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INDIVIDUAL RETIREMENT 
ACCOUNTS

What is an IRA?

Before highlighting  the d ifferenc es between 

eac h type of IRA, it?s important first to 

understand  wha t makes an IRA uniq ue as an 

investment ac c ount? in a  word , taxes.  

In a  regula r investment ac c ount, eac h time you 

sell a  sec urity, ea rn interest, or rec eive a  

d ividend , you must pay taxes whic h may reduc e 

the va lue of your ac c ount. By c ontrast, in an IRA 

ac c ount, there a re no taxes pa id  on sa les, 

d ividends, or interest eac h year. Your assets c an 

g row tax-deferred  or tax-free so long as they 

stay in your ac c ount. Congress baked  this tax 

benefit into IRAs as an inc entive for the pub lic  to 

save more. These ac c ounts then g ive you a  

c hanc e to g row your c ontributions year-in and  

year-out, free of taxes until you withd raw the 

Have you funded  your IRA this year? Are you elig ib le? How often have you heard  these 

q uestions? In 1974, Congress passed  leg isla tion tha t c rea ted  Ind ividua l Retirement Ac c ounts 

(IRAs) to enc ourage ind ividua ls to save for retirement. Life expec tanc ies were expand ing, 

trad itiona l pension p lans were going by the wayside and  it was c lea r tha t Soc ia l Sec urity would  

one day be insuffic ient to support peop le in retirement. The idea  of an IRA is to enc ourage 

savings today to be used  la ter in life. The benefits of IRAs have now p roven themselves for over 

a  genera tion, but too often we still do a  poor job  exp la ining  how these ac c ounts work and  the 

inc red ib le advantages tha t suc h ac c ounts p rovide. The d ifferent names c an be c onfusing and  

the benefits of eac h c an va ry. Here, we will look a t the three most c ommon types of Ind ividua l 

Retirement Ac c ounts inc lud ing the Trad itiona l IRA, the Roth IRA and  the Rollover IRA.

Understand ing your c hoic es for tax advantaged  savings
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funds for retirement. 

Keep  in mind , however, tha t IRAs a re federa lly regula ted , 

rules a re reviewed  annua lly and  Congress c an c hange the 

benefit a t any time. It is important, therefore, to a lways 

c hec k the la test rules and  opportunities with your financ ia l 

advisor, ac c ountant or the IRS website. (We have made sure 

the spec ific s in this paper a re up-to-da te for the 2022 tax 

year).

Traditional IRAs

A trad itiona l IRA, sometimes c a lled  a  c ontributory IRA, is a  

basic , persona lly funded  ac c ount for retirement savings. The 

IRS sets an annua l limit to how muc h you c an c ontribute to 

an IRA and , you c an open a  trad itiona l IRA a t any bank or 

b rokerage firm. IRAs a re investment ac c ounts, not savings 

ac c ounts. So onc e you have made a  c ontribution, you must 

c hoose investments for your c ash.

What?s unique about a Traditional IRA?

In add ition to the assets g rowing tax-free within the ac c ount, 

your annua l c ontributions might be tax-deduc tib le. In the 

year you make the c ontribution, you may be ab le to 

sub trac t the amount of your c ontribution from your taxab le 

inc ome depend ing on your annua l inc ome, filing  sta tus, and  

whether you or your spouse have a  retirement p lan a t work. 

For examp le, in 2022, if you a re sing le and  make less than 

$68,000 in mod ified  ad justed  g ross inc ome, you c an deduc t 

a  c ontribution up  to $6,000 from your taxab le ea rnings. 

Here is a  link for seeing the full q ua lific a tions and  amounts for 

a  trad itiona l IRA tha t c an be deduc ted :

 https:/ / www.irs.gov/ retirement-p lans/ ira -deduc tion-limits

Do I qualify?

As of 2022, anyone who has an inc ome and  is younger than 

72 years old  c an c ontribute up  to $6,000 a  year to an IRA. 

Those who a re 50 years or older a re elig ib le to make an 

add itiona l $1,000 c ontribution as a  ?c a tc h-up? to help  build  

more for retirement. 

When c an I start using the money?

You c an sta rt withd rawing from the ac c ount pena lty-free a t 

age 59.5. After you reac h the age 72, you must make 

annua l withd rawa ls from your IRA. These a re c a lled  Req uired  

Minimum Distributions or RMDs. Your RMD is c a lc ula ted  eac h 

year based  on the p rior year-end  va lue of your IRA and  a  

fac tor tab le estab lished  by the IRS. For examp le, in the year 

you turn 72, you a re req uired  to withd rawa l the va lue of your 

IRA on Dec ember 31st va lue d ividend  by 27.4.

How are withdrawals taxed?

