looks at the calendar and says, “No
RMBDs had started yet, and no qualifying person is in the beneficiary
seat, so the account must be emptied quickly.”

If the owner died on or after the RBD and the beneficiary is a non-
designated beneficiary (often an estate, or a trust that doesn't qualify
for look-through treatment), a different fallback method typically
applies: distributions can be based on the owner’s remaining life ex-
pectancy rather than a five-year deadline. That can be “better” than
five years, but it’s still a very different plan than the family expected
when they imagined a beneficiary controlling timing within a ten-
year window.

The practical point: entity beneficiaries don’t merely tweak the math.
They can kick the account into a completely different rule set. And
those rules are triggered by facts that families often don’t think to
ask about—especially the owner’s RBD status.

The paperwork trap: when a good trust becomes a bad beneficiary

A carefully drafted trust can still fail as a retirement-account ben-
eficiary for reasons that have nothing to do with family intentions
and everything to do with technical requirements and administra-
tion. A trust can be beautifully written, aligned with the family’s
values, and still mishandle inherited-account distribution rules be-
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cause of something that sounds trivial in conversation: who counts
as a beneficiary for IRA purposes, and when the custodian receives
the required documentation.

What makes this dangerous is that the failure is often silent. The cus-
todian may accept the beneficiary designation and open an inherited
account titled to the trust. No alarm sounds. Years later, when the
tax preparer asks why the account wasn’t emptied on time (or why
the wrong RMD method was used), the family learns the trust never
qualified for the intended payout rules.

This is one of those planning areas where “we have a trust” is not the
same sentence as “the trust will work for a retirement account.” The
second sentence depends on details: identifiable eligible beneficia-
ries, disqualifying contingent beneficiaries (including non-persons)
not lurking in the document, and operational compliance.

Conduit vs. accumulation: the fork that decides who pays the tax

A trust receiving retirement-account distributions usually behaves
in one of two ways:

o A conduit trust is built like a pipe. Whatever comes out of the
retirement account must flow through the trust and out to the
beneficiary, typically in the same year. The trust doesn’t “keep”
the distribution.

o An accumulation trust is built like a reservoir. The trustee can
retain distributions inside the trust, either by discretion or be-
cause the trust’s terms require it (common when the goal is
protection, not convenience).

That design choice is not merely philosophical. It answers two high-
stakes questions:

1. Whose tax return absorbs the withdrawals? A conduit trust tends
to push the tax bill out to the beneficiary (via distributions
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carrying out income). An accumulation trust can trap taxable
amounts inside the trust, where brackets compress fast.

2. Whose identity controls the payout rules? With conduit trusts, the
IRS generally focuses on the current beneficiary receiving the
distributions. With accumulation trusts, because amounts can
be held back, the IRS has reason to care about all potential ben-
eficiaries who could ever benefit from the trust, which creates
more ways to fail the look-through requirements.

7

In family meetings, conduit language often sounds “less protective’
because money goes out. Accumulation language sounds safer be-
cause the trustee can hold funds back from an immature beneficiary
or a volatile marriage. But the tax friction of accumulation is real,
and it compounds: a trust can pay high marginal rates quickly, year
after year, while the ten-year (or five-year) clock is ticking.

A trust can protect the beneficiary and still be a tax disaster

Trust tax brackets are notorious for one reason: they are steep, and
they arrive early. An individual might need a very large amount of
additional income before hitting the top marginal rate. A trust can
get there with a fraction of that. The result is a planning paradox:
the trust may be doing exactly what you asked—don’t give my kid too
much at once—while simultaneously funneling the account’s growth
into the highest marginal rates.

The most common way this happens is simple. The inherited account
pays out. The trust receives the distribution. The trustee retains it
(for good reasons). The trust reports that retained amount and pays
the tax at trust rates. Repeat annually (or in chunks) until the end
of the applicable payout period.

If you want a quick gut-check for whether you're in the danger zone,
ask one question: Is the trust designed to keep the retirement-account
withdrawals inside the trust for multiple years? If yes, you're dealing
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with accumulation-trust tax gravity. That doesn’t mean the plan is
wrong. It means the tax strategy has to be intentional, not accidental.

When an estate is the beneficiary: the “clean” option that’s rarely
clean

Sometimes an estate ends up as beneficiary intentionally (to simplify
administration, to funnel everything through the will, or because
the decedent never updated the beneficiary form). Sometimes it’s
accidental: the primary beneficiary predeceased, no contingent ben-
eficiaries were named, and the default is the estate.

On paper, an estate sounds orderly. In reality, it often creates three
kinds of mess:

1. Payout-rule limitations. Estates generally don’t get the same in-
dividualized treatment as designated beneficiaries, so the dis-
tribution schedule can be less flexible.

2. Tax timing problems. Estate administration has its own dead-
lines, expenses, and negotiations. Meanwhile, the retirement
account has distribution deadlines. If the executor delays and
misses a required payout, the fix is rarely pleasant.

3. Control drift. A beneficiary designation is a laser beam. An es-
tate plan can be a floodlight. If the goal was to give one person
the retirement account and another person the house, rout-
ing the retirement account through the estate can accidentally
blend intentions.

Even when the ultimate recipients are the same people, the detour
through the estate can cost flexibility and create avoidable adminis-
trative friction. And with retirement accounts, friction is expensive
because the clock does not pause while paperwork is sorted.
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The silent accelerant: multiple beneficiaries inside one trust

A retirement account left to a trust is often meant to solve a real
family problem: “I want one trustee managing money for two kids,”
or “I want distributions controlled until age 30,” or “I need a special
needs structure.” But as soon as multiple beneficiaries are in play,
payout rules can tighten because the IRS worries about “stretching”
distributions over someone other than the intended measuring life
(or over a beneficiary category that wouldn't qualify on its own).

This shows up in two practical ways:

o The oldest beneficiary effect. In certain structures, the payout
timeline may be driven by the oldest or least favorable bene-
ficiary in the trust’s beneficiary class, because that person is
still a possible recipient under the trust’s terms.

o The hidden beneficiary problem. A contingent beneficiary that
seems harmless in a will-drafting context—for example, a char-
ity, an estate, or a “whoever is living at the time” clause—can
cause the trust to fail look-through treatment or force more
restrictive assumptions.

This is why retirement-account-to-trust planning is not a “copy and
paste” job from a non-retirement trust template. The trust can be ex-
cellent for brokerage accounts and real estate and still be structurally
hostile to inherited retirement-account rules.

The planning trade: tax efficiency vs. behavioral protection

Families often want two things at once: (1) slow down access to
money, and (2) minimize taxes. With inherited retirement accounts,
those goals can collide because tax minimization often prefers flexi-
bility and lower marginal rates, while protection often prefers retain-
ing funds in trust.

A useful way to think about it is to separate the job of the trust from
the job of the tax strategy:
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e The trust’s job is to set the rules of behavior: who can receive
money, when, and under what conditions.

o The tax strategy’s job is to decide how to extract money from
the retirement account across the applicable payout window
so that the combined tax paid by the trust and/or beneficiaries
is as low as reasonably possible.

A conduit trust leans toward tax simplicity by pushing distributions
out to the human beneficiary, where their individual brackets (and
planning opportunities) apply. An accumulation trust leans toward
behavioral protection by giving the trustee the ability to hold funds
back, but it demands much more deliberate tax management.

Neither is “right” in the abstract. The danger is choosing accumu-
lation language for safety and then ignoring the tax consequences
until the trust is already deep into a ten-year cleanout window with
a large, taxable balance.

