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Guest column

As we go through 2010, many people are 
positioning themselves to take advantage 
of the Roth IRA Workaround: 2010 Con-
version Limit Loophole. Normally there is 
a $100,000 income limit on the ability to 
convert from a traditional IRA to a Roth 
IRA. 2010 is the year that the limit disap-
pears. In addition, you can spread the tax 

payment for a 2010 conver-
sion over two years. People 
who may not have been able 
to contribute to a Roth IRA 
in the past now may qualify. 

Starting in 2010, the exist-
ing $100,000 income test 
for converting a traditional 
IRA to a Roth IRA will no longer apply. 
Conversions that occur in 2010 will be 
able to have half of the taxable converted 

amount taxed in 2011 and the other 
half taxed in 2012. (On May 17, 
2006, President Bush signed the 
Tax Increase Prevention and Recon-
ciliation Act of 2005 into law. This 
tax bill included a provision dealing 
with conversions of traditional IRAs 
to Roth IRAs.) 

On Aug. 17, 2006, President 
Bush signed into law the Pension 
Protection Act of 2006. This law 

made permanent increased contribution 
limits to IRAs (including Roth IRAs) that 
would otherwise have expired after 2010. 

It also made permanent the Roth 401(k), 
which would otherwise not have been 
available after 2010. 

Even if you don’t qualify to make Roth 
IRA contributions or traditional IRA con-
tributions on a before-tax basis, you can 
still make after-tax contributions to a 
traditional IRA. If you invested in a non-
deductible IRA in tax years 2006 through 
2010, then you can convert those IRAs to 
Roth IRAs in 2010.

Most investors shy away from making 
nondeductible contributions to an IRA 
because they are not tax-deductible, the 
investment growth is fully taxable, and 
because they are subject to minimum dis-
tribution rules they offer only a minimal 
tax shelter. But by converting these non-
deductible IRAs to Roth IRAs in 2010 
many of those disadvantages disappear.

For those with incomes between 
$100,000 and $250,000, the newfound 
eligibility for a Roth conversion might be 
worth a closer look. (Those at $100,000 
or below were already eligible, so the 
2010 change is moot.) Taxpayers in the 
top brackets might find the projections 
less compelling because of a lower prob-
ability they will be in the same or a higher 
bracket after retirement. Nevertheless, if 
you’re in the highest brackets and expect 
to stay that way throughout retirement, it 
still could make sense – especially if you’re 
convinced that tax rates will continue to 
rise no matter how much you make.

While it might be very exciting for 
some people to learn that they can use 
this 2010 law to convert an IRA to a 
Roth IRA, it’s important to mention 
that Roth IRAs are not for everyone.  
Income taxes aside, very high net worth 
individuals may find that converting 
part or all of a traditional IRA to a Roth 
is advantageous for estate-planning pur-
poses, especially if there is a significant 
IRA balance that doesn’t need to be tapped 
during the owner’s lifetime. Though the 
value of a Roth still will be included in the 
gross estate, because there are no required 
minimum distributions, the account could 
grow larger than it otherwise might under 
traditional IRA distribution rules – leaving 
more for heirs to withdraw income tax-
free over their lifetimes. What’s more, the 
income tax paid at the time of conversion 
(preferably from assets other than IRA) will 
reduce the owner’s gross estate. In effect, 
the account owner is prepaying income tax 
on behalf of future beneficiaries without it 
really counting as a taxable gift.

Before deciding the right option for you, 
it is advisable to speak with a financial or 
tax professional. q

Calamita is a financial consultant at 
RBC Wealth Management in SouthPark. 
The information included in this article is 
not intended to be used as the primary basis 
for making investment decisions nor should 
it be construed as a recommendation to buy 
or sell any specific security.
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