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Kinds of IRAs
You can open different kinds of IRAs with a variety of
organizations. You can open an IRA at a bank or other financial institution or with a mutual fund or life insurance company. You can also open an IRA through
your stockbroker. Any IRA must meet Internal Revenue
Code requirements, which are listed below for various
arrangements.

Traditional IRAs
Your traditional IRA can be an individual retirement account or annuity. It can be part of either a simplified
employee pension (SEP) or an employer or employee
association trust account.
Individual retirement account. An individual retirement account is a trust or custodial account set up in
the United States for the exclusive benefit of you or your
beneficiaries. The account is created by a written document. The document must show that the account meets
all of the following requirements.
• The trustee or custodian must be a bank, a federally
insured credit union, a savings and loan association,
or an entity approved by the IRS to act as trustee or
custodian.
• The trustee or custodian generally cannot accept contributions of more than the deductible amount for the
year. However, rollover contributions and employer
contributions to a SEP can be more than this amount.
• Contributions, except for rollover contributions, must
be in cash.
• You must have a nonforfeitable right to the amount at
all times.
• Money in your account cannot be used to buy a life
insurance policy.

• Assets in your account cannot be combined with other
property, except in a common trust fund or common
investment fund.
• You must start receiving distributions by April 1 of the
year following the year in which you reach age 72.
Individual retirement annuity. You can open an individual retirement annuity by purchasing an annuity
contract or an endowment contract from a life insurance company. An individual retirement annuity must
be issued in your name as the owner, and either you
or your beneficiaries who survive you are the only ones
who can receive the benefits or payments.
Simplified employee pension (SEP). A SEP is a written arrangement that allows your employer to make deductible contributions to a traditional IRA (a SEP IRA)
set up for you to receive such contributions. Generally, distributions from SEP IRAs are subject to the withdrawal and tax rules that apply to traditional IRAs.
A SEP IRA is owned and controlled by the employee, and
the employer makes contributions to the financial institution where the SEP IRA is maintained. The employer
can decide how much to put into a SEP each year, which
gives some flexibility when business conditions vary.
Deemed IRAs. A qualified employer retirement plan
can maintain a separate account or annuity under the
plan (a deemed IRA) to receive voluntary employee
contributions. An employee’s account can be treated
as a traditional IRA or a Roth IRA. For this purpose, a
“qualified employer plan” includes:
• A qualified pension, profit-sharing, or stock bonus
plan [section 401(a) plan],
• A qualified employee annuity plan [section 403(a) plan],
• A tax-sheltered annuity plan [section 403(b) plan], and
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• A deferred compensation plan (section 457 plan)
maintained by a state, a political subdivision of a state,
or an agency or instrumentality of a state or political
subdivision of a state.

SIMPLE IRAs
A savings incentive match plan for employees (SIMPLE)
plan is a tax-favored written agreement (salary reduction) between you and your employer that allows you to
choose to reduce your compensation (salary) by a certain percentage each pay period, and have your employer contribute the salary reductions to a SIMPLE IRA on
your behalf.
All contributions under a SIMPLE IRA plan must be
made to a SIMPLE IRA, not to any other type of IRA. The
SIMPLE IRA can be an individual retirement account or
an individual retirement annuity, described above.
If your employer maintains a SIMPLE IRA plan, you
must be notified, in writing, that you can choose the
financial institution that will serve as trustee for your
SIMPLE IRA and that you can roll over or transfer your
SIMPLE IRA to another financial institution.

Roth IRAs
A Roth IRA can be either an individual retirement account or individual retirement annuity, described
above. To be a Roth IRA, the account or annuity must be
designated as a Roth IRA when it is opened. A SEP IRA
or SIMPLE IRA cannot be designated as a Roth IRA.
Designated Roth accounts. Designated Roth accounts
are separate accounts under 401(k), 403(b), or 457(b)
plans that accept elective deferrals that are referred to
as Roth contributions. These elective deferrals are included in your income, but qualified distributions from
these accounts are not included in your income. Designated Roth accounts are not IRAs and should not be
confused with Roth IRAs. Contributions, up to their respective limits, can be made to Roth IRAs and designated Roth accounts according to your eligibility to participate. A contribution to one does not impact your eligibility to contribute to the other.
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Prohibited Transactions
Generally, a prohibited transaction is any improper use
of your IRA account or annuity by you, your beneficiary,
or any disqualified person.
Disqualified persons include your fiduciary and members of your family (spouse, ancestor, lineal descendant,
and any spouse of a lineal descendant). The following are
some examples of prohibited transactions with an IRA.
• Borrowing money from it.
• Selling property to it.
• Using it as security for a loan.
• Buying property for personal use (present or future)
with IRA funds.
Fiduciary. For these purposes, a fiduciary includes anyone who does any of the following.
• Exercises any discretionary authority or discretionary
control in managing your IRA or exercises any authority or control in managing or disposing of its assets.
• Provides investment advice to your IRA for a fee, or
has any authority or responsibility to do so.
• Has any discretionary authority or discretionary
responsibility in administering your IRA.
Effect on an IRA account. Generally, if you or your
beneficiary engages in a prohibited transaction in connection with your traditional IRA account at any time
during the year, the account stops being an IRA as of the
first day of that year and the account is treated as distributing all its assets to you at their fair market values
on the first day of the year. If the total of those values is
more than your basis in the IRA, you will have a taxable
gain that is includible in your income. The distribution
may be subject to additional taxes or penalties.
Prohibited investments. If your traditional IRA invests
in collectibles, the amount invested is considered distributed in the year the investment is made. An early
distribution penalty may also apply. Collectibles are
things like artworks, antiques, gems, stamps, and coins.
However certain coins and bullion are allowed.

