


Beginning in 2010, under the newly-enacted legislation, the income
and marital status restrictions that currently limit a taxpayer’s ability
to convert a traditional IRA to a Roth IRA will be removed, leading

to some interesting and very advantageous tax and estate planning strategies.

Under prior law, an individual was allowed to convert a traditional IRA
into a Roth IRA if the taxpayer’s adjusted gross income (AGI) for the 
year (without the income from the converted IRA) was $100,000 or less.
The $100,000 limit is figured without regard to the required minimum
distributions from an IRA.Although the income is taxable, the 10% early
withdrawal penalty does not apply.

Beginning in 2010, the new legislation:

(1) Eliminates the $100,000 modified AGI limit on conversions of 
traditional IRAs to Roth IRAs, and 

(2) Permits married taxpayers filing a separate return to convert amounts
in a traditional IRA into a Roth IRA. Under prior law, married taxpayers
who filed separate returns were restricted from making such conversions.

Special 2010 Income Inclusion Rule – For conversions made in 2010,
a taxpayer can choose to:

• Include the income in the 2010 return, or 

• Include one-half of the conversion income in 2011 and one-half in 2012.

Note: 2010 is the last year for the current “low” tax rates unless Congress
extends them in future legislation.

Income from conversions made in a year after 2010 will be taxable in the
year of the conversion.There are also a number of special rules regarding
early distributions with respect to conversions.

Looking Ahead – There are some interesting strategies a taxpayer can
employ to convert nondeductible traditional IRA contributions to a 
Roth IRA, thereby funding the more favorable Roth IRA.

Strategy – Taxpayers who have employer plans and are restricted from

making deductible traditional IRA contributions because of income level
can make nondeductible traditional IRA contributions in the four tax
years leading up to 2010 and then convert those nondeductible traditional
IRAs to Roth IRAs with virtually no tax since they were nondeductible.
Only the earnings will be taxable.Taxpayers who are prohibited from
making Roth IRA contributions because their income exceeds the limit
may also benefit from this strategy.

Strategy – Using the same strategy, even a taxpayer who can make a
deductible contribution can elect to make it nondeductible, resulting in
the same outcome as above.

Strategy – Generally, rollovers are thought of as transfers from a qualified
plan to an IRA or from one IRA to another IRA. However, beginning in
2002, the law has allowed an IRA to be rolled over (or transferred) to
other qualified plans including 401(k) plans, 403(a) and 403(b) annuities
and 457 governmental retirement plans (assuming the plan will accept the
IRA funds). In addition, the law only allows the taxable portion of the
IRA to be moved to qualified plans. For taxpayers who have mixed IRAs
(including both deductible and nondeductible contributions), this provides
a means of segregating the taxable and nontaxable amounts and then later
converting the nontaxable portion without paying any conversion tax
(except on any interim earnings).Thus, the taxable portion can be rolled
over into a qualified plan, leaving the nontaxable portion in the IRA
where it can be converted to a Roth IRA.

Strategy – More aggressive taxpayers with the financial resources to pay 
the rollover tax might also consider rolling over (or transferring) the funds
from a qualified plan into a traditional IRA and then converting the 
traditional IRA to a Roth IRA.

Minimizing the conversion tax requires careful planning and strict adherence
to the conversion rules. If you wish to develop a plan employing one or
more of the above strategies customized for your unique tax circumstances,
please give us a call.

Uncle Sam is Now 
Monitoring You Tax-Free!
For years, the IRS has been tracking taxable interest to make sure 
taxpayers report it on their returns by requiring payees to issue 1099s.
However, tax-exempt interest, such as interest from municipal bonds, has
never been included in the 1099 reporting requirement.This changes
beginning with the 2006 tax year. Payers will now be required to report
to the IRS tax-exempt interest that they paid to others.

Why did Congress add this requirement to the new tax law? Although
the tax-exempt interest is not subject to federal income tax, it is included
in the computation of taxable Social Security benefits, and “private
activity bond” interest is taxable for the alternative minimum tax
(AMT).Also, tax-exempt interest counts as investment income when
determining eligibility for the earned income credit (EIC); no credit is
allowed if a taxpayer’s investment income exceeds the annual limit
($2,800 for 2006).This new reporting requirement will prevent taxpayers
from being able to omit tax-exempt income from their returns and
avoid additional taxes on their Social Security income and/or increased
AMT, or erroneously claim the EIC.

Need vs. Want: 
What’s Right for You? 

Although some people have it financially easier than others, reaching
your financial objectives is sometimes about making the right choices.
Depending upon income, that choice might be between spending and
saving for some individuals. For those with a lower income, it might 
be a choice between making a purchase or not. No matter what your 
financial situation is, you must learn to distinguish between need and want.

