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Roth Definition

Roth: This term defines a tax concept. One is putting money into a retirement account (401k or a IRA) 
after they have already paid taxes on that income. This then grows tax free and as long as they follow 
the rules it can be taken out tax free after age 59 and ½. 

Example: One puts in $250,000 over their life as a Roth contribution where they have paid taxes on the 
income. It has grown to $600,000. They start taking distribution in retirement. It would be tax free. 



Pretax Definition

Pre-Tax: Pre-tax is a tax concept. It mean you are putting income into a retirement account that you 
have not paid taxes on yet. This results in the funds growing tax-deferred. Once one starts starting 
distribution in retirement the funds will be taxed as income. 

Example: One puts $250,000 into a retirement pre-tax (without paying taxes). It has grown to $650,000 
over their lifetime. Once they start taking distributions in retirement they will pay income taxes on the 
distributions. 



Retirement Accounts - IRA Definition 

IRA: This is a retirement vehicle that is used to save by individuals. It provides an tax advantage if 
certain IRS rules are followed. 

One can open a IRA at banks, mutual funds companies, brokers, and other financial institutions. They 
are the vehicles that provides a tax-advantage and hold investments like stocks, bonds, mutual funds, 
CDs and ETFs inside of it. 



Retirement Accounts - Types of IRA(s)

Types of IRA(s): There are Roth IRA and Traditional IRA. 

1. One can contribution up to $6,000 per year or $7,000 per year if over age 50.
a. The two together have this combined limit. You cannot do $6,000 for each. 
b. 2018 contribution limits are $5,500 per year and $6,500 per year if over age 50. 

2. Roth IRA(s) get the tax treatment of paying taxes now and growing tax free.
3. Traditional IRA(s) do not pay taxes today and they grow tax-deferred to pay taxes in retirement.



Retirement Accounts - 401(k)

401(k): This is an retirement plan with tax advantages that is offered by one’s employer. There are 
other employer offered retirement plans like 403(b), SEP IRA, SIMPLE IRA, Pensions, etc. 

Roth 401(k): This is a 401(k) plan that allows you to make Roth contributions. All 401(k) plans will 
allow for Pre-tax contributions. They are called Traditional 401(k)s. It is more and more common for 
employers to have a retirement plan that allows for Roth contributions. 



Historical Income Tax Rates
Income Tax Rates have 
been staying near all time 
lows for the last couple of 
decades. This is the 
marginal highest tax rate 
and does not take into 
consideration one’s 
“Effective Tax” rate. 



Normal Income Career Projections 
1. Common strategy in the marketplace is when one is 

younger and at a lower income threshold, they should 
consider doing Roth Contributions. 

2. As one’s income potential earning grows and they are 
paying more in taxes and getting closer to retirement it can 
be in their best interest to switch Pre-tax or do a mix of 
Pre-tax and Roth contributions. 

a. Consideration #1: Will they save enough to replace 
their income in retirement? 

b. Consideration #2: Will the tax laws stay the same by 
the time they reach retirement? 

3. For Consideration #1, this can be estimated based on what 
one is savings, a conservative growth rate, and estimated 
social security income. 

4. Consideration #2 is hard to plan for.     



Sources

https://www.irs.gov/retirement-plans/roth-iras

https://bradfordtaxinstitute.com/Free_Resources/Federal-Income-Tax-Rates.aspx

https://www.irs.gov/retirement-plans/plan-participant-employee/amount-of-roth-ira-contributions-that
-you-can-make-for-2018

https://www.investopedia.com/articles/tax/10/history-taxes.asp

https://www.washingtonpost.com/news/wonk/wp/2015/02/10/your-lifetime-earnings-are-probably-d
etermined-in-your-twenties/?noredirect=on&utm_term=.9c6492ce7d32

https://www.irs.gov/retirement-plans/roth-iras
https://bradfordtaxinstitute.com/Free_Resources/Federal-Income-Tax-Rates.aspx
https://www.irs.gov/retirement-plans/plan-participant-employee/amount-of-roth-ira-contributions-that-you-can-make-for-2018
https://www.irs.gov/retirement-plans/plan-participant-employee/amount-of-roth-ira-contributions-that-you-can-make-for-2018
https://www.investopedia.com/articles/tax/10/history-taxes.asp
https://www.washingtonpost.com/news/wonk/wp/2015/02/10/your-lifetime-earnings-are-probably-determined-in-your-twenties/?noredirect=on&utm_term=.9c6492ce7d32
https://www.washingtonpost.com/news/wonk/wp/2015/02/10/your-lifetime-earnings-are-probably-determined-in-your-twenties/?noredirect=on&utm_term=.9c6492ce7d32

