
 

The Hidden Tax Trap in Your Inherited IRA 
(And How to Avoid It) 
Have you recently inherited a Traditional IRA or are you expecting to in the future?  

If so, you're likely experiencing mixed emotions—gratitude for the legacy left behind, 
but also uncertainty about what to do next.  

The rules governing inherited IRAs have become increasingly complex, especially since 
the SECURE Act changed the landscape at the end of 2019. 

What many people don't realize is that misunderstanding these rules can lead to 
devastating tax consequences, penalties, and missed opportunities that could 
significantly impact your financial future.  
While most financial advisors treat inherited IRA planning as a simple administrative 
task, the reality requires a much more nuanced approach. 

 
The Emotional Reality of Inherited IRAs 
Let me share something I've observed repeatedly in my practice:  



Inheriting retirement assets often happens during one of life's most emotionally 
challenging periods.  

You're grieving the loss of a loved one while simultaneously being asked to make 
complex financial decisions with long-lasting consequences. 

Adding to this stress is the realization that the IRS has strict timelines and 
requirements.  

Miss a Required Minimum Distribution (RMD) deadline, and you could face a painful 
25% penalty on the amount that should have been withdrawn.  

Make distribution decisions without understanding the tax implications, and you might 
inadvertently push yourself into a higher tax bracket for years to come. 

This is exactly why traditional, probability-based retirement planning often falls short.  

The standard "safe withdrawal rate" calculations and "Monte Carlo" success 
percentages say nothing about the nuanced decisions you face with inherited 
retirement accounts. 
 
The New Reality: Understanding the SECURE Act Changes 
The SECURE Act of 2019 fundamentally changed how inherited IRAs work, creating a 
complex two-tiered system that determines your distribution options: 

Eligible Designated Beneficiaries (spouses, minor children, disabled individuals, 
chronically ill individuals, and individuals not more than 10 years younger than the 
decedent) generally retain the ability to stretch distributions over their lifetimes. 

Non-Eligible Designated Beneficiaries (most adult children and other 
beneficiaries) must now follow the "10-Year Rule," requiring complete distribution of 
the inherited IRA by the end of the tenth year after the original owner's death. 

But here's where it gets tricky—and where most generic advice fails you.  

The rules differ significantly based on several factors: 

1. Whether the original IRA owner died before or after their Required Beginning 
Date (RBD) 

2. Your relationship to the deceased 

3. Whether death occurred before or after December 31, 2019 

4. Whether this is a "twice-inherited" IRA 



As our flowchart illustrates, each of these factors creates a different pathway with 
unique requirements, opportunities, and potential pitfalls. 

 
The Dangerous "Tax Squeeze" Most Advisors Miss 
One of the most overlooked consequences of the SECURE Act's 10-Year Rule is what I 
call the "tax squeeze."  

When non-eligible designated beneficiaries are required to empty an inherited IRA 
within 10 years, they often face a compression of income that can spike their tax rates 
dramatically. 

Imagine inheriting a $500,000 IRA that must be distributed within a decade. If you 
wait until the final year (as many do), that significant income could push you into 
much higher tax brackets, potentially costing tens of thousands in unnecessary taxes. 

Even more concerning, if the original owner died on or after their Required Beginning 
Date, you might be required to take annual RMDs in addition to emptying the account 
by the end of the 10-year period—a detail many beneficiaries discover too late. 

This is precisely why the "take only what's required" approach often recommended by 
traditional advisors can be so problematic.  

Retirement Lifestyle Planning, in contrast, looks at the bigger picture—incorporating 
tax planning, legacy considerations, and your overall financial situation. 

 
Turning Complexity into Opportunity: A Strategic Approach 
The complicated nature of inherited IRA rules actually creates planning opportunities 
for those who approach them strategically.  

Let me share a few insights from our "How Must I Take Distributions From The 
Traditional IRA I Inherited?" flowchart: 

For Spousal Beneficiaries: You have unique options, including the ability to treat an 
inherited IRA as your own…opening up potentially powerful planning strategies for 
minimizing lifetime taxation. 

For Eligible Designated Beneficiaries: Understanding your life expectancy 
distribution options can help create predictable income streams that may last decades 
longer than the 10-Year Rule would allow. 



For Non-Eligible Designated Beneficiaries: Strategic, voluntary distributions 
beyond the minimum requirements can help spread tax liability across multiple years 
and potentially lower your overall tax burden. 

For All Beneficiaries: Coordinating inherited IRA distributions with other retirement 
income sources can create remarkable tax efficiency that traditional, siloed planning 
approaches often miss. 

The flowchart walks you through these scenarios step-by-step, helping you identify 
which rules apply to your specific situation and what requirements you'll need to 
satisfy. 

 
Beyond Traditional Success Rates: The Retirement Lifestyle Planning 
Difference 
Traditional retirement planning focuses heavily on investment returns and "success 
rates"…mathematical probabilities that your portfolio will last through retirement based 
on certain withdrawal rates. While these metrics have their place, they often miss the 
human element of retirement planning, especially when dealing with inherited assets. 

