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WEALTHFOCUS

NAVIGATING THE COMPLEXITIES OF CONVERTING A TRADITIONAL IRATO A ROTH IRA

Converting a traditional IRA to
a Roth IRA can be a significant
decision that involves careful
consideration of various factors.

In this article we'll explore these aspects and discuss
the advantages and disadvantages of a conversion.

Financial Factors

There are a number of financial factors you should
consider with your tax and legal counsel when
contemplating a conversion.

Tax Implications: Converting a traditional IRA to

a Roth IRA involves paying taxes on the converted
amount up front. Ideally those taxes should be
paid from money outside of the IRA, which can

be a significant financial burden, especially if the
conversion pushes you into a higher tax bracket.
Paying the tax from the converted money might not
be as burdensome, but the benefit of conversion—
tax-free growth of the Roth account—can be

offset to a significant degree by the tax you pay,
since less money is in the Roth IRA to grow. Once
converted, the Roth IRA offers tax-free withdrawals
in retirement (subject to certain timing or age
limitations), which can be a substantial benefit.

Contribution Limits: Traditional IRAs allow for
tax-deductible contributions, while Roth IRAs do

not. And if your income is over a certain amount (in
2025, modified adjusted gross income over $165,000
for single taxpayers and $246,000 for joint filers)

you aren't eligible to contribute to a Roth IRA at all
(although there are no income limits for contributions
to employer-sponsored Roth accounts that are part of
your employer’s qualified retirement plan, including
401k, 403b, 457a, SEP-IRA and SIMPLE-IRA).

If your income exceeds the limit that would allow
you to contribute directly to a Roth IRA, you might
be able to take advantage of a technique known as

a “backdoor Roth” (described later) to create a tax-
free pool of money to fund your future goals, but that
technique is only available in particular circumstances.
If you are able to contribute to either a Roth or a
traditional IRA, you have to weigh the immediate tax
benefits of a deduction for a contribution to a tax-
deferred traditional IRA against the long-term tax-free
growth potential of a Roth IRA.

Liquidity for Taxes: As discussed above, it's much more
efficient to have sufficient liquidity outside the IRA to
pay the taxes on the conversion. Using IRA funds to

pay taxes can reduce the amount available for tax-free
growth in the converted account and may also incur a
10% early withdrawal penalty if you are younger than
59%. Paying taxes from assets outside the Roth IRA
allows the entire converted amount to remain in the
Roth account, enhancing its growth potential.

Impact on Living Expenses: If you rely on IRA funds
for living expenses, converting to a Roth IRA may not
be ideal. The immediate tax liability could deplete
resources you need for your day-to-day expenses,
making it more prudent to maintain the traditional
IRA for its tax-deferral benefits. You would effectively
be pre-paying the tax you'd pay when you eventually
withdrew the money from the IRA, which is not
particularly efficient.

Potential alternatives: Converting a traditional IRA

to a Roth IRA accelerates the tax—when you convert
you are effectively prepaying the full amount of the

tax you'd pay over time as you take required minimum
distributions (RMDs) once you reach the age at which
you're required to do so. If you have charitable goals,
consider naming a charity as your traditional IRA
beneficiary. While you would have to take RMDs once
you reached the minimum age, leaving an IRA to charity
avoids both estate tax on the IRA balance (your estate
gets a full charitable deduction) and the income tax

on withdrawals, since the charitable beneficiary is not
taxable. And if you name as the charitable beneficiary
a private foundation or donor-advised fund that your
spouse and children control, you can effectively give them
a charitable “pocketbook” from which they can make
contributions to causes that are important to them.
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Example: Roth IRA Conversion vs. Non-Conversion

Traditional IRA

John, aged 50, has a traditional IRA worth $100,000. He expects to be in a higher tax bracket in retirement
and is considering converting to a Roth IRA.

Roth IRA Conversion; tax paid out of other assets

If John converts his entire IRA, he will pay taxes on the $100,000 at his current tax rate. Assuming a 24% tax
rate and assuming that the $100,000 does not push him into a higher bracket, he will owe $24,000 in taxes.
If the Roth IRA grows at an average annual rate of 6%, it would double in approximately 12 years, reaching
about $200,000 by age 62 and about $400,000 by age 74. No withdrawals would be required from this
account, but any withdrawals John did take would be tax-free.

Roth IRA Conversion; tax paid out of IRA assets

If John converts his IRA but pays the tax out of the converted amount, he would owe $24,000 plus a $2,667
penalty (the 10% penalty would also be assessed on the amounts used to pay the penalty), leaving only
$73,333 to grow. Again assuming an average annual return of 6%, that would grow in 12 years to about
$146,667 and in 24 years to about $293,332. John would have over $100,000 less in the tax-free Roth account
if he paid the tax out of the IRA than if he paid it out of other assets.

