Backdoor
Roth IRAs
financial fitness
By Jennifer Osgood, Partner/Financial Advisor

If you earn too much income to open a Roth IRA, you could create
one with this strategy.
You can sum up the appeal of a Roth IRA in three words:
federal tax benefit.
Potential earnings in a Roth IRA grow tax free as long as the
owner abides by the Internal Revenue Service (I.R.S.) rules, and
withdrawals are federally tax free once you reach age 59½ and
have held the Roth IRA for at least five years.1
Unfortunately, some people make too much money to contribute to one. In 2020, joint filers with modified adjusted gross
incomes (MAGI) of $206,000 or more and single filers with
MAGI of $139,000 are not eligible for a ROTH IRA. High earners
can bypass these limits by implementing a backdoor Roth IRA
strategy.2
The backdoor IRA strategy typically starts with the creation of a traditional IRA.
The contributions to this new IRA are usually non-deductible,
because of the IRA owner’s high modified adjusted gross income.
This new traditional IRA is fully or partly funded, and with a
financial professional’s help, it is quickly converted to a Roth
IRA, and any tax liability is paid.3
Why does speed matter in this strategy?
Well, the longer it takes to convert the traditional IRA into a
Roth IRA, the greater the potential earnings of that traditional
IRA. Since any traditional IRA earnings converted over to the
Roth represent taxable income, those earnings should be minimal
if the transfer is completed shortly after opening the account.
(In the above example, the IRA contribution is made with aftertax dollars, so the initial contribution amount is not subject to
federal taxes.)3

Plusses and minuses.
The big attraction is the potential for tax-free retirement income,
not to mention tax-exempt growth for the account. In addition, while
mandatory annual withdrawals are required from traditional IRAs
starting at age 72, no mandatory annual withdrawals are required
from Roth IRAs while the original owner lives. Under the 2019
SECURE Act, most non-spouse beneficiaries of a Roth IRA are
required to have the funds distributed to them by the end of the 10th
calendar year following the year of the original owner’s death.5
Any Roth IRA conversion is a taxable event, and these conversions cannot be undone. That given, think about the basic rules
for traditional IRAs. Generally, distributions from traditional
IRAs must begin once you reach age 72, and the money distributed to you is taxed as ordinary income. When such distributions
are taken before age 59½, they may be subject to a 10% federal
income tax penalty.4,5 Consult a tax and investment professional
before attempting this type of strategy. Also, tax rules are constantly changing, and there is no guarantee that the tax treatment
of Roth and Traditional IRAs will remain the same.
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