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SAVE THE DATE!
Customer Appreciation Event
Ice Cream Social
Wednesday, June 15th
Watch for invites to follow
Check out our website to learn more
about upcoming events!
www.choiceone.com/investment-center
FUN DATES TO KNOW
April 29th -- Arbor Day
May 15th -- National Chocolate Chip
Day!
June 18th -- International Picnic Day
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Can You Get to a Million Dollars?
Earn Too Much for a Roth IRA? Try the
Back Door!

Welcome to 2016. This has been one of the
craziest starts to a year that I have ever seen.
One week it is 50 degrees outside and the next
it is 15 degrees. Six inches of snow fall one day
and three days later you can see my lawn. This
presidential election is more bizarre than any I
have ever seen. The most extreme candidates
from both parties are amongst the most
popular. The stock market begins with the worst
January performance in 80 years. Just over a
year ago, many "experts" were commenting on
how the world was running out of oil. Now we
find out that we have more than we can
consume in our lifetimes. My two year old son
told me the other day to turn the TV down
because he was having trouble concentrating.

This certainly won't last too long. As things calm
down, we may look back at this and realize that
this is actually a good thing. A lot of the things
we consume are byproducts of oil and natural
gas. If the prices stay low, eventually we will
see that there is a benefit to paying less for
some of the things we consume.
The last odd point I mentioned is that my son
Logan is using language that is abnormal for a
two year old. I have no explanation for that. If
you have any thoughts on that, please let me
know.
Take care!
Randy Schmidt

Are these signs that the doomsday prophets
are on to something? There seems to be a lot
of odd things happening right now. While I don't
know much about weather patterns, I don't think
most news events are really a sign of the end.
While we have had pretty normal elections the
past several decades, history tells us that even
some of the founders of our country didn't
always use polished language. They were just
fortunate that CNN and FOX news weren't
there to play it for the masses. While I would
prefer to go back to a time where our politicians
spent more time in solving our nation's
problems, I do understand that our country and
the economy is driven by "WE THE PEOPLE".
The stock market has gone thru a period for the
past seven years where things went relatively
smoothly, but it wasn't always that way.

8 SIMPLE WAYS TO BE MORE ACTIVE

Start small. According to research, walking for
just 5 minutes every day will help get you
started.
Set goals. Choose the fitness goal that is right
for you. Write it down to help yourself stick to it.
Make it a routine . When you choose your
activity, pick something that you can fit into your
daily routine -- you will be more likely to keep
with it.
Step-by-step . You can wear a pedometer for a
day to see how much you really walk. Then try
to add 250 more steps every day.
Make it a Priority. Make staying active a
priority in your life. Find at least a 30-minute
block of time you can devote to exercise.
Right now the volatility from day to day is much Track your progress . Use simple checkpoints
higher than we have seen in recent years, but it to measure how you are doing.
wasn't long ago that this type of volatility was
Find a friend . Having a friend to work out with
actually the norm. It is interesting in that people will help to keep you both motivated.
are looking at cheap oil and gas as a bad thing. Add variety . This will help you stay motiviated
and be less likely to get bored with doing just
one activity every time you exercise.
"An early-morning walk is a blessing for
the whole day" -- Henry David Thoreau

Should I loan my child money for a down
payment on a house?
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Can You Get to a Million Dollars?
Often in life, you have investment goals that
you hope to reach. Say, for example, you have
determined that you would like to have $1
million in your investment portfolio by the time
you retire. But will you be able to get there?
In trying to accumulate $1 million (or any other
amount), you should generally consider how
much you have now, how much you can
contribute in the future, how much you might
earn on your investments, and how long you
have to accumulate funds.

In trying to accumulate $1
million (or any other
amount), you should
generally consider how
much you have now, how
much you can contribute in
the future, how much you
might earn on your
investments, and how long
you have to accumulate
funds. But remember, there
are no guarantees--even
when you have a clearly
defined goal. For example,
the market might not
perform as expected, or you
may have to reduce your
contributions at some point.
All investing involves risk,
including the possible loss
of principal, and there is no
guarantee that any
investment strategy will be
successful. Review your
progress periodically and be
prepared to make
adjustments when
necessary.

Amount of contributions
Of course, the more you can regularly
contribute to your investment portfolio (e.g.,
monthly or yearly), the better your chances are
of reaching your $1 million investment goal,
especially if you start contributing early and
have a long time horizon.

