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Paying Roth Conversion Tax
with IRA Money

In the past, most nonspouse
beneficiaries could “stretch” RMDs
from inherited accounts over their
own single life expectancy, but
this changed with the arrival of the
SECURE Act in 2020. The SECURE
Act imposed a 10-year payout rule for
most retirement account beneficiaries
for deaths in 2020 or later. That rule
requires those beneficiaries to empty
the retirement account by the end of
the 10th year following the year the
account owner died.
The SECURE Act exempts eligible
designated beneficiaries (EDBs) from
the 10-year rule. There are five classes
of EDBs:
1. Surviving spouses;
2. Minor children of the account
owner, until age 21 — but not
grandchildren;
3. Disabled individuals — under the
strict IRS rules;

4. Chronically ill individuals; and
5. Individuals older than, or not more
than 10 years younger than, the IRA
owner.
Furthermore, any designated
beneficiary who inherited before 2020
is grandfathered under the pre-2020
stretch IRA rules.
On February 23, 2022, the IRS issued
proposed regulations, taking the
position that when death occurs on
or after the required beginning date
(RBD), a non-eligible designated
beneficiary must take annual RMDs
AND the 10-year rule also applies.
The rule requiring annual RMDs when
an account owner dies on or after
her RBD is sometimes called the “at
least as rapidly” rule. While it does
not require the same amount that
was taken by the IRA owner to also
be taken by the beneficiary, it does
require that the process of taking
RMDs continue. Therefore, annual
RMDs must continue after death.
From the “Explanation of Provisions”
of the Proposed Regulations:
"Accordingly, if an employee dies
after the required beginning date,
distributions to the employee’s
beneficiary for calendar years
after the calendar year in which
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Executive Summary
Executive Summary
IRS Waives 50% RMD Penalty for Missed 2021 and 2022 RMDs
Within the 10-Year Payout Period
■N
 otice 2022-53, issued on October 7, waives the 50% penalty for beneficiaries subject to the 10-year rule
who do not take 2021 or 2022 RMDs.
■A
 beneficiary who has already paid the penalty for a missed 2021 RMD may request a refund.
■A
 lthough the Notice is not clear, it appears that since the penalty is waived, the 2021 and 2022 RMDs
within the 10-year period do not have to be taken.
■ If an RMD within the 10-year period was already withdrawn, it cannot be returned or rolled over.
■N
 otice 2022-53 also provides relief to successor beneficiaries subject to the 10-year rule.
■T
 he Notice does not affect lifetime RMDs, inherited IRAs by EDBs, or RMDs by beneficiaries who
inherited before 2020.

5-Step Guide to Plan-to-IRA Rollovers
■T
 he first "Plan-to-IRA Rollover" step is to make sure the funds intended to be rolled over are accessible.
■N
 ot all company plan distributions are eligible for rollover. The tax code does not specifically list which
distributions are “eligible rollover distributions;" instead, it lists the distributions that are not eligible.
■S
 imply because company plan funds are accessible and eligible for a rollover does not always mean
that executing a rollover is the best option.
■T
 here are two ways to move plan money to an IRA: a direct transfer (also known as a “direct rollover”) or
a 60-day rollover.
■T
 he plan administrator reports the rollover in box 1 of the 1099-R. Subsequently, the receiving custodian
will verify the rollover to the IRS on Form 5498.

Paying Roth Conversion Tax with IRA Money
■F
 or people who have money outside of pre-tax accounts, it generally makes sense to use those funds to
pay the Roth conversion tax.
■L
 ow marginal tax rates can make using IRA money for Roth conversion tax more appealing.
■A
 series of partial conversions over several years may allow individuals to stay in a low tax bracket and
increase the appeal of paying tax with IRA money.
■F
 or married couples, a large difference in ages or poor health on the part of one spouse can be the
deciding factor in choosing to use IRA money for the conversion tax, because of the "widow's penalty."
■F
 or future cash flow that won't trigger income tax or higher Medicare premiums, a Roth IRA conversion
may be a good option.
the employee died must satisfy
section 401(a)(9)(B)(i) as well as
section 401(a)(9)(B)(ii).
In order to satisfy both of these
requirements, these proposed
regulations provide for the
same calculation of the annual
required minimum distribution
that was adopted in the existing
regulations but with an additional
requirement that a full distribution
of the employee’s entire interest
in the plan be made upon the
occurrence of certain designated

