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Roth Conversions
Reconsidered

The SECURE Act significantly reduced the benefits of an inherited
traditional or Roth IRA, by requiring the non-qualified heir
(typically anyone other than the spouse) to take the full amount
out of the account within ten years of receipt. Interestingly, that
provision makes it somewhat more beneficial for some people to
make Roth conversions today.

Chances are you know the difference between a traditional IRA
and a Roth; the gist of it is that contributions to a traditional IRA
are tax-exempt, but when the money is taken out of a traditional
IRA in retirement, it is taxed at the retiree’s current tax rate. In
contrast, contributions to a Roth are not tax-exempt, but the
money comes out tax-free. If you convert from traditional to
Roth, then you have to pay ordinary income taxes on the money
that is shifted over at ordinary income rates, as the price for
getting tax-free distributions in the future.

In general, you don’t want to convert assets from a traditional
IRA to a Roth IRA unless you can pay those taxes with outside
funds; otherwise you’re reducing the money that can accrue tax-
free until the money is needed. The traditional calculation is that
the conversion only makes sense if the person’s tax rate today is
lower than the future tax rate—and if you have a crystal ball
which tells you what future tax rates will be, we would like to
have a conversation about it. But some bets are better than
others. The years between when a person leaves work and age
72 (when that person has to take required minimum
distributions out of the traditional IRA) can be ideal for a
conversion. The tax rate during those years when no
employment income is earned can be low, and partial
conversions up to certain tax brackets can be very attractive.
This reduces the required minimum distributions (RMDs)

What'’s the additional argument for a Roth conversion post-
SECURE Act? Some people don’t need their IRA assets to pay for
retirement. So, they take the lowest amount possible—the
RMD—out each year, maintaining a balance, which they will
leave to their heirs. The additional benefits accrue to the heirs,
particularly if the heirs would inherit the account during their
peak earning years.

Under SECURE, If the Roth IRA account is inherited, it still has to
be liquidated within ten years of receipt—just like the traditional
IRA. But the Roth beneficiaries face a simpler set of choices
regarding the payment of taxes. If they inherit a traditional IRA,
they have to decide whether to take the money out all at once at
the end of 10 years, and risk having a huge tax bill because the
distribution puts them in the highest tax bracket, or take the
money out gradually and forego years of tax-free compounding.
If the new owners of the account is in their prime earning years,
then they may already be in a high tax bracket and be pushed
higher no matter what they do. A big part of the bequest would
be lost to taxes.

The Roth IRA beneficiary, meanwhile, has the luxury of allowing
the full 10 years of compounding to proceed without any tax
consequences to worry about. He or she is never pushed into a
higher bracket during peak earning years. A Roth conversion by
the parents is thus a way to transfer more assets to the heirs.

Everybody considering a Roth conversion should talk with a
professional to get a full analysis of the potential benefits and
drawbacks—understanding, of course, that this analysis requires
modeling the unknown future tax code and income levels of
potential heirs. Paying taxes now for benefits in the future could
be a great strategy under a variety of circumstances which are,
alas, still essentially unknowable.
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Record-Low Mortgage Rates

When people look back on the tumultuous 2020 economic landscape, they might pause a moment to check out home mortgage
rates. Over the last three months, these rates have managed to achieve five (!) all-time lows. Currently, Freddie Mac, which
buys mortgages from banks, reports an average 3.03% rate on 30-year fixed-rate mortgages, and there is a chance that we
could see rates below 3% between now and the end of August.

You can see the remarkable downward trend in mortgages from late 2018 through the end of June, and then the light-blue-
shaded part of the chart shows projected rates going forward. Compare these rates to 18% fixed-rates back in the early 1980s,
or 5% as recently as 18 months ago. You can take the projections with a grain of salt (nobody knows what will happen next
week or next month, much less out to the end of the year), but it’s pretty clear that today’s 3% rate is pretty extraordinary.

Does that mean that most people should be refinancing their home loans? That depends on a number of factors, including their ;.,

current mortgage rate and how long they expect to own their house. But it may be worth exploring, sooner rather than later. -
-Bob Veres

Source:

https://themortgagereports.com/32667/mortgage-rates-forecast-fha-va-usda-conventional

https://fred.stlouisfed.org/series/MORTGAGE30US

Mortgage Rates Forecast Next 90 Days
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