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Navigating Today’s Inherited
IRA RMD Rules

Here’s a concise guide to understanding the post-death required minimum distribution options for non-
designated (non-human) IRA beneficiaries.
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Considering the sheer number of legislative and regulatory changes affecting required minimum distributions (RMDs) that have
taken place over the last several years, it's no surprise that advisors and investors may be somewhat perplexed. As a reminder,
these updates include:

e The passage of the original Secure Act in 2019
e The 2020 waiver of RMDs due to the COVID-19 pandemic

e Proposed RMD regulations published by the IRS in February 2022 regarding a new 10-year payout rule that applies to
most non-spouse beneficiaries. These proposed rules included the surprise that minimum distributions are required
during years 1-9 of the 10-year period for those 10-year beneficiaries where the IRA owner died on or after their
required begin date for RMDs

e The passage of Secure Act 2.0 in 2022
e Also in 2022, an update from the IRS on the Single Life table used by beneficiaries to calculate RMDs.

¢ |RS Notices 2022-53, 2023-54, and 2024-53, which waived penalties for missed 2021, 2022, 2023, and 2024
minimum distributions for those beneficiaries originally subject to annual RMD requirement within the 10-year period
(i.e., situations where the original IRA owner dies on or after their required begin date)

e The issuance by the IRS of final RMD regulations in July 2024
e The issuance by the IRS of new proposed regulations for certain Secure 2.0 provisions

Interpreting post-death IRA distribution rules has always been complex. This is due to a myriad of options that differ depending
on several variables, including type of retirement account (i.e., traditional IRA, 401(k), Roth IRA, Roth 401(k), etc.), who or what
is the named beneficiary (i.e., person, non-person, trust), age and date when the account owner died—just to name a few.

RELATED WEBINAR - SEPTEMBER 10, 2024
Making Sense of the New Final RMD Regulations

Here we will discuss the post-death payout options available for a non-designated beneficiary (defined as a non-living entity
that does not have a life expectancy). A non-designated beneficiary includes an estate, charity, or certain trusts (i.e., a non-
qualified trust). What'’s important in this situation is the “who” (spouse, non-spouse) or the “what” (i.e., estate), that will be the
named IRA beneficiary that will inherit the IRA upon death of the account owner. For example, in situation where a non-
designated beneficiary (such as the estate) is the named IRA beneficiary- the estate will inherit and therefore own the IRA
upon the death of the account owner. Naming an estate as an IRA beneficiary is a common occurrence, which leads
to some form of the following question on a regular basis.


https://www.lordabbett.com/en-us/financial-advisor/events/webinars/making-sense-of-the-new-final-rmd-regulations.html
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What happens when the estate inherits an IRA?

Interestingly, the treatment of a non-designated IRA beneficiary remained unchanged. This despite the numerous and seemingly
never-ending changes and added complexity to the maze of available options to inherited IRAs.

Where the estate is named IRA beneficiary, the beneficiary is not the underlying beneficiary of the estate. Instead, the estate
(upon the death of the IRA owner) inherits the account and therefore owns the IRA, and an estate-owned inherited IRA must be
established.

Specifically, there are two payout options that apply to a non-designated beneficiary (such as an estate) inheriting an IRA—either
the “Five-Year Rule” or the so called “Ghost Rule.”

Which rule applies—five-year or ghost—depends upon when the original account owner dies. Specifically, did the IRA owner die
before, on, or after their required begin date (RBD) for RMDs. An IRA owner’s RBD is the date at which RMDs must begin. The
RBD is generally April 1 of the year after the year an IRA owner turns age 73 (or 72 or 70 %2 depending on their date of birth).
Therefore, when naming a non-designated beneficiary, it’s critical to determine when the account owner’s death occurred (before
or after their RBD). That date will dictate the applicable post-death payout schedule —five-year rule or “ghost” rule.

Death before RBD

Where an IRA owner dies before their RBD and a non-designated is the named beneficiary, the five-year rule governs. This rule is
straightforward. The first year (year one) starts the year after the year of the IRA owner’s death. The entire inherited IRA balance
must be exhausted by the end of the fifth-year post-death. Notably, this is the only time the five-year IRA beneficiary payout rule
is applicable.

