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WHAT’S  
INSIDE?

Tax & Estate Planning For Your Retirement Savings

 ANNIVERSARY

Welcome to the 20th Anniversary 
edition of Ed Slott’s IRA Advisor. 

Our all-things-IRA newsletter started 
on October 13, 1997, when R.H. 
Trowbridge, III from Falls Church, 
VA wrote Ed Slott a letter and thus, 
became our very first subscriber for 
the January 1998 release. 

Dear Ed: 
 
Thank you for taking the time 
we spent on the telephone the 
other day. I agree that the tax 
consequences of IRA distributions 
is a vibrant practice opportunity. 
 
Please accept this $49 deposit 
as your first paid subscription to 
your quarterly newsletter. 
 
You had mentioned that you had 
a number of other writings that 
may be of interest to a financial 
planner such as myself. If you 
don't mind, could you include 
them in the enclosed envelope. I 
am looking forward to reviewing 
them in order to help my clients 
manage their assets the best way 
possible.   
 
Thank you again. 
 
Sincerely, 
Trow

When that premier issue debuted, 
colleagues started to immediately 
ask, “How will you fill 8 pages with 
content devoted to IRAs every 
month?” 

Well, we are proud to say that 
each month for 20 years, Ed Slott’s 
IRA Advisor has delivered on its 
promise of delivering money-saving 
tax strategies, in-depth retirement 
information, and answers to your 
toughest IRA questions. 

This 20th anniversary of Ed Slott’s IRA 
Advisor might also be considered 
a birthday party. As a throwback 
to January 1998, this issue is also 
heavily devoted to the Roth IRA, 
which coincidentally also began in 
January 1998. 

You will notice attributes of a class 
reunion as well. We’re taking this 
opportunity to become reacquainted 
with old friends. On page 22, 
you’ll find insights from our very 
first "Guest IRA Expert," Marvin 
Rotenberg. 

You’ll also hear from other guest 
experts who have made valuable 
contributions over the past two 
decades, as well as from our very 
own IRA experts, IRA Analyst 
Sarah Brenner, J.D. and Director 
of Retirement Education Beverly 
DeVeny. ◼
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First on our reunion list is Barry 
Picker, co-founder of CPA firm 

Picker & Auerbach, in Brooklyn, 
NY, who was our first IRA expert, 
technical editor. Barry offers his 
commentary: “Roth IRAs got me 
involved in retirement planning,” 
says Picker. 

“When they were introduced, I 
liked the idea of an account that 
could provide tax-free investment 
income.” Picker wrote an article 
on Roth IRAs that was published 
online. “That article generated 
many questions,” he recalls, “about 
Roth and traditional IRAs. There 
was a great deal of interest. If I 
didn’t know the answers to some 
of the questions, I would look them 
up. Eventually, I became known as 
an expert.” 

That expertise helped establish the 
young publication. “People would 
come to me with IRA problems, 
such as improper conversions 
and missed required minimum 
distributions (RMDs),” says Picker. 

Those types of issues are not 
the only retirement planning 
roadblocks he has discovered in 
the past 20 years. “There has been 
a great deal of media attention 
to retirement readiness,” he says. 
“More people are aging, and many 
are concerned they won’t have 
enough money. They think they’ve 
missed the boat.” 

To Picker, though, it’s never too 
late to start. “There’s an ancient 
Chinese proverb,” he says. “’The 
best time to plant a tree was 70 
years ago, but the second best 
time is today.’” 

If people are starting to save for 
retirement, early or late, where 
does Picker suggest they begin? 
“With a Roth IRA,” he says. “It’s 
the best deal around. The money 
in the Roth IRA can belong to 
them, so it’s worth more than a 
traditional IRA, where the IRS will 
share in distributions. If people 
have a Roth IRA, they can take out 
what they want, when they want it, 
and not worry about tax.”

It is true that funding a traditional 
IRA, directly or through a rollover 
of an account in an employer plan, 
can save tax upfront, but Picker 
still leans towards the Roth side. 

“Most spend what they have,” 
he says. “If they pay tax on their 
income before funding the Roth 
IRA, they usually just spend less. 
Maybe they’ll eat out one less time 
a week.”

Picker is also a fan of Roth  
401(k)s and similar Roth versions 
of employer plans. “Again, 
participants can wind up with 
a source of tax-free income in 
retirement,” he says. “If employees 
want some tax deduction currently, 
they can split the contribution 
between the traditional and the 
Roth 401(k).”

Roth Opportunities

The Economic Growth and Tax 
Relief Reconciliation Act of 2001 
made Roth 401(k)s first available in 
2006. That was a game changer.

“When qualified plans and 403(b) 
arrangements could adopt a Roth 
feature, I thought it was a good 
idea,” says Mary Kay Foss, a CPA 
in Walnut Creek, California. “I 
encouraged my clients to add that 
feature to their company plans 
even if they weren’t currently 
planning to make after-tax 
contributions. Even so, there were 
few early adopters.”

Another game changer took effect 
in 2010, Picker asserts, when 
the adjusted gross income (AGI) 
limit on Roth IRA conversions 
was removed. Then, as now, 
anyone can convert all or part 
of a traditional IRA to the Roth 
side. “Under special rules,” says 
Picker, “Roth IRA conversions in 
2010 were not taxed in that year. 
Instead, 50% of the conversion tax 

was due on 2011 tax returns and 
the other 50% on 2012 returns.”

"When the AGI limitation was 
removed for Roth IRA conversions 
in 2010, taxpayers of all ages 
jumped on the Roth bandwagon, 
Foss declares." 

She tells of clients who were 
married and retired but not yet 
taking required minimimum 
distributions (RMDs). “They did 
a Roth IRA conversion in 2010,” 
says Foss. “It was a low-income 
year for them, so we elected to 
have one spouse pay tax on the 
entire conversion in 2010 and the 
conversion for the other spouse 
was taxed in 2011 and 2012.”

Foss had another client in his 70s 
who rolled over his entire $800,000 
IRA to a Roth. “He was able to 
pay state income tax on the entire 
conversion,” she says. “Thus, he 
had a large income tax deduction 
to offset the tax on the first half of 
the conversion, in 2011.”

This client also had contributed 
his 2010 RMD to charity before 
the conversion. “The qualified 
charitable distribution (QCD) 
provision wasn’t applicable at 

Roth IRAs Come of Age

Roth IRAs Come of Age

"...taxpayers of 
all ages jumped 

on the Roth 
bandwagon." 

-Mary Kay Foss

"Roth IRAs got 
me involved 
in retirement 

planning."  
-Barry Picker



TO ORDER: CALL (877) 337-5688 OR VISIT IRAHELP.COM | ED SLOTT’S IRA ADVISOR • JANUARY 2018 3

the time of the transfer to charity 
but retroactive legislation later 
in the year made his plan come 
off flawlessly,” says Foss. “He will 
always be in the maximum tax 
bracket and he wanted to stop 
RMDs.” Thus, QCDs have become 
another game changer. Planning 
for charitable distributions may 
be coordinated with Roth IRA 
conversions, as Roth IRA owners 
never have RMDs. Thanks to such 
game changers, traditional and 
Roth IRAs have grown in number, 
gained assets, and importance in 
retirement cash flow. 

That said, Picker points to some 
negative aspects. “The most 
frustrating thing,” he says, “is 
hearing from someone about a 
problem but not being able to 
fix it. Usually, people ask me for 
assistance when it’s too late to do 
anything to help them. They’ve 
acted too soon, before getting 
proper advice.”

What’s more, traditional and 
Roth IRA owners may have 
gotten into trouble because 
they asked for advice — and 
received incorrect information from 
custodians. Natalie Choate, an 
attorney with the Boston law firm 
Nutter McClennen & Fish says, 
"I regularly hear from lawyers, 
accountants, financial planners, 
and others about difficulties 
they’ve had with IRA providers and 
plan administrators." Her article in 
Ed Slott's IRA Advisor (Dec. 2017) 
was just that. It was all about the 
horror stories and errors by not-
so-professional professionals, 
which mean more taxes — fewer 
dollars — for account owners and 
their loved ones.

Pushing the Roth Limits

The allure of tax-free income from 
a Roth IRA can lead to convoluted 
strategies. “Roth IRA planning 
has been rife with strategies 
designed to take advantage of the 
potentially tax-free status of Roth 
IRA distributions,” says DeVeny. 
“Many of those strategies, which 

stretched the Roth limits beyond 
their intended use, or variations of 
them, continue today.”
DeVeny recalls, “It all started with 
the spring-back annuity concept." 
Traditional IRA dollars purchased 
an annuity with a huge surrender 
charge, which allowed the annuity 
to be converted to a Roth IRA at a 
greatly discounted value. Shortly 
after the conversion, the surrender 
charge lapsed and the fully valued 
annuity could pay out untaxed 
distributions.
“This one got shut down pretty 
quickly by the IRS,” says DeVeny. 
Then came strategies with multiple 
entities, which would form an 
acquisition chain. Eventually, IRA 
funds would wind up in the Roth 
IRA without any tax being paid. 
These deals typically ended up 
with the IRA owners paying more 
than their value of the Roth IRAs 
in penalties and interest, while all 
Roth IRA assets were distributed.
“In another strategy,” says DeVeny, 
“after going through the multiple 
entities the Roth IRA owns the 
company that produces the 
income the Roth IRA owner lives 
on. The funds paid out of the Roth 
IRA to the owner are tax-free. This 
strategy is now a listed transaction, 
which raises the chance of 
discovery by IRS, with taxes and 
penalties due.”  

A Winner and a Loser
Some of these aggressive Roth 
IRA tactics have led to court 
battles with the IRS. Two such 
cases were decided in 2017, with 
different outcomes.

In Summa Holdings, Inc. v. 
Commissioner, CA-6, No. 6476-
12 (Feb. 16, 2017), reversing T.C. 
Memo. 2015-119 (Jun. 29, 2015), 
James Benenson, Jr. and his 
wife Sharen were the parents of 
Clement and James Benenson III. 
Both sons formed Roth IRAs in 
2001, contributing $3,500 each. In 
2002, those two Roth IRAs created 
and invested $1,500 apiece in 
JC Export, becoming equal 50% 
shareholders. JC Export elected to 
be treated as an interest-charge 
domestic international sales 
corporation (DISC). Later, the 
Roth IRAs formed JC Holding, a 
C corporation, and transferred JC 
Export to JC Holding.

Summa Holdings, a family-
owned exporter, entered into 
sales contracts with JC Export. 
Payments flowed through JC 
Export to JC Holding, which paid 
income taxes at corporate rates. 
JC Holding made distributions to 
the two Roth IRAs established 
in 2001. By the end of 2008, both 
Roth IRAs had grown to over 
$3,000,000.

In the other case, Block 
Developers, LLC. v. Commissioner., 
T.C. Memo. 2017-142 (Jul. 18, 
2017), Jan Jansson, his wife, and 
their two sons each formed Roth 
IRAs, which were funded with 
$2,000 apiece. Among them, the 
four Roth IRAs purchased a 95% 
interest in Block Developers LLC, a 
company formed to purchase the 
patent rights to concrete blocks 
developed by Jan. 

After an IRS challenge, the Tax 
Court found that SR Products, 
an S corporation that Jansson 
had formed to manufacture and 
distribute the blocks, provided all 

"Roth IRA 
planning has 
been rife with 
strategies..." 

-Beverly DeVeny

"I regularly hear 
about difficulties 

with IRA 
providers..." 

-Natalie Choate
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of the funds that found their way 
into the Roth IRAs, except for the 
initial Roth IRA contributions of 
$2,000 each. 

How were the two cases decided? 
“In Summa, the Court of Appeals 
reversed and held for the 
taxpayers,” says Michael J. Jones, 
partner in the accounting firm 
Thompson Jones in Monterey, 
California. 

“The court explained that Roth 
IRAs and DISCs are specifically 
provided for in the tax code 
and combining the two doesn’t 
change that. IRS’s ‘substance over 
form’ argument can’t be used to 
overturn what the code expressly 
allows.”

Conversely, in Block, the Tax Court 
found that “Block Developers 
LLC was just a conduit to shunt 
money to the Janssons’ Roth 
IRAs and was not engaged in 
any real business activity.” As a 
result, Jones points out, Block 
Developers’ transfers to the 
Janssons’ Roth IRAs were held 
to be excess contributions that 
triggered excise tax sought by IRS.

