COMPARE TYPES OF RETIREMENT ACCOUNTS ANSWER KEY

COMPARE TYPES OF RETIREMENT ACCOUNTS ANSWER KEY IS A CRUCIAL EXERCISE FOR ANYONE LOOKING TO SECURE THEIR
FINANCIAL FUTURE. UNDERSTANDING THE VARIETY OF RETIREMENT ACCOUNTS AVAILABLE CAN SIGNIFICANTLY INFLUENCE YOUR
SAVINGS STRATEGY AND LONG-TERM FINANCIAL HEALTH. THIS ARTICLE WILL DELVE INTO THE MAIN TYPES OF RETIREMENT
ACCOUNTS, INCLUDING THEIR FEATURES, BENEFITS, AND DRAWBACKS, ENABLING YOU TO MAKE INFORMED DECISIONS REGARDING
YOUR RETIREMENT PLANNING. \W/E WILL EXPLORE TRADITIONAL IRAS, RoTH IRAS, 40 1(k) PLANS, AND OTHER RETIREMENT
SAVINGS VEHICLES TO PROVIDE A COMPREHENSIVE OVERVIEW. BY THE END OF THIS ARTICLE, YOU WILL HAVE A CLEARER
UNDERSTANDING OF HOW THESE ACCOUNTS COMPARE, HELPING YOU TO CHOOSE THE RIGHT OPTIONS FOR YOUR RETIREMENT
GOALS.
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TyYPES OF RETIREMENT ACCOUNTS

\X/HEN PLANNING FOR RETIREMENT, IT’S ESSENTIAL TO UNDERSTAND THE VARIOUS TYPES OF RETIREMENT ACCOUNTS AVAILABLE.
EACH TYPE OF ACCOUNT OFFERS DISTINCT TAX ADVANTAGES, WITHDRAW AL RULES, AND CONTRIBUTION LIMITS. By coMPARING
THESE ACCOUNTS, YOU CAN DETERMINE WHICH ONE ALIGNS BEST WITH YOUR FINANCIAL OBJECTIVES, TAX SITUATION, AND
RETIREMENT TIMELINE.

TRADITIONAL IRA

A TRADITIONAL INDIVIDUAL RETIREMENT ACCOUNT (|RA) IS A POPULAR RETIREMENT SAVINGS OPTION THAT ALLOWS
INDIVIDUALS TO CONTRIBUTE PRE-TAX INCOME. THIS MEANS THAT CONTRIBUTIONS CAN REDUCE YOUR TAXABLE INCOME FOR THE
YEAR, POTENTIALLY LOWERING YOUR CURRENT TAX BILL.

ONCE YOU REACH RETIREMENT AGE, YOU WILL PAY TAXES ON WITHDRAWALS, WHICH ARE TAXED AS ORDINARY INCOME. THE
KEY FEATURES OF A TRADITIONAL IRA INCLUDE:

e T AX-DEDUCTIBLE CONTRIBUTIONS, DEPENDING ON YOUR INCOME AND FILING STATUS.
e T AX-DEFERRED GROWTH, MEANING YOUR INVESTMENTS CAN GROW WITHOUT BEING TAXED UNTIL WITHDRAW AL.

o CONTRIBUTION LIMITS ARE SET ANNUALLY; FOR 2023, THE LIMIT 1S $6,500 (or $7,500 IF You ARE 50 OR OLDER).



HOWEVER, THERE ARE ALSO DRAWBACKS TO CONSIDER. EARLY WITHDRAWALS (BEFORE AGE 5974) TYPICALLY INCUR A 10%
PENALTY, AND REQUIRED MINIMUM DISTRIBUTIONS (RMDS) MUST START AT AGE 7 3.

RoTH IRA

THE ROoTH IRA IS ANOTHER TYPE OF INDIVIDUAL RETIREMENT ACCOUNT THAT OPERATES DIFFERENTLY FROM A TRADITIONAL
IRA. CONTRIBUTIONS TO A ROTH IRA ARE MADE WITH AFTER-TAX DOLLARS, MEANING YOU PAY TAXES ON THE MONEY BEFORE
YOU DEPOSIT IT INTO YOUR ACCOUNT.

THE BENEFITS OF A ROTH IRA INCLUDE:

® TAX-FREE WITHDRAWALS IN RETIREMENT, PROVIDED YOU MEET CERTAIN CONDITIONS.

e NO REQUIRED MINIMUM DISTRIBUTIONS DURING YOUR LIFETIME, ALLOWING YOUR INVESTMENTS TO GROW FOR AS LONG AS
YOU CHOOSE.

e FLEXIBILITY IN ACCESSING CONTRIBUTIONS, AS YOU CAN WITHDRAW YOUR CONTRIBUTIONS AT ANY TIME WITHOUT

PENALTIES.

However, RoTH IRAS HAVE INCOME LIMITS FOR CONTRIBUTIONS, WHICH CAN RESTRICT HIGHER EARNERS FROM PARTICIPATING.
For 2023, THE INCOME PHASE-OUT RANGE FOR SINGLE FILERS IS $138,000 To $153,000, AND FOR MARRIED COUPLES
FILING JOINTLY, IT 15 $2 18,000 10 $228,000.

