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Market Volatility Could Make Roth IRA Conversion Appealing
Prolonged market volatility has left many investors, especially those investing for retirement, searching for
strategies to cope with the situation. If you have a traditional IRA, you may want to consider converting to
a Roth IRA.

Callout:

Thanks to legislation that took effect in 2010, investors at any level of income can convert a traditional

IRA to a Roth IRA. A choppy market can be an excellent time for those considering a conversion to take

the plunge.

Social Media Message:

One strategy to take advantage of market losses and volatility: Convert your traditional IRA to a Roth.

As a volatile stock market continues its ups and downs, many investors facing losses are searching for
strategies to help them cope with the situation. Retirement investors may want to examine converting a

traditional IRA to Roth IRA, with the understanding that the conversion can be reversed if needed.

Why Now

Thanks to legislation that took effect in 2010, investors at any level of income can convert a traditional
IRA to a Roth IRA. A choppy market can be an excellent time for those considering a conversion to take

the plunge. Here are a few reasons why it could make sense.

e Smaller balance = small tax bite: A conversion triggers a tax bill on the amount of money that is
converted, so a smaller account balance results in a smaller tax bite.

» Hedge against future tax rate increases: Many observers believe that federal taxes are likely to
increase in the years ahead as the federal government grapples with budget problems. Currently,
qualified withdrawals from Roth IRAs after age 59%2 are tax free, which presents an important
benefit for retirement investors.*
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Before deciding whether a conversion makes sense for you, make sure you understand the differences

between a traditional IRA and a Roth IRA. The table below includes a summary of some of the key

differences. You can learn more details by referencing IRS Publication 590.

Traditional IRA

Roth IRA

Funded with after-tax dollars.

Funded with after-tax dollars.

Contributions may be tax deductible if certain
income limits and other considerations are met.

Contributions are not tax deductible.

For 2012, the maximum contribution is $5,000
(those aged 50 and older can make an additional
$1,000 contribution).

For 2012, the maximum contribution is $5,000
(those aged 50 and older can make an additional
$1,000 contribution).

There is no income limit to open an account.

Income thresholds for contributions do apply and
are typically indexed annually to inflation.

Distributions must be taken upon reaching age
70%.

No distributions are required upon reaching age
70Y5.

Distributions are subject to taxes.

Distributions are tax free.

If you are considering a conversion, be sure to consult a tax professional to help you calculate the
corresponding tax bill. Financial advisors usually recommend that taxes associated with a Roth IRA

conversion be paid from assets outside of the Roth IRA account so as not to disrupt retirement savings.

You Can Change Your Mind

If you convert from a traditional IRA to a Roth IRA and you subsequently change your mind, there is a
redo known as recharacterization. In effect, recharacterization is reversing the conversion and moving the
assets back to a traditional IRA. Your financial institution can handle this transaction for you, and you are
required to file an amended tax return. There are several reasons why investors may want to consider a

recharacterization:

» The conversion from a traditional IRA to Roth IRA increases your marginal tax rate. (Consulting a
tax advisor in advance could potentially help you avoid this situation.)

e You do not have enough cash on hand to pay the taxes.

* Note that these reasons are not specified by the IRS. According to current tax rules, you do not

need to present a reason for recharacterizing.

Recharacterization needs to be complete by the last date when federal taxes, including extensions, are
due. This date is usually in mid-October for the prior tax year. (For example, a Roth IRA conversion for

the 2011 tax year needs to be recharacterized and an amended tax return filed by mid-October 2012.)
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Source/Disclaimer:

'Unless certain criteria are met, Roth IRA owners must be 59% or older and have held the IRA for five

years before tax-free withdrawals are permitted.
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