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    Abstract and Summary

The President signed into law the Setting Every Community Up for Retirement Enhancement (SECURE) Act. The Act 
moved rather quickly through the House and Senate. In short, the new law reflects the following significant changes, 
along with other more minor provisions:

•	 Mandates the maximum period over which an inherited IRA can be withdrawn is 10 years, for most non-spouse 
beneficiaries. This requirement removes the current ‘stretch’ provision in Qualified Plans and IRAs, which allows 
beneficiaries to take distributions over their expected lifetimes.

•	 Extends the minimum age for the Required Minimum Distribution (RMD) to 72 (from 70 ½)
•	 Allows small employers to join together to provide 401(k) plans for employees
•	 Allows part-time workers to enroll in 401(k) plans
•	 Provides the ability for 401(k) plans to provide annuities as a payout option for lifetime income

This Guide is intended to address the first issue, the elimination of the stretch Qualified Plan/IRA. This change will have a 
significant effect on most Americans who have IRAs, or who have Qualified Plans5 like 401(k), Profit-Sharing plans, 403(b), 
457(b), cash-balance plans or lump sum options in a pension plan. According to ICI, there are at least 42.6 million households in 
the US with IRAs and over 55 million participants in 401(k) plans. Participants in Qualified Plans will be affected by the new rules 
since assets left in those plans after retirement are subject to the RMD rules even if they are not rolled over into IRAs. 

1 The forgoing Guide is provided for educational purposes and is not intended to give tax, investment, or legal advice. Readers are advised that the plan-
ning concepts described here are for review and distribution with a qualified professional in the context of their own personal situation. All information is 
based on the SECURE Act as signed into law. 

2 Leon LaBrecque is Chief Growth Officer of Sequoia Financial Group. He is based out of Troy, MI.
3 Heather Welsh is Vice President of Wealth Planning at Sequoia Financial Group. She is based out of Akron, OH.
4 Scott Swain is Partner, Tax and Family Wealth, Cohen & Co, Cleveland, OH.
5 For purposes of this guide, we will define a Qualified Plan as a Qualified Plan under federal law, that is a 401(k), 401(a), 403(b), 457(b). Cash balance 

plans are under 401(a), as are lump sum distribution from a defined benefit plan. A defined benefit plan that only provides a monthly pension to the 
pensioner is not severed by the new stretch rules.
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In general, under prior law, if you left your IRA to your spouse, he/she could take over the account as if it was their own under the 
spousal IRA rules, which allow the surviving spouse to roll the deceased spouse’s IRA into their own. This rule has not changed. 
Under the prior law, if an IRA was left to a non-spouse beneficiary, like a child, the beneficiary could distribute the IRA over their 
remaining life expectancy provided certain rules were followed, hence ‘stretching’ the distribution out over a potentially long 
period of time. This stretching provided significant tax savings to the beneficiaries because they could spread the income over a 
large number of tax years and minimize the tax rates applied to the income. 

The following diagram illustrates how taxable funds are generally accumulated and distributed. Note the ‘pre-mortem’ and ‘post-
mortem’ situations. Under the prior rules, the post-mortem tax rates could be stretched for a very long period of time, translating 
to considerable tax savings. The general view under prior law was that typically, individuals would be in a higher tax bracket 
during their accumulation (working) phase versus their distribution (retirement or post-mortem distribution) phase. This may have 
been true for some individuals, but long accumulation periods and savings behavior allowed significant accumulations. Couple 
this with the ‘accumulator’ mentality and a tax cut6, and the post-mortem tax rates can rise significantly. 

For Roth IRAs, the accumulation is somewhat different, as Roth IRAs are not subject to Required Minimum Distributions (RMD) for 
the original account owner. It is the opinion of the authors of this Guide that Roth 401(k), Roth conversions and Roth IRA will be 
much more attractive in planning for beneficiaries under the new law.

6 The Tax Cuts and Jobs Act (TCJA) lowered individual tax brackets. Those provisions expire on 12/31/2025 unless extended.
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The new law generally mandates that any IRA (Traditional, Rollover or Roth) inherited by someone other than the IRA or Qualified 
Plan owner’s spouse will have to be distributed within 10 years of the Owner’s death. There are exceptions for minor children, 
disabled beneficiaries, or chronically ill beneficiaries. If you intend to leave your Qualified Plan or IRA to anyone other than your 
spouse, these new rules likely affect you.

From an analysis standpoint, we have made some general observations, based on the size of your cumulative (both spouses) IRA 
or qualified Plans balances:

•	 Under $100,000 - cumulative joint balances at the time of the second spouse’s death: Unlikely to affect beneficiaries 
significantly;

•	 Between $100,000-$400,000 - cumulative joint balances at the time of the second spouse’s death: will have some 
effect on beneficiaries, can be mitigated through tax bracket management.

•	 Over $400,000 - cumulative joint balances at time of the second spouse’s death: likely to change the beneficiary’s tax 
situation and estate plans; further professional review is likely warranted.

What follows is a detailed summary of the prior rules, the new rules, and planning ideas.
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Detailed Summary

 Prior Rules 

A. “Stretch” Treatment for Traditional IRAs. Under prior law, if an IRA or Qualified Plan7 was inherited (passed upon the 
death of the owner), required minimum distributions (RMDs) varied depending on the age of the account owner at the time 
of his or her passing and the designated beneficiary. The following chart8 outlines the RMD options based on these factors. 

Designated Beneficiary
Spouse Only Non-Spouse (including properly 

structured “qualified trusts” with 
identifiable beneficiaries)

No Designated Beneficiary 
(including an estate, charity, or 

some trusts)

Owner Dies on 
or after Required 
Beginning Date 
(excluding Roth 

IRAs)

Spouse may treat the account as his 
or her own or

Distribute using the Single Life 
Expectancy Table using the younger 
of the beneficiary’s age determined 
at year-end following the year of the 
owner’s death or the owner’s age as 
of his or her birthday in the year of 
death. Use the oldest age of multiple 
beneficiaries and reduce beginning 
life expectancy by 1 for each 
subsequent year. The beneficiary may 
take the owner’s RMD in the year of 
death. 

Distribute based on the owner’s age 
using the Single Life Expectancy 
Table using the owner’s age as of his 
or her birthday in the year of death 
reduced by 1 for each subsequent 
year. The beneficiary may take the 
owner’s RMD in the year of death.

Distribute over spouse’s life using the 
Single Life Expectancy Table using the 
spouse’s current age each year or

Distribute based on the owner’s age 
using the Single Life Expectancy Table 
using the owner’s age as of his or her 
birthday in the year of death reduced 
by 1 for each subsequent year. The 
spouse may take the owner’s RMD in 
the year of death.

Owner Dies before 
Required Beginning 
Date (and all Roth 

IRAs)

Spouse may treat the account as his 
or her own or

Take the entire balance by the end of 
the 5th year following death, in which 
case no RMDs are required prior to 
that time or

Take the entire balance by the end of 
the 5th year following death, in which 
case no RMDs are required prior to 
that time. 

Take the entire balance by the end of 
the 5th year following death, in which 
case no RMDs are required prior to 
that time or

Distribute using the Single Life 
Expectancy Table using the spouse’s 
current age each year. Distributions 
do not have to begin until the owner 
would have turned 70½. 

Distribute using the Single Life 
Expectancy Table using the 
beneficiary’s age at year-end 
following the year of the owner’s 
death reduced by 1 for each 
subsequent year. 

If there were multiple beneficiaries as of September 30th of the year following the year the account owner passed away, 
the oldest beneficiary’s life expectancy was used to calculate RMDs, unless all the beneficiaries were individuals and the 
account had been divided into separate accounts for each beneficiary in which case RMDs were calculated separately for 
each beneficiary. 

7 For purposes of brevity, if we refer to ‘IRA’ we mean ‘IRA or Qualified Plan,’ so IRA will include your IRA, plus any funds you may roll into an IRA from a 
qualified plan.

8 IRS.gov Required Minimum Distributions for IRA Beneficiaries.

https://www.irs.gov/retirement-plans/required-minimum-distributions-for-ira-beneficiaries
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“Stretch” refers to this ability to spread RMDs over the beneficiary’s life expectancy. 

B. Inherited Roth IRAs Under Prior Law. When a Roth IRA owner passed away, the minimum distribution rules that applied 
to traditional IRAs applied to Roth IRAs as if the owner died before the required beginning date so that an individual 
beneficiary could stretch the Roth distributions over their life expectancy. If a Roth distribution was not a qualified9 
distribution, it was taxed to the beneficiary in the same manner it would have been taxed to the account owner when he or 
she was alive and a portion of it may have been taxable. Amounts withdrawn were first be deemed to come from regular 
contributions, followed by Roth conversions and rollover contributions from traditional IRAs on a first-in first-out basis, 
followed by earnings on contributions. 

