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Plan retirement

Cangrexs has
cunstructed  an
obstacle course
in the form of
distribution and
cicras  accumu-
lation rules that
discourage fe-
tirement plan
distributions
that are not only
oo early or too
much, but also
toa late or too lit-
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Inertla Can Be Dangrrous —

Plan participanta sometimes de-
velop & “sacred cow™ mentality
toward qualified plans, tax-
sheltered annuities and {RAs tfor
simplicity, hereinafler referred to
as “qualified plans™) during their
eaviag years. Recognizing the ad-
vantage aof tax-deferred growth,
they contemplate liquidating
their tas-deferred plans only after
exhausting all their other asscts.
But plan participants who defer
retirement plan distributions un-
til the minimum distsibution
rules apply at age 0% face the
following risk:
® Being forced by the minimum
distribution rules to take an ex-
crss distribution that is subject to
& 15-pervent excise tax.
B Dying with a plan balance that
subjects their estates to & 15-per-
cent surtax for an “cxcess retire-
ment accumulation.”

Your Rel Account

Any distributions be-
fore ago 70%, howev-
or, should be taken
only after carefully
welghing all of the
participant’s other fi-
nancial and tax clr-
cumstancos. For ox-
ample, a thorcugh
analysls may indlcato
that the advantages
of tax-deferrod
growth outwelgh any
additional taxes.

Four Distribution Rules to
ftemember

Penalty For Enrly Withdraw-
al — Any distribution from a
qualified plan prior to a partici-
pant reaching age 59'4 will be
taxed at the partici ‘s ordi-

istribution to save taxes

Plan incoption
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[~Too Much® - 18% on axcess sccumulation
(can bo defeered unt!l death of spous:

inflation) — or a higher grandfa.
thered amount elected on 1987 or
1988 federal income-tax returna

Less present value of alngle life

— will be aubject to an additional
15-percent excise tax.

Exceas Rotlromont Accumu-
letion — A 15-percent estate sur-
tax on excess retirement accumu-
lations at death complements the
1‘..5‘pe_{ﬂ-nt txcise tax on excess

nary income-tax bracket, plus a
10-percent cxcise tax. The ezcize
tax does not apply to distribu-
tions (1} on account of certain
medical expenses, (2) upon the
death or disability of the partici-
pant, {3) after the participsnt
separates from service after reach-
ing age 55, and (4) that are made
in the form of “substantially
equsl petiodic payments” over
the participant's life or the joint
lives of the participant and his ar
her beacfici

Mzy Be Larger Than You
Thisk — Many people who do
not consider themsclves to be
“wealthy™ will find that, as tite

Y-

Minimum Distribution Re-
quirement — Minimum distri-
butions must begin when the par-
ticipant reaches age 70%. The :‘t-

huts h

tax-deferred .

quired

tion of assets and compounding of
income are cresting substantial

qualified plan balances — possi-
bly subjecting them to the above
isks

ris.

Planning Can Reduce Or
Eliminate These Extra Tazes
— Many plan participants can re-
duce or avoid the excess distribu-

ton/ 1

ticn taxes altogether through pru-
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dent planning.
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consists of the zmount accumu-
lated in the plan divided by the
participant's lifs expectancy.
Joint and surviver benreficiary
designations, such as the partici-
pant and spouse {or @ child or
grandchild), can be used to extend
the distribution period. Failure to
take minimum rrquired distribu-
tions on time resulls in an excise
tax that is 50 percent of the distri-
bution amount.

Excess Distribution
Amount distributed in any one
year from qualified plans in ez-
cess of 150,000 (as adjusted for
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ions during life. Such ac-
cumulations are defined as the
amount by which the value of all
qualified plana exceeds the great-
et of the unused grandfathered
amount or the present value of a
siﬁglu Iil‘ermnuily of $150,000 (s

d for infistion) 11

over the life y of an in-

annuity of $150,000 per ycar
{790,230)

Bacess reth latl

. 1,209,770

Special estats tax rate 15 percent
Estate surtax $18),466

1t is important to noto that this
estato surtax cannot be reduced
by federal estate tax deductions
{i.e., marital or charitable be-
quests) or credits (i.e., unlfied
ctedit exempting up to $600,000
from eatate tax).
Planning Tips

