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WHY ROTH CONVERSIONS NOW 

Successful Retirees 

Many people in The Baby Boomer generation (and those that follow) have spent a 

lifetime accumulating wealth for their retirement in pre-tax accounts such as a 401(k), 

IRA, 403(b), etc. The ease of payroll deduction, combined with the tax-deferred 

compounding, and strong market returns over the last few decades, have swelled 

balances in these pre-tax accounts to levels higher 

than most would have imagined. The typical 

successful retiree with over $1,000,000 in these pre-

tax accounts often do not fully understand that they 

may have become too efficient at tax deferral!  What 

this means is we now have a generation with a 

unique challenge:  how best to withdraw or spend 

their retirement savings when they have never paid 

tax on it and Uncle Sam has been waiting decades 

for his share. 

Further magnifying the problem is the fact that most 

successful retirees are under the illusion that they will 

be in a lower tax bracket in retirement – and most 

often, this is just not the case!  What we see is that 

successful retirees may start out retirement in a 

lower tax bracket.  This is typically because they 

follow conventional wisdom and continue to defer 

withdrawals of their pre-tax accounts and draw solely 

on their after-tax savings up until the time that they 

are required, by law, to start taking Required 

Minimum Distributions (RMD’s).  In essence, what 

they have done, often unknowingly, is to actually 

make the problem more challenging.  By delaying  

distributions from their pre-tax retirement accounts, 

these accounts have continued to grow substantially, 

causing their required distributions each year to be 

larger than they ever could have imagined, setting 

themselves up to be pushed into the equivalent tax 

brackets as when they were working.  In fact, many will see higher brackets than in their 

 

WHAT IS A REQUIRED 

MINIMUM DISTRIBUTION 

(RMD)? 

A REQUIRED MINIMUM 

DISTRIBUTION (RMD) IS THE 

AMOUNT OF MONEY THAT MUST 

BE WITHDRAWN FROM A 

TRADITIONAL IRA, SEP, 

OR SIMPLE INDIVIDUAL 

RETIREMENT ACCOUNT (IRA) BY 

OWNERS AND QUALIFIED 

RETIREMENT PLAN 

PARTICIPANTS OF RETIREMENT 

AGE. AS OF 2020, IT NOW MUST 

HAPPEN BY APRIL 1 FOLLOWING 

THE YEAR ACCOUNT HOLDERS 

REACH AGE 72  

HOWEVER, ON MARCH 27, 2020, 

THE CARES ACT SUSPENDED 

REQUIRED MINIMUM 

DISTRIBUTIONS FROM 

RETIREMENT ACCOUNTS IN 2020. 

 

https://www.investopedia.com/articles/retirement/05/011005.asp
https://www.investopedia.com/articles/retirement/05/011005.asp
https://www.investopedia.com/articles/retirement/05/011005.asp
https://www.investopedia.com/terms/s/simple-ira.asp
https://www.investopedia.com/terms/p/planparticipant.asp
https://www.investopedia.com/terms/p/planparticipant.asp
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working years as they may become exposed to additional phantom taxes such as 

Medicare surcharges and Net Investment Income taxes.   

 

Taxes are Going Up 

The Tax Cuts & Jobs Act of 2017 (TCJA) ushered in lower tax rates that have not been 

seen since the 1920’s & 1930’s.  This presents a unique opportunity for tax planning 

now—as they will likely not be seen again anytime soon. The Tax Cuts & Jobs Act was 

written whereby it will expire (sunset) on 12/31/2025, which means rates will revert back 

to the higher tax rates in effect prior to TCJA. Many people mistakenly believe that this 

is just an increase of a few percentage points but in fact the increases are much greater 

than that. Consider a taxpayer in the 37% bracket; when TCJA expires, it will become a 

39.6% bracket, which is an increase of 7.03% in taxes. Or on the other end of the 

spectrum a taxpayer in the 12% bracket will revert to a 15% bracket, a full 25% 

increase!  

