A COMPREHENSIVE
GUIDETOROTH
CONVERSIONS

Learn about Roth conversions and their benefits,
including tax-free growth & estate planning. Discover
potential drawbacks and practical strategies, like using
annuities to reduce tax liabilities.




WHAT IS AROTH CONVERSION?

A Roth conversion is when you move money from a traditional IRA (or eligible employer-sponsored retirement plan like a 401(k))
to a Roth IRA. You'll pay income tax on the amount converted in the year you do the conversion. However, the money you
convert grows tax-deferred within the Roth IRA, and you can withdraw it tax-free in retirement.

Key Advantages of Roth Conversions:

Tax-Free Growth and Withdrawals: The biggest advantage is the potential for tax-free growth and withdrawals in retirement. This
can be especially beneficial if you expect to be in a higher tax bracket in retirement.

Estate Planning: Roth IRAs can be a valuable estate planning tool, as the beneficiaries can inherit the account and continue to
benefit from tax-free growth.

Flexibility: You have more flexibility with Roth IRAs than traditional IRAs. You can withdraw contributions at any time without
penalty, and you may be able to withdraw earnings penalty-free under certain circumstances.

When a Roth Conversion Might Make Sense:

You're in aLower Tax Bracket Now: If you expect to be in a higher tax bracket in retirement, converting now while you're in a lower
bracket can save you money on taxes.

You Want Tax-Free Retirement Income: If you prioritize tax-free income in retirement, Roth conversions can be a great way to
achieve that goal.

You Have a Long-Term Investment Horizon: Roth conversions work best for long-term investors, as the tax benefits become
more significant over time.
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Potential Drawbacks of Roth Conversions:

¢ Immediate Tax Liability: You'll owe income tax on the amount you convert in the year of the conversion, which could potentially
push you into a higher tax bracket.

o Five-Year Rule: You generally need to wait five years before withdrawing earnings from a Roth IRA without penalty.

How to Do a Roth Conversion:
1. Choose aRoth IRA Account: Open a Roth IRA with a brokerage firm or bank.

2. Initiate the Conversion: Contact your current retirement plan provider to initiate the conversion process. They will transfer the
funds to your Roth IRA.

3. Understand the Tax Implications: Be prepared to pay income tax on the amount you convert. Consult with a tax professional if
needed.

Important Considerations:

¢ Pro-Rata Rule: If you have both pre-tax and after-tax contributions in your traditional IRA, the conversion will be pro-rated. This
means you'll pay taxes on a portion of the conversion, even if some of the money was already taxed.

e State Taxes: Some states have income taxes on Roth conversions, so be aware of your state's tax laws.

e Consult a Financial Advisor: It's always a good idea to consult with a qualified financial advisor to determine if a Roth conversion is
right for your individual financial situation.
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Strategies for Effective Roth Conversions
To maximize the benefits of Roth conversions, consider the following strategies:

o Partial Conversions: Instead of converting your entire traditional IRA, consider partial conversions to spread out the tax liability
over multiple years.

e Timing: Strategically time your conversions to minimize your tax burden. Consider converting in years with lower income or when
tax rates are expected to be lower.

Additional Resources:
e Roth IRA Conversion: Everything You Need to Know | Bankrate:

o https:/www.wellsfargo.com/investing/retirement/ira/roth-ira-conversion/

¢ Roth Conversion: A Comprehensive Guide - Empower:

o https:/www.empower.com/the-currency/money/quide-roth-conversion

e Convert to a Roth IRA | Roth Conversion Rules & Deadlines - Fidelity Investments:

o https:/www.fidelity.com/retirement-ira/roth-conversion-checklists

¢ Roth IRA Conversion Rules - Investopedia:

o https:/www.investopedia.com/terms/i/iraconversion.asp

¢ RothIRA Conversion Rules and FAQ - Wells Fargo:

o https:/www.wellsfargo.com/investing/retirement/ira/traditional-or-roth-ira/roth/
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ROTH CONVERSIONS WITH ANNUITIES: A STRATEGIC APPROACH

Understanding the Strategy

This strategy involves leveraging an annuity's premium bonus to offset the tax liability associated with a Roth conversion. Here's a
breakdown:

1.

Purchase an Annuity with a Premium Bonus: Many annuity contracts offer a premium bonus, which is an additional amount added
to your initial investment. This bonus can be significant, especially in certain market conditions.

Use the Premium Bonus to Cover Tax Liability: When you initiate a Roth conversion, you'll owe income tax on the amount
converted. The premium bonus, which is essentially free money, can be used to cover this tax liability.

Convert the Remaining Funds to a Roth IRA: After accounting for the tax liability, the remaining funds from the annuity can be
converted to a Roth IRA.

Key Advantages of This Strategy:

Tax-Efficient Growth: The portion of the annuity converted to a Roth IRA can grow tax-deferred and eventually be withdrawn tax-
free.

Leveraging the Premium Bonus: The premium bonus effectively reduces the after-tax cost of the Roth conversion, making it
more affordable.

Potential for Guaranteed Income: Depending on the type of annuity chosen, you may have the option to receive guaranteed
income payments in the future.
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Important Considerations:

¢ Annuity Fees and Charges: Be aware of the fees and charges associated with the annuity, such as surrender charges, mortality
and rider fees. These can impact the overall cost and return of the investment.

