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What You Should Know About Roth IRA Conversion 
 
 

The Roth IRA account, created by the Taxpayer Relief Act of 1997, allows individual investors 
to save for retirement. The contributions to the account are not tax deductible, as is true with 
traditional IRAs; rather, gains on investments held in a Roth IRA are tax-free. And unlike 
traditional IRAs, there are no minimum distributions required on Roth IRAs. Owners of 
traditional IRAs may convert to Roth IRAs, thus changing from tax-deferred to tax-free 
accounts. And since congress abolished the $100,000 adjustable gross income (AGI) limit on 
Roth IRA conversions, anyone, regardless of income, can convert to a Roth IRA. 

 

Roth conversion is a taxable event. If you convert from traditional IRA to Roth, the conversion 
amount is taxable as ordinary income in the year of conversion. There is some planning 
flexibility in Roth conversion. For example, you may change your mind if, for whatever reasons, 
you decide conversion is not for you, in which case, you may undo the conversion to re- 
characterize the Roth account back to a traditional IRA. But re-characterization must be done by 
no later than October 15 of the year following the conversion year, or it will not work. 

 

So the question is: should you convert, or shouldn’t you? 
 
Generally speaking, the farther out you are from seventy and a half (the age when you must take 
required minimum distributions from traditional IRAs), the more beneficial it is with Roth 
conversion. For one thing, this would give you more time to convert substantially all of your 
traditional IRAs to Roth before reaching seventy and a half. You see, conversion is not an all-or- 
nothing proposition; you may convert any amount of a traditional IRA to Roth in any given year. 
Just because you have a $500,000 IRA, for instance, doesn’t mean that you have to convert the 
whole thing over in one gulp. 

 

Now this is what you should do when you convert (just in case you decide to re-characterize 
later): 

 

When you convert, start a new Roth IRA account for the conversion. Even if you already have an 
existing Roth IRA, do not commingle the new conversion amount with the one that already 
exists. If you diversify among different asset classes, you may even consider separate accounts 
for different asset classes. This will let you isolate the performance of the different asset classes, 
which will allow you to determine which account to re-characterize (say you want to only re- 
characterize the accounts that have declined in value and keep the ones that have gained); it 
would be a much simpler and cleaner process. Also, starting a new Roth IRA account for the 
conversion would avoid commingling the tax basis of the new conversion with the basis of the 
existing Roth account, and you wouldn’t need to figure out the basis adjustments in case of a re- 
characterization later. After the re-characterization deadline expires (after October 15 of the year 
after conversion), you can merge the separate Roth accounts together. 
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Roth conversion requires income tax planning. It is essentially a tax-planning exercise. The 
earlier (in the year of conversion) you start planning, the better off you will be. 

 

In the year of conversion, make room on your tax return for conversion income. This means 
either shifting income to a non-conversion year or deductions to the conversion year. There are 
many income tax-saving strategies to choose from. 
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