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This year is off to a rocky start for investors. As of
January 29, 2016, the market had moved at least
1% in more than 60% of this year's trading days.
This comes after four years in which the market
moved at least 1% in less than 30% of trading days .
Clearly, volatility is up. It feels particularly high since
these last four years had lower than normal volatility.
You may be surprised to read that after bouncing
back a bit from the February 11th low, stocks are off
less than 5% year to date. Please read our first
article, "Time versus Timing" for some tools to deal
with this change.

Clients with high earned income that already
maximize their savings in employer sponsored
retirement plans (e.g. 401k, 403b, etc.) should read
our second article on back door Roth IRAs. With tax
season upon us, this is a good time to ask your tax
adviser whether this strategy is a good one for you.

Test yourself about birthday milestones that have
financial implications and learn more about college
financial aid if you or a family member will be in
college in the fall.

Please let us know if any of these articles resonate
with you or a friend. We aim to provide you with
interesting and valuable content through this
newsletter each and every quarter.

Has the stock market made you nervous
lately?
Pullbacks like this one are normal for stocks
and your portfolio was designed fully
anticipating such declines. Investors unwilling
or unable to tolerate pullbacks of this
magnitude and more are protected somewhat
by including bonds in their portfolio. Naturally,
this decision can limit your upside performance
as well.
The benefits of patience
Trying to second-guess the market can be
challenging at best; even professionals often
have trouble. According to "Behavioral Patterns
and Pitfalls of U.S. Investors," a 2010 Library of
Congress report prepared for the Securities and
Exchange Commission, excessive trading often
causes investors to underperform the market.
FinArc encourages you to keep a long term
perspective as historically, longer time periods
tend to overcome short term declines.

1-year holding period: positive 73% of the time
5-year holding period: positive 86% of the time
10-year holding period: positive 95% of the time

?*Data source: Calculations by Broadridge
based on total returns on the S&P 500 Index
over rolling 1-, 5-, and 10-year periods between
1926 and 2014.

Don't time the market
Another study, "Stock Market Extremes and
Portfolio Performance 1926-2004," initially done
by the University of Michigan in 1994 and
updated in 2005, showed that a handful of
months or days account for most market gains
and losses. The return dropped dramatically on
a portfolio that was out of the stock market
entirely on the 90 best trading days in history.
Returns also improved just as dramatically by
avoiding the market's 90 worst days; the
problem, of course, is being able to forecast
which days those will be. Even if you're able to
avoid losses by being out of the market, will you
know when to get back in?
Have a game plan against panic
Having predetermined guidelines that anticipate
turbulent times can help prevent market action
and related emotions from influencing your
investment decisions. For example, FinArc
rebalances your portfolio after a large move up
or down in stocks. While easier said than done,
this disciplined approach can keep you in line
with your target asset allocation so that your
risk tolerance and long term return expectations
remain intact.
Tell yourself that tomorrow is another day
The market is nothing if not cyclical. Even if you
wish you had sold at what turned out to be a
market peak, or regret having sat out a buying
opportunity, you may get another chance. If
you're considering changes, a volatile market is
probably the worst time to turn your portfolio
inside out. Solid asset allocation is still the
basis of good investment planning.

Page 1 of 4



Earn Too Much for a Roth IRA? Try the Back Door!
Background
Roth IRAs, created in 1997 as part of the
Taxpayer Relief Act, represented an entirely
new savings opportunity--the ability to make
after-tax contributions that could, if certain
conditions were met, grow entirely free of
federal income taxes. These new savings
vehicles were essentially the inverse of
traditional IRAs, where you could make
deductible contributions but distributions would
be fully taxable. The law also allowed taxpayers
to "convert" traditional IRAs to Roth IRAs by
paying income taxes on the amount converted
in the year of conversion.

Unfortunately, the law contained two provisions
that limited the ability of high-income taxpayers
to participate in the Roth revolution. First, the
annual contributions an individual could make
to a Roth IRA were reduced or eliminated if his
or her income exceeded certain levels. Second,
individuals with incomes of $100,000 or more,
or whose tax filing status was married filing
separately, were prohibited from converting a
traditional IRA to a Roth IRA.