“Neither Summa's DISC nor 
Block Developer's LLCs had a 
business purpose,” says Jones. 
“The taxpayers in Summa won in 
the 6th Circuit Court of Appeals, 
only because the DISC was 
a Congressionally-approved 
structure. 

In Block, the Tax Court said, ‘LLCs, 
unlike DISCs, are meant to have a 
real business purpose.’ The court 
found neither a real business 
purpose, nor a Congressionally-
approved structure.”

Roths Reduce RMDs
The early days of Roth IRAs 
were not solely focused on such 
maneuvers. “When the Roth IRA 
first became available in 1998, my 
clients were not connecting it with 
retirement planning,” says Foss. 
“Instead, they wanted to reduce 
RMDs and create assets for future 
trust funding.” 

According to Foss, many of 
her clients retired with a large 
rollover IRA, an expensive house 
and very little additional assets. 
“Planning involved creating assets 
that could be used for funding a 
bypass trust upon their demise,” 
she says. “In 1998, I found by trial 
and error that $240,000 was a nice 
amount to transfer to a Roth IRA 
and pay the resulting tax from the 
conversion over four years.” For 
1998 conversions, the tax bill could 
be spread over four years.

“However,” says Foss, “those who 
converted to a Roth IRA then were 
dismayed to find that in 2002, 
when they were to pay tax on the 
fourth installment, the Roth IRA 
was worth about as much as the 
untaxed installment.” The 2000-
2002 bear market in stocks caused 
some clients’ IRAs to shrink 
dramatically.

“Eventually,” says Foss, “I 
found that an annual Roth IRA 
conversion of $60,000 was a 
satisfactory amount. These 
conversions would reduce RMDs 
and build an after-tax fund without 
pushing the IRA owner into a 
painful bracket. However, many 
clients were unable to convert or 
contribute to a Roth IRA because 
of AGI limitations.” As mentioned, 
the AGI limitations on conversions 
were abolished in 2010, spurring 
even more growth in Roth IRAs."

Roths and Estate Planning
The role of Roth IRAs in estate 
planning also is mentioned by 
Bob Keebler, head of Keebler & 

Associates, a tax advisory and 
CPA firm in Green Bay, WI, who 
describes his practice in the days 
before Roth IRAs were introduced. 
“My clients, many of whom were 
doctors with large retirement 
plans, were mainly interested in 
wealth transfer,” he says. “The 
federal estate tax exemption was 
$600,000, and estate tax rates 
were high, so clients wanted ways 
to pass more money to their heirs.”
Roth IRAs added a new dimension 
to planning, according to Keebler: 
“With Roth IRAs, we could help 
plan for income tax as well as estate 
tax."The income tax benefits of Roth 
IRAs are well-known. After holding 
the account for five years and 
reaching age 59½, all distributions 
avoid income tax. 

But how do Roth IRAs help with 
wealth transfer? As mentioned, 
Roth IRA owners never have RMDs. 
Thus, a Roth IRA can continue to 
build, until it passes to beneficiaries. 
The beneficiaries will have a source 
of tax-free income, perhaps for life, 
although they will have to comply 
with RMD rules.

In addition, Roth IRA conversions 
can help with wealth transfer. “I urge 
my clients to have cash set aside 
to pay the tax on the conversion,” 
says Keebler. That will permit more 
money to build up in the Roth IRA. 
This is a much more efficient way 
to pass on assets, compared with 
dealing with the rules of tax code 
section 691(c). Under that part of 
the tax code, money spent on estate 
tax can be deducted from taxable 
IRA distributions over the years, 
reducing income tax. 

Finally, a Roth IRA conversion takes 
another path to wealth transfer, 
allowing IRA owners to effectively 
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pass assets to heirs without 
having to deal with any gift tax 
requirements or estate tax follow-up.

As Keebler notes, the federal 
estate tax exemption has grown 
substantially in the past 20 years. 
“Relatively few clients are concerned 
about estate tax now,” he says, “so 
the focus has shifted to income 
tax planning.” With the potential to 
deliver tax-free investment income, 
the value of Roth IRAs has therefore 
grown considerably. 

Roths and Trusts
With or without exposure to estate 
tax, estate planning remains a 
concern for many IRA owners. 
“For the most part, I don't get 
involved in recommending or not 
recommending Roth IRAs,” says 
Seymour Goldberg, senior partner 
at Goldberg & Goldberg, a law 
firm in Melville, N.Y. He is aware, 
though, that most of his clients 
don't like to spend tax dollars to 
convert a traditional IRA to a Roth 
IRA.
“However, I do have clients with 
substantial Roth IRAs,” says 
Goldberg. “For them, we have 
done a significant number of Roth 
IRA trusts for asset protection 
and estate planning purposes.” 
For such trusts, tax issues may 
arise. “The problem with Roth 
IRA trusts,” says Goldberg, “is 
that the administrative expenses 
such as accounting fees, trustee 
commissions, legal fees and other 
administrative fees don't create a 
tax benefit. That’s because they 
are deductible against tax-free 
income." 

Download our bonus article, 
"Practical Issues Involving 
Implementing IRA Trusts" 
by Seymour Goldberg, by 
completing a quick survey 

about Ed Slott's IRA Advisor: 
irahelp.com/iraadvsurvey

"In a traditional IRA trust, you 
can obtain a tax benefit from 
those administrative expenses, if 
drafted and administered properly," 
continues Goldberg. Even so, 
trusts can serve a purpose as Roth 
IRA beneficiaries. 

“Our clients almost always provide 
for their children in trust, rather 
than by outright bequests,” says 
Bruce Steiner, an attorney with 
the law firm Kleinberg, Kaplan, 
Wolff & Cohen in New York. “This 
keeps the children’s inheritances 
out of their estates for estate tax 
purposes while also protecting 
those assets from creditors, 
including spouses, in a divorce.”
There is a tradeoff for trusts that 
will hold traditional IRAs, Steiner 
points out. “Trusts reach the top 
39.6% income bracket at $12,500 in 
2017 and 37% in 2018 under current 
law,” he says. “As a result, trustees 
must choose between distributing 
traditional IRA distributions to 
the trust beneficiaries, which may 
save income tax but lose asset 
protection, or accumulating the IRA 
distributions within the trust, which 
maintains the asset protection but 
usually increases the income tax.” 

A Roth conversion avoids this 
tradeoff. “Distributions from a Roth 
IRA are potentially tax-free,” says 
Steiner, “so the trustees often can 
accumulate them in the trust and 
avoid income tax.” 

Undoing the 
Recharacterization

Another game changer will impact 
planning for Roth IRAs going 
forward. The new Tax Cuts and 
Jobs Act has abolished some Roth 
IRA recharacterizations.

Until now, Roth IRA conversions 
could be partially or fully undone 
until October 15 of the following 
year, with the income tax bill 
adjusted to include the change. 
Starting in 2018, that will no longer 
be the case.  
Thus, a popular planning 
tactic — execute annual 
partial Roth conversions, using 
recharacterizations to fine tune 
taxable income and stay within a 
tax bracket — will disappear. “That 
strategy is no longer available 
beginning in 2018,” says DeVeny. 
Clients and their advisors will 
have to be more cautious about 
the amount they convert. In some 
cases, IRA owners may end up in a 
higher bracket and pay more in tax 
than they intended.
Keebler says, “People will 
have to be more precise with 
their conversions. In fact, the 
current stock market level has 
some clients very concerned 
about doing any Roth IRA 
conversions, without the chance 
to recharacterize.” Investors may 
be leery of paying tax on, say, a 
$500,000 Roth IRA conversion, 
only to wind up a year later with a 
Roth IRA worth $400,000.
“Roth IRA conversions probably 
will become more strategic and 
less tactical,” says Keebler. The 
emphasis will shift away from 
squeezing every last conversion 
dollar into a relatively low tax 
bracket. Instead, the focus 
will move to using Roth IRA 
conversions as one tool, to help 
them reach long-term financial 
planning goals. “I tell my clients 
that they should have some money 
in a taxable account, some in a 
traditional IRA or 401(k), and some 
in a Roth IRA or some other type 
of Roth account,” says Keebler. 
“That will give them tremendous 
flexibility when choosing where 
to find money for expenses in 
retirement. They can choose 
sources for cash that fit best with 

"Even so, trusts 
can serve 
a purpose 

as Roth IRA 
beneficiaries." 

-Seymour Goldberg
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their current lifestyle goals and 
their plans for wealth transfer.” 

Thus, the proverbial three-legged 
stool of retirement planning (Social 
Security, pension, portfolio) is 
morphing into modern furniture 
supported by taxable accounts, 
traditional retirement plans, and 
Roth versions. 

Roth Pitfalls
Given the game changers of the 
past 20 years, how have Roth IRAs 
changed retirement planning? “In 
my opinion, not enough,” says 
Natalie Choate. “In my area, estate 
planning for retirement benefits, 
many estate planners don't ‘get’ 
the tremendous value of a client's 
Roth IRA — an investment vehicle 
with a totally tax-free return.”

Choate urges planners to 
proactively take steps to make 
sure that a tax-free return is not 
wasted by cashing out a Roth IRA 
too early. “For example,” she says, 
“suppose Ann dies and leaves a 
substantial Roth IRA outright to 
her spendthrift son Bob, who can 
be expected to drain the account 
immediately. A better solution 
would be to leave Ann’s Roth IRA 
to a trust designed and dedicated 
to maximizing the stretching out of 
Roth IRA distributions.”

Another problem, according to 
Choate, can occur if the fiduciary 
of a trust that holds an inherited 
Roth IRA as beneficiary charges 
its fees to the Roth IRA itself, then 
pays the RMD from the Roth IRA 
to the trust's taxable account. 
“That's a double hit to the Roth 
IRA,” she says. “Instead, good 
planning might call for paying 
the RMD from the Roth IRA to 
the taxable account first, then 
taking the fiduciary's fee out of the 
taxable account.”

Among other planning ideas, 
Choate urges advisors to seek 
tax-efficient or tax-free ways to 
fund Roth IRAs. “Suppose a client 

has after-tax money in a qualified 
retirement plan,” she says. “When 
that client retires, suggest taking 
a distribution of the plan account 
and telling the plan administrator 
to send the pre-tax money via 
direct rollover to a traditional IRA, 
to continue tax deferral. The after-
tax dollars can be directly rolled 
over to a Roth IRA, tax-free.”

Another suggestion from Choate 
involves clients in their late 60s 
and early 70s. “Such clients may 
not be totally retired,” she says. 
“They could be working part-time, 
consulting, collecting directors' 
fees, etc. Such clients might 
be eligible to participate in an 
employer’s 401(k) plan or create a 
solo 401(k).” 

Semi-retirees may be hesitant 
to keep contributing to the 
traditional retirement plan, 
because it is currently, or soon 
will be, generating enormous 
taxable RMDs. “Advisors could 
urge these clients to contribute 
to a Roth 401(k), also known as a 
designated Roth account (DRAC), 
if it’s offered,” says Choate. “Clients 
who have a solo 401(k) plan should 
be able to include this provision. 
Advisors can recommend that 
clients can use these late working 
years to build up a Roth account.”  

Double or Nothing
Choate says that she has taken 
her own medicine, in the form of 
two Roth IRA conversions. “One 
was for a substantial amount,” she 
recalls. “It has paid off very well, 
but paying the taxes was painful. 
I kept thinking about what else 
I could have done with that tax 
money, like re-doing my kitchen.” 

Planners need to keep such 
client reluctance in mind, when 
suggesting a Roth IRA conversion. 
One approach is to convert when 
asset values are down, reducing 
the tax bite. Then, hopefully ride 
the recovery in a tax-free Roth IRA.

A few years ago, Choate did just 
that; she converted an energy 
stock that had gone down about 
90% in a commodities selloff. “I 
paid income tax on the remaining 
10% of my original investment 
value, and moved the stock to 
a Roth IRA. Guess what — the 
company went bankrupt so my 10% 
went to zero!" 

As you can see, doubling down on 
a losing investment by converting 
it to a Roth IRA is not always the 
best approach!   