C. Interface with Estate Plan. In general, the separate account rules generally could not be used by trust beneficiaries10. For 
trust beneficiaries to be treated as designated beneficiaries, all of the following rules, called the ‘look-through’ or ‘pass-
through’ rules, must have applied, in which case RMDs would have been based on the life of the oldest beneficiary:

•	 The trust was valid under state law
•	 The trust was irrevocable, or would be, upon the death of the account owner
•	 The trust beneficiaries were identifiable from the trust agreement
•	 The custodian was provided with a copy of the trust agreement and certain additional documentation by October 

31, of the year following the year the account owner passed away

Under prior law, to avoid having the oldest trust beneficiary’s life expectancy used to determined RMDs for all trust 
beneficiaries, the separate trust shares should have been specifically named as beneficiaries rather than naming the 
main trust. The trust and IRA must also have been divided into separate shares by December 31, of the year following 
the year the account owner passed away. Unless the trust was a conduit trust (paid out all amounts withdrawn from the 
IRA to a beneficiary), contingent beneficiaries were considered when determining the oldest beneficiary of a trust share. 
For example, if an older sibling was a contingent beneficiary to a younger sibling’s trust share, the older sibling’s life 
expectancy would have been used to determine RMDs. This issue could be avoided by limiting contingent beneficiaries 
to individuals who were no older than the primary beneficiary; however, care was needed to prevent unintentionally 
eliminating a beneficiary, such as an older child, as a contingent beneficiary of a trust share.

9 2IRC §408A(d)(2)(A) defines a qualified distribution as one made after five years and age 59 ½ or made after the participants’ death, disability, or made 
for a qualified special purpose distribution.

10 Reg. §1.401(a)(9)-4, Q&A 5(c). See also PLR 200349009 (Sept. 3, 2003).
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 New Rules
The new rule eliminates the ability to take distributions over the life expectancy of the beneficiary and replaces it with a 10-year 
rule. The 10-year rule provides that distribution must be made to designated beneficiaries within 10 years from the date of 
the employee11 or IRA owner’s death. Certain ‘eligible beneficiaries’ are not subject to the 10-year rule. Ineligible beneficiaries 
are required to have disbursed the entire balance by no later than the end of the tenth calendar year following the year of the 
employee or IRA owner’s death. No stretch over life expectancy is allowed except for eligible beneficiaries. For non-designated 
beneficiaries (ex., charity, estates, trusts that don’t qualify as “see-through”), the old rules as previously outlined (including the 
5-year rule12) remain unchanged.

A.  Eligible beneficiary. Eligible beneficiaries are not subject to the 10-year rule and may continue to use the stretch 
provisions. For purposes of the Act, an eligible beneficiary is:

1. The surviving spouse13 of the employee or IRA owner
2. Is a disabled individual
3. Is a chronically ill individual
4. Is an individual who is not more than 10 years younger than the employee or IRA owner, or
5. Is a child of the employee or IRA owner who has not reached the age of majority14. When said child reaches the 

age of majority, the 10-year rule shall apply the year after the child reaches the age of majority 

B.  Death of an eligible beneficiary. The legislative explanation indicates that upon the death of an eligible beneficiary, 
the 10-year rule will apply. The explanation gives an example of a disabled child whose parent dies when the child is 
age 20, and the child subsequently dies at age 30; the remaining interest of the deceased, disabled child would have 
to be distributed within 20 years of the original Owner’s death irrespective of the fact that 52.1 years remained in the 
measurement period for the deceased, disabled child15.

11 The phrase ‘employee’ refers to a participant in a qualified plan. Thus, a person who has a 401(k) account is considered an ‘employee’ by the Act.
12    §401(a)(9)(B)(ii) which provides, in relevant part, that the entire interest must be distributed within 5 years of an employee’s death. 
13 The explanation of the Act comments that the definition of spouse is not provided but follows Treas. Reg. sec. 1.401(a)(9)-8 which provides a spouse is 

defined under applicable State law, and that marital status is determined on the date of death. The explanation further provides an exception for former 
spouses under a qualified domestic relations order to be treated as a surviving spouse (pursuant to Treas. Reg. 1.401(a)(9)-6).

14 As determined by state law.
15 The measurement period is the child’s life expectancy calculated for the child’s age in the year after the employee or IRA owner’s death.
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C.  Definition of disabled and chronically ill individual. For purposes of the Act, a disabled individual is unable to 
engage in any substantial gainful activity by reason of any medically determinable physical or mental impairment 
which can be expected to end in death or to be for a long-continued and indefinite duration16. Proof of disability must 
be furnished in such form and fashion as the Secretary may require. A chronically ill individual is defined under the 
definition of qualified long-term-care insurance17. This definition would provide that a chronically ill individual is an 
individual who:

1.  Is unable to perform at least two activities of daily living for an indefinite (lengthy) period
2. Has a level of disability similar to the Department of Health & Human Services’ disability definition requiring 

assistance with daily living functions, or
3. Requires substantial supervision to protect the individual from threats to health and safety due to severe cognitive 

impairment

D.  Effective Date. The basic effective date of the provision is for RMDs following the death of an employee or IRA 
owner who dies after December 31, 2019. For governmental plans18, the effective date is December 31, 2021. For 
collectively bargained plans, the Act generally provides the Act is applicable upon the earlier of the expiration of the 
collective bargaining agreement entered in to before December 31, 2019, or December 31, 2021. 

E.  Grandfathered annuities. The provision does not apply to binding commercial annuity contracts in effect at the 
date of enactment of the provision. The annuity can be for no longer than the life expectancy of the individual and the 
designated beneficiary. Further, the annuity payments must begin before the date of enactment, and the individual 
must have made an irrevocable election to receive the annuity payments. 

 Application of New Rules
From the preceding, we can see that the new 10-year rule will apply to:

1. Non-spouse adult non-disabled or chronically-ill beneficiaries;
2. Beneficiaries who were minor children on the date of death of the employee or IRA owner after they reach the age 

of majority; or
3. Inheritors of inherited IRAs. (Beneficiaries of a recipient of an inherited IRA)

A. The new rules can have a substantial effect on beneficiaries. For example, if Susan is 24 on the date or her 
grandmother’s death and inherits her $1 million IRA, the prior rules would allow her to stretch the distributions over 
57.2 years (her life expectancy at age 25, the year after the death of the IRA owner. Her first-year distribution would be 
$17,482. Her taxes on that distribution might be as low as $548 (if that was her only income), or as much as $6,648 
(if she were in the highest bracket). If she allows the IRA to accumulate and takes the RMD only, her balance in the IRA 
would grow to about $1.75 million in 10 years. Under the Act, she would have to withdraw and pay taxes on the entire 
balance as she took it. Assuming she took distributions equally and paid taxes on those distributions over 10 years, the 
tax cost would be about $400,000 more than the stretch, not including state taxes. The drafters of the Act estimate the 
tax increases to the Treasury will be $15.7 billion over 10 years.

16 Same definition as §72(m)(7).
17 §7702B(c)(2)
18 Defined in §414(d)

 



8                                                                                 1.2020 v1.5©2020 Sequoia Financial Group. All rights reserved.  

B. New Tax Planning

 Using the New Rules. With the timeframe to take distributions compressed, careful coordination with each beneficiary’s 
individual tax profile and financial plan is necessary. You may choose to take the full account balance as a lump-sum as 
soon as possible, postpone it to the end of the distribution period, or withdraw it sometime in between. Rather than a 
lump-sum, it may be more advantageous to spread payments over the distribution period in equal or unequal payments.

The central concept of IRA beneficiary planning will be: What is the tax rate pre-mortem (of both spouses) 
versus the tax rate post-mortem (of the beneficiaries)?

Following this analysis, our focus in planning will be on:

•	 Optimizing the beneficiary’s tax rate in withdrawal, with timing and deductions or offsets, or maximizing the tax-free 
growth in a Roth option, and

•	 Optimizing the IRA owner’s situation through Roth concepts, charitable strategies, and integration with the estate plan.

1. Taking a Taxable Distribution Immediately. Some beneficiaries will choose to take the entire distributions 
immediately. In the case of a taxable IRA, this will generally cause a portion to be taxed at a higher rate, due to 
the graduated tax-bracket system. Section 3 discusses ways to mitigate the tax bill. In the absence of offsetting 
tax benefits (like charitable contributions, or business losses), a beginning-of-period distribution will immediately 
diminish the value of the inheritance. Consider the following:

Note that on a $1 million IRA, the taxes to a sole beneficiary, if they withdrew it all at once, is about $300,000 for 
Federal taxes only (ignoring state taxes, which can be significant). 
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 Roth IRAs can be accumulated for up to 10 years under the new law, so leaving the Roth to grow as long as 
possible continues tax-free growth rather than paying income taxes on investment income during that 10-year 
period.

2. Equal Distributions. If a beneficiary has a relatively stable tax situation, equal distributions over 10 years may be 
optimal. This possibility, of course, is dependent on a variety of factors, including the income of the beneficiary for 
the next 10 years, their filing status (or the possible change of status), and their need for funds. The following is an 
example of equal distributions over 10 years:

3. Postponing Distributions. In some circumstances, delaying distributions as long as possible and taking a lump 
sum at the end may be optimal. 

a. Traditional IRAs: If you choose to delay distributions from a traditional IRA, you may take steps to lower your 
tax bracket in the year of final distribution. 