 

Retirement Lifestyle Planning takes a fundamentally different approach by: 

1. Integrating Tax Efficiency: Strategically timing distributions from inherited IRAs 
can dramatically reduce lifetime taxation, potentially preserving thousands more for 
your needs or legacy. 

2. Incorporating Estate Planning Considerations: Viewing inherited IRAs as part 
of a broader legacy strategy rather than just another investment account. 

3. Addressing Healthcare Impacts: Understanding how inherited IRA distributions 
might affect Medicare premiums and other income-based healthcare costs. 

4. Creating Predictable Income: Using inherited assets to enhance reliable income 
streams rather than subjecting them to market volatility. 

5. Harmonizing with Your Values and Goals: Aligning distribution decisions with 
what matters most to you, whether that's maximizing your own retirement security, 
supporting family, or charitable giving. 

This holistic perspective transforms inherited IRA planning from a burdensome 
compliance exercise into a powerful opportunity to enhance your financial security and 
honor the legacy of your loved one. 



 
Real-World Impact: The Cost of Poor Planning 
Let me share a brief example that illustrates the stakes: 

I recently worked with a client who had inherited a substantial IRA from her father.  

Before coming to me, she had received advice to "just take the required minimum 
distributions and nothing more."  

Following this conventional wisdom, she was planning to take minimal distributions for 
nine years, followed by a massive withdrawal in year ten. 

When we analyzed her situation comprehensively, we discovered this approach would 
have resulted in approximately $87,000 in unnecessary taxes due to bracket 
compression in that final year.  

By implementing a strategic distribution plan—taking more than the minimum in 
certain years to "fill up" lower tax brackets—we were able to reduce her projected tax 
burden significantly while creating more predictable income. 
This isn't just about saving money—it's about respecting and maximizing the legacy 
her father intended to leave her. 

 
Your Next Steps: Creating Clarity Around Your Inherited IRA 
If you've inherited a Traditional IRA or expect to in the future, here are the critical 
steps to consider: 

1. Understand Your Specific Situation: Use our flowchart to identify which 
distribution rules apply to your unique circumstances. 
2. Create a Strategic Distribution Plan: Look beyond the minimum requirements 
to determine the most tax-efficient approach for your overall financial picture. 

3. Integrate This Plan With Your Broader Retirement Strategy: Ensure your 
inherited IRA decisions complement your other income sources and financial goals. 

4. Review Annually: Tax laws, personal circumstances, and financial markets 
change—your strategy should adapt accordingly. 

5. Coordinate With Other Professionals: Ensure your tax advisors and estate 
planning attorneys are aligned with your distribution approach. 



The complexity of these rules means there's no one-size-fits-all solution. Your path 
forward should be as unique as your own financial situation and goals. 

 
Take Action Today to Protect Your Financial Future 
 
Download Your Free Inherited IRA Distribution Guide 
To help you navigate these complex rules with greater confidence, I'm offering a 
complimentary PDF version of our "How Must I Take Distributions From The Traditional 
IRA I Inherited?" flowchart.  

This comprehensive guide walks you step-by-step through the decision-making 
process, helping you identify your specific requirements and potential planning 
opportunities. 

Enter your name and email below to receive immediate access to this valuable 
resource that could save you thousands in unnecessary taxes and penalties. 
DOWNLOAD MY FREE GUIDE…HERE! 
 

Schedule Your Complimentary Retirement Lifestyle Planning Session 
Ready to move beyond generic advice to a personalized strategy for your inherited 
IRA?  

During our complimentary 60-minute Retirement Lifestyle Planning Strategy Session 
via Zoom, we'll: 

 Identify which specific inherited IRA rules apply to your situation 
 Explore potential tax-saving distribution strategies 

 Discuss how your inherited assets fit into your broader retirement vision 

 Create a clear action plan for moving forward with confidence 

Only 4 spots available each week – secure yours today before they fill up! 

RESERVE MY STRATEGY SESSION…HERE! 
 

Important Disclosures 

https://makingyourretirementbetter.com/14fppath
https://link.agencymarketingsuite.com/widget/bookings/kjfvslss


The information provided in this blog post and the referenced guide is educational in 
nature and not intended to be tax, legal, or investment advice. Please consult with 
qualified tax, legal, and financial professionals before making any decisions regarding 
your personal situation. 

IRA distributions involve important considerations including potential fees, investment 
options, required minimum distributions, and tax implications. The rules surrounding 
inherited IRAs are complex and subject to change. The examples and concepts 
discussed are general in nature and may not be suitable for everyone. Individual 
situations vary, and specific strategies should be implemented only after consultation 
with appropriate professionals. 

I am licensed for life insurance, annuity, long-term care, and health insurance products 
only. I am not securities licensed and do not provide specific investment advice. The 
examples and concepts discussed are general in nature and may not be suitable for 
everyone. Individual situations vary, and specific strategies should be implemented 
only after consultation with appropriate professionals. 

Insurance product guarantees are backed by the financial strength and claims-paying 
ability of the issuing company. 
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