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DISCLAIMER 
 

These materials are designed to provide informative and useful information. 

Tax laws are subject to change and vary according to individual 

circumstances. ISU are not in the business of rendering legal, tax, or other 

financial advice. It is to be understood that tax, legal or other financial 

advice is not being rendered.  Accordingly where the situation dictates, a 

more thorough research of the applicable law (or other data) may be 

necessary as well as the counsel of a competent professional. 

 
About Al Aiello, CPA, MS Taxation, Real Estate Investor: Al has been a 

real estate investor for over 25 years. He first got his real estate license and 

went on to broker millions of dollars of real estate. He then got his CPA by 

passing the first time; then got his Masters in Taxation graduating with the 

highest honors in this rigorous program. He was immediately hired as 

adjunct professor where he taught partnerships, corporations, asset protection 

and real estate taxation (a course that he suggested, created and developed). 

With his home study courses, he has thousands of students across the country 

who uses his strategies to pay little or no taxes, to audit-proof their returns 

against the IRS and to protect their assets. Al is known to have a character of 

high integrity; is professional, congenial, and well liked by seminar 

participants 
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TRAP 1: Not Checking Beneficiary Forms 
 

Reason Why Extremely Significant.  Bar none, the beneficiary form is the 

single most important estate planning document when it comes to IRAs - 

and Roth IRAs. It controls who will ultimately end up with the money and 

how long they will be able to keep it (the “stretch IRA”). So in effect, the 

IRA (or Roth IRA) beneficiary form really determines the ultimate value of 

that account. That is how significant it is. 

 

Even More Important With A Roth IRA.  Like any other new retirement 

account, a new Roth IRA will need to have beneficiary forms submitted for 

it. Furthermore, not having beneficiary forms for your Roth IRA is even 

worse than not having them for your traditional IRA (although neither is 

good and should never happen to you). 
 

Reason: Without favorable default provisions in the custodial agreement; 

an individual who inherits an IRA without being named on the beneficiary 

form will not be considered a designated beneficiary. In such a case, if the 

IRA owner died before age 70 ½, the required beginning date (RBD), the 

beneficiary must empty the account within five years. If the IRA owner 

died after their RBD, the beneficiary must take distributions over the IRA 

owner's remaining single life expectancy, had he lived. 
 

NO Designated Beneficiary = Faster Vacating of The IRA Account = A 

Big Loss.  A Roth IRA has no required distributions. That means that a 

Roth IRA owner can never reach their required beginning date (RBD). So if 

there is no designated beneficiary, the account will always have to be 

emptied within five years after death. This includes when the estate is 

named as the default beneficiary, which is common in many plan 

documents and IRA custodial agreements. An estate has no life expectancy 

and is never a designated beneficiary. Even though the same beneficiary (a 
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person) might ultimately inherit the account through the estate, because they 

are not listed on the beneficiary form, that person will not be considered a 

designated beneficiary – since they are not really a beneficiary of the IRA, 

but rather of the estate.  
 

A Multi-Million Dollar Lifetime Mistake. The assets in a Roth account 

grow tax-free; so the longer it can be compounded and grow within the 

Roth IRA, the greater accumulation of compounded tax-free funds. If it is 

vacated prematurely, without tax-free compounding, the losses will be 

exponential. Many older, wealthy people are converting now in order to 

allow their loved ones (children and grandchildren) to stretch out tax-free 

distributions over their lifetimes. These older taxpayers might not live long 

enough to make the conversion profitable, but by incorporating the next 

generation, it becomes a great planning strategy and wealth-transfer vehicle. 

All that planning is for nothing though, if there's no beneficiary form  

And the account has to be withdrawn in five years after death. For a 

younger beneficiary who would have been able to keep this account 

growing tax-free over many years, this can become a multi-million dollar 

lifetime mistake!  
 

