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10 Ways the Tax Cuts and Jobs Act of 2017 
Affects IRA Planning

The Tax Cuts and Jobs Act of 2017 
(TCJA), which became effective on 

January 1, 2018, enacts provisions that 
affect IRAs both directly and indirectly. 
Here are 10 IRA planning strategies 
to address with clients, based on the 
TCJA changes.

1. Roth IRA Recharacterizations 

TCJA abolishes recharacterization 
of Roth IRA conversions made in 
2018 and later years. It still permits 
recharacterizations to reverse Roth 
IRA conversions made in 2017, with an 
October 15, 2018, deadline for doing 
so. But Roth IRA conversions made in 
2018 and later are final.
Reversing a conversion is a strategy 
to use if investments in a Roth IRA 
declined in value after a conversion, 
to avoid paying tax on value no longer 
in the IRA. The IRA can then later be 
reconverted back to a Roth IRA with 
the tax due based on only its newer 
lower value. Partial recharacterizations 
can "fine tune" conversions to keep 
the taxable income resulting from 
a conversion within a desired tax 
bracket.  
This is the last year during which 
these recharacterization strategies 
can be used. Going forward, making a 
Roth conversion requires putting more 
effort into considering these valuation 
and tax bracket factors in advance, as 

there will be no do-overs or second 
chances.
However, the recharacterization 
strategy isn't going away entirely. It 
remains possible to recharacterize 
annual contributions to a Roth IRA 
(of up to $5,500, or $6,500 if age 50 
or over) to traditional IRA status, and 
vice versa, from traditional IRA to Roth 
status, by the October 15th date.

It [TCJA] still permits 
recharacterization to reverse 
Roth IRA conversions made  
in 2017, with an October 15, 

2018, deadline.

2. Back Door Roth IRA 
Conversions 

The new tax law confirms the 
legitimacy of the "back door" method 
of moving funds into a Roth IRA 
when income limits prevent regular 
contributions to a Roth IRA. Eligibility 
to make a regular $5,500 (or $6,500) 
Roth IRA contribution phases out 
in 2018 as modified adjusted gross 
income (MAGI) rises from $120,000 
to $135,000 on a single tax return; 
$189,000 to $199,000 on a joint return; 
and $0 to $10,000 on a separate 
return. But no such income limit 
applies to prevent contributions to a 
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traditional IRA or the conversion 
of a traditional IRA to a Roth IRA. 
The "back door" method consists 
of making a nondeductible 
contribution to a traditional IRA 
and then converting it to a Roth.
This may seem like a gimmick 
but TCJA validates it. Quoting the 
Congressional Conference Report 
on the law:  

"Although an individual with AGI 
exceeding certain limits is not 
permitted to make a contribution 
directly to a Roth IRA, the 
individual can make a contribution 
to a traditional IRA and convert 
the traditional IRA to a Roth IRA."

3. Kiddie Tax

Unearned income of dependent 
children under age 18, or 24 if 
a full-time student, generally is 
subject to the "kiddie tax" to the 
extent it exceeds $2,100 in 2018. 
Before this year, this tax applied at 
the tax rate of the child's parents. 
Starting in 2018, TCJA instead 
applies the tax bracket rates paid 
by trusts. These are:

Trust Income Tax Rate
$0 – $2,550 10%

$2,551 – $9,150 24%
$9,151 – $12,500 35%

Over $12,500 37%
 
This change may produce a tax 
rate very different from the rate 
paid by a child's parents, either 
higher or lower. Advisors with 
clients subject to the kiddie tax 
should check this now. Trust tax 
brackets are very compressed and 
reach the top 37% tax-bracket rate 
at only $12,500 of income. 

In contrast, a married couple can 
have $600,000 of income before 
reaching the 37% rate. So, it is easy 
to see how the new kiddie tax rate 
may be higher than a parental rate. 
On the other hand, the initial 10% 
and 24% trust tax brackets may 
reduce it to below parental rates. 

