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On June 12, 2014, in a unanimous 9-0 deci-
sion in Clark v. Rameker, the United States
Supreme Court ruled that inherited individual
retirement accounts (IRAs) are not retirement
funds within the meaning of the Bankruptcy
Code.1 This decision resolves a split among the
federal appellate courts about the status of
IRAs that parents leave to their
children and others. 

The Bankruptcy Code allows
debtors to claim certain property as
exempt by utilizing exemptions
under state law or specifically pro-
vided in the Bankruptcy Code,
shielding such assets from credi-
tors. However, states can “opt out”
of certain exemptions in the
Bankruptcy Code and require
debtors to use state law exemptions
instead. Sections 522(b)(3)(C) and
(d)(12)2 of the Bankruptcy Code
allow debtors to exempt retirement
funds, even where the state has
opted out of the federal exemptions. 

Simply put, in determining that inherited
IRAs do not constitute retirement funds, Clark
squarely places funds in inherited IRAs at risk.
Put another way, these assets may now be fair
game for creditors under federal bankruptcy
law.

Clark involved a dispute over whether cred-
itors can reach a debtor’s non-spousal inherit-
ed IRA in bankruptcy. In 2010, Heidi Heffron-
Clark and her husband (the “Clarks”) filed for
bankruptcy relief under Chapter 7 in the
United States Bankruptcy Court for the
Western District of Wisconsin.  The Chapter 7
Trustee and a judgment creditor objected to the
Clarks’ claim to exempt an IRA inherited pre-
petition from Ms. Heffron-Clark’s deceased
mother.3

In determining that an inherited IRA did
not constitute an exempt retirement fund under
the Bankruptcy Code, Bankruptcy Judge
Martin reasoned that the debtors received dis-
tributions from the IRA immediately with no
regard to their age, physical health or working
status.4 The Clarks appealed and the United
States District Court for the Western District of
Wisconsin reversed the Bankruptcy Court’s
decision.5 The Trustee and the judgment credi-

tor then appealed to the Court of Appeals for
the Seventh Circuit.

Chief Judge Easterbrook, writing for a unan-
imous Seventh Circuit, reversed.6 The Seventh
Circuit agreed with the Bankruptcy Court’s orig-
inal determination that inherited IRAs are not
exempt retirement funds under the Bankruptcy
Code. The court explained that once Ms. Heffron-
Clark inherited the IRA, many of its attributes
were altered. This included the fact that distri-

butions commenced within one year
of the original owner’s death and
were completed within five years. The
distinction, said the Seventh Circuit,
was that inherited IRAs are not just
savings preserved for use after their
owners retire.7 The ruling clashed
with a contrary decision by the Fifth
Circuit.8 The Supreme Court ulti-
mately granted certiorari to resolve
the conflict.

Justice Sotomayor, writing for the
Supreme Court, began by noting that
although the Bankruptcy Code does
not define “retirement funds,” they
are “properly understood to mean
sums of money set aside for the day

an individual stops working.”9 In affirming the
Seventh Circuit’s decision, the court identified
three principal attributes of inherited IRAs that
demonstrate such funds are not preserved for
retirement, and thus not exempt under Section
522 of the Bankruptcy Code.

First, an inherited IRA account holder may
not invest any additional funds into the
account.10 In contrast, holders of traditional
IRAs and Roth IRAs, are encouraged to make
regular contributions over time and are penal-
ized for early withdrawals prior to retire-
ment.11 Second, unlike traditional IRAs and
Roth IRAs, the holder of an inherited IRA
must withdraw the entire account balance
within five years of the original owner’s death
or take minimum distributions annually.12
Lastly, in contrast to conventional IRAs, the
holder of an inherited IRA may withdraw the
entire balance for any purpose at any time
without penalty.13

After examining these differences, as well as
the objective of Bankruptcy Code exemptions,
the Supreme Court determined that inherited
IRAs represent vessels of wealth “that can be
freely used for current consumption, not funds
objectively set aside for one’s retirement.”14

Otherwise, Justice Sotomayor said, nothing
would prevent someone seeking bankruptcy
relief from using the entire balance of an inher-
ited IRA “on a vacation home or a sports car
immediately after her bankruptcy proceedings
are complete.”15 In fact, the court pointed out
that if funds in inherited IRAs were deemed to
be exempt, rather than provide debtors with a
“fresh start,” the Bankruptcy Code would be
furnishing debtors with a “free pass.”16

Notably, Clark does not speak to IRAs
inherited by a spouse. However, speaking for
the court, Justice Sotomayor noted that there
are special tax rules for IRA spousal beneficiar-
ies, including the ability for a surviving spouse
to “roll over” the IRA funds into his or her own
IRA account.17

Still, Clark does not preclude states from
providing a property exemption to inherited
IRAs under state law.  Individuals with IRAs
considering bankruptcy relief should consult
with bankruptcy professionals in order to fully
understand their options under operative state
and federal law, as this ruling will have a sig-
nificant impact on future retirement and bank-
ruptcy planning. 
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