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THE SECURE ACT OF 2019 changes the way retirement plans can be passed along to
an heir. Before the Act, beneficiaries of traditional Individual Retirement Accounts (IRAs)
could stretch out required minimum distributions (RMDs) over their lifetime, thereby
reducing the taxable income from inherited IRAs by spreading it our over several years,
even decades. The provision also allowed for ongoing tax-deferred growth in the value
of the inherited IRA. Now, for IRAs inherited from original owners who passed away on

or after January 1, 2020, most non-spouse beneficiaries are required to withdraw assets
from an inherited IRA or 401(k) plan within 10 years of the original account owner’s death.

RULES AND EXCEPTIONS

The new rules highlight a distinction between a traditional and Roth IRA and how an heir
might deal with each. The shorter distribution period could result in unanticipated and
potentially large tax bills for non-spouse beneficiaries who inherit high-value traditional
IRAs. Plus, any funds not distributed by the 10-year deadline will be subject to an excise
tax of 25 percent, as set by SECURE Act 2.0, which could be reduced to 10 percent if
the account owner corrects the error by filing a Form 5329 for the year in which the full
amount of the RMD was required and withdrawing the remainder of the account funds
within two years of that original deadline. By contrast, the beneficiary of a Roth IRA and
its tax-free distributions might want to leave the account intact for up to the full 10 years
to benefit from the potential tax-free growth for as long as possible.

There are exceptions to the 10-year rule that apply to “eligible designated beneficiaries,”
which include a spouse or minor child of the account owner; those who are not

more than 10 years younger than the account owner, such as a close-in-age sibling;

and disabled or chronically ill individuals, as defined by the IRS. However the 10-year
distribution rule will apply to a child beneficiary when the child reaches age 21 or when a

successor beneficiary inherits those account funds.
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Eligible designated beneficiaries can use the old stretch IRA rules and take RMDs pro-
rated based on their own life expectancies. In such cases, RMDs must begin no later
than December 31 of the year after the original account owner’s death. However, if the
original owner was of RMD age and failed to take the required amount in the year of
death, the beneficiary must take the RMD by December 31 of that year or be subject
to the same 25 percent excise tax that applies with the 10-year rule. The IRS could,
however, waive the tax due to reasonable cause.

Spousal beneficiaries can roll over the inherited IRA assets to their own IRAs. Or they
can elect to treat a deceased account owner’s IRA as their own if they are the sole
beneficiary and the IRA trustee allows it. As the account owner, the surviving spouse
could then make additional contributions, name new beneficiaries, and wait until age

73 (if they reach age 72 after December 31, 2022) to start taking RMDs. As of 2024, a
surviving spouse who is the sole beneficiary of an employee who is a participant in a
qualified work-based plan will be treated as the employee for the purposes of RMD rules.
A surviving spouse who becomes the account owner of a Roth IRA is not required to
take distributions.

TRUST PLANNING

With the stretch option eliminated, many high net-worth-investors are turning to trusts
as an alternative way to pass down their retirement savings. Using a trust as beneficiary,
the individual can choose who receives distributions from their account and when,
including extending those payment periods beyond 10 years. Trusts also offer more
control over how assets are distributed by protecting them from creditors and divorce
settlements, and ensuring that they are used for intended purposes, such as education
expenses or medical bills. Trusts can also be set up to continue distributing funds

long after the trust owner passes away, allowing them to create a lasting legacy for
generations to come.

As a financial advisor, | highly recommend that retirement account owners review their
beneficiary designations with their financial or tax professional. While new rules may
impact inheritances and taxes, other solutions are available, especially for individuals
with substantial wealth. Trusts, for example, can offer a range of benefits, including asset
protection and legacy planning. With professional guidance and careful planning, your
retirement plan assets can become a lasting source of financial security for your loved
ones long after you're gone.

For more information or to talk with an HBKS wealth advisor, call us at (716) 672-7800; or
you can email me at Ifiorella@hbkswealth.com.
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IMPORTANT DISCLOSURES

The information included in this document is for general, informational purposes only. It does not contain any investment advice and does not address
any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice
regarding your specific facts and circumstances, please contact a qualified financial advisor.

Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. It should
not be assumed that future performance of any specific investment, strategy or allocation (including those recommended by HBKS® Wealth Advisors)
will be profitable or equal the corresponding indicated or intended results or performance level(s). Past performance of any security, indices, strategy
or allocation may not be indicative of future results.

The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information obtained from
or prepared by other sources. It has not been independently verified, but was obtained from sources believed to be reliable. HBKS® Wealth Advisors
does not guarantee the accuracy of this information and does not assume liability for any errors in information obtained from or prepared by these
other sources.

HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if
you wish to receive legal, accounting or tax advice.

Lawrence C. Fiorella
Financial Advisor, HBKS® Wealth Advisors

Lawrence Fiorella serves as a financial advisor in the HBKS® Fredonia, New York, office.

He specializes in providing personal financial planning, including investments, retirement,
protection planning, retirement income, estate planning strategies, education funding, tax
management strategies and wealth preservation strategies. He can be reached at (716)
672-7800 or by email at [fiorella@hbkswealth.com

Investment advisory services are offered through HBK Sorce Advisory LLC, doing business as HBKS® Wealth Advisors. NOT FDIC INSURED - NOT
BANK GUARANTEED - MAY LOSE VALUE, INCLUDING LOSS OF PRINCIPAL - NOT INSURED BY ANY STATE OR FEDERAL AGENCY
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