
I n d i v i d u a l  Re t i re m e n t  Acco u n t s  ( I RAs )
h ave  b e co m e  a  co r n e rs to n e  o f
re t i re m e n t  p l a n n i n g ,  o f fe r i n g  t a x
a d va n t a g e s ,  f l ex i b le  i nve s t m e n t
o pt i o n s ,  a n d  lo n g - te r m  g row t h
p ote n t i a l .  I RAs  a l low  i n d i v i d u a ls  to
s ave  sys te m a t i ca l ly  fo r  re t i re m e n t
w h i le  b e n e f i t i n g  f ro m  t a x- d e fe r re d  o r
t a x- f re e  g row t h ,  d e p e n d i n g  o n  t h e  t y p e
of  I RA  a cco u n t ( s )  u t i l i ze d .  W h i le  t h e re
a re  a  n u m b e r  o f  va r i o u s  t y p e s  o f  I RA
a cco u n t  ca te g o r i e s  ava i l a b le ,  to  w h i c h
e a c h  m ay  ca te r  to  a  s p e c i f i c
re q u i re m e n t  o r  s t ra te g y,  we  w i l l  to u c h
b r i e f ly  o n  t h e  m o re  p ro m i n e n t  I RA
a cco u n t s  o fte n  u s e d :  

T RA D I T I O N A L  I RA
ROT H  I RA
S E P  I RA
I N H E R I T E D  I RA

Trad i t iona l  IRA’s  &  Rot h  IRAs :
Compar ing  Key  Features
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Trad i t iona l  IRAs  a l low  co n t r i b u t i o n s  to
b e  m a d e  o n  a  p re - t a x  b a s i s ,  p o te n t i a l ly
re d u c i n g  yo u r  t a xa b le  i n co m e  fo r  t h e
ye a r  i n  w h i c h  t h e  co n t r i b u t i o n s  a re
m a d e .  Fu n d s  w i t h i n  a  Tra d i t i o n a l  I RA
g row  t a x- d e fe r re d ,  m e a n i n g  i nve s t m e n t
e a r n i n g s  a re  n ot  t a xe d  u n t i l
w i t h d rawa ls  a re  m a d e  i n  re t i re m e n t .
T h e  I R S  re q u i re s  m i n i m u m  d i s t r i b u t i o n s
( R M D s )  s t a r t i n g  a t  a g e  7 3  ( b o r n  i n
1 9 6 0  o r  l a te r ) ,  e n s u r i n g  t h a t  t h e  f u n d s
a re  eve n t u a l ly  w i t h d raw n  a n d  t a xe d .
Tra d i t i o n a l  I RAs  a re  o fte n
a d va n t a g e o u s  fo r  i n d i v i d u a ls  w h o
ex p e c t  to  b e  i n  a  lowe r  t a x  b ra c ke t  i n
re t i re m e n t  t h a n  d u r i n g  t h e i r  wo r k i n g
ye a rs ,  o r  fo r  t h o s e  w h o  wa n t  to  re d u ce
c u r re n t-ye a r  t a xa b le  i n co m e  w h i le
s av i n g  fo r  re t i re m e n t .  W h i le
co n t r i b u t i o n s  fo r  t a x  d e fe r re d  g row t h
ca n  b e  m a d e  a t  a ny  i n co m e  leve l ,  t h o s e
w h o  p a r t i c i p a te  i n  o t h e r  q u a l i f i e d  p l a n s
s u c h  a s  4 0 1 k ’s  m u st  m e e t  ce r t a i n
i n co m e  l i m i t s  to  e n j oy  t a x  d e d u c t i o n s
o n  t h e i r  I RA  co n t r i b u t i o n s .
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Rot h  IRAs ,  i n  co n t ra s t ,  a re  f u n d e d
w i t h  a f te r- t a x  d o l l a rs ,  s o
co n t r i b u t i o n s  d o  n ot  re d u ce  c u r re n t
t a xa b le  i n co m e .  H oweve r ,  q u a l i f i e d
w i t h d rawa ls  i n c l u d i n g  b ot h
co n t r i b u t i o n s  a n d  e a r n i n g s  a re
co m p le te ly  t a x- f re e ,  p rov i d e d  t h e
a cco u n t  h a s  b e e n  o p e n  fo r  a t  l e a s t
f i ve  ye a rs  a n d  t h e  a cco u n t  h o ld e r
m e e t s  I R S  re q u i re m e n t s .  U n l i ke
Tra d i t i o n a l  I RAs ,  Rot h  I RAs  d o  n ot
re q u i re  R M D s  d u r i n g  t h e  ow n e r ’s
l i fe t i m e ,  m a k i n g  t h e m  e s p e c i a l ly
a t t ra c t i ve  fo r  yo u n g e r  s ave rs ,  t h o s e
ex p e c t i n g  h i g h e r  t a xe s  i n  t h e  f u t u re ,
o r  i n d i v i d u a ls  w h o  wa n t  to  le ave  a
t a x- f re e  i n h e r i t a n ce  fo r  h e i r s .
Co n t r i b u t i o n s  to  ROT H  I RA’s  a re
e l i g i b le  to  i n d i v i d u a ls  a n d  m a r r i e d
co u p le s  p rov i d e d  t h ey  m e e t  ce r t a i n
i n co m e  l i m i t s  fo r  t h e  t a x  ye a r  o f  t h e
co n t r i b u t i o n .

