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Financial
Planning Strategies

Traditional IRAs—Forgotten, But Not Gone

W  ith the number of financial 
  products available in today’s 
retirement savings marketplace, the 
traditional Individual Retirement Ac-
count (IRA) can get easily overlooked, 
despite the potential for tax deferral 
and income tax deduction for individu-
als under the age of 70½. Here are 
some categories of savers who may 
benefit from a traditional IRA retire-
ment savings account:

Individuals without a retirement 
plan. Single taxpayers who are not part 
of an employer-sponsored retirement 
plan (e.g., 401(k) plan) may benefit 
the most from using a traditional IRA. 
The same holds true for married tax-
payers whereby neither spouse is a 
participant in an employer-sponsored 
retirement plan. Each individual can 
then contribute up to $5,500 in 2018 
($6,500 for individuals who are age 50 
and older) annually to an IRA without 
meeting any income eligibility require-
ments, and may deduct their entire 
contribution for income tax purposes. 

Some individuals covered under 
an employer-sponsored plan. Any 
individual who is a participant in an 
employer-sponsored retirement plan 
may contribute up to $5,500 in 2018 
($6,500 if age 50 and older) to an 
IRA, but whether or not that contri-
bution can be deducted for income tax 
purposes depends on the taxpayer’s 

adjusted gross income (AGI). Deduc-
tions in 2018 phase out for single filers 
with modified AGIs (MAGIs) between 
$63,000 and $73,000, and for married 
couple joint filers with MAGIs between 
$101,000 and $121,000.

Working children. One commonly 
overlooked savings opportunity is for a 
working child to start making contribu-
tions to his or her own IRA. Many high 
school- and college-aged students work 
part-time during the summer, school  
vacations, and even the school year.  
In addition to instilling excellent sav-
ing habits, contributing to an IRA at an 
early age can give a child a significant 
head start in saving for retirement.

Individuals who are retiring or 
changing jobs. An IRA can allow an 
individual who is retiring to postpone 
taxation of his or her retirement plan 
proceeds. Likewise, an IRA can achieve 
similar tax benefits for individuals who 
are changing employers. A special type 
of traditional IRA—the rollover IRA—
is used to accept the plan proceeds upon 
termination of employment. When 
properly executed, a rollover IRA avoids 
current income taxation, any unneces-
sary withholding of taxes by the former 
employer, and the 10% Federal income 
tax penalty for early withdrawals. It  
also allows the IRA owner to actively 
manage his or her IRA assets.

Current tax law is subject to interpretation and legislative change. Tax results and the appropri-
ateness of any product for any specific taxpayer may vary depending on the particular set of facts 
and circumstances. The information contained in this newsletter is not intended as tax, legal, or 
financial advice, and it may not be relied on for the purpose of avoiding any Federal tax penal-
ties. You are encouraged to seek such advice from your professional advisors. The content is 
derived from sources believed to be accurate. Neither the information presented nor any opinion 
expressed constitutes a solicitation for the purchase or sale of any security. Written and published 
by Liberty Publishing, Inc. Copyright © 2018 Liberty Publishing, Inc. 

1006558-00001-00

Nina M. Benton

CFP®, CLU®, ChFC®, RICP®

Financial Planner

Chartered Financial Services, LLC

30 Technology Drive, Suite 1Q 
Warren, NJ 07059 

Tele: 800-549-6007 
Fax:  732-549-6646 

Email: nina.benton@prudential.com



22

Steps to Help Ensure Estate Planning Success

F or many people, more 
 time and attention are 
devoted to building their 
estate than to planning for 
its ultimate disposition. Un-
derstandably, enjoying the 
fruits of your labor is often 
more interesting than plan-
ning for what might happen 
when you are no longer 
here. 

However, the Internal 
Revenue Service (IRS) is 
interested in your estate, 
and a lack of estate plan-
ning could, at the very least, 
create stress for your heirs 
and, more importantly, 
increase your estate tax li-
ability. With this in mind, 
here are six estate conserva-
tion strategies that can help 
you avoid some unnecessary 
pitfalls:

1. Keep detailed records. 
After you die, your heirs 
will need to sort out 
your financial affairs. 
You can help them by 
maintaining detailed 
records and letting them 
know where to find your 
will, insurance policies, 
bank statements, and 
other important docu-
ments.