A concrete comparison: conduit vs. accumulation outcomes

The table below frames the differences the way a beneficiary actually
experiences them: who gets cash, who gets a tax bill, and what can
go wrong.
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Feature

Conduit Trust

Accumulation Trust

Who receives the Typically ends May remain inside
retirement-account up  with  the the trust for years;
distribution current beneficiary trustee can retain
(economically)? promptly (trust or distribute.

acts as a pass-

through).
Where the tax often = More commonly More commonly
lands onthebeneficiary’s on the trust’s

return  (distribu- return to  the

tion carried out).

extent amounts are
retained.

Bracket risk Beneficiary’s Trust brackets
brackets may compress rapidly;
be managed retaining distribu-
with  multi-year tions can trigger
planning, but large high marginal
forced payouts can rates quickly.
still spike rates.

Look-through Often simpler More fragile: po-

fragility beneficiary iden- tential remainder
tification because beneficiaries and
only the current -contingencies can
beneficiary is matter, increasing
expected to receive  the risk of disquali-
IRA payouts. fication.

Best suited for Beneficiaries who Beneficiaries who
can be trusted need  guardrails
with cash flow, or (spendthrift con-
where the main cerns, creditor/di-
goal is predictable vorce risk, special
pass-through. needs planning),

and where the
family accepts tax
tradeoffs.

Common failure
mode

Distributions  cre-
ate an unwanted
personal tax spike
if timing isn't
managed.

Trust retains
distributions and
pays high marginal
rates, draining
value while still
operating “as
designed.”
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The punchline is not “always use conduit.” It’s that the trust design
dictates where leverage exists. Conduit designs give you bracket
management on the beneficiary side. Accumulation designs give
you control, but you must treat trust-level taxation as a primary de-
sign constraint, not an afterthought.

The trustee’s dilemma: distributing cash can be the tax-efficient
move

Trustees often worry that distributing money means “losing con-
trol.” But control can be expressed in more than one way. A trustee
can distribute enough to shift taxation away from the trust’s steep
brackets while still maintaining meaningful protections through
pacing, conditions, and oversight.

For example, an accumulation trust might allow distributions for
health, education, maintenance, and support. That language is of-
ten used to protect beneficiaries, but it can also be used to justify
distributing at least part of the retirement-account withdrawal each
year so that the taxable income lands on the beneficiary at a lower
marginal rate. The beneficiary may still be required to use the funds
for permitted purposes, or the trustee can pay vendors directly. The
key is that the trust is not forced into an all-or-nothing posture.

When a trust is receiving retirement-account distributions, “protec-
tion” sometimes means protecting the beneficiary from themselves.
But it can also mean protecting the family from an unnecessary tax
haircut. A trustee who refuses to distribute any taxable amounts
out of a trust, year after year, may be honoring the most conserva-
tive reading of their role while accidentally turning the IRS into the
biggest beneficiary.

When the five-year and ten-year clocks meet trust taxation

The SECURE Act’s time limits change the nature of the old “stretch”
conversation. Under a long life-expectancy payout, a trust could
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sometimes afford to be stubborn about accumulation because an-
nual distributions might be modest. Under a ten-year cleanout (or
worse, a five-year cleanout), the distribution amounts can become
chunky by necessity.

Chunky distributions and compressed trust brackets are a volatile
combination. Consider what tends to happen late in the window if
withdrawals are postponed: large year-nine and year-ten distribu-
tions stack on top of each other and get taxed at high marginal rates,
either on the beneficiary’s return (conduit) or on the trust’s return
(accumulation). With an accumulation trust, the worst-case version
is grimly efficient: the trust pays high rates and the account still has
to be emptied on schedule.

That’s why “we’ll wait and see” is rarely a winning strategy for a
trust beneficiary setup. Waiting is a strategy—just usually not a tax-
smart one when the time horizon is fixed.

A practical planning mindset: treat the trust as a wrapper, not a cal-
endar

When a trust is the named beneficiary, a useful mindset shift is this:
the retirement-account payout calendar is imposed by law; the trust
is a wrapper that controls where the money goes and under what
terms. Confusing those roles leads to mistakes like “the trust says
the beneficiary gets principal at 35, so we won't distribute anything
until then.” The retirement account doesn’t care about age 35. The
payout rules care about year 10 (or year 5, or life expectancy in
limited cases). If the trust is written as though it can override the
payout schedule, the result is usually a forced distribution at the
worst possible time.

Good planning aligns the trust’s internal distribution language with
the external withdrawal reality. That might mean:

e drafting trust provisions that give the trustee flexibility to dis-
tribute taxable amounts when appropriate,
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e using separate shares or subtrust structures where appropriate
so one beneficiary’s situation doesn’t contaminate another’s,
and

e coordinating investment strategy with the expected with-
drawal pattern so the trust isn't forced to sell at a bad time to
meet a deadline.

Those are not “extra bells and whistles.” They are often the differ-
ence between a trust that protects a family and a trust that quietly
overpays taxes.

When to bring in a specialist (sooner than you want to)

Some retirement-account problems are reversible with a phone call
and a corrected form. Trust-as-beneficiary problems tend to be the
opposite: once the owner has died, the beneficiary designation is
locked, and the payout rule that applies is often determined by doc-
uments that were either in place or not. The time to discover a flaw
is immediately, not in year eight.

A specialized tax professional (and often an estate attorney who
works routinely with retirement-account beneficiaries) earns their
keep when any of the following are true:

e the named beneficiary is an accumulation trust and the bal-
ance is large enough that trust-level taxation could dominate

outcomes,

e the trust has multiple current or contingent beneficiaries (es-
pecially if any are not straightforward individuals),

e the account owner’s RBD status might push the payout
method into an annual-distribution regime,

e the estate is the beneficiary (intentionally or accidentally), and
the executor is trying to coordinate distributions with estate
administration, or
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e there’s any uncertainty about whether the trust actually quali-
fied for the intended beneficiary treatment under the rules and
documentation requirements.

This is not about being fancy. It’s about avoiding a planning failure
that can’t be appealed later. A missed deadline or a misapplied pay-
out method is the kind of error that doesn’t just cost money; it can
permanently alter what the trust can do for the beneficiaries.

The bottom line: control is expensive unless it’s engineered

A trust beneficiary designation can be a brilliant way to keep a re-
tirement account from becoming rocket fuel for bad decisions. It can
also be an expensive way to discover that the IRS taxes “safety” at
premium rates.

The families who get this right treat the trust and the retirement ac-
count as a single system. They make sure the trust qualifies for the in-
tended payout rules, they choose conduit or accumulation language
with open eyes, and they build a withdrawal plan that respects the
fixed cleanout window instead of fighting it. Done well, a trust can
deliver both restraint and efficiency—not perfectly, but intelligently.
Done casually, it delivers restraint and a tax bill that grows faster
than anyone expected.

6.2 Inherited Roth IRA Rules

A Roth left to you is the rare kind of financial gift that can be both
powerful and simple: it can grow without annual tax drag, and with-
drawals are often tax-free. The trap is that “often” isn’t “always,” and
“simple” isn’t “no deadlines.” The SECURE Act still puts most ben-
eficiaries on a countdown clock. A Roth doesn’t escape the cleanout
requirement just because the original owner never had to take life-
time RMDs.
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That’s the first mindset shift: think of an inherited Roth as a carton
of milk with a very long shelf life, not canned food. It may stay fresh
for years, but it still has an expiration date, and the date is set by law,
not by your cash-flow preferences.

The deadline nobody expects: the end of year 10

For most non-EDB beneficiaries, the Roth must be fully distributed
by the end of the 10th year following the year of the owner’s death.
That single sentence explains why inherited Roth planning is so
strategic: you're given a long runway, but you're not given perma-
nence.