Contributions needed

Now that the primary factors that affect your
chances of getting to a million dollars have
been reviewed, let's consider this question: At a
Current balance--your starting point
given rate of return, how much do you need to
Of course, the more you have today, the less
save each year to reach the $1 million target?
you may need to contribute to your investment For example, let's assume you anticipate that
portfolio or earn on your investments over your you can earn a 6% annual rate of return (ROR)
time horizon.
on your investments. If your current balance is
$450,000 and you have 15 more years to reach
Time (accumulation period)
$1 million, you may not need to make any
In general, the longer your time horizon, the
additional contributions (see scenario 1 in the
greater the opportunity you have to accumulate table below); but if you have only 10 more
$1 million. If you have a sufficiently long time
years, you'll need to make annual contributions
horizon and a sufficiently large current balance, of $14,728 (see scenario 2). If your current
with adequate earnings you may be able to
balance is $0 and you have 30 more years to
reach your goal without making any additional
reach $1 million, you'll need to contribute
contributions. With a longer time horizon, you'll $12,649 annually (see scenario 3); but if you
also have more time to recover if the value of
have only 20 more years, you'll need to
your investments drops. If additional
contribute $27,185 annually (see scenario 4).
contributions are required to help you reach
Scenario
1
2
your goal, the more time you have to target
your goal, the less you may have to contribute. Target
$1,000,000
$1,000,000
The sooner you start making contributions, the
better. If you wait too long and the time
remaining to accumulate funds becomes too
short, you may be unable to make the large
contributions required to reach your goal. In
such a case, you might consider whether you
can extend the accumulation period--for
example, by delaying retirement.

Current
balance

$450,000

$450,000

Years

15

10

ROR

6%

6%

Annual
contribution

$0

$14,728

Scenario

3

4

Target

$1,000,000

$1,000,000

Current
balance

$0

$0

Years

30

20

ROR

6%

6%

Annual
contribution

$12,649

$27,185

Rate of return (earnings)
In general, the greater the rate of return that
you can earn on your investments, the more
likely that you'll reach your investment goal of
$1 million. The greater the proportion of the
investment portfolio that comes from earnings,
the less you may need to contribute to the
portfolio. Earnings can benefit from long time
horizons and compound rates of return, as
returns are earned on any earlier earnings.
However, higher rates of return are generally
associated with greater investment risk and the
possibility of investment losses. It's important to
choose investments that meet your time
horizon and tolerance for risk. And be realistic
in your assumptions. What rate of return is
realistic given your current asset allocation and
investment selection?

Note: This hypothetical example is not intended
to reflect the actual performance of any
investment. Actual results may vary. Taxes,
fees, expenses, and inflation are not
considered and would reduce the performance
shown if they were included.
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Earn Too Much for a Roth IRA? Try the Back Door!
Background

If you have taxable
compensation, you can
contribute up to $5,500 to
an IRA in 2016, or $6,500 if
you'll be 50 or older by the
end of the year. You can't
contribute to a traditional
IRA for the year you turn
70½, or thereafter.
To be eligible for tax-free
qualified distributions from
a Roth IRA, you must satisfy
a five-year holding period
and, in addition, one of the
following must apply: you
have reached age 59½ by
the time of the withdrawal,
the withdrawal is made
because of disability, or the
withdrawal is made to pay
first-time homebuyer
expenses ($10,000 lifetime
limit from all IRAs).
It's not clear how long the
back door is going to
remain open. There have
been suggestions that this
is a loophole that should be
legislatively closed.

Roth IRAs, created in 1997 as part of the
Taxpayer Relief Act, represented an entirely
new savings opportunity--the ability to make
after-tax contributions that could, if certain
conditions were met, grow entirely free of
federal income taxes. These new savings
vehicles were essentially the inverse of
traditional IRAs, where you could make
deductible contributions but distributions would
be fully taxable. The law also allowed taxpayers
to "convert" traditional IRAs to Roth IRAs by
paying income taxes on the amount converted
in the year of conversion.
Unfortunately, the law contained two provisions
that limited the ability of high-income taxpayers
to participate in the Roth revolution. First, the
annual contributions an individual could make
to a Roth IRA were reduced or eliminated if his
or her income exceeded certain levels. Second,
individuals with incomes of $100,000 or more,
or whose tax filing status was married filing
separately, were prohibited from converting a
traditional IRA to a Roth IRA.
In 2005, however, Congress passed the Tax
Increase Prevention and Reconciliation Act
(TIPRA), which repealed the second barrier,
allowing anyone to convert a traditional IRA to a
Roth IRA--starting in 2010--regardless of
income level or marital status. But TIPRA did
not repeal the provision that limited the ability to
make annual Roth contributions based on
income. The current limits are set forth in the
chart below:
Phaseout ranges for determining ability to
fund a Roth IRA in 2016*
Single/head of
household

$117,000-$132,000

Married filing jointly

$184,000-$194,000

Married filing
separately

$0-$10,000

*Applies to modified adjusted gross
income (MAGI)

nondeductible contributions to a traditional IRA
and then immediately convert that traditional
IRA to a Roth IRA--a "back door" Roth IRA.

