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LEGAL SERVICES FOR SENIORS AND THEIR FAMILIES

Acla]ressing Relevant Issues A][fecﬁng Seniors and Ones who Love Them.

No Minimum Distributions are
Required from IRA for 200

“Defined contribution” retirement plans, like
Individual Retirement Accounts (IRAs), 401k
and 403b plans, generally follow the same rules
regarding distributions. In the year after a plan
participant turns 70Y2 he or she must l)egin
taking distributions from the account, with the
rate calculated based on his or her life expectancy.
Failure to take the minimum distribution su]ajects
the plan participantto a special tax of 509 of the
amount he or she should have withdrawn. That
rule has now been suspended for 2009.

W}ly has the government suspended the 50%
tax penalty for one year? Because so many seniors
would have been forced to take distributions at a
time when their retirement accounts were already
reeling from market setljaclzs, and many would
have been required to liquidate stocks in those
accounts at what may turn out to be their lowest
point in years in order to satisfy the requirecl
distributions. Congress decided to let retirees
leave their investments alone for one year — if

they are so inclined.

The new law (“The Worker, Retiree and
Employer Recovery Act of 2008”) does not
prohiloit anyone from Witl’lclrawing money from
their retirement accounts. It only suspends the
penal’cy for failure to withdraw any minimum
amount requirecl l)y the law. Those who want to
continue (or begin) to withdraw funds from their
IRAs are free to do so.

Retirees are not the only ones affected Iay the
new provisions. When a younger person inherits
an IRA (assuming it is not from the inheritor’s
spouse), he or she must I)egin witllclrawing
immedia’cely regardless of age. That means that

there are a small but growing number of plan
beneficiaries who have been required to withdraw
money before — sometimes decades before —
their 70Y2 Lirthday. Those younger beneficiaries
are also permittecl (but not requirecl) to sleip their
2009 distributions.

Distributions that were required to be made
cluring calendar year 2008 were not affected l)y
the new law. Of course, those distributions should
all have been made already anyway; required
distributions must (with a very few exceptions) be
completed by December 31. As a consequence,
some seniors and IRA inheritors have already
had to liquiclate stocks that had been hurt lay the
market decline in order to make a withdrawal
that was calculated on the basis of the account’s
value as of January 1, 2008 — near a historic
high point in the market.

Some beneficiaries are required to take their
entire account balances within five years of the
original owner’s death. The law applies to them
as if 2009 simply does not exist, giving them six
years to complete their withdrawals.

The new law will affect a rela‘cively small
number of taxpayers (thougl’l it affects a 1arge
percentage of retirees). Its affects are fairly
straightforward in most circumstances. It also,
however, affects more than just the minimum
distribution rules for 2009. For instance, it
mandates that non-spouse plan beneficiaries must
be given the option to roll over their inherited
plans to a new IRA. This c}lange is but one of
many technical corrections included in the new
law; for more detailed information about your

speci{'ic circumstances, contact your accountant.

1059 South 3rd Street | Abilene, TX 79602 | 325-672-5100 | FAX 325-672-5105 | Toll free: 1-877-672-5105