 For those still working, consider maximizing pre-tax contributions to retirement plans offered by your employer 
or available to self-employed individuals. If your income does not exceed the phaseout thresholds, you might 
make deductible contributions to a traditional IRA. Health Savings Accounts and Flexible Spending Accounts 
for healthcare expenses provide additional pre-tax savings opportunities. These types of contributions may 
be helpful in any year that traditional inherited IRA distributions are received, but they would be increasingly 
beneficial when distributions are concentrated in a single year. 
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 If you are charitably inclined, this may be an optimal time to act on your charitable intentions by contributing 
to a Donor Advised Fund, establishing a Charitable Remainder Trust or Charitable Lead Trust, or making use 
of Qualified Charitable Distributions19. A more detailed analysis of these charitable options is included in this 
guide. 

b.  Roth IRAs: Delaying distributions is the logical option for inherited Roth IRAs, assuming the funds are not 
needed for personal financial independence. Delay allows the owner to maximize tax-free growth while the 
funds are still inside the Roth IRA and receive a tax-free distribution of those maximized earnings. Roth IRAs 
can be withdrawn tax-free at any time during the 10-year period. However, retaining the funds generates 
tax-free growth. If Sarah inherited a $1 million Roth IRA from her grandmother on July 1, 2020, she could 
leave it in the Roth for 10 years, allowing it to grow, at 6%, to over $1.79 million. If she took the funds out at 
the beginning of the 10 years, invested the funds in a taxable investment account, and paid a 16% combined 
federal and state income tax rate on her earnings (presuming she didn’t spend the money), in 10 years, she 
would have about $200,000 less.

4. Modifying Traditional IRA Payouts Based on the Beneficiary’s Tax Situation. 

a. Federal Income Tax Brackets: You may consider taking RMDs incrementally over the distribution period based 
on your income tax bracket each year. Some factors to consider are as follows:

•	 Many of the individual income tax provisions of the Tax Cuts and Jobs Act (TCJA) are scheduled to sunset 
after 2025, including the reduced tax rates. Without legislative action, rates will increase to pre-TCJA 
levels in 2026 You may, therefore, consider taking distributions at lower rates prior to this sunset. 

•	 If your income is lower in a given year, perhaps due to business losses20 or commissions/bonus income 
below normal, you may consider distributing some of the IRA funds. 

•	 Similar to a concept often applied with Roth conversions, you could use “bracket-topping” to take an 
amount out of the IRA to fill up your current tax bracket without pushing you up to the next marginal rate. 
An example is a married couple with a $1 million IRA who are 62 years old and do not need their IRA 
funds. They have taxable income from other sources of $55,000 and ample savings. They can ‘bracket-
top’ $23,950 to convert to a Roth IRA. If they do this to age 72 (the new RMD age), they will accumulate 
over $325,000 at 6%. They’d pay tax at 12%, so the annual conversion would cost about $2,874. By 
contrast, their RMD at 72, assuming their regular IRA also grew at 6%, would be about $56,500, which 

19 §408(d)(8) allows individuals age 70 ½ or older to exclude from AGI the portion of their RMDs, including those taken from inherited IRAs, transferred 
directly from the IRA to a qualified charity. This amount is limited to $100,000 per person per year.

20 The Tax Cuts and Jobs Act put a new limit on deductible business losses incurred by non-corporate taxpayers by adding IRC §461(l). Losses from a trade 
or business are now limited to $250,000, or $500,000 for a joint return. Excess business losses that are disallowed are treated as a net operating loss 
carryover to the following taxable year. 
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puts them at the top of the 12% bracket (had they not bracket-topped, their RMD would have been larger, 
making part of the distribution taxable at 22%). 

b. State Income Tax Considerations: Make sure to account for the impact of state income taxes. If you 
currently reside in a high tax state and are planning to move to a state with lower or no state income taxes21 
before the end of the required distribution period, it may be pertinent to delay distributions until after you 
move. Depending on the value of the inherited account, this would need to be balanced with the potential 
increase in federal taxes caused by compressing distributions into fewer years. 

c. Deductions and Credits: Your Adjusted Gross Income (AGI) impacts your ability to claim a variety of income 
tax deductions and credits. When creating a distribution strategy for inherited IRA assets, evaluate the impact 
on items with income limitations such as:

•	 Child Tax Credit: While significantly increased under TCJA, income limits remain in place for claiming 
the child tax credit. The credit is phased out by $50 for each $1,000 of Modified Adjusted Gross Income 
(MAGI) over $400,000 for married filing joint or $200,000 for all other taxpayers. 

•	 Education Credits and Deductions: The ability to contribute to Coverdell Education Savings Accounts, 
deduct student loan interest, claim the Lifetime Learning Credit or American Opportunity Credit, or use 
savings bond interest for education on a tax-free basis are all subject to income limitations. 

•	 Qualified Business Income (QBI) Deduction: Under TCJA22, owners of pass-through entities can deduct 
20% of QBI. For high-income taxpayers, wage limitations apply, and certain industries are not eligible for 
the deduction if their taxable income is above a certain threshold. This provision is scheduled to sunset 
after 2025, so you may consider managing IRA distributions to maximize the QBI deduction while available 
or postponing them until the time that this deduction is no longer available. 

•	 Traditional and Roth IRA Contributions: If you are still in the accumulation phase and working to save for 
your own retirement, your ability to deduct contributions to a traditional IRA or make contributions to a 
Roth IRA may be phased out or eliminated. 

•	 Capital Gain and Dividend Rates: As your income increases, so does the tax rate for long-term capital 
gains and qualified dividends. If your income rises sufficiently, a 20% rate may be applied to these types 
of income. Depending on the amount of your net investment income, you may also be subject to the 3.8% 
Net Investment Income Tax23, resulting in a 23.8% tax rate for your dividends and capital gains. 

Given the complexities associated with the various phaseouts and income thresholds, it is imperative to 
consult with your tax and financial advisors when devising a distribution strategy for inherited IRA assets. 

d. Impact on Medicare Premiums: Care should be taken to monitor the impact your income level may have on 
non-tax items, including Medicare Parts B & D premiums. If your MAGI as reported on your federal income tax 
return from two years ago is above a certain threshold, you pay the standard premium amount and an Income 
Related Monthly Adjustment Amount (IRMAA). For 2020, an IRMAA begins to be added when MAGI exceeds 
$87,000 for individual or married filing separate status and $174,000 for joint returns. At the highest level, an 
IRMAA can more than triple your Medicare premiums. Taking a larger IRA distribution can create a significant 
increase in Medicare B and D premiums24.

21 Alaska, Nevada, South Dakota, Texas, Florida, Washington, and Wyoming and have no state income taxes.
22 IRC §199A was added by TCJA and defines QBI as the “net amount of income, gain, deduction and losses with respect to any qualified trade or business 

of the taxpayer,” as well as 20 percent of the aggregate amount of qualified REIT dividends and qualified publicly traded partnership income of the 
taxpayer.” While the general definition of QBI includes gains and losses, it specifically excludes short-term and long-term capital gains and losses, 
dividends, and interest income (unless properly allocable to the trade or business) from business income. 

23 The Net Investment Income Tax is imposed by IRC §1411. In general, investment income includes, but is not limited to interest, dividends, capital gains, 
rental and royalty income, non-qualified annuities, income from businesses involved in trading of financial instruments or commodities and businesses 
that are passive activities to the taxpayer (within the meaning of IRC §469).

24 For example, in 2020, the maximum IRMAA Part B premium is $491.60 on married couples with income over $750,000.
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 If you have had a life-changing event25 that caused a material change in your income from two years ago, you 
can request that your IRMAA be reduced by filing a form with the Social Security Administration. Currently, 
these life-changing events do not include income changes due to distributions from inherited IRAs. 

 If you have not yet enrolled in Medicare but will within the distribution period for your inherited IRA assets, 
you may consider accelerating payments in early years to avoid an IRMAA. This acceleration would need to be 
balanced with increased income taxes in those years if you are still working or have other income sources that 
would cause you to be in a higher tax bracket than you would be in future years if distributions were delayed. 

5. Tax Planning Opportunities for Business Owners. If you own a business, you may consider establishing a 
retirement plan to lower your income while distributions are being received, particularly if you inherit significant 
traditional IRA assets. In addition to commonly used plans such as 401(k)s, there may be opportunities to boost 
pre-tax contributions significantly using a cash balance plan or non-qualified deferred compensation plan. These 
types of plans are generally established for at least several years, not just a single year, and could, therefore, be 
beneficial if you are spreading inherited IRA distributions over multiple years. Depending on the type of plan, you 
may be required to contribute on behalf of your employees, so those additional costs would need to be balanced 
with the goodwill associated with offering the plan and your personal and business tax benefits. 

 If you already have a retirement plan in place, evaluate whether to save on a pre-tax or Roth basis. For owners of 
pass-through entities, it may be beneficial to use Roth contributions until TCJA expires to maximize QBI deductions. 

 If you have a need for equipment or other capital expenditures, consider making use of full expensing and taking 
inherited traditional IRA distributions in the year the expense is incurred. This technique may also be beneficial for 
business owners with their own taxable retirement asset balances looking to convert funds to a Roth IRA for the 
benefit of their heirs. 