Example: Earning 4% interest, 
a child's account can own up to 
$116,250 of investments before 
exceeding the 10% bracket rate 
(producing $2,100 of exempt 
income + $2,550 of 10% bracket 
income) – likely a reduced kiddie 
tax rate. At 4% interest, a child can 
have $365,000 of assets before 
reaching the 37% bracket.
IRA distributions are unearned 
income. When a child is a 
beneficiary of a traditional IRA, 
taxable distributions from it 
can rapidly pile up through the 
trust tax brackets, moving other 
income into top rates – including 
income received from investing the 
distributions.
IRA Planning: If a child is 
expected to become a beneficiary 
of a traditional IRA, consider 
converting it to a Roth IRA that 
will pay tax-free distributions, 
bypassing the kiddie tax. If a child 
is already receiving taxable IRA 
distributions, consider shifting the 
child's investment income into tax-
exempt or tax-deferred forms to 
escape top rates. Also, make future 
investments for the child in ways 
not subject to the kiddie tax by:

 σ Funding Roth IRA contributions 
for a child who has earned 
income such as from a summer 
job. The annual contribution can 
be up to $5,500 or the amount of 
the child's earnings, whichever is 
less. The child's contribution can 
be made with funds received by 
a gift, if the child spends or saves 
the actual earnings elsewhere.

 σ Contributing to a Section 529 
education savings account for 
the child. TCJA expands these 
to permit distributions of up to 
$10,000 annually to cover K-12 
costs as well as college costs. 
Earnings in the plan are tax-
deferred and are tax-free when 
distributed to pay qualified 
education costs. Contributions 
may also be eligible for a State 
income tax deduction or credit. 

4. Disaster Area Losses 

Going forward, TCJA no longer 
permits casualty and theft loss 
deductions, except for losses 
resulting from federal declared 
disasters. However, it does carry 
over special tax relief enacted 
for Hurricanes Harvey, Irma and 
Maria disaster areas of 2017 and 
retroactively enacts these breaks 
for all federally declared disaster 
areas in 2016 (but not later) with 
the following:

 σ Casualty loss deductions over 
$500 can be claimed on non-
itemized returns, and without 
reference to the normal rule that 
limits a deduction to the amount 
by which losses exceed 10% of 
adjusted gross income (AGI). 
The result is that more taxpayers 
can claim larger deductions, and 
many can now file amended tax 
returns to do so.

 σ "Qualified disaster distributions" 
from IRAs and employer plans 
receive favored status. These are 
distributions taken by residents 
of a disaster area to deal with the 
cost of disaster-related losses. 
The favored status advantages 
for these qualified disaster 
distributions are: 

1. They are exempt from 
the 10% early withdrawal 
penalty that normally applies 
to distributions taken before 
age 59½.

2. Income resulting from the 
distributions can be reported 
over three years, deferring 
tax.

3. Distributions can be 
recontributed into an IRA 
or retirement plan within 
three years. A recontribution 
is treated as a trustee-to-
trustee transfer or direct 
rollover that makes the entire 
transaction tax-free, so any 
tax paid on the distribution 
can be refunded.

10 Ways TCJA Affects IRA Planning
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Qualified disaster distributions 
can still be taken until the end of 
2018 in the hurricane zones. In the 
2016 disaster areas they must have 
been taken by December 31, 2017 
– but anyone who did take one still 
qualifies for the three breaks.

5. Charity Deductions 

The new tax law eliminates or cuts 
back many itemized deductions, 
while doubling the standard 
deduction that taxpayers can take 
instead of itemized deductions. The 
charitable contribution deduction 
is an itemized deduction – and as 
a result of these changes, fewer 
people will receive any benefit from 
it and of those who do, many will 
receive less tax-saving value. 
Owners of traditional IRAs who 
are age 70½ or older now should 
consider funding charitable 
donations through qualified 
charitable distributions (QCDs). 
These are transferred directly from 
the IRA to the qualifying charity 
and are not included in the IRA 
owner's income, so they provide 
the same net benefit of a taxable 
distribution that is used for a gift 
and then deducted. 
QCDs also have the extra 
advantage of not increasing 
AGI, as taxable distributions do. 
Increasing AGI can increase both 
tax on Social Security benefits and 
the cost of Medicare premiums, 
and also reduce medical expense 
deductions (which are allowed 
only to the extent they exceed 7.5% 
of AGI). QCDs can satisfy annual 
required minimum distribution 
requirements and total as much as 
$100,000 per year. 