2

events (discussed in section
I.E.3.c. of this Explanation of
Provisions)."
The interpretation of the IRS
surprised most commentators who
thought the 10-year rule would
apply like the pre-SECURE Act
5-year rule, which did not require
annual RMDs.
Subsequently, the IRS was flooded
with criticisms during the public
comment period, which is a part
of the process that is required
whenever regulations are issued.
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Many of these submissions
pointed out that beneficiaries of
individuals who died in 2020 did
not take an RMD in 2021 because
they did not know it was required.
These same beneficiaries were
also unsure if a 2022 RMD is
required. Commentators also said
that if final IRS regulations adopt
the interpretation of the 10-year
rule set forth in the proposed
regulations, the IRS should at least
provide some transitional relief for
failure to take RMDs due in 2021 or
2022.

IRS Waives 50% RMD Penalty
Notice 2022-53
In Notice 2022-53, the IRS
provided that RMD relief. When
a retirement account owner or
beneficiary fails to take an RMD, a
50% penalty applies to the amount
that is not taken. Usually, the only
way to get relief from this penalty
is to take the missed RMD and file
Form 5329, asking the IRS for a
waiver. The IRS will grant waivers
of the 50% penalty when the
failure to take the RMD was due to
a reasonable error.
The Notice waived the 50%
penalty for beneficiaries subject
to the SECURE Act's 10-year rule
who have not taken 2021 or 2022
RMDs from an inherited IRA or
company plan. This includes noneligible designated beneficiaries
who inherited in 2020 or 2021.

The Notice [2022-53]
waived the 50% penalty for
beneficiaries subject
to the SECURE Act's
10-year rule who have not
taken 2021 or 2022 RMDs
from an inherited IRA or
company plan.
A beneficiary who has already paid
the penalty for a missed 2021 RMD
may request a refund. Although
the Notice is not clear, it appears
that since the penalty is waived,
the 2021 and 2022 RMDs within
the 10-year period do not have to
be taken. (Note that if these RMDs
were already withdrawn, they
cannot be returned or rolled over.)
Example 1: Jane, age 75, died in
2020. Her beneficiary is her adult
daughter, Alison. Alison is a noneligible designated beneficiary
subject to the 10-year rule under
the SECURE Act. The proposed
regulations say that because Jane
died after her RBD, Alison must
take RMDs based on her single life

expectancy during years 1-9 of the
10-year period. However, Notice
2022-53 says that if Alison fails to
do so for 2021 and 2022, there will
be no 50% penalty on the missed
RMDs.
Notice 2022-53 also provides relief
to successor beneficiaries subject
to the 10-year rule who would be
required to take 2021 and 2022
RMDs.
Example 2: Miguel died at age
90 in 2019. His beneficiary is his
adult son, Nat. Nat is a designated
beneficiary who can take annual
RMDs from the IRA he inherited
because Miguel died before the
SECURE Act became effective.
In 2020, Nat died. The successor
beneficiary is his son, Owen. Owen
is subject to the SECURE Act and
the 10-year rule. Owen must also
take RMDs based on Nat’s single
life expectancy during years 1-9
of the 10-year period. However,
Notice 2022-53 says that if Owen
fails to take his 2021 or 2022 RMD,
there will be no 50% penalty.
Beneficiaries who inherited a Roth
IRA do not need this relief. Under
the IRS proposed regulations,
anyone who inherits a Roth IRA is
deemed to have inherited from a
person who died before his RBD.
This is because Roth IRA owners
are not subject to lifetime RMDs.
Most Roth IRA beneficiaries are
still subject to the 10-year rule, but
they will not have to take RMDs for
years 1-9.
Example 3: Gianni died at age 79
in 2020. His Roth IRA beneficiary
is his adult son, Rocco. Rocco is a
non-eligible designated beneficiary
subject to the 10-year rule under
the SECURE Act. The proposed
regulations say that because
Gianni had a Roth IRA, he is
considered to have died before
his RBD. Rocco does not have to
take RMDs during years 1-9 of the
10-year period, so there are no
concerns with missed 2021 or 2022
RMDs.

