Why Would You Take Your RMDs Sooner?

I

s it time for you to begin taking
required minimum distributions
(RMDs) from your retirement
plans? The rules for 401(k)s, other
employer-sponsored plans, and
traditional IRAs generally call for these
payments to start after you reach age
70½ and to continue each year. But you
don’t actually have to begin RMDs
until the “required beginning date”
(RBD) of April 1 of the year after you
turn 70½.
Nevertheless, you might bypass
this respite. Why would you do that?
Because you still must take another
RMD later that year. Thus, you would
be doubling up on payouts and have to
pay more tax.
Although your savings in 401(k)s
and traditional IRAs grow without
being taxed along the way, you
eventually must start receiving RMDs,
taking one each year by December 31.
These RMDs generally are taxed at
ordinary income tax rates.
If you’re still working and don’t
own the company you work for, you
may be able to postpone withdrawals
from an employer-sponsored plan
with that company until you retire. But

this exception doesn’t apply to
traditional IRAs.
The amount of the RMD is based
on IRS life expectancy tables and the
value of your accounts
on the ﬁnal day of the
previous tax year.
Your ﬁnancial advisers
or the ﬁnancial
company holding your
account can provide
assistance in
computing the amount.
The penalty for
failing to take an
RMD is equal to 50%
of the amount that
should have been
withdrawn (or the
difference between the required
amount and any smaller amount you
did withdraw). For example, if you’re
required to take $20,000 and you’re in
the 28% tax bracket, the penalty for
failing to withdraw is $10,000, plus
you’ll owe $5,600 in federal income
tax on the distribution.
If you postpone your ﬁrst RMD
until the following year, you’ll have to
take two RMDs in that year. If you

remain in the same tax bracket, that
will double the tax you owe, or the
extra payment may push you into a
higher tax bracket. Going back to our
example of an
annual $20,000
RMD, you’ll have
to take two RMDs
for a total of
$40,000 in the
following year.
Suppose that
$10,000 of the extra
amount is taxed at
the 33% rate. Your
total tax bill on
RMDs for that year
comes to a
whopping $11,700
(28% x $30,000 + $10,000 x 33%).
Furthermore, doubling up on
RMDs increases the possibility you’ll
have to pay the federal surtax on “net
investment income,” and it could hike
your state income tax liability as well.
As you approach your RBD,
consider your options. In many cases,
you’ll be better off taking your ﬁrst
RMD in the year in which you turn age
70½, rather than the following year. ●

Passing Down IRA Assets?

could extend the life of a stretch IRA
and reduce the amount that is lost to
taxes. One way to do that, if your
children don’t need the funds, is to
designate your grandchildren as
beneﬁciaries. Or
you could name a
child as a primary
beneﬁciary and
a grandchild as
a contingent
beneﬁciary. When
you pass away, the
child would have the
option to “disclaim”
the inheritance, passing it along to the
contingent beneﬁciary and thus
lengthening the payout schedule. As
long as assets remain within the IRA
they won’t be subject to current taxes.
The family members who inherit

IRA assets then can make their own
beneﬁciary designations immediately,
selecting a spouse or a child to inherit
the account. Your beneﬁciaries also will
be able to avail themselves of strategies
for extending the
life of the IRA.
These rules
cover assets in
traditional IRAs.
There are different
requirements for
Roth IRAs, from
which most
distributions, even
by beneﬁciaries, are tax-free. The
original account holders don’t have to
take RMDs, although beneﬁciaries are
required to withdraw money each year
according to schedules based on their
life expectancies. ●

(Continued from page 1)

December 31 of the prior year and a
factor based on the beneﬁciary’s
projected life expectancy in IRSprescribed tables. You have until
December 31 of the current year to
receive your RMDs, which generally
will be calculated and paid out by the
custodian of your IRA.
Of course, non-spousal
beneﬁciaries, too, can choose to
withdraw more than the required
amount or to take a lump-sum
distribution of everything in the
account.
With these basic rules in place,
there can be several strategies to
maximize tax and other beneﬁts. For
example, naming younger beneﬁciaries
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Passing Down IRA Assets?
Clue In Family Members

