(PA

lientBuk

Peters & Assoc., CPN's, PC.
731 Jamss Street, Ste. 400
Syracuse, NY 13203

BusiNess & Tax PLANNING IDEAS for OUR CLIENTS and FRIENDS

Which IRA Is Best for You?

Most working Americans and their spouses
can contribute to an IRA for 2008 until April
15, 2009. You generally can contribute up to
$5,000, or up to $6,000 if you were at least
50 years old by December 31, 2008. You may
have to choose among several types of IRA
contributions. Knowing the ground rules can
help you make the best choice.

Traditional versus Roth IRAs
The following scenario illustrates the pros and
cons of traditional and Roth IRAs.

Example #1: Ken Jackson, 55, plans to re-
tire in 10 years. He participates in his em-
ployer’s 401(k) plan.-Ken’s wife Lynn, 52,
did not have earned income in 2008. For
2008, the Jacksons plan to file a joint return
showing an adjusted gross income (AGI) of
around $125,000. Because Ken is older than
50, he can contribute up-to $6,000 to an IRA
for 2008. His options are as follows:

s Traditional IRA. Ken’s contribution is

nondeductible because he participates in
a retirement plan and his 2008 modified
AGI (MAGI) is over $105,000 on a joint
return. After Ken makes this contribution,
he benefits from untaxed investment earn-
ings inside this IRA. Eventually, he will
owe tax at ordinary income rates on some
of the money he withdraws.

Suppose Ken makes a total of $60,000 in
nondeductible contributions to a traditional
IRA while he works. By the time he retires
and starts withdrawals, his account is worth
$150,000.
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Assuming that he has no other IRA, Ken’s first

withdrawal will be 40% tax free and 60% tax-

able. That’s the ratio of after-tax contributions

(860,000) to the account value (3150,000).

Subsequent withdrawals also will be partially

taxed, depending on the ratio for that year.

* Roth IRA. Instead of a traditional IRA, Ken
can contribute to a Roth IRA for 2008. He
will not get a tax deduction for this contri-

" bution, either. However, Ken will be able to
withdraw funds from his Roth IRA tax-free
after five years and after age 59%.
Therefore, Ken decides that a Roth IRA is

the better choice for him. He will not get an
upfront tax deduction with either IRA, but
the Roth IRA will provide untaxed withdraw-
als after he retires.

' Spousal strategy

Lynn Jackson, Ken’s wife, has an additional
IRA option.

Example #2: Lynn can make tax-deductible
contributions to a traditional TRA. That's
because spouses who are not ¢covered by an
employer’s retitement plan can deduct up

continued on page 2
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| continued from page 1 — Which IRA Is Best for You?

to $5,000 or $6,000 of traditional IRA |
contributions for 2008, as long as the
couple’s MAGI is less than $159,000.
Lynn is 52 so she qualifies for the
$6,000 ceiling.

Lynn also can contribute to a Roth
IRA. Should she contribute to a Roth
IRA or a tax-deductible traditional IRA?
That depends on her expectations of
future tax rates.

For 2008, the Jacksons’ AGI of
$125,000 puts them in the 25% fed-
eral tax bracket. If Lynn expects their
income to fall after retirement, putting
them in a lower bracket, she probably .
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Securing Your Securities

Some brokerage firms have suffered E
heavy losses during the bear market. If !
your broker goes out of business, what |
will happen to the securities the firm E
is holding for you? ;

Nothing, in most cases. Brokerage i
firms are required to keep customers’ !

" during their retirement years. If that's

will be better off taking the current tax |
deduction at the higher rate for more |
tax savings.

Similarly, suppose the Jacksons now
livein a high-tax state (such as California)
but plan to live in a no-income-tax state
(such as Nevada) after they retire. Lynn
could make tax-deductible contribu-
tions to a traditional 1IRA now, saving
state tax as well as federal tax, and she’d
owe no state income tax-on withdraw-
als. On the other hand, Lynn might
believe that income tax rates will rise

the case, Lynn may be better off making
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securities and cash separate from their
own assets. Therefore, even if your
brokerage firm goes under, the stocks,
bonds, and mutual funds the firm is
holding for you should be yours to
move elsewhere or keep with a successor
firm. As explained later in this article,
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a Roth IRA contribution. She would get
no deduction now but can take future
withdrawals without owing income tax,
no matter how high tax rates may go.

Canny conversion
Some taxpayers do not have all the
options available to the Jacksons.
Example #3: Carl and Bonnie Davis
had a MAGI of $180,000 in 2008.
Because this amount topped $169,000,
they won'’t be able to contribute to
Roth IRAs. Instead, both Bonnie and
Carl can make nondeductible contri-
butions for 2008 to traditional IRAs,
which have no income limits.

* Eventually, Bonnie and Carl can con-
vert their traditional IRAs to Roth IRAs
and receive tax-free income. They can't
convert in 2009 because the law requires
income of $100,000 or less for a Roth
IRA conversion. However, they will be
able to convert in 2010 or future years

. because there will be no income ceiling

on conversions, under current law.

Suppose Bonnie Davis makes a
$6,000 nondeductible contribution to
a traditional IRA in 2009. In January
2010, her account has grown to $6,500.
Assuming Bonnie has no other IRAs, |,
she can convert her traditional IRA to
a Roth IRA and owe tax only on the
$500 in account growth. After five
years and after age 59%, she can take
as much as she likes from her Roth IRA,
tax free.

if a firm or its employees steal from
their clients, investors may lose out.
However, investors_historically have
retained their assets after most brokers’
failures, and there’s an industry group
that protects victimized investots.
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