Non-Conversion

If John does not convert, his traditional IRA will continue to grow tax-deferred. Assuming the same growth
rate, the IRA will also double to $200,000 by age 62 and to $400,000 by age 74. However, withdrawals
beginning at age 75 would be taxed as ordinary income, reducing the net benefit. Depending on how long
John lives, though, this could still be a better outcome for him than having converted and paying the taxes
out of IRA assets—and can be a good solution if he names a charity as his beneficiary.

Tax Payment

John needs to be aware that in the conversion scenario, he may use liquid assets outside the IRA to pay
the tax. In the non-conversion scenario, John may still have these assets growing for his retirementin a
taxable account.

This material has been prepared for illustrative purposes only, and is not intended to provide, and should not
be relied on, for tax, legal, or accounting advice. You should consult your own tax, legal and accounting advisors
before engaging in any transaction.
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Advantages of Conversion

Tax-Free Growth: Roth IRAs offer tax-free growth and
withdrawals, which can be advantageous if tax rates
increase in the future or if you end up in a higher tax
bracket when and if you take withdrawals.

No RMDs: Roth IRAs do not require RMDs during the
account owner's lifetime, allowing for more flexible
retirement planning.

Beneficiary Benefits: Non-spousal beneficiaries can
inherit a Roth IRA and withdraw funds tax-free, providing
an advantage over traditional IRAs.

Impact on Non-Spouse Beneficiaries

For non-spousal beneficiaries, inheriting a Roth IRA
can be more advantageous than a traditional IRA
because of the tax-free nature of the withdrawals.
Since many non-spouse beneficiaries must take RMDs
from an inherited IRA—traditional or Roth—and must
empty the account within 10 years after the original
owner’s death, the benefits vary depending on the
identity of the beneficiary.

Minor Children: If the beneficiary is a child of the
original account owner and is a minor, special rules
apply. The minor is not subject to the 10-year rule
until the minority ends. For example, if a 15-year-

old inherits a Roth IRA in 2025 (due to their parent's
death in 2025), they must begin taking RMDs based
on their life expectancy starting in 2026. These RMDs
will continue annually. Assuming the age of majority
is 21, the beneficiary will reach the age of majority in
2031. By the end of 2041, ten years after reaching the
age of majority, the minor must fully distribute the
inherited account. This timeline ensures that the tax-
free benefits of the Roth IRA are maximized during
their earlier years, providing a financial cushion as
they transition into adulthood.

Disadvantages of Conversion

Immediate Tax Liability: The conversion triggers a tax
liability, which can be a financial burden, and effectively
pulls forward to the current year taxes that might not
otherwise be due until many years in the future, and even
then only on fractions of the account (the RMD) each year.

Potential for Higher Tax Bracket: The conversion may
push the individual into a higher tax bracket.

Need for External Funds: Paying the tax liability from
assets outside the IRA is helpful to preserve the growth
potential of the Roth IRA, but it requires sufficient liquidity.

Since minors are required to take minimum
distributions and, because of the “kiddie tax”, often pay
tax at their parents’ rate, the value of a Roth IRAvs a
traditional IRA is potentially higher while the minor is
subject to the kiddie tax.

Grandchildren as Beneficiaries: Tax Deferral and
Generation-Skipping Transfer Tax

Designating grandchildren as beneficiaries of a

Roth IRA can significantly enhance the value of the
inheritance through tax-free growth. Unfortunately,
while grandchildren do not benefit from the rules for
minor children, if they are required to take RMDs they
still get the benefit of tax-free withdrawals and, if they
are minors when they inherit a grandparent’s Roth IRA,
would avoid income tax at potentially high rates due to
the kiddie tax.

However, designating grandchildren as beneficiaries
may raise considerations regarding the Generation-
Skipping Transfer (GST) Tax. The GST tax is a federal
tax imposed on transfers to individuals who are

two or more generations below the donor, such as
grandchildren. This tax is designed to prevent the
avoidance of estate taxes through generation-skipping
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transfers. When planning to leave a Roth IRA to
grandchildren, it's essential to consider the potential
GST tax implications and ensure that any transfers fall
within the available GST tax exemption limits.

Consulting with a tax advisor or estate planning
professional can help navigate these complexities and
ensure that the transfer of IRA assets aligns with your
overall financial and estate planning goals.

