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1-2-3’s of RMD’s. What You
Need to Know.

Another wave of baby boomers turns 70 this year and many will be facing required minimum
distributions for the first time.

Required minimum distributions (RMDs) are annual withdrawals from tax-deferred retirement
accounts mandated by the federal government once someone turns 70 %. Because those
withdrawals are taxable it’s the government’s way of ensuring it receives its share of those
retirement dollars that have been stored and growing tax-free in retirement accounts.

Retirement accounts that are subject to RMDs are traditional IRAs, rollover IRAs, inherited IRAs,
SEP IRAs, SIMPLE IRAs, 401(k), 403(b) and 457(b)s and Keogh plans. RMDs are not required
from Roth IRAs unless they have been inherited.

How Much Must Be Withdrawn

The size of your RMD is determined by the amount of money you have in eligible retirement
accounts on December 31 of each year and the IRS’s life expectancy estimates. (For people
taking RMDs for the first time, it is the aggregated balance of all eligible accounts on December
31 of the year they turn 70.) Richard Eisenberg, a contributor to Forbes.com, offers this about
first-timers. “Most people turning 70 % this year will need to tote up the balance of their RMD-
eligible accounts and divide the total by the IRS’s figure: 27.4,” explains Eisenberg. Let’s use
Jason as an example. Jason turns 70 in May and has $500,000 in traditional IRAs. He’ll need to
withdraw at least $18,248 ($500,000 divided by 24.7) to meet his RMD obligation.

The following Uniform Lifetime Table shows the life expectancy for each age, 70 through 90.



First 20 Years of the Required Minimum Distribution Table

First Twenty Years of The
Required Minimum Distribution Table (Uniform Lifetime)

Age Distribution Period
70 27.4
71 26.5
72 25.6
73 24.7
74 23.8
75 22.9
76 22.0
77 21.2
78 20.3
79 19.5
80 18.7
81 17.9
82 17.1
83 16.3
84 15.5
85 14.8
86 14.1
87 13.4
88 12.7
89 12.0
20 114

Even though the RMD reflects all of your retirement accounts, you can pay the amount due out of one
IRA or any combination of IRAs (not including Roth IRAs). Employer sponsored retirement plans and
inherited IRAs are exceptions to the rule. Kevin McCormally of Kiplinger explains that “if you have



more than one workplace retirement plan, you must figure the RMD for each account (based
on the same life expectancy factor that applies to IRAs), then withdraw separate RMDs from
each account. You can’t pick and choose which account to tap, as you can with IRAs.”

When RMDs Are Due

The first RMD is due no later than April 1 of the year following the year you turn 70 %. In all
subsequent years, the distributions must be taken by December 31. For example, if you turn 70
in March 2018 (thus 70 % in September) your first RMD must be made by April 1, 2019. But if
your birthday is in the second half of the year, meaning you don’t reach 70 % until 2019, your
first RMD is not due until April 1, 2020.

Because RMDs are annual events, if you delay the first withdrawal until the following year,
you’ll end up taking two RMDs in the same year. Let’s again use Jason as an example. He turns
70 % in November of this year. Jason can wait until the April 1, 2019 to take his first RMD but
he’s also obligated to take an RMD for the 2019 calendar year by December 31. However, Jason
doesn’t have to wait. He has the option of taking the initial RMD in the year he turns 70 %, thus
avoiding having two RMDs in 2019.

RMDs from your current employer’s 401(k) plan can be delayed if you continue to work past
age 70 % and own less than 5 percent of the company.

How to Lower Your RMDs

Many Americans include RMDs in their retirement income plans. For others, being forced to
take distributions can be problematic. In addition to increasing your annual tax bill, RMDs are
considered regular income, giving them the potential to push you into a higher tax bracket.
“And the increase in your adjusted gross income could trigger other unpleasant consequences,
such as higher taxes on your Social Security benefits, a surtax on your taxable investments, and
a Medicare high-income surcharge,” says Sandra Block, a senior editor at Kiplinger.

