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2010 Roth IRA Conversions

By Arthur Rosenberg
Please consult your tax and investment professionals to determine whether a conversion is right for you.

Inthisarticle I'm going to discuss some of the changes that go into effect in 2010. Underthe current tax
law for Roth IRA conversions- which was writtenin 1997 - individuals were permitted to converta traditional
IRA toaRothIRA. There were only two stipulations thattaxpayers had to worry about - paying taxes on the
converted money and an income limit which determined eligibility to convert.

Convertingan IRA toaRoth- Withatraditional IRA money can be placed into the account on a pre-tax
(tax deductible)and after-tax basis. Thatinvestmentis allowed to grow on atax-deferred basis until withdrawn
inretirement. Ifan individual wanted to convert atraditional IRA to aRoth IR A they had to pay federal income
taxesonany pre-tax contributions as well asany growth in the investment's value. Once converted toaRoth,
all ofthe investment could now be withdrawn on a tax-free basis inretirement. To be tax free, the withdrawal
mustbe five years after the establishment ofthe Roth.

Income Limits on Conversions- Unfortunately, that same 1997 tax law also contained a provision limiting
who could make a conversion. Upper income taxpayers - those withadjusted gross incomes of more than
$100,000 - whether single or married were not eligible to make sucha conversion. In addition, ifyou earned
$110,000 ormore ($160,000 for married joint filers) then you also weren't eligible to contribute toaRoth IRA.
These two tax laws effectively precluded upper income taxpayers from enjoying the benefitsof aRoth IRA.
They couldn'tconvert their traditional IRA to aRoth, and they could not fund one either.

IRA Conversionsin2010- Starting in 2010, taxpayers with modified adjusted gross income of more than
$100,000 will be allowed to convert atraditional IRA to aRoth IRA. This change appliesto all years beyond
2010 -and theincome taxes due on the 2010 conversion can be spread over two years. So the 2010 conversion
amount may be included astaxable income in 2011 and 2012 (halfin each year) - helping to spread out the tax
bite. Conversionsinsubsequentyears are included inincome during the tax year in which the conversion is
completed. Removing the Roth IRA conversion cap however doesn't mean anyone can fund aRothIRA, but
itdoes mean thatanyone canconvertan existing IRA toaRoth IRA.

Before deciding the period in which to pay the tax, consider the following. Why did the government put
thisintoeffect? I believe itis to encourage those who may not think of converting, to convert now and pay the
tax in2011 and 2012. Delay the payment of the tax is normally a good incentive. HOWEVER, one must
consider what the tax rates will be inthose years.

In2010, as at stands at the present, the maximum tax rate is 35%. However there certainly will be changes
along withthe Health Care Bill. If2010,2011 and 2012 rates will be the same, then you should probably spread
the paymentsto2011and2012. If, onthe other hand, the maximum rate remains at 35%in 2010 and then goes
to somethinglike the old 39.6%in2011and 2012, you have got to think twice about delaying the income.

Please consultyour professionals about the advisability of doing this. Inthe nextNewsletterand I will
discussa very interesting quirk in the tax law that could work to your distinct advantage.
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HINT HINT HINT

Although not the answer I'm
looking for, we did have some inter-
esting submissions. A number of
people submitted that the colors are
inalphabetical order. The mostinter-
esting one was that these are the
colors of the Olympic Flag.

So now to repeat the original
question: Whatisthe significance of
the colors Blue, Green, Red, White
and Yellow, with those five colors
being EXACTLY inthat order. (An-
swerisalittle controversial. Just get
real close.) .

Thereason that the answer could be alittle controversial is that there is other information
that the colors are actually BLUE, GREEN, ORANGE, RED, WHITE AND YELLOW.
Yes, there are some reports that there is a sixth color, ORANGE in-between GREEN and
RED. I'm interested in learning if this hint is enough. IfnotI'll just have to give another.

I'have told NO ONE the answer! Ifyou have it figured out, please call me directly at
215-260-6666. The first caller with the correctanswer, wins. IfI'mnot available, I will be
very shortly but leave your name and your answer on my voice mail.
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