
8 Types of IRAs:
Which One is Right For You?
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What is an IRA?

An IRA (or an individual retirement account) is a type of savings 
or investment account that comes with tax bene�ts to help you 
plan for your retirement. �e IRS created this account to give 
investors a tax-deferred or tax-free way to save for retirement. 
�e speci�c tax bene�ts you can get from an IRA depend on the 
type of IRA you choose to invest in: Roth or Traditional.
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Two Main Types:
TR ADITIONAL IR A:

A traditional IRA is a type of individual retirement account that 
lets your earnings grow tax-deferred. You pay taxes on your 
contributions only when you make withdrawals in retirement. 
Investment earnings can also grow tax-deferred until 
withdrawn, typically at retirement. You may contribute up to 
$5,500 of earned income ($6,500 if you are age 50 or older) 
until you are 70½ years old. 

Once you reach 70½ years old, you must begin taking an annual Required Minimum 
Distribution (RMD). �ese withdrawals are penalty-free and taxed as ordinary income 
when taken a�er age 59½. If you are in a higher tax bracket today than you will be 
during retirement, a Traditional IRA may be a wise choice. �is way, you can bene�t 
the most from the money you put into the IRA if you’re in a lower tax bracket when 
you retire. 
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If you do not have a retirement plan at work and you're younger
 than 70 ½, you can put money in (up to the annual contribution limit) and 
deduct the entire amount from your taxes. (If your spouse doesn't work 
outside the home, he or she can also invest up to the federal limit and deduct 
the full amount.)

If your work has provided you with a 401k or another type of retirement plan, 
your contribution is fully deductible only if your adjusted gross income (AGI) is 
less than $98,000 for a married couple �ling jointly, or $61,000 for an individual. 

If you have a retirement plan through your workplace, the deduction for your 
traditional IRA contribution is phased out completely if your AGI is $118,000 or 
more (married couple �ling jointly), or $71,000 or more for an individual, or 
$10,000 for a married person �ling separately.

If you're not covered by a workplace plan but your spouse is, your contribution is 
fully deductible if your combined income is less than $184,000 and gets phased 
out at $194,000 or more.

Who can contribute?

You can lower your tax bill by utilizing a deductible IRA. �is would allow you 
to deduct your contributions on your tax return — essentially getting you a 
refund on the taxes you paid earlier in the year.

Non-deductible IRAs are funded by you with a�er-tax dollars. You cannot 
deduct contributions on your tax return.

�ough some may think a deductible IRA is a better deal overall, quali�cation 
for one depends on your income, �ling status, whether you have access to an 
employer-sponsored retirement plan at work, and whether you receive Social 
Security bene�ts.

How do deductible and non-deductible IRAs di�er?
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Looking at your income is the �rst step. �ere are income limits for Roth IRAs, 
so if your income is above those limits, a traditional IRA may be the right 
choice for you.

If you are eligible for both a Roth and a traditional IRA, then you've got to run 
some numbers and decide what would work better for you. Some people may 
choose to invest in both types as they may see it to be bene�cial to have both 
in the long run. 

If you expect to be in a lower tax bracket once you retire, a traditional deductible 
may be your best bet. By deducting your contributions now, you lower your 
current tax bill. When you retire and start withdrawing money, you'll be in a 
lower tax bracket, giving less money overall to the IRS. �is allows you to have 
more money in your pocket at the end of the day. 

If you foresee the opposite happening and think you may be in a higher tax 
bracket when you retire, you may instead want to consider contributing to a 
Roth IRA, which allows you to pay your taxes now instead of when you with-
drawal once retired. 

�ough it can be di�cult to guess what tax bracket you will be in later in life, it’s 
bene�cial to consider all possibilities now before making any decision. For 
example, if you already have a tax-deferred 401(k) plan through your employer, 
you might want to invest in a Roth IRA if you are eligible. Like we mentioned 
above, some people may feel that having both types of IRAs will be bene�cial to 
their future retirement goals. 

How do I know if a traditional IRA is right for me? 
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2 ROTH IR A:

A Roth IRA is an individual retirement account that o�ers the 
opportunity for tax-free income in retirement. Both earnings on 
the account and withdrawals a�er age 59½ are tax-free. Annual 
contributions are taxed upfront and all earnings are federal 
tax-free when they are distributed according to IRS rules. �is is 
very di�erent from a Traditional IRA, which taxes withdrawals. 
Contributions can be withdrawn any time you wish and there are 
no required minimum distributions a�er age 70½. If you are in a 
lower tax bracket today than you will be during retirement, a 
Roth IRA may be a smart choice since you would be paying 
fewer taxes in the long run.  

Roth IRA contributions are limited by income level so you’ll need to check if 
you’re eligible �rst. In general, you can contribute to a Roth IRA if you have 
taxable income and your modi�ed adjusted gross income is either:

less than $199,000 (phasing out from $189,000) if you are married �ling jointly

less than $135,000 (phasing out from $120,000) if you are single, head of household, or 
married �ling separately (if you did not live with your spouse at any time during the 
previous year).

less than $10,000 (for those who are �ling separate returns: use the limits for single �lers 
if you did not live with your spouse during the year but there may be additional 
restrictions if you have lived together during the year).

