Roth IRA Conversions

New inheritance rules drive interest in IRA conversions for tax savings.

by Christopher Rivers, CFP®, CRPC®

In 2025, the new regulations
regarding inherited Individual
Retirement Accounts (IRAs), passed
way back in January 2020, were
finalized after years of delays. The
most substantial change was a
new requirement that virtually any
retirement account inherited from
a non-spouse must be distributed
by the heirs within 10 years.

Thus, with a few exceptions, anyone inheriting a tra-
ditional IRA from a parent or grandparent will have a
significant tax bill on their hands, as these distributions
are taxable as ordinary income. As a result, Roth IRA ac-
counts and the conversion of traditional IRA accounts
to Roth accounts has become more attractive than ever.

ROTH IRA BASICS

In a traditional IRA, you contribute money to the
account and receive a tax deduction for your contri-
bution, subject to certain eligibility limits. If you are
eligible to take the deduction, then in its simplest
form, a $7,500 (for the 2026 tax year) IRA contribution
will allow you to deduct $7,500 from your income for
tax purposes. The money in the IRA grows tax-free,
and when you withdraw it down the line, it is taxed at
ordinary income rates. Traditional IRAs are subject to
required minimum distributions (RMDs) beginning be-
tween age 73 and 75, depending on your date of birth.

Conversely, Roth IRA contributions are made after-tax.
There is no tax deduction for the contribution, but
the money grows tax-free similar to a traditional IRA.
Unlike a traditional IRA, qualified withdrawals are not
subject to income tax when withdrawn in retirement.
Furthermore, Roth IRAs have no required minimum
distributions at any age.

Roth IRA contributions are limited to those below
certain income thresholds. For 2026, a full Roth IRA
contribution could be made if your income was less
than $153,000 for single taxpayers or $242,000 for
those married filing joint. Above those amounts, the
amount your maximum contribution to a Roth IRA
is reduced, until it is phased about entirely above
$168,000 (single) or $252,000 (joint).

The primary advantage is that after paying
tax upfront on the conversion, future quali-
fied Roth IRA withdrawals are tax-free.

ROTH CONVERSION RULES

Unlike Roth IRA contributions, there are no income
limitations on converting an existing traditional IRA
to aRoth IRA. If you have a traditional IRA, SEP-IRA or
SIMPLE IRA you can convert some or all of the account
into a Roth account.

However, the conversion comes at a cost. Unless you
have made nondeductible contributions in the past, the
entire amount you convert to a Roth is taxed at your
ordinary income rate. Thus, the first step when consid-
ering a Roth conversion is to determine the tax impact.

BENEFITS OF AROTH CONVERSION

The primary advantage is that after paying tax up-
front on the conversion, future qualified Roth IRA
withdrawals are tax-free. If you allow the Roth to grow
following the conversion, you will have a larger bucket
of money to access tax-free. A secondary advantage is
that you will not be forced to take distributions at age
75 as you are with a traditional IRA.

This allows retirees who have income from other
sources to let their Roth IRAs continue to grow tax-free
in retirement. As a result, you have greater flexibility
in retirement, as you have a bucket that can be drawn
on tax-free as necessary, rather than one that forces
you to incur taxable income when you may not need it.

Further, if you own a Roth IRA at your death, the
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distributions your beneficiary will be required to take
will be tax-free as long as the Roth IRA has been in
existence for at least five years.

What's more, recent changes to the traditional IRA
rules have made Roth IRA’'s even more attractive to
inherit for the next generation. As noted above, nearly
anyone who inherits a traditional IRA from someone
who is not their spouse must withdraw the entire
amount of the traditional IRA within 10 years of the
death of the traditional IRA owner. Thus, heirs who
inherit large or even modest traditional IRA accounts
will have a significant tax burden within 10 years, as
they draw out the money at ordinary income tax rates.

Roth IRAs are subject to this 10-year rule as well,
but all Roth IRA distributions are tax-free. So, in this
case, the heirs can avoid the heavy tax burden that
comes with emptying a retirement account in a short
period of time.

DISADVANTAGES OF A ROTH CONVERSION

The primary disadvantage of converting to a Roth IRA
is, of course, the taxes you have to pay up front. Keep
in mind that a taxable conversion not only increases
your taxable income which may push you into a high-
er tax bracket, but it also increases your adjusted gross
income (AGI) which is the basis for many underlying
tax calculations.

For example, a higher AGI may cause you to lose
some of your tax credits and itemized deductions.
Social Security benefits are taxed for those with higher
levels of AGI. Investment income tax and capital gains
tax rates rise, and Medicare Part B premiums increase
at higher AGI levels. The good news is that you can
choose how much to convert, which allows you some
degree of control over the tax impact.

To assess the true cost of a Roth conversion, you
need to be comfortable creating a tax projection, and
if not, it is best to consult an accountant if you don't
already have one. There are online calculators avail-
able, but if you use one, be sure you understand the
underlying assumptions used to produce the results.

Most Roth conversion analyses focus on a compar-
ison of your tax bracket today and your tax bracket in
the future. They point out that if you expect to be in a
higher tax bracket in the future, it makes sense to pay
taxes now at the lower rate. There is some guess work
involved in where tax rates will be in the future, but
historically speaking, today’s tax rates are relatively
low and may not always remain that way.