2. Keep your will up to 
date. A will is the most 
basic legal estate plan-
ning document, through 
which you can specify 
how your property is to 
be distributed at your 
death. In addition, you 
can appoint an execu-
tor, who will coordinate 
the process of probate, 
the preparing and filing 
of final income and es-
tate tax returns, and the 
distribution of assets. 
Without a will (intes-
tate), the state will  

determine the distribu-
tion of assets according 
to state inheritance laws. 

3. Plan beyond your will. 
A will arranges your 
estate after your death. 
However, incapacity 
during your lifetime 
may affect your ability 
to make financial and 
health care decisions. A 
durable power of attor-
ney designates someone 
to make financial deci-
sions on your behalf, 
even in the event of 
incapacity. A living will 
states your wishes for 
the use of life-sustaining 
measures under speci-
fied conditions. A health 
care proxy (also known 
as a medical power of 
attorney) designates 
someone to make im-
portant health care de-
cisions on your behalf. 
A complete estate plan 
encompasses both life-
time and post-mortem 
planning.

4. Take advantage of the 
applicable exclusion 
amount. In 2018, each 
taxpayer may transfer 
up to approximately 
$11.2 million (the estate 
tax applicable exclu-
sion amount) in assets 
to non-spousal heirs 
without estate taxation.
Your entire estate can 
pass to your spouse tax 
free under the unlimited 
marital deduction. As 
a result of the enact-
ment of the American 
Taxpayer Relief Act of 
2012, if one spouse dies 
and does not use the full 
exemption amount, the 
remainder can be used 
by the surviving spouse. 

With this “portabil-
ity” option, spouses do 
not have to split assets 
between them, or be 
concerned about who 
holds the title on various 
assets.

5. Use the annual gift tax 
exclusion. In 2018, an 
individual can give away 
up to $15,000 per year 
($30,000 in the case of 
joint gifts made by a 
married couple) to an 
unlimited number of 
recipients tax free. For 
individuals with large 
estates, a regular gift-
ing strategy using this 
annual exclusion may 
be an attractive way to 
transfer appreciating as-
sets, which would other-
wise have the potential 
to increase estate taxes if 
left in the estate. 

6. Consider life insur-
ance. Life insurance is 
often used as a funding 
method for estate taxes. 
However, proceeds of 
life insurance policies 
are includable in your 
gross estate for purposes 
of calculating estate 
taxes. Consider using an 
irrevocable life insur-
ance trust (ILIT), which 
removes the insurance 
from your estate and 
therefore potential es-
tate tax exposure.

By preparing in advance, 
your wishes for property 
distribution can be executed 
upon your death. Be sure 
to consult with your quali-
fied tax, legal, and financial 
professionals to help ensure 
your strategies are consis-
tent with your overall objec-
tives. $
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Non-spousal benefi-
ciaries of an existing IRA. 
Since 2010, non-spousal 
beneficiaries are permitted 
to directly roll over funds 
inherited from employer-
sponsored retirement plans 
into inherited IRAs. Ac-
cording to the IRS, retire-
ment plan distributions to a 
non-spouse beneficiary are 

subject to many of the same 
rules that apply to other eli-
gible rollover distributions. 
Retirement plan sponsors 
must offer a non-spouse 
beneficiary the option of 
making a direct rollover, or 
a trustee-to-trustee transfer, 
of eligible rollover distribu-
tions to an inherited IRA. 
This means the transfer is 
made from the retirement 

plan to the IRA, and not to 
the beneficiary. 

What about the Roth 
IRA?

While income taxes are 
due when IRA distributions 
are taken, Roth IRA contri-
butions  are made with af-
ter-tax dollars and earnings 
accumulate tax free. In con-
trast to the traditional IRA, 
Roth IRAs have neither an 
age limit for contributions 
nor minimum distribution 
requirements. However, 
both traditional and Roth 
IRAs have a minimum age 
for distributions: 59½. 

Does the Roth IRA 
eliminate the need for a tra-
ditional IRA? Well, that de-
pends on the situation. It is 
possible for some taxpayers 
to be eligible for and con-
tribute to both a Roth IRA 
and a traditional IRA. It is 
important to note, however, 
that the IRA contribution 
limit ($5,500 in 2018 or 
$6,500 for those age 50 and 

older) applies to the total of 
all IRAs that a person may 
hold in a given tax year.

Is the Traditional IRA an 
Option for You?