Additional Ideas
Although not every Roth IRA 
choice will pay off, many strategies 
will reward clients. “A friend 
once told me she was having 
difficulty thinking of a gift for her 
retired husband,” says Foss. “I 
suggested she give him a Roth 
IRA contribution, as she was still 
working part-time. She went to 
the brokerage firm he preferred, 
got the application for a Roth 
IRA, filled out everything but his 
signature, and added a check 
made out to the brokerage firm for 
$5,000.” Five years later, he would 
be past age 70½, so all future 
distributions will be tax-free.

Although not every Roth 
IRA choice will pay off, 

many strategies will reward 
clients.

“Roths are no longer as important 
for trust-funding planning but they 
are valuable for purposes other 
than retirement,” Foss continues. 
“For example, if a young person 
were to participate in a Roth 
401(k) at work and leave their job 
to pursue an advanced degree, a 
rollover to a Roth IRA would allow 
them to avoid the 10% penalty, 
even if the Roth IRA was in place 
less than five years. In addition, a 
Roth IRA can be a valuable tool for 
a first-time homebuyer in terms of 
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avoiding penalties on distributions 
after a conversion.”

Foss also recounts her personal 
Roth experiences. “Fortunately 
for me, a former employer had 
adopted a Roth deferral provision 
in its company plan so I was able 
to put a portion (I chose 25%) of 
my 401(k) deferral into the Roth 
segment,” she says. “When I left 
that firm I was able to roll the Roth 
portion into a Roth IRA and the 
pre-tax portion into the 401(k) 
plan of my new employer. It took 
a couple of years for my new 
employer to adopt a Roth feature 
but as soon as it was available, 
I again put 25% of my 401(k) 
deferral into the after-tax portion.”

The Devil is in the Details

For all of their versatility, Roth 
accounts are still federally 
regulated with rules that must be 
followed closely. DeVeny points to 
some Roth IRA planning mistakes 
by IRA owners and advisors:

 σ Not filing IRS Form 8606 after 
a Roth IRA conversion. “Form 
8606 tells the IRS that the 
taxpayer has done a Roth IRA 
conversion and works through 
the calculation of the taxable 
amount converted,” she says.  
“This is especially important if 
IRA owners are using the back 
door Roth strategy,” referring to a 
Roth IRA conversion following a 
contribution of after-tax dollars to 
a traditional IRA. “Form 8606 is 
also used to report taxable Roth 
IRA distributions made before 
age 59½ or before the 5-year test 
is passed.” Form 8606 must be 
filed for all Roth IRA conversions 
unless a full recharacterization 
is executed before the tax return 
is filed. Starting in 2018, this 
will be irrelevant since Roth 
IRA recharacterization will no 
longer be a possibility.

 σ Believing that any after-tax 
funds can be put into a Roth 
IRA. One couple who had just 
sold their house put $200,000 
each into Roth IRAs. “They lost 
their argument with the IRS,” 
says DeVeny. “Other individuals 
think that after-tax funds in an 
employer plan are Roth funds. 
They could be if they are in a 
Roth employer account, such 
as a Roth 401(k), but not if they 
are simply the result of after-
tax contributions to traditional 
company plans.”

 σ Not understanding the pro-
rata rule. A Roth IRA conversion 
can be partly taxable and partly 
tax-free, in proportion to the 
pre-tax and after-tax dollars in 
traditional IRAs. That’s true even 
if the conversion is made from 
an account holding only after-tax 
dollars.

Other Roth IRA misunderstandings 
may be common. “Over the past 
20 years, I have seen retirement 
planning questions change from 
those focusing on Roth IRA 
contributions and conversions to a 
greater interest in distributions and 
even inherited Roth IRAs,” says 
IRA Analyst Sarah Brenner, JD. 
“Still, some things never change.” 
For instance, Brenner points out 
that there was a great deal of 
confusion over the two different 
five-year rules that apply to Roth 
IRA distributions in the late 1990s 
and such uncertainty still exists. 
“Without a doubt,” she says, “that 
is the area where I have gotten the 
most Roth IRA questions.”
What is the difference? “There 
are two separate five-year 
requirements regarding Roth IRA 
distributions,” she says. 

"The first applies for tax-free 
distributions of earnings. Here, the 
five-year period begins with the 
first contribution or conversion 
to a Roth IRA. It does not restart 
with subsequent contributions or 
conversions.” If that test is passed, 
and the IRA owner is at least age 
59½, withdrawn earnings aren't 
taxed.
“The second five-year rule applies 
to Roth IRA conversions,” says 
Brenner. “A five-year waiting 
period must be satisfied before a 
Roth IRA owner who is under age 
59½ can access their converted 
funds, penalty-free. This five-year 
period does restart with each 
subsequent conversion.”
How does Brenner help clients deal 
with this confusion? “I tell them 
that if you follow the rules and do 
what you are supposed to do —  
not touch your Roth IRA until you 
reach retirement — the distribution 
rules are simple. Then everything 
is tax- and penalty-free.”

Last Words
In some cases, Steiner has been 
involved in “deathbed” Roth 
conversions, occurring when an 
IRA owner is terminally ill. “It’s 
often better to spread a Roth IRA 
conversion over a number of years, 
to reduce income tax,” he says. 
“However, when someone (without 
a spouse) is terminally ill there may 
not be any future years for partial 
conversions. It’s often beneficial 
to convert remaining balances 
in traditional IRAs in the year of 
death. Then, the IRA owner may 
not be able to personally execute 
the conversion. “
An agent under a power of 
attorney should have the power 
to convert to a Roth IRA, because 
it’s a form of election. A deathbed 
Roth IRA conversion often won’t 
be subject to a later challenge, 
because the IRA beneficiaries 
usually are the same as the estate 
beneficiaries. 

"There are two 
separate five-year 

requirements 
regarding Roth 

IRA distributions.” 
-Sarah Brenner

Roth IRAs Come of Age
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“If they’re not,” says Steiner, 
“a Roth IRA conversion may 
increase the interests of the 
IRA beneficiaries but reduce 
the interests of the estate 
beneficiaries. In such cases, it 
is recommended to specify in 
the power of attorney that the 
agent has this power or else for 
the agent to consult with the 
beneficiaries.”
A deathbed Roth conversion can 
still work if overall taxes can be 
saved. That can happen if the 

beneficiary’s tax rate would be 
higher than the IRA owner’s rate 
or if the deathbed conversion tax 
can be drastically reduced by high 
medical expenses in the year of 
death, especially if there is little of 
other income other than the Roth 
conversion. 
Caution: RMDs cannot be 
converted. Once the RMD is taken, 
the balance can be converted. 
Also, the income generated by the 
Roth conversion will reduce the 
medical expense deduction, so 

that has to be looked at to evaluate 
the benefit.

Up to the very end, sagacious 
planning can help get the most 
benefit from a Roth IRA. ◼

IRA Retirement-Saving Landscape

As you know, January 1, 2018, 
marks the 20th Anniversary 

of the Roth IRA. Traditional IRAs 
will reach 44 years of age this 
September. Over these years, 
IRAs have grown dramatically 
to become today's dominant 
means of holding tax-favored 
retirement savings — representing 
a revolution in how Americans save 
for retirement.
Fully 44 million households now 
own IRAs that held $8.4 trillion 
in assets as of mid-2017, reports 
the Investment Company Institute 
(the source of the data in this 
article). That's nearly 12% more 
assets than are held in defined 
contributions plans, $7.5 trillion, 
and 2.8 times the amount now 
held in private sector defined 
benefit plans, $3.0 trillion — and 
is approaching the amount held in 
defined contribution and defined 
benefit plans combined.
Roth IRAs now are owned by 
25 million households, having 
experienced an even faster growth 
rate than traditional IRAs, now 
owned by 35 million households. 
Another 7.6 million households 
benefit from employer sponsored 
IRAs: SIMPLE IRAs, SEP IRAs, 
and SAR-SEP IRAs. (Over 17 
million households own more 
than one type of IRA). And these 
numbers are sure to grow as more 

than 10,000 Baby Boomers reach 
age 65 every day! As they do, they 
roll over accumulated retirement 
savings from their employer-
provided retirement plans to IRAs 
in even greater numbers. 

Over these years, IRAs 
have grown dramatically to 
become today's dominant 

means of holding tax-
favored retirement savings.

Room for Improvement
But as impressive as the numbers 
are, a closer look at them reveals 
much room for improvement in 
the use of Roth IRAs. In many 
ways, Roth IRAs are seriously 
underused:

 σ Roth IRAs held only $660 billion 
in assets at the end of 2016 — a 
mere 8% of total IRA assets.

 σ Only 12% of households made 
an annual contribution to either 
a Roth or traditional IRA in 2016. 
Even now, only about one-third of 
households own an IRA of either 
kind — with only about one-
third of those making an annual 
contribution. IRAs now serve 
primarily to hold funds rolled over 
from employer plans.

 σ Rollovers from employer plans 
overwhelmingly are made into 
traditional IRAs, in spite of the 
great advantages that Roth IRAs 
offer over traditional IRAs for 
long-term savings. Over 95% of 
funds that are rolled over go into 
traditional IRAs.

 σ Alarmingly, 39% of households 
have no kind of tax-favored 
retirement savings plan at all, 
no 401(k) or defined benefit 
plan, and no IRA either Roth 
or traditional. These IRA-less 
households average $42,000 in 
income, so many could afford to 
make some IRA contribution. But, 
unsurprisingly, they are younger 
than the others and may think 
they can catch up later.

These statistics show that despite 
Roth IRAs celebrating their 20th 
anniversary this year, they still 
represent an untapped market for 
advisors. Advisors who can help 
their clients make better use of 
Roth IRAs — both by facilitating 
Roth rollovers when appropriate, 
and by increasing Roth 
contributions among the young — 
can achieve multi-generational 
benefits for their clients, and 
related gains for their practices. 

The $10 trillion now held in 
employer plans, plus another 
$7 trillion held in traditional 

The Current State of the IRA Retirement-Saving Landscape

"It’s often 
beneficial to 

convert remaining 
balances in 

traditional IRAs in 
the year of death." 

-Bruce Steiner
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IRAs — versus only $660 billion 
in Roth IRAs — presents a huge 
opportunity for astute financial 
advisors to improve the welfare of 
their clients through greater use of 
Roths.

The Road to Today's Roth IRA
IRAs started small. The first IRAs 
created in 1974 had two purposes: 
1. As a retirement savings vehicle 

for employees not covered by 
employer retirement plans; and

2. As an account to hold 
distributions from employer 
plans on separation from service

These first IRAs could accept 
annual contributions not 
exceeding the lesser of $1,500 
or 15% of earned income, only 
from employees who were not 
covered by an employer's qualified 
retirement plan. Distributions 
from them were subject to still-
familiar rules — being taxable 
income at ordinary rates, with 
required minimum distributions 
(RMDs) starting at age 70½, and 
distributions before age 59½ 
subject to 10% penalty. They could 
accept rollovers from company 
plans.

Shannon Evans, JD of Evans & 
Associates in Las Vegas, NV says, 
"Knowing the rules and evolving 
law about IRAs and Roth IRAs 
and distribution rules have been 
the most important area of my 
practice that differentiates me from 
many other estate attorneys. Over 
the past 20 years, the constant 
changes of these complicated 
rules require constant monitoring." 

In 1981, Congress loosened the 
rules to let anyone deduct an IRA 
contribution, whether covered 
by an employer plan or not and 
increased the contribution limit 
to $2,000. Annual contributions 
exploded upward by almost 800%. 
At this point 401(k) plans did not 
exist, so this was the only way to 
save salary on a tax-deferred basis.

 
In 1986, Congress re-established 
income caps on eligibility for 
active participants in employer 
plans to contribute, and annual 
contributions plunged back 
downward by nearly 80%, never 
recovering to their former height. 

However, Congress also created 
nondeductible IRA contributions, 
and IRAs continued to receive 
growing numbers of rollovers, 
even as they faded as a savings 
vehicle.

