The Roth IRA: Your Questions, Our Answers

“Am | saving enough for retirement?” is a question on
the minds of many people these days. Unfortunately,
for many individuals, the answer is, “No.”

To encourage people to put money aside for the future, the
government offers tax benefits to retirement savers. One of the
available tax-advantaged saving methods is the Roth IRA.

Below we answer questions about Roth IRAs and explain the
potential advantages these accounts offer. We hope the informa-
tion we present helps you start the process of deciding whether

a Roth IRA is right for you.

Q. What is a Roth IRA?

A. The Roth IRA is the opposite of the traditional deductible
individual retirement account. With a traditional deductible IRA,
you may deduct contributions (within limits and only if you
satisfy certain requirements), but all withdrawals are fully taxable.

With a Roth IRA, you receive no up-front deduction for annual
contributions. But, if you meet the tax law’s rules, you may
withdraw money from a Roth IRA tax free. In other words, you'll
owe no tax on the account’s investment earnings.

Q. How much can be contributed to a Roth
IRA each year?

A. Eligible individuals may contribute up to $5,000 for 2012, or
the amount of annual compensation, if less. The figure for future
years is subject to adjustment for inflation. A married couple can
contribute twice as much as the annual limit (or their joint income,
if less), even if one of them does not earn income. If you are age 50
or older, you also may make additional “catch-up” contributions
to a Roth IRA. The maximum catch-up amount is $1,000.

Q. May I contribute to both a deductible IRA
and a Roth IRA in the same year?

A. Ifyou are eligible to contribute to both types of IRAs, you may
do so. However, contributions to all of your personal IRAs for a tax
year cannot exceed the contribution limit for that year. So, with a
$5,000 limit, if you contribute $2,000 to a deductible IRA for the year,
you may contribute only $3,000 to a Roth IRA for that same year.

Q. Are there any age limits for contributing?

A. No. ARoth IRA contribution can be made by a person of any
age, as long as he/she is otherwise eligible. Unlike with a traditional
IRA, contributions to a Roth IRA may be made even after age 70%.

Q. How do | become eligible for a Roth IRA?

A. Generally speaking, eligibility depends on your adjusted
gross income (AGI) for a year and your tax filing status, as shown
below. Contrary to a traditional deductible IRA, the income limits
apply whether or not you actively participate in an employer’s
retirement plan.

2012 ROTH IRA INCOME LIMITS

Single or Head of Married Filing
Household Jointly
Full contribution with -
AGI up to: $110,000 $173,000 (joint)
The amount of the

$173,000-$183,000

contribution phases out $110,000-$125,000 .
(joint)

if AGI* is between:

No contribution is allowed

if AGI* equals or exceeds: PP

$183,000 (joint)

* Refers to AGI with specified modifications.

Q. How are distributions from a Roth IRA
treated for tax purposes?

A. Qualified distributions from a Roth IRA are free of federal
income taxes. To qualify, a distribution may be taken only:

« After you have had a Roth IRA for five tax years (count the tax
year of your first contribution as the first year) and

« On or after the date you reach age 59, due to your death or
disability, or for qualified first-time home buyer expenses.
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(Quialified distributions for home buying expenses can't total
more than $10,000 in your lifetime. The expenses can be for you
or your spouse, or a child, grandchild, or ancestor of you or
your spouse. Other requirements apply.)

Any other Roth IRA distributions are taxable to the extent of the
account earnings. Unless an exception applies, the 10% early dis-
tribution penalty tax will also be imposed on the taxable amount.
For example, if an individual withdraws funds from a Roth IRA
within five tax years from first contributing, the amount withdrawn
(minus the amount of already taxed contributions) will be hit with
income taxes and, if applicable, the 10% penalty.

Q. When must | start taking distributions from
a Roth IRA?

A. The tax law's minimum distribution rules for traditional IRA
owners over age 70% don't apply to Roth IRAs. So, you can keep
your money in a Roth IRA as long as you want.

Q. Which is better for me — a traditional
deductible IRA or a Roth IRA?

A. The answer depends on a number of factors. Very generally,
if you expect to be in a lower income-tax bracket when you retire
than you are now, a deductible IRA may result in a larger after-tax
accumulation at retirement (with all other factors, such as invest-
ment returns, being equal). If your tax bracket will be the same

or higher, a Roth IRA may be the better choice. But, for many
individuals, there is no decision to make. For them, a fully deduc-
tible IRA contribution is simply not an option because deductible
contributions are limited by AGI for retirement plan participants
and their spouses. The AGI limits for traditional IRAs are much
lower than those for Roth IRAs.

Q. What if | already have an IRA? May | switch
it over to a Roth IRA?

A. Current IRA owners may convert or “roll over” amounts from
existing deductible or nondeductible IRAs to a Roth IRA. Existing
rollover IRAs also qualify. However, any taxable amounts that
you transfer from an existing IRA to a Roth IRA must be included
in your income for tax purposes. (No early distribution penalty

applies if the full taxable distribution is rolled over.) There are no
income or filing status restrictions on Roth IRA conversions.

Q. Then, is switching an existing IRA into a
Roth IRA a good idea?

A. Rolling over an existing IRA offers many current IRA owners a
significant tax-planning opportunity. But be aware that rolling over
an existing IRA to a Roth IRA will not benefit everyone. And, even
if you will benefit, caution is still warranted. Strict requirements
apply to rollovers, and a wrong move could lead to a tax penalty.

FACTORS FAVORING A ROLLOVER TO A ROTH IRA

» The amount in your existing IRA is relatively small.

» The majority of your existing IRA is made up of nondeductible
contributions.

» You have many years before retirement.

» You anticipate that you will not need your IRA money to live on in
retirement and want it to continue to build up tax free as long
as possible.

» You have sufficient non-IRA funds to pay the taxes on the
taxable rollover amount.

» Your retirement tax bracket will be the same as or higher than your
current bracket.

Whether you should convert an existing IRA to a Roth IRA
generally depends on your personal situation, including your
current and anticipated future tax rates and when you will need
your retirement money.

Q. What else should | consider?

A. Look at any fees that may apply to the Roth IRA. These
may include start-up fees, annual maintenance fees, and fees for
changing investments or withdrawing money.

Q. How do I find out more?

A. Talk to us. Our knowledge and experience make us an
excellent source of the information you need to make the right
choice regarding your IRA alternatives, including the Roth IRA.
Our retirement planning professionals will work with you to
explore which option is best for you.
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