Example of This Multi-Million Dollar Lifetime Mistake. Assume when 

the Roth owner dies, there is $100,000 in an inherited Roth IRA account at 

a 7% return accumulating for 5 years versus 50 Years as follows.  

 

   5 years__ 

$100000 PV 

      5n       

      7i 

= $140,255 

   50 years__ 

$100000 PV 

      50n 

      7i 

= $2,945,702 
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Difference:  $2,805,447 Multi-Million Dollars.  If it were 60 years, the 

accumulated sum would be $5,794,642 or a $5.6+ multi-million-dollar 

mistake.  

 

YOU KNOW WHAT-TO-DO! Check that new beneficiary forms are 

properly completed and in place for all new Roth accounts created…So 

your family does not lose millions! 

 

 
TRAP 2: Mistakes With The 60-Day Rollover 
 

Beware When Not a Direct Trustee-To-Trustee Transfer. Like any 

transfer between retirement accounts, the best way to move funds from an 

IRA to a Roth IRA is by trustee-to-trustee transfer (a direct rollover).  

 

 

Trustee  

 

 
 

To 

 

Trustee 

 

= 

 

Tax-Free 

Rollover 

 

But some company plans or IRA custodians do not offer this provision. 

Instead, they will simply write you a check and send you on your way. In 

such cases, you have only 60 days to place these funds into another 

qualifying retirement account, including a Roth IRA. 

 

Past 60 days = NO Tax-Free Rollover. If the 60 days pass without the 

funds being recontributed to another retirement account, the funds become 

taxable and are no longer eligible for a tax-free rollover (conversion to a 

Roth IRA). The only remedy for this is to request an IRS private letter 

ruling to grant you an exception to be taxed by failing to make the 60-day 



9 
 

deadline. But such IRS private rulings can both be expensive and time 

consuming; and even then, there is no guarantee that IRS will rule in your 

favor. 

 

 

Custodian

Check  

 

 
 

> 

 

To You 

 

= 

 

Taxable 

After 60 

Days 

 

 

WHAT-TO-DO: If you must receive a check, one way to avoid this 

problem altogether is to see if the issuing plan/custodian will make the 

check payable to the new Roth IRA (i.e. "Company Y as Custodian f/b/o 

Mary Smith Roth IRA"). Such a check (where you cannot cash it) would be 

considered a direct transfer and would not fall under the 60-day rule and 

therefore not be taxed. 
 

Another way to avoid this 60-day rollover trap is to make certain that any 

funds converted to a Roth account actually end up there. This sounds easy, 

but all too often funds are mishandled, either by a custodian, an assistant, 

or a financial advisor who doesn't properly monitor the transfer and the 

funds end up in the wrong account - only to be discovered too late after the 

60-day window has passed.  
 

TIP: Especially Be careful of wire transfers. 

 

 

Carefully check that assets are contributed to the correct account. This 

should be checked right after the funds are transferred. Be alert that 60 
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days can fly by quickly and cause big problems for you if you request a 

Roth conversion and instead end up with a big tax bill and no Roth IRA to 

show for it. 

 

 

TRAP 3: Not Taking Out Required Minimum Distributions 
(RMD’S) Before Roth Conversions  
 

Haste Makes Waste With RMD’S And Roth Conversions. Many high-

income retirees have been counting down the days so that they could 

convert to a Roth and no longer have to deal with required minimum 

distributions (RMDs). But now that the time has arrived, they have to be 

careful not to act too quickly. In their rush to convert, some IRA owners 

might convert their entire account balance, not knowing that their RMDs 

cannot be converted to a Roth IRA.  For example, individuals who are 70 ½ 

or older in 2010 must first take their 2010 RMDs if they plan to convert all 

their IRAs to Roth IRAs. The first dollars withdrawn from the IRA are 

deemed to be the RMD until that amount is satisfied. Once the RMD is 

withdrawn, then the remaining IRA balance can be converted. 

