FIN 51 – RETIREMENT PLANNING AND INVESTING
Lecture # 3 – TAX-DEFERRED SAVINGS PLANS FOR RETIRMENT
INDIVIDUAL RETIREMENT ACCOUNTS (IRA)

Regular (deductible) IRA
Individuals under age 50 may contribute up to $6,000/year to an IRA in 2019.   Those over 50 may contribute $7,000/year to an IRA in 2019. With a regular IRA, the contribution is tax-deductible—even if the individual does not itemize deductions on their tax return.

Who qualifies for a deductible IRA? It depends.
Married couple (filing jointly):

· If neither you nor your spouse participates in any other qualified retirement plan, such as a 401(k), the IRA contribution is fully tax-deductible.
· If you and your spouse participate in another qualified plan, you can deduct your IRA contribution if your combined income* is below $103,000. The deduction  phases out completely if combined income* is above $123,000. Partial deduction is allowed if the combined income* is between $103,000 and $123,000.

· If your spouse participates in a qualified retirement plan but you do not, you can deduct your IRA contribution if your combined income* is below $193,000 in 2019. This deduction phases out completely if combined income* is above $203,000. Partial deduction is allowed if combined income* is between $193,000 and $203,000.
Single: If you are covered by a company retirement plan. The phase out range for 2019 is $64,000 - $74,000.
All IRA contributions must come from earned income. A spouse may make a contribution on behalf of a non-working spouse, however. 
Earnings of investments “inside” your regular IRA grow tax-deferred. Withdrawals are taxed as ordinary income. Withdrawals before age 59-1/2 years of age usually carry 10% tax penalties. There are some exceptions—see pp. 104-105.

Roth IRA
Individuals under age 50 may contribute up to $6,000/year to a Roth IRA in 2019.  Those over 50 may contribute $7,000/year to a Roth IRA in 2019.  With a Roth IRA, the contribution is never tax-deductible.
The ONLY limitation on qualifying to make a contribution to a Roth IRA account is income*. 
Married couple:

· Combined income* must be less than $193,000 annually to make the full contribution for 2019.  If combined income* is above $203,000 in 2019, no contribution is allowed. Partial contributions are allowed if the combined income* is $193,000 - $203,000.

· A spouse may make a contribution to a Roth IRA on behalf of a non-working spouse.

· Earnings of investments “inside” your Roth IRA grow tax-free. 
· Withdrawals of contributions are “not” taxed. Withdrawals of earnings generated are “not” taxed when withdrawn, as long as the account has been open for five years and you are over 59-1/2 years of age. 
Single: income* must be less than $122,000 per year in 2019 to make the full contribution.  If income* is above $137,000 in 2019, no contribution is allowed. Partial contributions are allowed if income* is $122,000-$137,000.
FAQ: Where do I open an IRA account?
IRAs are offered by banks, credit unions, and stock brokerage firms. These institutions all offer different investment choices. Check out the investment choices and fees before deciding where to open your IRA.
*Income: MAGI (Modified Adjusted Gross Income)
EMPLOYER PLANS

401(k) plans

· Most popular plan offered.

· Contributions must come from payroll checks.

· Contributions not taxed.

· Earnings from investments “inside” 401(k) grow tax-deferred.

· Withdrawals are taxed as ordinary income. Tax penalties apply if withdrawals made before age 59-1/2. (Exceptions: see pp. 104-105.)

· Employer matches are not taxed until withdrawn by employee.

· Maximum contribution is $19,000 in 2019 for employees under age 50; $25,000 in 2019 for those over 50.

· Most 401(k) plans include loan features.
· Each company might have different vesting schedule.

FAQ: What happens if I leave my job? Answer: you have several choices:
· Roll-over to new employer’s 401(k)—as long as new employer allows roll-overs.

· Keep it in old employer’s plan. (Note: old employer can force you to “move” your 401(k) if the balance is less than $5,000.)

· Roll-over to an “IRA rollover account”—trustee to trustee transfer is best.

· Cash out. You will pay ordinary taxes plus 10% penalties if less than 59-1/2.
457, 403(b) Plans
· These are now very similar to the 401(k). 457 plan is offered by local government agencies and 403(b) plan is offered by educational and non-profit institutions.

· Maximum contribution is $19,000 in 2019 for employees under age 50; $25,000 in 2019 for those over 50.

· Most 457 or 403(b) plans include loan features.

SIMPLE IRA 
· A SIMPLE IRA may be used by employers with less than 100 employees. 
· Employees who make at least $5,000 during any two preceding calendar years and who are reasonably expect to make $5,000 during the current calendar year must be eligible to participate. 
· Employer must match maximum 3% of employees’ pay or make non-elected contribution.
· Maximum contribution is $13,000 in 2019 for employees under age 50; $16,000 in 2019 for those over 50.

· SIMPLE IRA does not allow loan.

· There is 25% penalty (instead of 10%) plus ordinary taxes if you cash out your SIMPLE IRA plan within 2 years.

PLANS FOR THE SELF-EMPLOYED

SEP IRA

Overview

A Simplified Employee Pension (SEP) IRA is a retirement plan for small businesses and self-employed individuals that allows employers to make discretionary contributions for themselves and their employees. Contributions may be federally tax-deductible to the employer and are generally not taxable to the participants until withdrawn.

Eligibility

Just about any business can establish a SEP Plan. This includes:

· Sole proprietors 

· Partnerships 

· S-corporations 

· C-corporations 

· Nonprofit organizations 

Contribution Limits

For the 2019 tax year, the maximum contribution is 25% of eligible compensation up to a maximum of $56,000.

For the self-employed, a special calculation is required taking into consideration the following two deductions:

· The deduction of one-half of self-employment tax 

· The deduction for contributions to your own SEP IRA 
Catch-Up Contributions

Because there are generally no salary deferrals in a SEP IRA, there are no provisions allowing catch-up contributions.
Distributions

Distributions from a SEP IRA generally are includible as income for the year received. Withdrawals prior to age 59½ may be subject to a 10% additional tax. 

Deadlines

The deadline to establish a SEP IRA is the employer’s tax filing deadline, including extensions.
The deadline to fund a SEP IRA is also the employer’s tax filing deadline, including extensions.
Keogh Plan
A few years ago Congress passed legislation making rules for the Keogh Plan nearly identical to the SEP-IRA discussed above. The only difference is a Keogh Plan must be created before the end of the calendar year.

The Keogh is subject to much more regulation than is the SEP-IRA, including requirements to file annual Keogh tax returns and rules requiring notarized spousal consent for withdrawals. As a result, few companies offer Keogh plans to investors.

FAQ: I participate in my 401(k) at work. I also have self-employment earnings. Can I contribute to the 401(k), a Roth IRA, and a SEP-IRA plan, all in the same year?  
The answer is YES!
NEW PLANS SINCE PUBLICATION OF THE TEXT

Roth 401(k), Roth 403(b) and Roth 457
The same concept that applies to the Roth IRA now applies to a Roth 401(k), Roth 403(b) and Roth 457. Rather than an up-front tax deduction for the contribution, there is no tax deduction for contributions; however, withdrawals after age 59-1/2 are tax-free. The contribution limits for the Roth plans are the same as the traditional 401(k), 403(b) or 457 plans.
Note that the contribution amount is aggregated if you have both traditional and Roth plan.  
Individual/Solo 401(k) for the self-employed
An individual/Solo 401(k) has many of the same benefits as a traditional 401(k) but costs less to administer. Substantial pre-tax salary deferrals and profit-sharing contributions of up to $56,000 for 2019 may make this attractive for self-employed individuals who have no other employees.
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