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Stretch IRA Planning – 
How to Inherit an IRA and Continue to Build Wealth Income 

Tax-Deferred 
 
 

When an IRA owner dies, the account is inherited by the beneficiaries named in the beneficiary 

designation form. The importance of naming beneficiaries in your IRA cannot be 

overemphasized, and they are discussed at length in the Beneficiary Planning section of this 

book. This section is about how to inherit an IRA in a tax-efficient way. 
 
An IRA can be inherited either as a lump sum, or the beneficiary can take required minimum 

distributions. What is important to keep in mind here is that unless you are the spousal 

beneficiary of the decedent, you cannot roll over an inherited IRA and transfer that to your own 

IRA account. That is simply not an option. This leaves only two alternatives: either take the cash 

and pay the tax, or inherit the account as an inherited IRA. 
 
Depending on the amount involved, taking lump-sum distribution may not be the best option. 

This is because IRA distributions are immediately taxable. Imagine if you inherit a $300,000 

IRA and take a lump-sum distribution. The $300,000 will be immediately recognizable to you as 

ordinary income in the year of distribution, which may cause you to lose a big chunk of the 

inheritance to taxes right off the bat. And the money that is left over would now be non-qualified 

money, which means taxes will be payable on dividends, interest, and capital gains going 

forward. 
 
A better alternative would be to inherit the IRA as an inherited IRA account. This means the 

account will continue to be an IRA; therefore, income tax deferral will remain intact. As the 

beneficiary of an inherited IRA, there are minimum distributions requirements that must be met 

by you. The minimum distribution amount is computed based on the IRS’s single-life expectancy 

table on your age. The rest of the money in the inherited IRA will continue to grow tax deferred. 

This will allow you to continue building wealth in the inherited IRA account in a tax-efficient 

way. This strategy is commonly referred to in the financial industry as “stretching” an IRA 

inheritance. 
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Inherited IRA is a special category of IRA. Because of the minimum distribution requirement, it 

cannot be commingled with any other IRAs. If you have more than one inherited IRA (say you 

inherited in different years from different individuals), the inherited IRA accounts must each be 

kept separate. Again, this is due to the minimum distribution requirement of inherited IRAs. 

Although distributions must begin by no later than December 31 of the year after the owner’s 

death, there is no early withdrawal penalty on distributions from inherited IRAs. So if you are 

forty years old and inherited an IRA, distributions are exempted from the 10 percent early 

withdrawal penalty (although they are subject to regular income taxation). Once an inherited IRA 

is established, it can be moved to another custodian, if you so decide, just like moving any other 

IRAs within your portfolio. 
 
While inherited IRAs are available to non-spousal beneficiaries, a surviving spousal beneficiary 
can also choose to inherit an IRA (vis-à-vis, exercising a spousal rollover). 
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