Trust as a Beneficiary

Designating a trust as a beneficiary of a Roth IRA

can offer strategic advantages, particularly in estate
planning. Two primary types of trusts can be used:
accumulation trusts and conduit trusts. Both of these
have to be written very carefully, so working with an
estate planning lawyer is critical to ensure that your
wishes are carried out.

Accumulation
Trust

Conduit
Trust

Advantages

RMDs may still have to be made from
the IRA to its beneficiary (the trust)
each year after the death of the original
owner, and the full amount of the IRA
still has to be withdrawn after 10 years.
An accumulation trust allows the trustee
to retain distributions within the trust,
providing control over the timing and
amount of distributions to beneficiaries.
This can be beneficial for managing
the financial needs of beneficiaries and
protecting assets from creditors.

A conduit trust requires the trustee

to pass distributions directly to the

beneficiaries. This can simplify tax

reporting and provide beneficiaries
with immediate access to funds. The life
expectancy used to determine RMDs is

based on the age of the oldest beneficiary
of the trust.

Disdvantages

Retaining distributions within the trust
may result in higher tax rates, as trust
income is typically taxed at higher
rates than individual income. The life
expectancy used to determine RMDs is
that of the oldest beneficiary of the trust,
which can result in more money coming
out sooner if there are multiple trust
beneficiaries.

The trustee has less control over the
timing and amount of distributions, which
may not be ideal for beneficiaries who
need financial management or protection
from creditors. Choosing between an
accumulation trust and a conduit trust
depends on the specific goals and needs
of the estate plan. Consulting with an
estate planning professional can help
determine the most appropriate trust
structure for maximizing the benefits of an
inherited Roth IRA.

Scenario with No Other Beneficiaries

In cases where there are no other beneficiaries, the
decision to convert a traditional IRA to a Roth IRA may
depend on the individual's long-term goals and tax
situation. If you expect to be in the same or a higher
income tax bracket in retirement and you want to
diversify the tax status of your sources of income,

converting to a Roth IRA can be beneficial, as it allows
for tax-free withdrawals later when your taxes might be
higher. However, if you plan to leave the IRA to charity
or otherwise don't expect to need tax-free money,
prepaying taxes might not fit in with your plans and
conversion may not be necessary.
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Emotional Factors

In addition to the financial factors discussed above, the
emotional impact of converting to a Roth IRA can be
significant. The decision involves a trade-off between
immediate financial cost (the tax you'll pay up front)
and longer-term benefits (tax-free withdrawals and no
RMDs). If you convert you may experience anxiety over
the potential for future tax law changes or regret if the
conversion does not yield the expected benefits. This
could also cause you not to act at all.

Additionally, the decision can affect family dynamics,

especially when considering the impact on beneficiaries.
Leaving a tax-free bucket of assets to the next generation

can provide you with peace of mind, knowing that your
heirs will benefit from tax-free distributions.

A key aspect of the decision about whether to
convert is the anticipation of future tax rates, which
can be uncertain and anxiety-inducing. If you expect
your tax rate to rise, converting to a Roth IRA may
be advantageous, as it locks in the current tax rate
on the conversion amount. Conversely, if your tax
rate is expected to decrease, it may be beneficial to
defer conversion or not do one at all. Predicting the
future accurately is difficult if not impossible—this
decision requires a thoughtful analysis of economic
trends, government policies, and personal financial
projections and assumptions, all of which can be
emotionally draining.
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Conclusion

Converting a traditional IRA to a Roth IRA is a
complex decision that involves weighing immediate
financial costs against long-term benefits. It
requires careful consideration of tax implications,
future income and tax-rate expectations and the
impact on beneficiaries. By understanding all of
the factors that go into this decision, you can make
informed choices that align with your financial goals
and retirement plans.

Your J.P. Morgan advisor can help you think through
your choices and can work with your tax and legal
advisors to help you make the best decision for you
and your family.

Side Bar:
Eligible Designated Beneficiaries Not Subject
to the 10-Year Rule

Surviving Spouse: Can stretch distributions over
their lifetime.

Minor Children of the Account Owner: The
10-year deadline to empty the account is
postponed until the minor reaches the age of
majority.

Disabled Individuals: Can take distributions
over their lifetime or until the disability is
removed

Chronically Ill Individuals: Eligible for lifetime
distributions while they are chronically ill.

Individuals Not More Than 10 Years Younger
than the original account owner: Can stretch
distributions over their lifetime.

Side Bar:
Understanding the Backdoor Roth IRA

Backdoor Roth Strategy: Allows high-income
earners to bypass income limits for direct Roth
IRA contributions by making a nondeductible
contribution to a traditional IRA and converting
it to a Roth IRA.