They key to lowering RMDs and minimizing taxes is to do some planning in advance of turning
70 %.

One strategy is to begin taking withdrawals from your tax-deferred accounts when you turn
59 % and are no longer subject to early-withdrawal penalties. If done on a regular basis, by the
time you turn 70 % the size of those tax-deferred accounts will have shrunk, lowering your
annual RMDs. These withdrawals can be re-invested or used as income, possibly to delay
claiming Social Security, allowing Social Security benefits to increase 8 percent per year once
you’ve reached full retirement age.



A second strategy is to systematically move funds from a traditional IRA or 401(k) into a Roth
IRA as you approach age 70. You will have to pay taxes on whatever you convert, but when you
retire and reach into your Roth IRA, the withdrawals will be tax-free.

Another way to reduce the size of your RMD is to contribute to a QLAC, a deferred income
annuity that typically does not begin paying out until many years after their purchase. “You can
invest up to 25 percent of your IRA or 401(k) balance (up to $125,000) in a qualified longevity
annuity contract,” says Kimberly Lankford, a contributing editor for Kiplinger. “Money in a QLAC
is ignored for RMD purposes.”

Although it won’t reduce the RMD amount, donating the distribution to a charity can eliminate
the taxes on it. By law, taxpayers over 70 % can donate up to $100,000 from their IRAs directly
to a charity. Known as a qualified charitable distribution, the gift can count as your RMD and
will not be considered taxable income. Employer-sponsored plans are not eligible for QCDs.
Alternately, a taxpayer who itemizes can take the RMD as cash and donate it to a charity; the
charitable tax deduction will offset the taxes owed on the RMD amount.

What to Do with Your RMDs

The federal government may insist on required minimum distributions when you hit 70 % but it
has relatively little to say about what you do with those distributions.

The one thing you can’t do, is roll over your RMD into another tax-deferred retirement account.
That would defeat the purpose of RMDs, explains McCormally. “The whole point of forcing you
to take withdrawals is to get the money out of the tax shelter — so the IRS gets to tax the payout
and any future earnings on it.”

Once taxes on the withdrawal are paid, you can do whatever you want with it. RMDs are not
designed to stimulate the economy so there’s no requirement that you spend the distribution.
If you so choose, you can immediately reinvest the RMD into a taxable account, through a bank,
brokerage or other financial institution. If you don’t need the money in the short-term,
investments in exchange-traded funds, stocks or bonds are also possibilities.

Although the vast majority of RMDs are taken in cash, there are other options available. One
popular alternative involves shares of stocks or mutual funds. You can transfer the shares to a
taxable account as an “in-kind distribution.” As far as the IRS is concerned, your withdrawal
obligation is being met as long as the in-kind distribution is equal to or greater than your RMD.
Of course, you will have to pay taxes on the market value of the shares on the day they were

transferred. McCormally suggests that “an in-kind distribution might make sense if, say, you
have shares that have fallen in value but that you expect to recover.” If the shares were left in
an IRA, any appreciation when they’re sold would be taxed at the highest tax bracket rate. “But



if you move the shares to a taxable account and hold them for more than a year, any post-
transfer appreciation will be treated as a tax-favored long-term capital gain, with a tax rate as
low as 0 percent, depending on your other income,” explains McCormally.

When an IRA Owner Dies

RMD rules are complicated and can get even more confusing after an IRA owner’s death. “If the
IRA owner has not taken the full RMD for the year prior to his or her death, the beneficiaries
must take any remainder of that RMD prior to the end of that calendar year,” says certified
financial planner Richard A. Carriuolo. That requirement can place a significant burden on
grieving beneficiaries whose focus is on the person they’ve lost, not on how much money must
be withdrawn from an IRA.

