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Roth IRA
A Roth Individual Retirement Account (IRA) can help you save for retirement by
offering tax-free earnings accumulation and withdrawals, high income eligibility
limits, tax-free withdrawals of contributions at any time, and the ability to
contribute as long as you have earned income.

Who Should Consider Investing in a Roth?
Someone who:

221.2222



Earns too much to qualify for a Traditional IRA tax deduction



Wants to make contributions beyond age 70 ½



Wants the ability to withdraw their contributions at any time



Doesn’t want to be subjected to mandatory distributions at age 70 ½



Expects to be in a higher tax bracket at retirement



Wants to reduce or avoid taxes at retirement



Wants to diversify tax treatment of retirement assets



Wishes to leave tax-free income to beneficiaries



Wants to supplement other retirement savings
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Contributions
Are You Eligible?
Two factors determine whether you can open and contribute to a new Roth IRA
and/or continue contributing to an existing Roth IRA account:
1.) Your current year’s ‘earned’ income (that’s income you make from working, typically
in the form of salary, hourly wages or profits from a small business)
2.) Your tax filing status
If you have earned income, you then need to make sure you aren’t going to make more than
the federal government allows to be able to contribute to a Roth IRA. The amounts differ
depending on your tax status.

Earning Limits
The earning limits are based on something called your modified adjusted gross income
(MAGI). MAGI is calculated by taking the adjusted gross income from your annual federal tax
return and adding back certain items such as foreign income, foreign housing deductions,
student loan deductions, IRA contribution deductions, and deductions for higher education
expenses.
The maximum modified adjusted gross income for annual contributions of the full
amount for 2018 are as follows:

Single filers up to $120,000
Joint filers up to $189,000

331.3333
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Maximum Contributions
Lesser of 100% of earned income or $5,500 if under
age 50; $6,500 if age 50 or older
Spousal IRA for a non-working spouse $5,500; $6,500
if spouse is age 50 or older

15 Months to Contribute
IRA laws allow you 15 months to make a contribution for the current tax year.
In 2018, for instance, you can make a contribution any time from January 1,
2018 to April 15, 2019 (the tax filing deadline).

Employer Based Retirement Plans
Do you have a retirement plan through your employer? No problem, you can
still contribute to a Roth IRA.

Age Limits
You can make contributions to a Roth IRA at any age, there are no limits, as
long as you have enough earned income to offset the amount of your
contribution.

Stay at Home Spouse
No problem, a non-working spouse can open a Roth IRA based on the
working-spouse’s earnings. Again, just be sure your combined MAGI is below
the allowable limits.

Tax Deduction
Contributions to a Roth IRA are not tax deductible.

441.4444
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Distributions
Distributions from a Roth IRA prior to age 59 ½
Contributions to a Roth IRA (the money that you put in) can be withdrawn at any time, for any reason free
of taxes and with no penalty. Each distribution is always considered to come first from contributions, and
then from earnings, regardless of the order they were actually credited to the account.
Earnings from a Roth IRA (the money you made from any investment gains above and
beyond your contributions) are taxed as ordinary income and subject to a 10% premature
distribution penalty unless you have held the Roth IRA for at least 5 years, and attained age 59 ½ .
Important to note here, is that the five year clock doesn’t start on the day you opened or funded your Roth
IRA account. Rather, it starts on the first day of the tax year for which the IRA is opened and funded. This
means if you funded a 2018 Roth contribution in December 2018, your five year clock started on January 1st,
2018. The five year waiting period doesn’t start again each time you make additional contributions.

Penalty Free Distributions from a Roth
Exceptions to the 10% Penalty
The 10% early withdrawal penalty will not apply to a distribution, as long as the distribution is for one of the
following “qualifying reasons” listed below:


The distribution was made to your beneficiary after your death



You are disabled



You use the distributions to pay the costs of a first-time home purchase (subject to a limit of $10,000)



The distribution was used to pay for unreimbursed medical expenses that exceed 10% of AGI
5432 Any Street West
 Townsville,
Are a series
of “substantial equal periodic payments” made over the life expectancy of the IRA owner
State 54321
425.555.0132 ph

Are used to pay medical insurance premiums after the IRA owner has received unemployment
compensation for more than 12 weeks


Are used to pay back taxes because of an IRS levy placed against the IRA



Are used to pay for the qualified expenses of higher education for the IRA owner and/or eligible
family members

551.5555
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Penalty Free & Tax Free Distributions
With a Roth IRA, you pay no penalty and no federal taxes on your distribution as long as
you have satisfied the five-year aging requirement and your distribution is for one of
the following purposes:





Age 59 1/2
Qualified first-time home purchase (up to $10,000 lifetime limit)
Disability
Death

All Roth IRAs are viewed as one
When applying the above rules, the IRS views all of your Roth IRAs together as one big Roth IRA. For
example, once you’ve met the 5 year rule for one of your Roth IRAs, you’ve met it for all of them. Also
distributions from a Roth will not count as distributions of earnings until you have withdrawn an amount
greater than the total of all of your contributions to all of your Roth IRAs.

Early Distributions after a Roth Conversion
The penalty rules regarding conversions are a bit different than those for annual contributions. An early
withdrawal of a conversion contribution has a different twist. Any distributions of converted amounts
(assuming they were taxable at the date of the conversion) will be subject to the 10% penalty (though they’ll be
free from ordinary income taxes) if the distribution occurs less than 5 years after the first day of the year in
which the conversion occurred. If, however, the distribution was for a “qualifying reason”, then the
distribution will be free from penalty.
If the conversion included amounts that were not taxable (because they came from a nondeductible IRA),
those amounts will not be subject to the 10% penalty even if they are withdrawn from the Roth prior to the first
day of the fifth year after the date of the conversion.

Order of Distributions
Distributions from a Roth IRA are assumed to occur in the following order:
1.) Regular contributions
2.) Conversion and rollover contributions, on a first-in-first-out basis (generally, total conversions and
rollovers from the earliest year first). Take these conversion and rollover contributions into account as
follows:
 Taxable portion (the amount required to be included in gross income because of the conversion or
rollover) first, and then the
 Nontaxable portion
3.) Earnings on contributions
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Mandatory Distributions
Unlike a Traditional IRA, that forces you to take mandatory required minimum distributions (RMDs) at
age 70 ½, there are no mandatory distribution requirements from a Roth IRA.

Distributions from a Roth IRA
The following table illustrates the various scenarios when making distributions from a Roth IRA.

Distribution Reason

Withdrawn Within 5 years

Withdrawn After 5 Years

Taxable

10 % Penalty

Contributions Before Age 59 1/2

NO

NO

NO

NO

Contributions After Age 59 1/2

NO

NO

NO

NO

Earnings Before Age 59 1/2 (unless exceptions #1-7
listed below apply)

YES

YES

YES

YES

Earnings After age 59 1/2

YES

NO

NO

NO

1.) Death

YES

NO

NO

NO

2.) Disability

YES

NO

NO

NO

3.) First-Time Home Buyer (10k limit)

YES

NO

NO

NO

4.) Qualified higher education expenses

YES

NO

YES

NO

5.) Substantially equal periodic payments

YES

NO

YES

NO

6.) Heath insurance premiums of certain
unemployed people

YES

NO

YES

NO

7.) Medical expenses above 10% of AGI

YES

NO

YES

NO

Taxable

The tax information contained in this material is based on federal laws existing on the date of its publication.
Such laws are subject to legislative change and to judicial and administrative interpretation.
Anyone considering the application of this information to his or her own situation should consult with his or her professional tax advisor.
771.7777

10% Penalty
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