YES
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Deductible
Contribution?

NO

YES
Retirement

Withdrawals
Taxed?

NO

YES

Penalties for
unqualified

withdrawals,
prior to 59.5?

YES (Except
for Contribu-

tion basis)

YES, age 73
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Required?
NO RMD’s
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B e ca u s e  Rot h  I RAs  a l low  t a x- f re e
g row t h  a n d  w i t h d rawa ls ,  t h ey  ca n  a ls o
s e r ve  a s  a  s t ra te g i c  to o l  fo r  t a x
d i ve rs i f i ca t i o n  i n  re t i re m e n t .  We  o fte n
re co m m e n d  a  m i x  o f  b ot h  Tra d i t i o n a l
a n d  Rot h  a cco u n t s ,  a l low i n g  c l i e n t s  to
m a n a g e  t a xa b le  i n co m e  i n  re t i re m e n t
a n d  p ote n t i a l ly  re d u ce  ove ra l l  t a xe s
ove r  t h e i r  l i fe t i m e .  Ad d i t i o n a l ly,  Rot h
I RAs  ca n  o f fe r  g re a te r  f lex i b i l i t y,  s i n ce
co n t r i b u t i o n s  ( b u t  n ot  e a r n i n g s )  ca n
g e n e ra l ly  b e  w i t h d raw n  a t  a ny  t i m e
w i t h o u t  p e n a l t y,  p rov i d i n g  a  s o u rce  o f
l i q u i d i t y  i f  n e e d e d .

SEP IRAs :  A  Tool  fo r  Smal l  Bus iness
Owners

S i m p l i f i e d  E m p loye e  Pe n s i o n  ( S E P)
I RAs  a re  d e s i g n e d  fo r  s e l f - e m p loye d
i n d i v i d u a ls  a n d  s m a l l  b u s i n e s s  ow n e rs .
T h e s e  a cco u n t s  a l low  e m p loye rs  to
co n t r i b u te  u p  to  2 5 %  of  a n  e m p loye e’s
co m p e n s a t i o n  ( s u b j e c t  to  I R S
m a x i m u m s )  i n to  re t i re m e n t  a cco u n t s .
Co n t r i b u t i o n s  a re  t a x- d e d u c t i b le  fo r
t h e  b u s i n e s s ,  a n d  i nve st m e n t s  g row
t a x- d e fe r re d  u n t i l  w i t h d rawa l .  S E P
I RAs  d o  n ot  a l low  e m p loye e
co n t r i b u t i o n s  b eyo n d  w h a t  t h e
e m p loye r  co n t r i b u te s ,  b u t  t h ey  p rov i d e
a  f lex i b le  way  to  m a ke  l a rg e r  t a x-
a d va n t a g e d  co n t r i b u t i o n s ,  e s p e c i a l ly
fo r  s m a l l  b u s i n e s s  ow n e rs  s e e k i n g  to
m a x i m i ze  re t i re m e n t  s av i n g s .
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TRAD IRA    vs.    ROTH IRA

Interesting IRA Fact:

Minors can have IRAs: Anyone with earned
income can contribute to an IRA, regardless
of age, so minors with a job can open one.