When determining if an 
IRA is appropriate for your 
situation, you need to evalu-
ate the following: 1) wheth-
er you are eligible to make 
a deductible contribution; 
2) if comparable savings op-
portunities exist elsewhere 
(e.g., your employer-spon-
sored 401(k) plan); and 3) 
the current and long-term 
tax benefits. 

Traditional IRAs may 
have been overlooked as vi-
able retirement savings vehi-
cles in recent years, but may 
still serve a valuable purpose 
for your unique financial 
situation. Be sure to consult 
a qualified financial profes-
sional to help you determine 
your retirement savings op-
portunities, and formulate 
your savings strategy for  
the future. $ 

What Causes Inflation?

I nflation, defined as the 
 increase in the average 
price level of all goods and 
services, is often caused by 
changes in supply and de-
mand on a broad scale. For 
example, suppose business is 
booming, unemployment is 
low, and workers’ wages are 
increasing. As a result, con-
sumers have more dispos-
able income, and therefore 
are able to purchase more 
goods and services. Average 
prices will tend to rise due 
to the increase in demand for 
all goods and services. 

Suppose the economy is 
suffering. As unemployment 
rises and wages remain stag-
nant, consumers are unable 
to buy additional goods 
and services. In response, 
production slows down and 
prices rise in order to cut 
losses. In this case, aver-
age prices increase due to a 
decrease in the supply of all 
goods and services. 

In addition to creat-
ing higher costs for goods 
and services, inflation cre-
ates depreciation in cur-
rency values. As prices go 

up, the purchasing power 
of your income—dollar for 
dollar—decreases; that is, 
more dollars are needed to 
purchase the same amount 
of goods and services. In 
time, your personal savings 
and investments will have to 
work harder to keep up with 
or exceed inflation. It is im-
portant to consider inflation 
as you continue to save for 
retirement and make major 
purchasing decisions. $ 



Use a Mortgage When Lending  
Large Amounts to Your Children

P arents often find that 
 once their children are 
grown and have left home, 
they may still require finan-
cial help. Although adult 
children may earn their 
own money, the cost of liv-
ing and the acquisition of 
such things as a home may 
be beyond their means. As 
a result, many parents may 
want to provide a “lending” 
hand. While large loans 
from parents to offspring 
are quite common, it is im-
portant to pay attention to 
the tax rules that apply to 
such transactions.

Liening on Your Child
One beneficial way to 

establish a loan is to make 
sure that your child can 
receive a deduction for the 
interest he or she pays to 
you. To accomplish this you 
must prove to the Internal 
Revenue Service (IRS) that 
your loan is a mortgage. 
Unlike other types of in-
terest, mortgage interest 
secured by a principal resi-
dence is still fully deduct-
ible. Have an attorney draw 
up a mortgage agreement so 
you can take a lien on your 
child’s house. This method 
is generally used for sub-
stantial loans over $10,000.

Setting Rates
With that completed, 

you can set the interest rate 

you want to charge. If you 
use a fair market rate, the 
tax rules are straightfor-
ward. You pay income tax 
on the amount of interest 
you receive and your child 
deducts that amount from 
his or her income. The IRS 
determines fair market in-
terest rates monthly.

However, if you charge 
your child a below market 
rate or no interest at all, the 
tax accounting becomes 
more complex. In fact, 
you may pay tax on more 
interest than you actually 
receive—and a gift tax, as 
well. On the other hand, 
your child could deduct 
more than he or she actu-
ally pays you.

A Case in Point
Here’s how it works: 

Suppose you lend your 
child $150,000 at 3% inter-
est when the market rate 
is 4%. Your child pays you 
$4,500 a year in interest 
instead of a fair market 
amount of $6,000. Under 

the IRS rules, you still have 
to pay income tax on the 
full $6,000, and your child 
can deduct all $6,000 even 
though he or she didn’t 
actually pay that amount. 
The IRS then considers the 
$1,500 difference as a gift 
from you to your child sub-
ject to gift tax rules. As long 
as that amount—combined 
with any other gifts to your 
child that year—remains 
below the $15,000 annual 
gift tax exclusion in 2018 
($30,000 for joint husband 
and wife gifts), you won’t 
have to pay gift taxes. 

An offer of financial 
help from a parent can 
make a big difference in set-
ting a child off on the road 
to homeownership. How-
ever, before making a loan 
to any of your children, 
be sure to establish the re-
quired payback interest rate 
and schedule, so the bene-
fits you provide your child 
do not negatively affect 
your own personal financial  
situation. $
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