PLANNING OPPORTUNITIES AND ROTH
CONVERSIONS

In general, a Roth conversion makes the most sense

if you expect to be in a high tax bracket in retirement
or you don't anticipate needing the money to live on
when you retire. This allows you to avoid the required
minimum distributions and the tax associated with
them. It also makes sense if you plan to retire to a
different state with higher income taxes than your
current home state.

A conversion can also be a wealth transfer tool for
individuals who want to leave a tax-free retirement
asset to children or grandchildren, as they will not
be burdened with larger taxable withdrawals upon
inheriting the account.

In general, it is not a good idea to convert to a Roth
IRA unless you have enough non-IRA money to pay
those taxes. If you take money out of your IRA to pay
the tax, it'll be harder for the Roth IRA to be worth
more to you in the long run. Further, if you're under
age 59%2, you'll owe a 10% early withdrawal penalty
on any amount you withdraw from your IRA to pay
the taxes.

When considering a conversion, it is important
to have a clear view of your taxable income and tax
bracket. Rather than convert your entire IRA, one
strategy is to convert enough to “fill up” your current
tax bracket.

Rather than convert your entire IRA, one
strategy is to convert enough to "fill up"
your current tax bracket.

For example, take a single person with taxable
income of $150,000. They are in the 24% tax bracket,
which applies to taxable income up to $201,775 in
2026. In this case they could convert $51,775 from a
traditional IRA to a Roth IRA and pay 24% tax on the
conversion. By remaining below the 32% bracket, the
overall tax burden of the conversion is lower, and the
potential for tax savings in the future is greater.

For those who retire before the age RMDs start,
there can be a “sweet spot” for Roth conversions.
Depending on your situation, if you retire at, say, age
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The backdoor Roth strategy is only truly
tax-free if you do not have investments
in any other traditional IRA accounts.

66, you may be in a lower tax bracket for several years
before you reach age 72 and begin taking RMDs. In
addition, if you delay taking Social Security until age
70, you may have several years when you can convert
a portion of your IRA each year at low tax rates.

BACKDOOR ROTH CONTRIBUTIONS

One additional strategy built on Roth conversions is
available for higher earners. There is currently a loop-
hole in the tax code, nicknamed the “backdoor Roth,”
which enables anyone to contribute to a Roth IRA each

year, even if your income is above the phaseout range.

In short, the taxpayer who earns too much to
contribute to a Roth directly instead makes a non-de-
ductible contribution to a traditional IRA. They then
convert that account to a Roth IRA shortly thereafter.
Because they did not deduct the traditional IRA contri-
bution, there is no tax on the conversion of this money
to Roth, with one major caveat.

When converting to Roth, the IRS considers the
value of all of your IRA accounts in determining
taxability. The backdoor Roth strategy is only truly
tax-free if you do not have investments in any other
traditional IRA accounts. If you own other traditional
IRA accounts and attempt this strategy, the IRS will
consider a portion of the conversion taxable.

Thus, it works best if your retirement savings are in
a 401k plan, and you open a separate IRA solely for the
purpose of making a backdoor Roth contribution.

This loophole has been debated for years but has re-
mained open despite repeated changes to the tax code.

CONCLUSION

There is no one-size-fits-all answer to the question

of whether a Roth conversion is a good idea. Each
individual’s circumstances are different, and no one
knows what tax rates will be in the future. But the lure
of flexibility and tax-free income in retirement makes
a Roth conversion worth investigating. Talk to your
planner and your accountant about whether a conver-
sion makes sense in your situation.
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By contrast, embattled insurance provider United
Health Group (UNH) saw its stock plummet 32.78%
through Dec. 3 of last year. With a share price of
$339.11 and a TTM EPS of $19.28 when it entered the
final month of 2025, the stock's P/E multiple of 17.58
suggest that — given historical context and current
market valuations — it was unvervalued heading
into 2026.

PRICE-TO-BOOK: DRILLING DOWN INTO THE
BALANCE SHEETS
The P/B ratio is calculated by subtracting a company'’s
total liabilities from its total assets, then dividing that
by the number of outstanding shares. That result is
the book value per share. Dividing that number by
the stock’s current price produces the P/B ratio.

A P/B above 1implies that the market value is
above the company’s book value, meaning it could

be overvalued. On the other hand, a P/B below 1 means
the market value is below the company’s book value,
suggesting the stock could be undervalued.

Using the same two stocks as the P/E example,
Palantir has a P/B ratio of 60.83, whereas United-
Health Group's P/B is 2.89. While that makes UNH's
market price overvalued compared to its book value,
it demonstrates the relationship that can be drawn by
comparing one stock to another. Palantir’s P/B ratio
suggests that — at its current share price — it's consid-
erably overvalued compared to its book value.

A MORE COMPLETE PICTURE

Is this combination of ratios a perfect measure of
valuation? No. By taking a page out of a company's
income statement and another out of its balance sheet,
investors can generate a more well-balanced concept
of a stock’s intrinsic value. B
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