The deadline also creates a weird psychological effect. Because the
distributions are usually tax-free, many people delay paying atten-
tion until year eight or nine. With a traditional account, the rising
tax cost forces you to look at the problem early. With a Roth, the
lack of pain can make you complacent. Then the calendar asserts
itself and you're suddenly trying to coordinate a large final-year
withdrawal with life events, investment markets, and custodian pro-
cessing times.

Even when the dollars are expected to be tax-free, the timing still
matters for logistics: beneficiaries who wait until the last moment
can get burned by delays, incomplete paperwork, or an account
transfer that takes longer than anyone promised on the phone.

The huge advantage: typically no annual RMDs while the clock runs

A Roth owner has no lifetime RMD requirement. That one fea-
ture removes a whole category of inherited-account complexity that
plagues many traditional accounts: the “did the owner die before
or after their RBD?” issue that can cause annual RMD obligations
during the ten-year period for some beneficiaries.

With an inherited Roth, that debate is often irrelevant in practice be-
cause there generally isn’t an annual minimum distribution require-
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ment imposed on you during the countdown. The law still demands
that the account be emptied on time, but it often doesn’t microman-
age the path you take to get there.

That freedom is not just a convenience; it’s a planning superpower.
It lets you choose the withdrawal pattern that best matches your life
rather than one dictated by a table.

The cleanest play when the Roth is “seasoned”: nine years of silence,
one year of action

When the Roth is already past the five-year aging requirement (more
on that shortly), the most aggressive tax-efficient approach is also
the easiest to understand: let the account compound untouched for
nine years, then distribute everything in year ten.

Why can that be optimal? Because growth inside a Roth is not being
skimmed by annual taxes. Every extra year you leave it alone is a
year the Roth can do what it does best: compound without leakage.
If distributions are qualified, the tax bill doesn’t rise as the balance
grows, so you're not “saving” taxes by taking money early. You're
just shrinking the tax-free engine.

There are good reasons not to do the year-ten lump sum—cash
needs, investment risk, behavioral risk, or simply wanting to use the
money sooner. But it’s worth appreciating how unusual this is in
finance: the strategy that maximizes after-tax growth can be both
legal and boring.

The twist that can make a Roth taxable: the five-year aging rule

Here’s where the word “Roth” can lull people into the wrong as-
sumption. A Roth distribution is tax-free when it’s qualified. Qualifi-
cation depends on rules that include a five-year aging requirement.
If the Roth is less than five years old when money comes out, the
earnings portion may be taxable.
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That’s the second mindset shift: inheriting a Roth doesn’t guaran-
tee “no tax.” It guarantees “different tax physics.” With a newer
Roth, the calendar matters not only because of the ten-year cleanout
requirement, but also because the five-year aging rule can decide
whether the growth comes out clean or with a tax bill attached.

The practical planning question becomes: Do I need to take distribu-
tions before the five-year mark is satisfied? 1f not, patience can be worth
real money. If yes, you'll want to know what portion of what you
withdraw could be treated as earnings.

Example: the three-year-old Roth

Suppose the owner opened and funded a Roth three years before
death. You inherit it this year. You're still subject to the SECURE
timeline, so the account must be emptied by the end of year ten. That
part is straightforward.

The subtle part is what happens if you take a distribution in year one
or year two. If the five-year requirement has not been met, earnings
may not be fully sheltered yet. In other words, the Roth can behave
like a Roth in branding but like a taxable account in outcome for the
growth component.

A calm strategy in that situation is often to delay withdrawals until
the Roth satisfies the five-year rule, as long as you can still comfort-
ably empty the account by the deadline. The goal isn't to “beat” the
ten-year rule; it’s to avoid triggering a taxable earnings component
unnecessarily early.

This is where inherited Roth planning becomes more than a slogan.
It’s not just “wait until year ten.” It’s “wait until the Roth is qualified,
then use the remaining runway intelligently.”

The other version: a long-established Roth

Now picture a Roth that has been open for well over five years. The
five-year issue essentially disappears, and the account behaves like
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the fantasy version most people have in their heads: tax-free distri-
butions, tax-free growth, with the only real constraint being the end-
of-year-ten deadline.

That’s when the nine-years-of-compounding strategy becomes espe-
cially compelling. It’s also when Roth beneficiaries can coordinate
withdrawals around life in a way that traditional-account beneficia-
ries usually can’t. You might time the distribution to coincide with a
planned home purchase, a sabbatical, starting a business, or simply
a year when your other cash resources are abundant and you don’t
want to touch the Roth at all.

The Roth becomes a financial “pressure tank” you can leave sealed
until you want to release the value—as long as you respect the legal
deadline.

A common gotcha: recent Roth conversions inside the account

A Roth IRA can be funded by regular contributions, conversions
from pre-tax accounts, or rollovers from other Roth sources. Conver-
sions are especially relevant for beneficiaries because a conversion
has its own timing rules, and distributions taken within five years of
certain conversion activity can be complicated.

The clean takeaway, without drowning in rule minutiae, is this: if the
decedent did significant Roth conversions in the years right before
death, treat the Roth as “new” until proven otherwise. The account
may look large and mature, but parts of it may still be inside a five-
year timing box.

This is exactly the kind of detail that hides in plain sight. Account
statements often show a Roth balance, not the story of how that bal-
ance was built. If you suspect recent conversions, it’s worth asking
for contribution and conversion history early, while the custodian
can still easily produce it.
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Withdrawals can still be strategic even when the tax bill is zero

Even if every dollar you take out will be tax-free, withdrawal timing
can still matter because taxes aren’t the only cost in a financial plan.

A few real-world reasons beneficiaries choose to distribute earlier
than year ten:

o [nvestment risk. If the Roth is invested aggressively, waiting un-
til year ten concentrates market risk in a single moment. A bad
market in year ten can permanently reduce what you take out.
Some beneficiaries reduce that risk by taking periodic distribu-
tions and moving money into a taxable account with a different
risk profile (even though that gives up some tax-free shelter).

e Behavioral risk. A year-ten lump sum can be a temptation mag-
net. Some people prefer a “salary” approach: annual with-
drawals that create a predictable stream and reduce the chance
of blowing the windfall.

o Administrative simplicity. If you're juggling multiple inherited
accounts, multiple custodians, or a move, taking planned with-
drawals can reduce the chance of missing the deadline due to
paperwork chaos.

It’s worth noticing how different this is from a traditional account.
With a traditional account, the question is often, “How do I avoid
pushing myself into a punishing marginal bracket?” With a qualified
inherited Roth, the question is more human: “How do I use this gift
without letting it create avoidable risks?”

The subtle tax angle: a Roth distribution can still affect your finan-
cial life

Even when Roth distributions are not included in gross income,
money coming in can ripple through your planning. Cash can
change how much you sell in a taxable brokerage account, how
much capital gain you realize, whether you can pay estimated taxes
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comfortably, or whether you can avoid tapping home equity. A Roth
distribution can also influence need-based considerations in other
contexts.

So while the Roth withdrawal may not directly raise your federal
tax bill, it can indirectly improve your tax picture by allowing you
to avoid other moves that do create taxes. For example, using Roth
proceeds for living expenses could let you delay selling appreciated
stock, or keep you from taking extra distributions from a pre-tax
retirement account in a high-income year.

Thinking this way turns the inherited Roth into a planning buffer,
not just a pot of money.

Two siblings, same deadline, totally different pain

A useful comparison: two siblings inherit equal-dollar retirement ac-
counts. One inherits a traditional account, the other inherits a Roth.
Both face the same ten-year cleanout requirement.

