What Do I Do With My IRA & 401K?

Many of you have been asking me about this lately.

The correct answer depends on your individual tax situation, the size and type of account and
what your goals and needs are.

Most people I work with never realized what they did when they gave control of their
serious retirement money to a “plan custodian” who has to follow a bunch of IRS rules that
can be changed any time Congress feels like it.

The real question is:

Did you get enough of a tax benefit today in return for putting your money in “jail” for
the long term and paying the taxes later?

In all but a handful of cases I have seen over the past years you do not.

You see, most people are in a much lower tax bracket than they realize. Very seldom do I see
people paying more than 15% of their income in federal income tax, which means there will be
no tax advantage by paying taxes later on.
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For all but a small percentage of people, using after tax dollars for savings and putting the
money in a place where it will not be taxed again yields the best results.
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So now we need to talk about the end game on those pre tax accounts.

What is the best thing to do with that money?

Here are a few answers.

1. Adding money to these accounts is only pouring more gasoline on the fire, EVEN
IF YOU GET AN EMPLOYER MATCH.

I don’t have room in this newsletter to go into all the details, but suffice to say it only makes
the problem of getting money out with as little tax as possible a bigger and longer term one.

I will talk more about this later.

2. We need to gather the facts and see what your situation is. We need to know what
the numbers are before a good decision can be made.
3. Regardless of whether or not you do anything today, you still need a plan of action
for later on and you need to be aware of what the future holds.

Now here’s the hard part…

Which is better?

1. Invest money and try to get the highest return and get a tax break today.

2. Accumulate after tax money in a safe, secure place and become your own “private
lending company” so you make the profits the lenders are now making off of you
and you get back the cost of whatever you self finance.

A few years back my wife and I sat down at the kitchen table one Saturday morning and tried
to figure out what we had spent on cars, vacations, home improvements, etc. over the first 30
years of our marriage.

When the number got to $243K or so I started to get sick.

Based on paying 5% in loan interest (or losing 5% on invested money) that meant that the
total spent was up to about $700K!

When I compared that number to the value of all our investment accounts I had to run
for the bathroom!

Our accounts were worth about $300K.

Investing instead of financing cost us about $400,000!

This happened even though our employers had matched part of our 401k contributions; we
had invested intelligently and had gotten a tax break going in on these investment accounts.

My wife and I decided that day that we needed to get the IRA money “out of jail” as soon as
possible with the least amount of taxes. It needed to go into our “private lending company” a.k.a.
BOY plans. Because of the size of the accounts and our tax situation it will take us a few more
years to finish getting this done.

How about you?

Let’s see what can be done to prevent you from making the same mistake I did. All you have to
do is ask and I will help you.

HAPPY NEW YEAR!

WELCOME TO THE NEW DECADE!
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