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Deferral of IRA Required Minimum Distributions Using Your 401(k) Plan

By Barry C. Feldman

With the cost of retirement increasing
each year, many people approaching
retirement age have determined that the
life of leisure will have to wait. The need
to continue working, even beyond age 70,
has caused many to seek ways to defer
receipt of traditional TRA distributions
during the period in which they continue
to work, until that time when they actually
begin retirement. If this can be accom-
plished, it will have multiple salutary
effects. First, one can avoid receiving
additional income that will be taxed at a
higher income tax rate, because you are
still receiving employment income (and,
after age 70, mandatory Social Security
payments). Second, deferral extends the
period in which the retirement funds can
continue to grow tax-free. Third, by delay-
ing receipt of retirement income, the
amount you receive annually once you do
retire will likely increase. The question is,
“How can this be accomplished?”

As a general rule, an IRA owner must
begin to receive distributions from the IRA
(other than a Roth IRA) by April 1 of the
year that follows the year in which he or
she attains age 70'. Sce, IRC §§408(a)(6)
and 401(a)(9)(C). For example, if a person
turns 70 on Dec.1, 2018, that person will
not turn 70% until June 1, 2019 and will
not have to begin receiving his required
minimum annual distribution until April 1,

2020. [The first year following
the year you reach age 70%: you
will generally have two required
distribution dates: the April 1
withdrawal (for the year you
turn 70%), and an additional
withdrawal by Dec. 31 (for the
year following the year you turn
70%). To avoid having both of
these amounts included in your
income for the same year, you
can make your first withdrawal
by Dec. 31 of the year you turn 70%
instead of waiting until April 1 of the fol-
lowing year.]

However, distributions from a 401(k)
plan may be delayed until April 1 of the
year that follows the year in which the
employee actually retires, unless the
employee is a 5-percent owner of the
employer (including amounts owned by
related parties by attribution under IRC
§318). See, IRC §401(a)(9)(C). Therefore,
if the employee is not a 5-percent owner,
distributions from a 401(k) plan (including
the proceeds which have been transferred
into the plan from an IRA) can be signifi-
cantly deferred. Using the example provid-
ed earlier in this article, if the employee
continued to work until Jan. 1, 2024, the
commencement date of the year following
his 75th birthday, his required beginning
date, would not occur until April 1, 2025.

The issue now becomes clear — can the
IRA be transferred into the 401(k) plan and
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if so, how and when should this
be accomplished? To determine
if the IRA can be transferred into
the 401(k) plan, a review of the
401(k) plan’s provisions must be
made. If the 401(k) plan per-
mits such a “rollover” contribu-
tion, you may move those
amounts into the 401(k) plan
without incurring any current
tax liability by means of a
“rollover” contribution. You are
always 100 percent vested in any amounts
you contribute to the 401(k) plan as a
rollover from another qualified plan or
IRA. This means that you will always be
entitled to all amounts in your rollover
account. You may accomplish a “rollover”
ofan IRA in one of two ways. You may ask
your IRA trustee to directly rollover all or
a portion of the IRA balance to the 401(k)
plan. Alternatively, if you receive a distri-
bution from the IRA, you may elect to
deposit the proceeds into the 401(k) plan
for rollover within 60 days of your receipt
of the distribution.

With regard to the latter method, care
should be taken to avoid the adverse pro-
visions of IRC §408(d)(3)(B), which per-
mit an individual to make only one non-
taxable 60-day rollover from any of the
individual’s [RAs to a 401(k) plan in any
1-year period. See generally, Bobrow v.
Commissioner, T.C. Memo 2014-21.
Because of this restriction, a trustee-to-

plan administrator transfer is the preferred
method to avoid taxation.

One final limitation must be considered
before making the transfer. If a minimum
distribution is required for a calendar year,
the amounts distributed during that calen-
dar year are treated as required minimum
distributions under IRC §401(a)(9), to the
extent that the total required minimum dis-
tribution under IRC §401(a)(9) for the cal-
endar year has not been satisfied.
Accordingly, these amounts are not eligi-
ble rollover distributions. For example, if
a person’s required minimum distribution
from an IRA for 2018 is $5,000 and he
receives a distribution from his IRA of
$7,500, only the $2,500 in excess of the
required minimum distribution may be
rolled over into a 401(k) plan.
Additionally, any amount that is received
after age 70 but before Jan. 1 of the year in
which the employee attains (or would
have attained) age 70 2 will not be treated
as a required minimum distribution under
IRC §401(a)(9) and, thus, is an eligible
rollover distribution if it otherwise quali-
fies as such.

The interaction of these various provi-
sions can sometimes be complex. It is rec-
ommended that you contact your tax pro-
fessionals before taking any action.

Note: Barry C. Feldman is counsel in
the Tax, Trusts & Estates practice group of
Forchelli Deegan Terrana LLP.
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