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Basics of Roth IRA Conversion

, Things to Consider. ..

A conversion is a penalty-free taxable Additionally, the taxpayer cannot file a married
transfer of amounts from a traditional IRA filing separately return. The Tax Increase
to a Roth IRA. You can convert part or all Prevention and Reconciliation Act of 2005
of the money in your regular IRA to a Roth (TIPRA) created an opportunity for many
IRA. When you convert your traditional taxpayers; this opportunity is the ability to
IRA to a Roth IRA, you will pay income tax convert a tax deferred Traditional IRA into a
on the amount converted. Before 2010 a tax-free* Roth IRA starting in 2010 regardless
taxpayer is only eligible to convert a of income. Also, filing status restrictions are
Traditional IRA to a Roth IRA, if he or she also lifted, allowing married taxpayers filing a
has a modified adjusted gross income separate return to convert a Traditional IRA to
(MAGI) that doesn’t exceed $100,000. a Roth IRA.

In addition to a Traditional IRA, you may be\ ~ble to convert the
following into a Roth IRA:

Provide your clients with a

L quick update on the new tax
u 403(b) plan distribution u SEP IRA laws governing conversions

into a Roth IRA and the
The (TIPRA) legislation also creates a window of opportunity to ta|  significant benefits of
of taxes on the conversion. Before 2010, assets converted to a Rc  converting in 2010.
federal income tax in the year of conversion. Penalty taxes may alsc
money to pay taxes. The new rule will allow investors who convert in 2
recognition of income equally in 2011 and 2012.

= Qualified plan distribution =  Simple IRA

Another interesting option is a re-characterization which allows someone to "un-do" a Roth
conversion. It essentially makes the situation the same as if a conversion never took place;
no taxes are due and the account is still treated as a Traditional IRA. There are rules and
time-limits regarding re-characterization and an advisor should be consulted.

* Restrictions, penalties and taxes may apply. Unless certain criteria is met, Roth IRA owners must be 59 % or older and have held
the IRA for 5 years before tax-free withdrawals are permitted.

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only.
Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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Reasons to Convert to a Roth IRA

% Roth IRA Benefits

Roth IRAs offer a unique and exciting retirement savings opportunity.

Review the many

With a Roth IRA: benefits of a Roth IRA
and discuss why a
= Contributions are allowed at any age Roth Conversion
= Qualified distributions are tax-free maybe th(—?‘ right choice
= No Required Minimum Distributions (RMD) N for your client.

The benefits of a Roth conversion are significant
all investors. Here are a few reasons a Roth ¢

.1 considering, but may not apply to
.un may be right for you.

Looking to diversify your tax exposure? By converting to a Roth IRA, and paying any
conversion tax from other personal assets, you are shifting more of your assets into tax-
favored status.

Was your income too high to participate in a Roth IRA before the TIPRA changes?
Many higher income taxpayers are currently ineligible to contribute to Roth IRA’s. The TIPRA
legislation gives many of these same individuals access to the unique benefits of a Roth IRA
starting in 2010.

Do you think taxes will rise in the future? Many taxpayers believe tax rates will only go up
in the future. Converting to a Roth IRA, will allow you to pay taxes now, and your withdrawals
in retirement would be exempt from taxes, even if income tax rates were to rise in the future.

Do you want to maximize the wealth transfer to your children? Roth IRAs may be a more
attractive vehicle than a Traditional IRA. Traditional IRAs require you to take a minimum
withdrawal (and pay tax on it) from the IRA once you reach the age of 70 %2, even if you don't
need the money. Roth IRAs do not have these required withdrawals, allowing you to keep
these savings invested tax-free and available to pass to your children, although your
beneficiaries must take minimum distributions after your death. Your heirs will also receive
tax-free withdrawals from the inherited Roth IRA compared to an inherited Traditional IRA.

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only.
Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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Roth Conversion Decision Tree

© Convert Traditional IRA to Roth IRA

Use the decision tree to determine whether or not converting your traditional IRA to a Roth
IRA may be right for you.

Walk your clients through
the key points to consider
when deciding to convert.

p— _ T T—

i N Open the door to learn
na-ﬁ uﬂs ?ib ‘C:?l(Ebe Tm more about your client’s

you NNk you wi mn g o .

rticular si ion.
same or higher tax bracket particular situatio

__ when you retire?

—— R Converting to a

sense if the conversion tax rate is greater
than future tax rates. However, an analysis
still may be necessary because if taxes are
paid from other assets it still may be
beneficial to convert.

—_—

TIME HORIZON
Do you expect to start
making withdrawals after

§ or more years? ;

— —

o If your time horizon is not sufficiently long
enough, the tax-free earnings of a Roth IRA
may not have time to grow in order to offset
the taxes paid at the time of conversion.
Penalty taxes may also apply if
withdrawals occur too scon.

=
If you cannot pay the taxes incurmred from

a conversion using other sources, then
converting toa Roth IRA may not make sense.