Contact Us

There are many events that occur during the year that can affect
your tax situation. Preparation of your tax return involves summarizing transactions and events that occurred during the prior
year. In most situations, treatment is firmly established at the
time the transaction occurs. However, negative tax effects can
be avoided by proper planning. Please contact us in advance
if you have questions about the tax effects of a transaction or
event, including the following:
• Retirement.
• Pension or IRA distributions.
• Notice from IRS or other
• Significant change in income or
revenue department.
deductions.
• Divorce or separation.
• Job change.
• Self-employment.
• Marriage.
• Charitable contributions
• Attainment of age 59½ or 72.
of property in excess of
• Sale or purchase of a business.
$5,000.
• Sale or purchase of a residence
or other real estate.
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Backdoor Roth IRA
Generally, you can only contribute to a Roth IRA if you
have taxable compensation and income less than the top
of the phaseout range for your filing status (see chart
below). If your income is greater than that threshold
amount, you are prohibited from contributing directly to
a Roth IRA.
A “backdoor Roth IRA” allows a taxpayer to bypass income limitations by first making a nondeductible contribution to a traditional IRA and then converting it into
a Roth IRA. If the conversion happens soon after the
original contribution, there will be little or no taxable
income or tax assessed. Due to the distribution rules for
traditional IRAs, this works best if you have no other
traditional IRAs.
Roth IRA Limits — 2020
Individual Contribution Limits
Under age 50

$ 6,000

Age 50 or older

$ 7,000

Roth IRA Phaseouts
MFJ or QW

$ 196,000 to $ 206,000

Single, HOH, or MFS (did not live with spouse at
any time during the year)

$ 124,000 to $ 139,000

MFS (live with spouse at any time during the
year)

$ 0 to $ 10,000

Nondeductible Contributions
Generally, if you are prohibited from making a direct
Roth IRA contribution, you are phased out from making
a deductible traditional IRA contribution as well. Therefore, in order to make a backdoor Roth IRA contribution, you would first make a nondeductible contribution
to a traditional IRA. Nondeductible contributions are

considered to be made with money you have already
paid tax on, or “after tax.” Shortly after making a nondeductible contribution to a traditional IRA, you can convert the traditional IRA to a Roth IRA.

Recharacterization
A conversion of a traditional IRA to a Roth IRA, and
a rollover from any other eligible retirement plan to a
Roth IRA, made in tax years beginning after December
31, 2017, cannot be recharacterized back into a traditional IRA. Accordingly, a recharacterization cannot be used
to unwind a Roth IRA conversion.