6. Interface with Social Security & Pension Elections. If you will be receiving distributions from an inherited IRA 
that are sufficient to fund your expense needs when combined with your other available resources, you may opt to 
delay taking Social Security or other pension benefits. Social Security benefits based on your own earnings record 
continue to earn delayed retirement credits and increase until age 70, though spousal benefits do not increase 
if delayed beyond full retirement age26. Similarly, other pension benefits may increase if you wait until a later age 
to claim them. In addition to the potential to receive a higher benefit in the future, delaying these income streams 
while you take distributions from an inherited IRA may help keep you in a lower tax bracket. 

7. Other Life Events. Other events in the beneficiary’s life must also be considered when evaluating the optimal 
distribution strategy. For example, if you intend to retire prior to the end of the distribution period, it may be 
beneficial to delay distributions until after retirement when your tax bracket may be lower given the end of your 
earned income. The concept of postponing distributions may also apply if you intend to sell your business within the 
distribution window, thus ending income streams received from the entity. If you anticipate an additional inheritance, 
particularly one that would be taxable such as more traditional IRA funds, you may accelerate distributions to some 
degree to avoid significant overlap that could drive you into a much higher tax bracket. 

C. Investing During and After the Stretch Period. If you opt not to take an upfront lump-sum distribution and use the 
new stretch provisions to any degree, consider how funds are invested prior to payout. If you will need the inherited dollars 
to fund financial independence, it is most appropriate to invest the account according to your own risk profile. If you do 
not need the assets to fund retirement, you may invest more aggressively to increase the legacy ultimately left to your 
heirs or charity. If the market goes down, losses will reduce the tax burden when distributions are eventually taken. If 

25 The Social Security Administration defines life-changing events as marriage, divorce/annulment, death of your spouse, work stoppage, work reduction, 
loss of income-producing property, loss of pension income, or employer settlement payment. See Form SSA-44. 

26 Full retirement age is the age at which a person may first become entitled to full or unreduced retirement benefits. This age varies depending on when 
you were born and ranges from age 65 for those born in 1937 or earlier to age 67 for those born in 1960 or later. 

https://www.ssa.gov/forms/ssa-44.pdf
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there is positive market performance prior to payout, the tax upon distribution would be higher – but so would the amount 
remaining after-tax.

1. Taxable versus Roth. How inherited IRAs are invested is predicated on whether the inherited IRA is taxable or 
Roth. For taxable IRAs, cash flows need to be accounted for in the asset allocation. For example, in a 10-year 
even pay arrangement, the allocation would provide for the distribution to be funded on a periodic basis, and likely 
accomplished through equity rebalancing and a fixed asset strategy, including a 5-10-year bond ladder. For Roths, a 
pre-distribution allocation might consider the tax-free status of the Roth and accommodate taxable investments. 

Once a distribution is received and finalized, it will be taxed like other non-qualified assets depending on the investment 
vehicles used. The proceeds will likely result in a combination of capital gains, dividends, and ordinary investment income 
from interest. Depending on your personal tax profile, you may consider tax-efficient investment strategies post-distribution 
such as municipal bonds and qualified dividend capture. If you need the portfolio to generate an income stream, you may 
design an investment strategy to maximize qualified dividend income. 

2. In-Kind Distributions. IRA distributions can be taken in-kind. If an IRA investment declined in a temporary market 
downturn, the participant could take a distribution of the assets and pay taxes on the fair market value of the asset. 
So, if an IRA held an S&P 500 index fund and the market declined 10%, the IRA owner could take a distribution of the 
fund at the reduced value if they desired to hold it outside of the IRA.

3. Modifying the asset allocation. With a taxable IRA, changing the asset allocation to adapt to the distribution strategy 
will help optimize the tax situation. If the optimal situation was equal distributions, then modifying the allocation to 
adapt to those distributions would manage cash flow. In the example below, a $1 million taxable IRA making 6% 
might modify its allocation according to the following chart:
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D. Estate Planning. The new rules will potentially change estate plans as well. In the past, integrating an IRA beneficiary 
strategy usually consisted of setting up individual beneficiaries to allow for the use of the stretch provisions. In some cases, 
a revocable living trust was named as the beneficiary with a ‘see-through’ provision. In other cases, where a beneficiary 
may have liability or behavioral issues, a separate IRA trust was established to force the beneficiary to take the RMD and to 
protect the assets of the IRA from the claims of the beneficiary’s creditors. A further issue of estate planning is determining 
beneficiary designations of IRAs. For example, if a couple has a charitable intent, a high-bracket child and a low bracket 
child, they may consider adjusting their beneficiaries to get more Roth assets to the high bracket child and more taxable 
IRA assets to the lower bracket child and charity.

1. Utilize Living Trusts as IRA Beneficiaries for Flexibility. The question becomes: “how can we adapt our planning in 
response to these changes?” The first thought here is to consider using revocable living trusts (RLT’s) when assigning 
the ultimate beneficiaries. Certainly, this isn’t a new concept – RLTs are used now for a variety of reasons, such 
as protecting a spendthrift child from their irresponsible financial decisions, or to provide an extra layer of creditor 
protection. Past versions of these trusts were set up to allow for the lifetime stretch for the trust beneficiaries, called 
conduit trusts, but they might not perform optimally under the new law. What we are suggesting is rethinking the 
drafting of these trusts in order to give the trustee more flexibility in paying out the IRA distributions received by the 
trust beneficiaries. 
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2. Complex trust with trustee powers. Use of a complex trust structure that gives trustees a broad power to distribute 
or accumulate income as they see fit would be ideal. On a year-to-year basis, the trustee could consider the income 
tax brackets of the trust and each beneficiary in determining how much to distribute from the IRA during the 10 
year stretch period. The ‘bracket topping’ strategy described above could be utilized by the trustee to maximize 
tax efficiency for the beneficiaries. Depending on the IRA size, this might involve funneling through enough IRA 
distributions to get each of the beneficiaries all the way up to the maximum tax bracket each year, plus the trust could 
retain a small amount to use up its limited tax brackets, which reach the 37% tax bracket at $12,750 in 2019. The 
trustee could take only enough IRA distributions each year to max out the available tax brackets, leaving the balance 
to grow tax-deferred until year 10, and then the remaining balance would have to be distributed. The tax rate in year 
10 should be no higher than the marginal rate in the other years if the bracket topping is executed well, so delaying 
the tax as long as possible would hopefully result in some additional growth of the assets on an after-tax basis. 
Adding additional low-tax bracket beneficiaries, such as grandchildren, to the list of eligible income beneficiaries 
could also be beneficial in spreading out the income and minimizing the income tax hit. 

 Also consider that it might make sense to invest the IRA portfolio more conservatively as the final payout year 
approaches, to insure against a market pullback just before cashing out the account. The ultimate beneficiaries 
receiving a large distribution of IRA income in year 10 could then consider executing one of the charitable strategies 
described later in the article to reduce the tax effect. 

A trust with other assets besides the IRA would complicate the analysis, but there may be an opportunity for trusts 
with multiple beneficiaries to distribute only lower tax rate dividend income to beneficiaries in high tax brackets while 
distributing only IRA income to those in lower tax brackets Sounds complicated, right? The trustee appointment will be 
important in this kind of situation because they will need to be able to understand the complexity, be diligent in monitoring 
the distributions, and employ a friendly neighborhood wealth advisor or CPA to crunch the numbers. 

The drafting of the trust will also require precise wording to allow the trustee to sprinkle the income in this fashion. Most 
existing RLT’s do not give the trustee this kind of flexibility, and as noted above, many well-drafted existing trusts are 
designed for the old stretch pay rules that won’t necessarily help achieve the sprinkle objective. Similarly, the trust should 
allow for disclaimers by beneficiaries to a second generation, permitting an inheriting child to disclaim an IRA share to the 
next generation. In general, we see changes to RLT language, including:

•	 Giving the Trustee the power to allocate IRA assets to beneficiaries based on their tax-bracket, equalizing 
distributions on a post-tax comparison.

•	 Giving the Trustee the power to allocate IRA assets to charities and human beneficiaries based on the tax benefit to 
the heirs.

•	 Giving the Trustee the power to make distributions in accordance with the beneficiaries’ personal tax situation 
during the 10-year period.

•	 Giving the Trustee the ability to make disclaimers with the consent of a trust (and IRA) beneficiary.
•	 Having a ‘spendthrift clause’ to protect IRA assets while in the trust.