 

ALERT - 6% Excise Tax: Mistakenly "converting" an RMD could result 

in an excess contribution to the Roth IRA and would result in a 6% excise 

penalty for each year it remains in the account (which could add up). The 

RMD funds withdrawn though, can be used to contribute to a Roth IRA if 

the IRA owner qualifies to make a Roth IRA contribution. But presently, 

that contribution is limited to $6,000 (age 50 or over) or the IRA owner's 

earned income, whichever is lower. The RMD can also be used as a source 

to help pay the tax on the conversion of the remainder of the IRA 

account(s). 
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ALERT - Multiple Company Plans:  Be careful if you are over age 70 ½ 

and are converting from multiple company plans. While the RMD for all 

IRA’s can be taken from any combination of IRAs (including just one if 

there are adequate funds), each company plan has its own RMD. Each 

company plan RMD must be separately taken before the remaining funds in 

that plan can be converted. 

 
 
TRAP 4: Non-Spouse Beneficiaries Can Convert 
Inherited Qualified Plans But Not Inherited IRAs 
 

New Rules For Inherited Plans. Effective January 1, 2010, any non-

spouse beneficiary who inherits a qualified (“Keogh) company  

 

Retirement plan is eligible to convert that plan to an inherited Roth IRA, 

and the plan must allow this transfer. Before 2010 the plan did not have to 

allow the transfer, even though the law allowed the post-death conversion. 

With the new law, this conversion must be done by a direct transfer since 

non-spouse beneficiaries can never do a 60-day rollover. But, while a non-

spouse beneficiary who inherits a qualified (“Keogh”) plan CAN convert to 

an inherited Roth IRA, if the same beneficiary inherits an IRA they 

CANNOT convert it to an inherited Roth IRA. Reason: Because the tax law 

says so – “the law is the law”!  It is not a fair provision, but until Congress 

decides to make a change, that's just how it is. 

 

Must Have a Properly Titled Inherited Roth IRA. Non-spouse plan 

beneficiaries who convert inherited qualified plan balances to an inherited 

Roth IRA must be aware that the funds cannot go into their own Roth IRA. 

They must go to a properly titled inherited Roth IRA. The name of the 
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deceased plan participant must be in the title of the account, and the title 

must also indicate that it is an inherited Roth IRA. In addition, the 

beneficiary cannot make contributions to this inherited Roth IRA. 

 

 

Inherited Roth – Non-

Spouse Beneficiary 

Properly Titled Inherited 

Roth - Name of Deceased. 

Not Beneficiary Name 

 

Another Big Trap – 50% Penalty For Not Taking Required Minimum 

Distributions (RMDs). Non-spouse beneficiaries who have inherited Roth 

IRAs (either by inheriting a Roth IRA or by converting an inherited 

qualified (“Keogh”) plan must take required minimum distributions 

(RMDs) beginning no later than December 31st of the year following the 

year of death of the Roth IRA owner. Unlike non-inherited Roth IRAs, 

which have no RMDs, inherited Roth IRAs are subject to these RMD 

requirements. And failure to take these RMDs could cost you a 50% 

penalty on what otherwise would have been a tax-free distribution. Ouch! 

 

 

TRAP 5: The 10% Penalty Trap 

 

No 10% Penalty For Roth Conversions, But Except For Two Traps. 

The 10% early withdrawal penalty applies when funds are withdrawn from 

an IRA before age 59 ½ (age 55 for a plan, if separation from service 
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occurred during the year a participant turned age 55 or older) and no 

statutory exception applies. The Roth conversion is one of the exceptions.  

IRA or plan funds withdrawn at any age are not subject to the 10% penalty 

if those funds are converted to a Roth IRA.  
 

 

But two tax traps can still trigger the 10% penalty.  
 

Trap (1): If some (or all) of the funds withdrawn are used to pay the 

conversion tax. That is a bad move. Since funds used to pay the conversion 

tax are not actually converted to the Roth, they will be subject to the 10% 

penalty in addition to income tax. 
 