Who can contribute to a Roth IRA?
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It’s always best to start by looking at your income. �ere are income limits for 
Roth IRAs, so if your income is above those limits, then a traditional IRA may 
be the path you need to go down. 

Let's say you're eligible for both a Roth and a traditional IRA. Generally, you're 
better o� in a traditional if you expect to be in a lower tax bracket when you 
retire. By deducting your contributions now, you lower your current tax bill. 
When you retire and start withdrawing money, you'll be in a lower tax bracket, 
thereby giving less money overall to the IRS. If you expect to be in the same or 
higher tax bracket when you retire, you may instead want to consider 
contributing to a Roth IRA, which allows you to get your tax bill settled now 
rather than later.

It can be di�cult and overwhelming to guess what tax bracket you will be in 
later in life, so if you're not sure, a great rule of thumb is to keep your retirement 
savings tax diversi�ed, meaning you have accounts that will be both taxable and 
tax-free when you cash out in retirement. For example, if you already have a 
tax-deferred 401(k) plan through your work, you might want to consider 
investing in a Roth IRA as well if you are eligible.

�e Roth also o�ers more �exibility: You can withdraw your contributions (but 
not the earnings) without incurring a penalty so you have more access to your 
money. �is may be a good option if you want to be able to access your money 
without penalties and before retirement. 

�ose whose income exceed the Roth IRA limits may still be able to use an 
"indirect" or "back door" Roth IRA. Consider discussing this more advanced 
strategy that involves converting a non-deductible traditional account with your 
accountant or �nancial planner. 

Which is better for me, a Roth or traditional IRA?
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Other Types of IRAs:
SEP IR A:

A SEP IRA is a type of traditional IRA for self-employed 
individuals or small business owners. (SEP stands for Simpli�ed 
Employee Pension). Business owners that may only have one or 
two employees or people who depend on a freelance income are 
eligible to open a SEP IRA. Any contribution made by the business 
or individual are tax-deductible and go into a traditional IRA held 
in the employee's name. However, only employers can contribute - 
not employees. Similar to a traditional IRA, the money in a SEP 
IRA is not taxable until withdrawal.
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�e contributions you make to each employee’s SEP-IRA each year cannot 
exceed the lesser of:

25% of compensation, or

$55,000 for 2018 ($54,000 for 2017 and subject to annual cost-of-living adjustments for 
later years).

�ese limits apply to contributions you make for your employees to all de�ned 
contribution plans, which includes SEPs. Compensation up to $275,000 in 2018 
($270,000 in 2017 and subject to cost-of-living adjustments for later years) of an 
employee’s compensation may be considered. If you're self-employed, use a special 
calculation to determine contributions for yourself

Contributions must be made in cash; you cannot contribute property.

It’s important to note, employer contributions made under a SEP plan do not a�ect the 
amount you can contribute to an IRA on your own behalf.

Who can contribute to a SEP IRA?

Who can contribute to a SEP IRA?

A SEP IRA may be your best option when saving for retirement if you are a 
one-person show and plan to keep it that way. You can open one at virtually 
any bank, mutual fund company, or brokerage �rm, and pay low or no 
annual account fees. Your contribution limit is based on a simple formula: 
You can put away as much as 25% of your net income, up to a cap that 
increases periodically to keep pace with in�ation. 

If you're a small business owner, SEP IRAs are appealing because they are 
easy and inexpensive to set up, and contributions are tax deductible. A SEP 
IRA's funding �exibility is also a draw. If you have a tough year �nancially, 
you can choose not to contribute to the plan. If you have a great year, you 
can fund the plan with a larger contribution than you'd originally intended.
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5 SIMPLE IR A:

A Simple IRA, or Savings Incentive Match Plan for Employees, is a type 
of traditional IRA for small businesses and self-employed individuals. 
As with most traditional IRAs, your contributions are tax-deductible, 
and your investments grow tax-deferred until you are ready to make 
withdrawals in retirement.

�is plan provides small employers with a simpli�ed method to 
contribute to their employees' and their own retirement savings.

4 SPOUSAL IR A:
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With a Spousal IRA, the working spouse is able to contribute to a non-working 
spouse’s retirement savings. �is creates an exception
to the provision that an individual must have earned income to contribute to an 
IRA. �e working spouse's income, however, must equal or exceed the total IRA 
contributions made on behalf of both spouses.

To qualify, the spouses must �le a joint tax return. Spousal IRAs can be either 
traditional or Roth IRAs, and are subject to the same annual contribution limits, 
income limits, and catch-up contribution provisions as traditional and Roth IRAs. 
While IRAs cannot be held jointly in both spouse's names, spouses can share their 
account distributions in retirement.

Some advantages of having a spousal IRA include boosting your retirement savings 
as a couple and you or your spouse getting access to the same range of investment 
choices as each other. 



