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Tax Planning: IRA vs. Roth IRA

When it comes to tax planning, deciding between taking an IRA deduction or contributing to a Roth IRA is
a pivotal choice that can impact both your current and future financial
situation. Understanding the nuances of each option can help you make T
an informed decision that aligns with your long-term goals. &
¥ Tradglxmal Roth

\ 4 X 4

Traditional IRA Deduction

Contributing to a Traditional IRA allows you to potentially reduce your taxable income for the current year.
Contributions to a Traditional IRA are often tax-deductible, which means that you can subtract the
amount you contribute from your taxable income, lowering your tax bill. This can be particularly
beneficial if you’re in a higher tax bracket and looking to reduce your current tax liability.

Key Points:

o Immediate Tax Benefit: Contributions are typically tax-deductible, providing a reduction in your
taxable income for the year.

o Tax-Deferred Growth: Investments in a Traditional IRA grow tax-deferred, meaning you won’t pay
taxes on earnings until you withdraw them during retirement.

e Required Minimum Distributions (RMDs): Once you reach age 73, you must start taking
distributions, which are taxed as ordinary income.

Roth IRA Contribution

On the other hand, contributing to a Roth IRA doesn’t provide an immediate tax deduction, but it offers
significant advantages for the future. Contributions to a Roth IRA are made with after-tax dollars, which
means you don’t get a tax break today. However, qualified withdrawals, including earnings, are tax-free in
retirement, provided certain conditions are met.

Key Points:

o Tax-Free Withdrawals: Qualified withdrawals from a Roth IRA are tax-free, which can be
advantageous if you expect to be in a higher tax bracket during retirement.

e No RMDs: Unlike a Traditional IRA, Roth IRAs do not require minimum distributions during the
account holder’s lifetime, providing more flexibility in retirement.

e Income Limit Restriction: Roth IRAs have income limits that may affect your eligibility to
contribute directly.
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Choosing the Right Option

The decision between taking a Traditional IRA deduction or contributing to a Roth IRA largely depends on
your current and expected future tax situation. If you anticipate being in a lower tax bracket in retirement
compared to now, a Traditional IRA might be more beneficial due to the immediate tax deduction.
Conversely, if you expect to be in a higher tax bracket in the future, a Roth IRA could offer more
advantages with its tax-free withdrawals.

Making the right decision between these two options can be complex, but it’s crucial for optimizing your
tax strategy and securing your financial future. If you’re unsure which approach best suits your needs, we
can help you evaluate your options and tailor a plan that aligns with your financial goals. Contact us
today to get personalized advice and ensure your tax planning is on track for success.

Find Other Helpful Topics

Securities offered through Avantax Investment Services®™, Member FINRA, SIPC.
Investment advisory services offered through Avantax Advisory Services™.
Insurance services offered through an Avantax affiliated insurance agency.
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