Then in 1998, Congress created 
the Roth IRA which was in many 
ways the opposite of the traditional 
IRA. Most notably, contributions 
to Roth IRAs were not deductible 
while distributions from them were 
tax free. Traditional IRAs could 
be converted to Roth IRAs with 
pre-tax funds  being included 
in taxable income when moved 
into a Roth. Thereafter, Congress 
gradually loosened the rules on 
Roths...
In 2002, it permitted after-tax plan 
funds to be rolled over into IRAs 
which could then be converted 
into Roth IRAs.

In 2007, non-spouse company 
plan designated beneficiaries 
became able to do direct transfers 
of inherited plan funds to inherited 
IRAs, including Roth IRAs. In 2010, 
this provision became mandatory.

In 2008, it became possible to 
make Roth IRA conversions 
directly from company plans [such 
as 401(k)s and 403(b)s], without 
first rolling over the funds into a 
traditional IRA and converting 
them into a Roth.

In 2010, both the $100,000 income 
limit and the rule prohibiting 

taxpayers who are married filing 
separately from making Roth IRA 
conversions were removed. This 
was the biggest event for Roths 
since their creation — because it 
enabled anyone to make a Roth IRA 
conversion, in any dollar amount. 
This opened the floodgates for 
Roth conversions.  

Thus, our modern era of potential 
full use of Roth IRAs began. 

Advantages of the  
"Opposite IRA"

In the simple case where an IRA 
owner is in the same tax bracket 
when making contributions 
and receiving distributions, the 
two kinds of IRAs produce the 
same after-tax result. But the 
Roth IRA could produce large 
tax savings if the IRA owner 
was in a lower tax bracket when 
making contributions than later 
when receiving distributions — a 
common expectation for young 
people starting their careers. 
Another major "opposite" 
advantage for Roth IRAs is that 
they need not pay out annual 
RMDs. Owners of traditional IRAs 
must begin taking RMDs after age 
70½, depleting and paying tax on 
their IRA balances over their life 
expectancies. The lack of RMDs 
lets Roth IRA owners invest funds 
longer and even use their Roths 
for inheritance planning.

"Everyone has an IRA, but 
few advisors or attorneys give 
customized advice regarding 
these IRAs and Roth IRA options 
and each client's best choices for 
beneficiary designation forms," 
says Evans. "People immediately 
recognize the benefit of this 
knowledge and appreciate the 
individualized advice for each 
person's particular family and 
beneficiaries."

Younger clients who are still 
years away from age 70½ can 
find it hard to envision the value 

"The constant 
changes of these 
complicated rules 
require constant 

monitoring." 
-Shannon Evans

IRA Retirement-Saving Landscape
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of freedom from RMDs — but its 
actual value to IRA owners who 
have reached that age may be seen 
in their actions. Among IRA owners 
age 70 and older, only 5.7% of 
Roth owners took distributions 
during 2015 compared to 80.8% of 
traditional IRA owners. 
This stark difference suggests 
that at least some of the owners 
of traditional IRAs would have 
preferred instead to have kept their 
RMDs invested for more tax-free 
returns, had they been legally able. 
Here are more "opposite 
treatment" advantages for Roth 
IRAs:

 σ There is no age limit on making 
contributions to Roth IRAs, while 
one can no longer contribute to a 
traditional IRA upon reaching the 
year in which one turns age 70½.

 σ Unlike a traditional IRA, 
participation in an employer's 
qualified plan does not limit Roth 
IRA contributions. Taxpayers 
can still make the maximum 
contribution. On the other hand, 
participation in an employer 
plan lowers the income limits 
for deductible traditional IRA 
contributions.

 σ Contributions to a Roth IRA can 
be withdrawn at any time for any 
reason, tax-free and penalty free. 
This means accumulated Roth 
contributions exist as available 
tax-free savings. In contrast, all 
withdrawals from a traditional 
IRA are subject to income tax and 
generally subject to a 10% early 
withdrawal penalty if taken before 
age 59½.

The next surprising "opposite" 
benefit of the Roth IRA results 
from the fact that it is a tax 
revenue raiser on a current basis 
— in contrast to traditional IRAs 
and 401(k)s which reduce current 
tax revenue through the deduction 
for contributions to them. (Indeed, 
the Roth IRA was created in 1998 
in part to increase tax revenue 

to finance a cut in the tax rate on 
capital gains.) This, combined with 
their political popularity, may make 
the Roth IRA the most politically 
secure of tax programs benefitting 
savers. Congress is always looking 
for immediate revenue, caring far 
less about future revenue losses. 

An illustration of this is the recent 
proposal to increase revenue by 
reducing maximum deductible  
contributions to 401(k)s while 
pushing savers towards 
nondeductible Roth 401(k)s. So-
called “Rothification” has yet to 
become reality but you can be 
sure it will be proposed again as 
Congress looks at any and all 
immediate revenue sources.

The bottom line is that Roth IRAs 
are even more attractive as a 
savings vehicle, since all indicators 
say they are here to stay. 

To quote the man himself, Senator 
William V. Roth, Jr. (R-Del) from an 
interview in Ed Slott’s IRA Advisor 
(September, 1998):

"I think the program is already 
so popular that it would be 
politically risky for anyone to try 
to take it away. And it certainly 
won't be taken away as long as 
I am Chairman of the Finance 
Committee. But more important, 
I think the program will stay in 
place because we need a stable 
policy to encourage savings." 

The bottom line is that 
Roth IRAs are even more 

attractive as a savings 
vehicle, since all indicators 
say they are here to stay. 

The Still Under-Appreciated 
Roth IRA

Yet in spite of all the Roth IRA 
advantages, only 8% of total IRA 
assets reside in Roth IRAs. Clearly 
Roth IRAs are under-utilized. 

Why is this the case? The 
dominating reason for the 
discrepancy in IRA holdings is 
that rollovers from employer 
plans flow overwhelmingly into 
traditional IRAs, not Roth IRAs. 
In 2014 fully $423.9 billion flowed 
into traditional IRAs via rollovers, 
while for Roth IRAs the rollover 
amount was a mere $5.7 billion, 
with another $8.3 billion of 
funds being converted to Roth 
status via traditional-to-Roth IRA 
conversions, says the ICI.
The apparent reason for this is that 
most people simply do not want to 
pay the current tax bill that results 
from a conversion to a Roth of 
pre-tax funds from the employer 
plan — regardless of all the future 
benefits from a conversion. 
Also, plain and simple, many 
individuals who could benefit by 
making annual contributions just 
fail to do so. During high-earning 
years individuals may think they 
are ineligible to contribute to Roth 
IRAs. For 2018, married couples 
with modified adjusted gross 
income (MAGI) of $199,000 or 
more, and single persons with 
MAGI of $135,000 or more, cannot 
directly fund a Roth IRA. Most of 
these people may not realize they 
can still contribute to a Roth IRA 
indirectly. The back-door Roth IRA 
strategy is often overlooked.
Young people who are eligible to 
contribute to a Roth often fail to 
do so, simply because they don't 
appreciate the tremendous gains 
they can reap from long-term 
compound returns. Plus, the more 
senior members of their families, 
who could help them make 
contributions at modest cost to 
themselves, may not appreciate 
the power of such gains either. 
The 20th anniversary of the Roth 
IRA presents an opportunity 
for advisors. The obstacles that 
prevent clients from using Roth 
IRAs have fixes with the right 
strategies.
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Overcoming Resistance to a 
Roth IRA Conversion

When pre-tax funds held in a 
traditional IRA, 401(k) or other 
qualified employer plan are 
converted to a Roth IRA, they are 
taxable  at ordinary rates. Some 
persons are so averse to paying 
taxes that the mere thought of 
this current tax hit can stop them 
from doing Roth IRA conversions  
— and instead cause them to roll 
over employer plan funds into a 
traditional IRA, tax-deferred — 
even when the long-term benefits 
of a Roth conversion would far 
outweigh the current cost.

You can help clients make better 
informed decisions about Roth 
conversions by showing how 
the tax cost can be minimized. 
Possibilities include:

 σ Make a series of partial 
distributions. Nothing says a 
401(k) or other account with pre-
tax funds in it has to be converted 
into a Roth IRA all at once. By 
converting say 10% of an account 
per year you may prevent the 
resulting income from ever 
accumulating into much higher 
tax brackets.

 σ Plan ahead to use a low-income 
year to shelter a conversion. 
If you know when a client will 
be between jobs or have a 
low-income year right after 
retiring, use that year to make 
a conversion. You can also 
time deductions, such as for 
medical expenses or charitable 
contributions, to be taken the 
same year and further offset 
income.

 σ Convert only a portion of funds. 
A Roth conversion is not all-
or-nothing. If a client projects 
to need some funds in a pre-
tax account to live on during 
retirement, but not all of them, roll 
over into a Roth only those funds 
that are expected to be saved 
indefinitely.

 σ After showing how to reduce 
the tax on a Roth conversion, 
illustrate the future tax-savings 
and gains from it that will result 
year after year.

 σ "Stealth taxes and costs" will be 
saved every year going forward 
by having tax-free instead of 
taxable income. Higher taxable 
income reduces deductions and 
increases expenses throughout 
a tax return. Examples: Tax 
on Social Security benefits, 
Medicare premiums, and the 
3.8% surtax on net investment 
income may all rise with 
taxable RMDs and voluntary 
withdrawals taken from a 
traditional IRA while deductions 
may be reduced. These costs 
will be eliminated with savings 
instead in a Roth IRA.

Help clients to see the value of 
tax-free income over their entire 
lifetime, and more — potentially 
their heirs' lifetimes. Because Roth 
IRAs aren't depleted by RMDs, one 
can use a Roth IRA to accumulate 
tax-free investment income for the 
entire rest of one's life, then leave 
the Roth IRA to beneficiaries in a 
younger generation so they get tax 
free income over their lives too.

You can help clients make 
better informed decisions 

about Roth conversions by 
showing how the tax cost 

can be minimized. 

The power of compound tax-free 
investing increases dramatically 
over longer time periods, 
providing the young with the 
most opportunities. Stocks have 
returned 7% annually over inflation 
over the last 100 years, reports 
Morningstar, a rate at which funds 
double in value every 10 years. 
Starting to save in a Roth IRA 
during one’s 20s vs one's 40s can 
quadruple retirement wealth!

Boosting Roth Contributions
Clients who are ineligible to make 
Roth IRA contributions, because 
they have too much income, often 
can effectively still do so through 
the "back door" by contributing 
funds to a traditional IRA or 401(k) 
plan, then converting the funds 
to a Roth IRA. Fortunately, this 
tactic is no longer in question. The 
Tax Cut and Jobs Act specifically 
allows backdoor Roths.
Key:  Since 2010, there has been 
no income limit on eligibility to 
convert a traditional IRA into a 
Roth IRA. And there is no limit on 
the amount that can be converted 
to a Roth IRA. So, by contributing 
funds  to a traditional IRA or 401(k) 
first, then moving the funds to 
a Roth IRA, it is possible to get 
around the contribution limits to 
the Roth IRA.

Example:  Jennifer, 48, is employed 
and has income too high to 
make direct contributions to a 
Roth IRA. She can instead make 
nondeductible contributions to her 
traditional IRA of up to $5,500 per 
year ($6,500 at age 50 and older) 
and then convert the funds to a 
Roth IRA. Thus, Jennifer can move 
$5,500 (or $6,500) into a Roth IRA 
every year, indirectly.

Caution:  If Jennifer also has 
pre-tax funds in this or any other 
traditional IRA, under the "pro-
rata rule," a portion of them may 
be deemed transferred to the 
Roth IRA and be taxed.  Also, 
the age limit on traditional IRA 
contributions applies, and Jennifer 
must have taxable compensation 
or earned income to fund the 
contribution. 

Far larger "mega-back-door" Roth 
contributions may be available to 
persons who participate in 401(k) 
plans that allow in-service rollovers 
to IRAs while employed. 

<Continued on Page 14>

IRA Retirement-Saving Landscape
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The traditional IRA was 
created by the Employee 
Retirement Income Security 
Act of 1974 (ERISA).

Originally called an "IRA 
Plus," the idea for the Roth 
IRA was proposed by Senator 
Bob Packwood of Oregon 
and Senator William Roth of 
Delaware.  The Packwood–
Roth plan would have allowed 
individuals to invest up to 
$2,000 in an account with no 
immediate tax deductions, 
but the earnings could later 
be withdrawn tax-free at 
retirement.