Conversions
You can withdraw all or part of the assets from a traditional IRA and reinvest them in a Roth IRA. The
amount that you withdraw and timely contribute (convert) to the Roth IRA is called a conversion contribution. If properly rolled over, the 10% additional tax on
early distributions will not apply. However, a part or all
of the distribution from your traditional IRA may be included in gross income and subjected to ordinary income tax.
There are no income limitations on converting a traditional IRA into a Roth IRA. The conversion is treated as
a rollover, regardless of the conversion method used.
Conversion method. You can convert amounts from
a traditional IRA to a Roth IRA in any of the following
three ways.
• Rollover. You can receive a distribution from a traditional IRA and roll it over (contribute it) to a Roth IRA
within 60 days after the distribution.
• Trustee-to-trustee transfer. You can direct the trustee of the traditional IRA to transfer an amount from
the traditional IRA to the trustee of the Roth IRA.
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• Same trustee transfer. If the trustee of the traditional
IRA also maintains the Roth IRA, you can direct the
trustee to transfer an amount from the traditional IRA
to the Roth IRA. Conversions made with the same
trustee can be made by redesignating the traditional
IRA as a Roth IRA, rather than opening a new account
or issuing a new contract.
Conversion of deductible IRA. If you convert a traditional IRA that you received a tax deduction on in a previous year to a Roth IRA, you will owe taxes on the entire amount converted.
Example: Jaslyn has a traditional IRA with a fair market
value of $500,000. All of the contributions to the traditional
IRA were deductible. If Jaslyn convert’s the entire $500,000
traditional IRA to a Roth IRA, she will owe ordinary income
taxes on the full $500,000 amount.
Conversion of nondeductible IRA. If you make a nondeductible contribution to a traditional IRA, you can
convert the entire amount tax-free. Only the earnings
on the nondeductible IRA contributions are taxed.
Example: Manny is single and has a modified AGI of
$250,000. He wishes to save money in a Roth IRA so he can
make nontaxable withdrawals upon retirement. In 2020, he
opens a traditional IRA with a $6,000 nondeductible contribution and a couple months later, converts it to a Roth IRA.
He has no other traditional IRAs. At the time of Roth conversion, the account had increased in value by $250, which is the
only taxable part of the conversion.
Conversion of part-deductible/nondeductible IRA.
If you make a conversion to a Roth IRA that consists
of deductible and nondeductible IRA contributions,
you will owe tax on the proportion of your overall IRA
balance that is considered after tax (nondeductible) as
compared to before tax (deductible). You cannot choose
to have the cost basis distributed first. Additionally, the
values of all traditional IRAs are aggregated to determine the taxable portion of a distribution. Each distribution is partly nontaxable and partly taxable until your
entire cost basis has been distributed.
Because of these traditional IRA distribution rules, the
backdoor Roth IRA works best if you do not have any
other traditional IRAs.
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Example: Jay has $100,000 in his traditional IRA,
$10,000 of which is after-tax. Therefore, 10% ($10,000 ÷
$100,000 = 10%) of his traditional IRA consists of aftertax money. If Jay wants to convert $20,000 of his
traditional IRA to a Roth IRA, $2,000 ($20,000 × 10% =
$2,000) would be tax free. The remaining $18,000 ($20,000
– $18,000 = $2,000) would be taxable.
Example: Gloria has $95,000 in her traditional IRA, all of
which is pre-tax. If Gloria makes a $5,000 nondeductible (after-tax) contribution to a traditional IRA, her total IRA
bal-ance will be $100,000, $5,000 of which will be after-tax.
Thus, only 5% ($5,000 ÷ $100,000 = 5%) of her Roth IRA
conver-sion will be tax-free. If Gloria converts $5,000 from
her tradi-tional IRA to a Roth IRA after making her
nondeductible con-tribution, just $250 would be tax free
($5,000 × 5%), while the remaining $4,750 ($5,000 – $250 =
$4,750) would be taxable.

Required Minimum Distribution (RMD)
You cannot convert amounts that must be distributed
from your traditional IRA for a particular year (including the calendar year in which you reach age 72)
under the required distribution rules.

Periodic Distributions
If you started taking substantially equal period
pay-ments from a traditional IRA, you can
convert the amount in the traditional IRA to a Roth
IRA and then continue the periodic payments. The
10% additional tax on early distributions will not apply
even if the distribu-tions are not qualified
distributions, as long as they are part of a series of
substantially equal periodic payments.
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Qualified Charitable Distribution (QCD)
In general, distributions from a traditional IRA are taxable in the year received. However, a qualified charitable distribution (QCD) is generally a nontaxable distribution made directly by the trustee of your traditional
IRA (other than a SEP or SIMPLE IRA) to an eligible
charitable organization. If all of the qualifications are
met, a QCD is nontaxable and you cannot claim a charitable contribution deduction for it. Taking a QCD can
help lower taxable income.

Qualifications and Rules
Certain qualifications must be met:
• You must be at least age 70½ when the distribution is
made.
• The maximum annual exclusion for QCDs is $100,000
per taxpayer. Any QCD in excess of the $100,000 exclusion limit is included in income as any other distribution. If you file a joint return, your spouse can also
have a QCD and exclude up to $100,000.
• The amount of the QCD is reduced by the aggregate
IRA contribution deductions made by you after you
turned 70½.
• All or part of your required minimum distribution
(RMD) may be included in the QCD.
• You must have the same type of acknowledgment of
your contribution that you would need to claim a deduction for a charitable contribution.
• A charitable contribution deduction on Schedule A
(Form 1040), Itemized Deductions, cannot be claimed for
any QCD excluded from income.
• The QCD amount is limited to the amount of the IRA
distribution that would otherwise be included in income. If your IRA includes nondeductible contributions,

