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Should You Contribute to a Retirement Plan or IRA? Or Both?
If you’re eligible to contribute to

an employer-sponsored retire-
ment plan, should you? Should you
contribute to an individual retire-
ment account (IRA)? How about
contributing to both? The answers
are: Yes, yes, and yes. If this comes
as a surprise, it’s probably because
there are so many rules about eligi-
bility for contributing to IRAs and
workplace retirement plans, it’s easy
to become confused about what is
allowed and what isn’t. 

But whatever rules there are,
one thing is never ruled out: you
can always contribute to both a
workplace retirement plan — like a
401(k) or 457 plan — and an IRA, as
long as you have earned income.
What’s open to question are how
much you can contribute, to which
type of account, and whether your
contributions are tax deductible.
Keep these three important points in
mind:

Point 1: There are limits to your
annual contributions. Every year,
the IRS sets limits on how much you
can contribute to retirement plans,
and the amounts are different for
various types of plans. The one rule
common to them all is this: you
can’t contribute more than your
earned income (except for contribu-
tions to a spousal IRA for a spouse
who does not work). 

Let’s say your employer spon-
sors a 401(k) plan. If you participate
in the plan by a) making contribu-
tions of your own, b) your employer
makes contributions for you, or 
c) you and your employer both con-
tribute to your account, then you

can still contribute to your own IRA
outside the workplace. If you are 
49 or younger, in 2016, you can con-
tribute $18,000 to a 401(k) plan 
and another $5,500 to an IRA, for a
total of $23,500 in retirement plan

Continued on page 2

Help Beneficiaries Avoid IRA Mistakes
While annual contributions to

IRAs are still relatively mod-
est, the ability to roll over 401(k) 
balances to an IRA can result in 
significant IRA balances.  Thus, in
addition to retirement planning 
vehicles, IRAs are becoming estate-
planning tools for individuals who
won’t use the entire balance during
their lifetimes.  If you are in that sit-
uation, help your beneficiaries avoid
these common IRA mistakes:
• Using the IRA balance too

quickly. After an IRA is inherit-
ed, a traditional deductible IRA
still retains its tax-deferred
growth, and a Roth IRA retains
its tax-free growth.  Your benefi-
ciaries’ goal should be to extend
this growth for as long as possi-
ble.  If the IRA has a designated
beneficiary that includes individ-
uals and/or certain trusts, the
balance can be paid out over 
the beneficiary’s life expectancy.
Spouses have additional options

In This Issue...
Should You Contribute to a Retirement

Plan or IRA? Or Both?

Help Beneficiaries Avoid IRA Mistakes

Get Your 401(k) Plan on Track

Are You Saving Enough to Retire Well?

Business Data

News and Announcements

that can stretch payments even
longer.  Your beneficiaries can
also elect to take the entire 
balance immediately, paying any
income taxes due.  You should
stress the importance of taking
withdrawals as slowly as possi-
ble.

• Not splitting the IRA when
there are multiple beneficiaries.
When there are multiple benefi-
ciaries, it is typically best to split
the IRA into separate accounts 
by December 31 of the year fol-
lowing the original owner ’s
death.  If the account is not split,
distributions must be taken by 
all beneficiaries over the life ex-
pectancy of the oldest beneficiary.
By splitting the IRA into separate
accounts, each beneficiary can
take distributions over his/her
own life expectancy.  This is espe-
cially important for a surviving
spouse, who can only roll over

Continued on page 3
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Should You Contribute? Get Your 401(k) Plan on Track
contributions. If you’re 50 or older,
those numbers are $24,000 for the
workplace plan and $6,500 for an
IRA, for a total of $30,500.

Point 2: Your income can affect
the tax treatment of IRA contribu-
tions. Originally, there was only one
kind of IRA: the kind that enabled
you to reduce your taxable income
by the amount of your contributions
when you file your income tax re-
turn. Today, it’s referred to as a tra-
ditional IRA to distinguish it from a
Roth IRA, to which you can only
contribute after-tax money.

There are good reasons to
choose either the traditional or Roth
IRA, but if you participate in a
workplace retirement plan and have
income above the IRS limits, your
ability to take the tax deduction for
a contribution to a traditional IRA is
limited. In 2016, tax deductibility be-
gins to phase out if you’re a single
filer and earn more than $61,000,
and disappears altogether at
$71,000. For joint filers, the range is
higher: $98,000 to $118,000.

