Roth IRA Conversions

Conversion

Roth IRA Conversion: A Roth IRA conversion is
a type of transaction in which Traditional IRA (or
other eligible retirement plan) savings are moved
to a Roth IRA. The amount converted to a Roth
IRA is typically taxed as ordinary income in the
year of conversion (except for amounts represent-
ing basis in your existing plan).

—

Assets Eligible for Conversion

Traditional/SEP IRA
SIMPLE IRA
Qualified Plan

403(b)

Governmental 457(b)

Conversion Eligibility

Before 2010 2010 and After

Married couples must All plan participants,

file joint federal tax IRA owners and

return spouse beneficiaries
eligible

MAGI cannot exceed

$100,000

« Nonspouse beneficiaries are unable to convert
Traditional, SEP, or SIMPLE IRA assets to a
Roth IRA.

« Nonspouse beneficiaries are able to convert
(roll over) inherited plan assets to an Inherited
Roth IRA.

2010 Conversion Taxation Options
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Option Two

50% Taxable 50% Taxable
Conversion Conversion
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Conversion Reporting
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Direct Conversion

Distributing IRA/Plan Receiving Roth IRA
o Check payable to the receiving Roth IRA o Form 5498 Box 3 (conversion) from IRA
« Report to IRS on Form 1099-R Code 2 or 7 (from o Form 5498 Box 2 (rollover) from Plan

IRA) or Code G or G4 (from plan)

Indirect Conversion

Distributing IRA/Plan Receiving Roth IRA
o Check payable to the receiving Roth IRA owner o Form 5498 Box 3 (conversion) from IRA
« Report to IRS on Form 1099-R Code 1 or 7 o Form 5498 Box 2 (rollover) from Plan

Direct and Indirect - What’s the Same and What’s Different?

Issue Direct Conversion Indirect Conversion
) o Distributing IRA trustee or custodian/plan reports distribution
Reporting +  Receiving financial organization reports the contribution
. . . IRA: The withholding rules apply, but the IRA | IRA: The withholding rules apply, but the

Wlth_h()ldlng s owner may waive out of withholding IRA owner may waive out of withholding
requirement Employer Plan: No mandatory withholding Employer Plan: Mandatory 20% withholding
Titling of check or Paid directly to a Roth IRA for the benefit of the| Paid directly to the distributee

o rec Paid to the receiving Roth IRA as soon as Deposit to the receiving Roth IRA within 60
Timin it -

8 administratively feasible days
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