6. Medical Expense 
Deductions

The income threshold over 
which medical expenses become 
deductible is reduced by the new 
tax law to 7.5% of AGI, from 10% 
of AGI, increasing deductions. 
The IRA 10% early withdrawal 

penalty that normally applies to 
distributions taken before age 59½ 
does not apply to distributions 
taken to pay deductible medical 
expenses during the year. 

TCJA effectively increases available 
penalty-free early withdrawals that 
can be taken from an IRA to pay 
such expenses.

7. Estate and Gift Taxes

The estate tax exempt amount 
doubles to $11.2 million for an 
individual and $22.4 million for a 
married couple under the new law. 
It also increases the lifetime gift 
tax exempt amount to $11.2 million, 
while the annual per-recipient gift 
tax exclusion rises to $15,000. 

As a practical effect of this, all gifts 
are now gift-tax free for almost 
all. Gifts to children – such as to 
fund Roth IRA contributions – can 
be made without fear of gift tax 
consequences by anyone (except 
the few expecting to make more 
than $11.2 million of gifts). 

Gifts to children – such as to 
fund Roth IRA contributions 
– can be made without fear 

of gift tax consequences 
by anyone (except the few 
expecting to make more 

than $11.2 million of gifts). 

When lifetime exempt amounts 
were much smaller, many people 
formed the habit of limiting annual 
gifts to each recipient to the annual 
exclusion amount, now $15,000. 
But now, for most, that amount is 
irrelevant. 

8. Investment Expenses 

The deduction for miscellaneous 
itemized expenses, including 
investment expenses, is eliminated 
by the new law. But there may 
be alternate ways to handle such 
expenses advantageously. 

For instance, the trustee of 
a traditional IRA may accept 
payment of a trustee fee by taking 
the fee from the IRA balance. The 
payment is made with previously 
deducted funds instead of a 
nondeductible check. 

9. Alimony 

TCJA eliminates the deduction for 
alimony paid under divorce and 
separation agreements signed 
after 2018, and alimony received 
will no longer be taxable income. 

Taxable alimony is treated as 
earned income under IRA rules, so 
the person receiving it can use it to 
make IRA contributions. However, 
this will no longer be true with this 
change. 

If clients are anticipating divorce, 
be aware of the year-end deadline 
for reaching an agreement that will 
be subject to current tax and IRA 
rules.

10. Lower Tax Rates

The new law is the first major 
rewrite of the tax code in three 
decades, reducing personal tax 
rates to historically low levels. In 
light of the growing fiscal deficits 
and national debt, tax rates are 
only expected to rise. 

Therefore, clients considering 
converting traditional IRAs and 
other pre-tax retirement savings 
into Roth IRAs may never have 
a better opportunity than now to 
do it at this historic low tax cost. 
A Roth conversion done now, not 
only locks in today's low rates, 
but also eliminates all the risk of 
uncertainty regarding how tax 
rates and rules might change on 
pre-tax retirement savings in the 
future. 

In doing so, it makes planning with 
Roth IRAs much more reliable to 
use when working to meet your 
clients' family goals, dreams, and 
objectives. ◼

10 Ways TCJA Affects IRA Planning
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2018 Retirement Plan Contribution Limits
Phase-Out Ranges for IRA Deductibility

Roth IRA Phase-Out Limits for Contributions

IRA and Roth IRA Contribution Limits

This chart is only for those who are covered by a company 
retirement plan

If not covered by a company plan but the spouse is, the 
phase-out range for 2017 is $186,000-$196,000 and for 
2018 is $189,000-$199,000. If filing married-separate, the 
phase-out range is $0- $10,000. 

If filing married-separate, the phase-out range is $0- $10,000

A 2017 IRA or Roth IRA contribution can be made up to 
the tax filing due date, April 17, 2018. There is no extension 
beyond that date, regardless of whether an extension is filed 
for the tax return. 
 
*Those who are 50 or older by year end can contribute an 
additional $1,000.

