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Converting Funds from a Traditional IRA to a Roth IRA: Factors to Consider

Questions

Factors to consider

Do you qualify to convert
funds from a traditional IRA
to a Roth IRA?

• Guessing incorrectly may have serious consequences; the conversion of
funds from a traditional IRA to a Roth IRA is considered a taxable
distribution, subject to federal income tax and a possible penalty.
• The fact that you qualify to convert funds from a traditional IRA to a Roth
IRA doesn't necessarily mean you should; consider the following factors
before making a decision.

Will you pay the tax that
results from converting
funds with outside (non-IRA)
funds?

• Converting traditional IRA funds to a Roth IRA will result in federal income
tax due on those funds (to the extent that those funds consist of investment
earnings and tax-deductible contributions).
• Paying the tax due with IRA funds reduces the amount that grows tax free
in the Roth IRA.
• IRA funds used to pay the tax may be subject to additional income tax and
possibly a penalty.
• Paying the tax due with non-IRA funds allows more dollars to be funneled
into the tax-free Roth IRA.

Do you expect to be in the
same or in a lower or higher
income tax bracket when you
eventually take IRA
distributions?

• If your tax bracket remains the same and you pay the tax that results from
converting funds with IRA dollars, the conversion may have no tax
consequence.
• If you'll be in a lower tax bracket when you take IRA distributions, paying
tax now on converted funds at your present (higher) rate may not be very
appealing.
• If you'll be in a higher tax bracket when you take distributions, you can
convert funds to a Roth IRA now and pay tax at your present (lower) tax
rate, and distributions will be tax free later (assuming you qualify for
tax-free withdrawals--see below).

Can you leave your funds in
your Roth IRA for at least 5
years?

• If you withdraw funds after 5 years from the time you establish any Roth
IRA you may qualify for tax-free and penalty-free withdrawals if you meet
one of several other conditions (a qualified withdrawal).
• If you convert a traditional IRA to a Roth IRA, and then make a
nonqualified withdrawal within 5 years of the conversion, the earnings you
withdraw will be subject to income tax, and your entire withdrawal may be
subject to a 10% penalty unless an exception applies (age 59½, etc.).

Can you leave your funds in
your Roth IRA for at least 10
years?

• This time frame becomes more important when you're paying the tax that
results from converting funds with IRA funds.
• Generally, converting funds to a Roth IRA makes sense if you plan to leave
the funds in the Roth IRA for 10 years or more.
• If you plan to take distributions from the Roth IRA within the next 10 years,
make sure converting funds is in your best interest.

Can you live comfortably in
retirement without taking IRA
distributions?

• You can keep contributing to the Roth IRA after age 72, as long as you
have sufficient earned income.
• Unlike a traditional IRA, you aren't required to take annual minimum
distributions from a Roth IRA after age 72 or at any time during your life.
• Assuming 5 years have elapsed from the time you established any Roth
IRA, your beneficiary receives Roth IRA funds free from federal income
tax (but not necessarily from federal estate tax) when you die.
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Does your traditional IRA
consist of any nondeductible
(after-tax) contributions?

• You've already paid federal income tax on any nondeductible contributions
to your traditional IRA, so these dollars are not subject to federal income
tax when you convert funds to a Roth IRA.
• After you convert funds, future investment earnings on your Roth IRA will
accrue tax free.

When you die, will federal
estate tax be due?

• When you die, the value of your IRA (traditional or Roth) will be included in
your taxable estate to determine if federal estate tax is due.
• When you convert funds from a traditional IRA to a Roth IRA, you pay
federal income tax on your IRA funds now rather than later.
• The money you use to pay the tax now effectively removes those dollars
from your taxable estate, potentially reducing your federal estate tax
liability after your death.

Will you apply for financial
aid in the next few years?

• When you convert funds from a traditional IRA to a Roth IRA, you pay
federal income tax on your IRA funds now rather than later.
• The money you use to pay the tax now effectively removes those dollars
from the assets to be considered in determining your child's eligibility for
financial aid.

Are you currently receiving
Social Security benefits?

• The portion of your Social Security benefits that is taxable in any year
depends on your income and tax filing status for that year.
• Excluding any nondeductible contributions, funds that you convert to a
Roth IRA are treated as taxable income to you for that year.
• If more of your Social Security benefits will be taxed as a result of
converting funds to a Roth IRA, factor in the additional tax cost to you.
• Balance this cost against the fact that distributions from Roth IRAs, in
addition to being tax free, are not currently counted in determining the
taxable portion of your Social Security benefits.

Does your state follow the
federal income tax treatment
of Roth IRAs?

• If your state does not follow the federal income tax treatment of Roth IRAs,
you must factor in the way that your state tax treatment will affect your
situation.

Does your state provide Roth
IRAs with protection from
creditors equal to that
provided to traditional IRAs?

• Up to $1,362,800 (and in some cases more) of your total IRA assets, Roth
and traditional, are protected under federal law in the event you declare
bankruptcy. State law may provide additional creditor protection, but the
protection given to funds in Roth IRAs may be less than that given to funds
in traditional IRAs.
• If you have a significant percentage of your assets in IRAs and you are at
risk of being sued by creditors, you should consider your state's degree of
creditor protection for each type of IRA.

If you participate in a 401(k), 403(b), or 457(b) plan at work, you may be able to make Roth contributions to
the plan. (Check with your plan administrator -- plans aren't required to offer this option.) Qualified
distributions of Roth contributions and related earnings are income tax free (and penalty free) at the federal
level. This may be a factor in your decision of whether to convert funds from a traditional IRA to a Roth
IRA. However, be sure to discuss your situation with a tax professional before making any decisions.
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IMPORTANT DISCLOSURES
Broadridge Investor Communication Solutions, Inc. does not provide investment, tax, legal, or
retirement advice or recommendations. The information presented here is not specific to any
individual's personal circumstances.
To the extent that this material concerns tax matters, it is not intended or written to be used, and
cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law.
Each taxpayer should seek independent advice from a tax professional based on his or her
individual circumstances.
These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable — we cannot assure the accuracy or
completeness of these materials. The information in these materials may change at any time and
without notice.
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