The sibling with the traditional account is often playing defense. Ev-
ery withdrawal can add to their income and risk pushing them into
higher marginal brackets, Medicare premium surcharges, or other
phaseouts. Their ideal plan often involves spreading distributions
to manage brackets across the decade (and in some cases dealing
with annual minimum requirements depending on the decedent’s
RBD status).

The sibling with the Roth is playing offense. If the Roth is qualified,
the main constraint is the calendar, not the tax code’s marginal-rate
machinery. That sibling can prioritize investment compounding, risk
management, and life timing.

Same deadline. Completely different emotional experience. The SE-
CURE Act created a uniform time box for many beneficiaries, but
it didn’t make all inherited accounts equal. The tax character of the
account still writes the plot.
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When “tax-free” isn't the same as “penalty-free”

One comforting feature: the usual early-withdrawal penalty associ-
ated with retirement accounts is generally not the issue it is for own-
ers. Beneficiaries are not “retiring early”; they're receiving inherited
funds. The bigger compliance risk tends to be missing the ten-year
deadline, not taking money “too soon.”

That doesn’t mean you can treat the Roth casually. The compliance
obligation is just different: it’s about fully distributing by the dead-
line and keeping clean records that the distributions were taken
properly from the inherited account.

A practical rhythm for most beneficiaries

Without turning planning into a ritual, a simple annual check-in
keeps you out of trouble:

e Confirm what year you're in on the ten-year clock.

e Confirm whether the Roth satisfies the five-year requirement
(especially if the decedent’s Roth was opened recently or
funded by recent conversions).

e Decide whether you want a “growth-maximizing” approach
(delay) or a “risk-spreading” approach (periodic with-
drawals).

The goal is not to make the perfect decision every year. It’s to avoid
waking up in year ten and realizing you’ve accidentally created a

scramble.

The best thing about an inherited Roth is also the most dangerous

Because a qualified inherited Roth can be so tax-efficient, it's easy
to treat it as a background asset: set it, invest it, ignore it. That’s
exactly how people miss deadlines. The same feature that makes
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it valuable—quiet compounding without annual tax friction—also
makes it easy to neglect.

Treat the inherited Roth like a silent partner with a firm contract. It
doesn’t demand anything from you most years. It just insists that, by
a specific date, the relationship ends and the account balance comes
out. If you plan for that ending from the start, a Roth can be one
of the cleanest inheritances in the tax code. If you don’t, the “easy”
account can turn into an avoidable compliance problem at the worst
possible time.

6.3 Successor Beneficiaries

The first time someone says “You're a successor beneficiary,” it can
sound like a compliment—as if you’ve been promoted. In practice it
means something less glamorous: you just inherited a retirement ac-
count that was already inherited. The account has a history, a sched-
ule, and sometimes a half-finished set of required withdrawals. You
don’t get a fresh start. You get what's left on the clock.

That “no reset” reality is where families get hurt. People assume each
generation gets its own decade, its own rules, its own clean slate. The
SECURE Act isn't built that way. Once the original owner dies, the
payout regime is largely set. A second death doesn’t magically create
more time. If anything, it tends to compress time—and compression

is what turns manageable tax planning into a bracket pileup.

Two timelines can exist at once, and you're stepping into one of
them

Successor-beneficiary outcomes usually fall into one of two story-
lines, depending on what rule applied to the first beneficiary:

o The first beneficiary was on a ten-year cleanout schedule. In that
case, the successor generally steps into the existing deadline.
The calendar keeps moving.
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o The first beneficiary was an Eligible Designated Beneficiary
(EDB) using life expectancy payouts. In that case, the law
has a specific successor rule: if an eligible designated beneficiary
dies before their portion is fully distributed, the remainder generally
must be distributed within 10 years after the EDB’s death. That's a
new ten-year period, but it starts at the EDB’s death, not the
original owner’s.

Those two narratives sound similar (“ten years” appears in both),
but they feel completely different in real life. Stepping into a ticking
deadline with only three or four years left is a sprint. Starting a new
ten-year period after an EDB’s death is more like being handed a full
planning runway—still finite, but workable.

The most important question is surprisingly personal: who was the
first beneficiary?

When you inherit from someone who inherited, it’s tempting to fo-
cus on the original owner: their age, their account type, their re-
quired beginning date status. That information matters, but it’s not
the first question.

The first question is: Was the person you inherited from an EDB, and
were they using life expectancy payouts?

If yes, the successor rule is unusually straightforward: you generally
get a ten-year period beginning at the EDB’s death. This is one of the
few cases where a “new” decade actually exists under the SECURE
framework, and the statute is explicit about it (often discussed under
§401(a)(9)(H) (iii) in technical commentary).

If no—if the first beneficiary was just an adult child under the stan-
dard ten-year rule, or a trust in a ten-year regime, or anyone else
without an EDB exception driving life expectancy payouts—then the
successor typically inherits the calendar problem, not a new calen-
dar.
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A clean illustration: spouse as EDB, then child as successor

Here’s the successor rule at its best: clear, humane, and (relatively)
predictable.

A parent dies in 2020 and leaves a retirement account to a spouse.
The spouse is an EDB and chooses life expectancy payouts. Six years
later, in 2026, the spouse dies with money still in the account. The
adult child becomes the successor beneficiary.

Under the statutory successor rule, the child generally must dis-
tribute the remainder by December 31, 2036—ten years after the
spouse’s death. The child is not required to “go back” to the parent’s
2020 death date and count from there. The spouse’s EDB status cre-
ates a new ten-year cleanout period at the spouse’s death.

Notice what that does to planning. The child can spread with-
drawals, coordinate with their own earning years, and avoid turning
the entire remainder into a single tax-year event. The tax bill may still
be large, but it doesn’t have to be chaotic.

The other, harsher illustration: death during the original ten-year
cleanout

Now take the more common situation.

A parent dies and leaves the account to an adult child. The adult
child is under the ten-year rule. In year four, the adult child dies
without having emptied the account. The grandchild (or the adult
child’s spouse, or whoever is next) becomes the successor benefi-
ciary.

The instinct in many families is: “Okay, a new beneficiary means a
new ten-year period.” But in this storyline, that’s usually not how it
works. The successor generally has to finish the job under the exist-
ing deadline. If the original ten-year period ends at the end of year
ten, and the first beneficiary died in year four, the successor may
only have six years left.
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Six years can be plenty of time for a thoughtful plan. It can also be
painfully short if the balance is large and the successor is already
in a high bracket, or if the successor inherits multiple accounts with
staggered deadlines, or if the successor is a trust with compressed
tax brackets.

The real sting is psychological: grief can easily consume the first
year, and then—suddenly—you're not “starting a decade.” You're
halfway through one.

Why multiple deaths can magnify taxes

A single death often creates a tax-planning project. Two deaths
within a decade can create a tax emergency.

Here’s why. The first beneficiary may have deliberately delayed
withdrawals—sometimes for good reasons, sometimes out of ne-
glect. If the first beneficiary dies with a still-large account and a
shortened remaining timeframe, the successor can be forced into
large distributions over fewer years. Large distributions over fewer
years tend to stack on top of the successor’s own earnings, which
can shove them into the highest marginal brackets.

This is one of those unfair-seeming outcomes that the tax code pro-
duces without malice. Nobody at the IRS is thinking about your fam-
ily’s grief timeline. The calendar is indifferent, and the marginal rate
schedule is ruthlessly mathematical.

A planning note that sounds cold but is genuinely protective: if you
are the original beneficiary and your own health is uncertain (or
your finances are complicated), it can be wise to treat withdrawals
as a family risk-management exercise, not merely an individual tax
optimization. Sometimes the “perfect” strategy for you is the worst
strategy for the person who might inherit after you.
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The effective-date curveball: when the original death was pre-2020

There’s a successor-beneficiary fact pattern that blindsides families
because it sounds impossible: the original owner died before 2020,
so the family thinks they are permanently in the old “stretch” world.
Then the beneficiary dies after 2019, and SECURE Act successor
rules can apply.

