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SAVING FOR 
RETIREMENT CAN 
FEEL DAUNTING 
AT TIMES. 
Whether you use a 401(k) plan through your 
employer, an individual retirement arrangement 
(IRA), or are planning to supplement your 
retirement needs with another source, it’s 
possible you’ve wondered if a Roth IRA could 
help meet your retirement needs.

Before you weigh the options, it’s important to understand what a 
Roth IRA is and the special rules involved. Talk with your tax advisor 
and your financial professional to help you determine if it’s an 
appropriate option to consider. 
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WHAT ARE THE TYPES OF INDIVIDUAL RETIREMENT 
ARRANGEMENTS (IRAS)?

The Internal Revenue Service (IRS) allows individuals who have earned 
income as an employee or contractor to make annual contributions to a 
traditional IRA or to a Roth IRA, subject to certain requirements. 

WHAT MAKES TRADITIONAL IRAS DIFFERENT FROM ROTH IRAS? 

Traditional IRAs are generally funded with before-tax dollars and are 
generally fully taxable when withdrawn. The owner of a traditional 
IRA has required minimum distributions (RMDs) when they attain age 
72 and older (age 70½ for IRA owners born before June 30, 1949). If 
withdrawals are taken before age 59½, they may be subject to a 10% 
federal additional tax.

Roth IRAs, on the other hand, are funded only with after-tax dollars. 
Distributions after age 59½ are completely income-tax-free as long as 
the Roth IRA owner has met a five-year requirement, determined by 
the date the owner first funded any Roth IRA. No required minimum 
distributions apply during the owner’s lifetime, but certain RMD rules do 
apply to Roth IRA beneficiaries.
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Two things determine whether you can open a new Roth IRA or continue  
to contribute to an existing Roth IRA:

1. Your current annual income 
2. Your tax filing status

First, you must have “earned income” – usually in the form of salary,  
wages, or profits from a small business. 

If you have earned income, you must confirm you are within the federal 
government limits for total annual contribution to your Roth IRA. Note 
that any contribution to a traditional IRA reduces the annual amount 
you may contribute to a Roth IRA. Note that the amounts differ 
depending on your tax status.

There are also earning limits on who can contribute to a Roth IRA, 
based on your modified adjusted gross income (MAGI). Your MAGI is 
calculated by deducting things like student loan interest and higher 
education expenses from your adjusted gross income.

2020 Roth IRA contribution limits
Qualifications: earned income

Roth IRA contribution (under age 50) $6,000

Roth IRA contribution (age 50 and older) $7,000

Roth IRA contribution eligibility phase-out 
Modified adjusted  
gross income (MAGI)

Single or head of household (HOH) $124,000 - $139,000

Married, filing jointly $196,000 - $206,000

Married, filing separately $0 - $10,000

Deadline is usually April 15 of the following year.

AM I ELIGIBLE FOR A ROTH IRA?
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WHAT IS A ROTH IRA CONVERSION?1

A Roth IRA conversion is possible if you own a traditional IRA and want 
to convert to a Roth IRA instead. Roth IRA conversions can also happen 
if you have pre-tax funds in a 401(k) plan and roll over the funds to a 
Roth IRA. When you convert from a traditional IRA to a Roth IRA, or 
from a qualified plan like a 401(k) plan to a Roth IRA, you owe income 
taxes on the amount converted in the year of the conversion. Upon the 
conversion, many people prefer to pay these taxes with funds outside 
their IRA or qualified retirement plan. If you elect to take a distribution 
from your IRA or qualified retirement plan to pay the conversion 
taxes, please keep in mind the potential consequences – such as an 
assessment of product surrender charges or an additional IRS tax for 
premature distributions.

WHAT ARE SOME OF THE ADVANTAGES OF A ROTH IRA?

•  Qualified distributions from Roth IRAs are income-tax-free.
•  Unlike the case for a qualified retirement plan such as a 401(k), there 

is no mandatory 20% withholding for Roth IRA distributions, though 
taxable Roth IRA distributions may be subject to a 10% withholding 
unless there is an election made for no withholding.

•  There are no RMDs for Roth IRA owners, but certain RMD rules do 
apply to Roth IRA beneficiaries.

