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A guide to Roth conversions:
Deciding what works for you

en it comes to Roth conver-
slons, there are no “one-size-fits-
all” answers. Each sltuation is differ-
ent — and there is much to consider.
If you have decided to convert,
you have probably concluded that
you will come aut
ahead. Only time
will tell whether
you do come otit
ahead, and this will
| depend on:
= The rate of re-
turn on your portfo-
lio — the higher the
return, the higher

the advantage of
INVESTMENT  tax-free growth.
STRATEGIES ® The tax rate

that you pay on the

converted funds
— adding a large amount ta your
income may push you into a higher
tax bracket.

m The tax rate that you would pay
in the future as you withdraw the
required minimuom distributions —
smaller amounts added to income
incrementally would keep distribu-
tions taxed In a lower bracket; how-
ever, future tax rates may be higher.

W How long you can leave the
converted funds untouched — the
account needs time to recover from
the tax hit on conversion.

w Whether you can pay the tax
from savings rather than from the
TRA — it is best to use other savings.

8 Whether you will need to spend
the IRA during your retirement,
which would put an end to the tax-
free growth in the Roth, or whether
you have ample savings elsewhere.

w Assumling you can afford to
save the whole converted amount,
the age of your beneficiaries — the
younger they are, the longer they
can leave the Roth to grow tax-free,
subject to the requirement that they
take the required minimum distri-
butions,

Whoen to pay stats income tax

If, after careful analysis, you
declde to convert, next comes the
“when to pay the state income
tax” decision tree. The converted
amount will be included in income
in the 2010 tax year, which will
mean you owe state income tax on it
for the year 2010,

® The state income tax is due no
later than April 15, 2011, to avoid a
late-payment penalty,

# You may want to increase your
estimated payments to avaid a late
payment of estimated tax penalty.

= You can avoid the late payment
of estimated tax penalty by making
sure your total withholding and
estimated tax payments for the year
2010 equal a safe estimate, which is
either 100 percent or 110 percent of
your total 2009 tax.

m Even if you can wait until April
15, 2011, to pay the state income
iax, you may want to pay the state
income tax in 2010 (rather than in

2011), especially If you include the
converted amount in income on
your 2010 federal return, because
you may get more tax savings from
the resulting state income tax de-
duction in 201¢ than in 2011.

No state income tax is due If you
canvert a rollover IRA from a lump-
sum distribution from a qualifiad
defined benefit employer plan. Note
that 401(k) plans, 403(b) annulties,
thrift savings plan or state deferred
compensation plans are not defined
benefit plans.

When to include the converted
amount in incame

For federal income tax purposes,
you have a choice — you can in-
clude the entire amount in income
in 2010, or you can include half in
income in 2011 and the other half
in income in 2012. Let's assume you
convert $60,000.

& Including the entire $60,000
amount in income in 2010 may push
you into a higher income tax brack-
et, whereas including $30,000 in 2011
and $30,000 in 2012 may Keep you in
a lower tax bracket.

m Including half in income in 2011
and the other half in 2012 allows you
to defer payment of the income tax.

= Deferring the income to 2011
and 2012 may subject the conversion
income ta higher tax rates. If the
Bush tax cuts expire (and they will
expire unless Congress acts), as a
rule of thumb evervone’'s tax rate
wlill increase by 3 percesnt.

# The income tax for 2011 Is due
no later than April 15, 2012, and the
tax for 2012 by April 15, 2013, but be
sure to make safe estimated tax pay-
ments for both years.

m For 2010 only, there is no phase-
out of ltemized deductians, which
Is another reason to include the
conversion income in 2010.

Whather to unconvert

If you change your mind and de-
cide that converting was not such
a gooi idea, you can "unconvert”
— just switch the account back toa
regular IRA. You have until October
2011 to “unconvert.”

w1f you include the conversion
amount in income in 2010 (which
yau necessarily will for state tax
purposes), if you “unconvert” then
you will have to amend your income
tax return and get a refund.

mH you include the conversion
amount in income — half 1n 2011
and half in 2012, perhaps decide
whether you are going to “uncon-
vert” before any federal payments
are made. Worst case, you will owe
a penalty for underpayment of
estimated tax, which essentlally is
interest on the late payments.
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