Best practices for plan sponsors

Traditional IRA vs Roth IRA – which is best for me?

While it may seem like a very easy decision, there are
many factors to consider before choosing which type of
IRA is your best alternative. The summary below provides
some of the differences between a traditional IRA and a
Roth IRA, their eligibility requirement and other factors
to consider when choosing the right account.

Contribution limits

The contribution limits for the Roth and traditional IRA
are the same. For tax year 2019, you could contribute
up to $6,000 to your IRA, plus an additional $1,000
catch-up contribution if you’re 50 or older.

Deductibility

For some U.S. taxpayers, being able to deduct traditional IRA contributions is the deciding factor in choosing between a Roth or traditional IRA. However,
deductibility is not the only consideration and your
eligibility to deduct your contribution depends on
whether you meet certain requirements. Contributions
to Roth IRA’s are not deductible.

Contribution age limits

If you would like to contribute to your IRA for as long as

you have earned income, you should consider the age
limits placed on IRA contributions. When you reach age
70½ you no longer contribute to a traditional IRA. There
is no age limit for Roth IRA’s.

Income limitations

Your income dictates your eligibility to contribute to a
Roth IRA. If your income exceeds a certain limit, you
may not contribute to a Roth IRA. In addition, your Roth
IRA contribution limit may be lowered if your income
falls within certain ranges. Income caps do not apply to
traditional IRA contributions but may affect their
deductibility.

Required minimum distributions

If you don’t want to be required to take distributions
from your IRA, you need to consider the rules for
Required Minimum Distributions (RMD). With a traditional IRA, you must begin taking an RMD by April 1 of
the year following the year you reach age 70½. This
means that you must gradually reduce your account
balance and add the distributed amount to your
income, even if you do not need the funds. Roth IRA
owners are not subject to the RMD rules.

Tax treatment of distributions

Generally, distributions from a traditional IRA are
treated as ordinary income and may be subject to
income taxes. Furthermore, the distributed amount
may be subject to a 10% early-distribution penalty if
you are under the age of 59½.
Qualified Roth IRA distributions are tax and penalty
free. Roth IRA distributions are considered qualified if
they meet the following two requirements:

Finally, if you’re eligible to contribute to both types of
IRA’s, it might make sense to divide your contributions
between a Roth and traditional IRA. However, your total
contribution to both IRA accounts cannot exceed the
limit for that tax year (including the catch up provision).
Like many financial decisions, the choice between a
Roth and traditional IRA is not as simple as it may seem.
The important decision is to invest as early as possible
to enjoy the long-term benefits.

 The distributions are taken no earlier than five
calendar years after you fund your first Roth IRA.
 The distribution is taken as a result of any of the
following:
— You have reached age 59½
— You are disabled
— Your beneficiary receives the benefit upon your
death
— T he amount is used to purchase a first home
(subject to a lifetime limit of $10,000)
As a general rule, the Roth IRA is the better choice if
you expect your tax rate to be the same or higher in
retirement, because, it allows you to pay taxes today
and receive tax-free distributions when you retire. If
your tax rate will be lower during retirement, then the
traditional IRA may be the better option if you’re
eligible to receive a tax deduction now when your tax
rate is higher.
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