Take note, however: if you make
too much to be eligible for the up-
front income tax benefit in the year
you contribute to a traditional IRA,
you can still make contributions to it
and to your workplace retirement
plan. In this case, you might want to
consider contributing to a Roth IRA
instead. Here, as well, you might be
limited by income: for 2016, eligibili-
ty to contribute to a Roth IRA phas-
es out for single filers above
$117,000 and joint filers above
$184,000 and disappears completely
for those earning more than
$132,000 and $194,000, respectively.

Step 3: Doing either can build
assets faster — both, faster yet. The
complexity of the rules regarding
whether IRA contributions are tax
deductible has obscured the most
important benefit of qualified retire-
ment plans: they compound free of
annual taxes. This gives them a dis-
tinct advantage over taxable savings
accounts, because at the same rate 
of return, assets grow faster when
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For many people, their 401(k)
plan represents their most sig-

nificant retirement savings vehicle.
Thus, to make sure you have suffi-
cient funds for retirement, you
need to get your 401(k) plan on
track.  To do so, consider these
tips:
• Increase your contribution

rate. Strive for total contribu-
tions from you and your em-
ployer of approximately 10% to
15% of your salary.  If you’re
not able to save that much right
away, save what you can now
and increase your contribution
rate every six months until you
reach that level.  One way to ac-
complish that is to put all pay
increases immediately into your
401(k) plan.  At a minimum,
make sure you’re contributing
enough to take advantage of all
employer-matching contribu-
tions.

• Rebalance your investments.
You can’t select your invest-
ments once and then just ignore
your plan.  Review your alloca-
tion annually to make sure it is
close to your original allocation.
If not, adjust your holdings to
get your allocation back in line.
Selling investments within your
401(k) plan does not generate
tax liabilities, so you can make
these changes without tax rami-

fications.  Use this annual review
to make sure you are still satis-
fied with your investment choic-
es and your allocation is still 
appropriate for your situation.
Avoid common mistakes made
when investing 401(k) assets,
such as allocating too much to
conservative investments, not di-
versifying among several invest-
ments, and investing too much in
your employer’s stock.

• Don’t raid your 401(k) balance.
Your 401(k) plan should only be
used for your retirement.  Don’t
even think about borrowing
from the plan for any other pur-
pose.  Sure, that money might
come in handy to use as a down
payment on a home or pay off
some debts.  But you don’t want
to get in the habit of using those
funds for anything other than re-
tirement.  Similarly, if you
change jobs, don’t withdraw
money from your 401(k) plan.
Keep the money with your old
employer or roll it over to your
new 401(k) plan or an individual
retirement account.

• Seek guidance. It is important
to manage your 401(k) plan care-
fully to help maximize your fu-
ture retirement income.  If you’re
concerned about the long-term
future of your 401(k) plan, please
call for a review.     zxxx

FR2016-0615-0011

returns are not taxed. 
For someone with an effective

federal tax rate of 25%, an annual
contribution of $5,500 to a taxable
account that returns 6% a year
grows to almost $226,000 in 25
years. But that same contribution to
an IRA, at the same rate of return,
grows to more than $301,000 — a
difference of more than $75,000, re-
gardless of whether the contribu-
tions were tax deductible. Increase
the contribution to $20,000 a year,
and your retirement fund grows to
nearly $1.1 million after 25 years —
and the advantage over a taxable 
account exceeds $200,000. These 

examples are provided for illustrative 
purposes only and are not intended to
project the performance of a specific 
investment vehicle.

The bottom line: you should
contribute as much as possible to
tax-advantaged retirement plans.
For many people who work, there
are multiple retirement savings op-
tions available, including dividing
your IRA contributions between
both a traditional and a Roth IRA.
There are even IRA options open for
nonworking spouses. To make sure
you’re taking full advantage of the
options open to you, please call.     zxxx



Help Beneficiaries

the IRA to his/her own account if
he/she is the sole beneficiary.
With the rollover IRA, the surviv-
ing spouse can name his/her
own beneficiary, thus extending
the IRA’s life and can defer distri-
butions until age 70½.  When
other than an individual or quali-
fying trust is named as one of the
beneficiaries, the IRA must be
distributed within five years
when the owner dies before re-
quired distributions begin, or
over the owner’s life expectancy
when the owner dies after re-
quired distributions begin.  Sepa-
rating the account or paying out
the nonindividual’s portion then
allows the individual beneficia-
ries to take distributions over
their life expectancies.

