
Many taxpayers search for ways to put their deficits to a positive use if investment losses are high. 
Below you will find a few strategies that you might wish to consider.

Roth conversion 
One concept that is gaining popularity is taking advantage of current IRA losses by converting to a 
Roth IRA. Through a conversion investors may achieve a long-term investment advantage. Converting 
your existing Traditional IRA allows you to reposition your current tax-deferred Traditional IRA to a 
potentially tax-free Roth IRA.

You may also convert any eligible rollover distributions from an employer sponsored retirement plan 
balance to a Roth IRA. The conversions can be made through a direct rollover from the plan to the 
Roth IRA, or an amount can be distributed from the plan and rolled over to the Roth IRA within 60 
days. Remember all taxpayers are able to convert to a Roth IRA regardless of their MAGI or tax filing 
status. This strategy might be even more beneficial if there are after-tax amounts in the plan because a 
Roth conversion of after-tax amounts will not be income taxable. The process is simple, but remember 
that all retirement balances converted, except any after-tax contributions, will be taxed as ordinary 
income. Due to the lower balance in your IRA, the tax bill may be far less than it might be if you 
enjoy a period of positive market returns.

Roth IRA distributions 
Roth IRAs have two types of distributions, qualified and non-qualified distributions.

•  Qualified distributions are tax-free and penalty-free. Distributions are qualified if the account has 
been open for at least five years and the owner has attained age 59½, or as a result of death, 
disability, or a first-time homebuyer exception.

For non-qualified distributions the ordering rules below apply.

•  Annual Roth IRA contributions are the first amounts distributed from the Roth IRA at any time. 
Distributions of annual contributions are always tax-free and penalty-free, at any time.

•  Second amounts distributed from a Roth IRA, after all annual Roth contributions are depleted, 
are converted funds. Roth IRA distributions representing converted amounts are not subject to 
taxation, since taxes were paid at conversion. Once assets are converted to a Roth IRA, 
distributions of those converted amounts, prior to the expiration of a five-year holding period 
(beginning with the year of conversion) or age 59½, whichever comes first, are subject to a 10% 
penalty, unless an exception applies.

•  Roth IRA earnings are the last amounts distributed. Any distribution of earnings is tax-free and 
penalty-free after five years and age 59½, death, disability, or for a first-time homebuyer. Earnings, 
if they are taken earlier, are subject to ordinary income tax and the 10% penalty, unless an 
exception applies.

•  Exceptions to the 10% penalty include death, disability, substantially equal periodic payments (SEPP), 
eligible medical expenses, certain unemployed individual’s health insurance premiums, limited 
“first-time” homebuyer, higher education expenses, Roth conversion, qualified reservist, or IRS levy.
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Recharacterize your Roth IRA
Recharacterization is another option available for investors who recently 
converted to a Roth IRA. If you are facing a hefty tax bill on your 
conversion, but have seen your account balance take a dip in recent 
months, you don’t necessarily have to be stuck with that high tax bill.

You have until your tax filing deadline plus automatic extensions, 
typically October 15th, to recharacterize your Roth IRA back to a 
Traditional IRA, erasing the taxes associated with the conversion. 

Remember you don’t need to rush to recharacterize. If you file  
your return and then decide to recharacterize, you can still file an  
amended return by the extension deadline. Once you complete the 
recharacterization, you can take the same account and reconvert to a 
Roth IRA, at a later date. Remember you generally owe taxes in the year 
of the conversion and you can only convert once during a calendar year, 
so you may want to wait to see if the market improves. Reconversion is 
permitted the later of 30 days after the recharacterization or January 1 of 
the year following the year of conversion.

These strategies may be the answer to some of your IRA concerns. If you 
have questions, please contact financial professional from our firm. We 
are happy to work with you and your tax advisor to determine if any of 
these strategies can benefit you and your family.

Our firm does not render legal, accounting, or tax advice. Please consult your 
tax or legal advisors before taking any action that may have tax or legal 
consequences. This document was not intended or written to be used, and it 
cannot be used, for the purpose of avoiding tax penalties that may be 
imposed on the tax payer.

•  All of your Roth IRAs are aggregated when applying the distribution 
ordering rules.

•  You and your spouse beneficiary do not have to take Required 
Minimum Distributions (RMDs) from a Roth during your lifetimes. 
However, your non-spouse beneficiary generally must begin RMDs 
starting in the year following your year of death.

Please contact your financial professional with our firm to learn more 
about Roth IRA conversions. Of course, you should consult your own 
tax advisor on your personal tax situation.

Losses within your Roth IRA 
Here’s another strategy that you might wish to consider.

Investors who already have Roth IRAs can consider taking a loss on their 
accounts. Roth IRAs do have a cost basis because they are funded with 
after-tax dollars. Losses can be claimed if all of your Roth IRAs are 
completely distributed.

Here is a hypothetical example: Joe Smith converted to a Roth IRA two 
years ago. His $30,000 retirement plan has now fallen to only $20,000. 
Joe empties his Roth and ends up with $20,000 in cash along with a 
$10,000 tax loss. Joe is only 45 years old and the Roth IRA conversion 
was only in effect for 2 years, so he’ll owe a 10% penalty on the 
distribution that closes the account. If Joe had held the account for at 
least five years, he would have avoided the 10% penalty. Depending on 
your situation this could still be a worthwhile exercise.

When thinking through a strategy for losses in your Roth IRA, 
remember that any loss taken will not be a capital loss and cannot be 
used to offset gains, nor can it be carried over to future years. Rather, 
this Roth IRA loss is considered a miscellaneous itemized deduction that 
goes on Schedule-A of Form 1040. The loss counts only if the total 
amount of these deductions exceeds 2% of the investor’s MAGI. 
Remember, too, that Roth IRA owners must empty all of their Roth 
IRAs to qualify for this deduction.

The rules on IRA losses are explained in IRS Publication 590 but are 
very complicated, and a tax advisor should be consulted before acting on 
this strategy.

Please Note: This material has been prepared for informational purposes only and is not a solicitation or an offer to buy any security or instrument or to participate in any trading strategy. The accuracy and completeness of this 
information is not guaranteed and is subject to change. It is based on current tax information and legislation as of June 2012. Since each investor’s situation is unique, you need to review your specific investment objectives, risk 
tolerance, and liquidity needs with your financial professional(s) before a suitable investment strategy can be selected. Also, since our firm does not provide tax or legal advice, investors need to consult with their own tax and legal 
advisors before taking any action that may have tax or legal consequences. 
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