the distribution is first considered to be paid out of otherwise taxable income.
• The QCD cannot be distributed to you first and then
donated, it must be transferred directly to the charity.
Any check issued must be made payable to the charity. If you have check-writing privileges for an IRA, you
may be able to write out a check to the charity. Check
with your IRA trustee for the proper QCD procedure.
Example: On December 23, 2020, Jeff, age 75, directed the
trustee of his IRA to make a distribution of $70,000 directly
to a qualified charitable organization. The total value of Jeff’s
IRA is $100,000 and consists of $60,000 of deductible contributions and earnings and $40,000 of nondeductible contributions (basis).
Since Jeff is at least age 70½ and the distribution is made directly by the trustee to a qualified organization, the part of
the distribution that would otherwise be includible in Jeff’s
income is a QCD.
In this case, Jeff has made a QCD of $60,000 (his deductible
contributions and earnings).
Jeff includes the total distribution ($70,000) on line 4a of
Form 1040. Jeff enters -0- on line 4b. This is Jeff’s only IRA
and he took no other distributions in 2020.
He also enters “QCD” next to line 4b to indicate a qualified
charitable distribution. After the distribution, his basis in his
IRA is $30,000.
In 2020, Jeff itemizes his deductions and files Schedule A
(Form 1040), deducting the $10,000 portion of the distribution
attributable to the nondeductible contributions as a charitable
contribution. He cannot take the charitable contribution deduction for the $60,000 portion of the distribution that was
not included in his income.
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Example: Janet is single, age 73, and wants to contribute
$5,000 to a qualified charity using funds from her IRA. There
are two options available to her:
• Make the donation through a QCD, or
• Withdraw-then-donate the funds directly to the charity.
With either option, the $5,000 would count toward meeting
her RMD.
Qualified charitable distribution. Janet could make the
$5,000 contribution through a QCD by instructing the IRA
custodian to send the charity $5,000 directly from her IRA.
The QCD does not increase her AGI (or count as income
when determining the taxability of her Social Security benefits), and she is not able to claim a charitable contribution
deduction for it.
Withdraw-then-donate. Alternatively, she can withdraw
$5,000 from her IRA, deposit the funds into her bank account,
and then directly make the contribution to the charity. The
$5,000 distribution increases her adjusted gross income and,
if she itemizes, increases her total itemized deductions by the
$5,000 charitable contribution.
Suppose Janet has $9,600 in other itemized deductions. If not
for the $5,000 charitable contribution, Jane would use the
standard deduction of $14,050 (2020) for a single taxpayer
over age 65. With this contribution, she itemizes and deducts
$14,600 ($9,600 + $5,000), $550 more than the $14,050 standard deduction amount. In this case, she only benefits from
$550 of the $5,000 contribution. All else being equal, Janet’s
taxable income would be $4,450 higher with the withdrawthen-donate option than with utilizing a QCD. Janet would
need to have $14,050 in other deductions, an amount equivalent to her standard deduction, to make this option match the
tax effectiveness of a QCD.
Increase in AGI. Under the withdraw-then-donate option, a taxpayer’s AGI will be higher than with the QCD
option. A higher AGI could increase taxable income, total tax, and affect various limitations.
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• Social Security. An increased AGI increases provisional income by the same amount. Provisional income is used to calculate the taxable portion of Social
Security benefits. For most Single taxpayers, provisional income between $25,000 and $34,000 causes up
to 50% of Social Security benefits to be taxed. Above
$34,000 causes up to 85% of Social Security benefits
to be taxed, which is the maximum amount that can
be taxed. The threshold levels for Married Filing
Jointly are $32,000 and $44,000, but the same principle
applies.
• Capital gains. An increase in taxable income could
push a taxpayer into a higher maximum capital gains
tax rate. For 2020, capital gains are taxed at 0% for Single taxpayers with taxable income less than $40,001.
• Medicare Parts B and D premiums. The amount of
Medicare Part B and Part D premiums are tied to the
taxpayer’s previous two years’ modified AGI. MAGI
for 2020 will affect the amount of 2022 premiums.
• Medical and dental expense deduction limitation.
Medical and dental itemized deductions are limited
to the amount that exceeds 7.5% of AGI. The QCD option could produce a lower total tax bill by setting a
lower threshold for deducting medical expenses.
• Charitable gift deduction limitation. Gifts donated
through a QCD are not reported as itemized deductions or subject to limitation. Generally, the maximum
deduction for cash gifts on Schedule A (Form 1040) is
limited to 60% of AGI. For 2020, the maximum deduction is 100% of AGI. Unused portions can be carried
forward up to five years.
• Tax credits limitation. Many tax credits are limited
or disallowed for taxpayers with a higher AGI.
• State income tax. Many states’ income taxes are
based on federal AGI. Therefore, a QCD could produce a lower state tax bill.
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Roth IRAs
Roth IRA Contribution Limits—2020
Lesser of: Taxable compensation for the year, or:
Under age 50.. . . . . . . . . . . . . . . . . . . . . . . .......................................................... $ 6,000
Age 50 or older. . . . . . . . . . . . . . . . . . . . . .......................................................... $ 7,000