• Rolling the balance over to a
spouse’s IRA too quickly. Once
a spouse rolls over the balance to
his/her own IRA, some planning
opportunities are eliminated.
While the IRA balance can typi-
cally be spread out over a longer
period when the balance is rolled
over, the spouse may need distri-
butions.  Spouses under age 59½
can take withdrawals from the
original IRA without paying the
10% federal income tax penalty.
Once the account is rolled over,
withdrawals before age 59½
would result in a 10% tax penalty.
Also, spouses who are older than
the original owner can delay dis-
tributions by retaining the origi-
nal IRA.  The surviving spouse is
not required to take distributions
until the deceased spouse would
have attained age 70½, even if the
surviving spouse is past that age.
The spouse may want to disclaim
a portion of the IRA, which must
be done within nine months of
the original owner’s death.  If the
account is rolled over, that dis-
claimer can’t be made.  Thus, it is
typically best for the surviving
spouse to determine his/her 
financial needs before rolling
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Are You Saving Enough to Retire Well?
Are you saving enough to retire

well? It depends on what your
definition is — i.e., how much
money you’ll need during retire-
ment, when you plan to retire, and
how much you have already saved. 
So how much might the average
worker actually need? 

Assume a current income of
$50,000 per year, an 8% return on
your savings before retirement,
35% of your portfolio invested in
stocks after retirement, inflation of
3% per year, and a life expectancy
of 90 years. Not counting any other
forms of retirement income (Social
Security or pension benefits, for ex-
ample), you’ll need between $1.3
and $2.5 million in your account
when you’re ready to retire.

That’s a big range and the deci-
sions you make can dramatically
affect how much you’ll need to
save for retirement. For example, if
you’re 50 when you start saving,
you can cut the total amount you’ll
need to save per month almost in
half by delaying your retirement by
five years. If you really want to re-
tire at age 65, you can cut how
much you need to save substantial-
ly if you scale back the retirement
lifestyle you’re planning (for in-
stance, from 85% of your current in-
come to 75%).

To determine how much
money you’ll need to have saved
for your retirement, you’ll need to
consider:

1. How much do you already
have saved? If you’re 50 years old
and you have $250,000 in your 
retirement account, you won’t have
to save nearly as much as if you
had no nest egg.

2. How many more years do

you plan to work? The longer you
are saving and earning returns on
those savings, the more money
you’ll have when you’re ready to
retire. When you take into account
the fact that your Social Security
benefits will be reduced if you re-
tire before full retirement age, de-
laying retirement makes even more
sense.

3. What is your estimated So-
cial Security benefit? Most Ameri-
cans will likely receive some sort of
benefit from the program. It’s im-
portant to remember, however, that
Social Security is just a supplement
to your other retirement savings.
How much you’ll need to count on
those other savings depends on
how long you worked (and thus
paid into Social Security), what
you earned, and when you’ll retire. 

4. How much income will you
need in retirement? A huge factor
that will determine how you an-
swer this question is whether
you’ll have a mortgage payment
when you’re retired. For most peo-
ple, a mortgage payment makes up
about a quarter of their pretax
monthly income. So if you plan to
have your house paid off by the
time you retire, you can keep all of
your other expenses the same and
still only need 75% of the income
you needed when you had a mort-
gage payment. 

Of course, you’ll also want to
think about the activities you want
to pursue. If it’s traveling the
world, you’ll need more income
than if your plans are to stay home
and spend more time with your
grandchildren.

Please call if you’d like to 
discuss this in more detail.     zxxx

over the IRA balance.
• Not properly establishing the

inherited IRA. An inherited IRA
must be retitled to include the
decedent’s name, the words “in-
dividual retirement account,”
and the beneficiary’s name.  The

IRA cannot simply remain in 
the decedent’s name.  The benefi-
ciaries should also designate
beneficiaries for their own IRAs.

Please call if you’d like to 
discuss this topic in more detail.
zxxx



News and Announcements
Your 401(k) Plan Contribution Amounts

Before deciding how much to contribute to your 401(k)
plan, find out three key figures:

What is the maximum percentage of your pay that
can be contributed? The maximum legal limit that can be
contributed in 2016 is $18,000, plus an additional $6,000
catch-up contribution for participants age 50 and over, if
permitted by the plan.  However, most employers set limits
in terms of a percentage of your pay to comply with gov-
ernment regulations.  This limit ensures the plan does not
discriminate in favor of highly compensated employees.