As the assets g row in your IRA, you do not have to pay taxes 

on c ap ita l ga ins, d ividends, or interest. However, onc e you 

sta rt taking money out, a ll w ithd rawa ls a re sub jec t to your 

ord ina ry inc ome tax ra te. 

What are the penalties I should be c onc erned about?

If you withd raw from your IRA before you?re 59.5 you will a lso 

need  to pay a  10% pena lty a long with taxes on the 

withd rawa l. Tha t?s in add ition to a  sta te tax pena lty tha t 

may a lso app ly. 

Are there any exc eptions?

There a re a  few situa tions in whic h you c an withd raw from 

these ac c ounts without paying a  pena lty. These a re 

genera lly c onsidered  hardship  situa tions and  inc lude things 

suc h as q ua lified  first-time home purc hases (up  to $10,000) 

and  q ua lified  educ a tion or med ic a l expenses.

Is a Traditional IRA best for me?

IRAs were c rea ted  with the expec ta tion tha t you would  likely 

be in a  lower inc ome tax b rac ket onc e you retire and  sta rt 

withd rawing from your IRA. So, even though you will be 

paying ord ina ry taxes on your withd rawa ls, you?d  be in a  low 

enough tax b rac ket to make this a ttrac tive. Today, we see 

this is true for some peop le, but not a ll. 

If you believe tha t you will be in a  muc h lower tax b rac ket in 

retirement than you a re now, c ontributing  to a  Trad itiona l 

IRA is the right c hoic e. If you don?t, you might want to 

c onsider a  Roth IRA instead . 

As assets g row in your IRA, you 
don?t have to pay taxes on 
c ap ita l ga ins, d ividends or 
interest.

https://www.irs.gov/retirement-plans/individual-retirement-arrangements-iras-1
 https://www.irs.gov/retirement-plans/ira-deduction-limits


Roth IRAs

Roth IRAs a re newer than Trad itiona l IRAs, having been 

estab lished  by the Taxpayer Relief Ac t of 1997. They a re 

named a fter Sena tor William Roth, one of the c ong ressmen 

c red ited  with c rea ting  them. Roth IRAs were meant to 

p rovide even more enc ouragement to save for retirement.

What?s unique about a Roth IRA?

Like a  trad itiona l IRA, any c ontribution you make into a  Roth 

IRA g rows tax-free, reinvesting  year a fter year. Unlike a  

trad itiona l IRA, you don?t rec eive a  tax deduc tion when you 

c ontribute to a  Roth IRA. Instead , you get a  fa r more 

va luab le long-term benefit; as long as c erta in req uirements 

a re met, you won?t pay any taxes when you make a  

withd rawa l from a  Roth IRA. And  if you never need  the 

money, you?re never forc ed  to make a  withd rawa l or take 

an RMD. 

Do I qualify?

Unlike a  trad itiona l IRA, only c erta in peop le a re elig ib le to 

c ontribute to a  Roth IRA. In 2022, you must make less than 

$144,000 (if you?re sing le) or $214,000 (if you?re married  filing  

jo intly) to c ontribute. If you q ua lify, you c an c ontribute up  to 

$6,000 a  year, with an add itiona l $1,000 ?c a tc h-up? if you?re 

50 or older. The a llowab le c ontribution is p roportiona lly 

reduc ed  sta rting  a t inc omes of $129,000 if you a re sing le 

and  $204,000 if you a re married , filing  jo intly.

If you make more than these inc ome limits, there is still a  

way tha t you c an take advantage of a  Roth IRA. As long as 

you have no other IRA ac c ounts, you c an use a  stra tegy 

c a lled  an immed ia te ?Roth Conversion.? You c an make a  

non-deduc tib le c ontribution eac h year to an IRA and  then 

c onvert the full amount in the Trad itiona l IRA into a  Roth IRA 

while the funds a re still in c ash. If you have any other IRA 

ac c ounts, this stra tegy will not work as Roth Conversions 

genera lly involve paying ord ina ry inc ome taxes on the 

p re-tax c ontributions and  investment ga ins within a ll 

trad itiona l IRAs tha t exist. You will be req uired  to file form 

8606 with your tax return, where you report the amount of 

your non-deduc tib le IRA c ontribution for the year. This form 

will c apture your basis rela ting  to the c onversion. 

When c an I start using the money?

You c an withd raw wha t you?ve c ontributed  to your Roth IRA 

anytime a fter a  5-year hold ing period . Qua lified  d istributions 

a re both tax and  pena lty-free. After you turn 59.5, and  if the 

ac c ount has been opened  for 5 years, you c an withd raw 

both your c ontributions and  a ll ea rnings tax and  

pena lty-free as well. And  as noted  above, there is no 

manda tory age when you must sta rt withd rawing from 

these ac c ounts.