What is a Roth IRA?
A Roth IRA is an individual retirement arrangement. It
is a personal savings plan that gives you tax advantages
for setting aside money for retirement. An account must
be designated as a Roth IRA when opened.
Roth IRA tax advantages and rules compared to a
traditional IRA:
• Contributions are not deductible. Active participation
in an employer retirement plan is irrelevant.
• If certain requirements are satisfied for qualified
distributions, distributions are tax free.
• Can withdraw contributions any time for any reason
without owing taxes or penalties.
• The required minimum distribution (RMD) rules do
not apply. Distributions are not required until death
of the participant.
• Contributions are not allowed when modified adjusted gross income (MAGI) is above certain limits.
• Neither a SEP IRA nor a SIMPLE IRA can be set up as
a Roth IRA.

Who Can Contribute to a Roth IRA?
Generally, you can contribute to a Roth IRA if you have
taxable compensation and income less than the top of
the phaseout range for your filing status, see Roth IRA
Phaseouts chart, next column.

Roth IRA Phaseouts—2020
Filing Status

MAGI

Contribution Limit

Single, Head of
Household, or
Married Filing
Separately (did not
live with spouse any
time during the year)

Less than $124,000.

Up to $6,000 ($7,000, age 50 and
older).

At least $124,000, but
less than $139,000.

Contribution limit reduced.*

$139,000 or more.

Cannot contribute to Roth IRA.

Married Filing
Jointly or Qualifying
Widow(er)

Less than $196,000.

Up to $6,000 ($7,000, age 50 and
older).

At least $196,000, but
less than $206,000.

Contribution limit reduced.*

$206,000 or more.

Cannot contribute to Roth IRA.

Married Filing
Separately (lived
with spouse at any
time during the year)

Zero.

Up to $6,000 ($7,000, age 50 and
older).

More than zero, but
less than $10,000.

Contribution limit reduced.*

$10,000 or more.

Cannot contribution to Roth IRA.

* To calculate reduced contribution limit:
1) Subtract the lower limit of the phaseout
range from MAGI.
2) Divide result by $ 10,000 (MFJ and MFS,
lived with spouse) or $ 15,000 (all others).
3) Multiply result by maximum contribution
amount.
4) Subtract the result from the maximum
contribution limit.

Example: Bob, age 35, Single,
$ 126,000 MAGI:
1) $ 126,000 – $ 124,000 = $2,000.
2) $ 2,000 / $ 15,000 = 0.133.
3) 0.133 × $ 6,000 = $ 800.
4) $ 6,000 – $ 800 = $ 5,200 (Bob’s
maximum contribution limit).

Compensation. Compensation includes wages, salaries, tips, professional fees, bonuses, and other amounts
received for providing personal services. It also includes commissions, self-employment income, nontaxable combat pay, military differential pay, and taxable
alimony and separate maintenance payments.
Contributions. Total contributions are combined with
traditional IRA contributions to determine limits. For
example, a $1,000 contribution to a traditional IRA will
reduce total contributions allowable to a Roth IRA by

Individual
Retirement Accounts

Roth IRAs
$1,000. Employer contributions under a SEP or SIMPLE
IRA plan do not affect this limit.
If your modified AGI is within the phaseout amounts,
your contribution limit is gradually reduced.

When Can You Make Contributions?
You can make contributions to a Roth IRA for a year at
any time during the year or by the due date of your return for that year (not including extensions). This means
that most people can make contributions for 2020 by
April 15, 2021.

