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THE MIRACLE OF THE HUMBLE IRA  
 
December’s winter solstice holidays spring from various miracles cherished by different 
faiths. Light, a birth, and the earth are symbols as we Americans celebrate Hanukkah, 
Christmas, and Kwanzaa over the coming weeks. 
 
Probably the last place we would seek for evidence of a miracle is in the tax code.  But 
looking may indeed bear fruit! The humble IRA – Individual Retirement Account – is 
now available in multiple forms. Gone is one-size fits all.  Let’s take a closer look at what 
might be the best stocking stuffer ever. 
 
Confusion abounds regarding what an IRA actually is. It is an account registration, a 
“wrapper” holding funds we plan to use in our golden years. As such, where one’s money 
is invested is not part of the picture.  With that in mind, the significance of the account 
registration has to do with taxation – if, when, or how much of an IRA account will 
someday be lost to federal income taxes1. 
 
Taxes may not be intrinsically interesting, but legal opportunities to avoid them are. Our 
first miracle of the IRA is that taxes are not due until money is distributed. Assuming 
guidelines2. are met, taxes may never be due on Roth IRA appreciation.   
 
Suppose your 16 year old is working part-time and opens a Roth IRA with $1,000. Being 
a generous, supportive parent focused on teaching the value of saving, you match the 
$1,000 as a holiday gift. (Your match combined with your child’s contribution can’t 
exceed his/her calendar year earned income.)  
 
Now $2,000 is invested and all your child’s future Roth IRA appreciation is free from 
taxes. With compounding of 7%, just this one stocking stuffer may yield more than 
$37,000 by the time your child attains 59 ½ and the IRA is free of a 10% penalty. The 
entire account value could be distributed without taxation.  That’s what I call a gift! 
 
A Traditional IRA – the original type offering a tax deduction annually as money is 
added – does not allow tax-free growth of earnings. It permits tax-deferred growth of 
earnings.  The incentive here is that 100% of what you contribute works on your behalf.  
Without an IRA wrapper, paying taxes “as you go” would reduce your account value.  
You don’t have to love numbers to see that having less working for you in your nest egg 
is likely to yield less over time. 
 
Readers who don’t meet the income thresholds for contributing to either a Roth or a 
Traditional IRA3.can still take advantage of some tax-deferral by opening a Non-



deductible IRA. Individuals with any amount of earned income may contribute to a Non-
deductible IRA and enjoy tax-deferred earnings. For taxable year 2007, Roth IRA 
income thresholds are $99,000 for Single filers, and $156,000 for Joint filing. Traditional 
IRA income thresholds are $52,000 for Single filers and $83,000 for Joint. Regardless of 
the type of IRA that’s right for you, individuals or spouses under age 50 may contribute 
up to $4,000.  Add another $1,000 if you are age 50 or older. 
 
Miracle number two applies to business owners and their employees.  Thresholds have 
increased over time and now 25% of compensation (up to $45,000) may be contributed to 
a qualified individual’s SEP IRA4.   Take note that following your employees’ third 
calendar year of service, a contribution on their behalf - equal in percentage to that of the 
owner - is required. Your financial professional can help you establish a SEP for a 
negligible cost. 
 
Now that we have shed light on some of the mechanics of IRAs, let’s turn to our third 
miracle. A beneficiary who inherits a Traditional or Non-deductible IRA can turn the 
account into the gift that keeps on giving.  The choice is available to distribute annually 
over one’s own lifetime. (Spouses can delay distributions until their own age 70 ½.) 
Particularly if the beneficiary is younger than the original owner, income payments might 
be ‘stretched’ out for decades.  Naturally the IRS isn’t interested in waiting indefinitely 
for at least some tax dollars to come flowing in, so distributions must begin as per the 
guidelines. 
 
The golden rule of maximizing the value of an inherited IRA is: “Every year, take out 
only what you are required to, and no more.”  Help your family experience the miracle of 
the humble IRA this holiday season. Share the message from financial maven Warren 
Buffet: “My favorite holding period is forever!” 
 
 
 
1.  Some states assess income taxes on IRA distributions.  AMT liability could be triggered by IRA distributions. 
2. Certain guidelines - among them leaving an IRA invested until at least age 59! - must be honored or a 10% penalty is 
charged. Exceptions include: death, disability, “substantially equal periodic payments,” medical expenses in excess of 
7.5% of the IRA owner’s adjusted gross income, first time home purchase costs up to $10,000, certain qualified higher 
education expenses.  After-tax contributions to a Roth IRA may be distributed without taxation. 
3.  A Traditional IRA may be fully deductible – regardless of income – if an individual is not covered by an employer plan. 
4. SEP is the acronym for Simplified Employee Pension. 
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