46.3 million taxpayers held 
IRA accounts worth a total of 
$2.6 trillion in value according 
to the Internal Revenue 
Service (IRS). Only a little over 
$77 billion of that amount was 
held in Roth IRAs.

The Tax Reform Act of 
1986 limits deductibility of 
traditional IRA contributions 
for higher income taxpayers 
who are active participants in 
a retirement plan at work.

The Roth IRA was established 
by the Taxpayer Relief Act of 
1997 and named for its chief 
legislative sponsor, Senator 
William Roth of Delaware. 

About Roth IRAs

Economic Growth and Tax 
Relief Reconciliation Act of 
2001 (EGTRRA) increased IRA 
and Roth IRA contribution 
limits and indexed them 
for inflation. EGTRRA also 
established catch-up 
contributions for older 
workers.

The Roth IRA Through the Years

1974 20001989

1986 20011997

As of 2017, you could save up to 
$5,500 in an IRA, with an extra 
$1,000 in savings allowed if you're 50 
or older. If you're eligible to contribute to a 
Roth IRA, you could withdraw that money 
tax-free in retirement. 

No age limits on 
contributions. You can even 
continue making contributions 
past the year you turn 
70½, unlike a traditional IRA. 

Contribution limits vary based on your income.  
There are income limitations as to who can contribute, 
but they tend to exclude only around 10% of the 
population who happens to be well off, so this is a 
retirement tool geared toward lower-, middle-, and upper-
middle-class Americans. 

No mandatory 
withdrawals, 
including required minimum 
distributions.

10% penalty on ineligible withdrawals

Tax-free withdrawals.  Roth 
IRAs are funded with after-tax money.  No 
upfront tax deductions, but your money is 
allowed to grow without taxation 
throughout the life of the account as long 
as no unqualified withdrawals are made. No penalties on eligible withdrawals before 

age 59½.  Although the purpose of a Roth is to save 
for retirement, and your money 
can grow only if you leave it in the 
account, you can withdraw your 
contributions at any time, tax 
free and without penalty.

NO  
PENALTIES

TAX
FREE

$5500

PE
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20072005 2010 2018

20082006 2016
The Tax Increase Prevention 
and Reconciliation Act of 
2005 (TIPRA), enacted May 17, 
2006, eliminated the income 
and filing status restrictions 
for Roth conversions to be 
effective in 2010. This would 
allow Roth conversions for all, 
beginning in 2010. 

Big Roth IRA Changes! 
TIPRA repeal becomes 
effective. $100,000 income 
limit and marital status 
restrictions are eliminated 
for Roth conversions. 
Additionally, TIPRA allowed 
taxpayers who converted 
in 2010 the option to elect 
to pay tax on amounts 
converted in equal 
installments in 2011 and 
2012.

As part of the new Tax 
Cuts and Jobs Act, Roth 
IRA conversions can no 
longer be reversed by 
recharacterization.

The number of IRA owners 
has jumped to over 50 
million taxpayers with $3.3 
trillion invested.

Pension Protection Act 
of 2006 (PPA) makes 
Roth 401(k)s, which were 
established by EGTRRA, 
permanent.

PPA allows Roth 
conversions to be done 
directly from company 
plans (like 401(k)s, 403(b)s, 
etc.) starting in 2008.

Approximately 1/3 of 
IRA investors have Roth 
IRAs with approximately 
$660 billion invested 
cumulatively.

*A third of IRA Investors have 
Roth IRAs; 21.9 million 
households in 2016(1) 

*More than 3 out of 10  
Roth IRA investors are 
younger than 40(1) 

*Roth IRA investors display persistence in their 
contribution activity with 2/3 of investors 
contributing the max(1) 

*Most Roth IRA owners 
consult a financial 
professional when 
creating a retirement strategy.(1) 

*Cite of Source below:  
(1) https://www.ici.org/pdf/ten_facts_roth_iras.pdf

*Roth IRAs are most commonly 
opened with contributions(1) 

MAX IRA  
CONTRIBUTION

*Few Roth IRA Investors 
Take Withdrawals Only 
about 3 percent of Roth IRA 
investors younger than 60 took 
withdrawals in 2015, and only about 
6 percent of Roth IRA investors 
aged 60 or older took withdrawals.(1)

3% INVESTORS
>60=WITHDRAWALS

*Consistent Roth IRA investors 
in all age groups saw their account 
balances increase on 
average between year-end 2007 and 
year-end 2015.(1) 

2532
465763 81
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Roth IRAs clearly have 
advantages for just about 

anyone. The contributions go 
in on an after-tax basis so all 
future distributions are tax free. 
The earnings in a Roth IRA are 
also after-tax amounts when 
they are distributed as part of a 
qualified distribution. There are no 
required distributions from Roth 
IRAs during the account owner’s 
lifetime. After the account owner’s 
death, Roth IRA funds remain 
after-tax amounts when they are 
inherited by a beneficiary. 

A great way to give a Roth IRA a 
jump start is to start funding it as 
soon as a child or individual has 
any earned income. This could 
be a child’s summer job, whether 
working for a company or earning 
money on their own mowing lawns 
and shoveling snow, a baby’s 
modeling jobs, part-time jobs 
during the school year, or a new 
graduate's first job. 

One thing the child doesn’t need 
to make Roth IRA contributions 
is the actual cash. As long as 
the child has earned income — 
income that can be reported on 
a tax return — anyone can make 
the contribution for the child. This 

includes parents, grandparents, 
god parents, aunts, uncles, anyone. 
So even if the child spent every 
penny they earned on clothes, 
concerts, or apps for their phone, a 
Roth contribution can still be made 
on their behalf.

Clearly this is simple if they have 
a “normal” job with a regular 
salary and are issued a W-2. 
For a self-employed child who 
is babysitting, dog walking, or 
mowing lawns there is no W-2. 
But that's OK! All it takes is a 
system to track payments and any 
expenses incurred by the job. Then 
it is reported as self-employment 
income at the end of the year.

Member of Ed Slott's Elite IRA 
Advisor GroupSM Ryan McKeown 
from Wealth Enhancement Group 
in Mankato, MN comments about 
how Roth IRAs have helped young 
clients within his practice:

"Roth IRAs have been very 
impactful for younger people 
saving for retirement.  Not only 
do they get the benefit of tax-free 
growth for decades," McKeown 
says, "but they also have more 
flexibility in case they need the 
money before retirement. I have 
found that younger clients are 

more comfortable maximizing 
their Roth IRA contributions, 
because they can remove those 
contributions at any time, any age 
without any tax implications." 

McKeown further comments, 
"With 401(k) or traditional IRA 
accounts, younger clients feel like 
their money is 'trapped,' because 
they would have significant 
taxes and usually penalties to 
access their funds. Fortunately, 
most of my younger clients have 
never needed to access their 
Roth IRAs. They just like to know 
they can, while continuing to 
feel comfortable saving more 
than they ever would have for 
retirement."

The payoff can be so immense 
that no family should neglect this 
opportunity. It only takes a few 
dollars to fund their futures. 

Roth IRAs for Youth

Roth IRAs for Children and Young Adults

In 2018, it may be possible to 
contribute as much as $55,000 
to a 401(k) for a single year, 
through the combination of 
employee pre-tax contributions, 
employer matching contributions, 
and employee nondeductible 
contributions. This makes after-
tax funds of up to $55,000/year 
available for conversion. 

Again, converting funds to a Roth 
IRA annually like this can greatly 
reduce the income-tax cost of 
getting lifetime savings into a Roth 
IRA, compared to making a single 
Roth rollover near retirement.

Bottom Line
While the IRA revolution has fully 
arrived, the Roth IRA revolution 
is not yet quite here. The 20th 
anniversary of the Roth IRA 
presents advisors with a golden 

opportunity. Now is the time to 
reintroduce your clients to the 
benefits of this account, on which 
they may currently be missing out.

With more than $17 trillion in 
qualified plans and traditional 
IRAs, but only about $660 billion 
in Roth IRAs, the room for growth 
in this marketplace is immense.  
Financial advisors who guide 
their clients to make beneficial, 
greater use of Roth IRAs may do 
well by doing good — delivering 
great benefits to their clients while 
healthily advancing their own 
practices. ◼

"Roth IRAs 
have been very 

impactful for 
younger people 

saving for 
retirement." 

-Ryan McKeown
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Roth Contribution Rules 
The Roth contribution rules are 
fairly simple, especially for a child. 
They must have earned, taxable 
income as discussed, and the 
income cannot exceed the Roth 
contribution limits.

2017 Roth income limits, assuming 
the children file their own return 
as a single individual, phase out 
between $118,000 and $133,000. 
For 2018 those limits are increased 
to $120,000 and $135,000. The 
maximum contribution amount 
is $5,500 or the amount of 
compensation, whichever is less. 
This amount is the total amount an 
individual can contribute to Roth 
and traditional IRAs combined. 

Jump start a Roth IRA by 
funding it as soon as a child 

has any earned income.

Example: Charlie earned $600 
mowing lawns during the 
summer of 2017, so his maximum 
contribution for 2017 would be 
$600. (For instructions on how to 
report and pay tax on Charlie’s 
income, see IRS publication 
929, Tax Rules for Children and 
Dependents.)

There is no minimum age in the 
tax code for opening a Roth IRA. 
However, a minor cannot legally 
sign the necessary paperwork for 
opening an account. Many Roth 
IRA custodians allow a Roth IRA to 
be set up by an adult for the child. 

Check to see when the child 
has full access to their Roth IRA 
account. Someone needs to keep 
track of the contribution amounts 
made annually to the child’s Roth 
IRA. This becomes important if 
a distribution is made before the 
child is age 59½. Contributions are 
deemed to be the first funds out of 
the Roth IRA, so someone needs 
to know this number.  

Roth IRA Distribution Rules
When making "retirement" 
contributions for a child, it might 
be desired for the funds to be 
locked up for decades so the 
child will have more resources in 
retirement. That may not be the 
case with Roth IRAs.
You see, Roth distributions follow 
ordering rules. For distribution 
purposes, all Roth IRA accounts 
are treated as one Roth IRA 
account. The following explanation 
is based on the fact that the Roth 
IRA owner is under age 59½.
1. Contributions: Roth IRA 

annual contributions are the 
first funds distributed from a 
Roth IRA. Since we are talking 
about children, most of the 
funds in their Roth IRAs will be 
contributions. Contributions are 
distributed tax and penalty free 
regardless of the owner's age.

2. Conversions: Once the 
contributions are used up, then 
Roth distributions will be from 
converted amounts – first in, first 
out. Distributions of converted 
amounts are not taxable but 
could be subject to the 10% 
early distribution penalty if the 
conversion has been held for 
less than five years. 

3. Earnings: After the contributions 
and converted amounts are 
distributed, then the earnings 
are deemed distributed. The 
earnings will be taxable to the 
Roth IRA owner up until age 
59½. They will also be subject 
to the 10% early distribution 
penalty unless an exception to 
the penalty applies. 

If a distribution is taken from a 
child’s Roth IRA, there are forms 
that will need to be filed:

 σ Form 1099-R: This form will be 
issued by the Roth IRA custodian. 
A copy goes to the account 
owner (the child should be the 
account owner and his Social 
Security number should be the 

one associated with the account) 
and to IRS. Even if the distribution 
is not taxable, it should be 
reported on the return.

 σ Form 8606: Because the Roth 
distribution is reported as an 
early distribution on Form 1099-R 
when the Roth owner is under 
the age of 59½, Form 8606 
must be filed with the tax return. 
There is a section on the form 
for calculating any income tax 
that might be due on the Roth 
IRA distribution. As long as the 
distribution amount does not 
contain any earnings, there will be 
no tax on the distribution. 

 σ Form 5329: If there is any tax 
due on the early distribution from 
the Roth IRA, then the 10% early 
distribution penalty could also 
apply to the taxable amount. This 
form calculates and reports the 
penalty owed. If an exception to 
the penalty applies, this form is 
where you explain that to IRS. 

Warning: Both Form 8606 
and Form 5329 have their own 
signature lines and both must be 
filed in order to start the statute of 
limitations.

