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The IRA Authority! 
 

IRA & Employer Plan Rules, News & Tips in Plain Language 

 

Annual IRA Calendar  

Please mark your calendar with the following deadlines: 

Missing deadlines for IRA transactions can result in missed opportunities to take advantage of tax and retirement 
related benefits. It could also cost clients in the form of IRS assessed penalties. In this issue, we provide reminders 
of some of the upcoming deadlines, and include background 
explanations where possible. 
 
October 1: Deadline to establish a new SIMPLE IRA  
 
Small business owners can establish a savings incentive match 
plan for employees of small employers (SIMPLE) IRA plan for this 
year, if the plan is established by October 1. In general, 
establishing the SIMPLE IRA plan means that the employer 
completes the documentation required to set-up the SIMPLE IRA 
plan, and provides the required notification to employees. The 
financial institution with which the plan will be maintained should 
be consulted about their documentation requirements. In most 
cases, the financial institution will provide the business owner with 
a kit that includes all the required paperwork and notices. 
 
An exception to the deadline applies to businesses which start up 
after October 1. Under this exception, the SIMPLE IRA must be 
established as a soon as it is administratively feasible. 
 
October 15: Deadline for Completing Recharacterizations 
 
October 15 is the deadline by which recharacterizations of Roth 
contributions for last year must be completed.  We strongly 
recommend submitting the paperwork to the custodian earlier, so 
as to help ensure that the transaction is processed by the deadline.  
There have been instances where the paperwork was delivered to the custodian by October 15, but the IRS 
determined the deadline was not met because the actual transaction was not processed by October 15.  
 
Tip: if your client’s request was submitted by October 15, but was not processed by then, ask the custodian to 
process the recharacterization ‘as of’ October 15 or earlier, to prevent any discrepancies with the IRS.  The method 
by which this ‘as of ‘transaction can be accomplished varies among custodians. For your client, the key is to be able 
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to provide documented proof to the IRS if needed. Note: Bear in mind that not every custodian is willing to 
accommodate such a request. 
 
October 31:  Deadline for providing trust documentation to IRA custodian for IRAs inherited last year  
 
If a trust meets certain requirements, it is eligible to be treated as a designated beneficiary for distribution purposes. 
This means that distributions would be permitted to be taken under the life-expectancy method, just as if an 
individual was the designated beneficiary. In such cases, the life expectancy of the oldest beneficiary under the trust 
is used. A trust that meets these requirements is considered a qualified trust. 

The requirements which must be met, in order for a trust to be considered a ‘qualified trust’, includes providing the 

trust documentation to the IRA custodian by October 31 of the year following the year-of the IRA owner’s death.   

November 1: Deadline for providing summary description (for SIMPLE IRAs) to employees 
 
For every year that an employer intends to continue maintaining a SIMPLE IRA plan, employees must be notified of 
the opportunity enter into a salary reduction agreement for the calendar year, or to modify a prior agreement for the 
SIMPLE IRA Plan, (including reducing the amount subject to this agreement to $0).. This must be provided 
immediately before the employee’s 60-day election period, which is November 2 to December 31. 
 
If applicable, this notification must disclose an employee’s ability to select the financial institution that will serve as 
the custodian of the employee’s SIMPLE IRA. 
 
 

The notification must also include the summary description. The IRA custodian may need to provide the employer 
with the summary description before the 60-day period – no later than November 1, so as to allow the employer to 
meet its deadline 

The summary description must include information such as: 

a) The name and address of the employer and the custodian. 
b) The requirements for eligibility for participation. 
c) The benefits provided with respect to the SIMPLE IRA. 
d) The time and method of making employee elections with respect to the SIMPLE IRA. 
e) The procedures for, and effects of, withdrawals (including rollovers) from the SIMPLE IRA. 

Employers should check with the IRA custodian to determine the terms of their agreement, as it relates to these 

requirements. 

The employer should also include information about the employer contribution that will be made to employees’ 

SIMPLE IRAs; that is, where the employer will be making a reduced matching contribution or a nonelective 

contribution in lieu of a matching contribution. 