WHAT ARE SOME OF THE DISADVANTAGES OF A ROTH IRA?

•  Contributions to a Roth IRA are never tax-deductible.
•  Contributions to a Roth IRA are not available for certain  

high-income individuals.

1  Please remember that converting an employer plan account or traditional IRA to a Roth IRA 
is a taxable event. Increased taxable income from the Roth IRA conversion may have several 
consequences including (but not limited to) a need for additional tax withholding or estimated 
tax payments, the loss of certain tax deductions and credits, and higher taxes on Social Security 
benefits and higher Medicare premiums. Be sure to consult with a qualified tax advisor before 
making any decisions regarding your IRA.

Roth IRAs   |   3



•  Only individuals who have earned income may contribute to a Roth IRA. 
“Earned income” includes salaries, wages, bonuses, tips, commissions, or 
similar income that results from an individual’s personal labor or services.

•  If an individual’s ordinary income tax bracket is expected to drop in 
retirement, for some individuals it might be better to maximize tax 
deductions to traditional IRAs or 401(k) accounts today if they qualify.

•  For nonqualified distributions from a Roth IRA, any earnings 
distributed will be taxed as ordinary income and may be subject to  
a 10% federal additional tax.

• Funds in Roth IRAs may not be rolled over to a qualified plan.

WHAT ARE SOME OF THE ADVANTAGES OF A ROTH IRA 
CONVERSION?

•  Roth IRA conversions are not subject to a 10% federal additional tax, 
though the amount converted is subject to ordinary income tax.

•  Conversion may be preferable if the income tax bracket is projected to 
be the same or higher at time of distribution than at time of conversion. 
A Roth IRA conversion could lower your income tax bracket in the future 
since qualified distributions from a Roth IRA are income-tax-free.

• See the section “What are the advantages of a Roth IRA?”

WHAT ARE SOME OF THE DISADVANTAGES OF A  
ROTH IRA CONVERSION?1

•  Roth IRA conversions are subject to ordinary income tax on the entire  
amount converted.

•  When converting a traditional IRA annuity, the taxable amount of 
conversion may be larger than expected.

•  Distributions from the traditional IRA or qualified plan may be needed 
to pay the taxes due at conversion.

•  Surrender or withdrawal charges may apply when converting a 
traditional IRA to a Roth IRA.

1  Please remember that converting an employer plan account or traditional IRA to a Roth IRA is a taxable 
event. Increased taxable income from the Roth IRA conversion may have several consequences, including 
(but not limited to) a need for additional tax withholding or estimated tax payments, the loss of certain 
tax deductions and credits, and higher taxes on Social Security benefits and higher Medicare premiums. 
Be sure to consult with a qualified tax advisor before making any decisions regarding your IRA. Roth IRAs   |   54



•  Increased taxable income from the Roth IRA conversion may have 
several consequences including (but not limited to) a need for 
additional tax withholding or estimated tax payments, the loss of 
certain tax deductions and credits, and higher taxes on Social Security 
benefits and higher Medicare premiums.

•  Post December 31, 2017, Roth IRA conversions are no longer eligible 
for a recharacterization (an “unwinding” of a conversion).

•  Traditional IRA assets, fees, and costs may be more favorable than 
Roth IRA assets, fees, and costs. 

• See the section “What are the disadvantages of a Roth IRA?”

HOW ARE DISTRIBUTIONS FROM A ROTH IRA TAXED?

If the withdrawal is a qualified distribution (see below), there is no 
income tax. If the withdrawal is not a qualified distribution, any earnings 
distributed will be taxed as ordinary income and may be subject to a 
10% additional tax. Any conversions distributed – including those done 
as rollovers to Roth IRAs from employer retirement plans – may be 
subject to an additional 10% federal tax for early distributions. Ordering 
rules can work in your favor to help avoid these taxes.

WHAT IS A QUALIFIED DISTRIBUTION?

