NEW DEVELOPMENTS IN IRA PLANNING

By:  Gerard O’Flaherty

Recent developments in IRA planning are significant and should be considered by all persons with retirement plans.  

For the balance of 2009 traditional IRA’s have had a relaxation of the requirement of minimum distributions.  This was motivated by the economic condition of the country and recognition of the fact that most persons retirement plans have suffered significantly with loss of value.  
Congress also extended charitable IRA rollovers through the end of 2009.  There is speculation that it will continue into 2010 but nothing has been finalized as of mid September, 2009.  The payments must be made directly from an IRA to a charity.  The taxpayer needs to be 70 ½ years of age and the amount permitted for the charitable IRA rollover is $100,000.00 or less.

ROTH IRA CONVERSION

There have been significant changes made that will significantly encourage almost any person with an IRA to consider a Roth IRA in 2010.  Current regulations prior to 2010 limited Roth IRA conversions to persons having an adjusted gross income less than $100,000.00.  A few changes have been made effective 2009 that have relaxed the more stringent requirements and one is that conversion is now permitted from a 401(k) plan to a Roth IRA.  

For 2010 the $100,000.00 adjusted gross income limitation is dropped.  The second important change is that in 2010 only, a taxpayer may elect to spread the tax liability over two years, that being 2011 and 2012.  

With the vast majority of investors having lower IRA account values due to current market conditions, a conversion at present values can easily be anticipated to grow subsequent to the conversion and escape tax on the appreciation, if that does occur.  
What factors should a person consider when deciding whether or not to make a Roth conversion:

1.
Taxes, is it a fair assumption to assume that taxes will increase in the future.  If so, convert because following conversion withdrawals are tax free.

2.
Time.  This factor means whether or not the taxpayer has sufficient time to “make up” the tax payment that would be required by future growth in the retirement plan account.

3.
Estate size.  Roth IRA’s have a distinct advantage from an estate planning taxation point of view in that distributions from a Roth IRA are not considered an IRD asset.  A traditional IRA is deemed IRD.  IRD means “Income with Respect to a Decedent” and it is taxed in an unfavorable manner.

4.
Who should consider doing a Roth conversion and obtain the greatest benefits?


A.
Any person who has a sizeable IRA asset that they do not plan to use fully in retirement.  The reason is that there is no required minimum distribution and the person’s heirs receive a much greater value inheritance in the case of a Roth IRA than a traditional IRA.


B.
Persons who want to leave tax-free money to their heirs should be especially motivated to consider the Roth conversion strategy.


C.
Persons who are able to pay the taxes associated with the conversion from an outside source rather than from out of IRA funds will benefit the greatest by a conversion.


D.
Persons with an estate that may be subject to federal estate taxes benefit by the conversion in that the taxes paid at the time of the Roth conversion reduce the overall tax effect of leaving a traditional IRA to one’s heirs.  
In summary, evaluation should be made by persons having a retirement plan whether or not to implement a Roth conversion because of the many new developments that allow for a spread of the tax impact and fewer limitations than ever in the past.
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