The Power of the Roth
Since distributions of Roth IRA 
contributions can come out 
income tax free at any age, there 
are many ways a child could 
positively use the funds in the 
Roth IRA.  So maybe it is good that 
those funds are not totally locked 
away. Here are a few examples:

 σ Education: A child can take a 
tax-free distribution of Roth IRA 
contributions to help pay for 
education expenses. Since the 
distribution is tax-free and won’t 
show up on the child’s tax return, 
such a distribution should not 
affect any other financial aid the 
child is receiving. However, some 
higher education institutions do 
include the Roth IRA balance 
in financial aid calculations. 

Roth IRAs for Youth
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Who can do a Roth IRA 
conversion? The answer is 

anybody with a retirement account 
that’s eligible to be rolled over.
Income limits on Roth conversions 
and limitations based on tax-filing 
status disappeared way back 
in 2010. However, just because 
almost everybody can convert, 
does not mean everyone should 

convert. Conversion is not one size 
fits all. 

The Conversion Conversation
Under the new Tax Cuts and 
Jobs Act, Roth conversions are 
now permanent — irrevocable  
— so clients will need to rely 
on professional advice and 
understand that the tax bill must 

be paid. There's no way to reverse 
the decision anymore! 

So how can you determine which 
clients are good candidates for 
taking the conversion plunge? A 
conversation about the pros and 
cons of conversion with all clients 
who have conversion-eligible 
retirement accounts is a must. 
Chances are that most clients do 

Additionally, there is an exception 
to the 10% early distribution 
penalty for higher education 
expenses so the student should 
be able to avoid the penalty on 
distributions of earnings.

 σ Post graduation: Roth IRA funds 
could help establish a first home 
or apartment. The cash could 
provide the down payment for a 
home or the deposit needed to 
rent their apartment. Or perhaps, 
more importantly, buy new gear 
for that new job. 

 σ First Car: Another item needed 
as people transition to adulthood 
is that first car. Roth IRA funds 
can be used for that too.

Yes, a child could use their Roth 
funds for anything they may need 
in the short term, but let’s see what 
could happen long term.

Example (continued): Charlie has 
been mowing lawns now for 10 
years — even continued to mow 
lawns all through college! Each 
year at the end of the mowing 
season, he made a contribution of 
$2,000 to his Roth IRA. 

Charlie is now 24 and entering 
law school, so he will no longer 
have time for his lawn-mowing 
business. Through this decade, 
Charlie has made total Roth IRA 
contributions of $20,000.

Member of Ed Slott's Elite IRA 
Advisor GroupSM Michael O'Leary 
from NEXT Financial Group in 
Sewell, NJ regularly meets with 

the children of his clients. "The 
decisions they make now will 
have a massive impact on their 
financial futures, from the ability to 
buy a home, to funding their own 
children's education, and to their 
eventual retirement" he says. 

O'Leary further claims, "Rarely are 
any of them familiar with the 'Rule 
of 72.' Crunching those numbers 
for them is an eye-opener, 
encouraging retirement funding." 
Simply put, the "Rule of 72" 
indicates that dividing the number 
72 by a long-term investment 
return, you can estimate how 
rapidly your money will double.
So if we use the "Rule of 72" with 
an average earnings rate of 8% 
(for easy calculation), we can give 
Charlie a rough estimate of how 
life with his Roth IRA will play out:

 σ Age 24: $29,567 
Charlie could put this money 
toward law school expenses.

 σ Age 33: $58,165 
Charlie and his wife could use this 
money to buy their first home.

 σ Age 51: $232,660 
Charlie could use this money 
for his two children's education 
expenses

 σ Age 60: $465,320 
Charlie could use this money 
toward early retirement goals.

 σ Age 78: $1,861,280 
Charlie could use this money for 
his grandchildren's education 
expenses and aging costs.

 σ Age 87: $3,722,560 
Charlie will be able to combine 
these returns with beneficiary 
planning. The fact that no required 
minimum distributions (RMDs) 
were required from the Roth, 
let funds stay in the account 
indefinitely and now could be 
passed to his family.

If Charlie never touches his 
Roth IRA and lives to age 87, he 
will have an account balance 
of roughly $3,722,560. That’s 
awesome considering all that 
Charlie contributed was $20,000! 
And if the funds are left to child 
beneficiaries, they can continue 
to earn tax-free returns for their 
lifetimes. So, a mere $20,000 
saved before age 24 may provide 
millions of dollars to generations of 
Charlie's family.

Now, imagine if Charlie had 
continued to make $2,000 
contributions annually through 
his entire working life. $2,000 
at 8% annually since he was 14 
would yield roughly $836,852 by 
age 60 – almost double! This may 
be a simplistic example, but it 
accurately reflects the very real 
potential power of early-in-life 
Roth IRA contributions. ◼ 

Roth IRA Conversions — One Size Does Not Fit All

"The decisions 
they make now 

will have a 
massive impact 
on their financial 

futures..." 
-Mike O'Leary

Roth IRA Conversions
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have retirement accounts that 
they could convert. Any client with 
a traditional IRA could convert. 
This includes individuals with SEP 
IRAs and SIMPLE IRAs (after two 
years). 
Participants in 401(k)s, 403(b)s 
and governmental 457(b) plans 
can also do Roth IRA conversions 
as long as they are eligible to 
take a distribution from the plan, 
and the funds are eligible for 
rollover to an IRA. Don’t overlook 
discussing conversions with 
plan beneficiaries. Both spouse 
and nonspouse designated 
plan beneficiaries are eligible to 
convert. 
Who is not a good candidate for a 
Roth conversion? Nonspouse IRA 
beneficiaries can be left off the list. 
Why? Well that is because 
nonspouse IRA beneficiaries 
cannot convert to an inherited 
Roth IRA. This may seem strange 
and inconsistent because 
employer plan designated 
beneficiaries can convert inherited 
plan assets to an inherited IRA 
but that is how the tax code works 
sometimes. A spouse who inherits 
an IRA can roll the account to his 
or her own IRA and then convert 
to a Roth IRA.
A conversion conversation is not 
a once and done proposition. The 
possibility of conversion should 
be revisited with each client on a 
regular basis. A client’s situation 
may change dramatically, and 
conversion may become more 
attractive in a later year.

Who Should Convert?
If a Roth IRA conversion is so 
beneficial, why don’t more clients 
jump at the opportunity? Well, 
a big sticking point for many is 
paying the tax bill. This is a good 
starting point for a conversation 
about conversion. 
Is the client willing, and able, to 
pay the tax bill? The client must be 

willing to live with the trade-off of 
a tax bill now in exchange for tax 
free distributions down the road. 
Where will the funds to pay the 
taxes come from? Clients, with 
money in non-IRA funds to pay 
the tax, are in the best position to 
convert. Having to use converted 
funds to pay the tax on a 
conversion is a huge disadvantage 
and will generally not pay off. 
Moreover, people under age 59½ 
will also incur a 10% penalty on 
the amount used to pay the tax, 
in addition to the conversion tax. 
When discussing conversion with 
clients, another important factor to 
consider is when the money will 
be needed. 
What is the client’s time frame? For 
those who will not need the money 
soon or at all, Roth conversion 
can be the way to go. Ideally, at 
least ten or fifteen years should be 
expected to pass before the funds 
are needed. 
Who generally has a longer time 
frame before needing the money? 
The answer, of course, is younger 
clients. At this time of their lives, 
they probably have only a small 
amount in their traditional IRA 
and they are likely to be in a 
low tax bracket, so a Roth IRA 
conversion will have a low tax cost. 
Even a small amount can grow 
considerably by the time a young 
person is eligible for tax-free Roth 
IRA withdrawals. 

Clients, with money in non-
IRA funds to pay the tax, 
are in the best position to 

convert.

Longer time frames are not limited 
to the young. Do not overlook 
the Roth IRA as an excellent and 
effective estate planning vehicle. 
Advisors should encourage clients 
to see the big picture. There may 
be clients who are older but still 
have a long time frame, because 

their plan is to convert and then 
not touch their Roth IRA and 
instead leave it to their heirs. 

Individuals who don’t need the 
money probably should convert. 
They are not doing the conversion 
for themselves; they are doing it 
for their children, grandchildren 
and other beneficiaries. This is the 
ultimate long time frame with a 
tax-free build-up that can go out 
for decades or generations. For 
older clients, do not forget that 
required minimum distributions 
(RMDs) must be taken prior to 
conversion.

A Roth IRA conversion can also 
be a useful estate planning tool 
in another way. It can be used 
to avoid high tax rates on a trust 
beneficiary after death. Trusts are 
subject to much higher income tax 
rates than individuals. RMDs alone 
on larger IRAs may be taxed at the 
highest trust tax rate if income is 
retained in the trust — as may be 
the case for a discretionary trust 
that is the IRA beneficiary. Clients 
who name a discretionary trust 
as an IRA or plan beneficiary 
can solve the trust tax problem 
by converting to a Roth IRA. 
Distributions from the inherited 
Roth IRA to the trust will be 
income tax free, even if the funds 
are retained in the trust.

Another factor that favors 
conversion is the expectation that 
a client’s future tax rate will be 
higher. This is especially true for 
higher income clients who might 
be more worried about future tax 
rate increases and more likely to 
be subject to them. Tax rates are 
at historic lows. No one knows for 
sure what the future will hold but 
it is likely that rates will go up as 
the government must pay its bills 
at some point. For many clients, it 
may make sense to convert and 
pay taxes today at known lower 
rates than chance the uncertainty 
of what rates will be down the 
road.

Roth IRA Conversions
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When clients fund a traditional 
IRA or employer plan with pre-tax 
funds they make a deal with the 
devil. Eventually, when they reach 
retirement and have to start RMDs, 
they must pay taxes on those 
funds. 

For many retirees worrying 
about the tax consequences of 
RMDs can be a major headache. 
RMDs can mean increased 
income that can translate into 
lost deductions and credits and 
even more expensive Medicare 
premiums. Many retirees may be 
reluctant to tap the retirement 
account they worked so hard to 
accumulate because of the impact 
a distribution would have on their 
income tax return. 

For these clients, a Roth IRA 
conversion may be a solution. In 
exchange for paying a one time 
tax bill, they can gain the peace of 
mind of not having yearly worries 
about the effect of RMDs or other 
taxable IRA distributions in their 
retirement years. 

The Roth conversion will increase 
ordinary income for the year of the 
conversion — potentially causing 
the loss of credits, tax deductions, 
taxation of Social Security, and 
increased premiums for Medicare 
Part B and Part D premiums — but 
this only happens for the year of 
the conversion. After, the Roth IRA 
is theirs to tap tax-free at any time.

Revisiting the discussion of 
conversion in future years matters. 
There may be clients who did 
want to convert in previous 
years, but this year have certain 
tax characteristics that make a 
conversion uniquely attractive: 

 σ They can convert at a low tax 
rate or can convert at no tax cost 
if they have offsetting tax losses, 
deductions or credits. 

 σ They can use up low tax brackets. 

 σ They can use up net operating 
losses (NOLs) from a business. 

 σ They may have high deductions, 
tax credits and other tax benefits 
that can be used to offset Roth 
conversion income (ordinary 
income). 

What won’t work? Capital losses. 
They can only offset capital gains 
and up to $3,000 of other income 
like Roth conversion income.

Who Should NOT Convert
Conversion is not for everyone. 
There are clients who should not 
consider this strategy. Start by 
considering the tax bill that will 
accompany conversion. Those 
who do not have available, non-
retirement assets to pay the tax 
due on the conversion are not 
good candidates. Clients who do 
have the funds, but just cannot 
bring themselves to pay the tax 
(especially on large IRAs now that 
Roth conversions can no longer 
be reversed) also should pass. A 
Roth IRA conversion may also not 
be a good fit for those clients who 
just don’t trust the government to 
keep the tax-free deal on Roth IRA 
distributions.

Conversion is not for everyone. 
There are clients who should 

not consider this strategy.

Who else should take a pass on 
Roth IRA conversion? Well, anyone 
who asks how soon they can take 
the money out is probably not a 
good candidate. If they are going to 
need the money immediately, why 
convert to a Roth? Older clients 
who need the money in their 
retirement accounts for daily living 
expenses should not convert. No 
one should go broke converting if 
they need their IRA funds to live.
Consider also who will inherit 
the funds. While a Roth IRA 
conversion may be a great choice 
to avoid high trust tax rates or to 
provide years of tax-free earnings 
to the next generation, it is not 
a good choice for those who 

have a charity named as an IRA 
beneficiary. The charity will not 
have to pay income tax when it 
inherits the IRA. 