Qualified distributions from Roth IRAs are income-tax-free and exempt 
from the 10% federal additional tax for early distributions. A distribution 
from a Roth IRA is qualified if the owner funded any Roth IRA more than 
five years ago (whether or not it’s the Roth IRA being drawn from) and 
has one of these qualifying events:
• Age 59½ or older
• Death
• Disability
• First-time home purchase (up to a $10,000 lifetime limit)

Note that the five-year period starts on the first day of the taxable year 
when the owner first funded any Roth IRA, either by contribution or 
conversion, and did not revoke that Roth IRA.
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WHAT IF THE DISTRIBUTION IS NOT A QUALIFIED DISTRIBUTION?

Withdrawn earnings are taxed as ordinary income, and subject to 10% 
federal additional tax unless an exception applies. However, you can 
take advantage of ordering rules to help avoid the income tax and 10% 
federal additional tax.

WHAT ARE THE ORDERING RULES?

Nonqualified distributions are withdrawn in this order: 

First Second Third

Contributions  
(e.g., the $6,000- or 
$7,000-per-year amounts)

Conversions  
(including from employer retirement plans)  
on a first-in first-out (FIFO) basis

Earnings

Note that there are rules for determining which category applies when money is rolled over from a 
designated Roth account to a Roth IRA. Designated Roth accounts are Roth 401(k), Roth 403(b), or 
Roth governmental 457(b).

HOW ARE THE CONTRIBUTIONS OF A NONQUALIFIED 
DISTRIBUTION TAXED?

Contributions are considered to come out first at the time of withdrawal 
– so they are not subject to income tax or the 10% federal additional tax 
for early distributions. 

Hypothetical example

Ethan funds his first Roth IRA the year he turns age 57. 
Any distribution he takes after the year he turns age 61 (five taxable years and over age 59½) is 
income-tax-free and free from the 10% federal additional tax for early distributions.

WHAT IS A QUALIFIED DISTRIBUTION? (CONTINUED)
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HOW ARE CONVERSIONS (INCLUDING FROM EMPLOYER 
RETIREMENT PLANS) OF A NONQUALIFIED DISTRIBUTION TAXED?

Conversions are considered to come out second at the time of withdrawal 
and are never subject to income tax (since they were taxed when 
converted). They may, however, be subject to the 10% federal additional 
tax if removed within five years of the conversion. This five-year period 
starts on the first day of the taxable year when the conversion was made. 
The 10% federal additional tax is not assessed on the converted amount 
withdrawn if an exception, such as one of the following exceptions, applies. 
• Age 59½
• Death
• Disability
• First-time home purchase (up to a $10,000 lifetime limit)
• Substantially equal periodic payments
• Deductible medical expenses
• Health insurance premiums for unemployed individuals
• Higher education expenses
• Military reservists called to active duty
• $5,000 following the birth or adoption of a child

Hypothetical example

Maddie made a $3,500 Roth IRA contribution and has never had another Roth 
IRA. At the time of the contribution, she also converted a $20,000 traditional 
IRA to a Roth IRA. Two years later, the combined Roth IRAs equal $23,500 and 
now include $1,000 of extra earnings for a total of $24,500. 

Maddie, now age 42, withdraws $6,000 for a first-time home purchase. Because this is an 
exemption included on the list and it is less than the $10,000 lifetime limit, the distribution will 
not be subject to the 10% federal additional tax, even though she started her Roth IRA with both 
contributions and conversion funds less than five years ago. If an exception had not applied, 
$2,500 would have been subject to the 10% federal additional tax.
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HOW ARE EARNINGS ON A NONQUALIFIED DISTRIBUTION TAXED?

The earnings portion of a nonqualified distribution is subject to income 
tax and the 10% federal additional tax. However, the 10% federal 
additional tax may be waived if any of the exceptions – including those 
listed above – apply.

TAKE THE TIME TO MAKE AN INFORMED DECISION

Some options may seem appropriate at first glance, but are limiting in 
the long run – like taking a lump sum for cash to purchase something 
you’ve always wanted that turns out to be costly in the long term; 
leaving funds in an existing IRA for convenience but compromising 
your control and flexibility; or rolling over IRA funds to a different 
traditional or Roth IRA with higher costs and fees. That’s why taking 
time to understand your options and consider the facts before making a 
decision is important.

MAKE A DIFFERENCE IN YOUR FINANCIAL FUTURE

You have choices and the final decision is up to you. The sooner you 
start planning, the more time you’ll have. And more time – when used 
wisely – could mean more money for your retirement years.

