I

ndividual Retirement Accounts (IRAs) can
assist most of us in attaining our long range
financial goals for retirement. They serve as key planning
vehicles because of their preferred treatment in the tax
code. In some cases, your contributions into an IRA and
the earnings are not taxed until withdrawn at retirement.
In other cases your earnings within an IRA are tax free.
This brochure discusses your many IRA options to help
you maximize your retirement savings.
Since the 1997 Tax Relief Act you can choose from a
Traditional IRA, a Roth IRA or both. Plus you can open a
Coverdell Education savings account which provides tax
benefits for taxpayers, with future educational expense
needs.
Each of these IRAs offers different tax advantages to different
taxpayers, but all of them allow favorable tax treatments on
earnings to accelerate compounded growth of your savings.
TYPES OF IRAS

Traditional IRAs
Traditional IRAs are the cornerstone of individual retirement
accounts. The contributions and earnings are not taxed at

time of deposit, but only at time of withdrawal. If your annual
income is too high, your contributions may be taxed, but the earnings compound on a tax deferred basis. Other specifics include:
■ The annual contribution is limited per person.
■ The contribution deadline is April 15th of the following tax year.
■ Contributions are tax deductible for anyone not covered in an
employer plan regardless of income level but even for those covered in employer plans if your income is below certain thresholds.
■ Earnings are tax deferred.
■ Withdrawn funds are taxed as ordinary income.
■ Withdrawals before age 591⁄2 are subject to a 10% penalty unless
the withdrawal is for medical expenses, medical insurance if
unemployed, post secondary education expenses, a first home
purchase ($10,000 lifetime limit), disability or death (any ordinary income tax would still be owed).
Hint: Penalty free withdrawals may be made before age 591⁄2 if
they are made in substantially equal sums for the longer of five
years or until the age 591⁄2. But be careful, the withdrawal rules are
complex and if not followed you may be subject to the penalty.
■ Withdrawals of non-deductible contributions are tax free.
■ Contributions must cease at age 701⁄2 and annual distributions
are mandatory at age 701⁄2 based on life expectancy.

Roth IRAs
The Roth IRA allows you to deposit funds after paying the tax and
the earnings ARE NOT TAXED at the time of withdrawal.
The basics of the Roth IRAs are:
■ Contributions are after-tax and non-deductible.
■ There is an annual contribution limit.
■ Contribution eligibility is phased out as income rises from
$95,000 to $110,000 for single taxpayers and $150,000 to
$160,000 if married.
■ Contribution deadline is April 15th of the following year.
■ Contributions may continue after 701⁄2.
■ Withdrawals are tax free if withdrawn after age 591⁄2 and if
after at least five years from your beginning contribution date.
■ Withdrawals prior to the five year period will be taxed.
■ Non-qualified withdrawals before age 591⁄2 will be taxed and
any taxable portions will be assessed a 10% penalty.
■ Early withdrawals after five years but before age 591⁄2 will be
taxed but are not subject to the 10% tax penalty if the withdrawal is for a first home purchase (up to $10,000), disability,
death, post secondary education, medical expenses and insurance of unemployed.

An IRA Comparison
Features
Year
Annual Contribution
AGI Phase out*
Contribution Deductibility
Contribution Deadline
Contributions Timing
Earnings
Withdrawals
Withdrawal Penalty
Distributions
Roll Over

Traditional IRA

Roth IRA

2004-2005
$3,000 per person ($3,500 if 50 or older)
$45-55,000-single
2004 income plus:
$65-75,000-married
$5,000 for 2005
Yes
April 15th following year
Must cease at 701⁄2
Grow tax deferred
Taxed as ordinary income if over 591⁄2
10% under 591⁄2 unless for medical, medical insurance if
unemployed, higher education, first home up to $10,000,
disability or death
Mandatory At 701⁄2
Yes into another IRA; taxed into a Roth IRA; penalty
if income over $100,000

}

2004-2005
$3,000 per person ($3,500 if 50 or older)
$95-110,000-single;
$150-160,000-married
No
April 15th following year
Can contribute indefinitely
Grow tax free if held five years
Tax free if over 5 years and 591⁄2
10% and earnings are taxed if under 591⁄2 unless for first
home up to $10,000, disability or death; withdrawals are
considered contributions first, taxable earnings second
Non-mandatory
IRAs, SEPs and SIMPLEs may be rolled into a Roth;
Keoghs and 401(k)s

Coverdell ESA (Education Savings Account)
2004-2005
$2,000 per student
$95-110,000-single;
$190-220,000-married
No
April 15th the following year
Cease if student age 30
Grow tax free
Tax free if for education
10% penalty and earnings taxed if not used for
qualified education expenses or if after student’s
30th birthday
Mandatory within 30 days of turning 30 (unless special needs)

May be rolled over to another student’s Coverdell IRA
or same student’s IRA

*AGI phase-outs only apply to those also enrolled in an employer-provided retirement plan such as a 401(k). If not in such a plan, you may make the annual deductible contribution to a traditional IRA at any income level provided your income is not lower than the contribution.

