
Embracing Market Volatility: Planning with a Roth IRA 

As a financial planner, I am happy to see volatility in the equity markets. The recent correction is a 
healthy reminder for investors that markets do go up AND they in fact go down. When markets fall it 
gives me an opportunity to talk with clients again about why they are investing in the first place, what 
desired outcomes we are trying to achieve and to discuss the planning opportunities that arise after a 
drop in the price of securities they own in their portfolio. 

One of the great planning tools that benefit from market corrections is the Roth IRA, a retirement 
arrangement that provides the potential for tax free income in the future. Properly using a Roth IRA can 
be a powerful solution in the right situation. There are two tactics to consider using the Roth IRA when 
the markets have seen a correction: 

1. Converting assets from a Traditional IRA to a Roth IRA 
2. Recharacterizing a previous conversion 

Roth IRA Conversions 

It is important to understand that converting assets from a Traditional IRA to a Roth IRA is not always in 
your best interest. Tax planners generally try to avoid paying taxes today that you can defer until later, 
assuming your income will be lower after you retire. When you convert existing Traditional IRA assets to 
a Roth IRA, you will be paying taxes on the amount converted, at ordinary income rates. With equity 
prices trading at a discount to recent highs, you can reduce your tax liability by converting assets at 
lower prices. To benefit from fast-forwarding the tax payments, you must base the decision on your 
specific situation considering the pros and cons that apply to your unique facts.     

You might be a good candidate for a Roth IRA Conversion if you: 

• Will be in the same or higher tax bracket in retirement. I see this with clients that have a 
retirement pension, often public employees or skilled tradesman. 

• Have a long time horizon and can allow the assets in the Roth IRA to grow tax free for many 
years (decades). It is not just for young investors. Retirees who have a family history of longevity 
might have 30+ years of retirement.  

• Do not need to use the money and want to leave an income-tax-free Roth IRA to your heirs for 
gift and estate planning purposes, especially if you think tax rates will be higher in the future. 

• Can pay the income tax from sources outside your IRA, such as savings or a regular brokerage 
account.   

 

Roth IRA Recharacterizations 

You might have already converted assets to a Roth IRA. If you converted assets after June of 2014, it is 
likely that your Roth IRA account is now valued less than it was at the time of the conversion. You are 
probably looking at your account statement with second thoughts about the tax bill. Recharacterization 
is a tactic that provides a do-over, a magic eraser of sorts that allows you to reverse a portion or all of 
the conversion. Again, this decision must be based on your personal situation. How much difference in 
tax liability must there be before you take the time and energy to complete the forms and transfer the 
money back to the traditional IRA? I have seen recharacterizations that only saved a few dollars, while 



other clients have stayed the course in light of thousands of dollars in tax savings. If your tax savings is 
enough for you to consider a recharacterization, here are a few things to know: 

• The deadline to complete a recharacterization is October 15 of the year following the 
conversion. For conversions that you completed in calendar year 2014, you have until October 
15 this year to complete your mulligan.  

• Your recharacterization is calculated in dollars, not in shares. The amount that actually goes 
back to the Traditional IRA is the amount of the recharacterization plus/minus the gain or loss. 

• Recharacterized funds are treated as if they never left the IRA. There is no tax on the gain or 
deduction for any loss that occurred in the Roth IRA. 

• If a tax return has already been filed, an amended return must be done to get a refund on the 
taxes paid on the value of the conversion. You have up to three years to file an amended return. 

• If you are subject to Required Minimum Distributions, the recharacterized amount must be 
added to your previous year-end IRA balance to calculate the RMD you should have taken. 

•  If you want to use the same asset for a new conversion, you have to wait 30 days or until the 
year following the original conversion, whichever comes later. For assets converted in 2014 and 
Recharacterized on October 15, 2015, you need to wait until December 16 to convert the same 
asset again.  

As with all things in the IRS code, there are more complexities than I can include here. If you are 
considering a conversion or a recharacterization, please consult with your advisor or a qualified tax 
professional for specific guidance on your situation.  

Important Disclosures 
·         Past performance or behavior of any index or other financial or governmental indicator is not 
necessarily indicative of future returns.    This information is provided for general information only, and is 
not intended as personalized investment advice. This presentation is not intended to be any form of 
financial planning, investment, tax or legal advice. There is no substitute for individualized investment 
advice, and no conclusions should be drawn from this information. All readers should contact their 
professional investment, legal and tax advisors before entering into any investment or investment 
agreement. 
·         Some information in this presentation is gleaned from third party sources, and while believed to be 
reliable, is not independently verified. 
·         Conclusions drawn and hypotheticals presented herein are not intended to represent any particular 
person or persons, or to communicate an example of an appropriate course of action for any person or 
persons. 
·         Any conclusions presented or hypothetical presented are based upon facts derived from publicly 
available information, and are also based on certain assumptions, including that there are no additional 
changes to current law, and that demographic information regarding retirement accounts also remains 
unchanged. Further, hypothetical scenarios presented are solely presented for the purposes of 
demonstrating available retirement options, and do not include any information, analysis, or conclusions 
regarding other areas of an individual’s financial future. 
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