This can happen because the successor rules key off the timing of the
successor event and the nature of the beneficiary’s payout regime,
not only the original owner’s date of death. IRS guidance in the Inter-
nal Revenue Bulletin has addressed this effective-date nuance, and
practitioners have spent plenty of ink on it for a reason: it’s a trap for
assumptions.

The practical implication is not “panic if the original death was
in 2018.” The implication is: don’t reason from dinner-table logic
(“Grandpa died before the law changed, so we're fine forever”).
When a second death occurs, the rules can reassert themselves in
a way the family didn’t anticipate.

When the first beneficiary was taking annual RMDs: does that obli-
gation carry over?

Sometimes the inherited account was in a regime that involved an-
nual distributions, either because the first beneficiary was using life
expectancy payouts (common for EDBs) or because the particular
fact pattern required annual RMDs within a cleanout period. When
that beneficiary dies, the successor inherits not just a deadline, but
the aftermath of prior-year decisions.

Two practical realities matter:

o The prior-year balance still drives calculations when annual RMDs
apply. If an annual RMD was required and wasn’t taken, the
successor may discover the problem only when a custodian or
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tax preparer asks the uncomfortable question: “Where is the
distribution for last year?”

o The successor may inherit a backlog of complexity. Even if the dol-
lars ultimately come out under the correct deadline, missed
annual obligations can create penalty exposure and reporting
headaches. (As discussed earlier, the IRS has offered transition
relief in certain years for certain missed beneficiary RMDs, but
relief is not a strategy.)

If you become a successor beneficiary and you suspect the first ben-
eficiary was supposed to be taking annual RMDs, it’s worth treating
it like acquiring a used car: you want the maintenance records before
you take it on the highway.

The operational part nobody brags about: retitling and transferring
without creating a mess

Successor beneficiary cases are fertile ground for accidental errors
because the paperwork is unfamiliar and emotions are high. The
goal is deceptively simple: keep the account in inherited form, prop-
erly titled, and moved by direct trustee-to-trustee processes where
needed—without triggering a distribution.

Custodians typically have specific language they want in the account
title to preserve inherited status. With successor situations, the title
can get long and awkward because it needs to reflect both the orig-
inal owner and the chain of inheritance. If the title is wrong, the ac-
count can be mishandled in a way that creates confusion later about
what rules apply.

A few practical habits help:

e Keep the chain of documents together. The successor will often
need the original owner’s death certificate, the first benefi-
ciary’s death certificate, and beneficiary designation informa-

tion or trust documents.
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o Confirm the applicable deadline in writing. Don’t accept “You have
ten years” as a complete sentence. Ask: “Ten years measured
from which death?” and “What year does the custodian show
as the deadline year?”

o Avoid any step that looks like a rollover into your own account. As
covered earlier, beneficiary transfers must generally be han-
dled as inherited accounts, not owner accounts, and mistakes
can create taxable events that cannot be undone.

None of this is glamorous, but it’s the difference between “I inherited
an account” and “I inherited an account and a preventable tax event.”

Successor beneficiaries and trusts: when compressed brackets
meet compressed time

If the successor beneficiary is a trust—or if the trust was the
first beneficiary and now a successor is stepping into a trust-
controlled setup—the timeline compression problem can become
much sharper.

Trust tax brackets escalate quickly, and a shortened cleanout period
can force larger annual distributions. If those distributions are re-
tained in trust (an accumulation structure), the tax cost can be brutal.
Even if distributions are paid out to human beneficiaries, the acceler-
ated schedule can push them into years where they have other high
income, eliminating much of the flexibility they expected.

The key point is not “trusts are bad.” It’s that successor events can
turn a carefully drafted trust plan into a tax-intensive plan simply by
changing the time available. Time is the invisible asset in inherited-
account planning. A second death reduces that asset.

Minor child scenarios: when the rules change midstream

Minor children in the EDB category can create layered successor sit-
uations because their payout method can change when they reach
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majority. Add an early death, and you can end up with a rule change
followed by a successor rule applied on top of it.

For example: a child inherits at age 12 under an EDB exception, then
at majority the distribution method changes to a ten-year cleanout
period. If the child dies at 19, the successor beneficiary inherits a
situation that already contains a pivot point. The timeline is not just
“ten years from X.” It can depend on when the method changed and
what rule applied at death.

These are the cases where generic advice collapses. Families tend
to learn this only after the fact, because it’s not the kind of nuance
you can comfortably explain at a funeral. But when minors, special
needs planning, or trusts are in the picture, successor beneficiary
planning is not optional. It's the difference between a plan and an
improvisation.

A successor beneficiary's first week checklist (the non-obvious
items)

The first week after you learn you're a successor beneficiary, the
emotional priority is obvious. The financial priority is less obvious:
you need to identify the governing calendar before you do anything
that can’t be undone.

A helpful set of questions to get answered early:

e What was the first beneficiary’s payout regime—ten-year
cleanout, life expectancy payouts as an EDB, or something
else?

e What is the exact year-end deadline for full distribution, and
what death is it measured from?

e Were there any annual distribution obligations that applied to
the first beneficiary, and are any distributions missing?

e Is the beneficiary a person, a trust, or an estate at this stage,
and does that change the rule set?
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Those questions are not mere bureaucracy. Each one changes the
strategy space. Once you know the answers, you can make deliberate
choices. Without them, you're driving at night with the headlights
off.

Strategy in a shortened timeframe: avoid the year-ten cliff

When a successor inherits a partially used cleanout period, the
number-one strategic mistake is to procrastinate and recreate the
year-ten cliff in a new, tighter form.

If you only have, say, six years left, waiting until the last year can
force a massive distribution into a single tax year. That can be a
bracket disaster, and it can also be operationally risky (custodians
make mistakes; paperwork gets delayed; markets drop at inconve-
nient times).

A more resilient approach is often to spread distributions across
the remaining years, even if the first beneficiary had delayed. That
doesn’t always mean equal amounts. It might mean taking more in
a year when your income is temporarily lower, or when you have
deductions, or when you're between jobs. The point is to use what
time is left as a planning tool rather than a fuse.

When a new ten-year period begins: don't waste it just because it's

If you inherit because an EDB died and you receive a fresh ten-year
period starting at the EDB’s death, you've been given something
valuable: time. The temptation is to treat that as permission to ignore
the account for nine years.

Sometimes that works beautifully. But the smarter mindset is to treat
the new decade as a controlled environment for tax planning. If the
account is pre-tax, time is your ability to distribute in a way that
avoids stacking withdrawals on top of your peak earning years. If the
account is a Roth, time is your ability to maximize tax-free growth
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while still respecting the deadline. Either way, a new ten-year pe-
riod is still a finite runway, and runways are meant to be used, not
admired.

A final reality check: the custodian won't plan this for you

Custodians are good at processing forms and issuing distributions.
They are not responsible for designing a successor beneficiary strat-
egy that fits your tax bracket, your other income, your state taxes, or
your family’s needs. In successor situations, relying on a custodian’s
default assumptions is especially risky because the account’s history
is unusual.

If you take one practical step to protect yourself, make it this: get the
governing deadline and the payout regime clarified early, in writing
if possible, and share that with the tax professional who prepares
your return. Successor beneficiary status is not just a label. It’s a time-
sensitive instruction manual that arrives without a cover page.

The good news is that once you understand the two core storylines—
continuing an existing countdown versus starting a new ten-year pe-
riod after an EDB’s death—most successor cases become navigable.

