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Perhaps the most significant is that the amount of the 
IRA converted is added to your adjusted gross income and 
taxed at ordinary income rates. Unless you have itemized 
deductions sufficient to offset the income, you will have to 
pay the tax.

In addition, depending on your age (under 59�⁄2) and the 
type of contributions included in your traditional IRA, 
you may have to wait up to five years to access the amount 
converted to a Roth IRA or incur a 10% penalty.

Why Convert Now? 

1.	  Income tax rates are likely to rise, not fall.

	 Income tax rates are at their lowest point in many 
years. The federal deficit is projected to increase over 
the next decade to $9 trillion from $7.1 trillion. 
Healthcare reforms may include increasing tax rates 
on those earning over $250,000. Tax changes under 
consideration include phasing out or decreasing certain 
itemized deductions, including charitable deductions. 

2.	 As the economy recovers, your investment can be 
growing in a tax-free, rather than a tax-deferred, 
account.

3.	 Even if you don’t currently have an IRA you can  
create one by rolling over an existing retirement 
account to an IRA. 

	 You can also set up a non-deductible IRA, regardless of 
income. 

4.	 For 2010 only, you can choose to pay taxes on the 
conversion now, or defer paying half until 2011 and 
half until 2012. 

	 Of course, you would be taking a chance that tax rates 
will be higher and deductions lower in 2011 and 2012.

5.	 You still have the flexibility to change your mind. 

	 If Congress changes tax laws or the economy declines, 

Financial advisors and columnists in leading 
publications like the Wall Street Journal and The New 
York Times generally suggest it is better to pay taxes 
later, rather than sooner. However, with new tax laws 
and the current economic conditions, many retirement 
planning experts point out that now may be the time 
to convert traditional IRAs to Roth IRAs, even if it 
means paying income taxes to do so.

Until now, only those with modified adjusted gross 
incomes of less than $100,000 were qualified to 
make a conversion. The good news is that in 2010, 
the $100,000 income limit on Roth IRAs will 
disappear. Roth IRAs have many benefits, including 
tax-free income in retirement, no required minimum 
distributions, the ability for heirs to enjoy tax-free 
growth and income, and the possible reduction of 
estate taxes. 

Roth IRAs also offer flexibility. After five years, you 
can withdraw your contributions at any time without 
paying taxes or penalties. By paying taxes due on the 
conversion with funds outside the IRA or by offsetting 
taxes with charitable gifts, you can convert your 
traditional IRA to a Roth IRA on a one-to-one basis, 
regardless of income restrictions on contributions.

However, there are a few disadvantages and caveats. 
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LAST CALL 
for a Tax-Free Gift from an IRA

you can reverse your decision until October 15 of the 
year of the conversion, with no penalty.

Charitable Gifts Can Help Offset Taxes

1.	 If you have carry-forward charitable tax 
deductions from previous years, you could use it 
to offset some of the taxes due on the conversion.

2.	 Consider making new charitable gifts. 

	 For example:

•	 A gift of long-term, appreciated securities would 
provide a tax deduction at full market value, while 
avoiding capital gains taxes. 

•	 A gift of your home, vacation home, or farm, while 
retaining lifetime use for you, could also generate a 
large income tax deduction with no cash outlay.

•	 A life income agreement, such as a charitable gift 
annuity, funded with cash or appreciated securities, 
could provide a tax deduction and replace income 
from required minimum distributions with lower 
texed annuity payments. Younger taxpayers may 
consider a deferred payment charitable gift annuity. 

Remember that with a Roth IRA your investment 
grows tax free. No minimum distributions are required. 
Your heirs can enjoy tax-free income, and you may 
significantly reduce your taxable estate—all while 
providing support to Cornell University.

Not all of the rules can be fully addressed here, and 
your decision to convert depends on many factors, such 
as current and projected income, marginal tax rates, 
and other resources you may have outside of the IRA. 
It is very important to contact your tax advisor to see 
what makes sense for you. You can also consult IRS 
Publication 590 at irs.gov.

Note: Even if your tax advisor does not think that a Roth 
IRA would make sense for you, a traditional IRA or 
pre-tax retirement account is still an excellent vehicle for 
a philanthropic bequest. Unlike your heirs, charities do 
not pay income taxes, so the full amount can be left as a 
legacy. Simply contact your retirement plan provider for a 
change of beneficiary form.

Vested Interest is a service for friends of Cornell who have 
invested themselves and their resources in assuring that the 
university continues to be a benchmark of excellence. We offer 
ideas that can help you meet your needs and those of your loved 
ones while contributing satisfying gifts that will make a difference 
now and in the future.

For more information:
Contact Chip Bryce, Ian Garrett, or Becky Vallely at: 

1-800-481-1865. 
www.alumni.cornell.edu/gift_planning
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If you are over 70-½, you can still make 
a gift of up to $100,000 from your IRA 
account directly to a qualified charitable 
organization. The distribution is not 
included in your adjusted gross income, 
and there are no taxes due.

This provision is scheduled to expire on 
December 31, 2009.

1-800-481-1865
One of Cornell’s gift planning specialists can 

explain the benefits.

The Cayuga Society 
honors those who have made a 
planned gift or included Cornell 
in their estate plans. There is 
no minimum gift level. Over 
4,800 strong, membership is 
lifetime and complimentary.

If you have included Cornell in your will, trust, or 
in another planned gift, we are grateful for your 
thoughtfulness. Cornell University appreciates 
the generosity and depth of caring demonstrated 
by loyal alumni and friends who remember the 
university in their estate plans. Please let us know if 
you have included Cornell in your plans. We would 
like to thank you, invite you to become a member 
of the Cayuga Society, and let you know how it 
could count toward the goal for Far Above…The 
Campaign for Cornell.