Now t hat  we’ ve  rev iew some bas i cs  of
t he  most  prominent  IRA’s ,  le t ’s  rev iew
some bas i c  ru les  common to  most  a l l
IRAs  here :

Contr ibut ion  L imi ts :  I RA’s  h ave
l i m i t a t i o n s  o f  h ow  m u c h  o n e  m ay
co n t r i b u te  o n  a n  a n n u a l  b a s i s .  Fo r
2 0 2 6 ,  t h e  m a x i m u m  co n t r i b u t i o n  to  a
Tra d i t i o n a l  o r  Rot h  I RA  i s  $ 7 , 5 0 0  p e r
ye a r ,  w i t h  a n  a d d i t i o n a l  $ 1 , 1 0 0  ca tc h -
u p  co n t r i b u t i o n  fo r  i n d i v i d u a ls  a g e d  5 0
o r  o ld e r .  T h i s  i s  d ra m a t i ca l ly  lowe r
t h a n  w h a t  yo u  m ay  co n t r i b u te  to  a
q u a l i f i e d  p l a n  t h ro u g h  a n  e m p loye r
s u c h  a s  a  4 0 1 k .  B u t  I RA  co n t r i b u t i o n s
ca n  b e  m a d e  i n  a d d i t i o n  to  e m p loye r
q u a l i f i e d  p l a n s  a n d  ca n  b e  co n s i d e re d
a  s u p p le m e n t a l  re t i re m e n t  p l a n ,
p rov i d e d  ce r t a i n  c r i te r i a  a re  m e t .  Fo r
t h o s e  w h o  a re  s e l f - e m p loye d  a n d  o pt
fo r  a  S E P  I RA ,  co n t r i b u t i o n  l i m i t s  ca n
b e  s u b st a n t i a l ly  h i g h e r .  Fo r  t a x  ye a r
2 0 2 5  e m p loye rs  m ay  co n t r i b u te  to  a
S E P  I RA  u p  to  2 5 %  of  a n  e l i g i b le
e m p loye e’s  co m p e n s a t i o n ,  o r  a
m a x i m u m  of  $ 7 2 , 0 0 0 ( 2 0 2 6 ) ,  w h i c h eve r
i s  le s s .

Age for  W it hdrawals :  G e n e ra l ly,  I RA
ow n e rs  ca n  b e g i n  t a k i n g  p e n a l t y- f re e
w i t h d rawa ls  a t  a g e  5 9 ½ .  W i t h d rawa ls
b e fo re  t h i s  a g e  m ay  b e  s u b j e c t  to  a
1 0 %  e a r ly  w i t h d rawa l  p e n a l t y,  i n
a d d i t i o n  to  i n co m e  t a xe s  fo r  Tra d i t i o n a l
I RAs .  T h e re  a re  ce r t a i n  exe m pt i o n s
t h a t  a l low  yo u  to  w i t h d raw  p r i o r  to
a g e  5 9 ½ ,  s u c h  a s  d i s a b i l i t y,  f i r s t  t i m e
h o m e  b u ye r  co n s i d e ra t i o n s  u p  to  1 0 k ,
m e d i ca l  ex p e n s e s  b eyo n d  7 . 5 %  of
a d j u s te d  g ro s s  i n co m e ,  a n d  s eve ra l
o t h e rs .  T h e s e  e a r ly  w i t h d rawa l  p e n a l t y
exe m pt i o n s  a re  d e s i g n e d  to  s u p p o r t
i n d i v i d u a ls  i n  t i m e s  o f  g e n u i n e
h a rd s h i p .

