
Analysis of Roth IRA Conversions

To convert or not to convert; 
that is a great question!
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Atlantic Trust Private Wealth Management includes Atlantic Trust Company, a division of Invesco National Trust Company (a limited-purpose national 
trust company),  and Stein Roe Investment Counsel, Inc. (a registered investment adviser), both of which are wholly-owned subsidiaries of Atlantic 
Trust Group, Inc. This document is intended for educational purposes only and the material presented should not be construed as an offer or 
recommendation to buy or sell any security. Concepts expressed are current as of the date of this newsletter only and may change without 
notice. Such concepts are the opinions of our investment professionals, many of whom are Chartered Financial Analysts® (CFA®). The CFA 
designation is a globally recognized standard for measuring the competence and integrity of investment professionals. Certified Financial Planner 
Board of Standards Inc. owns the certification marks CFP® and CERTIFIED FINANCIAL PLANNER™ in the U.S. 

There is no guarantee that these views will come to pass. Past performance does not guarantee future comparable results. To ensure compliance with 
requirements imposed by the IRS, we inform you that any U.S. federal tax advice contained in this communication (including any attachments) is not 
intended or written to be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue Code or (ii) promoting, 
marketing or recommending to another party any transaction or matter addressed herein. Atlantic Trust does not provide legal advice, and the 
information contained herein should only be used in consultation with your legal, accounting and tax advisers.  To the extent that information contained 
herein is derived from third-party sources, although we believe the sources to be reliable, we cannot guarantee their accuracy.

Investment Products Offered are Not FDIC-Insured, May Lose Value and are Not Bank Guaranteed. 
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Introduction to the Roth IRA

Can only fund with after-tax contributions

Distributions are tax-free if certain requirements are met

Able to take early distributions of contributions without tax or penalties (subject to a 
5 year holding period)

No required distributions at age 70 ½

No age limits on contributions

Inherited Roth IRA distributions are free of income tax subject to continued 5 year 
holding period (Roth is subject to estate tax)

Maximum annual contributions are $5,000 ($6,000 for over age 50) but must have 
2010 tax AGI less than $167,000 for married couple and $105,000 for single

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Decision Tree
Weighing the Options

Are charities a substantial 
benefactor of the estate?

Do you have the funds to 
pay the associated tax? DON’T DO a Roth

YESNO

DON’T DO a RothAre some of your retirement 
assets saved for family?

Do you anticipate your tax rate 
will be higher when your retire?

Do you anticipate you will be able to 
recover the money paid in taxes?

CONSIDER a Roth

CONSIDER a Roth

CONSIDER a Roth

NO

NO

YES

YES NO

NOYES

YES

DON’T DO a Roth

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Advantages

Contributions
– Paying the tax on the conversion with non-qualified assets is, effectively, an additional 

contribution 
– Can make contributions after age 70 ½ subject to Roth contribution rules

Order and taxability of distributions:
– Roth contributions are distributed first, tax-free
– Conversion contributions are distributed next, tax-free (nonqualified distributions subject to 

IRC Section 408A(d)(4))
– Earnings are distributed last, tax-free (subject to qualified distribution and excise tax 

requirements and holding periods)

No required distributions at age 70 ½

Estate is reduced by the income tax paid

Tax favored account for devises to family members

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Disadvantages

Potential for faster distributions from Roth IRA if it does not qualify for “stretch” IRA 
treatment

Income tax rates could be higher in year of conversion/contributions than in years of 
distributions

Tax law changes could remove tax-free treatment on earnings

Liability protection varies slightly depending upon state statute

Tax paid on conversion reduces funds available for charitable devises

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Conversion

In 2010, no income limitation for conversion eligibility

Conversions in 2010 qualify for deferred recognition of income equally in 2011 and 
2012 (default application)

Conversions in 2010 can be recognized entirely in 2010

Accounts that qualify include traditional IRAs and many qualified retirement plans.  
However, many plans require a separation of service before a distribution is allowed.

