Smart Roth Conversion Strategies To Consider

Savvy Year-End Roth Conversion
Strategies
Converting dollars into Roth dollars can be
an extremely powerful tool for those trying to
maximize long-term returns, reduce forced
taxable distributions in retirement, and reduce
the tax burden on beneficiaries, etc. We believe that many applicable conversion strategies exist and are often underutilized.
To understand the power behind this concept,
we first need to answer the question: “Why are
Roth dollars generally so powerful?” Under
current rules, generally:
- Roth dollars grows tax-free.
- There are no IRS requirements to “spend”
Roth dollars in retirement.
- There are no IRS requirements for beneficiaries to “spend” Roth dollars upon inheritance.

Sounds Great, What’s the Catch?
To convert retirement dollars to Roth, we must
pay income taxes up-front. For many of us
in high tax brackets, the present savings on
tax-deductible retirement contributions may be
more compelling. In addition, there are income
limits that may preclude investors from being
eligible to make contributions if their incomes
are too high.
We generally believe the following scenarios
may offer Roth conversion opportunities for
long-term investors.

Early Retirement Spending
For many savers, early on in retirement, they
have “non-retirement” financial assets to supplement our income before they are forced to
start taking money out of their IRAs, which is
generally in the year in which they turn age 70
1/2. For many people it may be an opportunity to move money in tax-deferred retirement
accounts into a Roth IRA. For couples filing
jointly, the current federal income tax marginal
rate jumps from 12-to-22% on taxable income
starting at ~$78-79k. For those spending down
assets not in retirement accounts, this may
present a great opportunity to convert pre-tax
money into a Roth, at a low federal marginal
rate. All else equal, this may effectively increase your market return via tax savings.

Strategic Timing with Charitable Gifts
For those already leveraging charitable gifts as a tax strategy, we believe it may be worth considering a Roth conversion in the same year. Why? This may allow investors to convert monies
for “free” as the taxable income from the conversion will be offset by the gift.
Market Timing Opportunities
In periods of volatile stock markets, a smart conversion opportunity may present itself. Conceptually, the idea behind this is to convert dollars when the values of stock-oriented IRA’s are
down due to a bear market, thus reducing the tax bill from a conversion. Assuming the account
objective is “long-term growth,” the investor would move the new Roth dollars into stock-oriented investments with the hope of benefitting from the next bull market cycle on a tax-free basis.
Past performance cannot guarantee future results.
Back-Door Conversions
For those disqualified from making Roth contributions due to high taxable income, some may
consider a back-door conversion. Generally, one may be able to make an after-tax contribution into a traditional IRA and subsequently convert those dollars to Roth. Since the money
has been made with post-tax dollars (i.e. there was no tax-deduction received), the conversion
may be tax-free (although “pro-rata” rules may apply for some individuals). This may offer high
earners, without pre-tax assets to convert, the opportunity to use Roth strategies.
For Those Paying the Alternative Minimum Tax (AMT)
In some scenarios, those paying the AMT may be able to reduce the tax bill on Roth conversions. The AMT is complicated, but in general terms, taxpayers affected by the AMT may have
a corridor available to convert dollars at a 28% margin (instead of their higher rate). It is important to work closely with tax advisor when implementing this strategy as it is possible to exceed
this corridor, which may defeat the purpose of the strategy.
This has been written in general terms. You’ll need to ask your tax advisor for the specifics.
Please see Important Disclosure below.
We’re happy to offer a free review of your financial situation and goals. Please let us know if
this would be of interest to you.

-Eppolito Financial Strategies

Important Disclosures
Financial and investment planning inherently involve potential tax and legal implications, with which we are generally familiar. We do not, however, practice as
lawyers or CPAs and cannot give specific legal or tax advice. You should always
consult with your tax advisor, or your attorney, when making complicated legal or
tax decisions, however, we’re glad to work with your tax or legal professional to
help you meet your financial goals. Changes in tax laws or regulations may occur
at any time and could substantially impact your situation.
Any opinions are those of Larry Eppolito and Michael Carbone as of the date of
the report and are subject to change without notice. Statistical information has
been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed. The material has been prepared or is distributed
solely for information purposes and is not a solicitation or an offer to buy any security or instrument or to participate in any trading strategy. Additional information
is available upon request.
Stocks offer long-term growth potential but may fluctuate more and provide less
current income than other investments. An investment in the stock market should
be made with an understanding of the risks associated with common stocks, including market fluctuations and the potential loss of principal.
Past performance is not indicative of future results and there is no assurance that
any investment strategy will be successful.

