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You may be familiar with the Roth IRA’s features of providing tax-free growth for your 

retirement nest egg, but now you can receive that same feature through your Thrift Savings Plan. 

(TSP) As of 2015 you can contribute up to $18,000 to your TSP plus another $6,000 the year you 

attain age 50.  Most federal employees still contribute 100% to the pre-tax TSP completely 

neglecting the recently available Roth TSP.  Your contributions may be distributed between your 

traditional TSP and Roth TSP, but combined they may not exceed the $18,000 annual limit or 

$18,000 + 6,000 catch up contribution (24,000) the year you reach age 50.  Contributing to the 

Roth TSP may be a little more painful on the front end since the contributions are after tax; 

however, the benefits of tax-free growth and tax-free distributions could outweigh the sacrifice.   

 

One of the problems we routinely see (albeit a good problem) is federal employees have 

substantial pre-tax savings in their TSP or spouses 401k and very little elsewhere.  Pre-tax 

qualified plans are income that has never been taxed; therefore, any withdrawals from these 

plans as well as traditional IRAs are taxed as ordinary income.  For instance if $100,000 is 

withdrawn from a traditional TSP, all $100,000 is considered additional income.  As financial 

advisors we like to see tax diversification in a portfolio.  Being able to make lump sum 

withdrawals in retirement without worrying about tax ramifications may reduce the complexity 

of a retirement plan.  An example would be a retiree desires to purchase a $150,000 condo in a 

warm weather climate.  In order to receive $150,000 from his or her traditional TSP, their 

withdraw may well be over $200,000 to cover the income taxes….not to mention a possible 

increase in tax bracket.   

 

The younger you are, the more I believe you need to consider making contributions to your Roth 

TSP.  As a FERS employee, the matching is always pre-tax.  One strategy is to contribute 

heavily to the Roth TSP for the first 10+ years, and as your household income increases, migrate 

the contributions to the traditional TSP, although this may not apply to everyone. Even if a 

person only has a few years left until retirement, they should consult their tax advisor about 

contributing to the Roth TSP, especially if their portfolio is heavily weighted towards the 

traditional TSP.  Having $50,000 to $100,000 in a Roth TSP/IRA can be really nice when the big 

ticket expenses occur.   

 

Another consideration is contributing to the Roth IRA in addition to the TSP.  For 2015 a couple 

filing jointly with an adjusted gross income of less than $183,000 or an individual with an 



adjusted gross income of less than $116,000 may also contribute to a Roth IRA(s) in addition to 

the TSP.  Each married couple may contribute to their own Roth IRA even if the spouse has no 

income.  If a person has extra money, this can be the best of all worlds: full pre-tax contribution 

for the TSP along with the tax-free growth of a Roth IRA.  A Roth IRA has the same 

contribution limits as a traditional IRA ($5500 in 2015) and catch-up contributions (age 50 and 

over) $1000 more than the regular annual limits.   

 

Here are some other features of Roth IRA accounts. 

 

 

No Minimum Required Withdrawals 

Unlike a traditional IRA, the Roth is not subject to the same rules that force you to begin taking 

withdrawals after you turn 70 1/2. You are free to leave the balance of your Roth IRA untouched 

to accumulate as many tax-free dollars as possible for your estate. 

 

Paying the Taxes in a Conversion 

Each year when you do your taxes look at the margin left in your tax bracket and consider 

converting some of your traditional TSP/IRAs to a Roth IRA.  Of course, you will have to pay 

taxes up front on any accumulated earnings and tax-deductible contributions when you convert 

funds from a traditional IRA. Ideally, you’ll want to pay the taxes out of non-IRA assets, so the 

full balance can grow tax-free.  By paying the conversion tax, you essentially are prepaying the 

income taxes for your heirs, without owing any gift tax or expending any of your federal estate-

tax exemption.  Plus, by prepaying the income taxes, you’ll be reducing the size of your taxable 

estate. 

 

After Death  

When your heirs inherit your Roth IRA, they may not owe any income tax on withdrawals; but, 

the account will then fall under the same minimum-withdrawal rules that apply to the traditional 

IRA.  If your inheritors aren’t in need of the money right away, they can stretch out the 

withdrawals and have an extra source of income for many years to come.  All the while, the 

balance remaining in the Roth IRA account will continue to earn tax-free income. 