Conslder Paylng Incomo
Taxes Early — By beginning dis-

ibuti soon after turning age

dividual at the decedent's age (us-
ing Treasury interest rates and
mortality tables). For example, an
individual 80 years old who dies
owning reti with

§9%, a participant can avoid tho
10-percent early withdrawal tax,
and may avoid the 15-percent ex-
cess distribution or excess accu-

1 taxea. Any distributions

a combined balance of $2 million
as of the cstate-tax valuation date
will have an excees retirement ac-
cumulation of $1,209,770, and the
estate will have to pay an addi.
tiona) tax of $181,466, computed
as follows:

Value of all qualified plans
$2,000,000

befare ago 70'%, however, should
be taken only after carefully
weighing all of the participant’s
other financial and tax circum-
stances. For cxample, a thorough
analyais may indicato that the ad-
vantages of tax-defe growth
outweigh any additional taxes.
“Take Advantage of the Spousal
*Takeover” Election — If a de-

cedent’s catato 1a liablo for & sur-
tax due to an excess retircment
accumulation and the decedent's
spouse is the sole beneficlary of
the retirement plan, the spouso
may defer or eliminate the surtax
by electing to assumo the owner-
ship of the plan. The spousa can
then name his or her own benefl-
ciary and catablish a new minl-
mum distribution period, based
on their joint life expectancy
(subject to Treasury regulation
limitations). :

The accompanying chart illus-
tratea the distribution exclso tax-
es and the excess accumulation
surtax, and highlights the period
from age 63% to 70% when distri-
butlons can be taken to possibly
avoid or minimize such taxes:

Thesae arc just some thoughts to
consider, Your legal and tax ad-
visor can provide more detsiled
information and should be con-
sulted before any action is taken.

Sid Mittra, Ph.D., CFP, is pro-
fessor of finance, Oakland Univer-
sity, Rochester Hills, and owner,
Mittra & Associates, a Troy finan-
cial consulting firm. Deloitte &
Touche supplied the material for
this orticle.
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BUSINESS
MILESTONES

Thia column highlights promo- ~
tions, tranalers, hirlnga, openlogs

and other koy business nowa with «.

Farmington-area connectionsa. «
Send & brief blographleal summa-
ry — including the towns of real-

dency and employment and a°

photo, 1f posaible, to: Buainess
Editor, Farnmington Obaerver,
33411 Grand River, Farmington
48335, Tho Observer's fax number
is (810) 477-0722,

June Crafton Flake of Farm-"

ingtan Hilla has joined ERA
Bonker's Realty s o selcs assocl- |
ate, according to John C. Ross,
Momber Broker of the Fanning-
ton reat eatate company.

Madison Nations] Bank:
opened n now branch offico in
Farmington Hills located at 38356
12 Mile Road, cast of Halsted
Roud. . .

Kurtz, a 1991 Farming-.
tan High School alumna, is a new

acquisition to Multi-Media Ser- =

vices of Alexandria, Va. She
joined the Washington, D.C.
based firm as a media buyer to o
sist with the Bob Dolo for Preal.
dent account durlng the natlanal
primary electlon.

Previoualy, Kurtz intemed in K
the Woshington offices of US. :

Rep. David Mclntoah, She Is a =

1995 cum lnude gradusts of Ball,
State University, where szhe
earned a bachelor of acience de-
gree in telccommunications.

-

Kurtz nlso volunteers at the’

Veteran's Hospital,

Charles Cobb has been named

dircctor of manufacturing at fnal- ..

fa Hollandin, Inc., a leading sup-
pher of OEM clectric-sliding sun-
roofs to the worldwide automotive
industry.

Based in Farmington Hills, In.

olfs Holandia Inc. [s one of-
North America’s leading aup--
pliers of roof syatems to the nuto-
motive industry. .
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Rouge Couturs from Givenchy Baauté

tho lips In tho vame way & Hauta Couturo gown graces the body.
Aated for h long ifity and roi . with .
end L 1o help provent crying and pecling.

Plua mosetusizers ond LVB sun filters, (o kaep Ups soft and protocied. $20

Tha periect comploment: maiching Couture Long-Lasting Nall Colour, $14.
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