The bad news is that guessing wrong is expensive, and the calendar

won't correct you gently.

6.4 Roth Conversion Interactions

The phrase “Can I just convert it to a Roth?” shows up at the exact
moment a beneficiary realizes how unpleasant pre-tax withdrawals
can be. It’s a perfectly rational impulse: Roth money is cleaner, sim-
pler, and usually friendlier at tax time. The problem is that an inher-
ited pre-tax account isn't yours in the way your own IRA is yours.
You may control the withdrawal schedule, but you don’t have own-
ership privileges. Conversion is an ownership privilege.
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That single distinction—beneficiary control versus owner power—
explains almost every misconception in this corner of planning.

The hard boundary: most non-spouse beneficiaries can’t convert an
inherited traditional IRA to Roth

For a non-spouse beneficiary, the answer is usually blunt: you gen-
erally cannot convert an inherited traditional IRA into a Roth IRA.
Not “it depends.” Not “maybe with the right form.” The law draws
a line between what an account owner can do and what a beneficiary
can do, and conversion sits on the owner side of that line.

That frustrates people because it sounds arbitrary. But it’s consis-
tent with the bigger rulebook: non-spouse beneficiaries can't treat
the account as their own (as discussed earlier), and conversion is
essentially treating pre-tax money as though it’s now part of your
own Roth ecosystem. The tax code doesn’t allow that kind of identity
swap for most non-spouse heirs.

So if you inherited a pre-tax IRA and you're staring at a ten-year
cleanout deadline, conversion is not the escape hatch. The escape
hatch, such as it is, is planning the withdrawals themselves.

The confusion amplifier: inheriting a Roth is not converting to a Roth

This is where conversations get tangled. People hear “Roth” and as-
sume a common mechanism. In reality, “Roth” can arrive in your
life in two entirely different ways:

e You inherit a Roth IRA. The account is already Roth. Distribu-
tions may be tax-free depending on qualification rules, and
you still have timing requirements under SECURE.

e Someone converts to a Roth IRA. Conversion is a taxable event
to the converter: pre-tax dollars move into Roth status, and the

converter reports income in the year of conversion.
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These are not interchangeable concepts. Inheritance is about when
you must distribute. Conversion is about who pays tax to change the
character of the account. Beneficiaries often want the second solu-
tion to fix the first problem, but the law keeps those levers separate.

If you can’t convert, what can you actually do?

Non-spouse beneficiaries still have meaningful choices, just not con-
version choices. The menu is narrower, but it isn't empty.

You can:

e Take distributions according to the inherited-account rules
that apply to you and deliberately shape when the taxable
amounts hit your return.

e Use the distributed cash to pay the tax and invest what’s left in
a taxable account (or, if you're eligible, contribute to your own
Roth IRA separately using your earned income). This isn't a
conversion. It’s rebuilding tax-advantaged wealth outside the
inherited account.

That second step is emotionally important. Many heirs feel they are
“losing” tax-advantaged space. In reality, the inherited account is on
a countdown anyway. Your job is to manage the countdown, then
decide where the after-tax money should live next.

A quick example: the adult child who wants to “Roth-ify” the inher-
itance

An adult child inherits a large pre-tax IRA. They’re in their peak
earning years and hate the idea of piling additional taxable with-
drawals on top of salary and bonus. They ask: “Can I convert the
inherited IRA to Roth so the withdrawals aren’t taxed?”

The correct answer is: not directly. The beneficiary can't take the
inherited pre-tax IRA and convert it into a Roth IRA in their own
name.
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The practical workaround is less magical and more mechanical:
take distributions over time in a way that tries to avoid the worst
marginal-rate spikes, then invest the net proceeds. If the beneficiary
is eligible to contribute to a Roth IRA (based on the usual rules for
Roth contributions), they can build Roth assets with new contribu-
tions. The inherited account itself, however, remains what it is.

That answer is unsatisfying because it doesn’t transform the inher-
ited money into “clean” money. But it’s the honest answer, and it
keeps you from wasting months chasing a move the custodian can-
not legally process.

Where conversions still matter a lot: what the original owner did
before death

Even though you can’t convert as a non-spouse beneficiary, Roth
conversions can still show up in your inherited-account story be-
cause the decedent may have done conversions. That can change what
you inherit and how it behaves.

Owners sometimes do late-in-life Roth conversions with a clear goal:
pay the tax now, leave heirs a Roth later. That can be excellent plan-
ning. It can also be slightly self-sabotaging if it’s done without con-
sidering the Roth five-year rules that apply to whether earnings are
tax-free for beneficiaries.

Here’s the subtle but important caution: doing conversions late in
life can shift the tax burden to the owner (which might be desirable),
but it may leave heirs with a Roth that is not yet five years old. That
can create a window where earnings could be taxable to beneficia-
ries on withdrawals taken before the five-year period is satisfied.

So even when you inherit a Roth, it’s worth asking how it became a
Roth and when.
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Example: a conversion in 2024, death in 2026

Imagine the owner converts a large traditional IRA to a Roth in 2024
and dies in 2026. The beneficiary inherits the Roth in 2026.

To the beneficiary, it looks like the best-case scenario: “Great, it’s a
Roth.” But the five-year clock for Roth qualification matters. If the
Roth is not yet past the five-year requirement, withdrawals taken in
2026, 2027, or 2028 can have an unpleasant surprise: earnings may
not be fully tax-free yet.

This is not an argument against conversions. It’s an argument for
timing and communication. If the owner converts late in life, the
heir may want to delay withdrawals long enough for the Roth to
mature into fully qualified status (while still respecting the SECURE
cleanout deadline).

That’s also why heirs should be cautious about taking early distri-
butions from a Roth they inherit soon after a major conversion. The
account may have “Roth” on the label, but the tax treatment of earn-
ings can still be in a probationary period.

Surviving spouses: the conversion door reopens (because you can
become the owner)

Spouses live in a different legal universe. As discussed earlier, sur-
viving spouses have pathways that can turn a beneficiary situation
into an ownership situation. That matters because owners can con-
vert. Beneficiaries generally can't.

If you're a surviving spouse, your planning leverage can be substan-
tial:

e By moving the assets into your own name (through the spouse-
specific options covered earlier), you may be able to control the
timing of taxable distributions more flexibly.

e Once the funds are treated as yours, Roth conversions become
a live tool again: you can convert portions of pre-tax money to
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Roth over multiple years, deliberately filling lower marginal
brackets rather than creating one giant conversion year.

This is one of those rare areas where the tax code’s favoritism toward
spouses can be used for genuinely good planning, not just paper-
work convenience. It’s also why couples sometimes design benefi-
ciary designations and estate plans with the spouse as a “tax man-
ager” for the next generation.

Conversions are not free: they trade future tax for current tax

Roth conversions can be wonderful, but they are not “tax reduction”
in the simplistic sense. They are a tax shift. The converter voluntarily
accelerates taxable amounts into the present in exchange for tax-free
(or more tax-efficient) treatment later.

That means conversions interact with things that have nothing to
do with retirement accounts: Medicare premium surcharges, capital
gain stacking, phaseouts, and the general unpleasantness of a high-
income year. The right conversion plan is often a series of partial
conversions that fit into chosen bracket ranges rather than a heroic,
all-at-once conversion that creates collateral damage.

This matters for heirs because owners sometimes convert aggres-
sively with the goal of leaving a Roth, but in doing so they can ac-
cidentally inflate their own lifetime tax costs. A well-designed con-
version plan tries to keep the owner’s tax cost reasonable while still
improving the heir’s eventual outcome.

A family strategy that actually works: coordinated conversions and
beneficiary withdrawals

The most effective Roth conversion planning is often multi-
generational, even though the people doing the planning are
alive today.