 

Sample Strategy 

To illustrate the strategy, consider this example.  A husband converts his regular IRA when he is 

67 years old. He lives six more years, never drawing any funds from his Roth IRA account. After 

he dies, the Roth goes to his 71-year-old wife, named as the account beneficiary.  She assumes 

account holder status and need not take any minimum withdrawals; she names their son as 

beneficiary of her account. Upon her passing at age 87, the son inherits the Roth account.  Now 

the minimum withdrawal rules apply, so the son (age 49) must start taking annual withdrawals 



over 30 years. If he takes only the minimum withdrawals, the tax-free earning power of the Roth 

is preserved for as long as possible. In all, that one Roth IRA, will have spanned across three 

lives and survived more than fifty years.   

 

Considerations  

In order for this strategy to work as described, two assumptions must apply: First, the account 

owner must be fairly confident that he will not need to tap the Roth assets during his lifetime, 

and the heirs must leave the account intact, only drawing what is required annually to meet tax 

guidelines. And second, tax rules for the Roth IRA would have to remain in place. 

 

Depending upon your personal financial situation and family circumstances, the Roth IRA could 

be an effective estate wealth tool, enabling you to set loved ones up with future tax savings and 

an income source that could extend over many years.  

 

Roth IRA for Young Professionals 
 

Qualified Withdrawals 

While it’s best not to disturb your nest egg, under certain circumstances the IRS will allow 

premature distributions without tax or penalty, after you’ve held the account for five tax-years. 

Certain requirements may apply.  

 

First Home Exemption - you can use up to $10,000 (a lifetime limit) toward the purchase of a 

first home for you, your spouse, children, grandchildren or parents. You must use the funds to 

close the deal within 120 days after you receive the distribution. 

 

Higher-Education Expenses - funds can be used toward qualified education expenses for you, 

your spouse, or offspring to attend an accredited college or university; qualified costs include 

tuition, fees, books, supplies, and room and board if the student is enrolled at least half-time. 

 

Roth IRA Conversions 

Answering these 3 questions can determine if a conversion is a good idea for you 

What will your tax bracket be in retirement? 

If you are expecting your tax bracket to be higher in retirement than now or you anticipate tax rates will 

increase in the future, a Roth conversion may be the right choice. You pay taxes on the conversion 

amount now, but paying at your current (presumably lower rate), may more than offset the opportunity 

cost of paying the taxes up front.  



How long will your assets be invested? 

If you are not going to withdraw funds for at least 10 years, it could be a good option. Longer time 

frame provides more opportunity for tax-free growth to outweigh the cost of paying taxes at the time of 

conversion.  

Can you pay the upfront taxes without using your IRA funds? 

If you do not have enough non-retirement assets to cover all the taxes by the conversion, it does not 

make sense to convert. Using the funds to cover the taxes could reduce growth potential and trigger 

early withdrawal penalties as well as additional taxes. The conversion amount is income, which could 

push you into a higher tax bracket in the year you convert. You may be able to avoid this by converting 

only a portion of your traditional IRA, or make a series of partial conversions over several years to 

manage the effects on your tax bracket.  

 

8 Mistakes to Avoid with your Roth IRA 
 

1. Not being eligible – You or your spouse must have earned income to contribute, not 

everyone qualifies especially if you are a higher income earner. Married filing separate 

you generally lose the ability to contribute. 

2. DIY Roth conversion – it is possible to do it yourself but you take the risk of missing the 

60 day deadline which could cause you big taxes. It is easier and more preferred to 

convert via a custodian to custodian transfer. 

3. Excess Contributions – be mindful of the annual contribution limits $5500 (under 50) and 

$6500 (50 and over). If you over contribute you may be assessed an IRS penalty. 

4. Missing out – Not having a Roth at all. Even if you contribute to your Roth, if you spouse 

isn’t working you may be able to contribute to his/her Roth it is what’s called a “Spousal 

Roth IRA Contribution.” 

5. Not Maximizing Your Tax Bracket – Are you in a low tax bracket?  Maximize your 

bracket, consider converting your IRA/401K to a tax-free Roth 

6. Beneficiary Mistake – if the Roth is passed to a non-spouse beneficiary they are required 

to take the yearly RMDs (tax-free), this gets missed and causes penalties. If structured 

and invested properly. This could pass through 3 generations all tax-free. 

7. Missed RMD before conversion – if you are 70 ½ or older you must satisfy your yearly 

RMD from your traditional IRA then convert the remaining balance. 

8. Missing Beneficiaries – first no beneficiaries beyond the primary beneficiary, you need to 

have contingent beneficiary listed on the Roth. Second, they are vague you need to have 

name, date of birth, social security number, and address to avoid confusion and problems 

inheriting. 1 
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