December 31: Deadline for separate accounting   

With a few exceptions, beneficiaries who are taking distributions under the life-expectancy method are allowed to use 

their own life-expectancies. One exception is when there are multiple designated beneficiaries of the same IRA. In 

this case, each designated beneficiary is required to use the life expectancy of the oldest designated beneficiary, 

unless separate accounting occurs by December 31 of the year that follows the year in which the IRA owner dies.  As 
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such, if you have a client who is one of multiple designated beneficiaries, and she is not the oldest beneficiary; remind 

her of the importance of segregating her share into a separate account by December 31. 

December 31: Deadline for Roth IRA conversions 
  
One of the ways in which a Roth IRA can be funded is by converting funds from other retirement accounts, such as 
traditional IRAs, SEP IRAs, SIMPLE IRAs, as well as from employer plans, such as 401(k), 403(b) and 
governmental 457(b) plans. For clients who want to have a conversion done for this year, the amount must leave 
the account from which the conversion is being done by December 31.  
 
Be sure to notify clients of these deadlines early, in order to allow them sufficient time to submit their instructions.  

September 30, 2021: Deadline for Removing Non-Designated Beneficiaries  

If you have clients who inherited assets from IRAs and other retirement accounts during 2020 and share primary 
beneficiary status with other beneficiaries, removing any non-designated beneficiaries by September 30, 2021 might 
determine the distribution options for all the beneficiaries.  

The Reason: Any beneficiary that is a non-person, such as an estate, charity or nonqualified trust, is a non-
designated beneficiary. An exception applies to a trust beneficiary that meets certain specific requirements. Visit 
www.retirementdictionary.com for a definition of a qualified trust. If a non-designated beneficiary is one of multiple 
beneficiaries and fails to distribute its share by September 30, the distribution options for all beneficiaries would be 
those that apply to non-designated beneficiaries.  

As an advisor, you will need to help your clients determine the distribution options that are available to them.  

October 15, 2021: 

The deadline by which recharacterizations of 2020 IRA contributions must be completed 

Clients who want to recharacterize a Roth IRA contribution to a Traditional IRA contribution or vice versa, 
have until their 2020 tax filing deadline to do so. Clients who filed their 2020 tax returns or filed for 
extensions by the due date received an automatic six-month extension from the original return due date, to 
complete recharacterizations. For calendar year tax filers, the automatic six-month extension ends on 
October 15, 2021. 

The deadline to remove 2020 IRA excess contributions 

An excess IRA contribution for 2020 must be corrected by removing the amounts by the 2020 tax filing 
deadline of the account owner, in order to avoid owing the IRS an excise tax of 6% of the excess amount. 
Similar to the deadline for completing recharacterizations of Roth conversions, clients who filed their 2020 
tax return by the due date received an automatic six-month extension from the original return due date to 
correct the excess IRA contribution. 

Recharacterizations and return of excess contributions must include any net income attributable (NIA) to the 
amount. The NIA can be earnings or losses. Some IRA custodians will calculate the NIA. If you are working with a 

client whose custodian does not calculate the NIA, the instructions provided in IRS Publication 590-A can be used
. 

http://www.retirementdictionary.comt/
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2021 is Last Opportunity to Override 5-Year Rule and Stretch Distributions for 401(k)s 
Inherited in 2019  
 

Designated beneficiaries who inherit retirement accounts in 2019 get a one-year extension to override the 
5-year rule. The deadline is extended from December 31, 2020, to December 31, 2021.  
Clients who inherited assets held in an employer plan in 2019 and are required to fully distribute the 
account within 5 years might be able to override that limitation and stretch distributions over their life 
expectancies. To do so, they must take action by December 31, 2021. For this purpose, employer plans 
include qualified plans such as 401(k) and pension plans, 403(b) plans and Governmental 457(b) plans. 
 
Background 
 
If a beneficiary inherited assets that are held in an employer plan before 2020 and the owner died before 
the required beginning date (RBD), the beneficiary generally has two options for distributing the inherited 
account. The 5-year rule and the life-expectancy rule. The terms of the plan document determine whether 
both or one of the two options are available. 
 
The following are some key terms that are relevant to this article:  

• Plan document: The set of rules that dictate the terms of the employer plan under which the inherited 
the retirement account or benefit (account) is held. 