Limits are per person; not per plan.
*Those who are 50 or older at year end can contribute an 
additional $6,000. The catch-up contributions are also eligible 
for employer matching contributions.

*Those who are 50 or older by year end can contribute an 
additional $3,000. The catch-up contributions are also eligible 
for employer matching contributions.

Catch-up contributions do not apply to SEP IRAs. They still 
apply to old SARSEPs in effect before 1997. No new SARSEPs 
were allowed after 1996.

SEP contributions can be made up to the due date of the 
tax return, including extensions. For example, a 2017 SEP 
contribution can be made up to April 17, 2018 or up to 
October 15, 2018 if a valid extension to October 15, 2018 
has been filed.

2017   The SEP limit for 2017 is 25% of up to $270,000 
of compensation, limited to a maximum annual 
contribution of $54,000. This limit also applies to 
Keoghs and profit-sharing plans.

2018 The SEP limit for 2018 is 25% of up to $275,000 
of compensation, limited to a maximum annual 
contribution of $55,000. This limit also applies to 
Keoghs and profit-sharing plans.

                     Single or Head 
Year  Married/Joint  of Household

                     Single or Head 
Year  Married/Joint  of Household

   Total
 Maximum Catch-Up Contribution
Year Contribution Contribution* w/Catch-Up

   Total
 Maximum Catch-Up  Contribution
Year Contribution Contribution*  w/Catch-Up

   Total
 Maximum Catch-Up  Contribution
Year Contribution Contribution*  w/Catch-Up

2016 98,000 - 118,000 61,000 - 71,000

2017 99,000 - 119,000 62,000 - 72,000

2018 101,000 - 121,000 63,000 - 73,000

2016 184,000 - 194,000  117,000 - 132,000

2017 186,000 - 196,000  118,000 - 133,000

2018 189,000 - 199,000  120,000 - 135,000

2016    5,500 1,000 6,500

2017    5,500 1,000 6,500

2018    5,500 1,000 6,500

2017     18,000 6,000 24,000
2018     18,500 6,000 24,500

2017       12,500 3,000 15,500
2018       12,500 3,000 15,500

Estate Tax                                  11,200,000 
Generation Skipping Tax       11,200,000
Gift Tax                                  11,200,000
Annual Gift Tax Exclusion 15,000

Employee Salary Deferral Limits 
for 401(k)s & 403(b)s

SIMPLE IRA 
Contribution limits for salary deferrals

2018 Estate & Gift Exemption Amounts

SEP IRA Contribution Limits
(Simplified Employee Pensions)

Copyright © 2018, by Ed Slott and Company, LLC www.irahelp.com

Retirement Plan Contribution Limits
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The Tax Cuts and Jobs Act 
(TCJA), passed in the waning 

days of 2017, is far-reaching. As 
might be expected, retirement 
plans — including Roth accounts — 
are affected. 
Advisors who help clients manage 
these accounts efficiently will 
provide added value, delivering 
more wealth to account owners 
and beneficiaries over the long 
term. In fact, savvy handling 
of Roth accounts can result in 
permanent tax savings, putting real 
money into your clients’ pockets.
At first glance, the basic Roth rules 
are unchanged. All money going 
in will be after-tax. After five years 
and age 59½, all distributions 
will qualify for income tax- and 
penalty-free treatment. Thus, 
investment earnings inside Roth 
accounts eventually can be 
withdrawn, tax-free.

In-Plan Roth Conversions

Nevertheless, the new tax law 
directly impacts Roth accounts. 
With only one part of the 
recharacterization rules remaining 
in the tax code – the ability 
for taxpayers to recharacterize 
contributions – the opportunity 
for recharacterizing Roth IRA 
conversions, in part or in full, is 
gone after January 1, 2018.
A Roth conversion, and the 
resulting addition to taxable 
income, will be locked in place.

An obvious outcome is the need 
to be precise about Roth IRA 
conversions. A not-so-obvious 
outcome is that the abolition of 
Roth recharacterization levels the 
playing field between Roth IRAs 
and Roth versions of employer 
plans such as 401(k)s, which never 
had this look-back opportunity.

