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Getting the Money Out

Traditional deductible and Roth
IRAs have significantly different

tax rules. With a traditional deductible
IRA, current contributions are not
taxed in the year the contributions are
made, but you must pay income taxes
on withdrawals.  In contrast, with a
Roth IRA, you do not get a current tax
deduction for contributions, but with-
drawals are taken income-tax free. 

The tax laws regarding with-
drawals from individual retirement ac-
counts (IRAs) are complex.  To avoid
unnecessary penalties and to ensure
you withdraw the funds efficiently,
here are the basics:
Before Age 59 1/2

In addition to any income taxes
that may be due, withdrawals before
the age of 59 1/2 are subject to a 10%
federal income tax penalty. (With-
drawals of contributions from a Roth
IRA are never subject to a 10% penalty
tax.  Contributions are deemed to be
withdrawn first.) However, the 10%
penalty will not be assessed in the fol-
lowing situations:
• Distributions are made to beneficia-

ries after the IRA owner’s death.**
• Distributions are made to the IRA

owner due to his/her disability.**
• Distributions equal medical ex-

penses paid in excess of 7.5% of ad-
justed gross income.*

• Distributions are made to certain
unemployed IRA owners to pay
health insurance premiums.*

• Distributions are made for up 
to the $10,000 lifetime limit for
qualifying first-time homebuyer 
expenses.**

• Distributions are made to pay qual-

ified higher-education expenses for
the IRA owner, his/her spouse,
children, or grandchildren.*

• Distributions are made as a series
of annual withdrawals in substan-
tially equal amounts over the
owner’s life expectancy or the joint
life expectancy of the owner and
beneficiary.*

* These types of Roth IRA withdrawals
are subject to ordinary income taxes on
any earnings, but distributions are ex-

empt from the 10% federal income tax
penalty.  
** These Roth IRA withdrawals are
penalty free and income-tax free.
Between Ages 59 1/2 and 70 1/2

Between these ages, you can with-
draw as much or as little as you like
from traditional and Roth IRAs.  Both
contributions and earnings withdrawn
from a traditional deductible IRA and

Continued on page 2

Should You Contribute 
to a Roth 401(k)?

Although Roth 401(k) plans be-
came effective on January 1,

2006, they are just now starting to
gain momentum.  Originally, Roth
401(k)s were scheduled to expire
after 2010, so companies were not
willing to start a plan that would ex-
pire after a few years.  However, the
Pension Protection Act of 2006 made
Roth 401(k)s permanent.  

The Roth 401(k) is patterned
after the Roth individual retirement
account (IRA) — contributions are
made from after-tax earnings that
grow tax free, and qualified distri-
butions are withdrawn tax free.
Here are the basics, including how
Roth 401(k)s differ from Roth IRAs:
• Eligibility — Employees eligible

for their employer’s 401(k) plan
are also eligible for the Roth
401(k).  There are no income limi-
tations for contributions to a Roth
401(k).  With a Roth IRA, single
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taxpayers with modified adjusted
gross income (AGI) less than
$101,000 and married taxpayers
filing jointly with modified AGI
less than $159,000 in 2008 can
make contributions, regardless of
their participation in a qualified
retirement plan.  Contributions
are phased out for single taxpay-
ers with modified AGI between
$101,000 and $116,000 and for
married taxpayers filing jointly
with modified AGI between
$159,000 and $169,000 in 2008.

• Contributions — The contribu-
tion limits for the Roth 401(k) are
the same as for the regular 401(k)
plan.  In 2008, you can contribute
a maximum of $15,500 plus a
$5,000 catch-up contribution for
those age 50 and over, if permit-
ted by the plan.  However, your
employer may set lower limits to
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Getting the Money Out Spousal IRAs: Contributing Together
earnings from a nondeductible IRA
will be subject to ordinary income
taxes.  As long as the first contribution
was made at least five years previous-
ly, Roth IRA distributions will not be
subject to federal income taxes.  Gen-
erally, you should postpone with-
drawals as long as possible to continue
tax-advantaged growth.  However, in
years when income is low, you may
want to take distributions from a tradi-
tional IRA to take advantage of lower
income tax rates.  You may also want
to convert all or part of a traditional
IRA to a Roth IRA during low-income
years.  While you will have to pay in-
come taxes on the conversion, future
earnings will accumulate tax free as
long as you make qualified distribu-
tions.
After Age 70 1/2