Conversion Rules
There are no longer modified AGI limits or filing status
requirements relating to rollovers from eligible retirement plans into Roth IRAs.
Conversion contribution. Money distributed from a
qualified plan or IRA and reinvested within 60 days into
a Roth IRA is called a conversion contribution. The distribution is taxable to the extent it does not represent a
return of nondeductible basis. A conversion contribution is not subject to the 10% early withdrawal penalty. A conversion contribution can also be accomplished
through a trustee-to-trustee transfer or a same trustee
transfer where the trustee simply redesignates a traditional IRA as a Roth IRA rather than open up a new account or issue a new contract.
Income. In the year of conversion, the amount of the
distribution from a traditional IRA or employer plan
converted to a Roth IRA is included in gross income.
Employer plan conversions. Money in an employersponsored retirement plan, such as a 401(k), annuity,
section 403(b) plan, government deferred compensation
(section 457 plan), or profit-sharing plan, may be directly converted to a Roth IRA.
Inherited IRA. An inherited traditional IRA from someone other than a spouse cannot be converted into a Roth
IRA.
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Qualified Distributions
A nontaxable qualified distribution is any payment or
distribution from a Roth IRA that meets the following
requirements.
• It is made after the 5-year period beginning with the
first taxable year for which a contribution was made to
a Roth IRA set up for your benefit, and
• The payment or distribution is:
– Made on or after the date you reach age 59½, or
– Made because you are disabled, or
– Made to a beneficiary or to your estate after your
death, or
– Made to purchase a first home (up to a $10,000
lifetime limit).
Additional tax on early distributions. If you receive
a nonqualified distribution, you must pay the 10% additional tax on early withdrawals penalty on the taxable
part of any distributions. Exceptions apply.
Nonqualified distributions. A distribution from a
Roth IRA that is not qualified may be partly taxable or
nontaxable as there is a set order in which contributions
and earnings are considered to be distributed from a
Roth IRA. The order is as follows:
1) Regular contributions.
2) Conversion and rollover contributions, on a first-in
first-out basis.
3) Earnings on contributions.
Distributions from a Roth IRA that are a return of regular contributions are not subject to tax or penalty, no
matter when they are withdrawn. Only the portion of
the nonqualified distribution allocable to earnings may
be subject to tax and the 10% additional tax.

Are Distributions From Roth IRAs Required?
You are not required to take distributions from your
Roth IRA at any age. The required minimum distributions (RMD) rules that apply to traditional IRAs do not
apply to Roth IRAs while the owner is alive.
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Traditional IRAs
IRA Contribution Limits—2020
Lesser of: Taxable compensation for the year, or:
Under age 50.. . . . . . . . . . . . . . . . . . . . . . . .......................................................... $ 6,000
Age 50 or older. . . . . . . . . . . . . . . . . . . . . .......................................................... $7,000

What is an IRA?
An IRA is an individual retirement arrangement. It is a
personal savings plan that gives you tax advantages for
setting aside money for retirement. An IRA is referred
to as a traditional IRA if it is not a Roth IRA or a SIMPLE
IRA. Traditional IRAs include SEP IRAs.
Traditional IRA tax advantages and rules:
• Contributions to an IRA may be fully or partially
deductible.
• Amounts in your IRA (including earnings and gains)
are not taxed until distributed.
• There is no limit on how much you can earn and still
contribute (however, contributions are not deductible
above certain amounts).
• There is no age limit for contributions.
• Required minimum distributions begin at age 72.
• Early distributions (before you are age 59½) are subject to a 10% additional tax. Exceptions apply.
• Distributions are taxed as ordinary income.

Who Can Contribute to an IRA?
Any individual can set up a traditional IRA if he or she
receives taxable compensation during the year. An individual can have a traditional IRA even if covered by
an employer-sponsored retirement plan. However, the
deductible amount of contributions to a traditional IRA
may be phased out. See Reduced IRA Deduction, later.

Compensation for IRA Purposes
Includes

Does Not Include

• Wages, salaries, tips, professional
fees, bonuses, and other amounts
received for providing personal
services.
• Commissions.
• Self-employment income.
• Nontaxable combat pay.
• Alimony and separate maintenance
payments received.
• Taxable scholarship and fellowship
payments are compensation for IRA
purposes (if shown in box 1 of Form
W-2).

• Earnings and profits from
property, such as rental income.
• Interest and dividend income.
• Pension or annuity income.
• Deferred compensation.
• Income from certain partnerships.
• Conservation Reserve Program
(CRP) payments.
• Any amounts (other than combat
pay) excluded from income.

Contribution limit. Contributions to IRAs are limited to the lesser of the individual’s compensation (or
spouse’s compensation under a spousal IRA), or $6,000
($7,000 for age 50 or older).
Total contributions are combined with Roth IRA contributions to determine limits. For example, a $1,000 contribution to a Roth IRA will reduce total contributions
allowable to a traditional IRA by $1,000.
Spousal IRA. If both spouses have compensation, each
can set up a separate IRA. Spouses cannot participate
in the same IRA. If filing status is Married Filing Jointly
and one spouse’s compensation is less than the contribution limit, the lower-income spouse can use the compensation of the other spouse to qualify. However, the
spousal IRA is limited to total compensation reduced by
any IRA contributions.
This means that the total combined contributions that can
be made for the year to your IRA and your spouse’s IRA
can be as much as $12,000 ($13,000 if only one of you is age
50 or older or $14,000 if both of you are age 50 or older).

Individual
Retirement Accounts

Traditional IRAs
When Can You Make Contributions?
Contributions to an IRA can be made at any time during
the year or by the due date of your return for that year
(not including extensions). This means that most people
can make contributions for 2020 by April 15, 2021.

