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Over the Roth IRA Income Limits?
Use the Back Door!
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Roth IRAs are considered a valuable way to save for
retirement for a couple of reasons. First and
foremost, they can provide tax-free income during
your retirement years®. Roth IRAs are funded with
after-tax dollars, and the earnings on your
investments are tax deferred. Unlike traditional IRAs,
Roth IRAs do not have required minimum
distributions during your lifetime, so you’ll never be
forced to take money out if you don’t want to?. That
makes them a more beneficial way to transfer your
wealth to your family or loved ones than a traditional
IRA or 401(k).

Roth IRA Annual Contribution Limits
Not everyone can make annual contributions to a

Roth IRA. The ability to contribute depends, in part,
on having earned income, but also on your tax filing

! Tax-free qualified withdrawals from a Roth IRA can begin after 5 years and
age 59 Y4, disability, death or for a first-time home purchase.

status and your modified Adjusted Gross Income
(“AGI”). The inability to make Roth IRA contributions
is typically because your income is higher than the
IRS income limits.

Roth IRA Income Limits

Single or Matried, Martied,
Head of Filing Filing
Year
Household Jointly Separately**
Full
2025 $150,000 $236,000 $0
Conttibution
. .
i MAGI*is  Boaog $146,000 $230,000 $0
at ot below:
Partial $150,000 $236,000 $0
2025 - - -
Contribution $165,000 $246,000 $10,000
if MAGT* is $146,000 $230,000 $0
. 2024 - - -
R $161,000 $240,000 $10,000
No 2025 $165,000 $246,000 $10,000
Conttibution
EMAGI*is 2024 $161,000 $240,000 $10,000
at or above:

*Modified Adjusted Gross Income
*#If married filing separately, and did not live with your spouse at any
time during the year, see MAGI for Single or Head of Household

What do you do if you don’t qualify to make a Roth
IRA annual contribution? See if you can contribute
through the back door!

2 Required minimum distributions apply to inherited Roth IRAs
but are generally income tax free for the beneficiaries receiving
them.
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Back-Door Roth IRA Strategy
A back-door Roth IRA strategy involves a few steps:

1. You make a contribution to a traditional IRA.
To be eligible to contribute to the traditional
IRA, you must have earned income (or be
married and your spouse has earned income). If
your modified AGl is too high to receive an
income tax deduction for your traditional IRA
contribution, and too high to fund the Roth IRA
directly, that means your traditional IRA
contribution is non-deductible and is being
funded with after-tax dollars (basis). Basis is
reported and tracked on IRS Form 8606.

2. You convert your traditional IRA to a Roth IRA.
When you complete a Roth conversion, in most
cases income tax liabilities will result. How
much income tax you owe depends on if you
have other IRA balances (including pre-tax
deductible contributions, rollover contributions,
SEP or SIMPLE IRA contributions) and if you
have any earnings in the traditional IRA that
have not been taxed.

The IRS Pro Rata Tax Calculation

If you have any pre-tax balances in any IRAs that are
held by you, even if they are not in the account you
are converting, the IRS will require you to calculate
the income tax due as if all IRA balances were held in
one account. Therefore, when you convert, part of
your conversion would include a return of your after-
tax non-deductible contributions and part would
represent your pre- tax dollars. If you have no other
IRAs but the account you have funded with after-tax
dollars, and you convert quickly so there are no
earnings, the conversion would be income tax free.

Example 1: You have a $100,000 rollover IRA and
make a non-deductible $7,000 contribution to a
separate traditional IRA account. You immediately
convert the $7,000 non-deductible IRA to a Roth IRA.

Non- ) . i
Deductible $107,000 in combined

IRA TRA Balances
$7,000

Rollover
IRA
$100,000

$7,000 Conversion to Roth IRA w
$458 Not Taxable
$6,542 Taxable

Even though you only converted the non- deductible
traditional IRA, there will be income tax
consequences from the conversion. Total IRA
balances are $107,000 and only $7,000 is after-tax
basis. Therefore, roughly 6.5% or $458 of the
converted balance represents after-tax basis and
93.5% or $6,542 would be taxable. Basis remains in
the traditional IRA for you to use in the future.

Example 2: You have no existing IRA account
balances and open and fund a non-deductible
traditional IRA with a $7,000 contribution. You
immediately convert the $7,000 non-deductible IRA
to a Roth IRA.

Non-
Deductible
IRA
$7,000

$7,000 Conversion to Roth IRA
$7,000 Not Taxable
$0 Taxable

Because all $7,000 converted represents after-tax
dollars, there is no income tax due for the Roth
conversion.
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Who Should Consider a Back-Door Roth
Conversion Strategy?

Because conversion can create income tax liabilities,
the strategy is not right for everyone. However,
funding a Roth IRA through the back door reduces or,
in some cases, eliminates the incomes taxes that
result from a conversion. A back-door approach to a
Roth IRA might make sense for you if:

e You have no other IRA accounts — no rollover
IRA, traditional (deductible) IRA, SEP IRA or
SIMPLE IRA account balances.

e Your income is too high to receive an income
tax deduction for a traditional IRA
contribution or to fund a Roth IRA.

e You have maxed out or do not have access to
other pre-tax or deductible retirement

savings accounts, such as a 401(k) or 403(b)
plan.

e You desire tax-free income in retirement, or
desire tax-free income for your heirs after
death.

Also, keep in mind that a Roth conversion is a one-
way street. You cannot reverse a Roth conversion so
make sure you discuss any conversion strategy with
your tax advisor before proceeding.

We are Here to Help

If you would like additional information on funding a
Roth IRA through the back-door, about Roth IRAs, or
about retirement savings in general, contact a
financial advisor today. =

IMPORTANT DISCLOSURES The information provided is based on internal and external sources that are considered

reliable; however, the accuracy of this information is not guaranteed. This piece is intended to provide accurate

information regarding the subject matter discussed. It is made available with the understanding that Benjamin F.

Edwards is not engaged in rendering legal, accounting or tax preparation services. Specific questions on taxes or legal

matters as they relate to your individual situation should be directed to your tax or legal professional. In providing

this information to you, neither Benjamin F. Edwards nor our financial advisor, is acting as a “fiduciary” under the
Employee Retirement Income Security Act of 1974 (ERISA) and it should not be considered individualized

investment advice or an investment recommendation.
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