You are not required to take distri-
butions from a Roth IRA after age 
70 1/2. You must, however, take re-
quired minimum distributions (RMDs)
from your traditional IRAs every year,
or you will be assessed a 50% penalty
on amounts that should have been
withdrawn.  You can always take out
more than the RMD.  Your RMD is cal-
culated by taking the account balance
as of the preceding year divided by the
life expectancy factor from a uniform
table.  The table is based on joint life
expectancies and assumes your benefi-
ciary is 10 years younger than you.  If
your spouse is your sole beneficiary
and is more than 10 years younger,
you can use either the uniform table or
a table based on the actual joint life ex-
pectancy of you and your spouse.

Your first RMD must be made by
the required beginning date (RBD),
which is April 1 of the year after you
turn 70 1/2. However, if you take the
distribution in the following year, you
will then take both your first and sec-
ond distributions in the same year.
Evaluate your tax situation before
doing that.  Two distributions may in-
crease your income so you are in a
higher tax bracket, lose tax deductions
or credits, or Social Security benefits
become taxable.  In those situations,
you may be better off taking your first
RMD in the year you turn 70 1/2.
After Death

Heirs must generally start 
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Perhaps you are a stay-at-home
parent.  Or your spouse is a

professor on an unpaid sabbatical.
Maybe your spouse decides to take
time off to write a book.  Even
though you are not working, you
still need to consider retirement
plans.  A spousal individual retire-
ment account (IRA) allows a non-
working spouse to contribute to an
IRA, even though the spouse has
little or no earned income.  Here
are the basics:
• To be eligible to contribute, the

couple must be legally married
at tax year-end and file taxes
jointly.  The couple’s combined
earned income must equal or 
exceed the combined IRA 
contribution.

• Contributions can be made to
traditional IRAs as long as the
owner is under age 70 1/2, while
there is no age limit for Roth
IRAs.

• In 2008, the maximum contribu-
tion to an IRA is $5,000 with an
additional $1,000 catch-up con-
tribution for individuals age 50
and over.

• For traditional IRAs, if the
working spouse is covered by a
qualified retirement plan but the
nonworking spouse is not, the

contribution for the nonworking
spouse is phased out once ad-
justed gross income (AGI) is be-
tween $159,000 and $169,000 in
2008 and totally phased out
once income exceeds $169,000.
If you both have earned income
equal to at least the maximum
IRA contribution amount and
are both covered by a qualified
retirement plan, your contribu-
tion is phased out at joint AGI
between $85,000 and $105,000 in
2008.  If neither of you is cov-
ered by a qualified plan, both of
you can make a deductible con-
tribution regardless of your
AGI.

• For Roth IRAs, eligibility is
phased out for AGI levels be-
tween $159,000 and $169,000 in
2008.  It doesn’t matter whether
your spouse is covered by a
qualified retirement plan at
work.

Contributing to a spouse’s IRA
may be as beneficial to the working
spouse as to the nonworking
spouse, since the assets are likely 
to be shared during retirement.
Please call if you’d like to review
whether you or your spouse are eli-
gible to contribute to a spousal

IRA.     zxxx
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taking distributions by December 31 of
the year after your death.  Distributions
by heirs are based on who your benefi-
ciary is and whether you died before or
after the RBD:
• If the account has a designated ben-

eficiary, which includes individuals
and certain trusts, the account bal-
ance can be withdrawn over the
beneficiary’s life expectancy, based
on a single life expectancy table.
This calculation is used whether you
die before or after your RBD.
Spouses who inherit traditional
IRAs can delay distributions until
attaining age 70 1/2, while spouses
who inherit a Roth IRA do not have
to make withdrawals during their
lifetime.

• A spouse can treat an inherited IRA
as his/her own, but the surviving

spouse has to be the sole beneficiary.
However, if a spouse and other ben-
eficiaries inherit an IRA, the account
can be split so the spouse solely
owns his/her portion.

