
Retirement Plans 2015
Its that time again! Top of the New year, and time to plan your
finances for 2015. This months newsletter serves as a guide to
help you with your tax planning. Planning now will enable you
to take full advantage of the tax opportunities available to you.
Waiting until the end of the year may end up short-changing
you!

First things first. Before any planning begins, it is helpful to
have an estimate of what your taxable income will be for the
year. Will you have any one-time items that will cause a large
increase in your income, such as a sale of rental real estate, a

business, or a large capital gain from the sale of stock? Are you facing reduced income this year,
due to a job change or partial retirement? Once you have a fairly accurate estimate of what your
taxable income will be, review the chart below to see what your 2015 estimated federal tax rate will
be. Add to that Oregon state tax of ~ 9%, and you can see why pre-planning can be profitable!

The best way for most tax-payers to reduce their taxable income is to make full use of available
retirement plans. Whether you have an employer sponsored plan, are self employed, or have your
own individual IRA, there are decisions to be made and contribution limits to be aware of. If you are
part of an employer sponsored plan, and you have an employer match, take steps now to ensure
you contribute enough to get the full employer match. These are perks of employment you won't
want to forfeit! If you have no employer sponsored plan, you can still contribute smaller amounts to
an individual IRA or Roth IRA. For those that are self-employed you can either utilize an IRA, or
contribute larger amounts with a SEP IRA, SIMPLE IRA, or a Solo 401(k). Review the chart below
to see the maximum allowable contributions to the most common retirement plans for tax year 2015.





With the exception of a Roth IRA, and a non-deductible IRA, all other tax-deferred retirement plans
work similarly. The amount contributed is taken as a deduction against income in the year the
contribution is made. The account then grows tax-deferred, which means no taxes are due on the
earnings, interest, or dividends, as long as no distributions are taken from the account. In
retirement, when distributions begin, all qualified distributions will be taxed as ordinary income in the
year they are distributed. Be warned! If you take a non-qualified distribution, the most common
being a distribution before you turn 59 1/2, you may be faced with an extra 10% tax penalty. A Roth
IRA, however, reverses this process. Roth contributions are made with after-tax money. In the year
the contribution is made, no deduction is allowed against your income. Similar to other plans, the
funds grow fully tax-deferred as long as they remain in the Roth IRA. When qualified distributions
occur, they are fully tax-free! These plans have the potential of saving significant taxes in
retirement, especially for those young enough to take advantage of many years of contributions.

Example 1: Janet is employed, and has a 401(k) plan offered to her through her employer. Janet's
employer offers to match 3% of Janet's income of $52,000. Janet contributes $500 per month to her
401(K). At the end of the year, Janet will deduct $6,000 from her income, deferring the taxation of
that income to the future. In addition, since Janet has contributed more than 3% of her income to
her plan, her employer will add $1,560 to her plan (3% of $52,000). When Janet retires at age 65,
her retirement account value is $150,000, none of which has been taxed. She decides to distribute
$500 per month from her account, for a total of $6,000. Because she has other income in addition
to this, she figures she is in the 15% federal tax bracket, and 9% Oregon tax bracket. She will owe
$900 federal and $540 Oregon state tax in the year of distribution.

Example 2: Jean is employed but her employer does not offer a retirement plan to contribute to, so
she decides to contribute to her own individual Roth IRA. Jean decides to contribute $500 per
month to her Roth IRA for a total of $6,000. Jean will not be able to take this $6,000 as a deduction
against her income, and it will not reduce her taxes. Being in the 15% federal and 9% Oregon state
tax brackets, she will instead pay $900 federal and $540 state tax in the year of contribution. Her
account will grow tax-deferred, and will not be taxed on growth, dividends, or interest. When she
retires, her account value is also $150,000; she also decides to distribute $500 per month, for a
total of $6,000 per year. However, Jean will distribute these funds entirely tax free!

From these 2 simple examples, it becomes clear why planning is important, and the significant
differences it can potentially make in your long-term tax bill. Of course, these examples are very
simplistic. There are rules limiting who can utilize which plans, and alas, there are income
limitations that apply as well. in spite of that, saving early and consistently will help you save taxes
in the long-run and will help you achieve a comfortable life in retirement, something we all strive to
attain!

New Tax Form for ObamaCare
Did you receive a tax credit for your health insurance? Be on the lookout for Form 1095-A the
Health Insurance Marketplace Statement. This form will state your total monthly premium paid and
tax credits received when enrolling in a Qualified Health Plan on Healthcare.gov or a state
marketplace in 2014.You will need this form to fill out Form 8962.

Please consult your tax advisor when determining your taxable income and taxes.
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