LOS ANGELES

“Daily Journal

— SINCE 1888 ~——

Extended Payout

IRS Eases Rules for Retirement-Account Distributions

By Michael B. Allmon
and James McDanic]

veryone who has an individual
"E retirement account is required to fol
. low the internal Revenue Service
rules in taking moncy out of that account,
While the IRS usually is cager 1o get taxes
due from IRAs, most Laxpaycrs want to

defer their IRA payout as long as possible

50 they can minimize their tax obligations.
They also would like to allow their benes-
giaries after their death to defer payouts as
long as possible,
. - Although account owners usually can
bicgrin withdrawing funds at age 59%% without
jjenalty, they don't have lo. But the IRS
roquires that account owners start, distribu-
lialis once they reach age 704 It also has
rules that delermine how and when the
apcount is paid o a benefickiry I the aguunt
owner dies before all the money is taken out.
* In the past, the inlrdcacics of these rules
often perplexed both account owners and
their advisers, In January, the IRS made
these rules less complex. IRS Regulation
130477, Bul although the rules have been
simplified, they are not simple. So most
people still will need a tax or financial advi
sor to understand the new rules,
. M New unlform dlistribution schedule.
Under the new rules, the required mini-
mum distribution from the relirement
account for anyone 70% or older is calculat-
od, in most cases, using one standardized
distribution (able based on the person’s life
expedancy, Most people will take smaller
distributions than the old rules required.
For example, the first required payout at
age 70% equals about 3.8 percent of the
Jatal account balance. The required payout
at agc 80 is about 5.7 percent of the total
account balance.
°This standardized distribution table
applies unless the sole bencficiary is a
spouse who is more than 10 years younger
than the account gwner. In thal case, the
spouse’s true life expectancy is factored in,
and even smaller required distributions
may be made.

N Extended payout perod for beneficla-
fes. The new rules now protect beneficia-
rits from being forced to take out the

cntire balance in the year afier the death of.

the account owner. Imagine that the
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account owner dics before he bad to ke
any moncy out of the account. If the desig-
nated bencliciary is the spouse, she has
the option of roling over the IRA into her
own [RA If she can't or doesn't want (o do
that, she can start taking money out of the
IRA based on her own life cxpeclancy
beginning the year following the death of
the account owner,

If the dexignatetd beneficiary is a son, he
cannot rolt over the account into his own
IRA He can, however, take distributions
bascd on his own life expectancy begin-
ning the year alter the account owner died.

But what if distributions have begun? |

Again, if the spouse is the designated benes
ficiary, she can have Uic remaining funds
transferred into her own 1RA i eligible or
continue the distributions based on her
own life exprecancy, U the desipnated o
ficiary is nol a spouse, he must continue the
distributions. But he can have them based
on his own lile expectancy instead of the life
expectancy of the orginal account owner

If there is no designated beneficlary and
disbursements have not begun, then the
cnlire amount must be disbursed within
five years lo the account owner's licirs.

But what if disburscments have begun
and there is no designated beneficiary? Then
the remaining amount can be disbursed to
the owner's heirs based on liow long he
would have fived according to the IRS' lifes
cxpectancy lable, Previously, in such situa-
tions, the enlire balance sometimes had to
e paid by the e of the next year:

The new rules also solve the problem of
an aceclerated payout if the spouse is the
primary beneficiary and he or she prede
ceases the account owner. Under the old
rulcs, the enlire account was sometimes
dug the year after the aocount owner died.
Under the new rules, regardless of the
order of deathy, the remaining balance can
be paid out over a period based on the
account owner's life expectancy or the life
cxectancy of the remaining beneficiarics.

So with proper planning, distributions
from a retirement accounit can last a long
time. For ¢xample, if a beneficiary is a
young child, he can have distributions
made on his own [c expectancy, which
can be a dependable income source. Distn-
butions also can be spread over the lifes-
pans of children and grandchildren i the
designation of beneficiaries is properly con-
siructed.

& Picking a beneficlary. The new rules
stipulate that by the last day of ie calendar
year following the year of the account
owner's death, one or more beneliciarics
must be designated, I the account owner
dics in 2002, for example, the designated
benchidaries must be determined by Dec,

31, 2003, Under the old rules, he designat-
ed beneficiaries were delermined at the
time of the account owner's death ar, if the
owner survived until age 70, the time
when required distributions must begin.

Previously, payouts to heirs were bascd
on the designated beneficiary with the
shortest lfe expectancy. Bul the new rules
allow post-death planaing to make sure
cach beneliciary gels the maxinium payoul
period possible,

hat if the account owner, for

oxample, gave 25 percent of an

IRA to his samc-age spouse and
25 percent W cach of their Owee children?
Under Ure old procedure, the payout peri-
od to cach beneficiary was based on the life
expectancy of the spouse, Under the new
rules, the IRA i be subdividied inle four
separale accounts by tie end of the calen-
dar year following the year of the owner’s
death. Each child then takes his share due
ing his own life expectancy, This will be a
much longer period than before.

Here's another examiple. Assumic 20 por-
cent of an IRA went to charity and 80 per-
cent went to the account owner's son. For
payout purposcs, charitics are not consid-
cred designated beneficiaries because they
do not have life cxpeclancies.

Under thie old rules, both the charity and
the son had to take everything out immedi
ately. The new rules allow e IRA 10 be
split up and paid 1o the son and to the chari
ly at differcent times. The charity can
reccive its amount before the end of the
year after the year of the owner's death.
The son can usc his own life expectancy for
post-death minimum-distribution caleula-
tion purposcs.

H New reporting rules. When the
account owncr turns 70'%, the custodian of
his IRA must report to both him and the
IRS the amount of the required distribution
for that ycar. The IKS is receiving com-
ments this year regarding the form and
method to facilitale his reportng. There
was no such reporting requirenient before.

R Distributions this year. The now cules
begin Jan. 1, 2002, For distributions in
2001, account owners can use cither the
okl rules or Uie new ones. As a resull, own-
ers who must reecive a payout from their
retirement accounts in 2001 should gt
sonic good advice before laking that distri-
bution. In many situations, it would be
advanlageous for account owners to use
the new distribution rules.

Almost everyene should welcome the
new account distribution rules, The
exlended payout periods allow account
owners and their beneliciarics 1o better
allocate these relirement resources.
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