 

 

TCJA 
Ordinary 
Income 

Tax 
Brackets 

Tax Rates 
Scheduled 

to Return in 
2026 Difference 

Actual % 
Increase 

  10%   

 12% 15% 3% 25.00% 

 22% 25% 3% 13.64% 

 24% 28% 4% 16.67% 

 32% 33% 1% 3.13% 

 35% 35% 0% 0.00% 

 37% 39.60% 3% 7.03% 

 

Furthermore, one must consider the very real possibility of even significantly higher 

taxes in the future. During the 1950’s 60’s, & 70’s the top tax rates never dipped below 

70%.  It wasn’t until The Economic Recovery Tax Act of 1981 came along that we saw 

the highest rate reduced, from 70% down to 50%.  

History aside, one must also consider that as a country we have amassed over $26 

trillion dollars of debt, (as of April 2020) and that debt will eventually have to be paid.  

One of the ways in which we will likely pay down this debt is in the form of higher 

personal income taxes. Therefore, doing pro-active tax planning today will become very 
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impactful for your future. This is where a series of partial Roth conversions could 

increase your wealth by paying taxes now at historically low tax rates and avoiding the 

higher tax rates in the future. 

 

Forever Taxed to Never Taxed  

A series of targeted partial Roth conversions 

is, very simply, a tax strategy to reduce your 

taxes on all of your pre-tax retirement 

accounts, 401(k), IRA, 403(b), etc. The 

basic mechanics of doing targeted partial 

Roth conversions is to strategically time 

withdrawals from your IRA to pay the least 

amount of tax possible, and then moving the 

money into a Roth IRA.  Once the money is 

in the Roth IRA, it and its growth will never 

be taxed again. As IRA expert Ed Slott says, 

you are moving the money from an 

environment where it is forever taxed (IRA) 

to a never taxed environment (Roth IRA). 

What this ultimately means is that the IRS 

will take less of your hard-earned money! 

 

Roth IRA: The Power of 

Compounding Tax Free 

Most people are unaware of the ongoing 

benefits of having your money grow tax free 

and being able to withdraw it tax free.  The 

chart below illustrates the balances of a traditional IRA and a Roth IRA over 30 years, 

both which are in distribution mode (which means you are now taking an income from 

these accounts).  Both accounts pay out a $45,000 net income, adjusted annually for 

inflation, and both have an average investment return of 6% annually. As no taxes are 

due for the Roth distributions, $45,000 in year one is removed and adjusted for inflation 

every year thereafter.  However, taxes are due for the Traditional IRA distributions.  In 

this example we are assuming that 20% is being withheld; therefore, in order to net 

$45,000 in year one, adjusted for inflation in later years, the distribution is “grossed up” 

by the 20%.  As you can see, the traditional IRA’s balance loses ground over time due 

WHAT IS A PARTIAL ROTH CONVERSION? 

Taxpayers are permitted to convert existing assets 

in a traditional pre-tax IRA to a Roth IRA.  

Although there are income limits for making 

contributions to a Roth IRA, there are no Roth 

conversion income limits, allowing anyone with a 

pre-tax retirement account to convert to a Roth 

IRA.  Each taxpayer can decide when and how 

much to convert in any given year.  There are no 

minimum or maximum requirements, which 

makes this an impactful tax planning tool, 

allowing you to strategically time the conversions 

out of those pre-tax accounts so that you pay the 

least amount of tax possible.  The caveat is that 

doing the Roth conversion forces the value of the 

conversion to be reported as income today, 

triggering an immediate tax liability.  Most often, 

partial Roth conversions will make the most sense 

when your current marginal tax rate at the time of 

conversion is lower than what you believe your 

future marginal tax rate will be.   
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to the additional tax payment amount that is added to the withdrawals.  Withdrawing 

less each year leaves more of your wealth to compound tax free, which means your 

wealth will last longer. 

