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As investors, we not only are trying to capture returns, but we’re also trying to
maximize what we keep after paying taxes. After all, taxes are one of the largest
drags on an investor’s true return. That is why financial advisors often prefer working
on client retirement plans that involve Roth IRAs.
Roth IRAs allow you to pay taxes on money going into your account, making all
future withdrawals and investment returns completely tax-free, as long as a few
requirements are met. This is a way to hedge against the possibility of higher tax
rates in the future.
They can also help you benefit from asset location – where you strategically invest different types of assets in various
vehicles to adapt to the nuances of the tax code.
At the time of writing this, Roth IRAs are also not subject to required minimum distributions at age 70 ½ unlike traditional,
pre-tax IRAs.
These are just a few of the reasons to select a Roth IRA, but as you can see, they all center around improved financial
flexibility and greater lifetime tax savings.
So how do you contribute to a Roth IRA? There are two common ways.
First, you can make annual contributions. For 2017, you’re generally allowed to contribute up to $5,500 per year, plus an
additional $1,000 if you’re age 50 or older. However, there are income limits that prevent higher earners from making these
contributions.
The other common way is to convert pre-tax dollars from an existing IRA or employer retirement plan into a Roth IRA.
Fortunately, there are no longer income limits that prevent conversions.
However, it’s important to note that any Roth IRA conversion will likely create a higher tax bill for you in the year of the
conversion. For this reason, it often makes sense to convert as part of a holistic tax planning strategy to ensure that, although
you are paying more taxes upfront, it will result in a more efficient retirement income strategy in the future.
Many folks, even many of our clients, prefer to wait until the end of the year to convert. However, there are several reasons to
consider converting to a Roth IRA earlier in the year.
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First, if we look at broad market returns over the years, there have been far more years in which markets have risen in value
than years where they have declined. Take a look at the chart below showing the distribution of U.S. market returns. If you’re
doing conversions regularly over a number of years, the odds would seem to be in your favor to get money into a Roth IRA
as soon as possible to capture more tax-free growth.

Source: DFA Returns

Second, it’s very difficult to determine exactly how much to convert to a Roth IRA in any given year. Our lives (and the tax
code) have many moving parts. We often won’t know our exact tax situation until after the year has ended. This would seem
to conflict with the rule that requires a Roth IRA conversion be completed by Dec. 31 to be factored into that tax year’s
situation!
Fortunately, there are rules that allow you to essentially undo all or a portion of what you’ve converted through what is called
a recharacterization. So if you’re worried you converted too much into your Roth IRA, pushing you into a higher tax bracket,
you can recharacterize a precise amount in the following tax year (typically this needs to be done by Oct. 15).
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Finally, you might worry about what happens if you make a Roth IRA conversion early in the year and your investment value
declines over the next year or so. In that case, you could still consider doing the recharacterization mentioned above. There
are some rules and nuances to consider in this scenario, but the ability to recharacterize mitigates both the market and tax
risk.
Now for those of you who don’t already have a Roth IRA, you might consider opening one as soon as possible. To avoid
being taxed on Roth IRA distributions, one of the requirements is that five years have passed from the first year a
contribution was made to the account before taking the distribution. So even if you can’t meaningfully fund a Roth IRA now,
it is still beneficial to open one and fund it with a small contribution or conversion from an existing IRA. That will at least get
the five-year clock started.
If you’re married, opening new Roth IRA accounts for both spouses often makes sense.
The bottom line is if, after consulting your financial advisor, it’s determined that utilizing a Roth IRA is a good strategy, you
should consider executing on that soon. The current rules offer ways to minimize your downside risk. We also like the
potential upside and flexibility that come with having Roth IRAs as a part of your portfolio.
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What is a Roth IRA? http://www.rothira.com/what-is-a-roth-ira
Roth IRA withdrawal rules: http://www.rothira.com/roth-ira-withdrawal-rules
Asset location: The new wealth management value-add for optimal portfolio design: https://www.kitces.com/blog/asset-location-the-newwealth-management-value-add-for-optimal-portfolio-design/
4. Retirement plan and IRA required minimum distributions FAQs: https://www.irs.gov/retirement-plans/retirement-plans-faqs-regardingrequired-minimum-distributions
5. IRA contribution limits: https://www.trustetc.com/resources/investor-awareness/contribution-limits
6. 2017 Roth IRA limits announced: http://www.rothira.com/2017-roth-ira-limits-announced
7. Roth IRA conversion rules: http://www.rothira.com/roth-ira-conversion-rules
8. Plan for taxes due on a Roth IRA conversion: http://www.bankrate.com/finance/taxes/plan-for-taxes-due-on-a-roth-ira-conversion-1.aspx
9. Roth conversion limits, deadlines, and rules: https://newdirectionira.com/ira-info/roth-conversion
10. IRA FAQs – Recharacterizations of Roth rollovers and conversions https://www.irs.gov/retirement-plans/retirement-plans-faqs-regarding-irasrecharacterization-of-roth-rollovers-and-conversions
11. Splitting a Roth conversion in multiple accounts to isolate investments for strategic recharacterization: https://www.kitces.com/blog/splitting-aroth-conversion-into-multiple-accounts-to-isolate-investments-for-strategic-recharacterization/
12. The five year rule with Roth IRA withdrawals: http://www.rothira.com/blog/the-five-year-rule-with-roth-ira-withdrawals

This article contains general information that is not suitable for everyone. The information contained herein should not be construed as personalized
investment advice. Past performance is no guarantee of future results. There is no guarantee that the views and opinions expressed in this newsletter
will come to pass. Investing in the stock market involves gains and losses and may not be suitable for all investors. Information presented herein is
subject to change without notice and should not be considered as a solicitation to buy or sell any security.
Exencial Wealth Advisors, LLC (“EWA”) is an SEC registered investment adviser with its principal place of business in the State of Oklahoma. EWA and
its representatives are in compliance with the current registration and notice filing requirements imposed upon registered investment advisers by those
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states in which EWA maintains clients. EWA may only transact business in those states in which it is registered, notice filed, or qualifies for an
exemption or exclusion from registration or notice filing requirements. This brochure is limited to the dissemination of general information pertaining to its
investment advisory services. Any subsequent, direct communication by EWA with a prospective client shall be conducted by a representative that is
either registered or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining
to the registration status of EWA, please contact EWA or refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov).
For additional information about EWA, including fees and services, send for our disclosure statement as set forth on Form ADV from EWA using the
contact information herein. Please read the disclosure statement carefully before you invest or send money.
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