Trap (2): When funds converted to the Roth are withdrawn within the first 

five years and the Roth IRA owner is still under age 59 ½. You cannot 

avoid the 10% penalty by first converting to a Roth IRA and then 

withdrawing converted Roth funds to pay the tax. In general, using IRA 

funds to pay a conversion tax is not worth it, but paying a 10% penalty 

makes this a terrible and expensive tax blunder. 

 

These Traps = Lesser Funds In The Roth. In addition to being a bad tax 

blunder, paying the conversion tax from the IRA funds means that less of 

the IRA withdrawal can be recharacterized to a Roth since only funds that 

are actually converted to a Roth can be recharacterized. 

 

 

TRAP 6:  Loss of Deductions, Exemptions, Credits and 
More With a Jump In Income From Roth Conversion 
 

Tax Benefits That Can End Up Down The Drain. Under the tax law, 

there are certain deductions, exemptions, credits, and other tax benefits that 
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get phased out or otherwise eliminated as your income increases, such as 

from a Roth conversion. As for one example, such an increase in your 

income (more specifically Adjusted Gross Income - AGI) increases the 

capital gain tax bracket if you have a capital gain from the sale of real estate 

or stock. It also increases the amount of any Social Security includable in 

income. An increase in AGI could also cause additional tax liabilities from 

elimination or reduction of the following: Certain itemized deductions, 

casualty/theft losses, traditional IRA deductions, personal exemptions, the 

$25,000 passive loss allowance for rental properties, and the child care 

credit. All of the above simply means higher taxes. 

 

You Need To Plan In Advance. When deciding to do a Roth conversion, 

you need to account for the potential loss of these benefits. Seniors also 

need to look at the effect a Roth conversion can have on the taxation of 

Social Security benefits and the increases in Medicare Part B premiums that 

can be triggered for the year(s) that Roth conversion income is included. 

This is an issue to address ahead of time so you can prepare for potential 

additional expenses or decide not to do the conversion. See next. 

 

Planning Strategies To Reduce AGI And Your Tax Liability: 

 

1. Create more deductions with a Qualified (Keogh) or SIMPLE plan 

contribution. These are other types of plans (with deductible contributions) 

besides a Roth IRA. 

 

2. Create more business deductions (especially overlooked ones) such as 

family salaries & fringe benefits, home office expenses, first year expensing 

of business assets, etc. 
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3. Create more deductions with rental property losses, especially with 
componentizing depreciation which creates large non-cash (paper) losses.  
 

4. Defer income (gains) on the sale of investment real estate with a 1031 

exchange.  

 

5. Defer income (gains) on the sale of investment real estate with Section 

453 installment sale /seller financing.  

 

6. Use certain year-end tax-reduction strategies, such as accelerating 

deductions into the current year.  

 
[NOTE: For more info on 3, 4, 5 and 6 above, refer to my system The 

Renaissance Goldmine of Brilliant Tax Strategies for Real Estate Investors. 
https://TractionREIA.com/al ] 

 

7. Eliminate income on the sale of your home with the $250,000/$500,000 

homeowner exclusions.  (For more info, refer to my special report, How To 

Take Maximum Advantage Of The $250,000/$500,000 Exclusions Of Gains On 
Home Sales.  

 

Another Strategy - Do A Partial Conversion: This could still keep you 

below whatever income limit saves you the most taxes. 
 

2010-Only Strategy: It may make sense to revisit the special 2010 

provision which allows you to spread your income over two years. If 

enough tax or other benefits will be lost, it may be better to pay the tax all 

in 2010 and lose the benefits for only one year as opposed to two. 
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TRAP 7: College Financial Aid Loss 
 

Retirement Plans Are Excluded. Getting financial aid for a college 

student can sometimes can be a very difficult endeavor. However, one safe 

haven for parents is usually their retirement accounts. Generally, most 

schools exclude these assets when considering a student's eligibility for 

financial aid, whether there is $1,000 in the accounts or $2,000,000.  

