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Agenda
- The 3 tax buckets

« The concept of tax diversification

« Overview of the Roth IRA in the private sector
« Overview of the Traditional and Roth TSP

« Top 10 Questions we get on the Roth TSP

* What the lawyers want me to say...

The Roth TSP Advantage

The Roth TSP Advantage

A real life image of most people
planning for taxes in retirement!

oes NOT help
and has many
undesirable

i side effects!

The Roth TSP Advantage

The 3 tax buckets
& the concept of tax
diversification
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The 3 Tax Buckets for How Growth is Taxed

“Taxable”

The Roth TSP Advantage

The 3 Tax Buckets for How Growth is Taxed

Accounts like:
Traditional: IRA, 401(k), 403(b), TSP
How do you know their status?
Funded with pre-tax money

You get an immediate tax advantage
“now” by not claiming the contribution
as income yet
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The 3 Tax Buckets for How Growth is Taxed

Accounts like:
Savings, Checking, Money Market
CDs, Bonds, Mutual Funds

“Taxable”

How do you know their status?
Funded with after-tax money

You get a 1099 each year that you
must claim with your taxes
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The 3 Tax Buckets for How Growth is Taxed

Accounts like:
Roth: IRA, 401(k), 403(b), TSP

Coverdell ESA and 529 Plans,
Municipal Bonds, Life Insurance

How do you know their status?

Funded with after-tax money

No immediate tax advantage and
must claim the contribution as income
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Tax Diversification

Concept:
Have different buckets of money to choose from that are
taxed differently in retirement

Choose when and how to take money from each bucket
based on tax environment
When taxes are high, take $$$ from tax-free account
When taxes are low, take $$$ from taxable account

Allow each bucket to be independently invested
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Roth IRA in the Private Sector
To fully-qualify for a Roth IRA, your Modified Adjusted
Gross income must be:
Under $140,000 (single)
Under $198,000 (married filing joint)
You can contribute (must be “earned income”):

up to $6,000/year, plus

an additional $1,000/year in the year in which you turn age 50+
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What does a “Roth”
account look in the
private sector?
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Roth IRA in the Private Sector
Withdrawals from a Roth |IRA

Federal & state: income tax-free as long as:
you have reached age 59 2, AND

at least 5 years have passed since any Roth |RA you own
was first funded

“Required Minimum Distributions” are never required which
allows your funds to grow tax-free

Roth IRAs pass along tax-free to beneficiaries
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How does the TSP
allow you to have
“tax diversity”?

The Roth TSP Advantage

Tax-Advantaged Options in TSP (ROTH)

When $$$ goes in When $$$ comes out

Pay tax “today” on the GROWTH
principal, and...

...not pay any income tax
on the principal OR growth!

PRINCIPAL
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Tax-Advantaged Options in TSP (TRADITIONAL)

When $$$ goes in When $$$ comes out

Fully-taxable

Save tax “today” on the GROWTH
principal, but...

...pay tax “later” on the
principal AND growth!

Not taxed Fully-taxable

PRINCIPAL
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Top 10 Questions we
Get on Roth TSP

© ProFeds LLC. All rights reserved. Distribution reserved exclusively to ProFeds webinar participants. Questions? Email workshops@profeds.com.



Do I have to contribute to the
Traditional TSP to be able to
contribute to the Roth TSP?

No — You may choose to put all (or some) of your
new contributions to the Roth TSP if you wish.
There is no requirement to contribute to the
Traditional TSP.

Remember that Roth TSP contributions are made
with after-tax dollars (affecting your net pay)!

Do I get matched on contributions |
make to the Roth TSP?

Yes (as long as you're FERS)! If you contribute
at least 5% of your salary to TSP (Roth and/or
Traditional) over all pay periods throughout the
year, you will receive your full match.

The 5% agency match is always deposited in the
Traditional side of TSP.

Can |l invest my Traditional and Roth
TSPs differently (like have Traditional
in the G fund and Roth in the C fund)?

No. Your decisions about which funds to
invest in within the TSP are standard across
the whole account. The Traditional and Roth
“tag” simply determines how the money is
taxed. Another way to state this is that these
accounts do not operate independently.

For money | already have in the
Traditional TSP account, can | move
it Roth TSP?

No. You are NOT allowed to convert Traditional
TSP money to make it Roth TSP within the plan
itself.

Only “new” money can go into the Roth TSP.

This “conversion” is possible in the private sector
once you are retired/separated or at least 59 7%.




When | take money out of the TSP,
can | choose to take from the
Traditional or Roth side?

Yes! You are now permitted to choose which
side of the TSP account (Traditional or Roth)
you take a withdrawal from.

If I leave my money in TSP when |
retire, does the “5-year & 59 2" rule
for Roth IRAs apply to Roth TSP?

Yes — with a twist.

If you leave your money in TSP in retirement,
you must have had that Roth TSP open for 5
years (and be 59 '2+) to get tax-free
withdrawals.

If | move my money OUT of TSP when
I retire, does the “5-year & 59 2" rule
still apply?

Yes — with a different twist.

If you move your Roth TSP money out of TSP
(to Roth IRA) in retirement, the 5-year clock
starts from the first Roth IRA that you own was
first funded (and you must be at 59 2+) to get
tax-free withdrawals.

If I transfer my Roth TSP to a Roth
IRA, do | owe taxes on that money?
How about Traditional?

No. You won'’t pay tax on any Roth TSP to Roth
IRA transfers.

For transfers of Traditional TSP to Traditional
IRA, there isn’t any tax at the time of the
transfer (you’re not taxed until the money
comes out of your account)




Are Required Minimum Distributions
(RMDs) required on my Roth TSP?

Yes. This is bizarre and contradictory to the Roth
IRA rules in the private sector. RMDs are
required on your entire account balance (Trad
and Roth) once you have reached age 72.

You can choose to take it out of the Traditional or
Roth side of your account.

Did we get your
attention?

Be proactive in
your tax strategy in
retirement!

Q- How do I know if contributing to the
“  Roth TSP is right for me?

A. It depends. There is no right or wrong answer,
®  but an informed choice is better than a guess.

However, having all of your money in taxable or
tax-deferred vehicles (like Traditional TSP) means
you don’t have any CHOICES to minimize tax
obligations or other undesirable consequences.
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Get the Rest of the Story

Attend a workshop:
Virtual and live options
No cost to attend
Covers all of the federal

TAKE THE GUESSWORK OUT OF . .
RETIRING FROM FEDERAL SERVICE benefit topics and

decisions to be made

See all the details at
Fedimpact.com/Attend
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Handouts & Replay Next Webinar
‘ HandOUtS Join us for a 30-minute webinar: ‘ NeXt Webinar t0p|C'
— Download FEGLI Choices in — FEGLI Choices in
_ Emailed Retirement Retirement
July 28, 2021 Keep it, ditch it or
- Replay @ 1pm CT customize it in retirement
presentedby e Prol-eds
— Link will be emailed to all — Sign-up at:
Fedimpact.com/Webinar

registered participants

} LINK TO REPLAY

Find a workshop: Fedlmpact.com/Attend
Next webinar: Fedimpact.com/Webinar

e Ihankyou

for joining us

Stay tuned for benefits and news updates!

n Facebook.com/Fedimpact ’ Twitter.com/FedImpact

Instagram.com/FedImpact
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