  Why Choose a Self-Directed IRA?
Most traditional IRAs and 401ks limit retirement investments to traditional assets like stocks, bonds, and mutual funds.  A self-directed IRA (SDIRA) empowers you to invest in alternative investments of your choosing. An Alternative Investment is anything that is NOT a publicly traded stock, bond, or security.
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Self-Directed IRAs were permitted in 1974 as part of the Employee Retirement Income Security Act (ERISA). Unlike conventional IRAs, self-directed IRAs empower depositors to select and control the investments in their retirement accounts. The term ‘self-directed’ means that you, as an individual, have complete control over selecting and directing the investments in your account.
With a self-directed IRA, you can use your personal knowledge and experience to identify high-yield investments, take advantage of niche opportunities, and explore investment options like real estate, digital currency, clean energy, oil and gas, agriculture, private placements, precious metals, and more. Or you can be the bank, providing private money loans and earning interest on loaned funds. A self-directed IRA can open the door to a wide array of high-yield alternative assets, provide a way to diversify your retirement portfolio, and potentially increase investment returns through tax-deferred growth.
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Diversifying your retirement portfolio is a smart investment strategy that can reduce risk, enhance stability, and improve returns. Alternative assets have the potential to outperform traditional assets like stocks, bonds, and mutual funds, and with a low correlation to traditional investments, can act as a powerful buffer during market downturns.
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Investment gains and income generated within the self-directed IRA can be tax-free (Roth IRA) or tax-deferred (Traditional IRA). Because a self-directed IRA claims 100% of the income generated by the investments in the account, your retirement funds can grow without restriction.
A self-directed IRA permits tax-free withdrawals of contributions, interest, and earnings after the age of 59 ½.
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Consult your tax professional about the possibility of  reducing your taxable income based on your filing status and income.
· 2023 Traditional IRA Maximum Annual Contribution Limit –  under 50 years $6,500, over 50 years: $7,500.
· 2023 Roth IRA Maximum Annual Contribution Limit – under 50 years $6,500, over 50 years $7,500.
· 2023 SEP IRA Maximum Annual Contribution Limit – lessor of $66,000 or 25% of compensation.
· IRA allows all taxpayers under 72 years to contribute to an IRA.
If you file a joint return, both you and your spouse can make IRA contributions, even if only one of you has taxable compensation. The amount of your combined contributions can’t be more than the taxable compensation reported on the joint return, regardless of which spouse earned the compensation. If neither spouse participated in a retirement plan at work, all contributions may be deductible.
You can contribute to a traditional or Roth IRA whether or not you participate in another retirement plan through your employer or business. However, you may not be able to deduct all of your traditional IRA contributions if you or your spouse participates in another retirement plan at work. (Roth IRA contributions may be limited based on income level.)
Consult with a qualified CPA or tax specialist to verify your maximum contribution limits. You can also find additional details here, in IRS Publications 560 and 590.
Asset Protection
Under US Bankruptcy law, self-directed IRA assets are exempt from bankruptcy in amounts up to $1,000,000.
Build for Your Beneficiaries
Certain self-directed IRAs allow the passing of assets to beneficiaries after death, with little or no tax liability.
Properly designating your beneficiary can be an important part of your lifetime plan. Without this designation, your heirs may be subject more income and estate taxes than necessary.
Beneficiary Options:
· The most common beneficiary designations are spouses, children, grandchildren, or other relatives.
· A trust, charity, or combination of individuals can also be named.
· Multiple individuals can be named as beneficiaries however additional rules apply as to how the required minimum distribution is determined.
· Name a Living Trust. When you name a living trust as either a primary or contingent beneficiary, work with a professional to ensure the trust agreement is established properly to make certain you have the most advantageous tax results.
· Name a contingent beneficiary should your primary beneficiary predecease you. Without a designated beneficiary your IRA could go into probate and produce unfavorable tax results for your loved ones.

Types of Self-Directed IRAs
Traditional IRA
Traditional IRAs are tax-deferred, which means they are funded with pre-tax dollars. You can choose to fund your Traditional IRA by making a contribution, or transferring funds from an existing qualified retirement plan, such as 401k, pension plan, or other traditional IRA.
Contributions to this account are tax-deductible, with assets of your choice earning tax-free profits.
	BENEFITS OF A TRADITIONAL IRA INCLUDE:

	· By contributing to a traditional IRA, you may be able to lower your current tax bracket as your contributions are tax-deductible.
· A traditional IRA will allow you to invest more money because taxes are not deducted from the original investment capital.
· Investors in tax brackets that are too high to qualify for Roth IRAs can still contribute to traditional IRAs.
· Investors should consider a traditional IRA if their anticipated tax rate at retirement will be lower than their current tax rate.
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Roth IRA
A Roth IRA allows you to fund a retirement account with after-tax dollars that grow tax-free. Qualified distributions are also tax-free. Investors may set aside after-tax income up to a specified amount each year.
	BENEFITS OF A ROTH IRA INCLUDE:

	· If you satisfy the requirements, qualified distributions are tax free.
· You can make contributions to your ROTH IRA after the age of 72.
· Minimum distributions are required only after the original IRA owners death.
· You should consider choosing a ROTH IRA if you anticipate your tax rate at retirement to be higher than your current tax rate.


