
The tax law changes of 1997 enacted a new investment opportunity for individuals called the Roth IRA.  

The Roth IRA is similar to a traditional IRA in that your earnings are tax-deferred while in the IRA, but the 

Roth IRA has the advantage that your earnings are not taxed at retirement.  Instead you pay your taxes up-

front and enjoy complete tax-free growth.   

 

     One of the biggest mistakes that we have found people make in investing is procrastination. For 

whatever reason, be it thinking they can’t afford it or fear of the stock market, people lose the time value of 

money by postponing investments.  Even waiting for one year before starting can significantly increase the 

amount that you must save for retirement or other goals.  Often the easiest way to overcome this problem is 

to set up automatic investment programs that take the money directly from your checking account into 

investments.    
 

      
     401K and IRAs are excellent investment options.  They allow you to invest money, and the earnings 

compound tax-free.  401K and other employment savings plans such as Keogh or SEP plans allow you to 

invest with money that is not taxed first.   This adds to your total returns within the investment.  

   

     401K type plans are offered by many employers who will take the investment automatically 
from your check, and some will even match your contributions up to a certain percentage.  You 
are essentially getting a 100% return on the amount they are matching.  This type of return 
cannot be achieved in any other investment over a long period of time.  Keep in mind, that this 
money should be for long-term retirement needs as there is a 10% penalty plus income taxes due 
if the money is taken out of the plan before age 59 1/2.  
 
      At Magnolia, we recommend that you fund your 401K plan up to the amount matched by the 
company.  We can help you pick from the mutual fund choices provided by your employer. 

 
     After this has been funded, we recommend that you consider IRAs for further tax savings.  
There are two types of IRAs: Traditional and Roth.  Both types allow tax deferment and have a 
limit of $2000 per person each year.  The Traditional allows an additional tax deduction if your 
income is below certain levels.  The Roth does not allow a tax deduction but the funds can be 
withdrawn at age 59 1/2 without any taxes being due.    

  
  
  

 


