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Project Information: This client required an article using the keyword “Beneficiary IRA” 

The information is based on information about this type of account in 2009. 

 

Understanding a Beneficiary IRA 

When you set up an IRA account, you are asked to name a beneficiary to the account. 

Similar to a beneficiary of a life insurance policy, that person or entity will be the 

recipient of the funds in the IRA account once the primary holder has died. When this 

event occurs, a Beneficiary IRA, which is also known as an inherited IRA is opened and 

funds are transferred into that account. Whether you are the beneficiary, or you are the 

primary account holder choosing the beneficiary, it may be helpful to understand a 

Beneficiary IRA. 

The beneficiary of your account could be an individual, several individuals, or an entity 

such as a trust. When you do your estate planning with a professional who is familiar 

with your particular circumstances, be sure to check out all these options to see what 

works best for you.  

One of the benefits of a Beneficiary IRA is when the beneficiary takes possession of the 

funds, they are transferred into the new account so all the accumulated assets remain 

tax deferred for the beneficiary. This allows your beneficiary to also do some estate 

planning and decide when and how to best start to make withdrawals from this account. 

A Beneficiary IRA can be established from funds in a Traditional, Roth, SEP, SIMPLE, 

or Rollover IRA account. If you were the spouse of the primary account holder, then you 

have the option to simply transfer the existing IRA into your own name and let the fund 

continue to grow until you are ready to take distributions after the age of 59 ½. If you 

choose this, you are basically treating the fund like it was your own. If you plan on 

taking out distributions before the age of 59 ½, then it may be wise for the spouse to 

establish a Beneficiary IRA instead. Always consult with your tax advisor before you 

make your decision. 

If you are not the spouse of the primary account holder, for example if you are the child 

of the deceased, then you do not have the same option of simply rolling over the assets 

into your own existing IRA, or leaving them in the existing account and transferring the 

name. Instead, you will need to transfer the assets into a Beneficiary IRA or take a lump 

sum distribution. There may be tax consequences if you choose to take the lump sum 

distribution so be certain to plan for that before you make your decision.  

Depending on the type of IRA you inherited and opened with your new Beneficiary IRA 

and the age of the deceased, the rules for distribution will vary. You may be able to take 
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annual distributions which are calculated by your own lifespan expectancy, also known 

as lifetime distributions. You could also divide the distributions over a certain number of 

years. In any case, you should always plan ahead to see which way results in the best 

tax scenario. 