What are the penalties I should be c onc erned about?

Contributions to a  Roth IRA c an a lways be withd rawn 

pena lty and  tax-free. Only ea rnings in a  Roth IRA may be 

sub jec t to inc ome taxes or ea rly withd rawa l pena lties. There 

a re two req uirements you need  to be c onc erned  with using 

these ac c ounts. Like Trad itiona l IRAs, you have to be over 

the age 59.5 to avoid  the 10% early withd raw pena lty. 

Add itiona lly, Roth IRAs have the above-mentioned  spec ia l 

?5 Year Rule.? This rule req uires tha t even if you?re over 59.5, 

your c ontributions have to be made a t least for 5 years p rior 

before you c an sta rt withd rawing earnings, pena lty free.

Are there any exc eptions?

Just like the Trad itiona l IRA there a re ha rdship  exemptions to 

these rules when withd rawa ls a re used  for q ua lifying  

expenses. The deta ils c an be c onfusing, so it?s important 

tha t you work c losely with your ac c ountant or investment 

advisor to understand  the rules. 

Is a Roth IRA best for me?

If you believe tha t you might be in the same or a  

higher tax b rac ket in retirement than you a re now, a  

Roth IRA might be a  good  c hoic e for you. Also, if you 

want to save without a  p re-set future da te in whic h 

you a re req uired  to make period ic  withd rawa ls, then 
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Any c ontribution you make into 
a  Roth IRA g rows tax-free...you 
won't pay any taxes when you 
make a  withd rawa l



a  Roth is the only IRA c hoic e. Fina lly, if you might have 

future genera tions to c onsider in your esta te p lanning, 

you may want a  Roth IRA.

Should I c onsider both kinds of IRAs?

You a re ab le to c ontribute to both a  Trad itiona l and  

Roth IRA in the same year. However, you c an?t 

c ontribute more than a  tota l of $6,000 (or $7,000 if 

you?re elig ib le for ?c a tc h-up?) between the two 

ac c ounts. So if you c an?t p red ic t your taxes and  

financ ia l suc c ess twenty years from now, you might 

c hoose to c ontribute pa rtia lly to both types of IRAs 

eac h year.

Rollover IRAs

These days, peop le a re c onstantly on the move and  

often jump ing from job  to job . Job-hopp ing c an move 

your c a reer  but c an a lso leave a  tra il of abandoned  

retirement ac c ounts behind . A rollover IRA is a  

trad itiona l IRA tha t is funded  by d istributing  funds from 

q ua lified  emp loyer p lans. 

What?s unique about a Rollover IRA?

Rollover IRAs a re a  little d ifferent from Trad itiona l and  

Roth IRAs. They c an?t be c ontributed  to d irec tly. 

Instead , they?re used  to c onsolida te retirement 

ac c ounts. If you were to leave your job  and  dec ided  

to ?c ash out? of your c ompany retirement p lan before 

retirement age, your money would  be sub jec t to taxes 

and  early withd raw fees. By utilizing  a  Rollover IRA, you 

c an ?roll-over? your c ompany retirement p lan assets 

d irec tly into an IRA without inc urring  any early 

withd raw pena lties, and  the assets rema in 

tax-deferred  until d istribution. 

Do I qualify?

Rollover IRAs a re used  by those who have c hanged  

jobs or retired  and  have assets ac c umula ted  in their 

emp loyer-sponsored  retirement p lans, suc h as a  401(k) 

or 403(b ), for examp le. IRA rollovers c an be exec uted  

from a  q ua lified  ac c ount suc h as a  401(k) into an IRA, 

or from one IRA ac c ount to another if you a re 

c onsolida ting  IRA ac c ounts. 

When c an I start using the money?

Rollover IRAs a re trea ted  exac tly like Trad itiona l IRAs. 

You c an sta rt withd rawing from the ac c ount 

pena lty-free a t 59.5, and  RMDs a re req uired  onc e you 

reac h 72. When you sta rt withd rawing from these 

ac c ounts, the d istributions a re taxed  a t your ord ina ry 

inc ome tax ra tes. 

What are the penalties I should be c onc erned 

about?

When initia ting  a  rollover, there a re two ways you c an 

do it. The rec ommended  way is to utilize a  

?trustee-to-trustee? rollover, where the trustee of the 

retirement p lan sends the p roc eeds from your work 

retirement ac c ount d irec tly to the trustee of your new 

Rollover IRA. It?s a  c lean and  easy way to transfer the 

money without being sub jec t to any pena lties. 