D

o you have substantial assets
in your IRAs? It’s important
to be smart about beneﬁciary
designations, and maximizing tax
beneﬁts, while avoiding potential
pitfalls. But it’s also essential not
just to ﬁll out all of the paperwork
and forget about it. Instead, take the
time to discuss your plans with
family members.
Spouses who inherit traditional
IRA assets have
more ﬂexibility than
other beneﬁciaries,
though non-spouses,
too, can beneﬁt
from careful
planning to
determine the best
ways to pass along
money in an IRA.
Here are key points to cover in your
family discussions:
The ﬁrst thing to do is to bring
everyone up to speed on the
differences between spouses and
other beneﬁciaries.
1. Spousal beneﬁciaries: Spouses
who are IRA beneﬁciaries can move the
money into their own IRAs and treat it
just like other assets in those accounts.
They can do this without owing any
tax, and if they haven’t yet reached age
70½, they won’t have to take the
required minimum distributions
(RMDs) that must begin after you reach
that milestone. (But if your spouse who
died already was taking RMDs, you’ll
need to make that withdrawal for the
year of death.)
That doesn’t mean a spouse can’t
withdraw some or all of the money in
the inherited account. But any
©2017 API

distribution will be taxed, probably as
regular income. So it’s generally
better for tax purposes to take a
series of distributions stretched over
several years.
2. Non-spousal beneﬁciaries: If
you bequeath IRA assets to your
children or to anyone other than your
spouse, those beneﬁciaries will have to
follow different rules. They can’t roll
over the money tax-free into IRAs of
their own.
Instead, they
must arrange to
receive a series
of distributions
based on their
life expectancies
or empty out
the inherited
accounts within
ﬁve years. Because beneﬁciaries tend to
be younger than the deceased IRA
owner, they often can use the strategy
of withdrawing funds gradually over
their life expectancies, an approach
often referred to as a “stretch IRA.”
But those non-spouse beneﬁciaries
will have to take annual RMDs
regardless of how old they are. Because
the amount of those yearly withdrawals
depends on the inheritor’s age, younger
beneﬁciaries will be able to take
smaller RMDs than those who are
older. But if they fail to take an RMD in
any year they’ll be hit by a penalty of
50% of the amount that should have
been withdrawn. They’ll also owe
regular tax.
The amount of these RMDs will be
based on the account balances on
(Continued on page 4)

The Best Places
In The Country
To Retire

“

Go west, young man, go west” was
an expression ﬁrst used by John
Babsone Lane Soule in the Terre
Haute (Indiana) Express in 1851. It
appealed to famed New York journalist
Horace Greeley, who rephrased it in an
editorial in the New York Tribune in 1865:
“Go West, young man, and grow up with
the country.”
The country indeed has grown up in
the past century and a half, and the new
advice well could be, “Go south, old man
[or woman], go south.”
That’s essentially what ﬁnancial
planner website WalletHub reported
recently when it compared information
about 150 metro areas and listed what it
calls the best places in the country to retire.
Topping the list was Orlando, FL, with
Tampa, FL, coming in second. Florida
cities took three of the top four spots with
Miami picked as No. 4 best place to retire.
Cape Coral came in seventh, giving the
Sunshine State four of the top 10 rankings.
Scottsdale, AZ, was ranked third best
and Sioux Falls, SD, ﬁfth. Rounding out
the top 10 were Las Vegas, NV, sixth,
Atlanta, GA, eighth, Minneapolis, MN,
ninth, and Los Angeles, CA, tenth.
Sioux Falls ﬁfth? How did a farﬂung area in the Snow Belt get such a
lofty rating?
WalletHub statisticians used four sets
of criteria in arriving at their conclusions:
cost of living, recreational activities,
quality of life, and health care availability.
Sioux Falls ranked No. 1 in health
care and No. 19 in affordability.
By comparison, San Francisco, CA.
– No. 11 – ranked No. 1 in activities, but
came in as the 146th most expensive place
to live in the U.S.