Existing irrevocable trusts. For trusts that are already irrevocable and are named as beneficiaries, it is possible that 
decanting, a private settlement agreement, or a judicially approved trust modification might allow a modification to the 
trustee powers that would provide the trustee with the additional distribution flexibility described above. These options will 
vary based on the facts of each individual situation and the trust wording, so our recommendation is to consult an attorney 
if this applies to you. 

i. Creditors of the beneficiary and Clark v. Rameker. The Supreme court case of Clark v. Rameker27 held that the 
assets of an inherited IRA are subject to the claims of the beneficiaries’ creditors. In Clark, the daughter of a retiree 
inherited her mother’s IRA. She subsequently set up a business with her husband, using some of the inherited 
IRA assets. The business failed, and the couple declared bankruptcy. The creditors sued to attach the inherited 

27 Clark, et. ux. v. Rameker 573 U.S. (2014)

https://www.supremecourt.gov/opinions/13pdf/13-299_6k4c.pdf
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IRA assets. In a unanimous decision, the Supreme Court declared that inherited IRA assets were not protected 
as retirement plan assets and as such, were subject to the claims of creditors. Protection of inherited IRA assets, 
therefore, relies on state law or the use of trust strategies discussed further below.

ii. IRA Trust to protect inherited IRA assets. An IRA Trust is a revocable living trust designed specifically to receive and 
hold IRA distributions. The IRA trust specifically follows the distribution rules and ‘passes-through’ the distributions 
to the beneficiary(ies). At the same time, the trust has an asset protection provision in the form of a ‘spend-thrift’ 
clause which protects the assets of the trust from creditors of the beneficiary. IRA trusts can be utilized as a master 
trust with sub-trusts for each beneficiary or an individual trust for each beneficiary. The IRA trust will distribute or 
accumulate according to its terms and conditions. 

iii. Types of IRA Trusts. IRA trusts come in two basic varieties. A conduit trust provides the RMD to beneficiaries. 
Because of the elimination of the RMD, previously-written conduit trusts will likely (almost certainly) need to be 
amended or eliminated as an IRA beneficiary. An accumulation trust will take the IRA RMD and then hold the assets 
in the trust for later distribution to the beneficiary. This type of trust may have a ’toggle’ feature, which allows it to 
distribute alternatively according to the RMD rules or accumulate distributions in the trust. With the new SECURE 
Act, RMDs are applied to certain eligible beneficiaries as previously discussed, and all other beneficiaries are subject 
to the 10-year rule.

iv. Taxation of IRA trusts. The taxation of IRA trusts and their distributions will be based on two factors:

1. The underlying type of IRA asset: Traditional or Roth? Taxable IRAs in an IRA trust will be subject to income 
taxes to whatever recipient, the trust, or the individual beneficiary. Roth IRAs retain their tax-free feature, and 
Roth distributions are tax-free.

2. The provisions of the trust: accumulation or conduit? In an accumulation IRA trust, the assets retained in the 
trust are subject to the trust income tax rates. For 2020, the trust income tax rates are:

•	 $0 to $2,600 in income: 10 percent of taxable income
•	 $2,601 to $9,450 in income: $260 plus 24 percent of the amount over $2,600
•	 $9,451 to $12,950 in income: $1,904 plus 35 percent of the amount over $9,450, and
•	 Over $12,951 in income: $3,129 plus 37 percent of the amount over $12,950

In 2020, an IRA trust with taxable assets that accumulated $40,000 of 2020 distributions would be subject to 
$13,137.50 of federal income taxes. A conduit trust sends the RMDs or distributions to the beneficiaries, and 
as such, does not pay taxes on the trust level. The beneficiary will include the distribution in their gross income. 

It is important to note that IRA trusts with Roth assets take the distributions tax-free.

Use of IRA trusts after SECURE. SECURE offers both some conventional and new uses for new IRA trusts. Previously 
drafted IRA conduit trusts will potentially have a massive tax problem as they will be obliged to take the RMD and then 
distribute the balance at the end of the 10-year period at the higher trust rates. The IRA trust is an effective asset 
protection tool for inherited IRAs. Post-SECURE, Roth IRAs will become integral to intergenerational planning. Likely uses 
of the IRA trust might include:

1. Special Needs Trust, where a beneficiary is disabled or chronically ill, and the use of an IRA trust would preserve 
other benefits available to the beneficiary. 

2. Minor children RMD, trunked to post majority. Here the IRA trust would provide a ‘stretch’ to the minor children, and 
then modify the distribution at the age of majority and then follow the 10-year rule. 

3. RMD to beneficiary ± 10 years. The law does allow the continued use of stretch when the beneficiary is within 
10 years of age of the owner. For example, if Millie, 58, passes and leaves her IRA to Thomas, her 49-year-old 
nephew, he can stretch the IRA in an IRA trust.

4. Asset protection for irresponsible beneficiaries. Irresponsible or credit-risky beneficiaries may need to be protected 
with an IRA trust.
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5. Roth IRA 10-year accumulation and graded distribution. Referring to the previous discussion of the reasons it may 
be valuable to delay an inherited Roth IRA distribution, an IRA trust would provide asset protection during that delay 
period, particularly if the beneficiary had a potential liability in that timeframe.

6. Traditional IRA bracket management over 10-years. This option is predicated on the trust documents giving the 
Trustee the power to manipulate the distributions to accommodate the beneficiaries’ tax brackets.  

3. Charitable Considerations. We briefly mentioned several options to reduce the taxable income from IRA 
distributions. In this section, we will cover each of these in more detail, working from the simplest to the most 
complex. 

 If you are over age 70 ½, the simplest option is to execute a “Qualified Charitable Distribution.” This involves making 
a direct transfer of IRA assets to a qualified charity, which is normally facilitated by the institution that holds the IRA 
assets. This strategy is particularly attractive since the distribution is treated as if it never happened for tax purposes. 
As such it is not included in your AGI, which impacts various tax planning items and Medicare premiums as previously 
discussed, nor is it included in itemized deductions, which may be of limited value depending on whether or not you 
itemize in the year of the gift. The downside of this approach is that you have to be 70 ½ to qualify for it, and it is also 
capped at a maximum of $100,000 per year. This isn’t necessarily a strategy for stretching out the IRA, but a strategy 
for meeting your charitable goals in a tax-efficient manner and draining down your highly taxable assets prior to 
passing them to your heirs. The IRS has indicated that the owner of an inherited IRA can use the QCD provisions 

28 although the owner of the inherited IRA must be age 70 ½. The SECURE Act does not address the procedure for 
valuing an RMD to an inherited IRA beneficiary, so this will need to be determined.

 A similar strategy is to simply name a charity, or charities, as a beneficiary of all or some portion of your taxable IRA 
assets. This approach completely avoids income taxation of the assets designated to the charity, and for those with 
taxable estates, it also generates a full charitable deduction on the estate tax return. The tax advantages of both of 
these strategies appear more attractive knowing that a long stretch period on the IRAs won’t be available on assets 
remaining at death.

 The remainder of the charitable discussion is focused on maximizing the use of the 10-year stretch period for an 
inherited IRA. The thought here is to execute the ’bracket topping’ strategy during the first 9 years of the stretch 
period and then distribute the balance of the IRA assets in year 10. Assuming year 10 is a much larger distribution, 
you would then execute a significant charitable gift in year 10 in order to offset some portion of the large final IRA 
distribution, with a goal of minimizing the amount of income taxed in the highest tax brackets in that final year. There 
are several flavors of this strategy, again with different levels of complexity involved. 

 The simplest one would be to set up a Donor Advised Fund (DAF) and make a large charitable contribution to the 
fund in year 10. A DAF is a charitable giving vehicle with many of the advantages of a private foundation, but is set 
up under a public charity. Individuals can contribute cash or appreciated securities to an account administered by 
the charity and receive a charitable deduction in the year of contribution. The charity will then hold the assets in a 
separate account until the donor provides recommendations to the charity to distribute funds to another qualified 
charity. The assets are invested by the charity with direction from the donor while they are held in the account. 
In terms of our IRA discussion, the deduction for the large DAF contribution in year 10 offsets some of the IRA 
income, and you can then use the DAF to make charitable distributions for years to come. The contribution would be 
deductible up to 60% of your total AGI in that tax year. Note that you could set this up earlier in the 10-year drawdown 
and fund smaller amounts in executing your bracket topping. If you really want to maximize the tax efficiency, you 
could contribute other appreciated long-term capital gain property to the DAF, and then reinvest the IRA distribution 
cash with fresh tax basis. 

 Ratcheting up the complexity, a private foundation could be funded instead of a DAF, although deductibility will be 
limited to 30% of your AGI in the year of contribution, and private foundations also come with a layer of administrative 
costs and ongoing management. 

28 IRS Notice 2007-7, Q&A 37.

https://www.irs.gov/pub/irs-drop/n-07-07.pdf
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 Another option for charitable funding in year 10 is a charitable trust or annuity. A Charitable Lead Trust (CLT) 
is probably more attractive in the current interest rate environment. These “split-interest” vehicles allow you to 
contribute assets to the trust in the year it is established, make annual charitable distributions from the trust for 
a period of years, and at the end of the trust term, the remaining assets go to your selected heirs. These can be 
structured to provide a charitable income tax deduction in the year established for the present value of the charitable 
annuity, with the balance of the assets treated as a gift to your heirs. This strategy does have administrative costs, so 
typically you would need a sizable balance in order to execute it effectively. 

 To demonstrate this, let’s assume a $1 million IRA distribution in year 10, and a $1 million contribution to a CLAT 
with a ten-year life. This would require fixed annual annuity payments to the charities of your choice each year for 
10 years, and then any remaining assets would be directed to your heirs. Let’s assume a $50,000 annual payout to 
charity, 5% of the initial funding. Let’s also assume that the assets invested in the trust grow at 6.0% per year. Using 
the IRS formulas, if structured properly this trust would provide a $435,350 charitable deduction to the trust in year 
10, and the balance of $564,650 would be treated as a gift to your heirs. After making the 10 annual charitable 
payments, the trust would have still have $1,131,000 left in it for your heirs, based on our return assumption of 6%.  