¢ TaxImplications: The tax implications of annuity withdrawals and conversions can be complex. Consult a tax advisor to
understand the specific rules and potential tax consequences.

e Liquidity: Annuities are generally less liquid than other investments, as there may be penalties for early withdrawals.

¢ Insurance Company Risk: The financial strength of the insurance company issuing the annuity is crucial. A financially sound
company is essential to ensure the safety of your investment.

Consulting a Financial Advisor

Before implementing this strategy, it's crucial to consult with a qualified financial advisor. They can help you assess your individual financial
situation, evaluate the suitability of annuities for your goals, and determine the optimal timing and amount of Roth conversions.

By carefully considering these factors and seeking professional advice, you can effectively utilize Roth conversions and annuity premium
bonuses to enhance your retirement savings strategy.
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CASE STUDY

Client Profile:

Age: 65
Financial Situation: High net worth individual with a significant portion of their retirement savings in a traditional IRA.

Goals: Minimize tax liability, protect assets from market volatility, create tax-free wealth and legacy.

The client was concerned about the potential tax burden associated with traditional IRA withdrawals in retirement. They

sought a strategy to convert a substantial portion of their traditional IRA to a Roth IRA while minimizing immediate tax implications.

The financial advisor proposed a strategy involving a fixed indexed annuity (FIA) to facilitate the Roth conversion process. Here's

a breakdown of the steps:

1.

2.

Purchase a Fixed Indexed Annuity: The client purchased a $1 million FIA with a favorable interest rate and premium bonus.
Annual Roth Conversions: Each year, the client planned to convert a portion of their traditional IRA to a Roth IRA.

Utilizing the FIA's Premium Bonus: The FIA's premium bonus, which is an additional amount added to the initial investment, was
used to cover the tax liability associated with the Roth conversions.

Strategic Withdrawal Planning: The client and advisor developed a withdrawal strategy to maximize tax efficiency and ensure they
did not rise to another tax bracket level.
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EXAMPLE ILLUSTRATION:

** |t is important to consult with a qualified tax professional to understand the specific tax implications of a Roth conversion and to determine if it is suitable for
your individual financial situation. Tax laws and regulations can be complex and subject to change, so it is crucial to seek personalized advice. **

ROTH IRA CONVERSION

NAME DATE INITIAL PREMIUM YEARS TO CONVERT TAX RATE
Valued Client 10/28/2024 1,000,000.00 10 24%
DISTRIBUTION RATE OF RETURN PREMIUM WITH BONUS BONUS
145,483 4% 1,180,000 18%
Contract Year Age IRA Balance c:r::::::n Re':::r;:lcgel RA Tax -zl;af):r:\r/:t\:el:: Trr::le\sltar:‘een:f Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10
1 65 1,227,200 145,483 1,081,717 34,916.00 110,567 1,192,284 110,567
2 66 1,124,985 145,483 979,502 34,916.00 225,557 1,205,059 114,990 110,567
3 67 1,018,682 145,483 873,199 34,916.00 345,147 1,218,346 119,590 114,990 110,567
4 68 908,127 145,483 762,643 34,916.00 469,520 1,232,164 124,373 119,590 114,990 110,567
5 69 793,149 145,483 647,666 34,916.00 598,868 1,246,534 129,348 124,373 119,590 114,990 110,567
6 70 673,573 145,483 528,089 34,916.00 733,390 1,261,479 134,522 129,348 124,373 119,590 114,990 110,567
7 71 549,213 145,483 403,729 34,916.00 873,293 1,277,023 139,903 134,522 129,348 124,373 119,590 114,990 110,567
8 72 419,879 145,483 274,395 34,916.00 1,018,792 1,293,188 145,499 139,903 134,522 129,348 124,373 119,590 114,990 110,567
9 73 285,371 145,483 139,888 34,916.00 1,170,111 1,309,999 151,319 145,499 139,903 134,522 129,348 124,373 119,590 114,990 110,567
10 74 145,483 145,483 - 34,916.00 1,327,483 1,327,483 157,372 151,319 145,499 139,903 134,522 129,348 124,373 119,590 114,990 110,567
11 75 1,380,582 1,380,582 163,667 157,372 151,319 145,499 139,903 134,522 129,348 124,373 119,590 114,990
12 76 1,435,806 1,435,806 170,213 163,667 157,372 151,319 145,499 139,903 134,522 129,348 124,373 119,590
13 77 1,493,238 1,493,238 177,022 170,213 163,667 157,372 151,319 145,499 139,903 134,522 129,348 124,373
14 78 1,552,967 1,552,967 184,103 177,022 170,213 163,667 157,372 151,319 145,499 139,903 134,522 129,348
15 79 1,615,086 1,615,086 191,467 184,103 177,022 170,213 163,667 157,372 151,319 145,499 139,903 134,522
16 80 1,679,689 1,679,689 199,125 191,467 184,103 177,022 170,213 163,667 157,372 151,319 145,499 139,903
17 81 1,746,877 1,746,877 207,091 199,125 191,467 184,103 177,022 170,213 163,667 157,372 151,319 145,499
18 82 1,816,752 1,816,752 215,374 207,091 199,125 191,467 184,103 177,022 170,213 163,667 157,372 151,319
19 83 1,889,422 1,889,422 223,989 215,374 207,091 199,125 191,467 184,103 177,022 170,213 163,667 157,372

Valued Agent
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