Roth IRA conversions had 
been preferred to in-plan Roth 
conversions because of the 
possibility of retroactive fine 
tuning to manage tax bills. With 
that opportunity gone, and more 
employers adopting designated 
Roth accounts to accompany 
traditional retirement plans, 
advisors should pay as much 
attention to Roth employer plans 
as they do to Roth IRAs.

With only one part of the 
recharacterization rules 

remaining in the tax code – 
the ability for taxpayers to 

recharacterize contributions 
– the opportunity for 

recharacterizing Roth IRA 
conversions, in part or in full, 
is gone after January 1, 2018. 

In-plan conversions, from 
traditional retirement plans to 
Roth plans or Roth IRAs, likely 
will become more common. Thus, 
advisors should know if clients’ 
retirement plans allow in-plan 
conversions and, if so, what the 
specific terms are. 

For instance, are such conversions 
permitted at any time, or are they 
available only after age 59½ for 
current employees? 

How many times per year are in-
plan conversions allowed? 

…And so on.

Lower Tax Brackets

Other provisions in the new law 
have an indirect impact on Roth 
planning. Perhaps the most 
important is the lowering of tax 
rates. As has been widely reported, 
the old tax brackets (ranging from 
10% to 39.6%) have been replaced 
by new ones (10% to 37%). These 
changes are scheduled to sunset 
after 2025, but they are in effect for 
2018 and several years to follow.
Example: Mike and Meg Jackson 
had $200,000 in taxable income 
in 2017. On their joint tax return, 
they would have been in a 28% 
tax bracket, which would also 
cover another $33,350. After that, a 
33% bracket applied to more than 
$180,000 of taxable income.
Now, suppose the Jacksons have 
the same $200,000 of taxable 
income in 2018. They will be in a 
24% bracket, which goes all the 
way up to $315,000.
What does this have to do with 
retirement planning? For one 
thing, putting pre-tax money into 
retirement plans becomes less 
attractive. In 2017, the Jacksons 
would have saved $8,400 by 
contributing $30,000 to their 
traditional 401(k) plans, at a 
28% tax rate. In 2018, identical 
contributions would save them 
only $7,200, at a 24% rate.
Therefore, it becomes more 
appealing to put money into 
Roth accounts rather than into 
traditional tax-deferred plans. 
Assuming their company plans 
permit, the Jacksons might put 
some or all of their retirement 
contributions into Roth versions.
What if an employer does not have 
a Roth version of its retirement 
plan? One possibility is to make a 
smaller unmatched contribution 
to their employer’s plan and make 
a contribution to a Roth IRA. 

Managing Roth Accounts Under the Tax Cuts and Jobs Act

Managing Roth Accts Under TCJA
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The Jacksons have income that 
prevents them from making a 
direct Roth IRA contribution. For 
such clients, a “back door” Roth 
contribution, which the conference 
committee report accompanying 
TCJA confirms is an allowable 
strategy, may be practical. They 
could make a nondeductible 
contribution to a traditional IRA 
and, depending on whether they 
have pretax money in a traditional 
IRA, owe little or no tax on a 
subsequent Roth IRA conversion.

Canny Conversations

Just as lower tax rates make 
contributions to tax-deferred 
retirement plans less appealing 
now, those low rates make 
conversions to a Roth employer 
plan or to a Roth IRA more 
attractive. Indeed, it may be 
possible for some clients to come 
out ahead by converting pretax 
money previously contributed 
at a higher tax rate. That’s how 
permanent tax savings can result.
Assume the Jacksons had been 
in a 28% tax bracket for many 
years, deferring hundreds of 
thousands of dollars via 401(k) 
contributions. If their employer 
plans permit, they could convert 
sizable amounts to Roth plans, 
this year and in following years, at 
a 24% rate, gaining from this tax 
bracket arbitrage. In effect, they’d 
retroactively take advantage of 
the lowering of income tax rates in 
TCJA.

Managing Expectations

Given these changes from 
the TCJA, how do they impact 
retirement planning advice to 
clients? As before, the key to 
managing Roth decisions lies in 
expectations of the tax rates that 
clients will face in the future.
To illustrate the impact of future 
tax rates when sitting down with 
your clients, try using this balance 
sheet approach.

