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Important News for Those Taking RMDs in 2009Important News for Those Taking RMDs in 2009
If you are taking Required Minimum Distr ibut ions (RMDs) f rom your IRA, you should know that the govern-
ment elected to waive the requirement for 2009 only.  I f  you would l ike to take advantage of this  one-t ime 
waiver,  but al ready took your dist r ibut ion, you have unt i l  November 30th,  2009 to ‘rol l ’  the dist r ibuted 
amount back to your account without penalty.  P lease note, however,  that this  wi l l  count as your one 
al lowed “rol lover” within a 12-month per iod for that part icular IRA. 

Strategies to consider
1.  Fi rst  of al l ,  you may not want to wait  unt i l  2010 
to convert i f  you are current ly el igible (expect 
to make less than $100,000 AGI in 2009).  
Suppose you expect that your earned income 
wi l l  be less this  year than next,  and, therefore, 
you’re in a lower income tax bracket this  year 
than you expect to be next.  Then, you might 
want to convert now. Also, you may have assets 
that are undervalued now that you could 
convert this  year with lower tax consequences, 
because you expect that they wi l l  appreciate in 
2010. E i ther or both of these circumstances 
would suggest that i t  may be advisable to 
convert in 2009, i .e. ,  sooner than later.

2.  You may want to convert into mult iple Roth 
IRAs for two reasons:  

You may need to reverse one or more 
convers ions back to tradit ional IRAs (cal led 
re-character izat ions) and having more than 
one Roth IRA to choose from can al low you to 
choose the los ing Roth i f  some investments 
are doing better than others.  That way your 
winners wi l l  cont inue to grow tax-free.
I t  i s  probably best not to combine your 
converted tradit ional IRAs with Roth IRAs 

Roth Conversion Strategies

formed in pr ior years,  because i f  you ever 
have to re-character ize, the calculat ions 
can be complex.

3.   You may want to convert only a port ion of 
your t radit ional IRA(s) because you may have 
one or more depreciated assets that are l ikely 
to appreciate in the future. Convert ing the 
assets before they appreciate wi l l  save you on 
taxes that would apply i f  you were to convert 
after they appreciate. Also, the overal l  tax 
burden may be too high for you i f  you convert 
al l  of your t radit ional IRA(s) in one year.

4.   Bear in mind that there is  a f ive year rule 
associated with Roth dist r ibut ions.  Any 
dist r ibut ion dur ing the f ive-year per iod start ing 
on  January 1st  of the year of your convers ion, 
wi l l  be subject to a 10% penalty on the ent i re 
amount of the convers ion (not dist r ibut ion),  
unless the dist r ibut ion is  made after age 59.5 or 
another  exception appl ies.    Also, i f  an 
individual who spread out the income inclus ion 
over 2011 an 2012 dies before 2012, the 
deferred amount is  includible in the year of 
death, unless the spouse acquires the deferred 
amount.

Effective January 1st ,  2010, Roth IRA conversions are on sale!  Heretofore, many Americans have 
been restr icted from creating Roth IRAs due to the fact that they made more than $100,000 in 
adjusted gross income, the current l imit  for convers ions.  That restr ict ion goes away permanently 
this  January.
But that is  only the beginning of the good news. Not only wi l l  more Americans be in a posit ion to 
establ ish tax-f ree growth Roth IRAs f rom the convers ion of their  t radit ional IRAs or rol lovers f rom 
tradit ional pension plans l ike 401(k)s,  but for 2010 only,  they’ l l  be al lowed to spread the tax impact 
(normal ly payable in the tax year associated with the year of convers ion) over two subsequent 
years (2011 and 2012).  This  effect ively spreads a 2010 convers ion tax consequence over three 
years (2010-2012).
Thus,  i f  you convert in 2010, you do not have to report the tax due on your 2010 tax return, although 
you may elect to do so. Instead, i f  you do not report the taxable amount on your 2010 1040, you 
are al lowed to report the taxable amount of the converted funds on your 2011 and 2012 tax 
returns.  When you do, you have to spl i t  the tax l iabi l i ty equal ly between the two years (50% each 
year) and the total  taxable amount of the converted funds has to be reported by t ime of your 2012 
tax return f i l ing. This  opportunity,  i t  i s  important to note, goes away after 2010. Whi le you’ l l  st i l l  be 
able to convert regardless of income after 2010, you won’t be able to defer the tax impact to 
subsequent years – i .e. ,  taxes wi l l  be due in the year of convers ion.
Why is  this  happening? Wel l  the Government ( i t  i s  no secret) needs funds,  and to encourage these 
taxable convers ions,  they’re ent icing savers with the extra incentive of spreading out the tax 
burden. Where can you reference this  in the code? The l i f t ing of the Roth convers ion income 
restr ict ion was in i t iated by the Tax Increase Prevention and Reconci l iat ion Act of 2005 (T IPRA).
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she sel ls  i t  later this  year.   She needs cash now more 
than later.   The IRA, would, presumably benefit  us 
both later.   I  understand SDIRAs pretty wel l ,  but I  am 
anxious.   Could I  be penal ized by the IRS for making 
too high a return l ike this ,  especial ly with my 
f iancé?  Is  r i sk relat ive to reward factored in at al l  
by the IRS?  We have a joint bank account but 
won’t marry before the payoff  i s  made?   
Thank you.