 Charitable remainder trusts (CRT) and charitable gift annuities (CGA) work similarly in that assets are put into the 
vehicle in return for an annual annuity payment for a period of years or your lifetime, and then a charity receives 
the balance at the end of the annuity term. The annuity could be a fixed amount each year or a fixed percentage of 
assets. In the year of funding, you would receive a charitable contribution deduction on your income taxes for the 
value of the charitable remainder interest, as calculated under IRS guidelines. The CRT is something you would set up 
on your own whereas a gift annuity is something that you would set up directly with a charity. As with a CLT, there are 
administrative costs involved with a remainder trust, so a significant amount of funding is needed to implement that 
strategy. These strategies are more effective when interest rates are higher, particularly the CRTs, but could be a good 
option later, if rates rise in the future. 

 As an example, let’s assume you take a $1 million distribution from an inherited IRA in year 1, and make a $1 million 
contribution to a CRAT with a ten-year life. Let’s assume a $50,000 annual payment back to you from the CRAT, 
which would provide you with 50% of the amount initially funded over the ten-year period. Let’s also assume that the 
assets invested in the trust grow at 6.0% per year. Under those assumptions, the charity would receive $1,131,808 
at the end of the trust term, which would generate a $573,490 income tax deduction for you in the year of the trust 
funding. 
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Instead of distributing the IRA to the beneficiaries over 10 years, you could establish a CRT, and name it the beneficiary 
of your taxable IRA assets. Under this approach, at your death the IRA would be fully distributed to the CRT and could be 
reinvested within a new trust investment account. As described above, the trust would then pay out a specific payment 
each year to your heirs for a period of time or their lifetime, as defined under the terms of the trust. The trust itself would 
not pay any tax on the initial IRA distribution, but instead would retain the taxable income, and then pass out a portion of 
the income each year along with the distribution cash. For example, if the annual distribution was $50,000 in year one, 
the beneficiary would receive a K-1 reporting $50,000 of ordinary income. This would be the worst-case scenario each 
year, as the beneficiary would never receive more taxable income than they received cash, and it’s possible they would 
receive some lower rate qualified dividend or long-term capital gain income down the line when the reinvested principal 
generates these types of income. At the end of the distribution period, any remaining assets would be distributed to the 
charitable beneficiary income-tax free. 

One other aspect to consider is that a tax deduction equal to the value of the charitable remainder interest is also 
created with a testamentary CRT. Note that a testamentary CRT creates an estate tax deduction, not an income tax 
deduction. If you have a taxable estate, this will provide an excellent tax deduction on your form 706, but if you do not 
have a taxable estate there is no direct tax benefit for making this charitable contribution. In that instance, it’s possible 
you would be better off to execute a different strategy during your lifetime in order to take advantage of the charitable 
income tax deduction.

Life Insurance for Wealth Replacement. Given the shortened window during which beneficiaries must take 
distributions, the taxes they pay on inherited traditional IRA assets will be much higher than when distributions could be 
stretched over their life expectancies. To provide funds to cover these additional taxes on behalf of your beneficiaries, 
you may consider using life insurance as a wealth replacement tool. Married couples could use survivorship coverage so 
that the benefit pays upon the passing of the surviving spouse. 

If you name a charity as the beneficiary of your IRA and desire to replace the value of those assets for your heirs, you 
may consider using life insurance to do so. The death benefit would be received tax-free by your heirs, while the charity 
would get the full value of the IRA compared to the diminished value your beneficiaries would receive due to taxes. 

For those who are lifetime income beneficiaries of inherited IRA assets left to a CRT, keep in mind that by design 
this strategy leaves remainder assets to charity rather than your heirs. Depending on the level of assets you have 
accumulated and your own legacy goals, you may consider life insurance to benefit your heirs and replace the funds that 
passed to charity. 

Depending on your net worth, it may be advisable to own the coverage outside of your estate in an Irrevocable Life 
Insurance Trust (ILIT). 

Increase Usage of Roth Contributions. With a compressed time period in which to take distributions, Roth IRA assets 
that would be received by beneficiaries on a tax-free basis become even more attractive than under prior law. If you do 
not anticipate spending down all of your retirement assets during your lifetime, consider making Roth rather than pre-tax 
contributions to employer-sponsored plans where available. Employers who do not offer this option should evaluate 
adding it, as it may be beneficial for the owners personally as well as their employees. In addition to contributions 
to employer-sponsored plans, consider Roth IRA contributions. If your income exceeds the phaseout thresholds for 
contributing to a Roth IRA directly, you may make a non-deductible contribution to a traditional IRA and then convert 
those funds to a Roth IRA (this is called a ‘back door’ Roth). If using this latter technique, note that amounts converted 
are taxed on a pro-rata basis for pre-tax and after-tax funds in all of your other traditional IRA accounts. Funds within an 
employer-sponsored qualified plan do not count toward this conversion ratio. Another possibility is to convert a traditional 
IRA of an elderly parent who is in a lower bracket to a Roth, thereby now extending the tax-free deferral. 
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Mega-Roth in-plan conversions. Now let’s take this a step further and consider adding additional provisions to 
a qualified plan to allow for additional Roth conversions within the plan. First, we need to add old school after-tax 
contributions as an option under the plan in addition to Roth contributions. Second, the plan needs to add a provision to 
allow for conversion of the after-tax contributions to Roth contributions. 

The idea is to max out Roth 401(k) contributions, $19,500 for 2020, and then fund up to an additional $37,500 in 
after-tax contributions to reach the maximum defined contribution plan limit, $57,000 in 2020. Savers age 50 and 
older can defer an additional $6,500. Any matching or profit-sharing contributions would also need to be considered 
to avoid exceeding the cap. The after-tax contributions could then be converted to Roth under the new plan provision. 
The downside here is that any earnings in the after-tax sub-account would be taxed at the point of conversion, but if 
you execute this every year, it shouldn’t amount to much on average. Obviously, there is complexity to implementing this 
strategy, but this is viable strategy to shift retirement funding from taxable deferred accounts to tax-free Roth accounts. 

Clearly, Roth conversions, Roth 401(k) and Roth IRAs will now become more attractive as an estate planning strategy.
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Saving to Taxable Accounts. With the potential for higher taxes to beneficiaries when taking distributions, you may 
wonder if saving through retirement plans is still optimal and turn your attention to taxable investment accounts. These 
assets would receive a step-up in cost basis to the fair market value on the date of the account owner’s death (or 
alternate valuation date six months later if elected by the Executor), eliminating unrealized capital gains built up during 
the owner’s lifetime. While inherited taxable assets are held by the beneficiaries, those heirs would be taxed on any 
dividends, interest, or capital gain distributions generated by the portfolio. Once the beneficiary sells the assets, they 
would pay capital gains taxes on any appreciation between the date of death and time of sale. The reinvested funds 
would be taxed based on the securities selected and could result in capital gains, dividends, or ordinary income. Despite 
the compressed time period for withdrawing inherited IRAs after the account owner passes away, there is still significant 
benefit from tax deferred or tax-free distributions. Savings to Roth assets, in particular, should therefore generally be 
considered before enhancing savings to taxable accounts beyond what is needed for emergency reserves and short-
term financial planning goals. 

Evaluation of IRA Beneficiary Designations. With only a 10-year window to distribute IRA assets for non-eligible 
beneficiaries, you may consider segregating beneficiaries based on their tax situations. Traditional IRA assets may be 
best left to lower bracket beneficiaries, business owner beneficiaries who can leverage income offsets through their 
companies, or charity, with Roth IRA assets directed to high bracket beneficiaries. As previously discussed, if IRAs are 
left to a trust, consider incorporating provisions to allow the Trustee to take IRA distributions and divide them among 
beneficiaries to optimize wealth transfer from an income tax perspective. 

Preparing Your Beneficiaries. To prevent your heirs from quickly spending funds that must now be drawn from inherited 
IRA assets over a much shorter time period, educating them prior to your passing becomes increasingly important. 
Coordinate with your advisors to share relevant information with your heirs so that they are prepared to make good 
use of inherited funds and establish plans based on their personal circumstances as noted above. The trust options 
previously discussed may be the optimal way to prevent accelerated spending of the assets you worked to accumulate, 
particularly for those with larger IRA balances that would warrant the added complexities associated with trusts. 
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Bottom Line: The new SECURE Act will change the way many people approach their planning. The elimination of 
stretch will require at least a basic review of all IRAs, plus all qualified plan assets of a household, since all 401(k) and 
similar plans will eventually be subject to the rules if left to a human beneficiary. If you have questions about this Guide, 
or would like a review of your situation, you can contact the authors by e-mail: llabrecque@sequoia-financial.com, 
hwelsh@sequoia-financial.com, or sswain@cohencpa.com. If you are a professional and would like to discuss ideas 
expressed in this Guide, feel free to reach out to us.