Limited Relief
In 2020, in response to the
pandemic, Congress passed the
CARES Act, waiving RMDs for all
those required to take them that
year. The relief offered by Notice
2022-53 is much narrower. This
Notice comes from the IRS, not
Congress. It does not apply to
everyone subject to RMDs for
2021 and 2022. The Notice does
not affect lifetime RMDs, inherited
IRAs by eligible designated
beneficiaries (EDBs), or RMDs by
beneficiaries who inherited before
2020.
Example 4: Michael has an IRA.
He is 80 years old and must take
lifetime RMDs for both 2021 and
2022. If Michael fails to do so,
Notice 2022-53 will not provide
any relief from the 50% penalty.
Example 5: Carmen, age 75,
inherited an IRA from her older
sister Rosa, age 77, in 2020.
Because Carmen is not more
than 10 years younger than Rosa,
she is an EDB and can take
annual RMDs over her single life
expectancy from the inherited IRA.
If she fails to do so, Notice 2022-53
will not provide any relief from the
50% penalty.
Example 6: Liv inherited an IRA
from her mother in 2018. Liv
has been taking RMDs each
year based on her single life
expectancy. Because she inherited
prior to the SECURE Act, Liv can
continue the stretch. However, if
she fails to take RMDs in 2021 and/
or 2022, Notice 2022-53 will not
provide any relief from the 50%
penalty.
Also, while the IRS is waiving
the 50% penalty for certain
beneficiaries, Notice 2022-53 does
not go so far as to say that RMDs
themselves are waived. While in
most cases, the end result will be
the same (i.e., the beneficiary will
not need to take the 2021 or 2022
RMD), this distinction is important.
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Plan-to-IRA Rollovers
For instance, RMDs are not
eligible for a rollover, so a 2021 or
2022 RMD must be taken prior to
any rollover. If the RMDs are not
taken, the result will be an excess
contribution in the receiving IRA.
Excess contributions are subject
to a 6% penalty unless timely
corrected.
Example 7: Cecelia, age 43, was
the beneficiary of her father
Anthony’s 401(k) plan. Anthony
died at age 78 in 2021. Cecelia is
subject to the 10-year rule under
the SECURE Act. The proposed
regulations say that Cecelia must
take RMDs based on her life
expectancy in years 1-9 of the 10-

In 2022, Cecelia would like to
directly roll over the inherited
401(k) account to an inherited
IRA. She must take the 2022
RMD prior to the rollover. (This
is the case even though she
would not be penalized for failing
to take the 2022 RMD without
doing a rollover.) If Cecelia fails
to do so, she will have an excess
contribution in the inherited IRA
that may be subject to penalty.

Waiting for Final Regulations
Due to the confusion caused by
the unexpected and unpopular

interpretation of the 10-year
rule by the IRS in the proposed
regulations, Notice 2022-53
provides transitional relief for 2021
and 2022 RMDs. Beneficiaries who
are affected by this should know
that the IRS has provided relief on
missed RMDs. For once, they will
not have to worry about it!
This guidance is silent, however, on
whether the final regulations will
retain that same interpretation. The
Notice says that final regulations
“will apply no earlier than the
2023 distribution calendar year.”
Hopefully, those final regulations
will arrive sooner rather than later
and offer clear direction. ◼

5-Step Guide to Plan-to-IRA Rollovers

S

ince the start of the pandemic,
an increasing number of
employees have quit or been fired
from their jobs. This transition has
led to more and more questions
about the best ways to handle
dollars in company retirement
plans. Employees and advisors
alike must understand the myriad
of issues inherent in the decision of
whether to roll over a plan account
to an IRA. Here is your 5-step
guide to help simplify the process.

Step 1:
Are company plans
even accessible?
Unlike IRAs, company plan funds
are not always accessible. For
example, 401(k), 403(b) and
457(b) pre-tax deferrals and
Roth contributions cannot be
withdrawn before age 59½ while
an employee is working — except
for hardships. In addition, many
plans do not allow withdrawals of
employer contributions before that
time. Finally, most defined benefit
pension plans do not permit inservice withdrawals at all.
Indeed, the first step is to make
sure the funds intended to

4

year period, because Anthony died
after his RBD.

be rolled over are accessible.
Employees should check with the
plan administrator or the human
resources department (HR) or
review the plan’s written summary
description to learn the plan’s rules.