If you pay the taxes from the IRA, you
will lose the patential advantage of tax-free
growth on the amount paid in taxes

on the conversion? and for those under 5312 you will

likely incur a penalty.
—_—

e — —

<

f TAX PAYMENT

_"( Do you have enough money out

. of pocket to pay the faxes due |
e

\\‘

-

A conversion to a Roth IRA
may make sense for you.

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only.
Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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Assumptions and Results

The following assumptions will be used to determine the potential benefit of Convenmmgam—"

Traditional IRA to a Roth IRA.

Easily customize your
presentation by entering
assumptions regarding your
client’s current situation. In
the system, a recalculate
button exists for you to easily
illustrate different scenarios.

Date of Birth:

Retirement Age:
Withdrawals Start At Age:
Value of IRA(S):

Amount that is Non-Taxable:

Percent Taxable at Conversion:

1/1/1960 Growth Rate: 8.00%
65 Inflation / Present Value Rate: 3.52%
71 Pre-Retirement Tax Rate: 25.0%
$500,000 Post-Retirement Tax Rate: 25.0%
$0 Pay Taxes from Outside Funds?: Yes
100.0% Use 2010 Tax Deferral?: Yes

Amount To Convert: $500,000

=
Amounts accumulated at age 71

No Conversion
(Traditional IRA)

Roth Conversion
(Taxes from Outside Funds )

Before Tax

$3,060,630

$2,718,271

After Tax

$2,426,969

$2,718,271

Estimated annual income that could be generated

No Conversion
(Traditional IRA)

Roth Conversion
(Taxes from Outside Funds )

Before Tax $456,124 $405,103
Income for
10 Years at After Tax $361,690 $405,103
age 71
Today's Dollars $168,967 $189,248
Before Tax $271,868 $241,457
Income for
30 Years at After Tax $215,581 $241,457
age 71
Today's Dollars $100,711 $112,799
\ _J

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only.
Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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IRA Values Summary

& Future Value Comparison

The graph below compares the future after tax value of a Traditional IRA versus a Roth IRA
through age 71.

AFTER TAX BALANCE

$2,800,000
$2,400,000
$2,000,000 "
$1,600,000 e _—
$1,200,000 ———
$800,000 —— Based on the assumptions
—— entered on the previous
$400,000 page, show your client the
$0 future after-tax values of
50 55 60 their money invested in their
Traditional IRA compared to
a new Roth IRA.
— Traditional IRA Roth IRA (Taxes fro
IRA Value After Total at Total at Start of
Conversion Retirement Withdrawals
(After Tax*) (After Tax*)
No Conversion $500,000| $1,559,340t $2,426,969t
(Traditional IRA)
Roth Conversion $500,000|  $1,712,972 $2,718,271
(Taxes from Outside Funds )

* The potential for 10% early withdrawal penalties is not taken into account within the above calculations. Please consult your
financial planner or tax advisor about any potential tax ramifications of taking withdrawals too early.

T Includes additional taxable funds to compensate for the money that was not lost to taxes under the No Conversion scenario. The
taxable funds also includes deposits of any after-tax required minimum distributions when applicable. The growth on this account is
taxed each year.

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only.
Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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IRA Income - Future Dollars

& Level Income Comparison

Income is effectively generated from an IRA by making regular withdrawals over a period of
time. The charts below show the estimated after tax income that can be generated starting at
age 71. IRA balances not withdrawn in a given year are projected to grow at 8.00%, and
withdrawals from the Traditional IRA are subject to an annual tax rate of 25.0%.

INCOME FOR 10 YEARS

Income is assumed to be level for all years,
and is shown in future dollars. Below are
the projected account values at age 71.

No Conversion
(Traditional IRA)

$3,060,630

Pre-tax, generates taxable withdrawals

Income (Future $)

0 100 200 300 400
Dollars ($1000's)

Roth Conversion
(Taxes from Outside Funds )

. Conversion - Taxes from Outside Funds $2,718,271
. Traditional IRA Tax-free, generates tax-free withdrawals

INCOME FOR 30 YEARS

Easily show the difference
in income that can be
generated from your client’s
Traditional IRA vs. a new

0 100 200 300 400 Roth IRA in future dollars.

Dollars ($1000's)

Income (Future $)

© conversion - Taxes from Outside Funds
‘ Traditional IRA

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only.
Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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IRA Income - Today's Dollars

& Level Income Comparison

Income is effectively generated from an IRA by making regular withdrawals over a period of
time. The charts below show the estimated after tax income that can be generated starting at
age 71. IRA balances not withdrawn in a given year are projected to grow at 8.00%, and
withdrawals from the Traditional IRA are subject to an annual tax rate of 25.0%. Calculation
of today's dollars assumes a 3.52% inflation rate.

INCOME FOR 10 YEARS

Income is assumed to be level for all years,
and is shown in today's dollars. Below are
the projected account values at age 71.

