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Understanding Individual Retirement Accounts 

 

 

Individual Retirement Accounts (IRAs) were adopted by the US Government in 1974 as part of a 

broader act called ERISA, that allowed for several types of employee-funded retirement plans. 

Prior to this, employer-funded plans were the only retirement savings many people had. The IRA 

carries certain limitations regarding income-limitations and contribution limits. It also carries tax 

benefits. 

The Traditional IRA allows contributions up to $5,500 currently and further allows you to both 

deduct your contributions from taxable income and allows the money to grow tax-free until you 

begin to withdraw. Penalty-free withdrawals are after age 59 ½ except in certain hardship 

situations. Otherwise, early withdrawals carry a 10% penalty and are considerable taxable 

income in the year of the withdrawal. 

The Roth IRA is similar in contribution limits to the Traditional IRA. The primary difference 

between the two is in tax treatment. The Roth IRA allows you to contribute after-tax dollars, have 

the earnings grow tax free and then withdraw at retirement age without paying any additional 

taxes. 

Weighing the tax implications today vs 30 or more years from now is the key to choosing between 

the two. You can have both, although in any one year, your contributions may not exceed the 

overall annual limit.  

Both types of IRAs allow contributions to begin January 1 and continue until maxed out or the 

tax filing deadline the following year. In other words, you have 15+ months to make your annual 

contributions. 

IRAs are like a pot on the stove, almost anything can go in them. Many banks “sell” IRAs, but 

those are simply Certificates of Deposit (CDs) in disguise. Since CDs barely earn interest in today’s 

market, these are not the IRAs suitable to grow your investment. Mutual Funds allow IRA 

contributions in lesser amounts, allowing you to participate in growth vehicles. It is important to 

remember to diversify in your IRAs, like any investment vehicle. 
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