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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  
THE CONCLUSION OF THIS WASHINGTON REPORT. 

Starting in 2010, conversions of regular IRAs into Roth IRAs are likely to 
become very popular, since the law will open up these conversions to all taxpayers.  
Issues have been raised about how withdrawals from converted Roth IRAs are taxed.  
See IRC section 408A and Treas. Reg. §1.408A-6. 

Until the end of 2009, a taxpayer could only convert a regular IRA into a Roth IRA if his or her 
adjusted gross income did not exceed $100,000 in that year.  Starting in 2010, however, that limit is 
repealed. 

Roth IRAs are likely to be popular with higher income taxpayers since, if the conditions are 
satisfied to make the withdrawal a "qualified distribution", the entire amount withdrawn is tax-free.  While 
the contribution to the Roth IRA is not deductible, and in the case of a conversion, the amount converted 
must be taken into income, the possibility of a long accumulation of earnings tax-free is likely to be 
appealing.  We thank AALU member Dennis Zahrbock for suggesting this subject to us as a suitable focus 
of this Washington Report. 

In order to be a qualified distribution, i.e., tax free, the withdrawal must not occur before two 
requirements are satisfied.  The first is that there must be a five-year Roth accumulation period.  This does 
not necessarily require that the converted funds themselves must be in the Roth IRA for five years.  The 
five-year period is measured beginning on the first day of the calendar year for which the owner makes his 
or her first Roth contribution.  For example, if the owner made the first contribution by April 15, 2010 for 
the 2009 taxable year, the five-year period would begin on January 1, 2009 and end on December 31, 2013.  

http://www.aalu.org/
http://aaluwr.org/majorrefs/Ref10-04A.pdf
http://aaluwr.org/majorrefs/Ref10-04B.pdf
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If the owner had not made a Roth contribution before the conversion then the conversion itself would start 
the five-year period running.  The period ends with the end of the fifth taxable year thereafter.  In this case, 
if the owner converts on April 15, 2010, the five-year period would begin on January 1, 2010 and end on 
December 31, 2014. 

The second requirement is that the owner must have reached age 59½, died, become disabled or met 
the conditions for a first time homebuyer.  Consequently if the owner makes a conversion (his or her first 
Roth contribution) in 2010 and makes a withdrawal in 2015 or thereafter (after reaching age 59½), the 
entire amount will be tax free.  The owner would, however, have paid income tax in 2010 on the amounts 
transferred to the Roth from the regular IRA. 

If the owner makes a withdrawal from a converted IRA that is not a qualified distribution, some part 
of that distribution will still be tax free, because he or she is entitled to recover his or her after tax 
contribution to the Roth without again paying tax on that amount.  The IRS regulations provide rather 
complex ordering rules for determining the tax-free amount.  If the entire amount is withdrawn without 
being a qualified distribution, then everything is taxable except the amount equal to the after tax 
contribution.  If a partial withdrawal is made the owner gets to recover his or her after tax contribution first 
and only amounts above that will be taxed.  (Special rules apply to owners who have made multiple 
conversions).  All Roth IRAs are aggregated to determine the application of these withdrawal rules (if the 
owner has more than one). 

One potential trap in these rules deals with the 10% early withdrawal additional tax under Revenue 
Code section 72(t).  Taxable amounts in a nonqualified distribution are potentially subject to the additional 
tax if they don't otherwise qualify for exemption under that section.  In the case of conversions, even some 
nontaxable amounts may be taxed under the section.  If the five-year rule is not satisfied, then nontaxable 
amounts attributable to the conversion itself can be taxable under section 72(t) unless they are otherwise 
statutorily exempt.  Presumably the purpose of this rule is to prevent taxpayers from circumventing the 
section on their regular IRA by going through a conversion. 

Some more specialized rules, too detailed to be described here, also may apply. 
 
Any AALU member who wishes to obtain a copy of Revenue Code Section 408A or Treas. Reg. 

§1.408A-6 may do so through the following means: (1) use hyperlink above next to “Major References,” (2) 
log onto the AALU website at www.aalu.org and enter the Member Portal with your last name and birth date 
and select Current Washington Report for linkage to source material or (3) email Anthony Raglani at 
raglani@aalu.org and include a reference to this Washington Report. 

 
In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 
BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 
of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 
ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 
 

http://www.aalu.org/
mailto:raglani@aalu.org
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The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 
 

For more information about how AALU’s advocacy efforts help protect your business and the 
advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 
 

http://www.aalu.org/
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