 

But Your Income Is Included. On the other hand, your income is one item 

schools tend to look at very closely. And that's exactly what a Roth 

conversion creates - income. That is, a Roth conversion will cause a sharp 

increase in income for the year or years where the income is included. 

While this additional income may be a deviation from the norm and may 

not represent typical income levels, it can cause a loss of valuable financial 

aid. 

 

WHAT-TO-DO: Parents of students who are receiving, or who hope to 

receive, financial aid may want to hold off on converting until their child no 

longer needs assistance. 

 

 

TRAP 8: Thinking You Are Too Old To Convert Or 
Contribute To A Roth  
 
Never Too Late. Just about no one is too old as long as they have earned 

income as the basis to make Roth IRA contributions. This is more of a 

contribution issue, than a conversion issue, but could be. And perhaps not a 

“trap” in the same sense as the others are. But it does relate to Roth IRA’s 

and can end up with the loss of significant savings which, in effect, is like a 

tax trap.  
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Example – Not Being Too Old. Assume you have a 75-year-old 

grandfather who is retired. You can hire him part-time in your business to 

do clerical work – filing, copying, answer the phone, etc. Here you can also 

deduct the salary as a business expense. You can even hire him outside a 

business for maintenance and cleaning duties for your home.  Because this 

would be for personal use, the salary would not be deductible here, but 

again the basis for making Roth IRA contributions. (So if you have a 

business, the better way is your business paying and deducting the salary. 

But either way accomplishes the ensuing wealth accumulation). You pay 

him $5,000 a year salary (earned income) which you can pay in the 4th 

calendar quarter to reduce payroll filings.  

 

The Benefits Are Substantial. He contributes the $5,000 to a Roth IRA for 

the next 10 years of his life, naming your one-year-old daughter as the 

designated beneficiary of the Roth.  In 10 years at 6% compounded 

annually **the Roth would have grown to over $65, 900. Is that enough? 

Sure, but there is more. Upon the demise of grandfather, your daughter 

inherits the Roth and she can “stretch” the accumulated $65,900 over her 

life expectancy, depending what her age is.  Assume she is age 11 and her 

life expectancy is 75 years old.  Assuming the same 6%, withdrawing only 

the minimum each year, the accumulated amount would be over $2,700,000 

tax-free dollars.  So look at what your family would be losing - a LOT!  

Now we can definitely call this a TRAP!! 

 
 

MORE ROTH IRA TIPS 
 

A Child Gift of $5,000 For a Roth. Did your child or grandchild work this 

year? A Roth contribution by you is a great gift.  
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[TIP: You have until the following April 15th to make IRA and Roth IRA 

contributions for the prior year. For example for 2011, you have until 

April 15th, 2012 to make the contribution for 2011. But for reasons of 

early compounding… the earlier, the better]. 
 

You can give $5,000 or what the child earned, whichever is lower. (The gift 

is not taxable to the child, but you have may have gift tax consequences, 

although there are statutory exclusions. Check with competent counsel). A 

Roth for the child can grow into a nice nest egg, especially if you keep 

making contributions each year.  

 

Hire And Deduct Children In Your Business – Including Babies! The 

child can even work for you in your business, where you hire the child. This 

includes babies where you use their cute photos in your marketing, such as 

on your web site. Under the photo you can have something like this – My 

Mommy and Daddy Have The Best (whatever you do), So Please Contact 

Them. You deduct the $5,000 - saving you an average of $1,500 in taxes 
and the child does not have to pay income tax on it. So now your 

“effective” Roth contribution is only $3,500 ($5,000 - $1,500). PLUS, using 

baby photos is good marketing giving you credibility (“From the mouth of 

the babes comes the truth”). 
 
 

More info here:  

https://TractionREIA.com/al  
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