When To Disclaim An Inherited IRA

20 Questions On Required Minimum Distributions

hould you ever pass up a
chance to get more money? It
depends. Suppose you’re in line
to inherit IRA assets. When it makes
sense, you might use a “qualiﬁed
disclaimer” so that the assets bypass
you on the way to someone else.
A disclaimer is a legal
document that lets you waive
your right to receive money or
property from an estate. If you
execute a disclaimer, it’s as if
you never inherited the assets.
Instead, they go directly to the
next people in line to receive
them. In the case of an IRA,
the assets typically wind up
with the account’s contingent
beneﬁciaries.
Why would you do this?
There are two main reasons:
1. Assuming you don’t
need the money, you might
prefer that the assets go directly to the
younger generation, usually your own
kids or grandkids. You were going to
give the assets to them eventually
anyway, right? A disclaimer shortens
the process while lengthening the time
over which the beneﬁciaries must take
required minimum distributions
(RMDs) from the account. RMDs are
based on the life expectancies of the
beneﬁciaries, so the younger they are,
the longer the wealth can be preserved.

o you remember playing “20
Questions” as a kid? Here are the
answers to 20 questions about
required minimum distributions (RMDs).
Most of this information comes from the
frequently asked questions section of the
IRS website.
Q1. What is an RMD?
A. This is the amount you’re required to
withdraw from your 401(k) plans, other
employer-sponsored retirement plans, and
IRAs.
Q2. Which plans do the RMD rules
apply to?
A. The rules cover all employersponsored retirement plans, including
pension and proﬁt-sharing plans, 401(k)s,
403(b) plans for nonproﬁts, and 457(b) plans
for government entities, plus traditional IRAs
and IRA-based plans such as SEPs,
SARSEPs, and SIMPLE-IRAs.
Q3. When do I have to begin taking
RMDs?
A. The required beginning date (RBD)
is April 1 of the year after the year in which
you turn age 70½. For example, if your 70th
birthday was January 1, 2017, you must
begin taking RMDs no later than April 2,
2018. (April 1 is a Sunday.)
Q4. When do I have to take RMDs in
future years?
A. The deadline is December 31 of the
year for which the RMD applies. Thus, if you
turn 70½ in 2017, you must take the RMD
for the 2018 tax year by December 31, 2018.
Q5. How do you ﬁgure out the RMD
amount?

A. Divide the balances in your plans and
IRAs on December 31 of the prior year by
the factor in the appropriate IRS life
expectancy table.
Q6. Can I withdraw more than the
required amount?
A. You can withdraw as much as you
like; the RMD is the least you are allowed
to take.
Q7. If I take more than the RMD this
year can I withdraw less in a future year?
A. No. Each RMD is calculated based
on the account balance and life expectancy
factor for that particular year.
Q8. Do I have to take RMDs from all of
my retirement plans?
A. Although you must calculate the
RMD separately for each IRA you own, you
can withdraw the total amount from just one
IRA or any combination of IRAs that you
choose. However, for employer-sponsored
plans other than a 403(b), the RMD must be
taken separately from each plan account.
Q9. What happens if I fail to take an
RMD?
A. The IRS imposes a penalty equal to
50% of the amount that should have been
withdrawn (reduced by any amount
actually withdrawn).
Q10. How are RMDs taxed?
A. Generally, the entire amount of an
RMD is taxable at ordinary income rates.
The exception is for amounts attributable to
non-deductible contributions to an IRA.
Q11. Are there any exceptions to the
RMD penalty?
A. The penalty may be waived if you

transfer assets into it. The contents of a
living trust don’t have to go through
probate, and the amounts and recipients
of bequests remain private.
Yet in some states, probate can
work to a family’s beneﬁt, especially

if an estate is relatively small or
someone has died without a will. State
law can lay out a blueprint for ensuring
that the right people receive the
property. In addition, it may be better
for the family to have the estate bear
the cost of the probate
process. The laws in some
states include provisions for
a relatively fast, inexpensive
resolution to probate that
may be preferable to using
a living trust or other
complex arrangements.
Your ﬁnancial advisor
and your attorney can
explain the laws in your
state and help you decide
how to proceed. ●
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2. A disclaimer may reduce a
family’s overall tax liability. The
RMDs from IRAs generally are taxed
at ordinary income rates, which go as
high as 39.6%. Younger children and
grandchildren are likely to pay tax at a
much lower rate.