A common, effective pattern looks like this:
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e The owner does partial conversions in years when their tax
bracket is relatively low (retirement years before Social Secu-
rity, or years with unusually high deductions).

o The beneficiary, later, withdraws remaining pre-tax inherited
funds in a way that avoids the worst bracket spikes during
their ten-year cleanout period.

No one gets everything they want. The owner still pays tax on con-
versions. The beneficiary still may have taxable withdrawals from
any remaining pre-tax balance. But the family can often reduce the
total tax paid over both lifetimes by smoothing the income across
years and across people.

That’s the real point of conversions in an inherited-account context:
not a magical “convert it after death” move, but a coordinated plan
that uses the owner’s years and the beneficiary’s years intelligently.

The edge case that creates the most anger: “Why can my spouse
convert but | can’t?”

Non-spouse beneficiaries often learn about spousal conversion op-
portunities and feel punished. It's understandable. But it’s also a
reminder of how the SECURE Act world is designed: spouses are
treated as continuation partners, not merely recipients. The law
gives them continuity tools because the policy goal is to allow surviv-
ing spouses to maintain retirement security as though the couple’s
retirement plan didn’t die with the first spouse.

That policy choice has downstream consequences. It means spouses
can sometimes reframe the account and use conversions. Other heirs
generally cannot. The best use of that knowledge isn’t resentment;
it’s planning. If a family has a surviving spouse who is financially
savvy and healthy, there may be an opportunity for that spouse to
manage conversions over time in a way that makes the eventual in-
heritance cleaner for children.
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What to do if a professional suggests a “conversion” anyway

Occasionally, a well-meaning professional will use sloppy language
and say something like, “We’ll convert it,” when they really mean,
“We'll take distributions and invest them in a Roth-like way.” Before
you sign anything, ask a clarifying question:

Are we talking about an actual Roth conversion of the
inherited account, or are we taking taxable distributions
and then reinvesting the net proceeds elsewhere?

That single question can prevent a lot of wasted time. If the answer
is “actual conversion” and you're a non-spouse beneficiary, insist
on the specific mechanism and paperwork trail. In most cases, the
conversation will quickly shift to the real options.

A final practical note: inherited Roths created by recent conversions
deserve extra patience

Link this back to the Roth rules discussed earlier: the best inherited
Roth strategy is often to delay distributions and let the account grow,
because annual withdrawals usually aren’t required. But if the Roth
was created by a conversion shortly before death, delaying can do
something even more valuable than compounding: it can allow the
Roth to reach the five-year threshold so that earnings come out tax-
free.

In other words, a beneficiary can’t convert, but a beneficiary can still
benefit from conversion logic by understanding the timing rules that
the decedent’s conversions set in motion.

The clean takeaway is simple: conversion is a powerful planning tool,
but it belongs to the owner’s toolkit and, in many cases, the surviv-
ing spouse’s toolkit. For other beneficiaries, the winning move is not
trying to force a conversion through a locked door; it’s building a
withdrawal plan that respects the SECURE deadlines while steering
the taxable years as thoughtfully as possible.
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6.5 The Disclaimer Strategy

Most financial planning is about choosing. The disclaimer strategy is
about refusing—and doing it so cleanly that the tax law treats your
“no” as if you never had the choice in the first place.

That sounds dramatic, but it’s one of the few tools that can retroac-
tively improve a beneficiary designation after death without turning
the fix into a taxable gift. When it works, a qualified disclaimer can
redirect a pre-tax account away from someone who doesn’t need it
(or can’t afford the tax hit) to someone who can use it more effi-
ciently, simply by letting the beneficiary form’s contingent plan do
what it was already designed to do.

The catch is that the rules are picky in the way only the IRS can be
picky. A disclaimer isn’t a “decision.” It’s a formal legal act governed
by IRC §2518 and the regulations under 26 CFR 25.2518-2, and it
comes with one unforgiving theme: you must not accept the benefit
first.

What a qualified disclaimer really does (and why it can be magical)

A qualified disclaimer is governed by IRC §2518 regulations: gener-
ally it must be in writing, delivered within the required time frame
(often 9 months), and the disclaimant must not have accepted ben-
efits; disclaimed property must pass without the disclaimant direct-
ing it (26 CFR 25.2518-2).

Read that last clause slowly. The money has to pass without you di-
recting it. That’s why this strategy is so powerful and so limited at
the same time. You can't steer the money to your favorite person the
way you would with a gift. You can only step aside and allow the
existing beneficiary designation to take effect.

So the “magic” is really this: if the decedent named you as primary
beneficiary and your children as contingent beneficiaries, your dis-
claimer can shift the account directly to your children as if you had
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predeceased the decedent. No gift from you. No using your own
exemption. Just the beneficiary form doing its job after you remove
yourself from the chain.

In a world where beneficiary designations override wills by default
(as covered earlier), the disclaimer is the rare move that works inside
that beneficiary-form universe rather than fighting it.

The most common reason people disclaim: tax brackets and timing

Disclaimers are often framed as an estate-planning tool for wealthy
families. In practice, many disclaimers are driven by a more relatable
problem: the wrong person got the account at the wrong time.

Imagine an adult child in peak earning years inherits a large pre-tax
account. They already have a high salary, maybe equity compensa-
tion, maybe a spouse who works. The ten-year cleanout is going to
collide with their highest-tax decade. Meanwhile, their own kids are
in college, or a younger sibling is still building a career, or the surviv-
ing spouse is in a temporarily lower tax bracket. The family realizes
the “primary beneficiary” designation is emotionally reasonable but
financially clumsy.

A qualified disclaimer can sometimes fix that. If the contingent ben-
eficiaries are the lower-bracket recipients you would have chosen any-
way, stepping aside can keep the distributions out of the primary
beneficiary’s top marginal bracket years and spread the burden
across people who can absorb it more gently.

The key is that the improvement comes from shifting who is forced
to take distributions under the SECURE timeline, not from changing
the SECURE timeline itself. The clock still exists. You're just chang-
ing who has to live with it.
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Why a disclaimer is not “giving it away”

The emotional hurdle is real: disclaiming can feel like generosity, like
a gift, like you're “handing” money to someone else. Tax law cares
about labels less than mechanics.

When a disclaimer is qualified, the law treats you as though you
never accepted the property. That’s why the shift to contingent ben-
eficiaries is not treated as a gift by you. You didn’t transfer it; you
refused it, and the beneficiary designation determined the next re-
cipient.

This is also why disclaimers can be used to move assets to a trust, a
younger generation, or even a charity (if that’s what the beneficiary
form says happens next). The disclaimer doesn’t create a new plan;
it activates the plan that already exists.

If there are no contingent beneficiaries named, the disclaimer can
still work in theory, but the destination may be messy (often de-
faulting to the estate or a default provision). In real life, the best
disclaimer opportunities usually come from beneficiary forms that
were thoughtfully built with a “Plan B.”

The countdown: nine months means nine months

The disclaimer clock starts at death, not at the moment you “learn
about the rules” or “finally meet with the attorney.” Under 26 CFR
25.2518-2, the delivery deadline is strict: a qualified disclaimer must
generally be delivered within the required time frame (often 9
months).

Nine months sounds like plenty of time until you add the realities of
grief, probate, custodian paperwork, family conversations, and the
fact that beneficiaries often don’t even receive the account informa-
tion quickly. Then nine months starts looking like a short runway.

A useful practical habit: if you think a disclaimer might be on the ta-
ble, treat it like an emergency-room decision. You can always choose
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not to disclaim later. You cannot extend the deadline because the
year got away from you.