We are in an age where advertising dominates the television, radio 
and magazines.Ads fill up your mail box, and even the daily newspaper 
contains more ads than news.All these ads are doing their best to tempt
us into buying goods and services.When it comes down to it, it’s all
about making the right choices.

It used to be that individuals worked hard to pay off their home mortgage.
These days, we are bombarded with advertisements from lenders 
suggesting that money be pulled out of the home for things we want
but may not really need. Paying for things from future income is risky
and can get you into financial difficulty in your retirement years.

Please give us a call if you need assistance with planning for your 
retirement, your children’s college education, or would like to discuss
available tax planning strategies.

Plan Now for 2010
Roth Conversions



O
ur personal and financial circumstances change throughout
the years.When was the last time you reviewed your will
or trust? Who did you name as the beneficiary or the
executor of your estate? Have you designated a guardian

for your children in case something were to happen to you?  

These types of questions are important and should be reviewed 
periodically. In addition, the circumstances of the individuals named in
your will or trust may have also changed. Make sure that those individuals
are still able to act in the capacity you designated. Consider the following
areas of concern and make sure that everything is in order.

Beneficiary Designations – Who have you designated as the beneficiaries
of your IRA accounts, annuities, 401(k) plans, insurance policies, etc.?
Except for Roth IRAs and insurance policies, these accounts are generally
taxable income to the beneficiary, and you might wish to designate the
taxable ones to certain beneficiaries and the nontaxable ones to others.
Assets with beneficiary designations generally bypass probate and go
directly to the named individual.

Will – If you have a will, who is designated as the executor of your
estate? Is that person still living and willing or capable of serving in 
that capacity? Do you still feel the same way about those whom 
you previously named as the beneficiaries of your estate, or have 
circumstances changed that would require a modification? Are there
any special bequests (such as jewelry, furnishings, memorabilia, etc.) 
that you would like to make to a specific person?  

Trust – One of the advantages of a trust is that probate can be avoided.
However, assets not held in the name of the trust are not exempt from
probate proceedings.All too frequently, when we switch banks or
stockbrokers or sell and buy property, we forget to put the account or
property title in the name of the trust.As a result, part of the estate 
will still end up in probate. Similar to a will, executor and beneficiary
designations should be reviewed periodically.

Healthcare Directive – If you don’t have one in place, then you should
have one prepared. If you already have one, you should review who is
designated to make your medical decisions if you become incapacitated.

Your designee will be responsible for life and death decisions on your
behalf. Don’t take this matter lightly! Another issue of late has come
about as a result of the new privacy laws. Depending upon your state of
residence, some of these new laws have limited a physician’s ability to
communicate to others that a patient is incapacitated.Yet many health
directives only take effect after it has been determined that the patient
is incapacitated.Thus, it becomes quite complicated when the physician
cannot communicate this vital information since it prevents the directives
from taking effect.To avoid finding yourself in this situation, please 
consult your attorney.

Title to Property – How the title is held to property can have a 
significant impact on who ends up with it. If it is held in joint tenancy
with the right of survivorship, it automatically reverts to the joint tenant
regardless of what a will or trust might say. If you are a surviving spouse
and still hold the title jointly with a deceased spouse at the time of your
death, you are going to complicate matters for the beneficiaries.

Everyone’s situation is different and it is impossible to cover all of the
potential variables here. Our goal is to encourage you to start thinking
about your unique situation and to make sure that your designations are
in order. If you have questions or need further information, please give
us a call.

Set to expire after 2008, the capital gains rates have been extended by
Congress through 2010. In addition, the “zero” tax rates now apply to
three years rather than only one.

As part of a 2003 tax package, Congress reduced the preferential tax rates
on capital gains from 10% and 20% to 5% and 15% respectively, with 
the lower rates applying to taxpayers in the 15% and under tax brackets.
The 5% rate will drop to 0% in 2008, which will be the last year for the
temporarily reduced rates.These lower rates apply to both the regular tax
and alternative minimum tax (the AMT). Under the TIPRA legislation,
these rates were extended through 2010.

“Zero”Tax Rate Extended – Under the prior legislation,the “zero”
percentage rate only applied to 2008. By merely extending the sunset 
date of the prior act, Congress is effectively allowing the “zero” rate for
three years, 2008 through 2010.

Qualified Dividends Extended – The legislation also includes a provision
that taxes qualified dividends at capital gains rates through 2010. Under
prior law, qualified dividends were only scheduled to receive this special
treatment through 2008.

CAPITAL GAINS & DIVIDENDS
BARGAIN EXTENDED 

FOR TWO YEARS 

Tax Bracket
Capital Gains Rates

2006 – 2007 2008 – 2010

0 – 15% 5% 0%

25% and Above 15% 15%

Is Your Personal 
Estate In Order? 




