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Volatile Markets Spur Roth Recharacterization Decisions

Recharacterization Deadline
Approaching

October 17, 2011, the day of
reckoning for undoing 2010 Roth
conversions, is quickly approaching.
Once this date passes, most clients
who made 2010 Roth conversions will
be irrevocably locked into those Roth
conversions and the tax bill that comes
along with them. Therecent extraordinary
market volatility however, has made this
deadline loom even larger for some who
fear that a post-October 17, 2011 crash
could sting twice as bad since they might
lose both investment value and the right
to reclaim the taxes they’ve paid on that
lost value through a recharacterization.

For clients that made Roth
conversions in 2010 that have already
lost substantial value, the decision to
recharacterize is often a no-brainer. Why
pay tax on value that no longer exists?
But what happens when the account
value is just slightly lower, virtually the
same, or even slightly higher than the
value at the time of conversion? What
should you do then? That question is not
quite as easy to answer, and is further
complicated thanks to the 2-year deal for

Roth Conversion /
Recharacterization Options

Recharacterize 2010 Conversions?

Benefits:

- No tax owed on lost value

- Ability to reconvert (after 30 days)
and have more time to monitor
markets

Drawbacks:
- Loss of locked in tax-free gains
- Loss of 2-year tax deferral deal

2010 Roth conversions that many clients
took advantage of.

Conversion / Recharacterization
Options

If you decide to keep the conversion
as is, the benefits include less
complication and paperwork to deal
with (for you and your client); no need
to file an amended return if the 2010
return has already been filed; keeping
the 2-year deal in which only half of the
conversion income is reported in 2011,
with the remaining half included in
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