Step 2:
Can the distribution be
rolled over?
Even if plan funds can be reached,
that does not necessarily mean
they can be rolled over. Not all
company plan distributions are
eligible for rollover (i.e., deemed as
“eligible rollover distributions”). As
such, the second step is to ensure
the funds fit into the “eligible for
rollover” category.

σ Periodic payments: This includes
72(t) substantially equal periodic
payments and most pension
plan annuity payments.
σ Hardship distributions: This
prevents an employee from
skirting the rules by rolling over
funds that he claimed were
needed to address an immediate
financial need.
σ Non-spouse beneficiary
distributions: Non-spouse IRA
and plan beneficiaries cannot
do 60-day rollovers; instead,
they must do direct transfers of
inherited funds.

The tax code does not specifically
list which distributions are eligible
rollover distributions. Instead, the
code lists the distributions that are
not eligible. Everything else can
be rolled over. The most common
non-eligible distributions are:

If any non-eligible distribution is
rolled over, it becomes an excess
IRA contribution that must be
timely removed to avoid an annual
6% excise tax.

σ Required minimum distributions
(RMDs): This is often an issue
when an employee, who has
used the still-working exception
to delay RMDs beyond age 72,
retires and wants to roll over

Even if plan funds can be
reached, that does not
necessarily mean they can
be rolled over.
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the entire account balance. The
RMD for the year of retirement
must come out first.

Plan-to-IRA Rollovers
Step 3:
Is an IRA rollover the best
option?
Simply because company plan
funds are accessible and eligible
for a rollover does not always
mean that executing an IRA
rollover is the best option. There
are other choices that may be
more advantageous, including:
σ Doing a Roth conversion as part
of the IRA rollover.
σ Rolling over to another employer
plan. (Steps 1 and 2 must also
be satisfied for a plan-to-plan
rollover.)
σ Taking a lump sum distribution.
This is a prerequisite for an
employee who has highlyappreciated company stock in
the plan and wants to use the
net unrealized appreciation
(NUA) strategy.
σ Leaving the funds in the plan.
σ Leaving the funds in the plan
and doing an in-plan conversion
of non-Roth dollars to Roth
accounts (if the plan allows).
There are several factors to be
considered in deciding whether to
roll over company plan accounts
or keep them in the plan. IRAs
typically offer more investment
options, and plan funds rolled over
to an IRA become immediately
accessible for any reason. In
addition, qualified charitable
distributions (QCDs) can be
made from IRAs but not from
plans. Consolidating all funds in
an IRA makes it easier to keep
track of beneficiary designations
and allows aggregation of RMDs.
Further, estate planning is easier
with IRAs. For example, married
employees must usually name their
spouse as plan beneficiary unless
the spouse consents to another
beneficiary. Spousal consent is not
required for married IRA owners
(except in community property
states). Finally, IRA distributions do
not require federal tax withholding,

but plan distributions eligible
for rollover are subject to 20%
withholding if not rolled over
directly.
On the other hand, if creditor
protection is a concern, retaining
funds in the plan may be a better
option. ERISA plans have rocksolid creditor protection, whereas
IRA protection depends on state
law (which is often not as strong
as ERISA). Also, many plans
offer loans, but IRAs cannot. The
ability to defer RMDs beyond
age 72 under the "still-working
exception” is only available in
plans. Finally, plans (but not
IRAs) provide an exception to
the 10% early distribution penalty
for distributions made after the
employee leaves her job in the
year she turns age 55 or older (age
50 or older for certain public safety
employees).

Step 4:
How should a rollover be
done?
Once a decision is made to roll
over plan funds to an IRA, there
are two ways to accomplish the
task: a direct transfer (also known
as a “direct rollover”) or a 60-day
rollover. With a direct transfer, the
funds are moved directly from
the plan to the IRA custodian,
bypassing the individual entirely.
With a 60-day rollover, the plan
sends the funds in a check made
payable to the individual, and he
must deposit the check with the
IRA custodian within 60 days of
receiving the distribution.
The direct transfer method is
highly recommended for a number
of reasons. First, there can be
serious tax consequences if the
60-day deadline is missed. The
distribution may be immediately
taxable and subject to penalty,
and future tax deferral will be lost.
The IRS may allow a late rollover
if reported through its selfcertification program, but only for
certain specified reasons. Outside

of those reasons, the individual
would have to incur the expense
of requesting an IRS private letter
ruling and hope for a positive
outcome. In addition, any rollover
that is done after 60 days will be
treated as an excess contribution,
subject to penalty unless properly
corrected. (Fortunately, the onceper-year rollover rule does not
apply to plan-to-IRA rollovers.)
Finally, even if a 60-day rollover is
completed in time, it will be subject
to 20% tax withholding.
All of these issues can be avoided
by doing a direct transfer instead
of a 60-day rollover. Often, plan
administrators will insist on
mailing a check to the individual.
In that case, be sure to have the
administrator make the check
payable to the receiving IRA
custodian (not the ex-employee).
This will qualify as a direct transfer.

