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Roth Conversions
A Roth conversion is the transfer of funds from a Traditional (pre-tax) retirement account to a Roth (after-tax) retirement account. Taxes are paid on the funds converted in the
year of conversion.
Deductible contributions to traditional IRAs are made with
earnings that have not yet been taxed. Roth IRA contributions, on the other hand, are made with after-tax dollars.
When a Roth conversion is completed, the tax that was deferred in the traditional IRA must now be paid.

A Roth conversion allows the taxpayer to decide when to
pay the tax. The best strategy is to convert during years
when the taxpayer is in a relatively low tax bracket. This
allows the taxpayer to pay the tax at a lower tax rate and
increase the after-tax value of their portfolio.
A typical strategy is to handle conversions after retirement
but before required minimum distributions (RMDs) and/or
Social Security begins. Taxpayers often face lower tax rates
during this period.

Benefits of Conversion
Increase the after-tax value
of your investment portfolio

Reduction of future RMD1s and,
possibly, future tax bracket

Extend tax-free growth of
retirement accounts

The main difference between traditional and Roth IRAs is when taxes
are paid. Roth conversions allow
a taxpayer to choose to pay the tax
during years when they are in a
relatively low tax bracket.

Roth conversions reduce the
balance in the traditional IRA
account. This, in turn, reduces
future RMDs. Consequently,
this is a way to manage future tax
brackets.

Owners of traditional IRAs must
take RMDs starting at age 72. Owners of Roth IRAs are not subject to
RMDs. Roth conversions increase
the portion of assets that can continue to receive tax deferral over time.

Estate tax management

Manage tax impact on heirs

Roth conversions reduce estate
value since tax must be paid on
the conversion. However, the real
net worth (after-tax value) to the
owner does not change.

Non-spousal heirs of IRAs are required to withdraw the funds by the end of the
tenth year after the date of death. In the case of large IRAs, this could create a
significant tax impact for the heir(s). While Roth IRAs must also be withdrawn
in the ten-year period, the withdrawal is tax-free. Not only does this remove any
impact on their taxes, but it also allows the heir(s) to keep the funds in the taxfree account until the very end and maximize their tax-free growth.

1Required minimum distributions

Who Should Consider A
Roth Conversion
✓ Taxpayers who expect to be in a higher
tax bracket in the future
A Roth conversion allows the taxpayer to choose to
pay the tax while in a low tax bracket.

✓ Someone who will not spend their
full required minimum distributions
(RMDs)
Ongoing tax deferral provides greater benefit if assets are not being used for living expenses or other
needs.

✓ Households that are likely to face an
estate tax
Converting assets from an IRA to a Roth IRA reduces the estate value but not after-tax net worth.

Other Considerations
Roth conversions increase taxable income in the years they
are completed. Work with your financial advisor and accountant to monitor the following:
•

Current tax bracket may increase depending upon the
amount converted

•

A Roth conversion may cause your Medicare premium
to rise

•

Compare your current and expected future tax rates in
order to calculate optimal conversions

✓ Taxpayers whose children/heirs are in a
higher tax bracket
Heirs will receive a greater after-tax benefit if taxes are paid at a lower current rate than their future
higher rate.

✓ Individuals who are not leaving significant assets to charitable organizations
For taxpayers with charitable inclination, leaving traditional IRAs to charities can be an optimal strategy.
The charity does not pay taxes on the IRA and the
donation is excluded from estate tax calculations. In
this case, Roth conversions do not make sense.
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by Withum Wealth Management
(“WWM”), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable,
equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove
successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be
reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in
this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from WWM. If you are a current
WWM client, please remember to contact WWM, in writing, if there are any changes in your personal/financial situation or
investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services, or if you
would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. WWM shall continue to
rely on the accuracy of information that you have provided. WWM is neither a law firm, nor a certified public accounting firm,
and no portion of the newsletter content should be construed as legal or accounting advice. A copy of WWM’s current written
disclosure Brochure discussing our advisory services and fees continues to remain available upon request.