This material is for informational purposes only and is not intended to serve as a substitute for personalized investment advice or as a 
recommendation or solicitation of any particular security, strategy or investment product. The opinions expressed are those of the author(s) and 
are subject to change without notice. Sequoia Financial Advisors, LLC makes no representations or warranties with respect to the accuracy, 
reliability, or utility of information obtained from third-parties. Investment advisory services offered through Sequoia Financial Advisors, LLC, an 
SEC Registered Investment Advisor. Sequoia Financial Advisors, LLC does not provide tax or legal advice. Registration as an investment advisor 
does not imply a certain level of skill or training.

mailto:llabrecque@sequoia-financial.com
mailto:hwelsh@sequoia-financial.com
mailto:sswain@cohencpa.com
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Stretch IRA Checklist

For a complimentary assessment of your IRAs, please fill out the checklist and email to: info@sequoia-financial.com, or                                               
mail to: Sequoia Financial Group, 5480 Corporate Drive, #100, Troy, MI 48098 or fax to: 248.641.7405. 

Name: _______________________________________________________________________________________________

Address: _____________________________________ City: ____________________________ State:______ ZIP: ___________

Email Address: _________________________________________________________________________________________

Phone Number:   Cell: ______________________________________ Home: _________________________________________

  1. What is the total value of all qualified plans and IRAs projected at death? ___________________________
a. If under $100,000, likely no significant outcome to beneficiaries
b. If balance between $100,000 and $400,000, consider bracket management, pending number of beneficiaries (If average balance 

per beneficiary is under $100,000, likely no significant outcome to beneficiaries)
c. If greater than $400,000 and average balance per beneficiary over $200,000, consider estate review

  2. How much is Roth?  ___________________________ How much is tax-deferred?  ___________________________
  3. Any beneficiaries under age of majority?   
   Yes    No
  4. Any beneficiaries with special needs?   
   Yes    No
  5. Current tax brackets?   
  Federal    State
  6. Will the post-mortem (beneficiary) tax-bracket be higher of lower than that of the IRA Owner?   
  Higher    Lower
  7. In what state(s) does the beneficiary(ies) currently reside?  ____________________

a. Are you aware of any intended change of state residency for the beneficiary(ies)?   
       Yes    No

  8. If pre-tax, do you have any of the following considerations for offsetting income distributions? 
a. Business losses   
       Yes    No
b. Qualified Plans/HSA/Non-Qualified Deferred Compensation 

 i. Currently available?   
        Yes    No
 ii. Interest in establishing (for business owners/self-employed)?   
        Yes    No

c. Charitable intentions   
        Yes    No

  9. Beneficiaries at risk of creditor claims?   
   Yes    No
10. Are IRA distributions presently incorporated into your estate planning (e.g., IRA Trusts)?   
   Yes    No
11. Are you interested in options to use life insurance to offset the tax liability for your beneficiary(ies)?   
   Yes    No
12. Consideration of potential life events (e.g., retirement, business sale) for beneficiaries during the distribution window?  
   Yes    No
13. Do you have an education plan/financial literacy program in place for beneficiaries to understand their inheritance?                                 

  Yes    No

An advisor will call you to review your options. If you are uncomfortable completing this worksheet and sending it to us, please feel free to give 
us a call at 248.641.7400.

mailto:info1@sequoia-financial.com
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Case Study 1:
Business Offset

In this case, we have two professionals who are in a ‘pass-through’ entity, a partnership. They are in a “Specified 
Service Trade or Business” (SSTB), which includes doctors, lawyers, CPAs, and veterinarians, so they are allowed a 
deduction of 20% of their Qualified Business Income (QBI1), as long as their taxable income is less than $315,0002  
(this is $157,500 for non-married taxpayers and is adjusted for inflation each year). They are both 51, so they can 
put $25,000 each in their 401(k) plan. Doing this on a pre-tax basis reduces their taxable income by $50,000 and 
defers the taxes until they make a withdrawal. They will pay additional taxes by using the Roth 401(k).

Their taxable income is $250,000. Herein lies a paradox of the Tax Cuts and Jobs Act (TCJA). With the 20% QBI 
deduction, they get a bigger deduction by increasing their income. Thus, converting their 401(k) to a Roth 401(k) 
would increase their income by $50,000, but they would get a deduction of $10,000. Their effective tax rate is only 
19.2%

TJCA expires in 2025. At that point, if TCJA is not extended, the QBI deduction will be eliminated, and their tax 
bracket on the maximum income will increase to 33%. If they used the Roth 401(k) until expiration they would 
accumulate about $420,000 if they made 6%. This would not be subject to Required Minimum Distributions and 
would pass to their heirs tax-free. The heirs could leave it in the inherited Roth for 10 years.

1  https://www.irs.gov/newsroom/tax-cuts-and-jobs-act-provision-11011-section-199a-qualified-business-income-deduction-faqs
2  For 2019, the limit is $321,000 married filing joint and $160,500 for other filers.

https://www.irs.gov/newsroom/tax-cuts-and-jobs-act-provision-11011-section-199a-qualified-business-income-deduction-faqs
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Case Study 2:
Full Expensing Offset

In this case, we have an owner of a pass-through entity (Subchapter S corporation). He has $1 million in his 401(k) 
plan, and plenty of other assets. Under TCJA, the full-expensing provisions allow a business to fully deduct the cost 
of assets used in the business, in this case construction equipment. The full-expensing provisions expire at the end 
of 2022. He can fully expense equipment and convert all or part of his 401(k) to Roth and offset the income. Under 
the new Excess Loss Limitation (ELL) rules, he has a limitation on losses of $500,000, but he can partially offset 
the full-expense if he does an in-service withdrawal from his 401(k) to an IRA and converts that to a Roth IRA1.

The Roth IRA is not subject to RMDs for him and his spouse and passes tax-free to his children, who can continue 
tax-free growth for up to 10 years.

1  https://www.forbes.com/sites/leonlabrecque/2019/07/03/what-business-owners-and-their-families-should-know-about-the-new-secure-act-the-strategies/#3a42c7b617bd

https://www.forbes.com/sites/leonlabrecque/2019/07/03/what-business-owners-and-their-families-should-know-about-the-new-secure-act-the-strategies/#3a42c7b617bd
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Case Study 3:
Charity Offset

In this case we have a couple over 59 ½. They have a large 401(k) plan. Their itemized deductions are $30,000, 
which include annual charitable contributions of $10,000. They can do an in-service withdrawal from their 401(k) 
to an IRA and then convert that IRA to a Roth. This creates $100,000 of income. They can offset this with a 
$100,000 Donor Advised Fund (DAF) contribution. If they use cash for the DAF, they can deduct the entire amount 
since the donation ($100,000) does not exceed 60% of their income . If they donated appreciated property, like 
stock worth $100,000, the limitation is generally 30% of Adjusted gross income (in their case, $75,000). The 
unused portion can be carried over for up to 5 years.

They would then take the standard deduction instead of itemizing. The DAF would provide for their charitable 
purposes. The result:

• There is a possible elimination of Capital Gain if appreciated property is donated to the DAF.
• The $75,000-$100,000 current deduction is offset by the Roth Conversion (possible carryover of unused 

deduction).
• The $100,000 Roth IRA has no RMDs, no taxes to kids, and the possibility for a 10-year post-mortem 

continued tax deferral.

We have encountered an actual case similar to this where the donor gave about $100,000 of substantially 
appreciated Apple stock to their DAF. The donor then purchased $100,000 of Apple in the converted Roth.

1  https://www.irs.gov/publications/p526

https://www.irs.gov/publications/p526


©2020 Sequoia Financial Group, all rights reserved.                                                                                                 888.225.3777      sequoia-financial.com     1.2020 v1.0

Investment advisory services ordered through Sequoia Financial Advisors, LLC, an SEC Registered Investment Advisor. 
Registration as an investment advisor does not imply a certain level of skill or training.

Case Study 4:
CLT Offset

This case is a more expansive example of a charitable offset.  Our ‘clients’ are a 68-year old couple with a larger 
estate and an entity they favor (their college). They have significant assets in a taxable estate. They also have IRA 
assets of $1 million. They donate appreciated stock to a Charitable Lead Annuity trust (CLAT). The trust gives the 
university $50,000 a year for 20 years. They make a gift of the remainder interest to their children. The gift to the 
CLT is valued at about $758,000. They can deduct this (up to 30% of AGI a year) from their income, offsetting it 
with Roth conversions. The children get the value of the trust at the end of 20 years. If the trust assets appreciate 
by more than 5%, the children receive more than the original $1 million. Their estate is reduced by $1 million, and 
the gift to their children of the remainder interest is valued at $242,000.

Observations:

• Creating a Roth IRA eliminates RMDs, provides tax-free growth, and allows an additional 10-year tax-free 
deferral by beneficiaries.

• Low §7520 rates1  make the CLT very attractive with a bigger deduction to offset the Roth conversion.
• The gift to their children gives them additional funds at the end of the CLT, outside of the taxable estate.