How Much Can You Deduct?
Generally, you can deduct the lesser of:
• The contributions to your traditional IRA for the year,
or
• The general limit (or spousal limit) for the year.
However, if you or your spouse is covered by an employer retirement plan, you may not be able to deduct
this amount.
Covered by an employer retirement plan. If you or
your spouse was covered by an employer retirement
plan at any time during the year for which contributions were made, your deduction may be limited. Limits on the amount you can deduct do not affect the
amount that can be contributed. Box 13, Form W-2, will
be checked if you are covered.

Reduced IRA Deduction
Subject to whether you or your spouse was covered by
an employer retirement plan, you may be entitled to
only a reduced (partial) deduction or no deduction at
all, depending on your modified adjusted gross income
(MAGI) and filing status.
MAGI. MAGI for IRA purposes is your adjusted gross
income (AGI) from line 8b, Form 1040, plus any traditional IRA deduction, student loan interest deduction, foreign earned income or housing exclusion, U.S. Savings
Bond interest exclusion, or employer-provided adoption benefits exclusion, or tuition and fees deduction.

2020 IRA Phaseouts—Taxpayer Covered by a Retirement Plan at Work
Filing Status
Single or Head of Household

Married Filing Jointly or
Qualifying Widow(er)

Married Filing Separately
(use Single if you did not
live with spouse at any time
during the year)

MAGI
$65,000 or less.
More than $65,000
but less than $75,000.
$75,000 or more.
$104,000 or less.
More than $104,000
but less than $124,000.
$124,000 or more.
Less than $10,000.

No deduction.
A partial deduction.

$10,000 or more.

No deduction.

Copyright © 2020 Tax Materials, Inc.
All Rights Reserved

Powered by TCPDF (www.tcpdf.org)

No deduction.
A full deduction.
A partial deduction.

2020 IRA Phaseouts—Neither Covered by Retirement Plan at Work
Filing Status
MAGI
Single, Head of Household, or Any amount.
Qualifying Widow(er)
Married Filing Jointly or
Any amount.
Married Filing Separately

Deduction Allowable
A full deduction.
A full deduction.

2020 IRA Phaseouts—Taxpayer Not Covered, but Spouse Covered
by Retirement Plan at Work
Filing Status
Married Filing Jointly

Married Filing Separately
(You are entitled to a full
deduction if you did not live
with your spouse at any time
during the year)

MAGI
$196,000 or less.
More than $196,000
but less than $206,000.
$206,000 or more.
Less than $10,000.

No deduction.
A partial deduction.

$10,000 or more.

No deduction.

Deduction Allowable
A full deduction.
A partial deduction.

Required Minimum Distribution (RMD)
The RMD is the minimum amount that you must withdraw each year upon reaching age 72. You may withdraw more than the minimum required amount. The
withdrawals will be included in taxable income except
for any part that was already taxed or can be received
tax free.

Contact Us

This brochure contains general information for taxpayers and
should not be relied upon as the only source of authority.
Taxpayers should seek professional tax advice for more information.

Deduction Allowable
A full deduction.
A partial deduction.

There are many events that occur during the year that can affect
your tax situation. Preparation of your tax return involves summarizing transactions and events that occurred during the prior
year. In most situations, treatment is firmly established at the
time the transaction occurs. However, negative tax effects can
be avoided by proper planning. Please contact us in advance
if you have questions about the tax effects of a transaction or
event, including the following:
• Retirement.
• Pension or IRA distributions.
• Notice from IRS or other
• Significant change in income or
revenue department.
deductions.
• Divorce or separation.
• Job change.
• Self-employment.
• Marriage.
• Charitable contributions
• Attainment of age 59½ or 72.
of property in excess of
• Sale or purchase of a business.
$5,000.
• Sale or purchase of a residence
or other real estate.
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Qualified Plans
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Inherited Traditional IRAs
Inherited IRA choices. As a designated beneficiary,
you have choices when inheriting a traditional IRA.
Surviving spouse.
• You can treat the IRA as your own IRA by designating
yourself as the account owner.
– To be treated as your own IRA you must be the sole
beneficiary of the IRA and have unlimited right to
withdraw amounts from it.
• You can treat the IRA as your own by rolling it over
into your IRA, or to the extent that it is taxable, into a:
– Qualified employer plan,
– Qualified annuity plan (section 403(a) plan),
– Tax-sheltered annuity plan (section 403(b) plan), or
– Deferred compensation plan of a state or local government (section 457 plan).
• You can treat yourself as the beneficiary rather than
treating the IRA as your own.
RMDs. If you are the owner of the inherited IRA and
not the beneficiary, you will determine the RMD (if any)
as if you were the owner beginning with the year you
elect or are deemed to be the owner. Note: If you become the owner in the year your deceased spouse died,
don’t determine the RMD for that year using your life,
rather, you must take the deceased spouse’s RMD for
that year (to the extent it wasn’t already distributed to
your spouse before his or her death.
Inherited from someone other than a spouse. If you
inherit a traditional IRA from anyone other that your
deceased spouse, you can’t treat the inherited IRA as
your own. This means you can’t make any contributions
to the IRA. It also means you can’t roll over any amounts
into or out of the inherited IRA. You can make a trustee-to-trustee transfer as long as the IRA into which the