Different rules apply if the IRA owner dies prior to reaching the age of 70 %. If “the sole
beneficiary is something other than a person (e.g., a charity or the estate), also called an entity
beneficiary, the entire account balance must be distributed by December 31 of the fifth
calendar year after the year of death,” explains Carriuolo. “If the sole beneficiary is an
individual, he or she may follow the same five-year rule, or commence distributions in the
calendar year following the year of death, based on the single life expectancy of that
beneficiary (determined according to another IRS table (Appendix B, Table I).” If there is more
than one beneficiary, the life expectancy of the oldest beneficiary is used to calculate the
required distributions. If the IRA has been divided into separate accounts for each beneficiary,
the life expectancy of each beneficiary is applied.

If the beneficiary is a spouse, he or she can choose either of the plans just outlined, but there
are additional options. One option is to delay RMDs until the year in which the IRA owner
would have turned 70 %, using the spouse’s single life expectancy to determine the amount of
the RMD. Yet another option, available only to surviving spouses, is to roll over the decedent’s
IRA into his or her own IRA, at which point the basic rules of IRA ownership apply.

The RMD rules we’ve discussed that apply after an IRA owner’s cover the majority of situations
—but there are more. For example, if the beneficiary is a trust it is treated like an entity
beneficiary unless it conforms to a complicated set of standards established by the IRS. It can
get even more confusing if there is a combination of entity and human beneficiaries. “The
rules...for a sole entity beneficiary are followed by all beneficiaries (entity or human), unless the
entity beneficiaries have cashed out by September 30 of the calendar year following the year of
death, in which case the rules applicable to only human beneficiaries apply,” explains Carriuolo.
In situations in which the IRA has been divided into separate accounts for each beneficiary each
account can follow the rules that apply for each type of beneficiary.



Although there are no RMDs for Roth IRAs while the owner is alive, beneficiaries are required to
take withdrawals. In these situations, beneficiaries must follow the same rules that apply to
beneficiaries of traditional IRAs whose owners died prior to reaching their RMD due date.

How to Avoid Onerous Penalties

As you can see, the rules governing required minimum distributions can be confusing. The
timing of withdrawals can be tricky, especially for seniors taking RMDs for the first time. For
example, if you postpone your first RMD to the year after you turn 70 %, it’s easy to forget that
your second RMD is also due that year.

Another common error is not understanding the difference between the rules for IRAs and
401(k)s. If you have multiple IRAs, your RMD is based on the total amount of money in all those
accounts but the RMD can be taken from one account or any combination of accounts. For
multiple 401(k) accounts, the RMD has to be calculated and withdrawn for each account
separately.

People 70 % or older and still working are correct in thinking they can delay the RMDs on their
current employer’s 401(k) plan. However, they sometimes forget that even if they continue to
work they must take RMDs from the 401(k) plans of previous employers plus any IRAs they may
own.

Regardless of the complexity, it is essential that you adhere to the rules in order to avoid severe
penalties. If you miss a deadline, you could be subject to a 50 percent penalty on the amount
that should have been withdrawn. For example, if your RMD is $10,000 and you miss the
deadline for taking the distribution, you will face a penalty of $5,000 on top of the taxes owed
on the full amount of the RMD.

Although it’s a cumbersome process, should you miss your RMD deadline you can ask the IRS to
waive the penalty. The IRS can waive all or part of the penalty if it believes it was a reasonable
error and you're taking steps to fix the mistake. “The request for waiver may be included in a
letter of explanation, which you attach to your tax return (Form 1040) along with your Form
5329,” explains Dennis Appleby of Investopedia. The RMD should be taken as soon as possible
and noted in the letter of explanation. Appleby also advises that “when requesting a waiver, do
not pay the penalty up front. Instead, follow the instructions for requesting a waiver in the
Instructions for Form 5329.” The IRS will often grant the waiver unless it believes you have
intentionally ignored the RMD rules.
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= Still confused about RMDs? We can help. Give us a call at 800-277-0025 or send an email to
asknoel@theprovestperspective.com
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