• If the account does not have a 
designated beneficiary, which in-
cludes your estate, charitable orga-
nizations, and certain trusts, and
you die after your RBD, the balance
is paid out over your remaining life
expectancy.  If you die before your
RBD, then the balance must be paid
out within five years of your death.

The decisions you make regarding
IRA withdrawals have important con-
sequences for your retirement and for
your beneficiaries.  Please call if you’d
like help making these decisions.     zxxx



Roth 401(k)

comply with nondiscrimination
rules.  Contributions can be split
between a regular and Roth
401(k), as long as total contribu-
tions do not exceed the maxi-
mum.  Funds contributed to each
type must be held in separate ac-
counts.  Any matching contribu-
tions made by the employer must
be held in the regular 401(k) ac-
count, so they will be taxable
when withdrawn.  In 2008, the
contribution limits for a Roth IRA
are $5,000 plus an additional
$1,000 catch-up contribution for
individuals age 50 and over.  You
can make contributions to both a
Roth 401(k) and a Roth IRA, as
long as you meet the income eli-
gibility rules for the Roth IRA.

• Required distributions — With a
Roth IRA, you are not required to
take distributions during your
lifetime.  Thus, Roth IRAs are a
good estate planning vehicle for
individuals who want to leave
tax-advantaged assets to benefi-
ciaries, since beneficiaries can
also withdraw qualified distribu-
tions without paying federal in-
come taxes.  With a Roth 401(k),
annual distributions must be

Continued from page 1
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Protect Your 401(k) Plan with an Annual Review

Reviewing your 401(k) plan on
an annual basis helps you make

sure your plan is on the proper
course.  Here are three steps to use
when reviewing your 401(k) plan:
• Consider your goals — Keep

your financial goals in mind as
you review your 401(k) plan.
Have you experienced life
changes that affect your goals?
Has your income or family situa-
tion changed?  Do any of these
changes require changes to your
401(k) plan?  

• Consider your contributions —
If your company offers matching

contributions, one of the biggest
mistakes you can make is not to
contribute enough to take advan-
tage of the full matching
amount.  As part of your review
process, create a detailed annual
budget and actively look for
ways to contribute more income
to your 401(k) plan.  Or resolve
to put any pay increases directly
into your 401(k) plan, before you
find ways to spend the addition-
al money.

• Consider rebalancing — Most
401(k) plans have a wide variety
of investment options, so you

should be able to broadly diver-
sify your holdings.  Don’t invest
too much in your company
stock.  Take a look at all of the
plan’s investment options, re-
viewing their historical perfor-
mance.  Compare that to the in-
vestments you are invested 
in, and decide whether any
changes are needed.  There are
no tax consequences to making
investment changes within your
401(k) plan.

Please call if you’d like help re-

viewing your 401(k) plan.     zxxx

taken after age 70 1/2, unless you
are still working and are not a 5%
or more owner in the company.
However, funds in the Roth
401(k) can be rolled over to a
Roth IRA, which would not re-
quire distributions.

• Conversions — Individuals
under certain income levels can
convert a regular IRA to a Roth
IRA, as long as income taxes are
paid on the amount that would
have been taxable if withdrawn.
Starting in 2010, all taxpayers, re-
gardless of income level, can con-
vert a regular IRA to a Roth IRA.
There is no provision to convert a
regular 401(k) to a Roth 401(k).

If your employer offers both a
regular and Roth 401(k), which plan
should you choose?  Your decision
will typically involve the same types
of considerations as those made
when deciding between a traditional
deductible and Roth IRA.  Two
major factors include:
• Your current income tax bracket

versus your expected income tax
bracket during retirement.  If
you expect your income tax
bracket to be higher during re-
tirement, a Roth 401(k) will typi-
cally result in more retirement
funds.  Younger workers will
often find themselves in this situ-
ation.  On the other hand, if you

expect your tax rate to decline
after retirement, you will typical-
ly want to use a regular 401(k)
plan.  Workers who are nearing
retirement age may find them-
selves in this situation.  If you ex-
pect your tax bracket to be the
same, both alternatives will typi-
cally provide the same balance.