The other way to initia te the rollover is slightly more 

c omp lic a ted . You c an have the d istribution from the 

c ompany retirement p lan sent d irec tly to you by 

c hec k. You then have 60 days to deposit these 

p roc eeds into your Rollover IRA. However, when 

d istributions a re sent by c hec k, there is often a  20% 

withhold ing pena lty taken out of the d istribution. 

When you deposit the c hec k into your new Rollover 

IRA, you have to rep lac e the 20% tha t was withheld  

with your own savings. Otherwise, this 20% will be 

c onsidered  a  c omp leted  d istribution and  will be 

sub jec t to regula r inc ome taxes and  an early 
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You c an c ontribute to both a  
Trad itiona l and  Roth IRA in the 
same year.



withd raw pena lty of 10% if you?re under 59.5. If you 

follow the rules, the 20% tha t is withheld  is c red ited  

bac k to you when you file your annua l Federa l 

Inc ome tax return.

It?s a lso important to note tha t you?re only a llowed  to 

do one IRA to IRA rollover by c hec k eac h year. The 

one-year c a lendar runs from the time the d istribution is 

made. If more than one rollover is done in a  c a lendar 

year, the entire  amount is sub jec t to your regula r inc ome 

tax ra te as well as a  10% early withd raw pena lty.

Is a Rollover IRA best for me?

There a re many reasons someone might want to use a  

Rollover IRA. Consolida ting  work retirement ac c ounts into a  

sing le Rollover IRA c an make it easier to a lloc a te and  

monitor your assets. Many c ompany retirement p lans may 

c harge signific ant fees tha t you might want to avoid  with an 

IRA. These c an be both administra tive fees to ma inta in the 

ac c ount as well as in the mutua l funds management fees 

tha t a re ava ilab le in the p lan. Fina lly, if you have limited  

investment options ava ilab le in the work retirement p lan, 

c onsolida ting  to a  Rollover IRA may a llow you to have 

ac c ess to more investment options and  the ab ility to invest 

your own assets. 

Please remember tha t past performanc e may not be ind ic a tive of future results. Different types of investments 
involve va rying deg rees of risk, and  there c an be no assuranc e tha t the future performanc e of any spec ific  
investment, investment stra tegy, or p roduc t (inc lud ing the investments and / or investment stra teg ies 
rec ommended  or undertaken by Summit Plac e Financ ia l Advisors, LLC (?SPFA?), or any non-investment rela ted  
c ontent, made referenc e to d irec tly or ind irec tly in this newsletter will be p rofitab le, eq ua l any c orrespond ing 
ind ic a ted  historic a l performanc e level(s), be suitab le for your portfo lio or ind ividua l situa tion, or p rove suc c essful. 
Due to va rious fac tors, inc lud ing c hang ing market c ond itions and / or app lic ab le laws, the c ontent may no 
longer be reflec tive of c urrent op inions or positions. Moreover, you should  not assume tha t any d isc ussion or 
information c onta ined  in this newsletter serves as the rec eipt of, or as a  substitute for, persona lized  investment 
advic e from SPFA. To the extent tha t a  reader has any q uestions regard ing the app lic ab ility of any spec ific  issue 
d isc ussed  above to his/ her ind ividua l situa tion, he/ she is enc ouraged  to c onsult with the p rofessiona l advisor of 
his/ her c hoosing. SPFA is neither a  law firm nor a  c ertified  pub lic  ac c ounting  firm and  no portion of the newsletter 
c ontent should  be c onstrued  as lega l or ac c ounting  advic e. A c opy of the SPFA?s c urrent written d isc losure 
Broc hure d isc ussing our advisory servic es and  fees is ava ilab le upon req uest. Please Note: If you a re a  SPFA 
c lient, p lease remember to c ontac t SPFA, in writing , if there a re any c hanges in your persona l/ financ ia l situa tion 
or investment ob jec tives for the purpose of reviewing/ eva lua ting / revising  our p revious rec ommendations and / or 
servic es, or if you would  like to impose, add , or to mod ify any reasonab le restric tions to our investment advisory 
servic es. SPFA sha ll c ontinue to rely on the ac c urac y of information tha t you have p rovided .

18 BANK STREET -  SUITE 202 -  SUMMIT, NJ 07901 -  908.517.5880 -  advisors@summitplac efinanc ia l.c om

FOLLOW US: 

So have you c ontributed  to your IRA yet? Ac tua lly, you have until April 15th of the 

following year to make your tax year IRA c ontribution. You will get the most 

tax-deferred  investment advantage, though, by c ontributing  ea rly in January and  

letting  your funds g row a ll year. Even if you have a  q ua lified  p lan a t work, an 

a fter-tax Trad itiona l IRA or Roth IRA c an be a  g rea t way to supp lement your 

long-term savings, and  these opportunities should  be c onsidered  before your 

taxab le investment ac c ount.  
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