The direct transfer method
is highly recommended for a
number of reasons.
Example: Maria terminates
employment with Alpha Tech. After
consulting with her advisor, she
decides to directly roll over her
Alpha 401(k) account to an IRA
with Zeta Custodian.
However, the plan’s administrator
refuses to send the funds directly
to Zeta. Instead, the administrator
sends Maria a check made out to
“Zeta Custodian as trustee of the
Individual Retirement Account of
Maria.” Maria receives the check
on November 1, 2022, but does not
deposit it until 62 days later. Since
this counts as a direct transfer,
Maria will not be subject to 20%
withholding and need not worry
about missing the 60-day deadline.

Step 5:
How is the rollover reported?
If the rollover is made via a direct
transfer, the plan administrator
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Pay Roth Conversion Tax with IRA
reports the transferred amount
in box 1 ("Gross distribution")
of the 1099-R and zero in box
2a (“Taxable amount"). Box 7
("Distribution codes") should show
code "G" to signify “Direct rollover
of a distribution to a qualified
plan, a section 403(b) plan, a
governmental section 457(b) plan,
or an IRA."
On IRS Form 1040, the taxpayer
reports the transferred amount
on line 5a (“Pensions and
annuities”) but shows zero on line
5b (“Taxable amount”). Most tax
programs will have a drop-down
menu to allow the taxpayer to
indicate “rollover” in the margin
next to line 5b.

Subsequently, the receiving
custodian will verify the rollover to
the IRS on Form 5498. That form
is required to be sent by the IRA
custodian to the taxpayer and the
IRS by May 31 after the year of the
rollover. The 5498 is not filed by
the taxpayer with his taxes. Form
5498 is for information purposes
only and simply confirms to the
taxpayer and the IRS that the dollar
amount reported as a rollover was,
in fact, rolled over.

Conclusion
With large amounts of company
plan retirement funds at stake, it
is crucial that employees make
the proper decision about how

to dispose of those funds when
leaving their job. Determining
accessibility and rollover eligibility
are the first steps. Next is deciding
whether an IRA rollover is the best
option. If it is, then choosing the
proper way to carry out the transfer
is vital. Finally, it is important to
understand the tax implications
and how to properly report the
transaction.
Advisors are under increasing
scrutiny from governmental
regulators when counseling
clients on rollover decisions. For
this reason, it is imperative that
advisors establish processes
to have informed rollover
conversations with clients and to
document those meetings. ◼

Paying Roth Conversion Tax with IRA Money

Martin James
Investment & Tax
Management

Indeed, many people do most of
their savings in IRAs or employer
plans. Should they do Roth
conversions anyway, paying the tax
with IRA money? In certain cases,
after crunching all the numbers
it can make sense to use IRA
money to pay the tax on a Roth
conversion. Here are examples.

Mooresville, IN

Low Tax Rates

Guest IRA Expert
Marty James,
CPA/PFS

T

he conventional wisdom calls
for paying the tax on a Roth IRA
conversion with non-IRA money.
That moves more dollars into
Roth territory where there are no
required distributions for Roth IRA
owners and the potential exists
for untaxed investment gains,
regardless of total income or future
tax rates. For people who have
money outside of pre-tax accounts,
it generally makes sense to use
those funds to pay the conversion
tax. In the examples provided in
this article, I am assuming the
individuals do not have funds
outside of their qualified money
or access to a Home Equity
Conversion Mortgage line of credit.