• Whether you plan to leave assets
to beneficiaries. If you are using
your 401(k) plan as a vehicle to
provide tax-advantaged assets to
beneficiaries, you should consid-
er the Roth 401(k).  Once you re-
tire, you can roll the balance in
your Roth 401(k) to a Roth IRA,
without any tax consequences.
You then do not have to take any
withdrawals during your life.
When your beneficiaries inherit
the Roth IRA after your death,
they will have to take distribu-
tions over their expected life 
expectancies, but those distribu-
tions will be federal-income-tax
free as long as the distributions
are qualified.

Keep in mind that this does not
have to be an either/or decision.
You can split your contributions be-
tween the Roth and regular 401(k)
plans.  Please call if you’d like 
to discuss the Roth 401(k) in more
detail.     zxxx



Month-end
Indicator Feb-08 Mar-08 Apr-08 Dec-07 Apr-07
Prime rate 6.00 5.25 5.00 7.25 8.25
3-month T-bill yield 2.16 1.44 1.42 3.28 4.79
10-year T-note yield 3.85 3.39 3.67 4.12 4.69
20-year T-bond yield 4.58 4.22 4.44 4.58 4.93
Dow Jones Corp. 5.40 5.80 5.80 5.89 5.65
GDP (adj. annual rate)# +3.80 +4.90 +0.60 +0.60 +2.50

Month-end % Change
Indicator Feb-08 Mar-08 Apr-08 YTD 12-Mon.
Dow Jones Industrials 12266.39 12262.89 12820.13 -3.4% -1.9%
Standard & Poor’s 500 1330.63 1322.70 1385.59 -5.6% -6.5%
Nasdaq Composite 2271.48 2279.10 2412.80 -9.0% -4.4%
Gold 971.50 933.50 871.00 4.5% 28.7%
Unemployment rate@ 4.90 4.80 5.10 2.0% 13.3%
Consumer price index@ 211.10 211.70 213.50 1.7% 3.3%
Index of leading ind.@ 135.40 101.90 102.00 -25.0% -25.9%

# — 2nd, 3rd, 4th quarter        @ — Jan, Feb, Mar
Sources:  Barron’s, Wall Street Journal

18-Month Summary of Dow Jones
Industrial Average, 3-Month T-Bill

& 20-Year Treasury Bond Yield
November 2006 to April 2008
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News and Announcements
Asset Transfer by Nonspouse Beneficiaries
Still Depends on Plan

The Pension Protection Act of 2006 contained a pro-
vision allowing nonspouse beneficiaries to roll over
funds from an employer pension plan to an inherited in-
dividual retirement account (IRA), starting in 2007.  This
was viewed as a significant development for nonspouse
beneficiaries, who would be able to extend distributions
from employer pension plans over their life expectancies
rather than the typical five-year period imposed by most
plans.

The Internal Revenue Service (IRS) then issued guid-
ance indicating that the plan was not required to give
nonspouse beneficiaries the ability to roll funds over to
an inherited IRA.  There is currently a bill in Congress to
make these rollovers mandatory beginning in 2009, but
until it is passed, it is still up to the plan to decide
whether to allow rollovers by nonspouse beneficiaries.

If allowed by the plan, beneficiaries must ensure that
the rollover is handled properly so that it is not consid-

ered a distribution.  The rollover, which must be complet-
ed by the end of the year following the decedent’s death,
must be a direct trustee-to-trustee transfer to a properly
titled inherited IRA that retains the decedent’s name in
the title.  The funds cannot be transferred to an existing
IRA belonging to the beneficiary.  If the funds are issued
to the beneficiary via check, it is considered a distribu-
tion, and those funds cannot be rolled over to an IRA.  If
a plan won’t make a trustee-to-trustee transfer, a check
can be made out to the inherited IRA and still meet the
requirements.

Once funds are rolled over, the distribution rules that
applied when the funds were in the employer’s plan con-
tinue to apply, unless the beneficiary takes the first re-
quired distribution using his/her life expectancy by the
end of the year following the decedent’s death.  If  this is
not done, the beneficiary must take distributions based
on the plan’s rules, which generally require the entire
balance to be withdrawn in five years.
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