• The RBD: The RBD is April 1 of the year that follows the year in which the account owner (participant) 
reached age 70-½. If permitted under the employer plan, the RBD can be deferred past that date until 
April 1 of the year that follows the year in which the participant separates from service with the plan 
sponsor (employer).  

• The 5-year rule: Under the 5-year rule, the beneficiary chooses whether to take any distributions in 
years one through four. But the entire account balance must be distributed by the end of year five. This 
is extended to six years for accounts inherited in 2015 to 2019 because a recent law – The 
Coronavirus Aid, Relief, and Economic Security (CARES) Act, provides that 2020 is not counted when 
counting the 5-year period. 

• The life-expectancy rule: Under the life expectancy rule, the designated beneficiary would take 
distributions over their life expectancy every year beginning by December 31 of the year that follows 

the year the participant died. The life expectancy would be determined based on the Single Life 
Expectancy Table published by the IRS. As above, the CARES Act waived these distributions for 
2020. 

• Designated beneficiary: Only a designated beneficiary is eligible to use the life expectancy rule 
when the participant died before the RBD. Generally, a designated beneficiary is a person who 
inherits a retirement account. A trust can also be a designated beneficiary if certain specific 
requirements are met.  
Whether a beneficiary is a designated beneficiary for an account inherited in 2019 would have 
been determined as of September 30, 2020. A beneficiary who is unsure about whether she is a 
designated beneficiary should consult with her tax advisor or attorney. 

 
Limited scope: The rules that apply if the participant died on or after the RBD are different and are not 
discussed in this article as they are irrelevant to the strategy being discussed. Additionally, the Setting 
Every Community Up for Retirement Enhancement (SECURE) Act of 2019 changed the distribution 
options for accounts inherited after 2019 and these are also not covered herein. 
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The Tax Impact of the 5-Year Rule vs. The Life Expectancy Rule  
A designated beneficiary who inherited a significant amount under a retirement account might find that it is 

more tax favorable to take life expectancy distributions 
than having to fully distribute the account within 5 years. 
This is because the life expectancy distributions would 
generally require smaller amounts to be included in 
income each year. 
Consider the following example: 
401(k) participant profile 

• Date of birth:  01/01/1958 

• Date of death: 01/01/2019 
Designated Beneficiary profile 

• Date of birth: 01/01/1970 

• Date of death: N/A 
Assumed rate of return: 5% 
 
The total distribution amounts under each option 
would be: 
Life expectancy distributions: Assuming distributions are 
taken under the life expectancy option and that no more 
than RMDs are taken each year, the total distributions 
would be about: $1,362,000. The amount distributed each 
year would range from about $15,000 to $78,000.  
 
These smaller amounts could help to keep the beneficiary 
in a lower tax bracket than taking larger amounts within 
five years, thus reducing the tax impact. Additionally, 
amounts that remain after RMDs would continue to grow 
on a tax-deferred basis. Finally, all distributions would be 
tax-free if the account is a Roth. 
 
The following is the annual RMD amounts, using the 
profile above: 
 
Calculator used: Brentmark Distributions Live @ 
https://www.brentmark.com . With permission from Nicole Maholtz, 
CEO 

 
5-year rule: Assuming no distributions taken until the end 
of the 5-year period, the total distributions would be about 
$638,000. 
 

How to Override the 5-Year Rule  
If a beneficiary inherited a qualified plan account in 2019, the terms of the plan might default to the 5-year 
rule. In such cases a designated beneficiary is generally required to take action by December 31, 2020 to 

https://www.brentmark.com/
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be eligible to take distributions over her life expectancy. However, the deadline was postponed to 
December 31, 2021. The following are the two scenarios that could apply. 
 
1: The Plan Document Permits the Participant to Choose 
 
The terms of a plan document may permit the participant or a designated beneficiary to choose between 
the 5-year rule or the life-expectancy rule. This election is generally required to be made by December 31 
of the year that follows the year the participant died. 

Example: John, a 401(k) participant whose date of birth is January 1, 1958, died in 2019. His beneficiary 
is his sister Lupita. 