In 2005, however, Congress passed the Tax
Increase Prevention and Reconciliation Act
(TIPRA), which repealed the second barrier,
allowing anyone to convert a traditional IRA to a
Roth IRA--starting in 2010--regardless of
income level or marital status. But TIPRA did
not repeal the provision that limited the ability to
make annual Roth contributions based on
income. The current limits are set forth in the
chart below:

Phaseout ranges for determining ability to
fund a Roth IRA in 2016*

Single/head of
household

$117,000-$132,000

Married filing jointly $184,000-$194,000

Married filing
separately

$0-$10,000

*Applies to modified adjusted gross
income (MAGI)

Through the back door...
Repeal of the provisions limiting conversions
created an obvious opportunity for high-income
taxpayers who wanted to make annual Roth
contributions but couldn't because of the
income limits. Those taxpayers (who would also
run afoul of similar income limits that prohibited
them from making deductible contributions to
traditional IRAs) could simply make

nondeductible contributions to a traditional IRA
and then immediately convert that traditional
IRA to a Roth IRA--a "back door" Roth IRA.

The IRS is always at the front door...
For taxpayers who have no other traditional
IRAs, establishment of the back-door Roth IRA
is essentially tax free. Income tax is payable on
the earnings, if any, that the traditional IRA
generates until the Roth conversion is
complete. However, assuming the contribution
and conversion are done in tandem, the tax
impact should be nominal. (The 10% penalty
tax for distributions prior to age 59½ generally
doesn't apply to taxable conversions.)

But if a taxpayer owns other traditional IRAs at
the time of conversion, the tax calculation is a
bit more complicated because of the so-called
"IRA aggregation rule." When calculating the
tax impact of a distribution (including a
conversion) from any traditional IRA, all
traditional and SEP/SIMPLE IRAs a taxpayer
owns (other than inherited IRAs) must be
aggregated and treated as a single IRA.

For example, assume Jillian creates a
back-door Roth IRA in 2016 by making a
$5,500 contribution to a traditional IRA and then
converting that IRA to a Roth IRA. She also has
another traditional IRA that contains deductible
contributions and earnings worth $20,000. Her
total traditional IRA balance prior to the
conversion is therefore $25,500 ($20,000
taxable and $5,500 nontaxable).

She has a distribution (conversion) of $5,500:
78.4% of that distribution ($20,000/$25,500) is
considered taxable ($4,313.73), and 21.6% of
that distribution ($5,500/$25,500) is considered
nontaxable ($1,186.27).

Note: These tax calculations can be
complicated. Fortunately, the IRS has provided
a worksheet (Form 8606) for calculating the
taxable portion of a conversion.

There's also a side door...
Let's assume Jillian in the example above isn't
thrilled about having to pay any income tax on
the Roth conversion. Is there anything she can
do about it?

One strategy to reduce or eliminate the
conversion tax is to transfer the taxable amount
in the traditional IRAs ($20,000 in our example)
to an employer qualified plan like a 401(k) prior
to establishing the back-door Roth IRA, leaving
the traditional IRAs holding only after-tax
dollars. Many 401(k) plans accept incoming
rollovers. Check with your plan administrator.

If you have taxable
compensation, you can
contribute up to $5,500 to
an IRA in 2016, or $6,500 if
you'll be 50 or older by the
end of the year. You can't
contribute to a traditional
IRA for the year you turn
70½, or thereafter.

To be eligible for tax-free
qualified distributions from
a Roth IRA, you must satisfy
a five-year holding period
and, in addition, one of the
following must apply: you
have reached age 59½ by
the time of the withdrawal,
the withdrawal is made
because of disability, or the
withdrawal is made to pay
first-time homebuyer
expenses ($10,000 lifetime
limit from all IRAs).

It's not clear how long the
back door is going to
remain open. There have
been suggestions that this
is a loophole that should be
legislatively closed.
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Quiz: Which Birthdays Are Financial Milestones?
When it comes to your finances, some
birthdays are more important than others. Take
this quiz to see if you can identify the ages that
might trigger financial changes.

Questions
1. Eligibility for Medicare coverage begins at
what age?

a. 62

b. 65

c. 66

2. A child can stay on a parent's health
insurance plan until what age?

a. 18

b. 21

c. 26

3. At this age individuals who are making
contributions to a traditional or Roth IRA or
an employer-sponsored retirement plan can
begin making "catch-up" contributions.

a. 50

b. 55

c. 60

d. 66

4. This age is most often associated with
drops in auto insurance premiums.

a. 18

b. 25

c. 40

d. 50

5. Individuals who have contributed enough
to Social Security to qualify for retirement
benefits become eligible to begin collecting
reduced benefits starting at what age?

a. 62

b. 65

c. 66

d. 70

6. To obtain a credit card, applicants under
this age must demonstrate an independent
ability to make account payments or have a
cosigner.

a. 16

b. 18

c. 21

Answers
1. b. 65. Medicare eligibility begins at age 65,
although people with certain conditions or
disabilities may be able to enroll at a younger
age. You'll be automatically enrolled in
Medicare when you turn 65 if you're already
receiving Social Security benefits, or you can
sign up on your own if you meet eligibility
requirements.