For a disclaimer to work, it has to
be an irrevocable, unqualiﬁed refusal
to accept property, and it must meet the
following requirements:
●
It must be in writing with a
declaration and signature of the
person who is making the
disclaimer.
●
It must identify the property
(or the partial interest in the
property) that is being
disclaimed.

It must be delivered to the
party or entity responsible for
transferring the assets (for
example, an IRA custodian or
trustee).
●
The disclaimer has to be
executed less than nine months
after the property
was transferred (or
within nine
months of when
the disclaiming
person reaches age
21, if that’s sooner).
●
As a result of the
disclaimer, the assets
must pass to the
new recipients
without any direction
from the person
making the
disclaimer. You
can’t decide to give
the money to someone other
than the legal beneﬁciaries next
in line.
This process can be technically
complicated, so you’ll need to work
with an attorney to provide the proper
language for a disclaimer, which
must take into account whatever is
required under state law. Also, take
great care in completing any
beneﬁciary designation forms
furnished by an institution. ●
●

What’s The Truth About Probate?

H

ave you heard horror stories
from families that had to
suffer through costly,
protracted probate proceedings after a
relative dies? The possibility is very
real, especially if a will is contested.
Yet while it might turn into a
nightmare, sometimes probate works
like a dream. Before you take drastic
steps to avoid probate, it’s important to
know what it’s likely to involve.
The ﬁrst thing to know is that laws
concerning probate vary from state to
state. In some states, the process may
be quick, while in others it’s likely to
take a while.
Probate is the court-supervised

process of distributing the assets of
someone who has died, according to
that person’s will. Even when there’s
no will, however, assets usually still
have to go through probate. Among
the exceptions are life insurance
proceeds, which normally can go to
designated beneﬁciaries without
passing through probate.
If there’s a will and an executor,
that person usually handles the probate
process. When there’s no will, the
probate court will assign someone to
assume those responsibilities. The
person representing the person who
has died will tally up and list the
assets; pay outstanding debts, bills,

taxes, and fees; and distribute the
assets to beneﬁciaries according to
prevailing laws. It may be helpful to
hire an attorney to assist a courtappointed representative.
Probate proceedings are open to
the general public. And even if an
estate is relatively simple, probate can
eat up time and money, perhaps
delaying the distribution of assets that
family members are counting on.
And the last thing grieving family
members are likely to want is to be
caught up in interminable meetings and
legal wrangling.
One way to avoid the hassles of
probate is to establish a living trust and
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can show that the shortfall was due to
reasonable error and you now have
withdrawn the required amount.
Q12. Is an RMD subject to the net
investment income (NII) surtax?
A. Distributions from retirement plans
don’t count as NII. However, RMDs will
increase your modiﬁed adjusted gross
income (MAGI), and a higher MAGI could
result in NII tax liability.
Q13. Can I still contribute to my plans
if I’m taking RMDs?
A. Yes. If you’re still working and
participating in a plan, you may qualify to
continue your contributions.
Q14. Do I have to take an RMD if I’m
still working?
A. Generally, you have to take RMDs
from all employer-sponsored plans and
IRAs. However, you don’t have to
withdraw an RMD from non-IRAs if you
still work full-time and don’t own 5% or
more of the business.
Q15. Can an RMD be rolled into an
IRA or other plan?
A. Absolutely not. Rollovers are
prohibited.
Q16. Can an RMD be donated to
charity?
A. Yes. Under a recent tax law
extension, if you’re 70½ or older you can
transfer an RMD of up to $100,000 directly
from an IRA to a charity without paying tax
on the distribution.
Q17. What happens if I die before my
required beginning date?
A. No distribution is required for the
year of death. For subsequent years, RMDs
must be taken from inherited accounts. A
spousal beneﬁciary has greater ﬂexibility
than non-spouses, including being able to
treat the account as his or her own.
Q18. What happens if I die after my
RMD?
A. The beneﬁciaries of the accounts
must continue to take RMDs under
complex rules. Again, spousal beneﬁciaries
have greater ﬂexibility than other heirs.
Q19. Do the RMD rules apply to
Roth IRAs?
A. No. You don’t have to take RMDs
from a Roth IRA during your lifetime. After
your death, however, your heirs must take
lifetime RMDs from the Roth.
Q20. When should I arrange my
RMD?
A. The sooner, the better. Don’t wait to
get caught in a year-end crush. We can help
with the particulars. ●
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s it time for you to begin taking
required minimum distributions
(RMDs) from your retirement
plans? The rules for 401(k)s, other
employer-sponsored plans, and
traditional IRAs generally call for these
payments to start after you reach age
70½ and to continue each year. But you
don’t actually have to begin RMDs
until the “required beginning date”
(RBD) of April 1 of the year after you
turn 70½.
Nevertheless, you might bypass
this respite. Why would you do that?
Because you still must take another
RMD later that year. Thus, you would
be doubling up on payouts and have to
pay more tax.
Although your savings in 401(k)s
and traditional IRAs grow without
being taxed along the way, you
eventually must start receiving RMDs,
taking one each year by December 31.
These RMDs generally are taxed at
ordinary income tax rates.
If you’re still working and don’t
own the company you work for, you
may be able to postpone withdrawals
from an employer-sponsored plan
with that company until you retire. But

