- -
F’dellw CUCLIR EHFIGE {| FROAE [ R AVASSCR ) WAL AssEmiy || SR _ o
d

Accounts & Trade Planning & Advice News & Research Investment Products Why Fidelity

= Print % Email B3 Share AAA

Should you convert to a Roth before year-end?

With big changes proposed for Roth conversions, time may be of the essence.
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Key takeaways

v Proposed legislation would prohibit the conversion of after-tax assets in traditional IRAs and employer-
sponsored retirement plans into Roth accounts after December 31, 2021.

v’ Before accelerating plans for a Roth conversion, be sure to fully understand the impact it could have on your
overall financial situation, from taxes to estate planning.

v It's still not certain that these new restrictions will become law, so before making a move, consult with your
tax advisor and accountant to weigh your options.

Since 2010, high-income investors looking for tax-free growth potential and tax-free withdrawals in
retirement have had the option of converting assets in their traditional IRA or employer-sponsored
retirement plan to a Roth IRA. However, legislation currently under consideration in Washington would
place new restrictions on this technique. If the legislation is enacted, conversion of after-tax assets would be
prohibited for all investors after December 31, 2021, regardless of income level. Additionally, under the
latest proposal, those whose incomes place them in the highest federal bracket would be unable to
convert even pre-tax balances to Roth accounts after 2031.

If you were planning on converting after-tax assets to a Roth IRA, time may be of the essence. But does it
really make sense to accelerate your plans for a Roth conversion to get in under the December 31
deadline? Before making a decision, it's important to consider these critical factors.

Are you prepared to pay now?

When converting a traditional IRA with nondeductible assets to a Roth IRA, you will likely also have to
convert a portion of your deductible balances as well, which means some taxes will be owed at the time of
conversion. The rules that govern how much of the nondeductible contributions you can convert can be
complex, especially if you have multiple IRAs.

Any deductible assets included in a Roth conversion will be treated as income for the current tax year,
increasing your adjusted gross income (AGI). While some investors may be able to offset this tax liability
with charitable giving and tax-deductible losses, most will need to pay it with cash on hand. If you have to
tap into the assets you are converting or sell other investments to cover the bill, it may not be worth the
trouble.

On the other hand, if you've experienced an unusual dip in income over the last year or have the ability to
implement a strategy to reduce your taxable income such as donating complex assets or accelerating
planned charitable donations into the current year, this may be a good opportunity to consider a Roth
conversion, as the increase in AGl is less likely to push you into a higher tax bracket.

Do you plan on moving soon?

If you have plans to move to a state where future distributions from a traditional IRA or employer-sponsored
retirement plan will be taxed at a higher rate, such as California, it could be advantageous to do the Roth
conversion before you relocate. "On the flip side," says Joel Friedlander, a partner at Ernst & Young,
"maybe you're moving from California to Texas; the tax cost of converting to a Roth may not be worth it
because those future distributions would not be taxable in your resident state of Texas."

Do you want to protect your inheritors from taxes?

"The Roth conversion can be quite valuable, not only from an income tax perspective, but also from an
estate tax perspective," says Bryan Hwang, a vice president with Fidelity's Advanced Planning group.

Following the passage of the SECURE Act, those who inherit a Roth or traditional IRA or a 401(k) must
completely withdraw all funds from the account within 10 years of the death of the original account holder,
with exceptions for eligible designated beneficiaries (defined as surviving spouses, minor children, disabled
or chronically ill beneficiaries, or beneficiaries who are less than 10 years younger than the original account
holder). Prior to this, inheritors could stretch out withdrawals over their lifetime, taking only yearly required
minimum distributions and benefiting from additional growth in the account.

Now, however, those who inherit traditional IRAs or 401(k)s are likely to pay more in taxes as they must
make larger withdrawals over a shorter period. Converting those assets to a Roth IRA would protect
inheritors from federal taxes, greatly increasing the potential for additional tax-free growth.

Backdoor Roth conversions

The proposed legislation would also eliminate the so-called "backdoor" Roth conversion, which allows
individuals who earn too much money to directly contribute to a Roth IRA to fund one regardless.

This is achieved by first contributing after-tax dollars to a traditional IRA or 401(k), then immediately
converting it to a Roth IRA. As the assets have not been in the original account for very long, it's likely that
the tax due at the time of conversion would be minimal, if not nonexistent (assuming you do not have
multiple IRAs). While there are income limits on Roth contributions, there have been no such limits for Roth
conversions, making this a popular strategy for high-income investors.

"The current tax bill proposes to eliminate the ability to do this immediate conversion of a contribution, even
if you're not phased out of the ability to convert to a Roth based on your current income levels," says
Friedlander.

Consult a tax professional

Though Washington has set an aggressive timeline for these potential changes, it's important not to rush
into any decision before fully considering the impact accelerating your Roth conversion could have on your
overall wealth plan. At present, the situation in Congress is still quite fluid, and it's not clear which provisions
of the proposed legislation will be included in the final bill. Moving too quickly could result in missteps that
undermine the tax-efficiency of your overall strategy. Before you determine your next step, consult with
your tax advisor and accountant and work together to identify the best approach for your specific situation.

Next steps to consider

e i

Start a conversation Explore wealth management Get the latest insights
Already working 1-on-1 with us? See how a Fidelity professional Access articles, webinars, and
Schedule an appointment & can help you grow and protect ideas on wealth planning and
your wealth. investment strategies.

= £ linll &

Sign up for Fidelity Viewpoints® Firstname

Get a weekly email of our pros' current thinking about financial markets, investing ‘ ‘
strategies, and personal finance.

Last name

Email

Rz

This information is intended to be educational and is not tailored to the investment needs of any specific investor.

The views expressed are as of the date indicated and may change based on market or other conditions. Unless otherwise noted, the opinions provided are those of the speaker or author,
as applicable, and not necessarily those of Fidelity Investments. The experts are not employed by Fidelity but may receive compensation from Fidelity for their services.

Fidelity does not provide legal or tax advice. The information herein is general and educational in nature and should not be considered legal or tax advice. Tax laws and regulations are
complex and subject to change, which can materially impact investment results. Fidelity cannot guarantee that the information herein is accurate, complete, or timely. Fidelity makes no
warranties with regard to such information or results obtained by its use, and disclaims any liability arising out of your use of, or any tax position taken in reliance on, such information.
Consult an attorney or tax professional regarding your specific situation.
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