Open Your First IRA
How to get started and where to put your money.
By Cameron Huddleston
February 2007. This article was updated in 2008.
Maybe the choices in your employer's retirement plan are lousy. Maybe you need another
tax break or want to reduce your tax burden in retirement. Maybe you've maxed out your
401(k) and still want or need to save more. If so, open an IRA.
Anyone who's younger than 70½ and has earned income can open an individual
retirement account. While the age limit does apply to traditional IRAs, it does not apply
to Roths. Even your kids can open an IRA as long as they're earning money. And while
starting an IRA isn't child's play -- you'll want to compare fees, expenses and investment
performance -- it isn't that tough, either.

Types of IRAs
Basically, you have two types of IRAs to choose from: Roth and traditional. Which one
you choose depends on how much you make now and your tax bracket in retirement. If
your adjusted gross income (AGI) is less than $116,000 ($169,000 for couples filing
jointly) and you'll be in a higher tax bracket in retirement, then consider a Roth IRA.
Your contributions aren't deductible, but you'll be able to withdraw your nest egg taxfree.
If you think your tax rate will decline in retirement, then consider a traditional IRA. You
can deduct your contributions today, but you'll pay taxes on the money when it's
withdrawn. However, the deduction fades away above certain income levels if you're
eligible to participate in your employer's retirement plan.
The contribution limit for both Roth and traditional IRAs is $5,000 ($6,000 if you're 50
or older) this year.

Where to start
Not sure where to put the money? Don't let that be an excuse for not opening an account.
While you're hemming and hawing over where to invest, your money could be earning
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interest. Even if you start with a low-interest money market fund, you can switch to more
lucrative investments later. The important thing is not to delay.
You have three main options when it comes to opening an IRA: a bank, a brokerage or
mutual fund company. And you can invest in any kind of security -- stocks, bonds,
mutual funds, etc.
A bank might work well if you can't decide where to put your money. It also can be a
good choice if you don't have much to invest. You often can open an account for as little
as $100. Most let you invest in CDs or money market accounts, sometimes without an
annual fee. Check Bankrate.com for average rates.
For rookie IRA investors, mutual funds are probably the simplest option -- you can
leave the stock picking to the pros and spread your money and your risk instantly across a
large number of investments. Look for a mutual fund company with a broad choice of
funds. You may start with just a single fund, but as your IRA grows, you'll want to split it
up into a number of funds with different investment styles.
Many funds require a minimum initial investment of $1,000 or more. Remember to keep
an eye on expenses, and if you're doing the fund picking yourself, try to avoid sales loads.
You can use expense ratios to compare ongoing management expenses of different funds.
The average is about 1.4% for stock funds, but you can find much lower ratios. The
average expense ratio for Vanguard funds, for example, is only 0.27%.
Many fund companies will let you open an IRA online, and most let you set up automatic
contributions from your checking account for free.
More experienced investors might opt to open their IRA at a brokerage firm, where you
can select your own mix securities or choose from thousands of mutual funds.
If you choose to buy individual securities for your IRA, you'll have to pay a commission
on trades. For mutual funds, shop among no-load, no transaction fee funds so you don't
have to pay a commission in addition to the underlying expense ratios. Scottrade, for
example, offers more than 1,000 no transaction fee mutual funds.

Allocate your assets
"It doesn't matter what your age is or how much you're investing, it's critical you have an
asset allocation plan," says Bob Corcoran, Fidelity's vice president of retirement services.
A good plan takes into account age, risk tolerance and investment experience, he says.
Don't assume that because you're saving for your retirement that you should plop all your
money into the safest investment possible. You might not lose much if you invest in
government bonds, but you won't gain much, either.
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Although the stock market has taken a beating recently, stocks do perform better over the
long term. In fact, stocks have returned about an annualized 10% since 1926 -- nearly
double the return on bonds over the same period. Typically, the further you are from
retirement, the more risk you can take, and the more stocks or stock funds you can stuff
into your retirement account. For a list of our mutual fund picks for investments of 10
years or longer, see our long-term portfolio.
If you're just getting started, you'll probably be better off putting your money into just
one fund, though. If you're investing $5,000 or less, trying to divide this money up
between several funds might get costly. Some companies charge a fee for each mutual
fund you invest in and all charge fees for low IRA balances, plus a fee for administering
your IRA. So aim for a fund that has diversified holdings in small-, mid- and large-cap
stocks such as Master's Select Equity, Vanguard STAR and T. Rowe Price Spectrum
Growth.
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