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Warren Buffett once famously described compounding as the "8th wonder of the world.” 

It is indeed powerful. Sadly, in a traditional retirement account, one of the things you’re 

compounding is future tax liability since all dollars are taxed as income upon withdrawal. 

Instead, you can enjoy tax-free compounding with Roth savings. With Roth contributions, 

you still save in your workplace retirement plan, but you agree to show contributions as 

taxable income in the year earned. In exchange for giving up pre-tax deposits, all 

withdrawals in retirement are income tax-free, provided you are age 59½ or older and the 

Roth account has been established for at least five years. Now, that’s the kind of 

compounding we like. 

Now is a Great Time To Convert

Did you know that you can convert pretax dollars to Roth inside your retirement  account? 

The recent market sell-off makes this an excellent time to consider one. 

Any amount converted to Roth will be considered taxable income. However, no early 

withdrawal penalties will be charged. So, you are paying ordinary income taxes now on 

today’s balance in exchange for a lifetime of tax-free appreciation from today’s discounted 

values. Depending on your time frame for withdrawing this money, this move could save 

you thousands in future taxes. 

You should have sufficient assets outside the plan to pay the taxes owed upon 

conversion. You may request an additional distribution to pay for the taxes you’ll owe 

ONLY from balances that are already eligible for distribution (rollover accounts and         

pre-tax balances after age 59½) but beware: this amount may be subject to the 10%

early withdrawal penalty tax since you are not converting that portion of your savings. 

Plus, if you pay taxes from your traditional account, you’ll have fewer assets to convert, 

and you will lose the opportunity for those assets to grow tax-free in the Roth. 

For many, converting taxable retirement accounts to Roth is best done with partial 

conversions over several years. This allows you to minimize the tax bill in any one year 

and avoid pushing yourself into a higher tax bracket. If you have more than five years 

before needing the money, a Roth conversion makes sense to consider.

How to Convert

Roth conversions are processed through your plan’s recordkeeper so give them a call to 

start the process. Also be sure to inquire if there are fees to convert. Some recordkeepers 

do charge for each conversion.

Get Advice

Reach out to the MoneyAdvice@Work® team at 866-232-6457, book a web/phone 

meeting conveniently online at moneyadviceatwork.com/learnmore or download the 

free app to message your advisor! Visit the Apple App or Google Play Store and search: 

MoneyAdvice@Work.

Remember, our sole focus is to provide confidential financial wellness services as a 

workplace benefit. Our advisors are committed to coaching you through your financial 

journey without judgment or jargon, all within the safety of a completely sales-free and 

confidential environment. So, reach out today!
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