The “no acceptance” rule: the strategy-killer you don’t see coming

Disclaimers die for one main reason: acceptance. The regulations
are clear that the disclaimant must not have accepted benefits. Ac-
ceptance can be obvious (you took a distribution and spent it) or
subtle (you exercised control over the property in a way that looks
like ownership).

In the beneficiary world, acceptance risk tends to show up in
ordinary-looking actions:

o taking a distribution “just to cover taxes,”

e moving the account in a way that implies ownership rather
than beneficiary status,

e directing the custodian to send part of the account to one per-
son and part to another (you can disclaim all or a fraction, but
you can't reassign).

The irony is brutal: people often take a distribution because they
think they’re being responsible, then later learn they wanted to dis-
claim. The responsible act becomes the disqualifying act.

If a disclaimer is even a possibility, treat the account like evidence at
a crime scene: don't touch it until you know what you're doing.

The narrow escape hatch: the year-of-death RMD nuance

There is one nuance that can save families from a heartbreaking mis-
take, and it’s worth handling carefully because it’s easy to misapply.

Revenue Ruling 2005-36 addresses a highly practical inherited IRA
nuance: taking the decedent’s year-of-death RMD does not necessar-
ily void a disclaimer of the remaining IRA interest, but acceptance
rules can limit what portion is disclaimable and may require han-
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dling income attributable to the RMD (Rev. Rul. 2005-36 in IRB 2005-
26).

In plain English: if a year-of-death required distribution had to be
taken, taking that required amount may not automatically destroy
the ability to disclaim the rest. But this is not a “go ahead and take
what you want” permission slip. The ruling is narrow, and accep-
tance rules can still box you in.

This is exactly the kind of situation where a specialist earns their
fee. A beneficiary who casually takes more than required because
they assume “RMDs are mandatory anyway” can accidentally turn
a salvageable disclaimer into a dead one.

Partial disclaimers: stepping aside without stepping out

A disclaimer does not have to be all-or-nothing. You can disclaim a
fraction of the account, allowing part to pass to contingent beneficia-
ries while retaining the rest.

Partial disclaimers are useful when the planning goal isn't “I don’t
want it,” but “I don’t want all of it.” Common examples:

e You want enough for your own security but don’t want the
entire ten-year cleanout burden in your bracket.

e You want to fund a child’s education or a grandchild’s start in
life without treating it as your own gift.

e A surviving spouse wants to disclaim part so that children (or
a bypass-type trust named as contingent) receive a portion,
balancing family security and long-term planning.

The benefit of a partial disclaimer is that it can create a split of
the account’s future tax burden across multiple people. The cost is
that it increases complexity: titling, separate inherited beneficiary ac-
counts, and withdrawal coordination become more important. Still,
when balances are large, partial disclaimers can be the difference
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between “everyone pays a manageable amount” and “one person
gets crushed.”

Disclaimers only work if the beneficiary form has somewhere sen-
sible to send the money

A disclaimer is not a magic wand. It’s more like pulling a trapdoor
lever and letting gravity do the rest. Where the money falls depends
on the beneficiary designation, not on your preferences.

That leads to two practical conclusions:

e If the contingent beneficiaries are not named, the result of a dis-
claimer may be undesirable (often routing through the estate
or default provisions).

e If the contingent beneficiary is a trust, all the trust-related tim-
ing and tax issues discussed earlier can suddenly become your
problem, because you've just directed the account into that
structure by stepping aside.

“Directed” in the human sense, not the legal sense. Legally, you
didn’t direct it. Practically, you chose whether to activate that down-
stream path.

So a disclaimer decision is never just about your own taxes. It’s about
the quality of the contingent plan. If the backup plan is a mess, dis-
claiming can turn a tax problem into a legal-and-tax problem.

A tax-planning example: disclaiming to grandchildren to avoid
bracket stacking

Consider a primary beneficiary who is already in a high bracket and
faces the cleanout schedule. The contingent beneficiaries are grand-
children who are young adults with modest earnings.

If the primary beneficiary accepts the account, distributions stack on
top of already-high earnings, potentially pushing large portions into
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the highest marginal brackets. If the primary beneficiary disclaims
(assuming all qualified disclaimer requirements are satisfied), the
account passes to the contingent beneficiaries. Each grandchild gets
their own cleanout schedule and may be able to distribute over the
decade at much lower marginal rates.

The family hasn’t created more time. They’'ve changed who uses
the time. And because the shift happens through the beneficiary
designation, it can occur without the primary beneficiary making
a taxable gift.

That’s the disclaimer strategy at its best: it makes the tax code’s harsh
deadlines less expensive by matching them to lower-bracket people.

A family-planning example: the spouse who disclaims part to keep
the plan balanced

Disclaimers are also used when the “right” recipient isn’t purely a
tax decision. A surviving spouse may be financially secure and may
want part of the account to pass directly to children (or to a trust for
them) rather than accumulating in the spouse’s own estate.

A partial disclaimer can create that balance: the spouse keeps
enough for lifestyle security and disclaims the rest so it moves to
the next beneficiaries. This can be emotionally satisfying (“the kids
receive something now”) and can also support estate outcomes
(“assets don’t unnecessarily pile into the surviving spouse’s
estate”).

The caution is that spousal planning already has special pathways
(as covered earlier), so disclaimers need to be coordinated with the
spouse’s broader strategy. A spouse who disclaims without consid-
ering those other tools can accidentally give up flexibility.
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The paperwork reality: disclaimers are legal documents, not verbal
intentions

A qualified disclaimer must be in writing and delivered correctly.
This is not the kind of thing where a phone call to the custodian and
a note in the file gets it done. You'll typically be signing a formal
disclaimer document, and delivery matters: it must be delivered to
the right party (often the plan administrator or custodian) within
the deadline.

Also, disclaimers are sensitive to “acceptance” in ways that don't al-
ways match intuition. A beneficiary can unintentionally accept ben-
efits by actions that seem harmless. That’s why disclaimers should
be handled as a coordinated project among the beneficiary, the cus-
todian, and the tax and legal professionals involved.

If you take nothing else from the compliance side, take this: do not
improvise with a disclaimer. Improvisation is how you accidentally
accept the benefit and permanently lose the strategy.

How to think about the decision: disclaiming is about who should
carry the tax burden

The best way to evaluate a disclaimer isn't to ask, “Do I want the
money?” Many people do want it, even if they don’t need it. The
better question is: Am I the best person to carry the distribution burden
under the SECURE deadlines?

That question forces you to consider:

e your current and expected marginal tax brackets,
e your cash needs versus your ability to leave assets untouched,
e the contingent beneficiaries’ brackets and life stages,

e and the quality of the contingent beneficiary plan (people vs
trusts vs estate).
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If the answer is “no, I'm not the best carrier,” then disclaiming all or
part can be rational, even if it stings emotionally. And if the answer
is “yes,” then the right move may be to accept and plan withdrawals
carefully, rather than forcing a disclaimer into a situation it doesn’t
fit.

The quiet moral of the story: disclaimers reward families who
planned contingencies

A disclaimer works only because the beneficiary designation already
contains a next-in-line. The strategy is a second chance, but it’s not
infinite flexibility. It’s a controlled detour that relies on the road be-
ing paved.

That’s why disclaimers tend to be most successful in families that
did something simple years earlier: they named thoughtful contin-
gent beneficiaries. When that’s in place, a primary beneficiary has
an option to step aside for tax or estate reasons without turning the

move into a gift.

A qualified disclaimer is, at its core, a legal way to say, “I'm not the
right person for this asset.” Done correctly and on time, it can be
one of the most elegant moves in inherited-account planning. Done
casually—after taking distributions, after moving money around, af-
ter the deadline—it becomes an expensive lesson in how literal the
IRS can be.
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