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Romney’s tax planning contains lessons for the 99 percent
“Who wants to have a $100 million IRA?”

—Romney campaign official,
Wall Street Journal, March 20

The popular press has slammed Mitt 
Romney for not paying his fair share 
of income taxes, in part because of the 

massive wealth he holds in his IRA, esti-
mated in disclosure documents at between 
$20.7 million and $101.6 million.

Though this strategy has certainly helped 
Romney save taxes in the short term, there 
is some truth to his aide’s tone-deaf re-
mark: In the long term, accumulating 
wealth in a traditional IRA will generate 
a massive tax bill.

Since Romney left business, Congress 
has given us the Roth IRA and 401(k), 
which erase many of the tax disadvantag-
es of the traditional IRA. Comparing the 
results of Romney’s traditional IRA strat-
egy and what he would have achieved if a 
Roth IRA and 401(k) had been available 
yields important tax-planning lessons for 
employees and entrepreneurs.

In a traditional IRA, contributions are 
deductible for taxpayers meeting certain 
income limits, and investments grow tax-
free. However, taxpayers are required to 
take minimum distributions each year in 
retirement. These distributions are taxed 
at ordinary income rates: In exchange for 
deferral, investment gain that would have 
been capital is transformed into ordinary 
income. (Similar rules apply to traditional 
401(k) accounts, which can be “rolled,” or 
transferred, into traditional IRAs.)

Roth IRAs are essentially the inverse 
of traditional IRAs. Contributions are not 
deductible, so tax is paid on the front end. 
However, withdrawals are tax-free, and 
no minimum distributions are required in 
retirement. So unless the law is changed, 
Roths will be able to grow tax-free for 
the taxpayer’s lifetime. The rules for dis-
tributions after death are more generous 
than those for traditional IRAs, and in 

some circumstances, Roth IRAs fare bet-
ter than traditional IRAs from an estate 
tax perspective.

Similar rules apply to Roth 401(k) ac-
counts, which can be rolled into Roth IRAs. 
There are income limits on contributions to 
Roth IRAs, but not to Roth 401(k)s.

Romney’s prime years at Bain ended 
before the Roth IRA and 401(k) were en-
acted, so his wealth has ended up in a tradi-
tional IRA. He has reportedly used this ve-
hicle for co-investments in Bain portfolio 
companies, which has presumably yielded 
huge deferral benefits. No tax was due as 
investments were sold at tremendous gain 
and proceeds reinvested over time.

However, when Romney turns 70½, 
he’ll have to start taking minimum dis-
tributions designed to liquidate his IRA 
account over his life expectancy. These 
distributions will be subject to tax at ordi-
nary rates, rather than the capital rates he 
could have paid if and when he chose to 
sell investments held outside the account. 
The forced liquidation will continue after 
he dies under technical rules.

Enter the Roth IRA. Were a Roth avail-
able to Romney, he would not pay any tax 
when the investments were sold and the 
proceeds distributed. There would be no 
mandatory distributions during his life. 
Who wants to have a $100 million Roth 
IRA? Well, pretty much everybody.

A number of lessons emerge from Rom-
ney’s planning:
n Think about a Roth. While there’s an 

income tax bite on contributions to Roth 

IRAs and 401(k)s, there are many long-
term benefits. If you’re under the income 
limits for contributions to a Roth IRA, or 
if your company offers a Roth 401(k), you 
will want to carefully consider the long-
term advantages of holding your retirement 
savings in these vehicles.
n Consider a Roth conversion. Any-

one can now convert a traditional IRA to 
a Roth, regardless of income level. The 
tax bill would be huge, but Romney him-
self may wish to consider increasing his 
overall tax-sheltered assets through a Roth 
conversion.
n Consider placing high-risk, high-

reward investments in your IRA. Com-
ment-ators have speculated that Romney 
may have purchased specially designed 
“high-risk, high-reward” stock in Bain 
portfolio companies through his IRA (per-
haps valuing the stock at the time of pur-
chase a little too aggressively). If there 
is an asset that you believe presents an 
extraordinary reward potential, it may be 
worth placing it in an IRA, because rela-
tively little of your annual contribution 
amount will be used to purchase the asset 
and the proceeds can be realized tax-free 
for reinvestment. Of course, however, if 
the bet turns out bad, the annual contri-
bution funds used to purchase the asset 
may be lost.
n Consider holding stock in entre-

preneurial ventures through Roth ve-
hicles. For growing companies, there may 
be tax-planning opportunities in allowing 
founders and high-level executives to hold 
their shares through Roth vehicles. While 
structuring can be complex and may not 
be possible for all businesses, such struc-
tures can yield substantial tax savings in 
appropriate situations.

Follow these strategies and at the end of 
the day, you could end up being the un-
lucky one stuck with a $100 million IRA.

Josh Gewolb is a tax attorney at Harter 
Secrest & Emery LLP.
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