To convert or

That is the Roth
IRA question

By DAVID M.TAUBE

With Its highly prized fecure of creat-
Ing tax-free retiramant income, much al-
lention has been focusad on Roth Inal-
vidual Ratrement Accounts (IRAs). The
haightenad inlerast In Roth IRAS Is due
o e ramoval of the incomea Imiation
preventing many ownars of Traditional
RAs, or other eligible retirement ac-
counts, from converling all or a part of
the unt to 3 Roth IRA. Prior 10 2010
ors with an annual adjusied gross
Income of more than $100,000 were not
glowed o convert

(Nole: Income Iimits stil extst on the
abiRy 1o contrbute 103 Roh IRA. For 2011
single laxpayers with an adusted gross In-
come of more than $122,000 [$177,000 1
marred Ning Joindy] are Nt parmitied 0
make Roth IRA conributions.)

With the alimination of the income imi-
lation, does t make sense 0 convert &
Tradiional IRA of oher edgibie retrament
balance o a Roih IRA now or In he future?

First, a quick summeary of the dffer-
ence betwean 3 Traditional IRA and Rath
RA. Wth a Traditional, the contribution
Is typicaly mage on 3 pre-iax basis
meaaning &k was not tsxed and reguces
your taxable income In he year ol con-
tricution. The account aflers lax-oalerred
growth potential, but the funds are taxad
a3 ncome when witharawn. Things are
somawnal flipped with 3 Roth RA: the
contribution ks made on a post-tax baslks,
meaaning It was l=xad. The main aovan-
lage of the Rom Is that, In aadiion Lo tax-
free growth polential the lunds are lax
frae when withdraan

Ancther diference Is thal dstriputions
from a Traditional are mandatory In the
year you turn 70 and a hat, while here s
no distribution requiremant for a Roth (the
witharawals are lax Iree, 50 the |IRS does
nat care F you ever Lake the money out)

To convert or not 1o convert? That ks
tha Aoth IRA question

Alhough everyaone
tha main factors 0
Ing the conversion dacision include

Futre Income taxas the amourt
converted Is taxabie Income, S0 you pay

Laion Is unique,
I0ar balore mak-

not to convert?

taxas on the maney now, rather than when
you withdraw the money In retirement. ¥
you axpect 1o ba In 3 higher 1ax bracket
when you retire, @ Roth conversion may
be 3 smart stralegy. i adadtion, T you ex-
pect 1ax rales 10 rse, a conversion may
be a savvy move. With the burpaoning
national budget ofick and dedt, Is this
unikety? The tax cost Is cruclal: If you
verl, how much tax wil you pay now
VErSUS What you expact 10 pay whan you
witharaw the monay during reframent?
Investment timea horzon the benelils
of a conversion wil panerally Increase the
ONZEr your money remains in the Hoh
RA. If your Bme horizon IS lass than Ive
years, e conversion probably wil Nt
make sense sinca amounts witharawn
from Roih accounts open less han Ive
years are subject o a 10 percent panalty
Source of funds for tax paymert
you should genaraly avold using monay
from the conversion 1o pay the taxes and
nstead use nonHefrement fungs. Us-
Ng comversion proceeds reducas the
amount hat can potentialy grow lax free
n the Roth IRA. In adadtion, ¥ you are un-
der B9 and a hall, there k5 3 10 percent
penally. I you do not have ancugh non-
retirernent money o pay the conversion
nCcome taxes, on2 cplion Is 1o convent
smalier samounts. Addtionaly, even If you
can aford 0 pay he laxes on he entre
amount, you might wanl to consigar par-
Bal conversions over several years so tha
ncome from the conversion s not taxed
N 3 highar brackat han your cumant one
Although a2 converson does finaly
provide many high-ncome Investors the
opporiunty 0 have 3 Ron IRA, thasa
consioarafions add compiexiy to tha con-
version declsion. However, don't worry. ¥
you gdacikde afler completing a conversion
hal you maoe 3 mistake, the IRS allows
rversion (3
Jarization”) up
year after the conversion
This articke Is for informational purpos-
as only and Is not financial, legal or tax
advica. Pleasa consul wilh your adwviser
before making any declsions