 

 

 

 

 

 

 

 

 

Roth IRA – The ultimate retirement planning vehicle   

Taxes and healthcare are likely to be two of your biggest expenses in retirement, and 

while the cost of healthcare is unknowable, planning for and projecting tax liabilities can 

be knowable given practical assumptions. While there are multiple planning strategies 

to help reduce taxes on your retirement income, the most impactful strategy is to 

engage in a series of partial Roth conversions when it makes sense to do so. Ideally 

you will begin this strategy sooner rather than later, with the planning window opening 

for most in your mid to late 50’s. This can help manage one of the bigger frustrations we 

hear from successful retirees: that the RMD they are forced to take each year is either 

more than what they want or need, and the tax liability, once income tax as well as other 

phantom taxes are factored in, are onerous. Roth IRAs have no required minimum 

distributions for the original account owner.  By engaging in a series of targeted partial 

Roth conversions you are reducing the size of your traditional IRA earlier, before you 

are required to.  By doing so, you are also reducing the size of your future RMD’s. We 

believe that based on the way the current tax rates are structured, combined with our 
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country’s debt situation, that partial Roth conversions will likely be the ultimate tax 

hedge. As an example, assume during your working years that you are contributing to a 

Traditional IRA, deducting that contribution at the 24% marginal tax rate.  When you 

actually begin to pull your money out, you’re in the 28% bracket, and that does happen 

more often than you know, and by the time it fully kicks in it is often too late to do much 

about it. Contributing/deducting at any bracket, and then subsequently withdrawing at a 

higher bracket is wealth destructive!  

(Of note, where once you could 

“Recharacterize”, or reverse, a Roth 

conversion, you are no longer allowed 

to, making conversions permanent.) 

 

In addition to what we believe is a 
compelling and pragmatic case for 
partial Roth conversions being a great 
tool to hedge future tax liabilities, one 
must also consider that RMD’s, if left unchecked, do one thing over time, and that is to 
increase.  In the process you’re not only paying the income tax on the withdrawal, you 
may also be subjecting your wealth to Medicare surcharges, and/or Net Investment 
Income Tax. Medicare is means based, which means the higher your taxable income 
(MAGI for tax purposes) the more you will pay for Medicare parts B & D. In 2020 the 
surcharges can total over $5,000 per year for a married couple filing jointly. And then 
there is Net Investment Income Tax which is a 3.8% sur-tax on investment income for 
single filers with modified adjusted gross income over $200,000 and for married filers 
MAGI over $250,000.  

To illustrate how large RMDs can get, the chart below shows the projected RMDs * of a 
72 year old’s $1,300,000 IRA.  We are assuming the IRA account is properly invested 
and is earning an average 6% annual rate of return and that the annual RMDs are the 
only distributions from this account. These RMDs, if not properly planned for, may push 
this individual into higher tax brackets than he may have ever imagined in retirement. 

 

*New Uniform & Single Life Tables are proposed for 2021.  If adopted, this will slightly impact the RMD amounts 

in the chart below. 

 

What Are Medicare Surcharges? 

Medicare imposes surcharges on higher-income 

participants, called the Income Related Monthly 

Adjustment Amount (IRMAA).  The theory is that 

higher-income participants can afford to pay more for 

their healthcare.   
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Note: The above chart is hypothetical and is used for illustrative purposes only. No portion of the content 
should be construed as a guarantee of the same or certain level of results 

 

The Impact of Pro-Active Tax Planning 

It is not uncommon for the tax savings from proactive planning to be significant for good 
savers.   

As an illustration, consider the case study below.  This married couple, late 50’s, have 
current pre-tax retirement accounts equaling $1 million dollars, and non-retirement 
accounts of $500,000.  By engaging in a targeted series of partial Roth conversions 
they will, at the end of their lifetimes, have a projected (almost) million dollars in tax 
savings and an ending balance (what remains to leave to their heirs) of $3,045,709.  
What is important to note here is that, because of the partial Roth conversions done 
earlier in their retirement, this $3,045,709 balance is mostly in a Roth IRA, leaving their 
heirs tax free money, vs. the Conventional Wisdom plan-end balance of $2,771,561, 
which has a large amount of pre-tax traditional IRA money to leave to their heirs.  
(Remember, conventional wisdom dictates to leave the pre-tax money to grow as long 
as possible and spend your non-retirement money first.)   
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Note: The above case study is hypothetical and is used for illustrative purposes only. No portion of the 
content should be construed as a guarantee of the same or certain level of results. 

