CONSOLIDATING YOUR IRAs
Why it makes so much sense.

provided by Leonard R. Simpson, RFC®, AIF®
Do you own multiple IRAs? Many people do. You may have started your first IRA all the way back in the 1970s. Maybe you started a Roth IRA in the late 1990s when that option became available. Perhaps you have an IRA CD or an IRA money market account at a bank. Or perhaps you’ve rolled over 401(k) assets from former employers into a few IRAs.

There is wisdom in consolidating your IRAs. Why? Well, let’s look at the reasons. 

Save on yearly account fees. Fewer IRA accounts mean fewer administrative costs. If you have seven IRAs, you could consolidate them into one or two accounts and rid yourself of the fees you would be paying annually to maintain the other five or six. 

Less paperwork. Tired of getting multiple account statements? Tired of filing and keeping track of those multiple statements? Why not simplify things? With fewer accounts, it becomes easier to track the performance of your investments.
A chance to refresh the way you invest. An IRA consolidation can also be a time to invest your IRA assets more conservatively than you did at midlife. Sometimes people don’t adjust the asset allocation of their IRA or 401(k) for years. They approach retirement with investments that make more sense for younger investors, and with their IRA assets exposed to more risk than they want. 

A way to simplify the administration & distribution of IRA assets. Are you older than 70½? When it comes to calculating your Required Minimum Distribution (RMD), having just one traditional IRA instead of, say, five makes figuring out that RMD amount considerably easier.

A while back, you may have set up multiple IRAs for estate planning purposes, each with its own beneficiary. Years ago, only one beneficiary could inherit an IRA. In 2002, that changed. Now, under most circumstances, you can name multiple beneficiaries for one IRA. (Your original IRA can be divided into separate accounts by December 31 of the year after your death, and each beneficiary may calculate RMDs based upon their own life expectancies.)1  

Furthermore, the executor of your estate will appreciate having one or two IRAs to deal with, as opposed to six or eight or nine (and there will be less paperwork to hunt for, if a hunt must take place).

It’s easy. Moving IRA assets from one traditional IRA to another requires an IRA asset transfer (also called a trustee-to-trustee transfer). It’s actually less involved than the classic 401(k)-to-IRA rollover. You don’t have to deal with the 60-day deadline that comes with that move.

Can you convert your traditional IRA to a Roth IRA? You sure can during 2010 – in that year, anyone will be able do it. But before then, you may or may not be eligible to do so. In 2008 and 2009, your modified adjusted gross income (MAGI), not including the converted IRA income, needs to be under $100,000 for the tax year involved.2 Also, inherited IRAs may not be converted into Roth IRAs. (But thanks to IRS Notice 2008-30, non-spouse beneficiaries of company retirement plan assets may now convert those inherited assets into Roth IRAs.)3
Should you convert to a Roth before 2010? For many IRA owners, it makes sense to wait until then. If you convert in 2008 or 2009, your tax bill may be sizable, because you’ll have to pay income tax on any gains in the IRA and any pretax contributions you’ve made to it over the years.4 On the other hand, if you do it in 2010, you can defer the taxes on the conversion over 2011 and 2012.2 Of course, through any Roth IRA conversion, you’ll gain the future benefits of tax-free compounding, the possibility of tax-free withdrawals and the potential to make contributions after age 70½ without having to take RMDs.5
Consider simplifying your IRAs. This small step may reduce fees, statements and even confusion. In fact, if you have a bunch of “strays” in your portfolio – investments you’ve almost forgotten about, or wonder if you could be getting more out of – consider a chat with your financial advisor that could help you sharpen your investment focus. 
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