Financial Advantage: Enables tax-free growth
and withdrawals in retirement, potentially
offering significant long-term benefits.

Key Considerations: Be aware of the pro-rata
rule: if you have any other traditional IRAs that
have pre-tax contributions your conversion will
be at least partially taxable. You should also
consider the timing of the conversion to help
minimize taxes.
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Important
Information

This material is for information purposes only, and may inform you of certain
products and services offered by J.P. Morgan’s wealth management businesses,
part of JPMorgan Chase & Co. (“JPM”). The views and strategies described in the
material may not be suitable for all investors and are subject to investment risks.
Please read all Important Information.

GENERAL RISKS & CONSIDERATIONS. Any views, strategies or products discussed
in this material may not be appropriate for all individuals and are subject to risks.
Investors may get back less than they invested, and past performance is not
areliable indicator of future results. Asset allocation/diversification does not
guarantee a profit or protect against loss. Nothing in this material should be relied
upon in isolation for the purpose of making an investment decision. You are urged
to consider carefully whether the services, products, asset classes (e.g. equities,
fixed income, alternative investments, commaodities, etc.) or strategies discussed
are suitable to your needs. You must also consider the objectives, risks, charges,
and expenses associated with an investment service, product or strategy prior to
making an investment decision. For this and more complete information, including
discussion of your goals/situation, contact your J.P. Morgan representative.

NON-RELIANCE. Certain information contained in this material is believed to

be reliable; however, JPM does not represent or warrant its accuracy, reliahility
or completeness, or accept any liahility for any loss or damage (whether

direct or indirect) arising out of the use of all or any part of this material. No
representation or warranty should be made with regard to any computations,
graphs, tables, diagrams or commentary in this material, which are provided

for illustration/reference purposes only. The views, opinions, estimates and
strategies expressed in this material constitute our judgment based on current
market conditions and are subject to change without notice. JPM assumes no
duty to update any information in this material in the event that such information
changes. Views, opinions, estimates and strategies expressed herein may differ
from those expressed by other areas of JPM, views expressed for other purposes
or in other contexts, and this material should not be regarded as a research
report. Any projected results and risks are based solely on hypothetical examples
cited, and actual results and risks will vary depending on specific circumstances.
Forward-looking statements should not be considered as guarantees or
predictions of future events.

Nothing in this document shall be construed as giving rise to any duty of care
owed to, or advisory relationship with, you or any third party. Nothing in this
document shall be regarded as an offer, solicitation, recommendation or advice

(whether financial, accounting, legal, tax or other) given by J.P. Morgan and/

or its officers or employees, irrespective of whether or not such communication
was given at your request. J.P. Morgan and its affiliates and employees do not
provide tax, legal or accounting advice. You should consult your own tax, legal and
accounting advisors before engaging in any financial transactions.

Legal Entity and Regulatory Information.

J.P. Morgan Wealth Management is a business of JPMorgan Chase & Co., which
offers investment products and services through J.P. Morgan Securities LLC
(JPMS), a registered broker-dealer and investment adviser, member FINRA and
SIPC. Insurance products are made available through Chase Insurance Agency,
Inc. (CIA), a licensed insurance agency, doing business as Chase Insurance
Agency Services, Inc. in Florida. Certain custody and other services are provided
by JPMorgan Chase Bank, N.A. (JPMCB). JPMS, CIA and JPMCB are affiliated
companies under the common control of JPMorgan Chase & Co. Products not
available in all states.

Bank deposit accounts and related services, such as checking, savings and bank
lending, are offered by JPMorgan Chase Bank, N.A. Member FDIC.

This document may provide information about the brokerage and investment
advisory services provided by J.P. Morgan Securities LLC (“JPMS”). The
agreements entered into with JPMS, and corresponding disclosures provided
with respect to the different products and services provided by JPMS (including
our Form ADV disclosure brochure, if and when applicable), contain important
information about the capacity in which we will be acting. You should read them
all carefully. We encourage clients to speak to their JPMS representative regarding
the nature of the products and services and to ask any questions they may have
about the difference between brokerage and investment advisory services,
including the obligation to disclose conflicts of interests and to act in the best
interests of our clients.

J.P. Morgan may hold a position for itself or our other clients which may not be
consistent with the information, opinions, estimates, investment strategies or
views expressed in this document. JPMorgan Chase & Co. or its affiliates may
hold a position or act as market maker in the financial instruments of any issuer
discussed herein or act as an underwriter, placement agent, advisor or lender to
such issuer.

© 2025 JPMorgan Chase & Co. All rights reserved
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