Inher i ted  IRAs :  Pass ing  Ret i rement
Assets  to  Benef i c ia r ies

I n h e r i te d  I RA’s ,  a ls o  ca l le d
b e n e f i c i a r y  I RA’s ,  a re  re t i re m e n t
a cco u n t s  t ra n s fe r re d  to  h e i rs  a fte r  t h e
o r i g i n a l  ow n e r  p a s s e s  away.  T h e s e
a cco u n t s  fo l low  r u le s  t h a t  a re
d i f fe re n t  f ro m  t h o s e  fo r  Tra d i t i o n a l  o r
Rot h  I RAs  ow n e d  by  t h e  o r i g i n a l
s ave r .  B e n e f i c i a r i e s  ca n n ot  m a ke  n ew
co n t r i b u t i o n s ,  b u t  t h e  a s s e t s  ca n
re m a i n  i nve ste d  a n d  co n t i n u e  to  g row
t a x- a d va n t a g e d .

D i s t r i b u t i o n  r u le s  d e p e n d  o n  t h e  t y p e
of  I RA  a n d  t h e  b e n e f i c i a r y ’s
re l a t i o n s h i p  to  t h e  o r i g i n a l  ow n e r .
Tra d i t i o n a l  i n h e r i te d  I RAs  g e n e ra l ly
re q u i re  b e n e f i c i a r i e s  to  t a ke  t a xa b le
w i t h d rawa ls ,  w h i le  Rot h  i n h e r i te d
I RAs  t y p i ca l ly  a l low  t a x- f re e
d i s t r i b u t i o n s  i f  I R S  re q u i re m e n t s  a re
m e t .  M o st  n o n - s p o u s e  b e n e f i c i a r i e s
m u st  fo l low  a  re q u i re d  w i t h d rawa l
s c h e d u le ,  o fte n  n e e d i n g  to  f u l ly
d i s t r i b u te  t h e  a cco u n t  w i t h i n  a  s e t
t i m e f ra m e ,  s u c h  a s  1 0  ye a rs .
S p o u s e s ,  h oweve r ,  h ave  m o re
f lex i b i l i t y.  A  s u r v i v i n g  s p o u s e  ca n
t re a t  t h e  i n h e r i te d  I RA  a s  t h e i r  ow n ,
e i t h e r  by  ro l l i n g  i t  i n to  t h e i r  ex i s t i n g
I RA  o r  ke e p i n g  i t  a s  a n  i n h e r i te d  I RA
a n d  u s i n g  m o re  favo ra b le  d i s t r i b u t i o n
r u le s .  T h i s  f lex i b i l i t y  a l lows  t h e
s u r v i v i n g  s p o u s e  to  t i m e  w i t h d rawa ls
s t ra te g i ca l ly  a n d  p ote n t i a l ly  d e l ay
re q u i re d  m i n i m u m  d i s t r i b u t i o n s ,
o f fe r i n g  a d d i t i o n a l  p l a n n i n g
a d va n t a g e s .  B e ca u s e  o f  t h e s e  r u le s ,
i n h e r i te d  I RAs  a re  a  va l u a b le  e s t a te -
p l a n n i n g  to o l ,  h e l p i n g  h e i rs  m a n a g e
a n d  p re s e r ve  re t i re m e n t  a s s e t s  w h i le
s t ay i n g  co m p l i a n t  w i t h  I R S
g u i d e l i n e s .
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Requ i red  Min imum Dist r ibut ions  (RMDs) :  Tra d i t i o n a l  &  S E P  I RAs  re q u i re
a cco u n t  h o ld e rs  to  b e g i n  t a k i n g  d i s t r i b u t i o n s  a t  a g e  7 3  fo r  t h o s e  b o r n  i n  1 9 6 0  o r
l a te r  ( t h e  w i t h d rawa l  a g e  s l i g h t ly  va r i e s  fo r  t h o s e  b o r n  p r i o r  to  1 9 6 0 ) .  T h e s e
m i n i m u m  d i s t r i b u t i o n  a m o u n t s  a re  ca lc u l a te d  f ro m  t h e  a g g re g a te  I RA  b a l a n ce s
a n d  t h e  c u r re n t  l i fe  ex p e c t a n c y  fa c to r  o f  t h e  i n d i v i d u a l ,  s o  eve r yo n e’s  R M D
a m o u n t  i s  d i f fe re n t ,  a n d  t h a t  a m o u n t  c h a n g e s  eve r y  ye a r  a fte r  a g e  7 3  b a s e d  o n
t h e s e  fa c to rs .  Rot h  I RAs ,  by  co n t ra s t ,  d o  n ot  h ave  R M D s  d u r i n g  t h e  ow n e r ’s
l i fe t i m e ,  a l low i n g  t h e  f u n d s  to  g row  t a x- f re e  fo r  lo n g e r .  I t ’s  c r u c i a l  to  e n s u re  t h e
R M D’s  a re  t a ke n  i n  a  t i m e ly  m a n n e r  a s  t h e re  a re  h e ft y  p e n a l t i e s  o f  u p  to  2 5 %  of
t h e  R M D  a m o u n t  fo r  n ot  t a k i n g  t h e  d i s t r i b u t i o n .

