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Roth IRAs

Roth IRA - Application of 10% Early Withdrawal
Penalty
(“Ordering Rules”)

Roth IRA - Taxability of Distributions
(“Seasoning Rule”)
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FOOTNOTES

1. IRC Sec. 408A(d)(2)(A)(i)
2. IRC Sec 408A(d)(2)(B)

3. IRC Sec. 408A(d)(2)(A)(ii),( iii) & (iv)
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Roth IRA Distribution Chart

Roth IRA - Application of 10% Early Withdrawal Penalty
(“Penalty Box Rule”)
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Trust Distribution Roth IRA Summary

Conduit Trust — Example

A-1 of Treas. Reg § 1.401(a)(9)-9
Single Life Table

Inherited Spousal Beneficiary

Accumulation Trust — Example

Age Multiple Age Multiple Age Multiple
Spouse may defer required distributions until the year 0 82.4 37 46.5 74 141
LN gl [rust W gl Trust the owner would have reached age 70 1/2. ; ot ot e I o
Thereafter, RMDs are calculated based upon 3 797 40 436 7 121
Roth IRA spouse's life expectancy by referencing her attained . gl - prgd s 108
All IRA withdraws outright age for the.year of distribution based on the Single 3 ;g; ﬁ ‘3‘3; 2? 19072
Discretiona ry Distributions to Child Life Table in A-1 of Treas. Reg. § 1.401(a)(9)-9. For 8 74.8 45 38.8 82 9.1
» Child o.n » Child each succeeding year, this process is repeated. : e o o & Be
11 718 48 36.0 85 7.6
12 70.8 49 35.1 86 71
13 69.9 50 34.2 87 6.7
Entire Trust outright upon Entire Trust outright upon Non-Designated Beneficiary u 680 s s & 63
Child reaching age 30 Child reaching age 30 1 66.9 53 314 90 55
If Child dies » Child If Child dies » Child Entire balance must be distributed no later than b i o o s s
before before December 31st of the fifth anniversary year of the » 010 s 27 % ae
reaching age reaching age DEET RS (0]SNNEIDM decedent's death. However, consider (if possible) 2 621 58 270 95 a1
v . . v . “ ” the potential to cash out non-individual beneficiaries, 22 61.1 59 26.1 96 38
30 Assuming Child has not 30 Mother is nOt count‘able or segregate interests. PLR required. ii ggi 22 iii Z; 22
Mother (rjeac:edfaﬁe 30 at the Mother :‘c;r determmmgbappllcable e a1
eath of the IRA owner ife expectancy because 101 27
Age 80 o o Age 80 : P y Spousal Rollover : - 102 25
Mother is “countable” for she is deemed to be a 103 22
determlnlng appllcable Ilfe ”mer‘e potentlal Successor” If the spouse rolls over the Roth IRA into a Roth IRA in . . 105 1.9
.. his/her own name, no required minimum distributions are igs i;
expectancy. See PLR beneficiary. See Treas. Reg. ) ) o e i : : :
Roth IRA required during the surviving spouse’s lifetime. - - 108 14
200228025 and Treas. Reg. § 1.401(a)(9)-5 Q&A 7 109 L2
§ 1401(3)(9)-5 Q&A7. 111 1.0

Four Requirements for ALL Trusts
to Qualify as a Designated Beneficiary

Roth Bypass Trust Chart

The chart below illustrates that if a Roth IRA is used to fund a $500,000 Unified
Credit Shelter Trust at death, substantially more wealth ends up passing to the IRA
owner’s heirs. The reasons for this are two-fold. First, the returns within the Roth
IRA, like the traditional IRA, are compounding in a tax-exempt environment, thus
increasing the overall annual return. Second, unlike the traditional IRA, there is no
“built-in” income tax liability associated with the annual returns.

$3,976,339

Trust is valid under state law - Treas. Reg. § 1.401(a)(9)-4, Q&A 5(b)(1)

Trust is irrevocable upon death of owner - Treas. Reg. § 1.401(a)(9)-4, Q&A 5(b)(2)

Beneficiaries of the trust are identifiable from the trust instrument - Treas. Reg. § 1.401(a)(9)-4, Q&A 5(b)(3)
Documentation requirement is satisfied - Treas. Reg. § 1.401(a)(9)-4, Q&A 5(b)(4)

Note: Designated Beneficiary not determined until September 30 of the year following the year of the IRA owner’s death. Treas. Reg. §
1.401(a)(9)-4, Q&A 4(a). Allows for post-mortem planning, such as utilizing disclaimers and cashing out undesirable beneficiaries.

Two Types of Trusts

PwNPE

$2,908,182
$2,862,964

$2,496,473

1,872,659 . . o _— .
$1.797 4; 1. Accumulation Trusts — A trust that allows retirement plan distribution to accumulate within the trust rather than be paid out to
T the trust beneficiary
41,508,581 2 Conduit Trusts — A trust that requires any and all retirement plan distributions to be paid outright to the trust beneficiary.

Treas. Reg. § 1.401(a)(9)-4, Q&A 5 requirements apply to both types
$1,205,857
$1,086,178

$882,352

Key Rulings

1. PLR 200537044 — Separate share treatment allowed when trust is beneficiary if beneficiary designation form specifically names
each trust share as beneficiary rather than only naming main trust as beneficiary.

2. PLR 200644022 - If IRA owner dies before age 70% naming conduit trust f/b/o spouse as beneficiary and spouse dies before IRA
owner would have been 70%, 5-year rule may apply.

3. CCA 200644020 — Pecuniary bequest to charity caused acceleration of income for IRA and no 642(c) deduction because terms of
trust did not direct or require that the trustee pay the pecuniary legacies from the trust's gross income.

$776,485
$635,293

Year 10 Year 20 Year 30 Year 40

H Traditional IRA  HETaxable Investment Account  ERoth IRA o )
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