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property for their lives. The arrangement, 
known as a “qualified life estate,” generates 
a charitable deduction that will be large 
enough to offset the conversion tax that 
otherwise would have been due when they 
file their 2010 tax return. 

The Smiths have been considering estab-
lishing a charitable remainder trust. Their 
financial advisor points out that if they 
fund the remainder trust this year they 
will largely eliminate income taxes that 
otherwise would be due after converting a 
traditional IRA to a Roth IRA. To maxi-
mize their tax savings, they decide to fund 
the trust with appreciated, low-yielding 
securities, thereby bypassing capital gains 
tax at the time the trust is funded. They 
also select a relatively low payout that 
results in increasing their charitable deduc-
tion. In this way, they will offset as much 
of the conversion tax as possible while 
allowing more room for the trust to grow 
over time. They decide to leave the tax-
advantaged Roth IRA to their children so 
they will receive the funds free of income 
tax rather than having to pay the tax that 
would have been owed on amounts they 
receive from a traditional IRA. 

Check with advisors 

These are just a few of the situations in 
which charitable gifts may be made in ways 
to make the conversion of a traditional IRA 
to a Roth IRA less taxing. While the basic 
concept is relatively simple, the details can 
be more complex and vary from person to 
person. 

Those considering a Roth conversion 
should consult with their tax and finan-
cial advisors concerning the use of various 
deductions and filing options to reduce tax 
liability from a Roth conversion. We are 
happy to assist you and your advisors in the 
charitable aspects of your plans.
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New opportunity 

Beginning in 2010, all taxpayers can 
now contribute to a Roth IRA and can also 
choose to convert a traditional IRA to a 
Roth. According to retirement plan special-
ists, some 13 million individuals may be in a 
position to benefit from a Roth conversion. 
The primary advantages of this opportunity 
include: 

•  Continued tax-free growth of invest-
ments, plus tax-free withdrawals, 

•  No minimum required distribution, 

•  The ability for heirs to inherit your 
Roth IRA and receive tax-free income 
over time.

A disadvantage of making a Roth IRA 
conversion is that there will be income 
taxes due on any pre-tax contributions and 
growth in assets in the account prior to the 
conversion. These “conversion taxes” are 

payable in 2010, or may be divided equally 
between 2011 and 2012. There are a num-
ber of factors that an individual should 
consider and discuss with their advisors if 
they are contemplating a conversion. 

Tax credits, losses, charitable gifts, or 
“carryforwards” can serve to reduce or 
eliminate the tax due on a Roth conver-
sion. Deductions can offset the amount of 
a traditional IRA being converted to a Roth 
account on a dollar-for dollar basis up to the 
maximum allowed for income tax purposes. 

Charitable gifts offset taxes

Deductions for charitable gifts can be a 
particularly flexible tool to offset taxes that 
would otherwise be due. Let’s examine a 
number of options: 

John,  a successful 45-year-old professional, 
has a traditional IRA he has been funding 
over his working career. He has considered 
converting this IRA to a Roth IRA but is 
concerned about conversion taxes. The 
account currently is valued at just under 
$25,000. John also has been considering a 
five-year charitable commitment totaling 
$25,000. Instead of making his gift over five 
years as planned, he decides instead to fund 
the entire gift in 2010. By doing so, he is 
able to completely offset the taxes associated 
with his Roth IRA conversion. To maximize 

his tax savings, John decides that instead 
of using cash to make his gift, he will give 
stock that is still worth 50% more than he 
paid for it. He thus makes a special gift, 
eliminates tax on his Roth IRA conversion, 
and bypasses capital gains tax that would 
have otherwise been due if he had sold the 
stock. 

Cindy has given very generously over the 
years and has $100,000 in “carryforwards” 
for charitable deductions that she has been 
unable to use in the past due to limits on 
deductions. After talking to her advisors 
she decides to make a Roth IRA conversion 
and use the charitable deduction carryfor-
wards to offset the taxable income from the 
conversion. Not only will she owe no tax 
on the conversion, she will also no lon-
ger have the carryforwards that have been 
impeding her ability to make additional 
tax-deductible contributions. 

Mr. & Mrs. Davis have a traditional IRA 
they would like to convert to a Roth IRA. 
They have also planned to make a large 
bequest to a favorite charity. In addition 
to their main residence, they own a lake 
house worth more than the balance in the 
IRA. Their advisors suggest that in lieu of 
a bequest, they should deed the remainder 
interest in the lake house to the charity  
while they retain the full use of the  

Like a traditional IRA, a Roth IRA 

allows funds to be invested and 

reinvested on a tax-free basis; however, 

unlike a traditional IRA, the withdrawals 

may also be made on a tax-free basis.
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