this exception doesn’t apply to
traditional IRAs.
The amount of the RMD is based
on IRS life expectancy tables and the
value of your accounts
on the ﬁnal day of the
previous tax year.
Your ﬁnancial advisers
or the ﬁnancial
company holding your
account can provide
assistance in
computing the amount.
The penalty for
failing to take an
RMD is equal to 50%
of the amount that
should have been
withdrawn (or the
difference between the required
amount and any smaller amount you
did withdraw). For example, if you’re
required to take $20,000 and you’re in
the 28% tax bracket, the penalty for
failing to withdraw is $10,000, plus
you’ll owe $5,600 in federal income
tax on the distribution.
If you postpone your ﬁrst RMD
until the following year, you’ll have to
take two RMDs in that year. If you

remain in the same tax bracket, that
will double the tax you owe, or the
extra payment may push you into a
higher tax bracket. Going back to our
example of an
annual $20,000
RMD, you’ll have
to take two RMDs
for a total of
$40,000 in the
following year.
Suppose that
$10,000 of the extra
amount is taxed at
the 33% rate. Your
total tax bill on
RMDs for that year
comes to a
whopping $11,700
(28% x $30,000 + $10,000 x 33%).
Furthermore, doubling up on
RMDs increases the possibility you’ll
have to pay the federal surtax on “net
investment income,” and it could hike
your state income tax liability as well.
As you approach your RBD,
consider your options. In many cases,
you’ll be better off taking your ﬁrst
RMD in the year in which you turn age
70½, rather than the following year. ●

Passing Down IRA Assets?

could extend the life of a stretch IRA
and reduce the amount that is lost to
taxes. One way to do that, if your
children don’t need the funds, is to
designate your grandchildren as
beneﬁciaries. Or
you could name a
child as a primary
beneﬁciary and
a grandchild as
a contingent
beneﬁciary. When
you pass away, the
child would have the
option to “disclaim”
the inheritance, passing it along to the
contingent beneﬁciary and thus
lengthening the payout schedule. As
long as assets remain within the IRA
they won’t be subject to current taxes.
The family members who inherit

IRA assets then can make their own
beneﬁciary designations immediately,
selecting a spouse or a child to inherit
the account. Your beneﬁciaries also will
be able to avail themselves of strategies
for extending the
life of the IRA.
These rules
cover assets in
traditional IRAs.
There are different
requirements for
Roth IRAs, from
which most
distributions, even
by beneﬁciaries, are tax-free. The
original account holders don’t have to
take RMDs, although beneﬁciaries are
required to withdraw money each year
according to schedules based on their
life expectancies. ●

(Continued from page 1)

December 31 of the prior year and a
factor based on the beneﬁciary’s
projected life expectancy in IRSprescribed tables. You have until
December 31 of the current year to
receive your RMDs, which generally
will be calculated and paid out by the
custodian of your IRA.
Of course, non-spousal
beneﬁciaries, too, can choose to
withdraw more than the required
amount or to take a lump-sum
distribution of everything in the
account.
With these basic rules in place,
there can be several strategies to
maximize tax and other beneﬁts. For
example, naming younger beneﬁciaries
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Passing Down IRA Assets?
Clue In Family Members