How much of your contribution is matched by your
employer? Employers are not required to provide match-
ing contributions, but many do.  A common match is 50
cents for every dollar contributed, but many other varia-
tions also exist.

Up to what percentage of your pay does your 
employer match? Most plans only match contributions up
to a certain percentage of your pay.  For instance, the plan
may only match contributions up to a maximum of 6% of
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Month-end
Indicator Aug-16 Sep-16 Oct-16 Dec-15 Oct-15
Prime rate 3.50 3.50 3.50 3.50 3.25
3-month T-bill yield 0.34 0.25 0.35 0.26 0.02
10-year T-note yield 1.56 1.66 1.76 2.24 2.06
20-year T-bond yield 1.91 2.06 2.17 2.60 2.50
Dow Jones Corp. 2.51 2.57 2.76 3.43 3.30
GDP (adj. annual rate)# +0.80 +1.40 +2.90 +1.40 +2.00

Month-end % Change
Indicator Aug-16 Sep-16 Oct-16 YTD 12-Mon.
Dow Jones Industrials 18400.88 18308.15 18142.42 4.1% 2.7%
Standard & Poor’s 500 2170.95 2168.27 2126.15 4.0% 2.3%
Nasdaq Composite 5213.22 5312.00 5189.13 3.6% 2.7%
Gold 1309.25 1322.50 1272.00 19.7% 11.3%
Unemployment rate@ 4.90 4.90 5.00 0.0% -2.0%
Consumer price index@ 240.60 240.80 241.40 1.7% 1.5%
Index of leading ind.@ 124.30 124.10 124.40 0.4% 0.9%

# — 1st, 2nd, 3rd quarter  @ — Jul, Aug, Sep   Sources:  Barron’s, Wall Street Journal
Past performance is not a guarantee of future results.

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

& 20-Year Treasury Bond Yield
May 2015 to October 2016
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your pay.
Assume your 401(k) plan allows contributions up to

10% of your pay annually, with a 50-cent match on every
dollar contributed, up to a maximum of 6% of your pay.
With a $100,000 salary, you can contribute up to $10,000 to
the plan.  Your employer will match up to the first $6,000 of
contributions ($100,000 times 6%), contributing a maxi-
mum of $3,000 (50 cents for every one dollar).

How much should you contribute to your 401(k) plan?
If at all possible, contribute the maximum allowed.  In the
above example, that would be 10% of your pay.  At a mini-
mum, contribute enough to receive the maximum employ-
er-matching contribution.  That would be 6% of your pay
in the above example. Please call if you’d like help decid-
ing how much you should contribute to your 401(k) plan.
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Joe Ciaramitaro provides a variety of financial services to his clients through the Raymond James & Associates, Inc.
office in Birmingham, Michigan.  Joe specializes in retirement plans and serving the needs of high-net-worth 
business owners and individuals.  Joe, a CERTIFIED FINANCIAL PLANNERTM professional, is well versed in the areas of 
tax-advantaged investing, retirement planning, personal financial planning, pension plan review and analysis, and 
professional money management.

Joe has been in the financial services industry for over 25 years, and moved his Financial Planning practice to 
Raymond James in 2003.  Joe came into the financial services industry after obtaining a degree in accounting with an 
emphasis in Tax from Michigan State University.  Joe is the youngest of nine children and is married (Elaine), has one
daughter (Jacqueline), and two sons (Charlie and Robert).

While we are familiar with the tax provisions of the issues presented herein, as Financial Advisors of Raymond James & Associates, we are not qualified to render advice on tax or legal matters.
Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CeRTIFIed FInAnCIAl PlAnneRTM, and federally registered CFP (with flame logo), which it awards to 
individuals who successfully complete initial and ongoing certification requirements.

diversification and strategic asset allocation do not ensure a profit or protect against a loss. Investments are subject to market risk, including possible loss of principal. The process of rebalanc-
ing may carry tax consequences. Past performance does not guarantee future results. Investments are subject to market risk, including possible loss of principal. Financial Advisors of Raymond
James & Associates do not provide advice on tax or legal matters. Raymond James & Associates, Inc., member new York Stock exchange/SIPC.