The IRS is always at the front door...
For taxpayers who have no other traditional
IRAs, establishment of the back-door Roth IRA
is essentially tax free. Income tax is payable on
the earnings, if any, that the traditional IRA
generates until the Roth conversion is
complete. However, assuming the contribution
and conversion are done in tandem, the tax
impact should be nominal. (The 10% penalty
tax for distributions prior to age 59½ generally
doesn't apply to taxable conversions.)
But if a taxpayer owns other traditional IRAs at
the time of conversion, the tax calculation is a
bit more complicated because of the so-called
"IRA aggregation rule." When calculating the
tax impact of a distribution (including a
conversion) from any traditional IRA, all
traditional and SEP/SIMPLE IRAs a taxpayer
owns (other than inherited IRAs) must be
aggregated and treated as a single IRA.
For example, assume Jillian creates a
back-door Roth IRA in 2016 by making a
$5,500 contribution to a traditional IRA and then
converting that IRA to a Roth IRA. She also has
another traditional IRA that contains deductible
contributions and earnings worth $20,000. Her
total traditional IRA balance prior to the
conversion is therefore $25,500 ($20,000
taxable and $5,500 nontaxable).
She has a distribution (conversion) of $5,500:
78.4% of that distribution ($20,000/$25,500) is
considered taxable ($4,313.73), and 21.6% of
that distribution ($5,500/$25,500) is considered
nontaxable ($1,186.27).
Note: These tax calculations can be
complicated. Fortunately, the IRS has provided
a worksheet (Form 8606) for calculating the
taxable portion of a conversion.

There's also a side door...

Through the back door...

Let's assume Jillian in the example above isn't
thrilled about having to pay any income tax on
the Roth conversion. Is there anything she can
do about it?

Repeal of the provisions limiting conversions
created an obvious opportunity for high-income
taxpayers who wanted to make annual Roth
contributions but couldn't because of the
income limits. Those taxpayers (who would also
run afoul of similar income limits that prohibited
them from making deductible contributions to
traditional IRAs) could simply make

One strategy to reduce or eliminate the
conversion tax is to transfer the taxable amount
in the traditional IRAs ($20,000 in our example)
to an employer qualified plan like a 401(k) prior
to establishing the back-door Roth IRA, leaving
the traditional IRAs holding only after-tax
dollars. Many 401(k) plans accept incoming
rollovers. Check with your plan administrator.
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Should I loan my child money for a down payment on a
house?
For a lot of young people
today, it's difficult to purchase
a home without at least some
financial assistance. As a
result, many young adults turn to their parents
or other family members for help with a down
payment.

This type of loan documentation is also
important for IRS purposes because there may
be potential income and gift tax issues with
these types of loans. For example, interest paid
by your child will be considered taxable income,
and if adequate interest is not charged for the
loan, special imputed interest rules may apply.

If you plan on lending your child money for a
down payment on a house, you should try to
assume the role of a commercial lender. Setting
the terms of the loan in writing will demonstrate
to your child that you take both your
responsibility as lender and your child's
responsibility as borrower seriously.

If you don't feel comfortable lending your child
money, you may want to consider making a
smaller, no-strings-attached gift that doesn't
have to be repaid. Currently, you can gift up to
$14,000 annually per person under the gift tax
exclusion. However, if you do gift money for a
down payment, your child's lender may still
While having an actual loan contract may seem require him or her to put up some of his or her
too businesslike to some parents, doing so can own money, depending on the type of mortgage
chosen.
help set expectations between you and your
child. The loan contract should spell out the
Keep in mind that lending money to family
exact loan amount, the interest rate and a
members can be a tricky proposition. Before
repayment schedule. To avoid the
entering into this type of financial arrangement,
uncomfortable situation of having to remind
you should take the time to carefully weigh both
your child that a payment is due, consider
the financial and emotional costs.
asking him or her to set up automatic monthly
transfers from his or her bank account to yours.
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