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WHY ROTH IRA CONVERSIONS MAY NOW BE ADVANTAGEOUS 
 
Thanks to a couple of factors, some investors are thinking about this move 
before 2020 ends.

Roth IRAs have attracted retirement savers since their introduction 
in 1998. They offer the potential for tax-free retirement income, provided 
Internal Revenue Service rules are followed. 

Do Roth IRAs seem even more attractive these days? Perhaps. You can cite 
two factors: current tax rates and the passage of the Setting Every Community 
Up for Retirement Enhancement (SECURE) Act.  

Roth IRAs differ from traditional IRAs. Typically, distributions from traditional 
IRAs must start once you reach age 72, and the money distributed is taxed as 
ordinary income. When distributions are taken before age 59½, they may be 
subject to a 10% federal income tax penalty (although, the CARES Act does 
allow for some exceptions to those penalties for the 2020 tax year).1 

On the other hand, if you are the original owner of a Roth IRA, you do not 
have to start taking distributions at age 72. And if you are least 59½ years 
old and have owned the Roth IRA for at least five years, any distributions you 
take may be exempt from federal taxes.2

Remember, this article is for informational purposes only. It does not replace 
real-life financial or tax advice. Be sure to consult a tax or financial professional 
before making any decisions regarding your traditional IRA or Roth IRA.

Converting a Traditional IRA to a Roth IRA is a taxable event. You pay 
ordinary income tax on the converted amount. And federal tax rates are now 
near historic lows, thanks to the Tax Cuts and Jobs Act, and they are scheduled 
to stay there through 2025.3

The SECURE Act ruled that a non-spouse beneficiary of an IRA must completely 
withdraw that inherited IRA balance within 10 years rather than over the 
beneficiary’s lifetime (the previous guideline). The distribution can be taken 
as a lump sum or in payments over the 10 years. There is no set guideline 
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other than it must be empty in 10 years.

The rules are similar for a non-spousal beneficiary of a Roth IRA. The new owner must deplete the inherited IRA 
in 10 years. However, there may not be any federal income taxes on the withdrawn amounts, assuming I.R.S. rules 
have been respected.3 

A Roth conversion may be appealing purely from an income tax perspective. Taxable incomes have declined 
for many households due to recent economic slowdown, resulting from the COVID-19 pandemic in 2020, and it 
might put some traditional IRA owners in lower tax brackets this year. Add in the fact that federal income tax rates 
are low, to begin with, and 2020 could be a good time to go Roth.3

Remember that any Roth IRA conversion is a taxable event, and these conversions can no longer be undone.  Also, 
keep in mind that tax rules change from year to year, and future tax changes may affect IRAs.

Sources:

1. TheStreet, May 13, 2020

2. NerdWallet, July 31, 2020

3. Bankrate, July 21, 2020

 

RETURNS (AS OF 8/31/20)

ASSET CLASS INDEX 4 WEEK YTD 1 YEAR 3 YEAR
US Large Cap S&P 500 TR 7.01% 8.34% 19.61% 12.30%

US Large Cap Dow Jones TR 7.57% -0.38% 7.68 % 9.01%

US Small Cap Russell 2000 TR 5.50% -6.39% 4.48% 3.58%

International MSCI EAFE NR USD 4.93% -6.23% 3.66% -0.36%

Taxable Bonds Barclays US Agg Bond TR -0.81% 6.85% 6.47% 5.09%
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WHY REGULAR REBALANCING MAKES SENSE 

Your investment portfolio may be off-kilter, and you may not even know it.

Everyone loves a winner. If an investment is successful, most people naturally want to stick with it. But is that 
the best approach?

It may sound counterintuitive, but it may be possible to have too much of a good thing. Over time, the performance 
of different investments can shift a portfolio’s intent – and its risk profile. It’s a phenomenon sometimes referred to as 
“risk creep,” and it happens when a portfolio has its risk profile shift over time.

When deciding how to allocate investments, many start by taking into account their time horizon, risk tolerance, and 
specific goals. Next, individual investments are selected that pursue the overall objective. If all the investments selected 
had the same return, that balance – that allocation – would remain steady for a period of time. But if the investments 
have varying returns, over time, the portfolio may bear little resemblance to its original allocation.

Rebalancing is the process of restoring a portfolio to its original risk profile. Remember, asset allocation is an approach 
to help manage investment risk. Asset allocation does not guarantee against investment loss.

There are two ways to rebalance a portfolio.

The first is to use new money. When adding money to a portfolio, allocate these new funds to those assets or asset 
classes that have fallen. For example, if bonds have fallen from 40% of a portfolio to 30%, consider purchasing enough 
bonds to return them to their original 40% allocation. Diversification is an investment principle designed to manage 
risk. However, diversification does not guarantee against a loss.

The second way of rebalancing is to sell enough of the “winners” to buy more underperforming assets. Ironically, 
this type of rebalancing actually forces you to buy low and sell high. 

Keep in mind, however, that the information in this material is not intended as tax advice, and may not be used for the 
purpose of avoiding any federal tax penalties. Please consult your tax professional before rebalancing. The process 
may result in a taxable event.

Periodically rebalancing your portfolio to match your desired risk tolerance is a sound practice regardless of the market 
conditions. One approach is to set a specific time each year to schedule an appointment to review your portfolio and 
determine if adjustments are appropriate.
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WHY MEDICARE SHOULD BE PART OF YOUR RETIREMENT STRATEGY 

The premiums and coverages vary, and you must realize the differences.

Medicare takes a little time to understand. As you approach age 65, familiarize yourself with its coverage options, 
costs, and limitations.

Certain features of Medicare can affect health care costs and coverage. Some retirees may do okay with original 
Medicare (Parts A and B), others might find it lacking and decide to supplement original Medicare with Part C, Part 
D, or Medigap coverage. In some cases, that may mean paying more for health care than you initially figured.

How much do Medicare Part A and Part B cost, and what do they cover? Part A is usually provided with no 
charge; Part B is not. Part A is hospital insurance and covers up to 100 days of hospital care, home health care, nursing 
home care, and hospice care. Part B covers doctor visits, outpatient procedures, and lab work. You pay for Part B 
with monthly premiums, and your Part B premium is based on your income.1

It’s best to prepare for the copays and deductibles linked to original Medicare. In addition, original Medicare does 
not cover dental, vision, or hearing care, nor prescription medicines or health care services outside the U.S. It pays 
for no more than 100 consecutive days of skilled nursing home care. These out-of-pocket costs may lead you to look 
for supplemental Medicare coverage as a way of paying or extended care.1

Medigap policies help Medicare recipients with some of these copays and deductibles. Sold by private 
companies, these health care policies can pay a share of certain out-of-pocket medical costs (i.e., costs greater than 
what original Medicare covers for you). You must have original Medicare coverage in place to purchase one. The 
Medigap policies being sold today do not offer prescription drug coverage.2 

Part D plans cover some (but certainly, not all) prescription drug expenses. Monthly premiums are averaging 
$32.74 this year for these standalone plans, which are offered by private insurers. Part D plans currently have yearly 
deductibles of less than $500.3,4

Creating a Medicare strategy is integral to your retirement preparation. Should you try original Medicare for a 
while? Should you enroll in a Part C HMO with the goal of managing your overall out-of-pocket health care expenses? 
There is also the matter of eldercare and the potential need for interim coverage if you retire prior to 65. Discuss 
your concerns about Medicare in your next conversation with your financial professional.

Citations:

1. Medicare.gov, August 13, 2020

2. Medicare.gov, August 13, 2020

3. CNBC.com, August 6, 2020

4. Medicare.gov, August 13, 2020
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