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Inheriting an IRA creates a complicated set of issues that may be difficult for even the financially astute client to work through—the number of beneficiaries, timing of the owner’s death and relationship of the beneficiaries are all issues that interact to create a maze when determining an inherited IRA’s future.  These complications are magnified dramatically upon inheriting someone else’s inherited IRA.  Inheriting an inherited IRA presents a situation that doesn’t currently receive much attention, though clients are increasingly likely to face these issues given the vast amount of wealth now stored in retirement accounts.  Understanding the rules governing the inherited, inherited IRA is one way that the financial advisor can establish his or her weight in gold with clients.  
Inheriting the Inherited IRA

Because it has become common for the average client to hold at least a portion of his or her wealth in an IRA, the likelihood that IRA funds will be inherited upon the client’s death has also increased—and the fact that a primary benefit of the inherited IRA is the ability to stretch tax deferral over the beneficiary’s lifetime only leads to the conclusion that inheriting an inherited IRA is likely to become much more typical.     

An inherited, inherited IRA will first have to be re-registered in the name of the deceased beneficiary’s beneficiary (the “successor beneficiary”) in order for the successor beneficiary to take required minimum distributions (RMDs) from the account.  Determining how these RMDs are calculated is where the rules become complicated, however.

A spousal successor beneficiary is not entitled to use the special rules that typically apply to allow the surviving spouse to treat the IRA as his or her own account—based upon the logic that the surviving spouse-successor beneficiary was not the spouse of the original account owner.  Instead, that successor beneficiary (whether a surviving spouse or non-spousal beneficiary) is required to take RMDs from the account based upon whatever method the original beneficiary had been using upon his or her death.

As a result, in many cases, the inherited, inherited IRA will be distributed to the successor beneficiary based upon the life expectancy of the deceased original beneficiary.  The options that the original beneficiary could have chosen are discussed in the paragraphs below.
Determining the RMD

Most clients know that the rules governing inherited IRAs generally allow clients to “stretch” the tax-deferral associated with these accounts by providing for distribution of the account value over a period of years following the original account owner’s death.  However, there are several options that the beneficiary can choose from in taking his or her RMDs from the inherited IRA. 
If the original account owner died after he or she began taking RMDs, a non-spousal account beneficiary must either take distributions based upon his or her own life expectancy or based upon the original account owner’s life expectancy—whichever is longer.  If the owner died before he or she began taking RMDs, a non-spousal account beneficiary must either take distributions based upon his or her life expectancy or exhaust the account funds within five years of the original owner’s death.

An original spousal beneficiary has the additional option of rolling the inherited IRA funds into his or her own IRA and treating them as if they were traditional, non-inherited IRA funds.
The option chosen by the original beneficiary of an inherited IRA is the option that the successor beneficiary to that inherited IRA will be required to use in order to exhaust the account funds—the successor beneficiary’s own life expectancy is not a factor.
Conclusion

The rules governing inherited IRAs are complicated enough, and when faced with an inherited, inherited IRA, many advisors simply aren’t certain as to how to proceed.  Knowing the rules in this thorny area can help the advisor establish his or her value to the client in handling this type of difficult situation.