 

Beware the Widow’s Penalty 

The Widow’s Penalty is one of the illogical aspects of the federal income tax code. It is 

often an unexpected and unwelcome surprise to a surviving spouse who has not had to 

deal with the disadvantages of being a single tax filer in decades.   The reality is they 

are often hit with a higher tax liability even though they may have less income.   

As an example, now let’s look at a couple in their mid-seventies. They are married and 

have pension income, social security benefits and investment income, etc.  There is a 

good chance that, as for many similar couples, should one spouse die, the surviving 

spouse will retain most of this income, although they will lose the lower of the two Social 

Security benefits.  Most spouses are the primary beneficiary of each other’s IRAs.  The 

surviving spouse will now be taking the entire RMD from their now combined pre-tax 

IRAs. 

Now, however, the income of the surviving spouse will be taxed very differently.  A 

married couple filing jointly (MFJ) with a $250,000 adjusted gross income would be in 
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the 24% marginal tax bracket.  That same income for a single filer would push them into 

the 35% tax bracket!  In fact, for the single filer, anything higher than $207,351 will now 

be taxed at the 35% rate. And bear in mind that this is not a simple 11% increase, rather 

it represents a 45% increase for any income being taxed in the 35% bracket (that would 

have otherwise been taxed in the 24% bracket when they filed married jointly). And the 

surviving spouse’s standard deduction, which many retirees use rather than itemizing, 

will now be cut in half.   

And, it’s not only the tax bracket and deduction loss the surviving spouse will have to 

contend with. They will face tighter Medicare Surcharge income brackets as a single 

filer and may fall more quickly into the Net Investment Income Tax, which is an 

additional 3.8% on Investment income.   

Given the likelihood that one spouse will eventually find themselves one day as a single 

filer again, doing pro-active tax planning today becomes even more impactful!  Had this 

couple in their mid-seventies pro-actively planned and did some partial targeted Roth 

conversions in the years before RMDs started, the surviving spouse would have lower 

Required Minimum Distributions and would be able to take income from their Roth IRA, 

if needed, and that income would be tax free. 

 

Why Leaving Pre-Tax Money to Your Heirs May Give Your Heirs Less and 
the Government More 

The SECURE Act is the biggest piece of legislation that effects retirement planning in 
over a decade, what it does is to create planning opportunities and pitfalls to reduce 
taxes for yourself and your heirs. Which means everyone should reevaluate their 
retirement income, tax, and estate plan to fully take advantage of the new law. The 
planning issues that the SECURE Act created that should be addressed in this paper 
are the changes to the RMD rules during the life of the IRA account owner and the 
distribution rules at the death of the IRA account owner, particularly when the primary 
beneficiary is a non-eligible designated beneficiary. 

 

For the IRA account owner, the SECURE Act created more of a planning window to do 
partial Roth conversions. Prior to the rule changes IRA account holders had to begin 
RMD’s no later than April 1st following the year in which they turned 70.5; under the 
new rule,  RMD’s must begin no later than April 1st following the year in which they turn 
age 72.  This extends the window in which to do partial Roth conversions to help 
manage your tax liability. (You can still do partial Roth Conversions after age 72.  You 
will need to take your RMD out first.  RMDs cannot be converted.) 
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In the case of a non-eligible designated beneficiary (in most cases an adult child or 
children) the SECURE Act has negative consequences when they inherit the IRA of a 
parent. Prior to the SECURE Act those adult children beneficiaries were permitted to 
stretch the inherited IRA over their remaining life expectancy. What this meant was that 
each year the adult child beneficiary of the inherited IRA would be required to take out 
an RMD based on their attained age, stretching out the required distributions over their 
lifetime, thereby leaving the lion’s share of money inside the IRA, continuing to grow tax 
deferred for decades. This offered the adult child beneficiary a lot of flexibility in their 
overall financial, retirement, and tax planning.  

