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IRAs are about ‘free’ money and income tax savings:  Of course you 

have to think seriously about them 

 

 
 

Q: It seems like IRA and 401(k) 

accounts are complicated; why 

would I want to participate in a 

plan if I can’t take money out 

until I’m old? 

 

A: Let’s talk about free money 

and saving income tax. The 

opportunity to defer directly 

from your paycheck or write a 

business check before it is taxed, 

is the most valuable feature of 

IRAs and other qualified 

retirement plans. 

 

 It’s not that tax won’t ever be 

paid on these accounts; it’s that 

deferrals are likely to be taxed at 

a lower tax rate later during 

retirement. Another favorite 

feature is the opportunity to 

invest the money that is NOT 

paid in taxes and reap the 

rewards of the interest, dividends 

and growth in the retirement 

accounts tax deferred.  

 

Company 401(k) accounts 

usually match employee’s 

contributions; we call it ‘free 

money’. Employees may invest 

this account as aggressively or 

conservatively as their risk 

tolerance dictates. 

 

If an employee decides to leave 

the company before age 59.5, 

distributions from these 

company retirement accounts 

may be made as early as age 55 

without the 10% penalty that 

burdens IRA rollover accounts. 

Don’t roll the retirement account 

without careful planning. 

 

There’s also a rule 72(t) that 

allows withdrawals from IRA 

accounts prior to age 59.5 

without a penalty. These 

carefully calculated withdrawals 

must be done each year for five 

years and at the same exact 

amount. Get help with this. 

 

Financial planning techniques 

are used to maintain these tax 

deferred plans as long as 

possible. Although required 

minimum distributions must start 

at age 70.5, these accounts live 

on when the original account 

owner dies. Different rules apply 

to a spouse than other 

beneficiaries. 

 

Consider the math choices when 

there is a (much) younger 

spouse. If Wifey dies at age 75 

and leaves her IRA to her 50-

year-old husband, he can take 

distributions at her rate without 

incurring the 10% penalty, but 

only if he doesn’t roll it over to 

his own account. Remember, 

even though you may roll your 

spouse’s IRA and treat it as your 

own, there may be times when it 

doesn’t make sense. 

 

Qualified retirement accounts 

that are left to non-spouse 

beneficiaries may be transferred 

into a new account. The new 

(Beneficial) IRA account must 

be properly titled. Non-spouse 

beneficiaries are required to take 

distributions annually and pay 

ordinary income tax. These 

calculations are based on life 

expectancies (go to IRS 

Publication 590 for life 

expectancy charts). By the way, 

there’s a 50% penalty if you 

mess this up. 

 

Although the transfer may look 

like a “rollover”, technically a 

non-spouse beneficiary can’t do 

a rollover into his or her own 

name. The transfer must go 

directly from the 401(k) or other 

qualified retirement plan to an 

IRA that is maintained in the 

name of the deceased plan 

participant. Executors have made 

mistakes and caused 

beneficiaries to take these as 

lump sums. Be careful, without 

strictly complying with the rules, 

huge penalties or the loss of tax 

deferral status may apply. The 

IRS has no sense of humor, and 

the agency rarely lets folks off 

the hook for errors. 

 

According to the IRS Code, a 

“designated beneficiary” should 

be “an individual designated as a 

beneficiary” under the plan. If an 

estate or trust is named as 

beneficiary, the birth dates of all 

beneficiaries are considered and 

may reduce the opportunity to 

stretch out the distributions. 

Retirement account beneficiaries 

should be reviewed often. 

 

IRA owners may want to 

consider their heirs financial 

situations when designating 

beneficiaries. A windfall may 

cause a special needs person to 

be disqualified for government 
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benefits. Younger heirs may 

benefit the most by receiving an 

IRA inheritance. The younger 

the beneficiary, the longer the 

deferral of the retirement 

distributions. It’s like leaving a 

flexible stream of income. 

 

Deferring while you’re earning 

creates a steady income when 

you’re not. Complicated 

concepts? Sure. Worth the 

effort? Definitely!! 
 

Mary Baldwin, CFP® is an 
independent, fee-only financial 
planner at Baldwin and Associates, 
located in Indian Harbour Beach, 
FL. You can contact her at 321-428-
4555 or Mary@MEBaldwin.com. 
Send your financial questions to 
Business@floridatoday.com. 
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