Assume that Bill Carson makes a 
$24,000 pre-tax contribution (Bill is 
age 51) to a new 401(k) in 2018. 

If Bill has a 45% marginal tax 
rate, including federal, state, and 
local income taxes as well as 
any “stealth” taxes, this creates a 
balance sheet like this, assuming 
the same 45% tax rate on 
distributions:

Current tax savings 
held in cash  
(45% of $24,000)

$10,800

401(k) balance $24,000
Plan balance + cash $34,800
Deferred tax liability ($10,800)

Net worth $24,000

With the same assumptions, 
suppose that Bill contributed 
instead to a Roth 401(k) account:

Current tax savings $0
401(k) balance $24,000
Plan balance + tax 
savings $24,000

Deferred tax liability $0
Net worth $24,000

Thus, the accounts are equivalent 
when they are funded. What 
happens in the future will make all 
the difference. 

Here’s what the numbers look like, 
assuming a future 60% tax rate 
on withdrawals from a traditional 
401(k):

Current tax savings 
held in cash $10, 800

401(k) balance $24,000
Plan balance + cash $34,800
Deferred tax liability ($14,400)

Net worth $20,400

Now, assume traditional IRA 
distributions at 30%:

Current tax savings 
held in cash $10, 800

401(k) balance $24,000
Plan balance + cash $34,800
Deferred tax liability ($7,200)

Net worth $27,600

As you can see (and can point 
out to your clients), higher future 
tax rates will reduce the client’s 
net worth, compared to the 
results with lower future tax rates. 
Therefore, an expectation of higher 
tax rates in the future would favor 
Roth contributions and Roth 
conversions, while an expectation 
of lower rates could make putting 
money into traditional tax-deferred 
retirement plans more appealing.
Notice that the only changes in 
these examples are to the deferred 
tax liability and net worth. This 
illustrates that the goal, aside from 
investment returns, is to manage 
the accounts' deferred tax liability.  
One possibility is to eliminate 
the liability via Roth conversions. 
Ideally, this can be done at a low 
tax rate, at a rate below the one the 
client could owe in the distribution 
phase, or at the same tax rate but 
on a lower amount than deducted. 
Managing the deferred tax liability 
requires assumptions about future 
conditions. Generally, clients 
who are in or approaching the 
distribution phase will know more 
about their retirement income. This 
makes tax bracket management 
less of a guessing game.
TCJA adds a further wrinkle to 
consider, as this year’s tax rates 
are scheduled to increase in 2026, 
unless future legislation extends 
them. The Jacksons from the 
example on page 5 might be in a 
24% bracket now but owe 28% 
on future distributions, assuming 
similar income then.

Managing Roth Accts Under TCJA
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With lower tax rates in 2018, 
Roth conversions may now seem 
appealing. However, another factor 
may discourage Roth conversions.

Stock Market Strength

As of this writing, major stock 
market indexes are at or near 
record levels. Consequently, 
many clients have enjoyed strong 
performance in their traditional 
401(k)s and other tax-deferred 
plans. Even with lower tax rates, 
clients may be reluctant to convert 
to the Roth side. 

Markets could slide after the 
conversion; with no opportunity 
to recharacterize, investors could 
wind up paying tax on amounts 
that have depreciated in a bear 
market. Such caution might be 
prudent. I looked at the results of 
an ETF that tracks the S&P 500 
Index, for two extended periods: 
1996-2006 and 2007-2016. For both 
periods, I assumed the same 45% 
tax rate, on tax savings upfront 
and eventual distributions. I also 
assumed a well-timed, in-plan 
Roth conversion near market 
bottoms at year-end 2003 and 
year-end 2008, respectively.

Both exercises showed strong 
results, thanks to market 
recoveries after the conversion. 
The results from the first period, 
which began with four years of 
market strength, were much higher 
than the results from the second 
period, with only one positive year 
before the stock market pullback. 

Past results don’t predict the 
future. However, if corrections do 
occur, market-wide or in particular 
sectors, clients may be able to use 
such pullbacks to their advantage. 
Roth conversions after corrections 
can generate lower tax, versus a 
conversion when stock prices are 
at peak levels. 