SEP (Simplified Employee Pension) IRA
A SEP IRA is a type of traditional IRA for self-employed individuals or small business owners. Any business owner with one or  more employees or anyone with freelance income, can open a SEP IRA.
	BENEFITS OF A SEP IRA INCLUDE:

	· Easy to administer, no government reporting required and no annual fund requirement.
· Contributions allowable for employer and on behalf of employees as a substantial tax-free benefit.
· Employers may contribute up to 25% of compensation or $66,000, whichever is less. (An increase from the 2021 IRS limit of $61,000)
· Eligibility provisions stated in SEP plan document must apply equally to owners and employees.


SIMPLE (Savings Incentive Match Plan for Employees) IRA
A SIMPLE IRA plan provides small employers with a simplified method to contribute toward their employees’ and their own retirement savings.
	BENEFITS OF A SIMPLE IRA INCLUDE:

	· Allows both employees and employers to contribute to a retirement plan set up specifically for employees.
· It is an ideal start-up retirement savings plan for modestly-sized businesses of less than 100 team members not currently sponsoring a retirement plan.
· Simple IRAs can be rolled over to a traditional or Roth IRA.
· Employees can contribute up to $15,500 for 2023 (an increase from 2022 at $14,000)  if under 50 years, with a catch up contribution of $3,500 if over 50 years old.
· Employers can match up to 3% of employee’s compensation per year.
· Employees may elect to hold account at custodian of choice, if permitted.
· Compare a SEP vs. SIMPLE plan


Prohibited Transactions
A self-directed IRA gives you more investment options and flexibility than many other retirement accounts. However, the IRS does prohibit certain transactions and investment types, and restricts the ways in which you can use your investments.
Conducting any prohibited transaction, even unintentionally, will cause your account to lose its qualified tax-protected IRA status. As a result, account owners will be liable for taxes, plus additional penalties that may apply.
Self-Dealing - Prohibited Transaction
Any investment transaction providing personal financial gain to an IRA account owner or a disqualified person to the IRA account owner directly or indirectly is considered “self-dealing,” which is a prohibited transaction.
A few examples of self-dealing transactions may include:
· Using the IRA as security for a personal loan
· Transferring retirement account income or assets to a disqualified person
· Lending IRA money to disqualified persons
· Extending credit based on the IRA to disqualified persons
· Furnishing goods, services, or facilities to disqualified persons
· Allowing fiduciaries to obtain or use the plan’s income or assets for their own interest
Disqualified Individuals - Prohibited Transaction
Disqualified persons are individuals or entities between whom or which an IRA is prohibited from engaging in any direct or indirect sale or exchange or leasing of any property; lending of money or other extension of credit; furnishing goods, services or facilities; or transferring to or permitting the use of IRA income or assets.
· Fiduciaries (which in the case of a self-directed IRA includes you, as the IRA owner)
· IRA owners’ lineal descendants, ascendants, and their spouses (see diagram below)
· Service providers of the IRA (IRA custodian, CPA, financial planner)
· An entity (such as a corporation, partnership, limited liability company, trust or estate) of which 50% or more is owned directly or indirectly by disqualified persons or held by a fiduciary or service provider; also a partner which holds 10% of a joint venture of such entity.
· See IRS section 4975 for a complete list of prohibited parties

Indirect Benefit Rules - Prohibited Transaction
The purpose of the IRA is to provide for your retirement in the future. It is considered an “indirect benefit” if your IRA is engaged in transactions that, in some way, can benefit you personally today.
The following are just a few types of indirect benefit transactions that are NOT allowed in an IRA:
· Personally using property held in the IRA. Using real estate purchased through your IRA as an office, personal residence, vacation home or retirement home.
· Receiving personal benefits from your IRA. Lending yourself money from your IRA or paying yourself, or a company that you own, to do work on a home purchased by your IRA
· Using your IRA funds to buy a vacation home that you or your family will use.
This information is presented for educational purposes only and should not be construed as tax, legal, or investment advice. Whenever making an investment decision, please consult with legal, tax, and accounting professionals.
Disqualified Investments - Prohibited Transaction
The IRS does not provide guidance on what is permitted, but dictates only what is NOT permitted, which includes:
· Collectibles (such as artwork, stamps, rugs, antiques, gems, and alcohol)
· Certain Coins (except certain U.S.-minted coins)
· Life Insurance
Investment Related Expenses & Fees - Prohibited Transaction
Regarding investments directed by your IRA account, the IRS prohibits the use of personal non-qualified funds to pay for expenses and/or fees incurred by the investment asset or the affiliated investment company (if applicable). This would be considered a “self-dealing” transaction, providing personal financial gain to the IRA account owner. All investment related fees must be paid with qualified funds directly from the IRA account.
Examples of Investment Related Services (not an all-inclusive list):
· Precious Metal Investments – Depository Fees must be paid by the IRA.
· Digital Currency Investments – The Digital Currency Account Set-up Fee and Annual Depository Fee must be paid by the IRA.
· Rental Property Investments – Any expense related to the property must be paid by the IRA (i.e., insurance, property taxes, maintenance, management, etc.).
· IRA LLC – The administration costs associated with the IRA LLC must be paid by the IRA LLC or the IRA (i.e., initial filing, annual registration, retitling, etc.).
If there are sufficient funds available in the cash balance of the IRA account, the investment related fees (annual and/or transactional fees) will automatically be deducted from the IRA cash balance, unless informed otherwise. If you would like to “reimburse” your IRA account for the investment related expenses or fees, it will be classified as a contribution. A contribution can be made up to the annual maximum amount allopwed by the IRS to replace the amount taken for the fee and will be recorded on your tax documents at the end of the year.
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