amounts are being moved is set up and maintained in
the name of the deceased IRA owner for the benefit of
you as beneficiary.
RMDs. With respect to IRA owners who die after December 31, 2019, the inherited IRA must generally be
fully distributed by the end of the 10th calendar year
following the year of the IRA owner’s death, except for
the following individuals.
• Surviving spouse,
• Disabled or chronically ill individual,
• Individual who is not more than 10 years younger
than the IRA owner, or
• Child of the IRA owner who has not reached the age
of majority.
10% early withdrawal penalty. The 10% penalty for
withdrawal before age 59½ does not apply to a distribution to you on or after the death of the participant. However, if a spouse chooses to roll the decedent’s IRA into
his or her own separate IRA, any subsequent distribution will be subject to the 10% early withdrawal penalty
assuming no other exception to the penalty applies.
IRA with basis. Any nondeductible contributions that
gave the IRA a basis stay with the IRA after it is inherited by you. The basis cannot be combined with your
basis in your own IRAs unless you are the decedent’s
spouse and choose to treat the IRA as your own.

Inherited Roth IRA
When a Roth IRA owner dies, the minimum distribution rules that apply to traditional IRAs apply to Roth
IRAs as though the Roth IRA owner died before his or
her required beginning date.

Individual
Retirement Accounts

Beneficiaries of IRAs
and Qualified Plans
Distributions to beneficiaries. Generally, the entire interest in the Roth IRA must be distributed by the end of
the 10th calendar year after the owner’s death for owners
who die after December 31, 2019. Exceptions apply to:
• A surviving spouse,
• Disabled or chronically ill individuals,
• Individuals who are not more than 10 years younger
than the IRA owner, or
• Children of the IRA owner who have not reached the
age of majority.
Spouse. If you are the sole beneficiary and the decedent’s
spouse, you can either delay distributions until the year
your spouse would have reached age 72 or treat the Roth
IRA as your own.
Combining with other Roth IRAs. You can combine
an inherited Roth IRA with another Roth IRA you maintain only if you either:
• Inherited the other Roth IRA from the same decedent,
or
• Were the spouse of the decedent and the sole beneficiary of the Roth IRA and elect to treat it as your own
IRA.
Distributions that are not qualified distributions.
Distributions from inherited Roth IRAs are not usually
taxed. However, if a distribution to you is not a qualified distribution, it is generally includible in your gross
income in the same manner as it would have been included in the owner’s income had it been distributed to
the IRA owner when he or she was alive. If the owner
of a Roth IRA dies before the end of one of the following, the ordering rules for Roth IRA distributions determines which part may be taxable.
• The 5-year period beginning with the first taxable
year for which a contribution was made to a Roth IRA
set up for the owner’s benefit, or
• The 5-year period starting with the year of a conversion contribution from a traditional IRA or a rollover
from a qualified retirement plan to a Roth IRA,

This brochure contains general information for taxpayers and
should not be relied upon as the only source of authority.
Taxpayers should seek professional tax advice for more information.
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Designated Beneficiary Not Determined
If the IRA does not have a designated beneficiary a s
of the date of death, or the designated beneficiary disclaims his or her interest in the IRA, then the estate can
designate one of the estate beneficiaries as the IRA designated beneficiary. The time limit for making this designation is September 30 of the year following the year of
the IRA participant’s death. By making this designation,
the estate can avoid having the IRA distributed under
the 5-year rule.

Beneficiaries of Qualified Plans
Generally, you report pension or annuity income in the
same way the plan participant would have reported it.
However, some special rules apply.
Employee’s investment in contract. You as a beneficiary of an employee who was covered by a retirement
plan can exclude from income a portion of nonperiodic
distributions received that totally relieve the payer from
the obligation to pay an annuity. The amount that you
can exclude is equal to the deceased employee’s investment in the contract (cost).
Survivor annuity. If you are entitled to receive a survivor annuity on the death of an employee, you can exclude part of each annuity payment as a tax-free recovery of the employee’s investment in the contract. You
must figure the tax-free part of each payment using the
method that applies as if you were the employee.
Joint and survivor annuity. Benefits paid to a survivor under a joint and survivor annuity must be included
in the surviving spouse’s gross income in the same way
the retiree would have included them in gross income.