1  The §7520 interest rates are used to determine the present values of remainder interests.  https://www.irs.gov/businesses/small-businesses-self-employed/section-7520-inter-
est-rates

The §7520 interest rates are used to determine the present values of remainder interests.  https://www.irs.gov/businesses/small-businesses-self-employed/section-7520-interest-rates
The §7520 interest rates are used to determine the present values of remainder interests.  https://www.irs.gov/businesses/small-businesses-self-employed/section-7520-interest-rates
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Case Study 5:
Estate Tax

In this case, a widow has an IRA worth $1 million. She is in poor health and has an estate subject to estate taxes. 
If she converts her IRA to a Roth, she will pay about $320,000 in income taxes (which should be paid from other 
non-IRA assets). 

Converting to the Roth reduces her taxable estate by the amount of the taxes (which is somewhat offset by the 
deduction for Income with Respect to a Decedent (IRD) the taxable IRA would have created). 

The Roth conversion:

• Reduces the taxable estate.
• Eliminates the taxable distribution to the heirs.
• Eliminates the subsequent RMD to the widow.
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Case Study 6:
New use of ILIT

The case involves the use of life insurance to pay the income taxes. Irrevocable Life Insurance Trusts (ILIT) were 
formerly used when the estate tax threshold was lower to pay estate taxes. With the stretch rule eliminated, 
newer forms of trustee powers will likely be used to modify IRA distributions to maximize tax benefits. A trust, for 
example, might be the beneficiary of the IRA, and then make distributions to the heirs based on the tax situation of 
the respective heirs. For example, if an heir made large charitable contributions in a distribution year, the Trustee 
might increase the payout of that beneficiary’s respective share.

An ILIT with a second-to-die life insurance policy could also be used to provide funding for income taxes on 
distributions. The proceeds from the policy on the second death are income tax free. A properly established 
irrevocable trust would also avoid estate taxes. At the current TCJA level, many estates are out of the estate tax 
range.  

For people with an existing ILIT, maintaining the trust if the policy is fiscally viable would likely make sense. 
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Case Study 7:
Simple Situation

This is a simple case of younger couple who are saving for retirement. Both work and both have 401(k)s at work 
with an employer match. They also have young children and are struggling to save for retirement and college. 
Presuming they can do so, they may consider:

• Fund the 401(k) pre-tax and get the maximum match
• Each fund a contributory Roth

The resulting advantages of the contributory Roth would include:

• Tax-free accumulation
• No RMD at age 72
• No taxable inherited IRA to children
• FIFO withdrawal exception. Contributory Roth IRAs have a ‘First-in/First-out’ (FIFO) rule that contributions 

may be withdrawn tax-free and penalty free. For example, if they each contributed $6,000 to a Roth 
starting in 2020 and made 6% on investments, they would have about $317,000 accumulated by 2035. 
They could withdraw, tax and penalty-free, up to $192,000, or their contributions.

• Note a contributory Roth IRA is subject to the ‘5-year’1 rule that states that a Contributory Roth IRA must be 
funded for 5-years to be tax-free. This rule is a one-time rule and aggregates all Roth IRAs, so once they 
have a Roth for 5 years, they can avail themselves of the Roth advantages. A key takeaway from the 5-year 
rules: do not take out all of the Roth assets during the first 5 years.

1 https://www.law.cornell.edu/uscode/text/26/408A

https://www.law.cornell.edu/uscode/text/26/408A
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Case Study 8:
RMD to Fund Roth Conversion

In this case, we have an IRA owner subject to an RMD. They neither need nor want the RMD. According to IRS 
rules, you must take an RMD first and cannot convert an RMD into a Roth directly1. You can, however, use the 
RMD to pay taxes on a subsequent Roth conversion. If the couple in this case must take a $36,000 RMD and have 
other taxable income of $100,000, they are in the 22% bracket. They would withhold about $7,920 on the IRA 
distribution. If they withheld an additional $7,128, they could then convert $32,400 into a Roth and stay in the 22% 
bracket2. It’s important to note that this example allows a conversion where their income is below $170,001. At 
that point, the Medicare B premium would increase, under IRMAA3.

1  https://www.irs.gov/pub/irs-pdf/p590a.pdf
2  We are using the 2019 tax tables for married filing joint based on taxable income.
3  https://www.medicare.gov/your-medicare-costs/part-b-costs

https://www.irs.gov/pub/irs-pdf/p590a.pdf
https://www.medicare.gov/your-medicare-costs/part-b-costs
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Case Study 9:
Mom Roth

In this case, there is an opportunity for intergenerational wealth transfer. We often see an elderly parent in a lower 
tax bracket with children in higher tax brackets. We convert the parent’s IRA to Roth to get to the top of the next tax 
bracket, or even a higher tax bracket.

An example would be Rita, who is 78 and has an IRA worth $250,000. Her income is $18,000 of social security, 
$19,000 of pension and her RMD of $12,300.

• Her taxable income is $27,555
• Her taxes are about $3,100
• She is in the 12% bracket
• She can convert about $6,100 to Roth and stay in the bracket. At her numbers, it moves the taxability of 

Social Security
• $6,100 of Roth conversion, additional tax $1,384
• IRMAA surcharge starts at $85,000, so she could convert an additional $38,400 at about $7,200 of tax
• Taxes should be paid from other funds

If the older parent is in a long-term care facility where the expenses are deductible, the amount of conversion can 
be substantially offset. If in the example above, $28,000 of expenses were qualified “long term care expenses,” the 
$38,400 to stay under the IRMAA floor would only cost an additional $5,400 in taxes.

If the children are in substantially higher brackets, higher bracket topping might be considered, and the IRMAA 
situation treated as the cost of conversion. Similarly, in cases of very poor health, accelerated conversion may be 
warranted. Note RMDs must come before Roth conversions.
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Case Study 10:
Kid Roth

Roth IRAs grow tax-free. The power of compounding interest is amazing, and the power of tax-free compounding 
is more amazing. The longer you have a Roth, the better it gets. Suppose a 16-year-old child has a summer or 
part-time job and earns over $6,000 for the year. Suppose the child does this through college until age 25. During 
that time, Mom or Dad (or maybe Grandma or Grandpa) deposit $6,000 in a Roth for said youngster, putting it 
in an index fund. For purposes of my example, let’s say they put it in at the beginning of the year. Suppose the 
investment makes 6% annually. By the time the kid reaches 25, the Roth would contain about $79,000. If we left 
that alone until the kid was 65, the Roth would be worth over $813,000, all from ten $6,000 contributions. Did I 
mention that’s $813,000 tax-free? But, what if we could instill in said child the notion of saving for retirement and 
encourage the kid to keep making their own Roth contributions until age 65. Even if the limits on contributions 
never changed, the kid would have $1,637,000 at 65. If (s)he took out 4%, that’s over $65,410 a year tax-free 
during his/her retirement years. 

This also works with a Roth 401(k) contribution (DRAC). The parent /grandparent could gift the recipients an 
amount equal to their Roth 401(k) or 403(b) plan contributions, up to $19,000. Note we might want to evaluate 
contributory Roth (with the FIFO loophole) over the DRAC. Of course, we have to get the kid to not touch the Roth. 
That is a parenting issue, not a money issue, and out of my pay grade.
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Case Study 11:
Dynasty Roth

Who wouldn’t want a dynasty? This idea is actually pretty simple: Create a Roth, either by contributions or conver-
sions, invest it for the very long run, leave it to your spouse and then leave it to a next generation(s), like grand-
children via your trust). Let’s take the example of  Crassius and Evita. Assume they sold their business and had 
significant assets outside their Qualified plans, where they have over $2M.  Their income is low, mostly qualified 
dividends and municipal bonds, so they have room in their tax bracket to ‘bracket-top’ up to $61,400 a year.  They 
are holding off on Social Security until age 70 and waiting on their RMDs until age 72, so their tax bracket is solid. 
 Let’s suppose that they converted to Roth $61,400 a year for 8 years following age 62 until they were age 70 (and 
later turning 72)This will accumulate (at 6%) to about $607,000, which cost them about $59,200 in federal taxes 
on the Roth conversions. They leave the Roth alone and make 6% on investments. For our purposes, suppose that 
the Roth is in Crassius’ name. Crassius lives until age 85 and leaves it to Evita under a spousal rollover. She lives 
until age 90 and leaves it to the twin grandchildren, Sacco and Vanzetti, in two IRA sub-trusts that allows them 
leave the funds in the Roth for 10 years, then distribute the money outright. The boys are age 40 on Evita’s death. 
Let’s see what happens:

• On Crassius’ death at age 85, Evita rolls it to her spousal Roth rollover. This is tax-free.
• Evita dies five years later at age 90 and the Roth is worth $1,949,000, which she leaves in her trust to the 

grandsons.
• The grandsons delay distributions for ten years (or the Trustee does).  At that time, the Roth is worth about 

$3.5M.
• They then invest on a tax-efficient basis and receive tax-advantaged income on the funds.

Not bad for $59,200 of tax. We’ll call that a Dynasty.
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Case Study 12:
Lump-Sum DB Plan

Many employers are offering lump-sums as a payout option in defined benefit (DB) plans. There are a variety of 
analytical consideration, including the survivability of the entire lump-sum. Lump sums are typically rolled into an 
IRA and as such, are subject to the new rules.

It appears the drafters of SECURE did not anticipate non-spouse defined benefit payouts, as the statutory reference 
appears to apply the 10-year rule to defined benefit payments to non-spouse beneficiaries.  
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