The Basics of
Required Minimum Distributions

Ensuring that Uncle Sam Gets His Due

The benefits of retirement accounts such as a traditional IRA or a 401 (k) are two-fold:

« Tax-deductible contributions allow individuals to reduce the size of their current tax
burden while they are saving for retirement - which effectively lets them save more.

. Tax-deferred growth inside these accounts allows funds to accumulate without
concern for an annual tax bill on that growth.

When It's Time to Pay Taxes

Eventually, however, the government must be paid. The tax benefits of these accounts are
provided for one purpose: to help individuals save for retirement. Once an individual reaches
retirement age, these same rules now dictate that the funds must be used for retirement
purposes and the taxes that have been deferred must be paid.

What does this mean? It means that federal income tax law requires that a minimum amount
of money, known as a “required minimum distribution,” or RMD, be withdrawn from these
accounts each year, starting at a specific age, known as the “required beginning date”
(generally age 73)!. The amount to be distributed is determined by a special calculation that,
in essence, takes the total amount in the account and divides it by the number of years the
individual is expected to live. When the required minimum distribution amount is received, it
is included as taxable income to the individual and Uncle Sam will, finally, get paid. If an
account owner does not make distributions that are large enough, or if distributions are not
made at all, a penalty tax of 25%? of the amount that should have been distributed is
generally due.?® If the taxpayer promptly corrects the error, the penalty tax is reduced to 10%.

But, one bit of good news is that the amount remaining in the account continues to grow tax
deferred.

L Under the SECURE 2.0 Act of 2022, the age to begin RMDs increases to (1) age 73 for those who turn 72 after 2022 and 73
before 2033; and (2) to age 75 for those who turn 74 after 2032. Previously, age 72 was the mandated age to begin RMDs.

2 Applicable to required minimum distributions after December 29, 2022. Under prior law, the penalty tax was 50% of the
amount that should have been distributed.

3 This is federal income tax law. State or local income tax law may differ.
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Disclosure Notice

The information that follows is intended to serve as a basis for further discussion with your
financial, legal, tax and/or accounting advisors. It is not a substitute for competent advice
from these advisors. The actual application of some of these concepts may be the practice of
law and is the proper responsibility of your attorney. The application of other concepts may
require the guidance of a tax or accounting advisor. The company or companies listed below
are not authorized to practice law or to provide legal, tax, or accounting advice.

Although great effort has been taken to provide accurate data and explanations, and while
the sources are deemed reliable, the information that follows should not be relied upon for
preparing tax returns or making investment decisions. This information has neither been
audited by nor verified by the company, or companies, listed below and is therefore not
guaranteed by them as to its accuracy.

If a numerical analysis is shown, the results are neither guarantees nor projections, and
actual results may differ significantly. Any assumptions as to interest rates, rates of
return, inflation, or other values are hypothetical and for illustrative purposes only.
Rates of return shown are not indicative of any particular investment, and will vary over
time. Any reference to past performance is not indicative of future results and should
not be taken as a guaranteed projection of actual returns from any recommended
investment.
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