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available to all taxpayers: the IRS does phase-out eligibility for individuals with more 
than $95,000 in Adjusted Gross Income (AGI), or couples with more than $150,000 in 
AGI. A nice feature of ROTH IRA’s is that you can still be eligible even if you are 
covered by a company-sponsored retirement plan. Contribution limits are $2000 for tax 
year 2001, and, again, if the state of California adopts the new Federal laws, limits will 
rise to $3,000 for tax year 2002.  
 
The benefits of a ROTH IRA are similar to an IRA in that you enjoy tax-deferred growth 
during the life of the account. However, you don’t get the immediate write off on your 
current tax return. This can be more than offset by the fact that your withdrawals will not 
be taxed once you reach age 59 ½ and begin to take money out of the account. Basically, 
you can view this as the IRS taking their cut up front, versus IRA’s, where they get their 
cut when you withdraw the money. 
 
If you feel a little confused by all of this, you are not alone. The best thing to do is to 
discuss your options with your tax preparer and your investment professional and get 
their input as to which plan may work best for your situation.  
 
Here are three final tips on contributing to an IRA or ROTH IRA. First, you need not set 
up a new account every year to accommodate your contribution: in fact, you are best off 
making your annual contribution to your existing account to avoid confusion and added 
expenses of maintaining multiple accounts.  
 
Second, be sure to consider investing your contributions in a vehicle that suits your 
investment goals: too often, investors put all of their contributions into fixed-interest 
accounts like CD’s that, over time, may generate low rates of return. In the case of a 30-
year old, the difference between annual returns of 4% versus 10% (the 75 year average 
return of large-company common stocks) on your money, compounded over 20 years, 
can add up to tens of thousands of additional dollars available to you come retirement.  
 
Thirdly, consider making your 2002 contribution now rather than waiting until April of 
2003. This gives your money an additional 12 months to grow for you tax-deferred!  
 
 
Kevin Kennedy is president of Kevin Kennedy, LLC, a registered investment advisor firm 
in Alameda. Reach him at 510-748-1898 or Kevin@KevinKennedyLLC.comTT. Stocks, 
bonds, and mutual funds involve risk, including loss of principal. Past performance is no 
guarantee of future results.  
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