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“BACKDOOR” ROTH CONVERSION IRA STRATEGY PACKS A PUNCH 
Adds Tax-Free Retirement Income and Potential Estate Asset for Heirs 

THE SITUATION 
Dawn Henderson, age 40, is a successful plastic surgeon who owns and operates a medical practice 
called Looking Great, Inc. She and her husband, David, have two children, ages 10 and 7.  
 

In addition to participating in her practice’s 401(k) plan, Dawn had been funding a Simplified 
Employee Pension (SEP) and a Roth IRA, but lately she has earned too much to add to her Roth IRA 
due to income limits. (Current year’s phase-out range for a married person, filing jointly, is $186,000-
$196,000.) 
 

Dawn believes that income tax rates will increase over time, and wants to find ways to increase tax-
free retirement funds. The problem is that interest rates remain low and tax-free municipal bonds 
currently sell at a premium to their par value. Dawn would rather find another strategy that offers 
more growth potential than bonds.    
 
 
THE STRATEGY 
We shared an idea with Dawn that would enable her to continue making contributions to a Roth IRA, 
albeit indirectly.   
 

In the past, to be able to convert from Traditional to a Roth IRA, your income needed to be under 
$100,000. The IRS rules have changed and there is no longer an income cap in place. The change 
means high-income earners like Dawn can now convert from a Traditional to a Roth IRA as long as 
they pay the appropriate tax on the conversion.    
 

Since there are no income limits to contribute to a Traditional IRA, we proposed that Dawn contribute 
$5,500 annually into a Traditional IRA. Since she participates in a 401(k) plan and is a high earner, 
she could not deduct the $5,500 from her taxable income.       
 

However, shortly after funding the Traditional IRA, she would convert to a Roth Conversion IRA. This 
so-called “backdoor” Roth IRA technique would result in a balance of $5,500 in a Roth IRA just as if 
she made it directly. To ensure a favorable tax result, there are a few steps Dawn must take. 
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This is a hypothetical example for illustrative purposes only. The 
experience of this client may not be representative of the experience of all 
clients and is not indicative of future results. Any tax advice contained 
herein is of a general nature. Further, you should seek specific tax advice 
from your tax professional before pursuing any idea contemplated herein.  
 
Securities offered through ValMark Securities, Inc., Member FINRA, SIPC. 
Investment Advisory Services offered through ValMark Advisers, Inc., a 
SEC Registered Investment Advisor  130 Springside Drive, Akron, OH 
44333. 800.765.5201.  Miller Wealth Advisors, LLC is a separate entity 
from ValMark Securities, Inc. and ValMark Advisers, Inc. 
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SPECIFIC STEPS 
 

1. Dawn should change the registration of her SEP to a Traditional IRA.   
 

2. She should roll these pre-tax IRA funds into her existing 401(k) Plan, provided such plan 
accepts rollovers. (If not, she may need to amend the plan document to allow for rollovers.) 

 

Note: The rationale for removing any other IRA accounts in Dawn’s name by year-end is to 
circumvent the IRA aggregation rules. These rules mandate that when a distribution occurs 
from an IRA that includes non-deductible contributions, the calculation to determine how 
much of it will be a return of principal (or tax-free) must be done on a pro-rata basis. 

 

3. Dawn can establish and fund her non-deductible Traditional IRA.   
 

4. Shortly thereafter, Dawn can convert the non-deductible IRA to a Roth Conversion IRA and 
invest the assets as she desires.  

 
 
THE OUTCOME 
The impact of this technique is compelling. Dawn plans to set aside no less than $5,500 for the 
next 25 years using the “backdoor” Roth IRA strategy.  
 

When she turns 50, she will be able to set aside $6,500 per year. By the time she reaches her 
retirement age of 65, Dawn will have accumulated a tax-free withdrawal sum of $239,328*.  
 

If she and David don’t need the income, they can allow it to grow tax-free past age 70.5 since no 
required minimum distribution rules apply to Roth IRAs until the next generation.   
 

By age 80, the account would reach $660,313*. While Dawn and David can access this account 
for supplemental tax-free retirement income, it can be even more impactful if the Roth account is 
inherited by their children, who can stretch out their distributions over their much longer life 
expectancies. 
 

*Assuming a growth rate of 7% per year.  
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