*5-Year rule applies if the owner died before their RMD Required Beginning Date (RBD), otherwise single life expectancy of 
decedent had they survived. 

 

As of 1/1/2020 and the passage of the SECURE Act, those same adult children will be 
required to empty the IRA in full by 12/31 10 years following the year of death, with very 
few exceptions. Typically, when adult children inherit an IRA they are in their peak 
earning years with limited tax planning opportunities to help manage the tax liability. 
Consider an adult child in his/her mid 50’s who earns more than $300,000 per year and 
needs to continue to work into their mid to late 60’s for any number of reasons, and they 
inherit an IRA worth over $1,000,000.  It’s not hard to imagine the money that you’ve 
worked a lifetime for will not be taxed at least in the 32% bracket and that is before the 
effect of any state income tax (if applicable) and any of the phantom taxes referenced 
before. Let’s assume that you had proactively planned and worked on a series of partial 
Roth conversions during your lifetime. And for example, assume the amounts converted 
to a Roth IRA were worth $750,000 at your death, and the amount of money still in a 

*

*

*

* 
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traditional IRA had a value of $250,000. Your adult child beneficiary will be required to 
empty both the Traditional IRA and the Roth IRA by 12/31, 10 years following the year 
of death, but it is a very different tax bill. The Roth IRA is 100% tax free, and the tax bill 
on the $250,000 will be significantly less than if your heirs had to pay the tax on the full 
$1,000,000. 

 

 

HOW TO CONVERT 

Project your Future Tax Brackets 

Ideally in the development of your retirement income plan one of the more important 

issues that you will analyze is what your future tax bracket is projected to be once you 

are collecting Social Security, any Pension Income, etc. and your RMD’s have fully 

kicked in. As we mentioned earlier, to many people’s surprise, if you have done a good 

job saving and investing for retirement, by the time you are in your early 70’s you may 

be in a equivalent tax bracket as when you were working, and by your late 70’s, you 

may be in fact in a higher tax bracket then when you were working.  So, for example 

assume that you can reasonably project that you’ll spend a lot of your golden years in 

the 28% tax bracket (TCJA sunsets on 12/31/25 and as it is written, we go back to the 

higher tax brackets in place in 2017), it may prove to be beneficial to do partial Roth 

conversions today up to the top of the 24% bracket, thereby avoiding the 28% bracket 

on converted amounts in the future – that is a tax savings of 16.6% on converted 

amounts. 

 

Bracket Management 

People mistakenly believe that Roth conversions are an all or nothing deal, meaning 

that they must convert their entire IRA or none of it. And while there is certainly nothing 

wrong in theory with converting all of your IRA at once, it could actually be wealth-

destructive- meaning that the conversion actually works against you financially. This 

often comes about when people blindly convert IRA’s to Roth IRA’s without proper 

planning and advice from qualified practitioners. The better approach as referenced 

above is to get a reliable picture of where your tax brackets are likely to go in the future, 

and to hedge that projection by converting to the top of the tax bracket that comes 

immediately before it. For example, for 2020 under the TCJA, tax brackets begin at 10% 

and go to 12%, 22%, 24%, 32%, 35%, and 37%. So, if you know that in the next few 

years when you have to begin taking RMD’s you’re likely to be in a 24% bracket it will 
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make sense to convert amounts that will push you to the top of the 22% bracket. In 

essence by paying tax today at 22% to avoid the 24% tomorrow, you’ve saved 9% in 

taxes on the converted dollars, and that deal only gets better once TCJA sunsets 

(12/31/2025) or if, as we suspect, tax rates go up even higher than the 2017 tax rates. 

Where partial Roth conversions may not make sense is if your tax brackets will decline 

in the future or if in the unlikely event of federal tax rates going even lower than what 

they are currently. 