6

Example 1: Al wants to convert
his $100,000 IRA to a Roth IRA. He
has $30,000 of other assets that he
plans to use to pay the expected
federal and state income tax. Al
will have $100,000 in his Roth IRA.
But say Al has no other assets to
pay the tax a Roth IRA conversion.
He can withhold $30,000 for
paying the tax, leaving only
$70,000 in the Roth IRA, a less
desirable outcome.
This example assumes a 30% tax
rate. Now suppose Al faces only a
20% tax rate, federal and state. If
so, Al will withhold $20,000 of IRA
money to pay the conversion tax,
leaving him with $80,000 in the
Roth IRA.
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The message is that low marginal
tax rates can make using IRA
money for Roth conversion tax
more appealing. Tax rates are
relatively low now: a couple filing
jointly can have taxable income,
after deductions, up to $83,550
in 2022 and remain in the 12%
federal tax bracket. Individual
circumstances, such as a sharp
drop in income or even a net
operating loss, also might make
this tactic worthwhile. Here, it is
assumed that at distribution the tax
rate will be higher than the tax rate
at conversion.

The message is that low
marginal tax rates
can make using IRA money
for Roth conversion tax
more appealing.
Keep in mind that Al does not have
to convert his entire IRA in one
year. A series of partial conversions
over several years may allow Al to
stay in a low bracket and increase
the appeal of paying tax with IRA
money.

Pay Roth Conversion Tax with IRA
Note that income tax applies to
a Roth IRA conversion but not
the 10% early distribution penalty
for those younger than age
591/2. However, withdrawing the
converted funds within 5 years
will trigger this 10% tax. Each
conversion has its own 5-year
clock.

owing tax on the taxable income
generated from the inherited
assets. She might use some
of those assets to fund the
tax payments on partial Roth
conversions for the next four years
until her IRA required minimum
distributions (RMDs) start at age
72.

Thus, young people should be
cautious about Roth conversions
if they think they might need
this money within 5 years. For
them, it may be better to focus on
annual Roth IRA contributions,
income permitting, or Roth 401(k)
contributions. Generally, young
people should avoid subjecting
themselves to the 10% early
distribution penalty by not
accessing qualified money to pay
the tax on Roth conversions.

An even better approach might
be for Beth to execute a Roth IRA
conversion in 2022, while she and
her husband are filing jointly. With
the couple’s low current income,
the tax on the conversion may
be modest. This tax will be paid
with Beth's IRA money. What's
more, if the conversion amount
is calculated carefully, the added
income won't trigger a surcharge
on their Medicare premiums.

Age and Health
For married couples, a large
difference in ages or poor health
on the part of one spouse can be
the deciding factor in choosing
to use IRA money for the
conversion tax. That is because
of the so-called widow's penalty:
an increased tax bill, even with
reduced income, because the
surviving spouse eventually will
be filing as a single taxpayer at
steeper tax rates, with a much
smaller standard deduction and
lower income thresholds for higher
Medicare payouts.
Example 2: Beth is age 68, with
a husband who is age 85 and a
mother who is age 91. Both of
these older people are in poor
health.

With this plan, moving money into
a Roth will reduce future tax on
Beth's RMDs. Medicare surcharges
may be avoided altogether.
Depending on the assumptions
used and the results that follow,
using IRA money to fund the tax
on a large Roth IRA conversion
could save Beth tens of thousands
of dollars.
Regardless of age or health,
people expecting a large
inheritance should consider Roth
IRA conversions, even if they must
use IRA dollars to pay the tax on
the conversion. That's especially
true if the anticipated inheritance
includes a tax-deferred IRA or
employer account, resulting in the
beneficiary moving up through
several higher tax brackets.

Aside from Beth's substantial IRA,
this couple has minimal investment
accounts, so in this example they
are in the 10% tax bracket. Beth's
mother, though, has substantial
investment accounts, which Beth
will inherit.

Inherited IRAs have RMDs, no
matter the age of the beneficiary.
The RMDs may be annual for 10
years, or there may be a lump
sum deadline after 10 years. Either
way, there will be taxes to pay. Any
investment income from inherited
non-IRA assets also is likely to be
taxed.

Say both older people die in
early 2023. Going forward, Beth
will be filing as a single taxpayer,

The more money that can be
moved to the Roth side, the smaller
the tax burden on the heir and the

more money that will be available
for untaxed cash flow.

