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GAO Weighs in on Mega IRA Controversy
Mega IRAs – the moniker given to retirement saving accounts with over-in�ated
values -- have become a popular target of critics and a potential revenue source for a
cash-strapped Treasury Department. Now a new report by the Government
Accountability ...
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Mega IRAs – the moniker given to retirement saving accounts with over-in�ated
values — have become a popular target of critics and a potential revenue source for a
cash-strapped Treasury Department. Now a new report by the Government
Accountability Of�ce (GAO) adds more fuel to the �re. In the wake of the report, the
chairman of the tax-writing Senate Finance Committee (SFC), Senator Ron Weyden
(D-OR), has pledged to help push through legislation on mega IRAs.

But rest easy that no one is threatening to remove the basic bene�ts of IRAs. Under
long-standing rules, you can contribute amounts to an IRA within certain annual
limits. The contributions may be invested in a variety of ways with only a handful of
restrictions. Best of all, there’s no current tax on the earnings until withdrawals are
made.

The two basic types of IRAs are the traditional IRA and the Roth IRA, which debuted
in the late 1990s. With a traditional IRA, contributions may be wholly or partially
tax-deductible, depending on whether the IRA owner (or spouse, if a joint �ler) is an
active participant in an employer retirement plan and if modi�ed adjusted gross
income (MAGI) exceeds a speci�ed annual level. Distributions are generally taxed at
ordinary income rates plus a 10 tax penalty may be imposed on pre-age 59 ½
payouts.

Conversely, with a Roth IRA, deductions are never tax-deductible, but quali�ed
distributions (e.g., those made after age 59½) from a Roth in existence at least �ve
years are completely tax-free. In addition, unlike traditional IRAs, lifetime
distributions aren’t required after age 70½.

The annual limit for any combination of contributions to traditional and Roth IRAs
is $5,500 for the 2014 tax year; 6,500 if age 50 or over. These �gures remain the same
for the 2015 tax year. However, eligibility to make Roth contributions is phased out at
higher MAGI levels.

Two other types of IRAs may be available through a small business: the Simpli�ed
Employee Pension (SEP) and Savings Incentive Match Plan for Employees (SIMPLE).
These plans have higher contribution limits than traditional and Roth IRAs.

Point of contention: Currently, there’s no limit on the amount you can accumulate in
any type of IRA. The GAO report focused on the money being stashed away in these
accounts. Some of the key �ndings, based on estimates, are:
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For the 2011 tax year, 43 million taxpayers had IRAs with a total reported fair
market value (FMV) of $5.2 trillion.

About 43 million of those taxpayers, or 98%, had aggregate IRA balances of $1
million or less with a median accumulated IRA balance of around $34,000.

About 600,000 taxpayers had aggregate IRA balances exceeding $1 million with a
median of around $1.4 million.

During the 2011 tax year, about 6,000 to 10,000 taxpayers — or less than 0.1% —
had aggregated IRA balances greater than $5 million to $10 million. About 700 to
1,000 taxpayers had IRA balances of more than $10 million. As many as 600
taxpayers or more had IRA balances greater than $25 million.

Despite the relatively low number of taxpayers with IRA balances exceeding $5
million, the GAO voiced its concerns. These taxpayers tend to have an AGI above
$200,000, to be joint �lers and to be age 65 or older. Many have accumulated mega
IRAs by investing in non-publicly traded shares of their own companies. The current
tax law also provides incentives for taking distributions in these shares before
cashing in the proceeds. The GAO notes this wasn’t the primary aim of Congress
when it established IRAs.

Accordingly, the GAO Report recommended that Congress should reexamine the rules
for IRA accumulations. It also offered recommendations on how to improve the IRS’
ability to ferret out tax cheats with undervalued assets. The IRS generally agreed with
the GAO recommendations.

The lawmakers in Congress have taken notice. On November 19, SFC Chairman
Weyden issued a public statement on the GAO’s �ndings, “The state of retirement
savings in the U.S. is completely out of whack. On one hand you’ve got people
sheltering millions of dollars in mega IRAs, while at the same time nearly a third of
Americans have nothing set aside for retirement. It’s abundantly clear that America
needs a better system and tax code that supports retirement planning for all
Americans,” said Wyden. “I’m committed to working with Treasury and the IRS to
implement GAO’s recommendations and help prevent additional abuse and fraud in
the tax code.”

Wyden also sent a letter to Treasury Secretary Jack Lew and to IRS Commissioner
John Koskinen requesting that they move forward on the GAO recommendations.
Expect to hear more in the next few months.
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