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Should You Convert? - The 2010 Roth
Conversion Option

In 2010, the income restriction on converting an IRA into a Roth IRA will be lifted,
potentially giving some investors a good opportunity to utilize the Roth IRA retirement
savings vehicle.

In the past, only households with Modified Adjusted Gross Income below $100,000
were eligible to convert. However, starting in 2010 there will be no income limit on
conversions (annual contribution limits will still apply for Roth IRAs) and any result-
ing taxable income can be deferred equally to 2011 and 2012. All types of pre-tax
IRA accounts qualify for conversion including traditional, rollover, and SEP.

Who Will Benefit from Conversion?

The key difference between a traditional IRA and a Roth are that Roth IRA funds are
“after tax”’; the money grows tax-free and withdrawals in retirement are also tax-free.
Furthermore, Roth IRA funds are not subject to Minimum Required Distributions
(MRD’s) during retirement.

By converting a traditional IRA to a Roth IRA an investor can pay tax today on exist-
ing IRA funds (at current tax rates) rather than in retirement at some unknown future
tax rate. So, investors that anticipate being in a lower tax bracket in 2010 and a higher
one in retirement certainly are prime candidates for converting to a Roth. Also, those
with adequate funds outside of their IRA accounts to pay the taxes would benefit the
most since utilizing retirement funds to pay the tax bill is generally not advisable.

In determining if it’s advantageous to convert or not, investors need to be aware that
funds being converted to a Roth count as ordinary income in the year of conversion.
Depending on the amount being converted, it is possible that the additional income
may move the taxpayer into a higher tax bracket; thereby making the conversion less
beneficial.

Even if a taxpayer is in a high tax bracket, a full or partial conversion still might make
sense. Another benefit of Roth IRA’s is that they are not subject to the Minimum
Required Distribution (mandates required distributions beginning at age 70 %) during
retirement so investors can keep more funds invested in a tax advantaged vehicle during
retirement. Also, for those with retirement accounts comprised of all “pre-tax” savings
vehicles, the Roth offers an opportunity to hedge against higher future tax rates.
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Working the Math and Taking Action

For those that are considering the conversion, it is important to work through the num-
bers under various assumptions to see if there is an economic benefit. Important vari-
ables include expectations for future tax rates, expected return on investments, and age
of withdrawals. SMS Capital Management can work with you to consider whether or
not a conversion (either full or partial) to a Roth makes sense.

* None of the information or data presented herein constitutes a recommendation by SMS Capital
Management, LLC or a solicitation of any offer to buy or sell any securities. Information presented is
general information that does not take into account your individual circumstances, financial situation or
needs, nor does it present a personalized recommendation to you.

Although information has been obtained from and is based upon sources SMS Capital believes to be reli-
able, we do not guarantee its accuracy and the information may be incomplete or condensed. This report
is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale
of a security. Past performance is no indication of future results.
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