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2019 changed that to age 72 for those whose
RMDs had not already begun, starting in 2020.
SECURE 2.0, signed into law on December 22,
2022 made further changes to these RMD
rules.

1. For those retiring and attaining age 72
on or before December 31, 2022, the
RMD age to begin distributions is still
age 72.
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Roth 401(k) RMD Changes

Another change in SECURE 2.0 is that em-
ployer-based Roth accounts (e.g. Roth 401 (k)s)
are no longer required to take lifetime RMDs

from these accounts.

Under prior law, a Roth IRA account owner
did not have to take lifetime RMDs, but no
such exception existed for Roth accounts un-
der employer-sponsored retirement plans. SE-
CURE 2.0 ends lifetime RMDs for Roth

designated accounts in an employer-sponsored
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plan, effective for taxable years beginning after
December 31, 2023. However, for retirees who
attain age 73 in 2023, Roth account RMDs
must still be made by April 1, 2024.

With the elimination of Roth employer plan
(e, 401(k), 403(b), governmental 457(b)
RMDs), effective 2024, owners of all Roth ac-
counts (employer plans and IRAs), will not
have to take lifetime RMDs.

Reduced Excise Taxes on Failures

SECURE 2.0 reduced the excise tax for failure
to take a RMD or for taking too little an
amount. Previously, the penalty was an excise
tax equal to 50 percent of the missed or too
little amount. Under SECURE 2.0, starting in
2023 the penalty is reduced to a (still high) 25
percent. However, there is a new “correction
window” of two years. If the missed or too lit-
tle RMD is caught up in that timeframe, the

penalty is reduced to 10 percent.

Definitions of 5- and 10-Year Rules

for Beneficiaries of Eligible Accounts

For both deaths that occurred prior to 2020
and those in 2020 or later, there are two rules
that may come into play for beneficiaries.
These 5- and 10-year rules are described in the
following sections. For definition, the rules are

as follows:
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5-Year Rule. If a beneficiary is subject to the 5-

year rule:

1. They must empty the account by the
end of the 5" year following the year of
the account holdet’s death.

2. 2020 does not count when determining
the 5 years.

3. No withdrawals are required before the

end of that 5" year.

10-Year Rule. If a beneficiary is subject to the

10-year rule:

1. They must empty the account by the
end of the 10" year following the ac-
count owner’s (or “eligible designated
beneficiary’s) death. The IRS has taken
the position in proposed regulations
(and thus not yet final regulations) that
distributions must occur evenly
throughout the first nine years with the
balance remaining distributed in the
10" year.

2. The IRS has issued relief (Notice 2022-
53) for beneficiaries subject to the 10-
year rule that the IRS will not treat a
beneficiary of an inherited account in a
plan or IRA who was subject to the 10-
year rule and who failed to take an
RMD for 2021 or 2022 as having failed
to take the correct RMD.
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RMDs After Death of the Account
Holder

When a retirement plan account owner or IRA
owner dies before January 1, 2020, before their
RMDs are required to begin, the entire amount
of the owner's benefit generally must be dis-

tributed to the beneficiary who is an individual:

e within 5 years of the end of the year
following the year of the owner's death;
or

e over the life of the beneficiary starting
by the end of the year following the

year of the owner's death.

For defined contribution plan participants or
IRA owners who die after December 31, 2019,
(with a delayed effective date for certain collec-
tively bargained plans), the entire balance of
the deceased participant's account must be dis-
tributed within ten years. There's an exception

for:

e A surviving spouse;

e A child who has not reached age 18;

e A disabled or chronically ill person; or

e A person not more than ten years
younger than the employee or IRA ac-

count owner.

The new 10-year rule applies regardless of
whether the participant dies before, on, or after

the required beginning date. The required
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beginning date is the date an account owner
must take their first RMD, typically by April 1%
of the year following retirement and reaching

the requisite age.

In all cases, the spouse of the deceased account
owner has more options than a non-spousal

beneficiary.

Beneficiary  Options for RMDs
(Death of Account Holder Occurs
Prior to 2020)

If the beneficiary is a spouse of the account
holder, and the death occurred prior to the re-
quired beginning date, the spousal beneficiary’s

options are:

1. Keep as an inherited account
a. Take distributions based on
their own life expectancy; or
b. Follow the 5-year rule.
2. Rollover the account into their own
IRA.

If the death of the account holder occurred af-
ter the required beginning date, the spousal

beneficiary’s options are:

1. Take distributions based on their own
life expectancy.

a. No 5-year rule available.
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If the beneficiary is not a spouse of the account
holder, and the account holdet’s death oc-
curred prior to the required beginning date (or
if the account is a Roth IRA), the non-spouse

beneficiary’s options are:

1. Take distributions based on their own
life expectancy, beginning the end of
the year following the year of death; or

2. Tollow the 5-year rule.

If the account holder’s death occurred after the
required beginning date, the non-spouse bene-

ficiary may:

1. Take distributions based on the longer
of their own life expectancy or the ac-
count owner’s remaining life expec-

tancy.

Beneficiary  Options for RMDs
(Death of Account Holder Occurs in
2020 or Later)

If the beneficiary is a spouse of the account
holder, and the death occurred prior to the re-
quired beginning date, the spousal beneficiary’s

options are:

1. Keep as an inherited account
a. Delay beginning distributions
until the employee would have

turned 72;
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b. Take distributions based on the
spouse’s own life expectancy;

or
c. Follow the 10-year rule.

2. Rollover the account into their own
IRA.

If the account holder’s death occurred after the
required beginning date, the spouse beneficiary

may:

1. Keep as an inherited account
a. Take distributions based on the
spouse’s own life expectancy.
2. Rollover the account into their own

IRA.

In 2020 and later, options for a beneficiary who
is not the spouse of the deceased account
holder depend on whether they are an “eligible
designated beneficiary.” An eligible designated

beneficiary is:

1. A spouse or minor child of the de-
ceased account holder
Disabled or chronically ill individual
Individual who is not more than 10

years younger than the account holder.

An eligible designated beneficiary’s options

are:

1. Take distributions over the longer of

their own life expectancy and the
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account holder’s remaining life expec-
tancy; or

2. Follow the 10-year rule (if the account
holder died before that ownet’s re-

quired beginning date).

If the designated beneficiary is not an “eligible
designated beneficiary,” the only option is to

follow the 10-year rule.

Lastly, if the beneficiary is not an individual,
the rules described above as if the account
holder died before 2020 are followed since the

SECURE Act changes only applied to benefi-

ciaries who are individuals.
Conclusion

Both the SECURE Act of 2019 and SECURE
2.0 in 2022 significantly changed the rules
around Required Minimum Distributions for
employer defined contribution plan and IRA
account holders. Those in these plans should
consult with their individual attorneys and fi-
nancial advisers to establish what may be best

for them in their situations.

Kushner & Company’s mission is optimizing organizational success through HR and benefit expertise and relationships through

an ontstanding customer experience. Our consulting and administration teams approach every opportunity with that mission in

mind. Our specific areas of expertise include HR Strategy and Benefit Design and Administration, including Health Care Reform
(ACA), FSA/HRA/HSA/ Transit and COBRA Adprinistration, and Retirement Plan Design and Administration.

For Your Benefit articles are provided as a service by Kushner & Company for the exclusive use of onr clients and subscribers

and shonld not be construed as legal or tax advice. If you would like to speak to someone about any of our services for your

organization, please contact us at info(@kushnerco.com or (269)342-1700 or visit www.kushnerco.com
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