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Six Best and Worst IRA Rollover Decisions
(When You Retire or Change Jobs)

IRA owners and their advisors can make expensive mistakes handling IRA rollovers. These mistakes range
from the simple to the complex. A simple mistake occurs when an employee takes a check when they retire and
their employer must withhold 20%. In order to complete a tax-free rollover, the IRA owner needs to replace the
20% withheld by their employer using their own funds to meet the tax-free rollover requirement within 60 days
(more on this later).! Then there's the more complex mistake—the advisor who dges not realize that his client was
born prior to 1/2/36 and qualifies for 10-year averaging. The tax on the funtentially be 20% using

averaging, but may be as much as 35% if a normal rollover is completed.?

Read on for the dos and don'ts of handling IRAs.

Best Decisi

2. Make optim. e of cred

0 an IRA, it is optimal to leave these funds in a separate rollover IRA,
under ERISA will follow the funds into the rollover IRA.

" IRS Publication 590.

*IRS publication 575.

? Ibid.

* Once rule 72(t) is selected, distributions must be taken for at least five years on that schedule or until age 59Y2, whichever is later. Failure to
complete the schedule will result in a 10% penalty on prior withdrawals.
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According to the Supreme Court, IRAs are creditor protected to the extent reasonably necessary for your
support. In the case of people with other assets, it is unwise to rely on the Courts decision.’

Individuals may in fact have protection under the federal bankruptcy laws or their state's rules addressed below.
Unfortunately, the protection one has is not always clear. Not all states actually use the federal bankruptcy
exemptions. In fact, some have state level bankruptcy exemptions. Consequently, in some states, the exemptions
must be used; in other states, the individuals have the choice of federal or state exemptions, and only in the
remaining states must the federal statutes be used. Consequently, the Supreme Court's decision will only apply in
states where the individual has a choice between state and federal exemptions and ghooses the federal exemptions,
or in states where the federal rules must apply.

ERISA protection provided to money in a qualified plan [401(k), etg] universally~pre-empts state law and

it is wise to check with legal counsel.

3. Re-Check Your Beneficiaries

y will inherit your IRA. If there are any adverse
ay Want to have the IRA split so that each account goes to

IRA. Your will or living trust has no\control over your IRA, so make sure your IRA beneficiaries are exactly as you
desire.

3 Rousey v. Jacoway (03-1407).
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Worst Decisions

1. Get a check from the company

Of course, this is just foolish. The company must withhold 20% from the payment, so that a person with a
$100,000 account will have $20,000 withheld, and will receive a check for $80,000. In order to complete a tax-free
rollover, the taxpayer must deposit that $80,000 in an IRA plus $20,000 from t ocket to complete a tax-free
$100,000 rollover.

The taxpayer may eventually get the $20,000 withheld as a tax refund
their cash flow, as they need to complete their IRA rollover within 60
qualified plan.

stock, pay tax on it now, and roli-th : . Phis way you will pay no current tax on

the Net Unrealized Appreciation (NUA ( et e IRA. The only tax you pay now would
be on the cost of the stockAthe 3 he pla

If you withdraw the AKe 22 ave to pay a 10% penalty (the penalty is only
applied to the amount that g

6 IRS Publication 575.
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Hypothetical Example

Jackie just retired and has company stock in her profit sharing plan. The cost of the stock was $200,000 when
acquired in her account, and is now worth $1 million. If she were to rollover the $1 million to her IRA, the money
would grow tax-deferred until she took distributions. At that time, the withdrawals would be taxed as ordinary
income (up to 35% federal). When Jackie dies, her beneficiaries would pay ordinary income tax on all of the money
they receive.

different. She would have to pay ordinary income tax on the $200,000 basis. Ho¥ the $800,000 would not be
currently taxable. And she would not have to worry about required minimy ns on the shares. If she

But if Jackie withdrew the stock from the plan rather than rolling it into her JRA, her tax situation would be

(based on tax rules in effect in 2011); and, therefore, would pass ixcorhe tax-free.

With NUA (Without NUA

35% Tax on $200,000 $70,000] —35% Tax en $1 mih\'m{l
15% Tax on $800,000|  $120,040]

Total Tax|  $190,000 N\ $350000/

Let's assume the stock value increaseg’to $1.5 million

N\  With NUA “Without NUA
Paxable Amounty $1 3vaillion $1.5 million

" Tax Rate Isq| 7 35%
Potentipﬁh@gme Tax tom \$\195 ,000

Plu@mountﬁm@ously Pzﬁl\ $W
N Total Tax O $265,000 $525,000

Fina y@t Jackie

d in fiye years after the stock increased to $1.5 million. What would her
beneficiaries have to pay?

five years, and she decidesto sell.

N\ ) With NUA Without NUA
TaXabte’Amount [$800.000 $1.5 million
~_ ) | TaxRate|15% 35%
Income Tax|$120,000 $525,000
Amount Recél\(mgStep-Up in Basis |$500,000 0
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3. Rollover after-tax dollars

Sometimes, qualified plan accounts contain after-tax dollars. At the time of rollover, it is preferable to remove
these after-tax dollars, and not roll them to an IRA. That way, if the account owner chooses to use the after-tax
dollars, he will have total liquidity to do so.

You can take out all of the after-tax contributions, tax-free, before rolling the qualified plan dollars to an IRA.
You also have the option to rollover pre-tax and after-tax funds from a qualified plan to an IRA and allow all the
money to continue to grow tax-deferred.

The Pro Rata Rule requires that each distribution from an IRA contain a proportionate of both the
taxable and non-taxable amounts in the account. The non-taxable dmqunts are called is. 5 basis is
the amount of non-deductible contributions made to the IRA.

Example

a company plan to an IRA bears many complicated
e, we welcome your questions.
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Your,
PHOTO
Here
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About
Your Name

Rep Biography Here

Please note that securities representatives are always required to submit a copy of
their personalization along with the booklet to their designated compliance officers for
approval prior to use. As such, your personalization should accurately reflect your
education, previous employment, and qualifications. Additionally, please note that the
use of testimonials are restricted and sometimes fo den by federal securities law.
] y the street address of a
non-branch location must provide the address/And tele umber of the registered
branch office or Office of Supervisory{urisdiction ly supervising the
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About
Your Company Name

A Paragraph About Your Company Goes Here: Please be advised that contact information which provides the street
address of a non-branch location must provide the address and telephone number of the registered branch office or
Office of Supervisory Jurisdiction directly supervising the non-branch.

Bullet Point1 - Include your text here, include your text here, include your texthere, include your text
here, include your text here.

Bullet Point2 - Include your text here, include your text here, include your teXt herecinclude your text
here, include your text here.
here, include your text here.

Bullet Point4 - Include your text here, include your text k
here, include your text here.

Bullet PointS - Include your text here, include
here, include your text here.

your text

Bullet Point6 - Include your text here, ir
here, include your text here.

yere, /clude your text

Company Name
Any Street
our Town, ST 99999
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