6 SELF-DIRECTED IR A:

�e government created the IRA to allow investments to grow tax-free 
or tax-deferred over time to maximize growth. �e IRA can also qualify 
for yearly tax-deductions (depending on the account type), provide 
asset protection, and assets may be passed to future generations for 
qualifying accounts. 
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How do I know if I am eligible for a SIMPLE IRA? 

With a Spousal IRA, the working spouse is able to contribute to a non-working 
spouse’s retirement savings. �is creates an exception
to the provision that an individual must have earned income to contribute to an 
IRA. �e working spouse's income, however, must equal or exceed the total IRA 
contributions made on behalf of both spouses.

To qualify, the spouses must �le a joint tax return. Spousal IRAs can be either 
traditional or Roth IRAs, and are subject to the same annual contribution limits, 
income limits, and catch-up contribution provisions as traditional and Roth IRAs. 
While IRAs cannot be held jointly in both spouse's names, spouses can share their 
account distributions in retirement.

Some advantages of having a spousal IRA include boosting your retirement savings 
as a couple and you or your spouse getting access to the same range of investment 
choices as each other. 



A Self-Directed IRA is technically not any di�erent than other IRAs (or 
401ks), but it is unique because of the investment options available and 
the investing direction comes from you. 

In addition to stocks, mutual funds and bonds, a self-directed IRA 
allows you to invest in a myriad of assets not available through most 
�nancial institutions and investment brokers, including tangible assets 
such as real estate and precious metals.

One of the best advantages of saving for retirement in a self-directed 
IRA is that you can invest in particular assets that you may have a great 
interest or expertise in. 

Self-directed IRAs are an attractive option for investors whose goal is to 
create lasting wealth in a very hands-on manner. 
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How do I know if a self-directed IRA is right for me?

You can roll over any other quali�ed retirement money — 401(k), 403(b), 457, 
Simpli�ed Employee Pension Plan, SEP IRA, Roth IRA, etc. — into an SDIRA. And 
similar to any quali�ed retirement account, you can make tax-deferred annual 
contributions to your SDIRA. 

�rough the SDIRA, you’re building your retirement nest egg, and the funds are not 
available until you retire (without penalty and taxes in most cases). Until you 
withdraw funds at retirement, your investments are growing tax-deferred. You’ll pay 
income tax on the funds when you withdraw them.



7 INHERITED IR A:

An inherited IRA is an account that is opened when an individual 
inherits an IRA or employer-sponsored retirement plan a�er the 
original owner passes away. �e individual inheriting the Individual 
Retirement Account (IRA) (the bene�ciary) may be anyone — a 
spouse, relative, or unrelated party or entity (estate or trust). Rules 
on how to handle an inherited IRA di�er for spouses and 
non-spouses. An inherited IRA is also known as a “bene�ciary IRA”.
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Inheriting from a spouse:

When inheriting an IRA from a spouse, you may roll over the assets into a new or 
existing IRA in your own name. 

�e IRS requires IRA owners to take required minimum distributions (RMDs), 
generally starting the year in which they turn 70½ years old. �ese rules also apply to 
an inherited IRA, and may even apply to those inherited by you as a 
spouse—depending on your situation and the option you choose.

If a spouse needs the money and is younger than 59 ½, the money would be better o� 
remaining a named bene�ciary. If the living spouse rolls the money into their own 
IRA and then withdraws any of it, they’ll pay a 10% penalty until 59 ½ years of age. 
Instead, if they remain a named bene�ciary, they can tap the account without penalty. 



8 STRETCH IR A:

�e stretch IRA is a �nancial strategy that has allowed people to 
stretch out the life, and therefore the tax advantages of an IRA a�er 
it’s inherited. Retirement account owners can name their children or 
grandchildren bene�ciaries of their IRAs or Roth IRAs and these 
young bene�ciaries can stretch out the withdrawals over their own 
projected lifespan, enjoying decades of extra tax-deferred and/or 
tax-free growth.
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Inheriting from a non-spouse: 

�e IRS usually requires owners of a non-spouse inherited IRA to start taking 
required minimum distributions (RMDs) beginning December 31st a�er the year 
of death of the original account owner, and each year therea�er. Also, distribu-
tions from inherited IRAs taken before age 59½ are not subject to a 10% early 
withdrawal penalty in most cases.

How you proceed with your inherited IRA will depend on your age, the age of the 
original IRA owner, your income needs, any creditor protection concerns, and the 
type of IRA you inherit.

Unfortunately, as a non-spouse bene�ciary, you do not have the option of rolling 
the assets into your own IRA. 



Find a Retirement
Class Near You
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During this course, you will:

Discover how much money you will need to retire

Discuss Social Security claiming strategies

Learn how to avoid the 10 biggest retirement planning mistakes

Review strategies designed to protect you from potential �nancial loss

Learn the advantages and disadvantages of the di�erent ways to save
for retirement

Our two-session course will give you the 
tools, knowledge and confidence you need 
to plan a secure retirement. 

Retirement
Courses
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