Practice Tips-2010 Roth IRA Conversions
Summary
Currently, an IRA owner with modified adjusted gross income (MAGI) of $100,000 or less, and who is not a married individual, filing a separate return, may convert all or a portion of his or her Traditional IRA to a Roth IRA.

The $100,000 MAGI limit and joint filing requirement will be eliminated for conversions occurring in 2010 and later years.

Apply the Rules
Conversions occurring prior to 2010:
To be eligible to convert, IRA owners must meet two requirements. 
1.  The IRA owner’s MAGI cannot exceed $100,000; and

2.  The individual’s filing status cannot be married filing separately and the person lived with his or her spouse at any time during the year.
Conversions occurring in 2010 and later years:

(Tax Increase Prevention and Reconciliation Act of 2005-TIPRA)

· The $100,000 MAGI ceiling will be eliminated

· The joint filing requirement for married individuals will be eliminated

· For those who convert in the year 2010, unless a taxpayer elects otherwise, the amount includible in gross income as a result of the conversion is included ratably in 2011 and 2012.

· Those who convert after year 2010 must include the conversion income in the year of the conversion. 

Requirements for all conversions:

· All or part of the assets in a Traditional IRA can be converted to a Roth IRA.
· Dollars in the Traditional IRA that have not been taxed, will be subject to taxation at the time of the conversion (note the 2010 exception, however)
· Use IRS Form 8606 to report conversions to Roth IRAs. 

· A conversion can be completed via a rollover, trustee-to-trustee transfer or same trustee transfer. 
Ask key question
Are you making nondeductible contributions to your Traditional IRA to take advantage of the Roth conversion rule changes in 2010? 
Example #1
Mary meets the MAGI limits and filing requirements to convert her Traditional IRA to a Roth IRA.  On April 1, 2009, Mary converts her entire Traditional IRA of $100,000 to a Roth IRA.  She has only made nondeductible contributions to her traditional IRA because her MAGI level makes her ineligible to make deductible traditional IRA contributions and/or Roth IRA contributions.  Her traditional IRA consists of $30,000 basis and $70,000 earnings.  Mary will include $70,000 in her gross income for 2009.  

When Mary files her 2009 tax return, she will also include a completed Form 8606 to report the conversion from a traditional IRA to the Roth IRA.


Note: In 2010, regardless of her MAGI or filing status, Mary could convert her traditional IRA to a Roth IRA and have the option to spread the taxation over two years (2011 and 2012).   
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