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B By Rochelle L. Moore, CPA/PFS, CFP®, CDFA®

ur Socid Security system wes never intended fo fully fund

anindividud's refirement, and persion plars seem fo be

ararity these days. Therefore, the federal government hes

provided fincncial incentives fo encourage individucs to

sane toward their own refirement nest egg. Investment
returrs can fake a hit with faxes and fees. Crafting a portfolio
thatincorporates tax-advantaged strategies mayy help keep
more of those earnings inyour pocket. Other important factors
fo corsider include the expected rate of retum, the potentid
risk of an investment, and cny penalties that may apply if the
funck are not wsed for the designated purpose.

TAX-DEFERRED VERSUS TAX-FREE

A tax-deferred investment vehicle mears that income taxes
will not become due on current earnings unifil sometime in
the future. One common example is the fraditiond 401 (k)
refirement account. Money is deposited info your 401 (k)
account duing your working yvears, invested and grows unfil
vou retire, years down the road. Funds will be taxed cs you
withdraw it later, presumalbly while in alower tax bracket.

On the other hand, qudlified withdrawcls from a tax-free
investment vehicle will not incur federal or state income faxes,
or both insome ccres. The Roth 401 (k) retirement account

is one such account that will not incur federal income faxes
when funds are withdrawn, and depending onyour state of
residency, the funck may escape sfate taxes as well.

SAVING FOR RETIREMENT

* Employer-Sponsored Retirement Plans - These accounts
include 401(K)s, 403(b)s, and 457 plars (depending on the
type of employer]. Contributions to these plans reduce your
current faxable income and grow tax deferred unftil you fake
a distribution. At that fime income faxes will be due on the
distributed amount. For 2025, employees can contribute up
fo $23,500 to one of these plans. Catch-up contributions for
individuals age 50 and older allow an addificnal $7,500. The
cafch-up confribution increases fo $11,250 for those individuals
age 60 o 63. Plans can genetdlly permit affer-tax Roth
contributiors as well, allowing gudlifying distributions later 1o be
fax free.

* Traditiondl IRAs - Anyone who has earned income, or whose
spouse has earned income, can confribute to an IRA.
Conftributions to a fraditional IRA are allowed regardless of
your income level. A tax deduction for your contribution to a
fraditional IRA may be limited or eliminated if you are a higher
earner or if you're covered by an employer’s refirement plan.
Conftributions will grow tax deferred. Income taxes will not be
due until you take a withdraw al in the future. For 2025 you may
contribute up fo $7,000 to a fradifional IRA (up fo $8,000 for
those age 30 and cldet).
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* RothIRAs - Roth IRAs on the other hand are only available
fo individuals with earned income below certain limits.
Contributions to Roth IRA accounts are made with after-tax
dollars. Similar to fraditional IRAs, these contribbutiors grow
tax deferred. However, qudlified distributions from Roth IRA
accounts will be tax free. The same annual contributions limits
apply as with fraditional IRAs. Total contrioutiors 1o Roth and
fradifional IRAs combined cannot exceed $7,000 ($8,000 for
those age 50 and older] for 2025.

« SIMPLE IRAs and SIMPLE 401(k)s - These refirement plans are
generdlly established by individuals with small businesses.
Contributions reduce faxable income for the year the
contribution is made and grows fax deferred. Income faxes
will not become due unftil you take a withdraw al. With higher
confribution limits, you can fund these plars with up to $16,500
for 2025, plus an extra $3,500 for individuals age 50 and older,
or an exfra $5,250 for those age 60 to 63. SIMPLE 401 (k] plans
may also permit Roth contributions, which woud allow for
gudlifying distributions taken later to be tax free.

* Annuities - This fype of investment vehicle is purchased
from the annuity issuer, often an insurance company. The
issuer promises to pay d fiked income stredm representing a
portion of the principal you invested initially plus earnings, to
you or your beneficiary, for life. There's no limitation on the
amount you can invest, and contributions grow tax deferred.
Income taxes will be due on the earnings component of your
distributiors when received. Be sure fo understand and fake
info consideration the associated fees and experses, including
surrender charges if you ferminate the annuity early.

SAVING FOR EDUCATION

= 529 Plans - College savings plans and prepaid fuition plans
allow you to save funds for college that will grow tax deferred.
Distributiors wsed to pay for qualified education expenses will
be free from federal taxation, and usudlly state taxes as well.
Income limitations do not apply fo contrioutiors to these plans
and contributions may e atf least partially eligible for a state
fax credit.

* Coverdell Educdtion Savings Accounts - These accounts
are available to individuals with income below certain limits.
Contributions are allowed for up to $2,000 per year, per
beneficiary. Earnings on contributions will grow tax deferred.
As with 529 plars, withdraw als will be free from federal taxes,
and possibly state taxes as well, if the funds are used 1o pay for
gudlified education expenses.

OTHER TAX-ADVANTAGED SAVINGS VEHICLES

« Series EE and | Treasury Savings Bonds - Inferest earned on
these savings bonds grows tax deferred. Once redeemed, the
inferestincome will be exempt from state income taxes. As a
bonus, if you meet certain requirements when you redeem
Series EE or |savings bonds issued affer 1989 for qualified
education expenses, the inferest will escape federal income
fax also.

* Health Savings Accounts (HSAs) - Health savings accounts
offer a friple foax benefitl Contributions fo HSAs are deductible
for the fax year confributed, up to $4,300 for an indivicual
account or $8,550 for family accounts for 2025. The earnings
will grow tax deferred, and distributiors taken to cover
gudlified medical experses will avoid taxation.

We are here fo arswer any tax-related questiors you may harve.
Give ws a cdll at (309) 2760977 or st us online and check out
the free resources availalle at www.SavelMoorelax.com.