 

 

Use After-Tax Money to Pay Tax on Conversion  

While there are no hard rules on this issue unless you are under 59.5 when doing the 

conversion, the ideal money to use to pay the tax liability on the conversion is with non-

retirement monies. This is textbook, as then 100% of the conversion will be growing tax 

free. As an example, assume you do a $50,000 conversion and you’re in a 22% federal 

tax bracket.  The tax liability on the conversion will be $11,000; if you use the converted 

dollars to pay the tax, you will now have only $39,000 in your Roth account growing tax 

free. On the other hand, if you use non-retirement accounts to pay the $11,000 tax on 

the $50,000 conversion you will now have $50,000 in the Roth IRA growing tax free. If 

paying the tax with the conversion dollars is your only option, it may still be worth 

consideration. The only instance where this should not be considered is when you are 

doing partial Roth conversions and you’re under the age of 59.5.  If you are under 59.5, 

and you were to convert and pay the $11,000 tax from the IRA, that $11,000 would not 
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be considered a conversion but an under-age distribution, and it would be subject to the 

10% early withdrawal penalty. 

 

The Five Year Forever Clock 

Since the appeal of contributing to a Roth IRA and/or doing partial Roth conversions 

from your traditional IRA to a Roth IRA is that of tax free growth and tax free 

withdrawals, it’s important to keep in mind the 5 year 

forever clock.  

The five-year rule for Roth IRA withdrawals of 

investment earnings requires that you hold your 

account for at least five years before you can tap those 

earnings without incurring a tax liability. It is important 

to note this rule applies specifically to investment 

earnings. 

The critical factors of the 5 year forever clock are; 1- when did you make your first Roth 

IRA contribution and/or do your first Roth IRA conversion? and 2- What age are you 

when you’re withdrawing from your Roth IRA? 

For example, let’s say you made a Roth IRA contribution in 1999, that in essence sets 

your 5-year clock in stone. Then in the year 2018 you do a partial conversion of 

$100,000 and, as a result of a booming stock market at year end, your Roth conversion 

of $100,000 is now worth $135,000. The question becomes can you access both the 

converted dollars and the growth tax free, and the answer is it depends. If you are over 

59.5 years old, you have satisfied your 5-year forever clock and you have full 

access to the money tax free. If you are under 59.5 you will be subject to a second 5-

year clock on each conversion that no longer applies after you turn 59.5 and have met 

the forever 5-year clock. 

Knowing the nuances of this rule can be critical in making income and tax decisions. It 

also makes a case for establishing your Roth IRA now, if you haven’t already, to begin 

your Forever 5-year clock. 

 

Sum it Up 

In conclusion, partial Roth conversions, done correctly, can be very impactful to the 
longevity of your wealth, the amount of taxes you pay and the amount you ultimately 
leave to your heirs.   
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By converting a portion of your pre-tax wealth to Roth IRAs, you will reduce your 
Required Minimum Distributions (Roth IRAs do not have an RMD requirement for the 
original owner).  Lower Required Minimum Distributions will mean lower income; 
therefore, lower income tax and likely lower phantom taxes such as Medicare 
Surcharges and Net Investment Income Tax 

Given the current low tax rates in effect from the Tax Cut and Jobs Act of 2017 and the 
strong outlook for taxes increasing, planning for partial Roth conversions should begin 
sooner rather than later. 

We strongly suggest seeking advice from professionals who focus on coordinating your 
Retirement Income, Investment and Tax strategies and who work in consultation with 
your tax professional. 

This communication is designed to provide accurate and authoritative information on the subjects covered. It is not, however, 
intended to provide specific legal, tax, or other professional advice. For specific professional assistance, the services of an appropriate 
professional should be sought. 
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With careful planning during your pre-retirement and early retirement years, you can 

have more money if you know how to lower taxes in retirement.   

For Diligent savers over the age of 55 who have accumulated investment and 

retirement assets of $750,000 or more, schedule a 15-minute Retirement Checkup Call:  

https://calendly.com/incomeforlifebook/exploratory 

http://www.incomeforlifebook.com/
https://calendly.com/incomeforlifebook/exploratory

