
RMD’s and 
Their Function 

• What is an RMD? A Required Minimum Distribution is the annual amount that

all Traditional, SEP, and SIMPLE IRA’s, as well as any qualified tax-deferred

plan (401k/403b). This must be distributed by April 1 the year after the

participant reaches 70 ½. Note that this does not apply to a Roth IRA/401(k).

• How is it calculated? The RMD is calculated based off of the ending value of

all tax-deferred accounts on December 31 of the year you turn 70 ½.  Next,

divide the balance by the life expectancy factor provided by the IRS. This

amount is the RMD that needs to be withdrawn (see example on next page).

• Watch Out! The penalty for missing an RMD is 50% of the amount needed to

be withdrawn.



EXAMPLE: 
John Smith just celebrated his 70th birthday in June of 2018. Since he will be 70 ½ in 

December of 2018, his RMD will be calculated based on the ending balance of all his tax 

deferred accounts as of December 31, 2018. 

For this example, 

assume his balance of 

all tax deferred 

accounts is $500,000 

on December 31st, 

2018. According to the 

life expectancy table, 

the factor used will be 

for the age of 70, 

which is 27.4. 

Calculation: John 

must divide $500,000 

by 27.4, which equals 

$18,248.16. This amount MUST be taken out by April 1st, of 2019. 

Withholding for taxes: It is recommended to have at least 10% withheld for Federal tax and 

consider if state taxes need to be withheld. 

Penalty: The penalty for not meeting the RMD requirement is 50%. In this example John 

would forfeit $9,124.08 (this is in addition to the taxes that are due). 

Note: There is a different life expectancy table for married couples with a 10 year age gap.