D

o you have substantial assets
in your IRAs? It’s important
to be smart about beneﬁciary
designations, and maximizing tax
beneﬁts, while avoiding potential
pitfalls. But it’s also essential not
just to ﬁll out all of the paperwork
and forget about it. Instead, take the
time to discuss your plans with
family members.
Spouses who inherit traditional
IRA assets have
more ﬂexibility than
other beneﬁciaries,
though non-spouses,
too, can beneﬁt
from careful
planning to
determine the best
ways to pass along
money in an IRA.
Here are key points to cover in your
family discussions:
The ﬁrst thing to do is to bring
everyone up to speed on the
differences between spouses and
other beneﬁciaries.
1. Spousal beneﬁciaries: Spouses
who are IRA beneﬁciaries can move the
money into their own IRAs and treat it
just like other assets in those accounts.
They can do this without owing any
tax, and if they haven’t yet reached age
70½, they won’t have to take the
required minimum distributions
(RMDs) that must begin after you reach
that milestone. (But if your spouse who
died already was taking RMDs, you’ll
need to make that withdrawal for the
year of death.)
That doesn’t mean a spouse can’t
withdraw some or all of the money in
the inherited account. But any
©2017 API

distribution will be taxed, probably as
regular income. So it’s generally
better for tax purposes to take a
series of distributions stretched over
several years.
2. Non-spousal beneﬁciaries: If
you bequeath IRA assets to your
children or to anyone other than your
spouse, those beneﬁciaries will have to
follow different rules. They can’t roll
over the money tax-free into IRAs of
their own.
Instead, they
must arrange to
receive a series
of distributions
based on their
life expectancies
or empty out
the inherited
accounts within
ﬁve years. Because beneﬁciaries tend to
be younger than the deceased IRA
owner, they often can use the strategy
of withdrawing funds gradually over
their life expectancies, an approach
often referred to as a “stretch IRA.”
But those non-spouse beneﬁciaries
will have to take annual RMDs
regardless of how old they are. Because
the amount of those yearly withdrawals
depends on the inheritor’s age, younger
beneﬁciaries will be able to take
smaller RMDs than those who are
older. But if they fail to take an RMD in
any year they’ll be hit by a penalty of
50% of the amount that should have
been withdrawn. They’ll also owe
regular tax.
The amount of these RMDs will be
based on the account balances on
(Continued on page 4)

The Best Places
In The Country
To Retire

“

Go west, young man, go west” was
an expression ﬁrst used by John
Babsone Lane Soule in the Terre
Haute (Indiana) Express in 1851. It
appealed to famed New York journalist
Horace Greeley, who rephrased it in an
editorial in the New York Tribune in 1865:
“Go West, young man, and grow up with
the country.”
The country indeed has grown up in
the past century and a half, and the new
advice well could be, “Go south, old man
[or woman], go south.”
That’s essentially what ﬁnancial
planner website WalletHub reported
recently when it compared information
about 150 metro areas and listed what it
calls the best places in the country to retire.
Topping the list was Orlando, FL, with
Tampa, FL, coming in second. Florida
cities took three of the top four spots with
Miami picked as No. 4 best place to retire.
Cape Coral came in seventh, giving the
Sunshine State four of the top 10 rankings.
Scottsdale, AZ, was ranked third best
and Sioux Falls, SD, ﬁfth. Rounding out
the top 10 were Las Vegas, NV, sixth,
Atlanta, GA, eighth, Minneapolis, MN,
ninth, and Los Angeles, CA, tenth.
Sioux Falls ﬁfth? How did a farﬂung area in the Snow Belt get such a
lofty rating?
WalletHub statisticians used four sets
of criteria in arriving at their conclusions:
cost of living, recreational activities,
quality of life, and health care availability.
Sioux Falls ranked No. 1 in health
care and No. 19 in affordability.
By comparison, San Francisco, CA.
– No. 11 – ranked No. 1 in activities, but
came in as the 146th most expensive place
to live in the U.S.