Balanc ing  Your  IRA St rategy

I RA’s ,  re g a rd le s s  o f  t h e  t y p e ,  o f fe r  s i g n i f i ca n t  b e n e f i t s  b u t  a ls o  co m e  w i t h
s p e c i f i c  r u le s  a n d  re q u i re m e n t s .  Tra d i t i o n a l  I RAs  p rov i d e  c u r re n t-ye a r  t a x  re l i e f ,
Rot h  I RAs  o f fe r  t a x- f re e  w i t h d rawa ls ,  S E P  I RAs  a l low  fo r  h i g h e r  co n t r i b u t i o n s
fo r  b u s i n e s s  ow n e rs ,  a n d  I n h e r i te d  I RAs  s u p p o r t  t a x- e f f i c i e n t  we a l t h  t ra n s fe r .
T h e  r i g h t  co m b i n a t i o n  d e p e n d s  o n  yo u r  i n co m e ,  t a x  s i t u a t i o n ,  re t i re m e n t  h o r i zo n ,
a n d  ove ra l l  p l a n n i n g  g o a ls .  

Re g a rd le s s  o f  t h e  I RA  t y p e  yo u  a re  u t i l i z i n g ,  re g u l a r ly  rev i ew i n g  yo u r  re t i re m e n t
a cco u n t s  a n d  co n s u l t i n g  w i t h  a n  i nve st m e n t  a d v i s o r  o r  t a x  p ro fe s s i o n a l  ca n  h e l p
e n s u re  yo u r  I RA  s t ra te g y  a l i g n s  w i t h  yo u r  o b j e c t i ve s .  B y  u n d e rs t a n d i n g  t h e
n u a n ce s  o f  e a c h  a cco u n t  t y p e  a n d  leve ra g i n g  t h e i r  a d va n t a g e s ,  yo u  ca n
st re n g t h e n  yo u r  lo n g - te r m  re t i re m e n t  p l a n  a n d  m a ke  t h e  m o st  o f  yo u r  I RA
o p p o r t u n i t i e s .  P le a s e  fe e l  f re e  to  i n q u i re  a ny t i m e  w i t h  q u e st i o n s  o r  fo r
d i s c u s s i o n .

A j ay  K h a t r i ,  C R PC ™
Pr i n c i p a l  /  I nve st m e n t  Ad v i s o r
A l te r n i t y  I nve st m e n t  Ad v i s o rs
a k h a t r i @ a l te r n i t ya d v i s o rs .co m
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Alternity Investment Advisors, LLC is a registered investment advisor in the State of California &
Texas. The advisor may not transact business in states where it is not appropriately registered,
excluded or exempted from registration. Individualized responses to persons that involve either
the effecting of transaction in securities, or the rendering of personalized investment advice for
compensation, will not be made without registration or exemption. There is substantial risk of
loss in investing, past performance of investment results is not indicative of future results.