Contact your tax advisor and 
financial professional to learn more 
about a Roth IRA and the options 
available for your own situation.
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This content is for general informational purposes only. It is not intended to provide fiduciary, 
tax, or legal advice and cannot be used to avoid tax penalties; nor is it intended to market, 
promote, or recommend any tax plan or arrangement. Allianz Life Insurance Company of North 
America, Allianz Life Insurance Company of New York, their affiliates, and their employees and 
representatives do not give legal or tax advice. Clients are encouraged to consult with their 
own legal, tax, and financial professionals for specific advice or product recommendations.

Purchasing an annuity within a retirement plan that provides tax deferral under sections of the 
Internal Revenue Code results in no additional tax benefit. An annuity should be used to fund a 
qualified plan based upon the annuity’s features other than tax deferral. All annuity features, risks, 
limitations, and costs should be considered prior to purchasing an annuity within a tax-qualified 
retirement plan.

Any transaction that involves a recommendation to liquidate funds held in a securities product, 
including those within an IRA, 401(k), or other retirement plan, for the purchase of an annuity, 
can be conducted only by individuals currently affiliated with a properly registered broker/dealer 
or registered investment advisor. If your financial professional does not hold the appropriate 
registration, please consult your own broker/dealer representative or registered investment advisor 
for guidance on your securities holdings.

All annuity contract and rider guarantees, or annuity payout rates, are backed by the claims-paying 
ability of the issuing insurance company. They are not backed by the broker/dealer from which this 
annuity is purchased, by the insurance agency from which this annuity is purchased, or any affiliates 
of those entities, and none makes any representations or guarantees regarding the claims-paying 
ability of Allianz Life Insurance Company of North America or Allianz Life Insurance Company of 
New York. Guarantees do not apply to the performance of the variable subaccounts, which will 
fluctuate with market conditions.
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As leading providers of annuities and 
life insurance, Allianz Life Insurance 
Company of North America (Allianz) 
and its subsidiary, Allianz Life Insurance 
Company of New York (Allianz Life® of 
NY), base each decision on a philosophy 
of being true: True to our strength as 
an important part of a leading global 
financial organization. True to our 
passion for making wise investment 
decisions. And true to the people  
we serve, each and every day.

Through a line of innovative products 
and a network of trusted financial 
professionals, Allianz and Allianz Life  
of NY together help people as they seek 
to achieve their financial and retirement 
goals. Founded in 1896, Allianz, together 
with Allianz Life of NY, is proud to play 
a vital role in the success of our global 
parent, Allianz SE, one of the world’s 
largest financial services companies.
 
While we pride ourselves on our financial 
strength, we’re made of much more than 
our balance sheet. We believe in making 
a difference with our clients by being 
true to our commitments and keeping 
our promises. People rely on Allianz and 
Allianz Life of NY today and count on us 
for tomorrow – when they need us most. 

TRUE TO OUR 
PROMISES …  
SO YOU  
CAN BE TRUE 
TO YOURS.®

Guarantees are backed solely by the financial strength and claims-paying ability of Allianz Life Insurance 
Company of North America and Allianz Life Insurance Company of New York. Variable annuity guarantees 
do not apply to the performance of the variable subaccounts, which will fluctuate with market conditions.

Products are issued by Allianz Life Insurance Company of North America, 5701 Golden Hills Drive, 
Minneapolis, MN 55416-1297. www.allianzlife.com. In New York, products are issued by Allianz Life Insurance 
Company of New York, 1633 Broadway, 42nd Floor, New York, NY 10019-7585. www.allianzlife.com/new-york. 
Only Allianz Life Insurance Company of New York is authorized to offer annuities and life insurance in the 
state of New York. Variable products are distributed by their affiliate, Allianz Life Financial Services, LLC, 
member FINRA, 5701 Golden Hills Drive, Minneapolis, MN 55416-1297. www.allianzlife.com

• Not FDIC insured • May lose value • No bank or credit union guarantee  
• Not a deposit • Not insured by any federal government agency or NCUA/NCUSIF        (R-2/2020)