Restrictions on SEP or SIMPLE IRAs

5 year holding period
– Income tax deferred if Roth has been held since 2006
– Requirement to hold converted Roth IRA for full 5 years to be excluded from excise tax (10%)
– Roth 401(k) and Roth 403(b)
– Exceptions of 10% excise tax applies (IRC Section 408A(d)(2))

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Tax Planning

Quantify any loss carryovers and evaluate 2010, 2011 and 2012 income

Need to estimate (guess) what tax rates will be going forward

Income tax from 2010 isn’t due until 4/15/2011

Evaluate tax deduction lumping, i.e. state tax payments (to extent out of AMT) and 
charitable deduction

Use non-qualified assets to pay the income taxes

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Conversion Tactics

Use same custodian or Trustee to Trustee transfer

Avoid 60 day exception

Make sure beneficiary designations allow for “stretch” benefits 

Use a new Roth IRA for the conversion – this allows for “re-characterization”

– Tax reset provision allows taxpayers to undo the conversion

– Must wait until later of next tax year or 30 days before conversion permitted again

– This allows taxpayer to evaluate the effectiveness of the performance of the account--the 
market may provide for some tax savings

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Example 1 – Convert with only IRA Assets

Assume Client has a $12,000 non-qualified account and a $30,000 IRA.  Client is in top tax 
bracket of 35%, capital gains taxes are 15% and these rates don’t change over time.  
Further assume that the clients portfolio returns are 2% taxable yield and 4% growth with a 
20% annual portfolio turnover. Ignore excise tax and RMDs.
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Source: Atlantic Trust

Value comparison of Accounts

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Example 2 – Convert with only non-qualified assets

Assume Client has a $12,000 non-qualified account and a $30,000 IRA.  Client is in top tax 
bracket of 35%, capital gains taxes are 15% and these rates don’t change over time.  
Further assume that the clients portfolio returns are 2% taxable yield and 4% growth with a 
20% annual portfolio turnover. Ignore excise tax and RMDs.
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Convert with only non-qualified assets

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Example 3 – Consumption of IRA

Initial account balance and net of conversion taxes:

IRA Roth IRA
Beg Balance $ 30,000 $ 30,000
Taxes — (12,000)

–––––––––– ––––––––––
30,000 18,000

Growth over 20 years at 7.2%

IRA Roth IRA
Ending Balance $ 120,000 $ 72,000

Account balance after effective tax in 20 years:

Tax Rate IRA Roth IRA
30% 87,000 72,000
40% 72,000 72,000
50% 60,000 72,000

Note: This material does not constitute a recommendation of the suitability of any investment strategy for a particular investor. 
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Linda S. Beerman
Chief Fiduciary and Risk Officer

Linda Beerman serves as the chief fiduciary and risk officer for the firm as well 
as manager of Atlantic Trust’s Wealth Strategies group. With 31 years of experience 
in the financial services industry, Linda manages client estate and wealth planning 
and has oversight responsibility for policy and procedures through the Trust and Risk 
Management Committees. Before joining Atlantic Trust in 2001, Linda was the 
manager of estate and financial planning for Wachovia's Trust Department, which 
she joined in 1978. Linda received her Bachelor of Arts from Denison University and 
a Juris Doctorate from Wake Forest University School of Law. She is a member of 
the North Carolina Bar and the North Carolina Bar Association and has served on 
the Trust Drafting Committee of the North Carolina General Statutes Commission 
and as a member of the adjunct faculty of Wake Forest University School of Law. In 
addition, Linda is a member of the Wake Forest University and Forsyth Country Day 
School Planned Giving Advisory Councils and has served on the Forsyth Country 
Day School Board of Trustees. 

As of 07/09, the Chartered Financial Analysts® (CFA®) designation is globally recognized and attests to a charterholder’s success in a rigorous and comprehensive study 
program in the field of investment management and research analysis. Certified Financial Planner Board of Standards Inc. owns the certification marks CFP® and CERTIFIED 
FINANCIAL PLANNER™ in the U.S.
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As of 07/09, the Chartered Financial Analysts® (CFA®) designation is globally recognized and attests to a charterholder’s success in a rigorous and comprehensive study 
program in the field of investment management and research analysis. Certified Financial Planner Board of Standards Inc. owns the certification marks CFP® and 
CERTIFIED FINANCIAL PLANNER™ in the U.S.
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