
Getting Married Results in Substantial
Tax Benefits for the Surviving

Spouse of an IRA Owner
and His/Her Beneficiaries

In this article it is explained that two individuals who are not married should consider
getting married if one or both has in IRA because the tax benefits which may be realized
by a married beneficiary far exceed the tax benefits which may be realized by a non-
spouse beneficiary.

A basic U.S. income tax law is - if income is earned during a given year then income tax
will need to be paid for that year.

IRAs and other tax preferred plans are not subject to this basic tax rule. The income
earned within a traditional IRA or a 401(k) plan is not subject to being taxed until it is
withdrawn from the IRA or the 401(k) plan. Taxation of the income is tax-deferred. This
means the account grows larger and faster than if taxes are paid annually.

Tax deferral of the income is one of the great benefits when a person inherits an IRA. He
or she is not required to take a lump sum distribution and include the entire distribution in
taxable income. Rather, the tax rules in general allow a non-spouse beneficiary to start
withdrawing their RMDs over their life expectancy starting with the year after the year the
IRA owner died. This means that although there has been deferral of previously earned
income there will also be deferral of the income earned by the inherited IRA in future
years. This deferral is limited.

In contrast, a married spouse beneficiary who elects to treat their deceased spouse's
IRA as their own IRA or who rollovers the deceased spouse's IRA into their own IRA is
not required to take a distribution until the year he or she attains age 70½. There will be
many more years of tax deferral since distributions are not required to start the year
following the year the IRA owner died and will be based on the life expectancy of the
married spouse's beneficiary rather than the married spouse.

Federal tax law currently favors a married IRA beneficiary versus an unmarried IRA
beneficiary when applying the required distribution rules.

Federal law does not grant such special tax treatment to a non-spouse beneficiary.
Since 1978 a non-spouse beneficiary has not had the right to take a distribution from a
decedent's IRA and then roll it over into their own personal IRA or another inherited IRA.
A non-spouse beneficiary has no right to treated the decedent’s IRA as his or her own or
to make a rollover.

For discussion purposes we have two individuals, Rita and Philip. They have been
together for 15 years. They have never married. Rita was born on May 2, 1960 and
Philip was born on June 10, 1975. In 2016 she was age 56 and he was age 41. Rita
learned in March of 2016 that she had cancer and her life expectancy was only 9-15
months. She died on January 1, 2017, when the fair market value of her IRA was
$80,000.



After her diagnosis, Rita considered if she should keep or change her IRA beneficiary
designation. In 2005 she had designated Philip as her sole IRA primary beneficiary. She
also wondered what difference it would make for Philip if they were married.

The following discussion shows that Philip and his beneficiaries will have the chance to
benefit greatly if Philip is the surviving spouse beneficiary of her traditional IRA rather
than if he was a non-spouse beneficiary.

What RMD distribution schedule will apply to Philip if he and Rita were not married prior
to January 1, 2017?
See the chart on page 3. Philip as a non-spouse beneficiary will be required to
commence his required distributions in 2018. For illustration purposes, a 4% earnings
rate is assumed. Assuming that only the required distribution is withdrawn each year, the
total to be distributed over the next 41.7 years will be $218,132.15. Such distributions
will either be made to Phil or to his successor beneficiaries.

Philip as a spouse beneficiary who elects to treat Rita’s IRA as his own (or makes a
rollover) will be subject to the standard RMD rules. He must take an RMD for the year he
attains age 70 1/2 (2046). Tax deferral for an additional 29 years is a very valuable tax
benefit.

The $80,000 increases to $249,492.12 over this 29 year period. The IRA is no longer an
inherited IRA of a non-spouse beneficiary so he is not required to commence
distributions the year after she dies. He may take normal distributions as he wishes.

See the charts on pages 3 - 5. Phil was able to treat Rita’s IRA as his own because they
were married. The combined RMD chart on page 4 shows the RMDs to be withdrawn by
Phil while he is alive and then those to be paid to his beneficiary after his death in 2060.

Note that he commences distributions in 2046, the year he attains age 70½. The IRA
has grown to be $249,492.12. Phil takes his RMD for 2046-2060 when he dies at the
age of 84. Because he was a spouse beneficiary who elected to treat Rita’s IRA as his
own, his beneficiary born on 7/7/2006 is able to take his RMDs over his life expectancy
of 29.6 commencing in 2061 when he is age 55.

Note that the total payout to Phil and his beneficiary is $591,877.46 whereas it is only
$218,132.31 if Phil would be a non-spouse beneficiary. The difference is substantial and
it is due to the longer time period the funds stay within an IRA and the related tax
deferral.

It is very clear that Phil and his beneficiary Anna will benefit greatly if Phil is a spouse
beneficiary rather than a non-spouse beneficiary.








