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SIX POTENTIALLY COSTLY MISTAKES 
TO AVOID ON YOUR IRAS
BY ALEX JONES

With more than $7.2 trillion invested in American’s 
IRAs1, chances are you have used this tax advantaged 
savings account. As we start 2017, work towards 
preserving your savings for your retirement and family 
by avoiding these six common mistakes.

1. NOT MAXIMIZING YOUR  
ANNUAL CONTRIBUTIONS 
Individuals often fail to contribute the 
maximum amount annually allowed 
for their IRA’s. For 2016 and 2017, the 
maximum IRA contribution limit is 
$5,500 or $6,500 if you are over the age of 
fifty. An IRA is a tax-advantaged account 
for retirement savings, and it takes time 
and consistency to reap the full benefits. 
You can still make your IRA contributions 
for 2016 until April 18th. Don’t miss your 
opportunity to shelter more money from 
taxes.

2. NOT TAKING ADVANTAGE OF 
THE SPOUSAL IRA FOR A NON-
WORKING SPOUSE 
People assume that because a spouse does 
not work they cannot contribute to an 
IRA, as they have no earned income. 
Referred to as the “Spousal IRA,” this 
rule allows the non-working spouse to 
contribute under the same rules as the 
working spouse.  
 
3. NOT TAKING ADVANTAGE OF A 
ROTH IRA 
Many individuals skip the Roth IRA 
because they do not receive an immediate 
tax deduction. The Roth IRA offers tax 
deferral on any earnings in the account, 
and withdrawals may be tax-free if the 
account is older than five years and you 
are over the age of fifty-nine-and-a-half. 
In addition, the IRS does not require you 
to take Required Minimum Distributions 
(RMDs) at age seventy. You can withdraw 
the contribution you made to your Roth 
at any time without penalties or taxes. This 
useful trait can turn your Roth into an 
emergency fund. 

 
 

4. NOT NAMING OR UPDATING 
IRA BENEFICIARIES 
Failing to name a beneficiary and its 
contingent beneficiaries on an IRA may 
result in the distribution of the IRA to 
the owner’s estate, resulting in accelerated 
distributions and taxes. Not updating 
beneficiaries and coordinating with 
your other estate documents can lead to 
unintended results. An example would 
be an ex-spouse receiving assets because 
beneficiaries weren’t updated.  

5. NOT TAKING RMDS
Upon reaching age seventy-and-a-half 
the IRS requires you to start taking 
annual RMDs from your IRA. The 
required withdrawal is calculated by 
adding all of your IRA account balances 
and multiplying by the IRS “Uniform 
Lifetime Table.” If you fail to take your 
RMD, you are subject to a 50 percent tax. 
If you make a mistake and forget to take 
your RMD you can appeal to the IRS to 
have the penalty removed. However, your 
appeal is not guaranteed.

6. MISSING IMPORTANT DATES
When you inherit an IRA, you must 
decide whether to take distributions 
annually over life expectancy or within 
five years. Either way, you must start 
taking distributions by December 31st 
after the year of death. If you fail to select 
an option, the IRS will default to five-year 
payout, which may dramatically affect 
your taxes. 

Withdrawals from a Roth IRA prior to age fifty-nine-
and-a-half or prior to the account being opened for 
five years, may result in a 10 percent IRS penalty tax. 
Future tax laws can change at any time and may 
impact the benefits of Roth IRAs. Their tax treatment 
may change.

1Source: ICI (Investment Company Institute), “Appendix: 
Additional Data on IRA Ownership in 2013,” ICI 
Research Perspective, Vol. 19, No. 11A, November 2013. 


