RMD Opportunities

Quick Reference:

Three Keys to RMDs
Fix It and Forget It with a SPIA

Regulate

R

RMD rules are complex. Any
shortfall is subject to a 50%
penalty. Clients can regulate
their RMDs, that is, “bring order,
method, or uniformity” to them
with a “fix it and forget it” strategy
utilizing the automatic payouts
of a single premium immediate
annuity (SPIA).

RMDs can be minimized by
converting pre-tax amounts in
traditional IRAs to Roth IRAs to
the extent it can be done at lower
rates. With income tax rates set
to increase after 2025, a series of
partial conversions (staying within
current tax brackets) by pre-retirees
can reduce the balance in their
traditional IRAs and thus reduce
their RMDs in future years.
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Roth IRAs may make even more sense now after tax reform.
With income taxes temporarily reduced, it may make sense to
contribute directly to Roth IRAs. It may even make sense for IRA
owners to convert amounts in traditional IRAs to the extent they
can do so in lower brackets. IRA owners who expect that they and
their beneficiaries will always be in a very high tax bracket may
want to convert their entire IRA as quickly as they can.
It’s important to consider the effect of any conversion and
increased adjusted gross income on applicable capital gains tax
rates, Social Security benefits taxation and Medicare premiums.

Tax-Deferred and Tax-Free

Delay

D

Annual calculations are not required. However, the annuity payout
will only satisfy the RMD rules for the funds in the IRA annuity.
The income payouts cannot be used to satisfy RMDs for nonannuitized IRA funds in any year other than the year of the transfer.

Income Tax Rates Reduced for Now

Minimize

M

Different rules apply to funds in IRAs and defined contribution
plans that are annuitized. The IRS generally considers the purchase
of a SPIA to satisfy RMD obligations if the annuity is not payable
over a period extending beyond the life expectancy of the IRA
owner (and, if applicable, designated beneficiary) and meets
certain other requirements.

Contributing to Roth IRAs and
converting traditional IRAs into
Roth IRAs can delay RMDs until
after the death of the IRA owner.
Designated Roth accounts [401(k)
and 403(b)] are subject to RMD
rules during lifetime. Rolling those
amounts into Roth IRAs delays
the need for RMDs until after the
death of the Roth IRA owner.

Roth IRAs are funded with after-tax contributions and qualified
distributions (including earnings) from Roth IRAs are not subject to
income taxation. Thus, the IRS has already received its money and
has no reason to require distributions during the Roth IRA owner’s
or spouse’s lifetime.
For those who may not need to withdraw funds from their Roth
IRA for retirement living expenses, a Roth IRA may provide a
significant opportunity to pass on a growing inheritance to
named beneficiaries.
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IRAs vs. DC Plans: RMDs at a Glance

Required Minimum Distributions (RMDs) for Account Owners
IRAs including SEP, SIMPLE and SARSEP
How long can
the first RMD
be delayed?

Until April 1 of the year after the year age 70½
is attained. By that date the account owner must
take the first RMD, regardless of whether they
are still employed.

What is age 70½?

Defined Contribution Plans
Until April 1 of the year after the later of
the year age 70½ is attained or the year of
retirement (if allowed by plan). A 5% owner
must start RMDs by April 1 of the year after
the year age 70½ is attained.
Same as the IRA rule.

The date six calendar months after the date of the
70th birthday.
When must annual By Dec. 31 of each year, beginning with the calendar Same as the IRA rule.
RMDs (after the
year containing the required beginning date (RBD).
first) be taken?
Same as the IRA rule. The plan sponsor/
How is the RMD
Generally by dividing the adjusted market value
administrator should calculate the RMD.
calculated?
of the IRA(s) as of Dec. 31 of the preceding year by
the distribution period that corresponds with the
owner’s age in the Uniform Lifetime Table (Table III
in IRS Publication 590). If a spouse is sole beneficiary
and more than 10 years younger, the Joint Life
and Last Survivor Expectancy Table (Table II in IRS
Publication 590) is used.
How are RMDs
When there are multiple IRAs, the RMD for each
When there are multiple defined
taken if there are
must be calculated separately each year. However,
contribution plans, RMDs must be calculated
multiple accounts? the RMDs for all of them may be totaled and that
and satisfied separately for each. Each plan’s
RMD must be withdrawn from that plan.
amount may be withdrawn from one (or more)
Exception: When there are multiple 403(b)
of them. A separate RMD is not required to be
tax-sheltered annuity (TSA) accounts, the
withdrawn from each IRA.
RMDs can be totaled and then taken from
any one (or more) of them.
May more than the Yes, an IRA owner can always withdraw more than
Same as the IRA rule.
RMD be taken?
the RMD. Excess withdrawals cannot be applied
toward future years.
May multiple
The annual RMD may be withdrawn in any number Same as the IRA rule.
withdrawals be
of distributions throughout the year, as long as
taken in a year to the total annual minimum amount is withdrawn
meet the RMD?
by Dec. 31 (or April 1 if it is a first RMD).
What if the RMD
An additional tax equal to 50% of the undistributed Same as the IRA rule.
isn’t taken?
RMD for that year is owed.
Source: IRS.gov, “RMD Comparison Chart (IRAs vs. Defined Contribution Plans),” accessed Jan. 29, 2019.
Annuities are issued by Integrity Life Insurance Company, Cincinnati, OH, National Integrity Life Insurance Company, Greenwich, NY or Western-Southern Life Assurance Company, Cincinnati, OH. Integrity Life operates in DC and all states
except NY, where National Integrity Life operates. Western-Southern Life Assurance Company operates in DC and all states except NY. W&S Financial Group Distributors, Inc. is an affiliated agency of the issuer. Issuer has sole financial
responsibility for its products. All companies are members of Western & Southern Financial Group (Western & Southern).
Interest rates are declared by the insurance company at annual effective rates, taking into account daily compounding of interest. Riders are optional and contain additional cost. Diversification may not protect against market risk.
Payment of benefits under the annuity contract is the obligation of, and is guaranteed by, the insurance company issuing the annuity. Guarantees are based on the claims-paying ability of the insurer. Product approval, availability and
features may vary by state. Earnings and pre-tax payments are subject to income tax at withdrawal. Withdrawals prior to age 59½ are generally subject to a 10% IRS penalty tax.
The tax information and estate planning information contained herein is general in nature, is provided for informational purposes only and should not be construed as legal or tax advice. Western & Southern member companies do not
provide legal or tax advice. Western & Southern member companies cannot guarantee that such information is accurate, complete or timely. Laws of a particular state or laws that may be applicable to a particular situation may impact
the applicability, accuracy or completeness of such information. Federal and state laws are complex and can change. Changes in such laws and regulations may have a material impact on pre- and/or after-tax results. Western & Southern
member companies make no warranties with regard to such information or results obtained by its use. Western & Southern member companies disclaim any liability arising out of your use of, or any tax position taken in reliance on, such
information. Always consult an attorney or tax professional regarding your specific legal or tax situation.
No bank guarantee

Not a deposit

May lose value

Not FDIC/NCUA insured

Not insured by any federal government agency
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