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Tax-advantaged investment accounts are an invaluable tool for the management of our
clients’ wealth. These vehicles shelter ongoing investment growth from taxes, and may
provide a tax benefit for contributions or withdrawals.

Investment accounts, such as Roth IRAs and after-tax employer-sponsored retirement plans, provide for
“delayed gratification” in that they are funded with after-tax dollars, grow tax free, and withdrawals are
not subject to taxation.

However, other types of accounts, including Traditional IRAs and pre-tax employer-sponsored retirement
plans (like your 401(k) plan), provide an immediate tax benefit as contributions are excluded from
current taxation. Investments held in these accounts grow tax free, but withdrawals are treated as
taxable income. The IRS requires you to take a certain amount of money out of these types of retirement
accounts every year. These distributions are called “required minimum distributions” (“RMDs").

The age at which you must begin RMDs has varied over time. For many years, investors were subject to
RMDs during the year they turned 70 1/2. In 2020, legislation was passed to raise this age to 72. Most
recently, the SECURE Act 2.0 further increased this age to 73 (for those born between 1951 and 1959) or
age 75 (for those born in 1960 or later).

Types of accounts subject to RMDs
RMD rules generally apply to investments held in the following types of accounts:

e Traditional IRAs

* Simplified Employee Pension plans (SEPs)
e SIMPLE IRAs

e Traditional 401(k) plans

e 457 plans

e 403(b) plans

Important things to remember about RMDs

e The annual RMD amount is based upon the previous year-end account value and an IRS-published
life expectancy factor. This amount is subject to ordinary income federal income taxes, but may be
exempt from state taxation. Note: In most cases, the life expectancy factor is based upon the
account owner’s age; however, if the account owner’s spouse is more than 10 years younger and is
named as the IRA’s sole beneficiary, joint life expectancy factors can be used. As actuarial joint life
expectancies are greater than single life calculations, this allows for tax deferral over longer



periods of time.

e The aggregate RMDs for all of an individual’s IRAs can be taken from one IRA account.

e RMDs for most employer-sponsored retirement plans must be distributed from the 401(k) for which
it was calculated.

¢ Generally, these required distributions must be completed by year-end. However, there are two
opportunities for an account owner to delay the RMD requirement.

o Your first RMD can be postponed into the next calendar year (delaying taxation by one year),
as long as it is completed by April 1st (of the next year). However, the second year RMD must
still be distributed by December 31 as well

o Active employees can postpone RMD requirements from their employer-sponsored
retirement account indefinitely as long as they are working. Note that this is only available
for the accounts held in the current employer’s plan, not for their IRA accounts or other plan
assets.

Be careful to follow the rules

It is important to follow the rules for taking required minimum distributions from tax-advantaged
investment accounts, since the IRS may levy a tax penalty of up to 25% on the amount of the RMD that
should have been distributed, but wasn’t. This is in addition to the ordinary income tax liability.

What you can do if you don’t need the cash from your RMD

Each of our clients’ tax planning situations is unique. We work with our clients and their tax advisors to
determine whether it is appropriate to submit state and/or federal tax withholding payments from
taxable distributions from their IRA and other qualified retirement accounts. In some cases, our clients do
not need the cash flow generated by their RMDs to support their retirement lifestyle.

“In kind” transfers

For these clients, we may recommend that the required distribution be processed as an “in kind” transfer
of an existing investment. When an “in kind” distribution is used, shares of a stock, bond or mutual fund,
are transferred from a qualified account to a non-qualified account. The reported taxable distribution is
the market value of these shares on the date of the transfer. Once this is complete, the cost basis for the
transferred shares is set to the taxable distribution amount.

“Qualified Charitable Distributions” (QCDs)

Charitably-minded investors subject to RMDs can take advantage of qualified charitable distributions
(QCDs) where some or all their distribution (including, but not limited by, their RMD) is donated directly
to a charity. In these situations, the amount donated can be used to satisfy the annual RMD requirement,
but is excluded from taxable income. This approach is limited to $108,000 per year, and in most cases, is
more advantageous than receiving a taxable distribution and donating cash to a charity.

Roth IRA conversions

Another strategy is to convert some or all of a Traditional IRA (subject to RMDs) to a Roth IRA (which is
not subject to RMDs). In these situations, a taxpayer elects to pay ordinary taxes on a portion of their IRA
to “convert” this amount to a Roth IRA account. This conversion is not subject to early withdrawal
penalties (for account owners younger than age 59%) and is available to anyone regardless of income



limitations. The converted amount (and its anticipated growth) is sheltered from RMDs in future years,
reducing long-term taxes paid.

Next steps

Whether you're turning 73 this year, or have been taking your RMDs for a while, it might make sense to
talk with your Mesirow Wealth Advisor about how best to manage your RMDs based on your unique
situation.

We work with our clients to understand their goals, including objectives to provide for their retirement
lifestyle income needs. By working with our clients and their tax advisors we plan, implement, and
monitor strategies to balance short- and long-term tax planning with each individual’'s and family’s
specific situation.
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1. Please confirm when you should begin taking RMDs with your Wealth Advisor or tax professional. These rules
have been updated with SECURE 2.0 and different rules apply for individuals who were born in or before 1950.

nNing%20in%202023%2C%20the%20SECURE,1%2C%202025%2C%20for%202024.

Mesirow refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The Mesirow
name and logo are registered service marks of Mesirow Financial Holdings, Inc. ©2025, Mesirow Financial
Holdings, Inc. All rights reserved. Any opinions expressed are subject to change without notice. Past
performance is not indicative of future results. Advisory Fees are described in Mesirow Financial Investment
Management, Inc.’s Form ADV Part 2A. Advisory services offered through Mesirow Financial Investment
Management, Inc. an SEC registered investment advisor. Securities offered by Mesirow Financial, Inc.
member FINRA and SIPC.


https://www.wsj.com/articles/senate-spending-bill-includes-significant-changes-to-u-s-retirement-system-11576780736
https://www.wsj.com/articles/senate-spending-bill-includes-significant-changes-to-u-s-retirement-system-11576780736
https://www.irs.gov/retirement-plans/retirement-plan-and-ira-required-minimum-distributions-faqs#:~:text=Beginning%20in%202023%2C%20the%20SECURE,1%2C%202025%2C%20for%202024
https://www.irs.gov/retirement-plans/retirement-plan-and-ira-required-minimum-distributions-faqs#:~:text=Beginning%20in%202023%2C%20the%20SECURE,1%2C%202025%2C%20for%202024