A.  Your scenario raises a number of i ssues.  F i rst ,  
certain “ judgment clouding” transactions between 
an IRA and an individual with whom the IRA owner 
has an interest and who may impact the IRA's 
investment decis ions are prohibited.  I t  i s  not clear 
(there is  no “br ight- l ine” in the regulat ions) which 
transactions and which “ individuals” (e.g.,  poss ibly 
your f iancée) are covered by this  prohibit ion, but 
there is  a r i sk that the Department of Labor or the 
IRS might regard a loan to a f iancé, especial ly 
when motivated by a "need for cash,"  as fal l ing 
within the scope of this  prohibit ion.  Second, 
although I  know of nothing specif ic to reference on 
this  point,  I  suspect the IRS would scrut in ize the high 
payback by someone close to you as an avoidance 
of the Roth IRA contr ibut ion l imits .   This  i s  an issue 
that is  h igh on the IRS’ pr ior i ty l i s t ,  as Roth IRA issues 
direct ly affect tax revenue. Your scenario may also 
involve Unrelated Business Income Tax (UBIT)  i ssues 
associated with the t imber business,  as wel l  as 
poss ible usury issues associated with the interest 
rate  -  s ince this  i s  a loan to an individual.    Whi le I  
cannot offer any specif ic advice, I  would strongly 
consider consult ing with a qual i f ied attorney fami l -
iar  with prohibited transaction rules before 
proceeding with your plan.  Such a profess ional 
may be able to suggest an alternative approach 
that would pose less or no r isk to your Roth IRA.

 

The information presented within this  newsletter i s  

provided by PENSCO Trust for educational purposes 

only and is  not intended as,  nor should be rel ied 

upon as tax,  legal,  nor investment advice. Please 

seek profess ional guidance when making your own 

investment decis ions.  

Q.   I  am in real estate and do 
many creative deals.   My trust-
worthy f iancé - present ly not a 
disqual i f ied person, r ight? -  has 
proposed that my self-di rected 
Roth IRA pay $2,000 now in 
exchange for the f i rst  contract 
payment of $5,000 that she’ l l  
receive on t imber she owns when 

Poor credit  and l imited f inances don’t  have to stand 
in the way of invest ing.
While today’s res ident ial  market is  f looded with 
foreclosed propert ies,  the result ing devaluations in 
many parts of the country are creating unique 
opportunit ies for long-term investment buyers.  With 
many consumers increasingly concerned about 
l iquidity as a result  of the reel ing economy, inves-
tors are turning to their  ret i rement accounts to take 
advantage of an incredible buyer’s market.  S ince 
the credit  market is  effect ively in neutral ,  investors 
are scooping up propert ies in some areas for less 
than 50% of appraised value, with al l  cash 
purchases with their  sel f -di rected IRAs.
For example, on July 6,  I  heard from a real estate 
broker in F lor ida that he was able to purchase a 
2,800 square ft .  home on a golf  course in a gated 

Self-directed IRAs are Buying Lots 
of Real Estate

community (and needing no repair)  for $100,000. I t  
was l i s ted by the bank that foreclosed on i t  at i ts  
appraised value of $200,000, and i t  sold two years 
ago for $440,000!
Although we may not yet have reached the bottom 
of the market for res ident ial  real estate, and the 
window of opportunity wi l l  l ikely stay open unt i l  the 
thi rd or fourth quarter of 2010, today’s pr ices are 
creating the dual potent ial  for s ignif icant appre-
ciat ion within the next f ive- to ten-year t ime frame, 
as wel l  as the production of posit ive cash f low 
dur ing the holding per iod.
Exper ienced real estate investors,  brokers and real-
tors are taking action now, recogniz ing that more 
foreclosures wi l l  fol low in the f i rst  quarter of next 
year as adjustable rate mortgages (ARM mort-
gages) sold in 2007 k ick in with a vengeance.
At PENSCO Trust,  we have seen a 32% increase in 
IRA real estate purchases (up from $19 Mi l  to $26 
Mi l)  between the f i rst  and second quarters of this  
year.  Most of this  increase was associated with 
foreclosures in the res ident ial  market,  however,  we 
have also seen quite a few real estate syndicators 
buying up unimproved land (undeveloped lots) ,  
with the idea of condit ioning i t  through ent it lement 
in t ime for the next upswing in the real estate devel-
opment sector.  In some cases,  they are buying at 
10 cents on the dol lar.  These deals are not for the 
faint of heart and may require a longer holding 
per iod, so they are not suitable for anyone with 
l iquidity needs. However,  this  i s  exactly what makes 
them a potent ial ly good f i t  for IRAs,  because unless 
you’re current ly taking dist r ibut ions,  long holding 
per iods are what saving for ret i rement is  al l  about.  
Another avenue self-di rected IRA investors are 
pursuing is  to provide credit  to others for the 
purpose of buying real estate. With t radit ional 
credit  markets almost nonexistent,  borrowers are 
gett ing needed funds f rom IRA investors looking to 
increase the investment y ield on their  ret i rement 
accounts.  Such investors may offer the down pay-
ment,  f i rst  or second mortgage, or even become a 
co-tenant on a purchase when the buyer does not 
have the necessary funds.
For example, one (non-IRA) investor may locate a 
great investment property,  but not have suff ic ient 
funds to buy the property.  By combining forces and 
funds with an IRA investor,  who may part icipate 
through an equity investment or an extension of 
credit ,  they can joint ly acquire the property.
Certainly,  invest ing today is  more chal lenging than 
in a bul l  market,  but some things are certain.  Real 
estate values are down in most areas of the coun-
try,  bui lding has almost come to a screeching halt  
and demand wi l l  eventual ly catch up to supply,  at 
which t ime pr ices wi l l  r i se.  How long that wi l l  take is  
anyone’s guess,  but some l ike those odds better 
than invest ing in the stock market.  Whatever st rat-
egy you choose, the fact remains that you must 
take action to keep your wealth growing.
*A vers ion of this  art ic le was featured in the August 
2009 SJREI  Journal*