401(k) PLANS

401 (K) PLANS ARE EMPLOYER-SPONSORED RETIREMENT SAVINGS ACCOUNTS THAT ALLOW EMPLOYEES TO SAVE FOR
RETIREMENT WHILE BENEFITING FROM TAX ADVANTAGES. THESE PLANS OFTEN INCLUDE EMPLOYER MATCHING CONTRIBUTIONS,
WHICH CAN SIGNIFICANTLY BOOST YOUR RETIREMENT SAVINGS.

Key FEaTURES oF 40 1(k) PLANS INCLUDE:

® PRE-TAX CONTRIBUTIONS, WHICH LOWER YOUR TAXABLE INCOME FOR THE YEAR.
® EMPLOYER MATCHING CONTRIBUTIONS, WHICH CAN PROVIDE ADDITIONAL SAVINGS BASED ON YOUR CONTRIBUTIONS.
* HIGHER CONTRIBUTION LIMITS COMPARED TO IRAS; For 2023, THE LIMIT IS $22,500 (or $30,000 FOR THOSE AGED

50 AND OLDER).

HO\X/EVER/ 401 (K) PLANS MAY COME WITH LIMITED INVESTMENT OPTIONS, AND EARLY WITHDRAWALS ARE ALSO SUBJECT TO
PENALTIES. ADDITIONALLY, EMPLOYEES MAY HAVE TO PAY FEES THAT CAN AFFECT THEIR OVERALL RETURNS.

OTHER RETIREMENT ACCOUNTS

IN ADDITION TO TRADITIONAL IRAS, RoTH IRAS, AND 40 1(k) PLANS, THERE ARE SEVERAL OTHER RETIREMENT SAVINGS
OPTIONS WORTH CONSIDERING:

* SIMPLIFIED EMPLOYEE PensION (SEP) IRA: DESIGNED FOR SELF-EMPLOYED INDIVIDUALS AND SMALL BUSINESS OWNERS,
ALLOWING HIGHER CONTRIBUTION LIMITS.

® SAVINGS INCENTIVE MATCH PLAN FOR EMPLOYEES (SIMPLE) IRA: A PLAN FOR SMALL BUSINESSES THAT ALLOWS
EMPLOYEES TO CONTRIBUTE AND RECEIVE EMPLOYER MATCHING.

o HeALTH SAVINGS ACCOUNT (HSA): WHILE PRIMARILY FOR MEDICAL EXPENSES, HSAS OFFER TAX ADVANTAGES AND



CAN BE USED AS A RETIREMENT ACCOUNT IF FUNDS ARE NOT USED FOR HEALTHCARE COSTS.

* BROKERAGE ACCOUNTS: A FLEXIBLE OPTION FOR INVESTING WITHOUT RETIREMENT ACCOUNT RESTRICTIONS BUT LACKING
TAX ADVANTAGES.

FAcTors To ConsibeEr WHEN CHOOSING

\/HEN COMPARING TYPES OF RETIREMENT ACCOUNTS, SEVERAL FACTORS SHOULD INFLUENCE YOUR DECISION. (UNDERST ANDING
YOUR FINANCIAL SITUATION, RETIREMENT GOALS, AND INVESTMENT PREFERENCES IS VITAL.

CONSIDER THE FOLLOWING FACTORS:

® TAX IMPLICATIONS: ANALYZE HOW CONTRIBUTIONS AND WITHDRAWALS WILL AFFECT YOUR TAX SITUATION BOTH
NOW AND IN RETIREMENT.

o CONTRIBUTION LIMITS: EVALUATE HOW MUCH YOU CAN CONTRIBUTE AND WHETHER YOU CAN MAXIMIZE YOUR SAVINGS.
* WITHDRAWAL RULES: UUNDERSTAND THE PENALTIES AND TAX IMPLICATIONS ASSOCIATED WITH EARLY WITHDRAWALS.

® |NVESTMENT OPTIONS: ASSESS THE VARIETY AND FLEXIBILITY OF INVESTMENT CHOICES AVAILABLE WITHIN EACH
ACCOUNT TYPE.

® EMPLOYER CONTRIBUTIONS: IF APPLICABLE, TAKE INTO ACCOUNT ANY MATCHING CONTRIBUTIONS FROM YOUR EMPLOYER,
AS THIS CAN ENHANCE YOUR RETIREMENT SAVINGS.

CoNCLUSION

IN SUMMARY, COMPARING TYPES OF RETIREMENT ACCOUNTS IS ESSENTIAL FOR EFFECTIVE RETIREMENT PLANNING. EACH ACCOUNT,
WHETHER IT BE A TRADITIONAL IRA RoTH IRA, or 401(k), COMES WITH UNIQUE FEATURES, BENEFITS, AND DRAWBACKS
THAT CATER TO DIFFERENT FINANCIAL SITUATIONS AND GOALS. BY CAREFULLY EVALUATING THESE OPTIONS AND CONSIDERING
YOUR PERSONAL CIRCUMSTANCES, YOU CAN MAKE INFORMED DECISIONS THAT WILL HELP SECURE YOUR FINANCIAL FUTURE. IT IS
ADVISABLE TO CONSULT WITH A FINANCIAL ADVISOR TO TAILOR YOUR RETIREMENT SAVINGS STRATEGY TO YOUR SPECIFIC
NEEDS AND OBJECTIVES.

