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My father was a frugal gentleman, and he credited his frugality, like many of his generation, to 
growing up during the Depression.  
 
During the last half of his farming career he diligently contributed the maximum amount he 
could each year to a Keogh plan, a tax-deferred retirement account for self-employed folks.  
 
Now, most people who save for retirement begin taking distributions from their tax-deferred 
accounts as soon as they retire, simply because they need the money. However, there are a few 
individuals who never really do need the money tucked away in their tax-deferred account. Like 
my father, these folks will postpone withdrawing funds from these accounts as long as possible.  
 
This postponement cannot go on forever, in fact, the IRS prescribes a “Minimum Required 
Distribution” amount, which must begin about the time the account owner reaches 70½. 
 
The Minimum Required Distribution rules apply to all tax-deferred retirement accounts. They 
apply to traditional IRAs, SEP IRAs, and Simple IRAs. The rules also apply to “qualified 
retirement accounts,” which include 401(k)s, 403(b)s, profit sharing plans, Keogh plans, and 
other types of plans where the employee makes or receives from his employer specific 
contributions.  
 
Those who are turning 70 need to be aware of these rules; the penalty for not taking a 
distribution on time is pretty severe.  
 
Timing of the distribution 
The year the account owner reaches 70½ is the year that the first MRD becomes due. However, 
the first MRD can be postponed until April 1 of the following year. The account owner must take 
a distribution each year, and the first distribution is the only one that can be postponed, so if he 
postpones the first MRD, he or she will end up taking two distributions in one year. In most 
circumstances is not a good idea, especially if the double distribution forces the taxpayer into a 
higher tax bracket.  
 
There are a couple of exceptions to MRD withdrawals starting at age 70½. First, there are no 
required distributions from Roth IRAs. Second, no one that is still working is required to take a 
distribution from his company’s employee plan.   
 
In addition, an individual that is already taking distributions has no special requirements as long 
as he is annually taking an amount equal to or greater that the MRD. 
 
 
 



Calculation 
The MRD that needs to be taken is a fairly modest portion of the total account in the early years 
of withdrawals, but as the account holder gets older, the portion withdrawn increases. The 
formula requires withdrawing less than 5% of the balance at age 70, and even at age 80, 
distributions of less than 6% of the balance are required. The effect of the low withdrawal rates is 
that if the account is earning a fairly good return, the account will stay stable or even continue to 
grow until the account holder reaches his or her 80s.  
 
For those who will not need the money saved in their tax-deferred account, an alternative to 
waiting to take an MRD is to convert the account to a Roth IRA.  
 
Of, course, the tax must be paid as the account is converted, but after the conversion is complete, 
there will be no distributions required, and the account will continue to grow tax free until it is 
inherited by the next generation. These beneficiaries will not owe any tax on an inherited Roth 
IRA, which is not so with other types of tax-deferred accounts. The only prohibition on 
conversion is that total income, not counting the conversion, must be below $100,000.  
 
 
 
 
 
 
 
 
 