Example: Anthony dies in 2024 at age 67, prior to his RBD. Anthony named his estate as his traditional IRA beneficiary. Here, the
five-year rule applies—the entire inherited IRA must be distributed by December 31, 2029 (i.e., fifth year post-death).

Importantly there are no annual minimum distributions during this five-year payout period. Instead, Anthony as beneficiary, can
determine how much money, if any, to distribute annually.
Death on or after RBD

When an IRA owner dies on or after their RBD with a non-designated beneficiary, the ghost rule applies. In this case, the (estate
owned) inherited IRA will be subject to annual RMDs based on the deceased IRA owner’s remaining single-life expectancy, had
he/she lived (i.e., the ghost rule)!

How are ghost rule life expectancy and RMD calculated?

Use the single-life expectancy factor (see IRS 2023 Publication 590-B; Single Life Table) of the deceased account owner in their
year of death.

Example: Tina dies in March 2024 at age 80, after her RBD. Tina has a traditional IRA and names her estate as beneficiary.
RMDs from this estate-owned (inherited) IRA are calculated using the prior year-end IRA balance (i.e., December 31, 2023) and
Tina’s remaining single-life expectancy (had she lived). The estate-owned IRA then subtracts “1” from her life expectancy factor
each year thereafter.

The RMD in the year following the year of Tina’s death is based on her 10.2-year remaining single-life expectancy factor (11.2 for
an 80-year-old in year of death, minus one) and prior year account balance. Every year thereafter, subtract “1” (9.2, 8.2, 7.2, etc.).

What about Roth IRAs?

Roth IRA owners, regardless of their age at death, are always considered to have died before their RBD. Why? Because Roth
IRAs do not have lifetime RMDs. Therefore, a non-designated beneficiary of an inherited Roth IRA is always subject to the
five-year rule. Since annual minimum distributions are not required, this allows such funds to grow tax-deferred over a five-year
payout window and distributed tax-free.

Questions? Please contact your Lord Abbett representative at 888-522-2388.



https://www.irs.gov/pub/irs-pdf/p590b.pdf

LORD ABBETT®

Important Information
Important Information

The value of investments and any income from them is not guaranteed and may fall as well as rise, and an investor may not get
back the amount originally invested. Investment decisions should always be made based on an investor’s specific financial needs,
objectives, goals, time horizon, and risk tolerance.

To comply with Treasury Department regulations, we inform you that, unless otherwise expressly indicated, any tax information
contained herein is not intended or written to be used and cannot be used, for the purpose of () avoiding penalties that may be
imposed under the Internal Revenue Code or any other applicable tax law, or (i) promoting, marketing, recommending to another
party any transaction, arrangement, or other matter.

The information presented in this section is intended for general information and is not intended to be relied upon and should not
be relied upon, as financial, legal, tax, or accounting advice for any particular investor. We strongly recommend that you contact
your financial, legal or tax advisor regarding your particular tax situation.

These materials do not purport to provide any legal, tax, or accounting advice.

A Roth IRA is a tax-deferred and potentially tax-free savings plan available to all working individuals and their spouses who meet
the IRS income requirements. Distributions, including accumulated earnings, may be made tax-free if the account has been held
at least five years, and the individual is at least 597, or if any of the IRS exceptions apply. Contributions to a Roth IRA are not
tax-deductible, but withdrawals during retirement are generally tax-free.

A Traditional IRA is an individual retirement account (IRA) that allows individuals to direct income, up to specific annual limits,
toward investments that accumulate tax-deferred. Contributions to the traditional IRA may be tax-deductible depending on the
taxpayer’s income, tax-filing status, and other factors.

The information is being provided for general educational purposes only and is not intended to provide legal or tax advice.
You should consult your own legal or tax advisor for guidance on regulatory compliance matters. Any examples provided are
for informational purposes only and are not intended to be reflective of actual results and are not indicative of any particular
client situation.

The information provided is not directed at any investor or category of investors and is provided solely as general information
about Lord Abbett’s products and services and to otherwise provide general investment education. None of the information
provided should be regarded as a suggestion to engage in or refrain from any investment-related course of action as neither Lord
Abbett nor its affiliates are undertaking to provide impartial investment advice, act as an impartial adviser, or give advice in a
fiduciary capacity. If you are an individual retirement investor, contact your financial advisor or other fiduciary about whether any
given investment idea, strategy, product or service may be appropriate for your circumstances.
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