
Individual Retirement Accounts

I. Opportunities for New IRAs

Deductible IRAs

The Act increases the adjusted gross income phaseout limits for deductible IRA contributions for an individual or spouse who is an active participant in an employer-sponsored retirement plan as follows:

Currently, deductions for IRA contributions are gradually phased out as income increases beyond $40,000 for married taxpayers filing jointly and $25,000 for single taxpayers.

Under the new law, married individuals may make deductible contributions to an IRA even if their spouses are active participants in an employer-sponsored plan. This benefit phases out beginning at adjusted gross income of $150,000 and ending at $160,000.

It also provides that the 10% early withdrawal tax will not apply to an IRA (including a Roth IRA described below) for up to $10,000 of first-time homebuyer expenses, for payments and distributions in a tax years beginning after December 31, 1997, as well as education expenses. Note, however, that a portion, if not all, of the distributions may be taxable (in contrast to the Roth IRA discussed below).

An additional new exception to the 10% early withdrawal penalty is made for qualified higher-education expenses which include tuition, fees, books, supplies, room and board, and equipment expenses.

Observation: First-time homebuyer expenses must be used within 120 days of distribution for such costs as settlement, financial or closing costs of the residence of the individual, spouse, child or ancestor of the individual or spouse. the $10,000 limit is a cumulative life-time limit for each individual.

Nondeductible Education IRAs

The Act also provides an additional new tax-savings opportunity, the Education IRA. An Education IRA is a trust or custodial account that exists as a separate IRA account and has the intended purpose of providing funds for the attendance of a program of higher education. This account may be established for paying the qualified higher-education expenses of a designated beneficiary. This account is created without providing an income tax deduction for the contribution. However, the earnings of this account are subject to inclusion in gross income and the additional 10% tax upon distribution to the extent the distribution exceeds qualified higher-education expenses.

The Education IRA has the following principal features:

· Contributions of up to $500 annually are allowed (which is in addition to the $2000 limit).

· Contributions may be made regardless of whether the beneficiary has gross income.

· Contributions may not be made after the beneficiary attains age 18. Subject to the additional 10% tax to the extent they exceed qualified higher education expenses.

· Income limitations for contributions begin at $150,000 for married taxpayers filing jointly and $95,000 for single taxpayers.

Roth IRAs

The new law permits qualified individuals to make maximum annual contribution of the lesser of $2,000 (reduced by deductible IRA contribution) or compensation for the year to so-called Roth IRAs. Although the contributions to Roth IRAs are not currently deductible, the amounts within the accounts can accumulate tax-free and qualified distributions will not be included in income. The available contribution limit for Roth IRAs phases out ratably for single 
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