Example: Pam Sawyer contributed 
$24,000 to a traditional 401(k) in 
2017. If Pam was in the 28% tax 

bracket, she currently saved $6,720 
in tax (28% of $24,000). 

If a 20% market correction reduced 
her 401(k) balance to $19,200, Pam 
could then convert to a Roth. She 
would save 20% from the reduced 
account balance, plus another 4% 
in tax rate savings if she is now 
in the 24% bracket. Assuming 
a $19,200 account balance and 
a 24% tax rate, Pam would owe 
$4,608 on the Roth conversion. 
Considering that she saved $6,720 
in tax upfront, eliminating this 
deferred liability with $4,608 would 
put Pam ahead by $2,112 in real 
money – almost 9% of her original 
contribution. 

This tactic would take some of the 
bite out of Pam’s market loss. Plus, 
she’ll be in a position to pocket 
100% of any future gains if the 
market corrects, and her money is 
now in a tax-free Roth account.

Roth conversions after 
corrections can generate 

lower tax, versus a 
conversion when stock 

prices are at peak levels. 

If investors convert to the Roth 
side, on market weakness, and 
pay down the deferred liability 
with outside assets, the dollars 
in their Roth account can be all 
theirs, once the five year and age 
59½ tests have been passed. Any 
gains from a subsequent recovery 
can belong to the investor. When 
money in a tax-deferred traditional 
IRA grows, such gains would be 
shared between the investor and 
government tax collectors.

Maximizing the Match

Many companies make matching 
contributions to tax-deferred 
retirement plans. If an in-plan Roth 
conversion is permitted, such a 
conversion effectively allows a 
participant to contribute more to 

the Roth side, at a current tax cost, 
which puts more money into the 
client’s retirement account. This 
might work well for young clients 
with relatively low incomes and tax 
obligations, or for the children of 
older clients. 
Example: Suppose Janice, just 
starting her career, receives a 
$3,000 employer match into her 
traditional 401(k). Assuming a 
marginal tax rate of 18%, for $540 
(18% of $3,000), Janice can move 
this $3,000 to the Roth 401(k). 
Such a tactic can be valuable for 
younger employees, like Janice, 
who expect higher wages and 
higher tax rates in the future. The 
$540 tax obligation in this example 
would be a great annual gift to 
young employees. For advisors 
with clients who annually provide 
funds for their children’s Roth 
IRAs, giving money to facilitate an 
in-plan conversion of an employer 
match should not be overlooked. ◼

Martin E. James, CPA, 
PFS, has been assisting 
individuals and businesses 
for over 34 years with their 
tax, accounting and financial 
planning needs. A native 
Hoosier, Marty is a 1981 
graduate of Indiana University, 
School of Business, majoring 
in accounting. Marty is 
President of Martin James, 
CPA, PC, founded in 1986, and 
Managing Member of Martin 
James Investment and Tax 
Management, LLC, located 
in Mooresville, IN. Marty has 
written and been quoted in 
numerous articles on tax and 
financial issues, including 
those that have appeared 
on Forbes.com and in the 
Wall Street Journal, Investor's 
Business Daily, Doctor's Digest 
and other publications. Marty 
can be reached by phone at  
(317) 834-2276 or by email at 
mjames@mjamescpa.com.
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IRS Allows Recharacterizations of 2017 
Roth 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 the Tax Cuts and Jobs Act, 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:  
www.irs.gov/retirement-plans/ira-faqs-recharacterization-of-ira-contributions

Join Us At

in Orlando, FL on February 22–23, 2018

Ed Slott and Company’s 2-Day IRA Workshop

Web: www.irahelp.com   Email: info@irahelp.com   Phone: 800-663-1340 

LAST CHANCE TO REGISTER

TURN NEW TAX LAW CHANGES INTO 
NEW IRA BUSINESS IN 2018

Earn Up to 14 CE Credits

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! With Roth conversions now 
permanent — irrevocable — clients will need to rely on your professional advice and 
understanding of the tax code...and that’s just one concern.

REGISTER TODAY with America’s IRA Experts and start 2018 off with 
an action plan that you can implement immediately to turn our advanced IRA 
planning strategies into your biggest business opportunities to date.
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