Q: WHAT IS THE PRIMARY DIFFERENCE BETWEEN A TRADITIONAL IRA AND A RoTH IRA?P

A: THE PRIMARY DIFFERENCE IS THAT CONTRIBUTIONS TO A TRADITIONAL |IRA ARE MADE WITH PRE-TAX DOLLARS, PROVIDING
IMMEDIATE TAX DEDUCTIONS, WHEREAS RoTH IRA CONTRIBUTIONS ARE MADE WITH AFTER-TAX DOLLARS, ALLOWING FOR TAX~-
FREE WITHDRAWALS IN RETIREMENT.

Q: CAN | HAVE BOTH A TRADITIONAL IRA AND A ROTH IRA?

A: YES/ YOU CAN HAVE BOTH ACCOUNTS, PROVIDED YOU MEET THE INCOME REQUIREMENTS FOR CONTRIBUTIONS TO A RoTH
IRA AND ADHERE TO THE CONTRIBUTION LIMITS FOR BOTH ACCOUNT TYPES.

QI \NWHAT ARE THE PENALTIES FOR EARLY WITHDRAWAL FROM A RETIREMENT ACCOUNT?

A: GENERALLY, EARLY WITHDRAWALS FROM RETIREMENT ACCOUNTS BEFORE AGE 591/2 INCUR A 100/0 PENALTY, ALONG WITH
ORDINARY INCOME TAX ON THE AMOUNT WITHDRAWN.



Q: How DO EMPLOYER MATCHING CONTRIBUTIONS WORK IN A 40 1(k) PLAN?

A: EMPLOYER MATCHING CONTRIBUTIONS ARE A PERCENTAGE OF THE EMPLOYEE'S CONTRIBUTIONS THAT THE EMPLOYER ADDS TO
THE 401 (K) ACCOUNT, OFTEN UP TO A SPECIFIED LIMIT, EFFECTIVELY ENHANCING THE EMPLOYEE'S RETIREMENT SAVINGS.

Q: WHAT IS THE MAXIMUM CONTRIBUTION LIMIT FOR A 40 1(k) PLAN IN 20237

A: For 2023, THE MAXIMUM CONTRIBUTION LIMIT FOR A 40 1(k) PLAN IS $22,500, WITH AN ADDITIONAL CATCH-UP
CONTRIBUTION OF $7,500 ALLOWED FOR PARTICIPANTS AGED 50 AND OLDER.

Q: ARE WITHDRAWALS FROM A ROTH IRA TAX-FREE?

A: YES, QUALIFIED WITHDRAWALS FROM A ROTH IRA ARE TAX-FREE, PROVIDED THE ACCOUNT HAS BEEN OPEN FOR AT LEAST
FIVE YEARS AND THE ACCOUNT HOLDER IS OVER 591/2 YEARS OLD.

Q: WHAT HAPPENS IF | EXCEED THE CONTRIBUTION LIMITS FOR MY RETIREMENT
ACCOUNTS?

A: IF YOU EXCEED THE CONTRIBUTION LIMITS, YOU MAY INCUR A 60/0 EXCESS CONTRIBUTION PENALTY ON THE AMOUNT OVER
THE LIMIT FOR EACH YEAR IT REMAINS IN THE ACCOUNT.

QZ CAN SELF-EMPLOYED INDIVIDUALS CONTRIBUTE TO RETIREMENT ACCOUNTS?

A: YES, SELF-EMPLOYED INDIVIDUALS CAN CONTRIBUTE TO RETIREMENT ACCOUNTS SUCH AS SEP IRAs, SIMPLE IRAS, AND
INDIVIDUAL 40 1(k) PLANS, OFTEN WITH HIGHER CONTRIBUTION LIMITS THAN TRADITIONAL EMPLOYEE ACCOUNTS.

Q: WHAT INVESTMENT OPTIONS ARE TYPICALLY AVAILABLE IN A 40 1(k) PLAN?

A: A 401(k) PLAN TYPICALLY OFFERS A RANGE OF INVESTMENT OPTIONS, INCLUDING MUTUAL FUNDS, STOCKS, BONDS, AND
TARGET-DATE FUNDS, THOUGH THE SPECIFIC OPTIONS CAN VARY BY EMPLOYER.

Q: Is A HEALTH SAVINGS AccouNT (HSA) A GOOD OPTION FOR RETIREMENT
SAVINGS?

A: YES, AN HSA CAN BE A VALUABLE RETIREMENT SAVINGS TOOL DUE TO ITS TRIPLE TAX ADVANTAGE: CONTRIBUTIONS ARE
TAX-DEDUCTIBLE, GROWTH IS TAX-FREE, AND WITHDRAWALS FOR QUALIFIED MEDICAL EXPENSES ARE ALSO TAX-FREE.
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