2. c. 26. Under the Affordable Care Act, a child
may retain his or her status as a dependent on
a parent's health insurance plan until age 26. If
your child is covered by your employer-based
plan, coverage will typically end during the
month of your child's 26th birthday. Check with
the plan or your employer to find out exactly
when coverage ends.

3. a. 50. If you're 50 or older, you may be able
to make contributions to your IRA or
employer-sponsored retirement plan above the
normal contribution limit. These "catch-up"
contributions are designed to help you make up
a retirement savings shortfall by bumping up
the amount you can save in the years leading
up to retirement. If you participate in an
employer-sponsored retirement plan, check
plan rules--not all plans allow catch-up
contributions.

4. b. 25. By age 25, drivers generally see their
premiums decrease because, statistically,
drivers younger than this age have higher
accident rates. Gaining experience and
maintaining a clean driving record should lead
to lower premiums over time. However, there's
no age when auto insurance rates automatically
drop because rates are based on many factors,
including type of vehicle and claims history, and
vary by state and insurer; each individual's
situation is unique.

5. a. 62. You can begin receiving Social
Security retirement benefits as early as age 62.
However, your benefits will be reduced by as
much as 30% below what you would have
received if you had waited until your full
retirement age (66 to 67, depending on your
year of birth).

6. c. 21. As a result of the Credit Card Act of
2009, credit card companies cannot issue cards
to those under age 21 unless they can show
proof that they can repay the debt themselves
or unless someone age 21 or older with the
ability to make payments cosigns the credit
card agreement.

What is the birthday rule?

The birthday rule may be used
by health insurers to coordinate
benefits when a dependent
child is covered by the health
plans of both parents and the
parents are married or living
together. The plan of the
parent whose birthday falls
earlier in the calendar year is
generally the primary plan,
providing benefits and paying
claims first, and the plan of the
other parent provides
secondary coverage. If the
parents share the same
birthday, primary coverage is
provided by the plan that has
covered one parent the
longest.

Source: National Association of
Insurance Commissioners,
naic.org
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What do I need to know about submitting the FAFSA?
The FAFSA, which stands for
Free Application for Federal
Student Aid, is the federal
government's financial aid
application. Though the

thought of completing it may inspire a collective
groan from parents each year, this form is the
prerequisite for many different types of federal
and college financial aid, including loans,
grants, scholarships, and work-study. So filling
it out should be one of the first things on your
list if your son or daughter will need some type
of financial aid to attend college.

Even if you don't think your child will qualify for
aid, you should still consider submitting the
FAFSA in two instances. The first is when you
want your child to have some "skin in the game"
by taking on a small loan. In this case, filing the
FAFSA will make your child eligible for an
unsubsidized Stafford Loan each year--up to
$5,500 for freshmen, $6,500 for sophomores,
and $7,500 for juniors and seniors.
Unsubsidized Stafford Loans aren't based on
financial need and are available to any student
attending college at least half-time.

The second situation for which you might file
the FAFSA is when you want your child to be

considered for college financial aid. Colleges
generally require the FAFSA, along with the
CSS Profile form, before they'll determine
whether your child is eligible for any college
need-based grants and scholarships.

The FAFSA is available online at fafsa.ed.gov.
A new sign-in method (as of May 2015)
requires creating an FSA ID, which consists of
a username and password. The FSA ID
replaces the prior PIN sign-in method and is
meant to be more secure.

The FAFSA should be filed as soon as possible
after January 1 for both new and returning
students because some aid programs operate
on a first-come, first-served basis. Practically
speaking, many families wait to submit the
FAFSA until after they have completed their tax
returns, but you don't have to wait. The FAFSA
can be submitted with estimated tax numbers
and then updated later with final tax numbers
by simply adding the final numbers manually or
using the government's online IRS Retrieval
Tool. Regarding the filing timeline, look for a
change on the horizon. Starting with the
2017/2018 school year, families will be able to
file the FAFSA as early as October 2016 using
their 2015 tax information.
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