Regardless of age or health,
people expecting a large
inheritance should consider
Roth IRA conversions,
even if they must use IRA
dollars to pay the tax on the
conversion.
Bridging to Medicare
Generally, getting health insurance
through Medicare is attractively
priced for seniors. Enrollment
typically begins at age 65.
Therefore, people who retire early
and lose employer coverage may
have to pay steep prices for private
health insurance until they reach
age 65. Again, Roth conversions
can help.
Example 3: Carl and Dana have
built up sizable Roth IRA balances
before leaving the workforce at
age 63. With no other investment
assets, the couple previously made
annual Roth IRA conversions,
calibrated to remain in low
brackets, using IRA dollars for the
tax obligation.
If they use taxable IRA withdrawals
for living expenses now, private
health insurance might cost this
couple $2,000 a month. That outlay
might be only $300 a month if they
buy coverage on the Market Place
with ACA premium credits, as long
as their reported income is below
$50,000.
In this scenario, Carl and Dana
can tap their Roth IRAs for living
expenses; the Roth distributions
won't trigger income tax or the 10%
penalty and this cash flow won't
register as income for purposes of
the ACA premium credits. Once
they reach age 65 and go on
Medicare, this couple can decide
whether to keep withdrawing from
their Roth IRAs, tax-free, or leave
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their money in those accounts for
possible untaxed gains in the future.
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This bridging strategy also can be
used as a way to wait for Social
Security and thus receive higher
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Advisor Action Plan
σ At client meetings, explain
the advantages of Roth IRA
conversions: reduced RMDs for
IRA owners, future cash flow that
won't trigger income tax or higher
Medicare premiums.

Here, Dana might enroll in Medicare
at age 65 and continue to use a
combination of distributions from
their traditional and Roth IRAs for
living expenses. She might then be
able to delay Social Security until her
full retirement age (FRA), which is
between ages 66 to 67, depending
on year of birth, or even until age 70,
for the maximum payout and lowest
tax throughout retirement.

σ Also explain the drawbacks: IRA
owners may be subject to the
10% early distribution penalty
before age 59½, or before age
55 if they meet the requirements
for separation from service in an
employer plan.

Large Purchase

σ If clients lack sufficient nonIRA funds, see if it makes sense
to convert and withhold IRA
money for the tax obligation. The
examples in this article can serve
as a guide to situations where this
approach is likely to succeed. ◼

Using IRA money to fund a Roth IRA
conversion in advance of a large,
planned purchase also may make
sense, particularly if that expense will
take place after 2025, when tax rates
are scheduled to rise.
Example 4: Evan and Fran are both
age 63. They typically have adjusted
gross income (AGI) around $100,000,
and they are planning a $100,000
purchase in 4 years.
This couple plans to put $25,000 a
year into a Roth IRA for four years.
Each year, they will convert $33,000
from their traditional IRAs to Roth
IRAs, withholding $8,000 a year for
taxes. Then they will take $100,000
from their Roth IRAs, tax-free, for the
purchase.
Without this plan, the couple
believes they would need to
withdraw $140,000+ in order to net
that $100,000, after paying tax at
higher future rates. The tax saving
could be $10,000-$15,000.
Moreover, they will be on Medicare
at that time. Taking such a large
traditional IRA withdrawal then
could raise their Medicare premiums
by $5,000 or more, adding to the
potential savings from this Roth IRA
conversion strategy.
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σ Urge interested clients to use nonIRA funds to pay the conversion
tax, thus maximizing the Roth
account.

Martin James, CPA/PFS assists
individuals and businesses with their
tax, accounting and financial planning
needs. Providing strategies for tax
reduction, investments and asset
protection for each client’s unique
situation. He is a graduate of Indiana
University and is a lifelong Hoosier. He
is a frequent speaker and has written
numerous articles on tax and financial
issues. He has been quoted in the Wall
Street Journal, Investor’s Business Daily
and Kiplinger’s Retirement Report. Marty
is President of Martin James, CPA, PC
and Managing Member of Martin James
Investment & Tax Management, LLC.
Marty is an avid fly fisherman, as well
as a Fly Fishers International Certified
Casting Instructor.
He holds Series 7, 63, 65, 24 securities
licenses, as well as life and health
licenses.
Marty can be reached at 317-834-2276
or mjames@mjamescpa.com. Please
visit his website at mjamescpa.com.
Disclosure: Securities & investment advisory services offered
through World Equity Group, Inc., member FINRA & SIPC, a
Registered Investment Advisor. Martin James Investment & Tax
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