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IRS Revises Minimum Distribution Rules

Newly proposed IRS regulations liberalize and simplify the rules governing Required Minimum Distributions (RMDs) to individuals from certain tax-deferred retirement plans. These minimum payouts must begin by the Required Beginning Date. 

For employees who are 5% owners (including certain family members), minimum payments must begin no later than April 1 following the calendar year of attainment of age 70½. For employees who are not 5% owners, minimum payouts must begin no later than April 1 following the later of the calendar year the employee attains age 70½ or the calendar year in which the employee ceases employment. (Special rules may apply to qualified retirement plans unless they are timely amended). 

WHO IS AFFECTED? IRA owners, participants in Qualified Retirement Plans, Section 457 Plans and Section 403(b) Annuity Plans who have reached their Required Beginning Dates.

WHEN ARE THE RULES EFFECTIVE? The proposed rules are optionally effective for Required Minimum Distributions due for years being on or after January 1, 2001. IRA owners can independently apply the rules, but Qualified Retirement Plans must first be amended. The regulations provide a Model Amendment for this purpose.

IRS indicated the regulations, when finalized, will be effective January 1, 2002.
NOTE: Individuals who attained age 70½ in 2000 who defer their first required payout to April 1, 2001 must calculate the distribution amount under the old rules.

WHAT DO THE NEW RULES DO? They will simplify the calculation of the required annual payout, increase flexibility in the naming of beneficiaries and reduce the required payout amount for most individuals by increasing the time over which payouts must be made.

Highlighted below are some of the more important changes made by the proposed regulations:

· UNIFORM DISTRIBUTION TABLE 

A single uniform table replaces the multiple tables under the old rules. This new table treats all individuals as if they have a joint beneficiary ten years younger, even if they do not have a named beneficiary. Married individuals with spouses more than ten younger can still elect to use their spouse’s actual age, thereby extending the payout period even longer. The new tables apply to ALL individuals, including those already past age 70½ who were receiving minimum payouts.

· NO ONE-TIME ELECTION @ AGE 70½ 

Individuals are no longer required to make both an irrevocable one-time election of a beneficiary and pay-down method prior to their required beginning date. This eliminates the guesswork of projecting one’s financial means and future changes in family status. By allowing individuals to change their elections as time goes on, it will be easier to adapt to changes in life circumstances.

· PRIMARY BENEFICIARY DESIGNATION 

For individuals who have already commenced minimum payouts, a Primary beneficiary can be named as late as the end of the year following the year of death. This allows for a new degree of flexibility in naming beneficiaries in a manner designed to extend tax deferred growth on retirement savings for the longest possible period. Estate taxes will still be owed on death unless the surviving spouse is the sole Primary beneficiary.

· DEATH PRIOR TO REQUIRED BEGINNING DATE 

If an individual dies before minimum payments are required to commence, minimum payouts to a non-spouse Primary beneficiary can now be made over the beneficiary’s remaining life expectancy in the year following the individual’s death, reduced by one for each subsequent year. Previously, annual payouts over no more than five years were required unless an optional rule was elected under the plan. This five year rule remains in effect if no beneficiary is named, although the entire payout can be deferred without penalty until the end of the fifth year following the year of death.

· DEATH AFTER REQUIRED BEGINNING DATE 

If there is no named beneficiary, minimum payouts may now be made over the deceased’s remaining life expectancy in the year of death, reduced by one for each subsequent year. The old rules required complete payout under the five year rule described above.

· TRUST AS BENEFICIARY 

The new rules retain the provision allowing a trust to be primary beneficiary, provided the identity of the underlying beneficiaries of the Trust are provided by the end of the year following the year of death.

· SURVIVING SPOUSE IRA ELECTION
A surviving spouse who is the named primary beneficiary retains the ability to either continue annual minimum payouts starting after the individual’s death or defer payouts until the deceased would have reached age 70½.

A surviving spouse can also claim the IRA as his/her own and name a new primary beneficiary IF:

i. The required minimum distribution is made for the year an individual already receiving minimum payouts dies, and 

ii. the surviving spouse is the sole primary beneficiary of the account with the unlimited right to make withdrawals. For this reason, a Trust generally cannot be named as beneficiary, even if the surviving spouse is the sole beneficiary of the Trust. 

