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T
he 2010 tax year marks the 
beginning of a new era in 
retirement savings and planning.

Next year, taxpayers will be allowed to
convert funds in regular IRAs to Roth
IRAs regardless of their Adjusted Gross
Income (AGI). The new rules apply 
to qualified plan funds as well.

Previously, only taxpayers with an 
AGI of $100,000 or less could convert
amounts in a traditional IRA to amounts
in a Roth IRA; married persons filing
separately could never convert—until now.

As a refresher, a traditional IRA enables
individuals to make contributions to a 
retirement account and invest those 
contributions on a tax-deferred basis; 
tax is not paid on the money until it 
is withdrawn. No contributions are 
allowed after the age of 70 ½ and there
are penalties for withdrawing the money
before the age of 59 ½. All distributions
are generally fully taxable when taken,
other than “rollover” funds.

Unlike a traditional IRA, there is no tax
deduction on Roth IRA contributions. 
If you follow all the rules, your after-tax
contributions grow completely tax free
and there are no distributions required
during your lifetime. In addition, there is no
early withdrawal penalty on distributions
of contributed funds, as long as the 
distributions are “qualified” ones (there 
are penalties for withdrawing the earnings,
however). In general, “qualified distributions”
cannot be made until the employee attains
age 59 ½, dies or becomes disabled, and
cannot be made until the taxpayer has
maintained a Roth IRA for at least five

tax years (counting the year the Roth IRA
was established).

Paying Taxes Now Versus Later
The elimination of the income restrictions
on the conversion of a traditional IRA 
to a Roth IRA has several implications.
With the new rule comes a significant,
long-term benefit—you can convert the
tax-deferred future growth of an IRA into

the tax-free growth of a Roth IRA. 
However, you must pay taxes now on 
the amount you are converting. The
rolled-over amount is normally taxable 
in the year of the rollover. However, for
conversions made in 2010, taxpayers 
can elect to defer the income recognition,
reporting one half of the conversion
amount in the first year after the conversion
(2011) and the other half in the following
year (2012). 

Several factors should be evaluated and
considered before you decide whether 
or not to convert your IRA, including
how soon you may need the money, how
large your distributions will be, your 
expectations about current and future 
investment earnings and appreciation,
and your current and future tax brackets.
The near-term expectation for tax rates 
is also important. According to present
legislation, the top four tax brackets 
will increase after 2010 from 35 percent, 
33 percent, 28 percent, and 25 percent, to
39.6 percent, 36 percent, 31 percent, and

28 percent, respectively. This scenario, of
course, is subject to change.

Generally speaking, converting to a 
Roth IRA is considered to be a very good
estate-planning vehicle for taxpayers who
may have a limited personal need for the
money now or in retirement, and may
want to leave it to their heirs. The money
in a Roth IRA can be left in the account

indefinitely. It’s important to note, 
however, that the value of your Roth 
IRA will be included in your taxable 
estate upon your death.

Your tax accountant and wealth management
advisor can help you determine if converting
your IRAs to Roth IRAs is right for your
particular situation. They can help you
calculate the potential benefit of a tax-free
Roth IRA versus a tax-deferred regular
IRA, taking into consideration the earnings
you will lose as a result of the tax you will
pay upon conversion. If a Roth IRA makes
sense for you, your advisors can also guide
you on whether or not to defer the tax
payment. If you are expecting your income
to substantially increase in 2012, for example,
it may be better to pay the tax now, rather
than to defer it a year or two down the road.

There are additional rules and considerations
with regard to SIMPLE IRAs, as well as an
income inclusion rule that will apply to
conversions taking place in 2010; consult
your tax professional for advice.�
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Your tax accountant and wealth management advisor can help you determine
if converting your IRAs to Roth IRAs is right for your particular situation. 
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