FINANCIAL PLANNING

IMPACT OF PARTIAL ROTH CONVERSIONS OVER TIME
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You may be able to increase your wealth by creating a well-crafted, strategic plan for withdrawing funds
from your retirement accounts. The order that you choose to withdraw your distributions and the type
of investment account you choose to draw from are important considerations. Should you access your
tax deferred account or taxable account first? Or should you develop a blended approach utilizing partial
Roth conversions—moving a portion of funds from a traditional IRA to a Roth IRA while withdrawing
some funds from your taxable account?
Michael Kitces, a leader in the financial industry, has studied the impact of partial Roth conversions over
a period of thirty years. He found that “doing partial Roth conversions will maximize long-term wealth
by minimizing the future impact of Required Minimum Distribution (RMD) obligations” (Kitces, 2016).1 In
other words, by reducing the amount of an IRA through partial Roth conversions, you will decrease the
RMDs and corresponding future income taxes that you will incur. It’s like getting a head start in paying
income tax on your IRA withdrawals. As partial Roth conversions will generate taxable income, it is
strategic to do them when you believe your income tax will be lower, to avoid falling into a higher
income tax bracket.2 In addition, by doing partial Roth conversions, you will increase funds in your Roth
IRA, which does not have a Required Minimum Distribution and can continue to grow entirely free from
tax. Discuss these guidelines with your financial advisor to find the best plan for you within the
framework of your portfolio and individual circumstances.
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