So why would you want to pay the 
income tax on a Roth conversion? 
If a client has named a charity as 
their beneficiary, that is a good 
reason for them not to convert.

Priorities and Partial 
Conversions

Roth IRA conversion is not for 
everyone and for most clients, it is 
not a simple decision. Advisors can 
and should help clients prioritize. 
There will always be pros and 
cons. An advisor should ask what 
is most important to the client. 
Which of the results of a Roth 
conversion (good or bad) mean 
most to the client?

Conversion is not an all or nothing 
proposition. Partial conversions to 
a Roth IRA are permitted. Clients 
may want to consider partial 
conversions over several years. 
In fact, advisors can provide a 
valuable service to clients by 
helping them decide how much of 
their traditional IRAs to convert to 
Roth IRAs each year. 

What would the tax bill for the Roth 
IRA conversion be? Will it push the 
client into a higher tax bracket? 
Many times, clients do not want to 
pay the taxes on a Roth conversion 
in a tax bracket that is higher than 
their usual tax bracket. For these 
clients, a series of smaller partial 
Roth conversions done year after 
year, could be the answer. They 
can fill up low tax brackets with 
amounts converted to a Roth IRA. 

Hedging their bets with partial 
conversions can be a smart 
strategy for many clients to 
maximize the rewards of a Roth 
IRA conversion and minimize the 
tax bill. ◼

Roth IRA Conversions
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The Tax Cuts 
and Jobs Act 
(TCJA), passed 
by Congress and 
signed into law 
by the President 
on December 22, 

2017, repeals the portion of the 
tax code that allowed for Roth 
recharacterizations. 

A recharacterization allowed 
a taxpayer to undo a Roth 
conversion as if it never happened. 
Taxpayers had until October 15th 
of the year after the conversion 
to recharacterize all or part of the 
conversion. It became a popular 
planning technique, allowing 
taxpayers to maximize their Roth 
conversion strategy. Congress saw 
this as “gaming the system” (their 
words, not mine) and has repealed 
this provision as of the end of 2017. 

Recharacterizing 
Contributions

One part of the recharacterization 
rules remains in the tax code. In 
a last minute change Congress 
kept the ability for taxpayers to 
recharacterize contributions. 
An IRA contribution can be 
recharacterized to a Roth IRA 
contribution and vice-versa; a 
Roth IRA contribution can be 
recharacterized to a traditional IRA. 
This part of the recharacterization 
rules remains in the tax code. 
Why would someone recharacterize 
a contribution? Taxpayers who 
make IRA contributions and then 
find they are not deductible might 
prefer to have that contribution in a 
Roth IRA. And, taxpayers that make 
a Roth IRA contribution because 
they thought they could not make 
a deductible IRA contribution but 
then find out that they can, might 
prefer to have that contribution in 
an IRA. Other taxpayers make Roth 
IRA contributions and discover 

that they are not eligible to make a 
contribution because their income 
is too high. Rather than remove 
the contribution, they want to 
keep the funds, and their earnings, 
in a retirement account so they 
recharacterize to an IRA. 

If the year-end deadline 
is missed, it looks like 

there will be no ability to 
recharacterize once the 
calendar turns to 2018.

Frequently, the recharacterization 
option allows a taxpayer to correct 
an inadvertent error when funds 
are put into the wrong type of 
account. 
Recharacterizations have specific 
rules that must be followed. 
Both the IRA and the Roth IRA 
custodian must be notified of the 
recharacterization. The transfer 
must be a direct transfer — not 
a 60-day rollover. The income 
attributable to the contribution 
must also be transferred to the 
new account; income cannot 
remain in the original account. 
The recharacterization must be 
completed by October 15th of the 
year after the year for which the 
contribution was made. 
This one can be tricky. If a 
contribution was made on April 
10, 2017 for the 2016 tax year, the 
deadline for recharacterization has 
passed. October 15, 2017 is the 
year after the year for which the 
contribution was made. If, however, 
a contribution was made on the 
same date, April 10, 2017, for the 
2017 tax year, then the deadline 
for recharacterizing is October 15, 
2018.
The back-door Roth strategy also 
remains. A taxpayer who cannot 
make a Roth IRA contribution can 
instead make an IRA contribution 

and convert it to a Roth IRA. But 
that conversion, and all other Roth 
conversions, are now irrevocable. 

A conversion is still a valuable 
strategy. The benefits remain but 
the game has changed. Taxpayers 
will have to consider a Roth 
conversion very seriously before 
going ahead with the transaction. 
Knowledgeable advice is more 
important than ever. 

Recharacterizing 2017 
Conversions

IRS has quietly provided guidance 
on recharacterizations of 2017 
Roth IRA conversions. In the "IRA 
FAQS - Recharacterization of IRA 
Contributions" on IRS' website, the 
following appears: 

How does the effective date 
apply to a Roth IRA conversion 
made in 2017?  

A Roth IRA conversion made in 
2017 may be recharacterized as 
a contribution to a traditional 
IRA if the recharacterization is 
made by October 15, 2018. A 
Roth IRA conversion made on or 
after January 1, 2018, cannot be 
recharacterized.  

For details, see 
“Recharacterizations” in 
Publication 590-A, Contributions 
to Individual Retirement 
Arrangements (IRAs).

 
Under TCJA, Roth IRA conversions 
done after December 31, 2017, 
cannot be recharacterized.
Roth IRA conversions are now 
irrevocable. IRA and Roth 
IRA contributions can still be 
recharacterized. Here is the web 
page, updated January 18, 2018: 
https://www.irs.gov/retirement-
plans/ira-faqs-recharacterization-
of-ira-contributions ◼ 

Recharacterization is Gone — Almost

Recharacterization is Almost Gone

RIP
RECHARACTERIZATION
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As we approach the 20-year 
anniversary of the Roth IRA, 

it is worth looking at how Roth 
accounts affected the employer 
plan industry. These “Roth 401(k) 
[403(b), 457(b), TSP] Plans” (or 
designated Roth accounts) offer 
the same tax-free earnings growth 
as Roth IRAs. Since their adoption, 
Roth 401(k) plans have slowly 
grown in popularity. According to 
a new survey by Transamerica, 
59% of large companies and 60% 
of medium ones offer this option. 
Another recent report by Alight 
Solutions found that 13% of all 
workers had a Roth 401(k) option 
at work (up from 8% in 2011). 

While Roth IRAs have been 
around for years, Roth 401(k) 
options did not appear until 
January 1, 2006. Initially, these 
accounts were added in a 
temporary provision set to expire 
on December 31, 2010. However, 
Congress quickly extended the 
expiration date indefinitely under 
the Pension Protection Act of 
2006. Although Roth 401(k) plans 
offer the same taxable benefits 
as Roth IRAs, they are subject to 
many different rules. 

For example, in order to adopt 
a valid Roth 401(k) plan, the 
employer must also offer a 
traditional 401(k) plan. 

Unlike a stand-alone Roth IRA, 
designated Roth accounts cannot 
exist without an accompanying 
pre-tax elective deferral plan. 
Moreover, there are no income 
limitations on Roth 401(k)s. Any 
eligible employee can contribute 
regardless of gross income. 

Roth 401(k) contributions are also 
not subject to the IRA maximum 
contribution limits (i.e., $5,500 for 
2018 plus a $1,000 catch-up for 
those age 50 and older). Instead, 
Roth 401(k) contributions and any 
pre-tax contributions within a plan 

are subject to the much higher 
IRS limit on elective deferrals 
(i.e., $18,500 for 2018, plus a 
$6,000 catch-up contribution for 
employees age 50 and older). 

Bear in mind that the Roth 
401(k) contributions and pre-tax 
contributions are combined when 
calculating the elective deferral 
limit. 

Bear in mind that the Roth 
401(k) contributions and 
pre-tax contributions are 

combined when calculating 
the elective deferral limit. 

Roth 401(k) Distribution 
Rules 

Roth IRA contributions (but 
not earnings thereon) can be 
distributed at any time without 
penalty. On the other hand, Roth 
401(k) contributions are subject to 
the terms of the Plan document 
and generally are only accessible 
upon:
1. Reaching age 59½ 
2. Death
3. Disability 
4. Termination of employment; or
5. Determination of a hardship (if 

allowed under the Plan) 
Furthermore, while Roth IRA 
contributions can be made in 
any amount (subject to the 
contribution limits) at any time, 
Roth 401(k) contributions are 
designated during a plan’s open 
enrollment period. This once-
per-year event generally occurs 
around October or November 
and requires participants to make 
elections with respect to both 
pre-tax and Roth contributions. 
During the plan year, contributions 
are then taken from each pay 

period and contributed to the 
plan. Like Roth IRAs, there is 
no recharacterization in a Roth 
401(k) plan. Once the monies are 
contributed to the plan, they will 
remain in the original account and 
cannot be transferred between 
accounts except for an in-plan 
rollover. 
However, if a participant wanted 
to change his or her Roth 401(k)
contribution election, they could 
do so under the normal 401(k) 
rules. These rules provide that 
plans must allow participants to 
modify their contribution elections 
once per year and can always 
elect to go to 0% at any time. 
Of course, this would only apply 
prospectively. 
Roth 401(k) distributions are 
“qualified” if they are made after a 
5-taxable year holding period and 
the distribution is:
1. Made on or after the date you 

attain age 59½; or
2. Due to death; or
3. Due to disability 
Like Roth IRAs, “qualified 
distributions” from Roth 401(k)s 
are not includable in gross income. 
Similarly, the 5-year period runs 
from the date the first contribution 
is made to the designated Roth 
account. However, the 5-year 
period is plan specific. It does not 
include any holding period under 
another Roth 401(k) plan, unless 
we are talking about certain 
rollover funds. 
For Roth IRAs, the 5-year clock 
starts after the first contribution 
to any Roth IRA, not necessarily 
the one from which you are 
withdrawing funds. As noted 
above, direct rollover funds are a 
little different. 
In these situations, the holding 
period from the original plan is 
carried over. 

Roths Offered Employer Plans...

How Roths Offered Employer Plans a New Option
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Accordingly, in a direct rollover 
setting, the transferring Roth 
401(k) plan must report to the new 
plan the 5-year holding period, a 
statement that the distribution is 
qualified, and the portion of the 
distribution that represents basis 
within 30 days from the rollover. 

More Differences
Significant differences also exist in 
terms of administration. Roth IRAs 
are standalone accounts. However, 
in a qualified plan, Roth accounts 
are additional features to regular 
401(k) plans. That means each 
participant has two segregated 
accounts within the plan: a Roth 
account and a pre-tax account. 
Employer matching and non-
elective contributions are allocated 
to the pre-tax 401(k) account.
Also, like traditional 401(k) plans, 
Roth 401(k) plans are subject 
to annual non-discrimination 
testing and the required minimum 
distribution (RMD) rules. As a 
result, Roth 401(k) plans do have 
additional administrative costs 
when compared to Roth IRAs. It’s 
worth noting that a participant 
could avoid the RMD rules in the 
future by rolling the account over 
to a Roth IRA (after taking any 
required distribution). 
Roth 401(k) plans also offer 
plan sponsors options that are 
not available to Roth IRAs. For 
example, Roth 401(k) plans 
can offer loans and hardship 
distributions under the same rules 
applicable to traditional 401(k) 
plans. Moreover, since Roth 401(k) 
plans include both a pre-tax and 
after-tax component, the plan can 
allow in-plan conversions. 
This feature allows participants to 
convert their pre-tax distributions 
to the Roth option within the same 
plan. If the distribution is an eligible 
rollover distribution, a participant 
can convert the funds through 
either a direct transfer or under the 
60-day indirect rollover rules. 

Of course, if a plan participant 
takes a distribution of pre-tax 
amounts, the 20% withholding 
rules will apply. 

On the other hand, in-plan 
conversions of non-distributable 
amounts may only be 
accomplished by a direct rollover. 

