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TAX STRATEGIES FOR IRA OWNERS IN A DOWN MARKET

Market losses (as well as gains) are not recognized within 
traditional IRAs or Roth IRAs.  There are, however, some 
planning opportunities to consider that can reduce taxes 
and provide flexibility to IRA owners receiving required 
minimum distributions. 

Converting traditional 
IRA to Roth IRA  
The market decline gives traditional IRA owners a chance 
to convert to a Roth IRA at a lower tax cost.

Re-characterizing a prior conversion  
A traditional IRA owner who previously converted to a 
Roth IRA in 2008 will likely incur a higher tax bill on 
the depressed account balance.  The conversion can be 
reversed before 2008’s return is filed.  Once re-character-
ized, the traditional IRA owner can reconvert to a Roth 
IRA at the lower market value.

Losses on investments in IRAs 
Nondeductible IRA contributions (i.e. - nondeductible tra-
ditional IRA contributions and Roth IRA contributions) 
can be liquidated to recognize losses as a miscellaneous 
itemized deduction.  

Caution - A premature withdrawal penalty applies if the 
taxpayer converted a traditional IRA to a Roth IRA and 
then withdraws the converted amounts within five years.

Required minimum distributions  
Owners of multiple IRAs can select the assets that are 
used to satisfy their required minimum distributions.  
This allows the owners to avoid selling depressed as-
sets with high appreciation potential to satisfy the dis-
tribution requirements.
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