No Conversion
(Traditional IRA)

$1,429,806
0 40 80 120 160 200 Pre-tax, generates taxable withdrawals

Dollars ($1000's)

Income (Today's $)

Roth Conversion
(Taxes from Outside Funds)

@ conversion - Taxes from Outside Funds $1,269,869
- Tax-free, generates tax-free withdrawals
. Traditional IRA

INCOME FOR 30 YEARS

Easily show the difference
in income that can be
generated from the client’s
Traditional IRA vs. a new
Roth IRA in today’s dollars.

Income (Today's $)

0 40 80 120 160
Dollars ($1000's)

. Conversion - Taxes from Outside Funds
. Traditional IRA

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the
advisor/representative, and are not guaranteed. Actual results will vary, perhaps to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only.
Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/ representative. Deduction of such charges
would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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Conversion Detalls

The following shows the yearly values for a Traditional IRA and the outside funds needed to pay taxes at conversion, versus a Roth
conversion where those outside funds are used to pay the conversion taxes.

Traditional IRA Roth Conversion

BOY IRA EOY IRA  Side Fund BOY Roth EOY Roth

Year Age Balance Growth RMD Balance  Contribst  Side Fundt Total Balance Growth Balance
2010 —&0l  $500,000  $40,000 $0 $540,000 $0 $0 $540,000 $500,000  $40,000 $540,000
2011 gf \ €43 200 $0 $583,200 $62,500 $62,500 $645,700 $540,000 $43,200 $583,200
2012 52 $58”2 2500 $128,750 $758,606 $583,200 $46,656 $629,856
2013 53 $ ] ) . $136,475 $816,719 $629,856  $50,388 $680,244
2014 54| ¢ Provideyour clientwith a year by year ! $144,663  $879,327 | $680,244  $54,420  $734,664
2015 55| ¢ Ccomparative snapshot of the growth of $153,343  $946,780 | $734,664  $58,773  $793,437
2016 56 $ their Tfratdltlotnal (RA iy S(dete funds to $162,543  $1,019,455 $793,437  $63,475 $856,912
2017 57 $ (I:Q?)\;ﬁrl I?LJAu;er]da;Z;i’n(;OPgre)a'[.;?(esoa? new $172,295 $1,097,760 $856,912 $68,553 $925,465
2018 58 $ conversion. , $182,633  $1,182,135 $925,465  $74,037 $999,502
2019 59 $L $193,591  $1,273,053 $999,502 $79,960 $1,079,462
2020 60 $1,07w 0 $205,206  $1,371,025| $1,079,462  $86,357 $1,165,819
2021 61| $1,165,819  $93,266 $0  $1,259,085 $0 $217,518 $1,476,603 | $1,165,819  $93,266 $1,259,085
2022 62| $1,259,085 $100,727 $0 $1,359,812 $0 $230,569 $1,590,381 | $1,259,085 $100,727 $1,359,812
2023 63| $1,359,812 $108,785 $0  $1,468,597 $0 $244,403  $1,713,000 | $1,359,812 $108,785 $1,468,597
2024 64| $1,468,597 $117,488 $0  $1,586,085 $0 $259,067 $1,845,152 | $1,468,597 $117,488 $1,586,085
2025 65| $1,586,085 $126,887 $0 $1,712,972 $0 $274,611 $1,987,583 | $1,586,085 $126,887 $1,712,972
2026 66| $1,712,972 $137,038 $0  $1,850,010 $0 $291,088  $2,141,098 | $1,712,972 $137,038 $1,850,010
2027 67| $1,850,010 $148,001 $0 $1,998,011 $0 $308,553 $2,306,564 | $1,850,010 $148,001 $1,998,011
2028 68| $1,998,011 $159,841 $0  $2,157,852 $0 $327,066  $2,484,918 | $1,998,011 $159,841 $2,157,852
2029 69| $2,157,852 $172,628 $0  $2,330,480 $0 $346,690 $2,677,170 | $2,157,852 $172,628  $2,330,480
2030 70| $2,330,480 $186,438 $85,054 $2,431,864 $85,054 $431,282 $2,863,146 | $2,330,480 $186,438 $2,516,918
2031 71| $2,431,864 $194,549 $91,768 $2,534,645 $91,768 $525,985 $3,060,630 | $2,516,918 $201,353 $2,718,271
After Tax* $1,900,984 $525,985  $2,426,969 $2,718,271

* The after-tax value of the account(s) if fully liquidated in the last year.

T Includes additional taxable funds to compensate for the money that was not lost to taxes under the No Conversion scenario. The taxable funds also includes deposits of any after-tax required
minimum distributions when applicable. The growth on this account is taxed each year.

This analysis must be reviewed in conjunction with the limitations and conditions disclosed in the Disclaimer page. Projections are based on assumptions provided by the advisor/representative, and are not guaranteed. Actual results will vary, perhaps
to a significant degree. The projected reports are hypothetical in nature and for illustrative purposes only. Return assumptions do not reflect the deduction of any commissions. They will reflect any fees or product charges when entered by the advisor/
representative. Deduction of such charges would result in a lower rate of return. Consult your legal and/or tax advisor before implementing any tax or legal strategies.
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