Adopting a Roth 401(k) plan is fairly 
straight forward. As mentioned 
above, the Roth 401(k) plan must 
include a pre-tax component. As 
a result, if the employer already 
sponsors a 401(k) plan, it can 
simply amend the plan to allow 
Roth contributions. If the employer 
is adopting a new plan, the new 
plan document should permit 
both traditional and Roth elective 
deferrals. 

In general, plans must be amended 
by the end of the plan year in which 
the Roth accounts are effective. 
This is also true if a Roth 401(k) 
plan decides later to adopt one 
of the optional provisions noted 
above. For example, if a Roth 
401(k) plan elected to allow loans 
and hardships beginning in the 
2019 plan year, a corresponding 
amendment must be executed prior 
to the last day of the 2019 plan year 
(i.e., December 31, 2019 for calendar 
year plans)  

Roth IRA Contributions and 
Employer Plans

Denise Appleby, President of 
Appleby Retirement Consulting 
Inc. in Grayson, GA describes a 
common client concern that usually 
comes up in conversations about 
Roth accounts — whether Roth 
401(k)s affect Roth IRAs-particularly 
when it comes to contributions.

"Individuals can maximize both," 
Appleby says. "The most common 
question that I get is, whether 
an individual can contribute the 
maximum amount to a Roth 401(k) 
and a Roth IRA at the same time. 
And of course, the answer is yes."

One may make salary deferral 
contributions of 100% of 
compensation, up to $18,500 for 
2018 to a Roth 401(k). An additional 
$6,000 is allowed if one is at least 
age 50 by the end of the year. One 
can also can also contribute up to 
$5,500 plus $1,000 if at least age 
50 by the end of the year, to a Roth 
IRA. 

This means that one’s total Roth 
contributions for the year can be as 
much as $23,500 ($24,000 for 2018), 
plus an additional $7,000 if at least 
age 50 by the entity year.

Of course, MAGI limits apply to 
Roth IRA contributions, which 
affect one’s eligibility to make 
the Roth IRA contribution. 
However, there is no income limit 
for contributions to Roth 401(k) 
accounts.

Furthermore, Appleby repeats 
to clients, "No deduction, so no 
impact." When an individual 
participates in an employer-
sponsored retirement plan, and/
or is married to someone who is, 
that individual’s eligibility to claim a 
tax deduction for a contribution to 
a traditional IRA is determined by 
the individual’s tax filing status and 
modified adjusted gross income 
(MAGI). As a result, many assume 
that Roth IRAs are affected in 
the same way. But that’s not the 
case. Contributions to a Roth IRA 
are not affected by participation 
in an employer-sponsored 
retirement plan, because Roth IRA 
contributions are never  
deductible. ◼ 

"...an individual 
can contribute the 
maximum amount 

to a Roth 401(k) 
and a Roth IRA at 
the same time." 
-Denise Appleby

Roths Offered Employer Plans...
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This is the 20th anniversary 
of Ed Slott’s IRA Advisor 

newsletter, which coincides with 
the 20th birthday of the Roth 
IRA. In 1998, when Roth IRAs first 
became available, the Dow Jones 
Industrial average ranged from 
7,539 to 9,374, during the tech 
stock boom.

Busts and booms have followed. 
As of this writing, in late 2017, 
the Dow was well over 24,000. 
U.S. stock values have nearly 
quadrupled since the darkest 
days of the financial crisis.

People who have their IRAs 
largely invested in stocks have 
seen huge appreciation. An IRA 
that was worth $500,000 in 2009 
might be worth nearly $2 million 
now. 

Roth IRA owners may enjoy an 
added benefit from this stock 
market growth, as they might be 
able to withdraw stock market 
gains, tax-free, after age 59½ and 
once the owner’s Roth IRA is five 
years old. People who converted 
a traditional IRA to a Roth IRA 
and put that money in stocks are 
certainly happy that they did so.  
It is apparent that a stock market 
correction is an excellent time to 
do a Roth IRA conversion, paying 
tax on depressed account values.

For advisors and their clients, 
the message is simple. Because 
many IRAs have appreciated 
beyond expectations, it is 

important to evaluate decisions 
made in the past against this 
new-found wealth. Therefore, 
it’s a good time to review all 
IRA choices: asset allocations, 
distributions, conversions, and 
so on. Keep in mind that more 
dollars are involved. 

All the advice offered in this 
newsletter, in the past and going 
forward, is now more important 
than ever, with so many IRAs well 
into seven figures.

Because many IRAs have 
appreciated beyond 

expectations, it is important 
to evaluate decisions made 
in the past against this new-

found wealth.

Update Beneficiaries
The first consideration should be 
the beneficiary designation. With 
larger IRAs, clients might want 
to include additional recipients. 
Advisors should be sure the 
list includes both primary and 
contingent beneficiaries. 

Example: John Smith has 
named his wife Mary as his IRA 
beneficiary. That was fine with 
a $500,000 IRA, but having a $2 
million IRA may change John’s 
mind. Now, John might think that 
leaving half the IRA ($1 million) 
to Mary would be sufficient. The 
other 50% might be divided 
between their two children, who 
will have a longer life expectancy 
and more opportunity to profit 
from a stretch IRA.

Should the client keep one 
larger IRA, for simplicity? Or 
multiple IRAs, with all different 
beneficiaries on each IRA? 
Multiple IRAs might make it 
easier for individual beneficiaries 
to maximize the benefits of 

long term tax deferral. Another 
possibility might arise with 
very large IRAs. The risk of 
squandering by heirs is magnified 
with more money in the account, 
so the time and expense of 
creating a trust may be justified. 

In such a situation, the IRA can 
pass to a trust, with the trustee 
responsible for distributions to 
trust beneficiaries. Such an IRA 
trust should be drafted by an 
experienced attorney, to permit 
required minimum distributions 
(RMDs) over a trust beneficiary’s 
life expectancy.

IRAs and Charity
Some clients might want to 
leave a portion of a larger IRA 
to charity. Charitable bequests 
from IRAs are very tax-efficient, 
as the deferred income tax 
can be avoided. In addition to 
such charitable bequests, some 
individuals could decide to use 
their larger IRAs’ RMDs for 
donations during their lifetime.

Fortunately, qualified charitable 
distributions (QCDs) are now 
a permanent feature of the 
tax code. Once traditional IRA 
owners reach age 70½, subject 
to RMDs, they can donate up to 
$100,000 a year from their IRA to 
charity via QCDs.

Distributions via QCDs won’t 
qualify for income tax deductions. 
However, they do count as 
RMDs, and they’re not included 
in income. 

Very large IRAs will have sizable 
RMDs, and reducing those 
RMDs via QCDs can have a 
major impact on incremental 
tax liability. Reducing RMDs will 
lower reported gross income, 
which can have substantial 
benefits on the tax returns of 
high-bracket clients.

Evaluate Decisions

Guest IRA Expert
Marvin Rotenberg

"First Guest IRA 
Expert"

Phoenix, AZ

Evaluate Decisions
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Marvin Rotenberg is a well know lecturer, instructor and writer in the field of retirement planning. He has 
written many articles appearing in such publications as the CPA Journal, Retirement Planning Journal and 
Ed Slott's IRA Advisor newsletter. He has appeared on the CNN Show, "Dollars and Cents" and the "Money 
Show" on public radio.
Marvin retired from Bank of America in 2008 and joined Ed Slott and Company, LLC as an IRA Expert for two 
years. Since then he has been doing some consulting work as well as enjoying his own retirement.  

The Planning Sweet Spot
Between ages 59½ and 70½, 
IRA owners are in a “sweet spot,” 
because in that age range, IRA 
owners can withdraw as much or 
as little as they wish. They’ll be too 
old for the 10% early distribution 
penalty and not old enough to 
be subject to the 50% penalty for 
required minimum distribution 
(RMD) shortfalls.

Thus, these “sweet spot” clients 
can use the money that they have 
seen grow within their IRAs to 
enjoy fulfillment of their bucket 
list. They also can use money 
withdrawn from larger IRAs to 
make gifts to relatives or donate to 
favored causes. Carefully planned 
withdrawals by IRA owners in their 
60s may help clients avoid higher 
tax brackets and reduce future 
RMDs.

IRAs and Life Insurance
Yet another possible use of 
discretionary distributions from 
larger IRAs is to buy life insurance. 
IRA owners can insure their own 
lives, guaranteeing a payout to 
loved ones that probably will be 
income tax-free.

One of the major benefits of life 
insurance is that individuals can 
use an irrevocable life insurance 
trust (ILIT) to hold the policy. 
Properly drafted, an ILIT can keep 
the policy proceeds from being 
subject to estate tax. The proceeds 
may be used to cover any federal 
or state estate taxes. 

For clients without estate tax 
concerns, life insurance can 
be extremely valuable. Using 
discretionary IRA distributions to 
pay life insurance premiums can 
provide a reliable death benefit 
and also serve as a hedge against 
a stock market crash.

Roth IRAs
Advisors and clients must 
decide whether to convert larger 
traditional IRAs to Roth IRAs. 
Obviously, a one-time conversion 
of a $1 million or a $2 million 
IRA can be very costly, with the 
effective total tax (federal, state, 
local) nearing or exceeding 50%. 
As an alternative, a planned series 
of partial Roth IRA conversions can 
be very tax-efficient.

Looking back, the people who 
converted traditional IRAs to Roth 
IRAs, put that money into equities, 
and kept their dollars invested 
likely have reason to be pleased. 
Steep bear markets have proven 
to be an excellent time to convert 
portions of traditional IRAs to the 
Roth side, and pay less tax.

I have done IRA rollovers and Roth 
IRA conversions. Those strategies 
have helped me to live comfortably 
in retirement.

I have done IRA rollovers 
and Roth IRA conversions. 

Those strategies have 
helped me to live 

comfortably in retirement.

Advisor Action Plan: 

 σ Impress upon your clients the 
value of contributing to their IRAs 
and 401(k) plans early and often.

 σ Review client accounts to see 
which ones have seen a large 
increase in IRA amounts in recent 
years.

 σ Determine if these IRA owners 
wish to add beneficiaries.

 σ Discuss separate IRAs, per class 
of beneficiaries, versus a single 
large IRA.

 σ If clients age 70½ or older have 
charitable intent, discuss the 
possibility of qualified charitable 
distributions from their IRAs.

 σ Suggest to clients between ages 
59½ and 70½ that they should 
weigh taking distributions from 
their IRAs, penalty-free.

 σ Explore ways to best use IRA 
distributions, if not needed for 
living expenses in retirement. 
Consider life insurance premiums 
as one possibility.

 σ Find out if clients are willing 
to pay tax now, on a Roth IRA 
conversion, and then invest 
in assets with the potential 
to deliver substantial tax-free 
profits. ◼

Evaluate Decisions
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ANNIVERSARY 2-DAY SPECIAL

To Register or Learn More  Call: 800-663-1340  Email: info@irahelp.com  Visit: www.irahelp.com

Ed Slott’s 2-Day IRA Workshop

“Hands down, the most beneficial 
educational program I’ve ever 
attended. Comprehensive, very well-
organized and provided the material 
for ongoing application.” 
— Paul Espey, West Des Moines, IA
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Join the Retirement Planning Conversation

Visit IRAhelp.com/2-day for information on our next 
workshop and learn how these changes will impact  
your clients and take your practice to the next level. 

New Tax-Law Changes. 
New Opportunities.

Register today and take advantage of the SPECIAL SAVINGS  
to celebrate our Ed Slott’s IRA Advisor's 20th anniversary!

From the Tax Cuts and Jobs Act to evolving fiduciary legislation, 2018 
is already primed to be your best year yet in the financial services 
industry!  Advisors who understand the latest rules in the tax code 
give their clients a clearer road to retirement.  Join America's IRA 
Experts for Ed Slott and Company’s 2-Day IRA Workshop, 
Instant IRA Success. We will teach you the most up-to-date IRA 
distribution strategies and how to leverage the tax code to help your 
clients arrive at a tax-friendly and stress-free retirement.

Take Home a 400+ Page 
Reference Manual!
“This manual is a goldmine!”
—Ken Friedman, Jacksonville Beach, FL

Is Your Company  
Up to Speed?
GROUP DISCOUNTS 
AVAILABLEEarn Up to 14 

CE Credits

Enter Optional  
Registration Code:

ANNIVERSARY
Save $400


