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Decoding 401(k)s & IRAs: Maximizing Your Retirement
Savings

When planning for retirement, 401(k)s and IRAs (Individual Retirement Accounts) are two of
the most powerful tools you can use to build a secure financial future. These accounts offer tax
advantages that can help your money grow more efficiently over time. However, understanding
the differences between them—and deciding whether to contribute to the traditional or Roth
side—can be challenging.

This article will break down how to maximize your contributions, the benefits of employer
matching, and, importantly, how to decide if contributing to the traditional or Roth side makes
sense for you.

401(k)s are employer-sponsored retirement plans that allow employees to contribute a portion of
their salary to an investment account before taxes are taken out. Employers often match
contributions up to a certain percentage, which makes them particularly valuable. These plans
are designed to grow tax-deferred until you withdraw the money during retirement, at which
point you pay income tax on the distributions.

IRAs are similar to 401(k)s but aren’t tied to your employer. You can open an IRA on your own
and contribute independently. There are two primary types of IRAs: Traditional and Roth, each
with different tax benefits.

Both 401(k)s and IRAs provide significant tax advantages, but knowing which type of account to

prioritize—and how to leverage the tax benefits—can make a substantial difference in your
retirement savings.

401(k) Contribution Limits (2024):

e The contribution limit for 401(k) plans is $23,000 annually if you are under 50.
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e Those aged 50 or older can make an additional $7,500 catch-up contribution, for a total
of $30,500 per year.

IRA Contribution Limits (2024):

o The contribution limit for IRAs is $7,000 annually if you are under 50.
e Ifyouare 50 or older, you can contribute an extra $1,000 catch-up contribution, for a
total of $8,000 per year.

Maximizing your contributions helps your retirement portfolio grow faster, especially if your
employer matches part of your 401(k) contributions.

Employer Matching: Many employers offer a match—typically a percentage of your salary or
contributions (e.g., 50% match on up to 6% of your salary). This is essentially "free money," so
always contribute enough to take full advantage of any employer match before considering other
retirement accounts.

For example, if your salary is $80,000 and your employer offers a 50% match on up to 6% of
your contributions, you should contribute at least $4,800 (6% of $80,000) to get the full match of
$2,400. This instantly boosts your savings by $2,400 without any extra effort.

One of the most critical decisions you'll face is choosing whether to contribute to the traditional
or Roth side of your 401(k) or IRA. The main difference lies in when and how you pay taxes.

o Traditional 401(k)/IRA: Contributions are made with pre-tax dollars, meaning you
lower your taxable income in the year you contribute. However, withdrawals in
retirement are taxed as ordinary income.

e Roth 401(k)/IRA: Contributions are made with after-tax dollars, meaning you pay taxes
upfront, but withdrawals in retirement (including investment growth) are tax-free,
provided you meet the necessary conditions.

How to Decide Between Traditional or Roth: Factors to Consider

1. Current vs. Future Tax Brackets

o Ifyou believe you’ll be in a higher tax bracket anytime in the future or when
you retire, contributing to a Roth 401(k) or Roth IRA may be the better option.
You pay taxes now at a lower rate and enjoy tax-free withdrawals later when your
income (and tax rate) may be higher.

o If you think you’ll be in a lower tax bracket in retirement, the traditional 401(k)
or IRA might be more advantageous. You get the immediate tax break today and
pay taxes at a lower rate later when withdrawing the funds.
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2. Current Income Level
o Higher-income earners may benefit more from a traditional 401(k) or IRA
because the upfront tax deduction can be significant. If you're in a high tax
bracket today, deferring taxes could save you a lot of money.
o Lower-income earners or those early in their careers might lean toward a Roth
401(k) or IRA since they are likely paying a lower tax rate now. You’ll avoid
paying taxes later when your income and tax rate are likely higher.
3. Access to Employer Matching
o Ifyou have access to an employer match, prioritize contributing enough to your
401(k) (whether traditional or Roth) to get the full match. Note that employer
matching contributions are always pre-tax, even if you contribute to a Roth
401(k).
4. Diversifying Your Tax Strategy
o It can be beneficial to contribute to both a traditional and Roth account to
diversify your tax exposure. By having both types of accounts, you have more
flexibility to manage taxes in retirement by choosing which account to draw from
depending on your tax situation.
5. Estate Planning Considerations
o A Roth account can be valuable for estate planning. Since Roth IRAs don’t have
required minimum distributions (RMD’s) during your lifetime, you can allow
your money to continue growing tax-free for your heirs. Traditional accounts, on
the other hand, require you to start taking RMD’s at age 73.

e Not Contributing Enough for Employer Match: Failing to contribute at least enough to
get the full employer match is leaving free money on the table.

o Delaying Contributions: Procrastinating on starting your 401(k) or IRA contributions
can drastically reduce your retirement nest egg due to the lost benefits of compound
growth.

e VWithdrawing Early: Withdrawing money from your 401(k) or IRA before retirement
can result in hefty penalties and taxes, undermining your long-term savings goals.

o Ignoring Fees: Pay attention to the fees charged by your 401(k) or IRA investment
options. High fees can erode your returns over time.

401(k)s and IRAs are powerful retirement savings tools, but maximizing their benefits requires a
solid understanding of how they work. Contributing enough to take advantage of employer
matching, understanding the tax implications of traditional vs. Roth contributions, and avoiding
common mistakes will help you secure a more comfortable retirement. Ultimately, the choice
between traditional and Roth depends on your current financial situation and expectations for the
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future. Diversifying your contributions across both types of accounts could offer the best of both
worlds, providing tax benefits now and flexibility in retirement.

By planning strategically and making informed decisions, you can build a retirement portfolio
that maximizes growth and minimizes taxes—paving the way for a financially secure future.

Investment Advisory Services offered through Brookstone Capital Management LLC and Milestone Asset Management LLC, both
Registered Investment Advisors. Investments and/or investment strategies involve risk including the possible loss of principal. There
is no assurance that any investment strategy will achieve its objectives. This information is not intended to be used as the sole basis
for financial decisions, nor should it be construed as advice designed to meet the particular needs of an individual’s situation. Avery
Hayes and/or Hayes Advisory Group are not affiliated with or endorsed by the Social Security Administration or any other
government agency. The information provided is not intended as tax or legal advice and should not be relied on as such. You are
encouraged to seek tax or legal advice from an independent professional. Any examples are for illustrative purposes only and do not
take into account your particular investment objectives, financial situation, or needs and may not be suitable for all investors. It is
not intended to project the performance of any specific investment and is not a solicitation or recommendation of any investment
strategy.
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