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How to avoid 10 common mistakes
THE EXPERTS: IRAs

Bruce Williams 

	Whether you’re a business owner or an individual, investing for your and your family’s future can sometimes be a daunting task. To help you avoid mistakes, I’ve compiled a list of the most common ones and how you can avoid them. I hope this helps you in preparing for future goals.

1.     Failing to complete an indirect rollover within 60 days. You only have 60 days to reinvest funds or risk losing the tax-deferred status. There are two types of rollovers, indirect and direct (trustee to trustee). If you do an indirect rollover, 20 percent of your account’s value will be withheld by the IRS. You can request a refund the following year if your rollover is completed within 60 days, but you lose 20 percent of your account’s value for that period of time. In contrast, a direct rollover avoids any mandatory tax withholding and there’s no 60-day period to be missed.

2.     Required minimum distributions. With a traditional IRA, you must begin taking RMD by April 1 of the year following the year you reach age 70½. The annual RMD is the prior year-end balance of all your IRAs divided by your IRS life-expectancy factor. If you don’t take your RMD, there’s a 50 percent penalty on the RMD not taken.

3.     Spousal continuation.  A spouse has the option of treating his/her late spouse’s IRA as their own or rolling the IRA assets into their own IRA.  What one should do depends on age and income needs.

4.  Beneficiaries failing to “stretch” their IRA distributions.  If a beneficiary liquidates inherited IRAs too quickly, there are immediate income taxes due. A “stretch” plan can minimize taxes by limiting the distribution to the RMD.  

5.  Failing to name a beneficiary or update a beneficiary. Failing to have a proper beneficiary may subject the IRA to probate, payment of higher taxes, and require earlier or unintended distributions.

6.     Transferring inherited IRAs to non-spousal beneficiaries. This can result in an immediately taxable distribution. You need to plan carefully to avoid this problem.

7.  Failure to properly address IRAs in estate planning. Trusts need to be properly structured or distributions will have to be paid out within five years after the death of the owner. If not performed properly, this could result in higher taxes.

8.  A beneficiary fails to name a successor beneficiary. If this occurs, the estate is the beneficiary and the IRA will need to pass through probate. As soon as you inherit an IRA, be sure to name a primary and contingent beneficiary.  

9.  Overlooking income-tax distributions with respect to inherited IRAs.  IRAs are generally included in the owner’s estate for federal estate tax purposes.  If estate taxes were paid, the beneficiary may have the right to an income tax deduction equal to the amount of the estate taxes attributable to the inherited IRA.  

10.      Keeping assets in an employer-sponsored plan after retirement:  While your assets can continue to grow tax-deferred and you have the same investment options, transferring those assets to an IRA may result in substantial tax savings, better investment options and increased estate planning flexibility.  

There’s an old saying that I believe applies to this subject: “It’s better to be prepared than to be planned.” Taking the steps you need to protect yourself and your family can avoid costly mistakes that minimize the size of your hard-earned savings.  
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