Under the terms of the 401(k)-plan document. Lupita must elect the 5-year rule or the life expectancy rule 
by December 31, 2020.  

Postponed Deadline: The SECURE Act allows the plan to be amended to allow Lupita – and other 
beneficiaries in the same category, to make the election by December 31, 2021.  

2: The Only Option is the 5-year Rule  
 
The terms of a plan document may provide that the 5-year rule is the only option available when the 
participant died before the RBD. If an inherited account is subject to this limitation, a designated 
beneficiary of such an account can override it and use the life expectancy option by rolling over the 
balance to a beneficiary IRA that allows life expectancy distributions. Such a rollover must be done as a 
direct rollover (paid directly to the beneficiary IRA) by December 31 of the year that follows the year the 
participant died. 
 
Example: Jackie, a 401(k) participant whose date of birth is January 1, 1959, died in 2019. Her beneficiary 
is her brother, Ray. 

Under the terms of the 401(k)-plan document, Ray is subject to the 5-year rule. Ray may override the 5-
year rule by moving the amount via a direct rollover to a beneficiary IRA that allows life expectancy 
distributions by December 31, 2021 (extended from December 31, 2021 under the SECURE Act.). 

Advisor Action Plan 

As you meet with clients during 2021, be sure to ask them if they inherited any retirement accounts in 
2019, and if so, determine whether the 5-year rule applies. The plan administer should be able to provide 
information about the distribution options that apply to the beneficiary. Ideally such information should be 
provided in writing in an official plan related document like an explanation of the distribution options or a 
summary plan description. 

Those who want to use the 5-year rule may do so by distributing the entire balance December 31, 2025. 
This is an option even if the life-expectancy rule is available under the plan.  

But if a designated beneficiary wants to use the life expectancy rule and it is not the default option under 
the plan, the plan administrator should be contacted to ensure any required action- whether it is an 
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election or performing a direct rollover to a beneficiary IRA that permits life expectancy distributions- is 

taken by December 31, 2021.  

 

Q&A RMD Aggregation Rule: Own IRA and Beneficiary IRA 

Question: My client owns a traditional IRA that she funded herself. She also has a beneficiary traditional 
IRA that she inherited form her brother. Can she take the total RMD due for both from the inherited IRA? 

Answer: No. Taking RMDs for multiple accounts from one or more of those accounts is referred to as 
RMD aggregation. RMDs cannot be aggregated for one’s own IRA with a beneficiary IRA. 

Q&A: 10-Year Rule- Annual RMD Requirement  

Question: My client inherited an IRA in 2020 from her friend. She is a designated beneficiary and subject 
to the 10-year rule. Is she required to take an annual RMD over the ten-year period? 

Answer: No. Under the 10-year rule, distributions are optional until December 31 of the 10th year that 
follows the year of the IRA owner’s death. Therefore, she can choose whether to take distributions at any 
time, as long as the entire balance is distributed by December 31, 2030. 

 

Disclaimer 

 
This newsletter is a publication of Appleby Retirement Consulting Inc. 
 
The information provided in this newsletter is for general information purposes only, and is not intended to provide tax, legal, 
estate or retirement planning advice. Individuals should consult with their respective professional for advice on such matters. 
Every effort has been made to ensure the accuracy of the content. However, the information references rules that are in effect 
at the time of publishing and these rules might change. 
 
Nothing contained herein is intended to replace or circumvent the procedures for obtaining revenue rulings and/or technical 
advice. Such procedures are spelled out in the several revenue procedures currently in effect. Because of the complexities 
and the many recent changes in this area, the practitioner is urged to merely use this newsletter as one source of information. 
The material contained herein is protected by copyright under the copyright laws of the United States of America. No part of 
this newsletter may be copied or reproduced (electronically or otherwise), nor may this newsletter be shown to members of 
the public without the prior written consent of the author. For information contact: 
 
 
Appleby Retirement Consulting Inc. 
253 Silvertop Drive, 
Grayson, GA 30017 
Telephone: 973-313-9877 
Fax: 888-524-3120 
 
help@irapublications.com 
www.applebyconsultinginc.com 
www.iraeducationcenter.com 
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