Hans and Tom use the
following chart and document
to discuss getting the money
out of a Rath IRA in the video

with the same title.

The information and opinions contained herein are provided by third parties and have been
obtained from sources believed to be reliable, however, we make no representation as to its
completeness or accuracy. The information is not intended to be used as the sole basis for
financial decisions, nor should it be construed as advice designed to meet the particular needs
of an individual's situation. Content is provided for informational purposes only and is not a
solicitation to buy or sell any products mentioned.

Membership to Ed Slott's Master Elite IRA Advisor Group™ was granted in November of 2012
for Hans Scheil and in October of 2022 for Thomas Griffith. Ed Slatt's Master Elite IRA Advisor
Group is solely an indication that the financial advisor has attended training provided by Ed
Slatt and Company, maintained an Elite IRA Advisor Group™ membership for two or more
years, passed hi-annual examinations on material covered at conferences and in webinars and
met other membership requirements and does nt constitute an endorsement of any kind. Ed
Slott's Elite IRA Advisor Group™ members pay a fee for the educational programs that allow
them to be included in the Ed Slott’s Elite IRA Advisor Group™. Membership does not
guarantee investment success.
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Roth IRA: 5-Year Clocks & Distribution Ordering Rules

All Roth IRA Accounts are Considered One

Contributions Conversions Earnings*
Come out first. Come out second. Come out last.

Always no tax & No tax & no penalty if distributed after 5 years OR age 59%. No tax & no penalty if distributed

no penalty For the 10% penalty, each conversion after 5 years AND age 59%.
has its own 5-year clock.

* Earnings are not subject to tax if withdrawn after the account owner has had any Roth IRA for 5 years AND is over the age of 59%, or is dead, disabled, or is taking the funds for a first-time
home purchase. If the account owner is under the age of 59% at the time of the distribution of earnings, he or she is also subject to the 10% early distribution penalty.

Second conversion done for $50,000.
First conversion done for $20,000. Account now consists of:
Account now consists of: $6,000 Contribution ( ) 1 [ )
$6,000 Contribution $20,000 Conversion #1 Age 597 Account Summary Since the "5-Year Forever
: ; = Roth 5-Year Forever Clock started at age 25. Clock” is satisfied and this
$20,000 Conversion #1 $50,000 Conversion #2 Roth 5Y, F Clock t t d t 25 :
$2,000 Earnings (estimated) $8,000 Earnings (estimated) - Conversion #1: 5-year clock is satisfied. person is over age 597,
\ J = Conversion #2: 5-year clock is satisfied. all future contributions,
Account consists of: conversions and garnings
e 25 Account worth $30,000 $6,000 Original contribution on those transactions will
Rgti A started with $6,000 Contrlbut!on $20,000 Conversion #1 be |m_med|ately available
$gooo S ?fbe t_Wl $20,000 Conversion #1 $50,000 Conversion #2 for withdrawal tax- and
,000 contribution. ?:S,quoafeaé)nlngs $48,000 Earnings (estimated) penalty-free.
‘ | \ . J . y,
Age 25 30 | 35 40 [ N 45 50 55 60 65 70
. . Y ; N " " Eligible to withdraw entire account
- | | | e a | I tax- and penalty-free.
— | 1 | F I Age 46 I Roth earnings are also available.
N j r==14 I 1 5-year clock for j Eligible to withdraw $50,000 (Distributed after 5 years AND 59%2.)
Lol 5-year clock for ' I conversion #2 starts from second (ion}/ersmn both o oo oo - }
I b = = Pl ngess
r o | Eligible to withdraw $20,000
Roth “5-Year Forever” clock I from first conversion both Roth conversion dollars are available tax- and penalty-
I starts; satisfied at age 30. . tax- and penalty-free. free if distributed after 5 years OR after age 59%.

1 Immediately eligible to withdraw
I the entire $6,000 contribution

I both tax- and penalty-free. Roth IRA contributions are always available tax-and penalty-free.
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ROTH IRA DISTRIBUTION ORDERING RULES -
KEEP IT SIMPLE

Monday, October 30, 2023

By Andy Ives, CFP®, AIF®
IRA Analyst

Follow Us on X: @theslottreport

Within the 400-page Ed Slott advisor training manual, we include a basic chart that outlines
the Roth IRA distribution ordering rules and the availability of those specific dollars. When
presenting the material to a live audience, I always say 1t 1s my favorite page. Those in the
crowd usually joke and ask incredulously, “You have a favorite page in this book?”

Yes. For such a simple graph, I think it will get a person through 95% of all Roth IRA
distribution questions (and that percentage might be low). In fact, I keep the chart on my
computer desktop and have shared 1t with so many people I lost count. The Slott Report
format precludes me from sharing the actual chart, but I can share the words on it. Some key
items I always mention during our training programs before discussing the chart:

e Remember - the IRS views ALL of a person’s Roth IRAs as one big bucket of money.
It does not matter how many Roth IRAs you maintain.

® This 1s only applicable to Roth IRAs. These ordering rules do not consider any Roth
dollars a person may have in a 401(k) nor does 1t factor in any inherited Roth IRAs.

e Pay particular attention to the “OR™ and “AND” words. These little words make a big
difference as to availability of the Roth IRA funds.

* When taking a distribution from a Roth IRA, this 1s the order in which the dollars
come out, 1 through 3. You cannot access vour converted dollars until the
contributions have been depleted, and you cannot access any earnings until both the
contributions and conversions are gone.

Keep it simple.
Drumroll. ..

And now, the words on my favorite chart. ..

Roth IRA Distribution Ordering Rules
1. Contributions. No tax. No penalty.
2. Conversions. No tax. No penalty if distributed after 5 years OR distributed after age 39 4.

3. Eamings. No tax or penalty if distributed after 5 years AND 59 %.
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