
Opening up the Backdoor Roth

With a Roth IRA, you put away money 
without any tax benefits upfront, so 
that it can be withdrawn in retirement 
tax-free. But if your income exceeds 
$153,000 for single filers or $228,000 for 
joint filers (for 2023), you’re not eligible 
to contribute to a Roth. However, 
those higher-income taxpayers can 
take advantage of what’s known 
as a backdoor Roth contribution to 
accumulate additional money in these 
tax-favored accounts.

While Congress has floated the idea of 
eliminating the backdoor Roth several 
times in recent years, it appears safe for 
the moment. And in an underperforming 
market, it can be an even more valuable 
strategy. If and when your portfolio 
assets rebound, that growth would be 
tax-free in a Roth.

Here’s how it works:

THE PROCESS OF A BACKDOOR ROTH

The first step in this process is to 
contribute to a Traditional IRA. This 
would be a non-deductible contribution, 
meaning it provides no tax benefit today. 
If your income is low enough to allow for 
a deductible contribution to a Traditional 
IRA, then you could also contribute 
directly to the Roth IRA and skip the 
whole backdoor process.

After the Traditional IRA contribution 
is completed, you can then convert 
the funds to a Roth IRA. Because 
the original contribution was non-
deductible, the conversion of that 
amount is non-taxable. Any growth on 
that amount between the contribution 
and conversion dates would be taxable, 

This key retirement savings technique can be available 
even for those who aren’t eligible to fund a Roth IRA



however. In order to avoid any taxable income on the 
conversion, you may choose to convert the account as 
soon after the contribution as possible, before any growth 
occurs. However, there is a possibility the IRS could treat 
the entire transaction as a direct contribution to the Roth 
IRA, which you weren’t eligible for to begin with. One 
way to potentially avoid that treatment is put some time 
between contribution and conversion, although the “safe” 
amount of time to wait is really unknown. The risk of the 
IRS disallowing the transaction may be low, but it’s best to 
be aware of the potential.

OTHER CONSIDERATIONS

• �This transaction is best done by someone who doesn’t 
already have a Traditional, SEP or Simple IRA. If you do 
have one of those accounts, the “pro rata rule” will treat 
the converted amount as coming from both pre-tax 
and after-tax dollars, resulting in some (and potentially 
most) of the conversion amount to be taxable income. 
Employer plans such as a 401(k) or 403(b) aren’t treated 
the same, nor are accounts held by a spouse.

• �Even if you don’t have one of these accounts at the time 
you do the backdoor contribution, funding one of them 
after the fact but during the same calendar year will have 
the same effect. For example, rolling an employer plan 
to an IRA in the same year you’ve done the full backdoor 
transaction will cause the conversion to be taxable. It’s 
best to do the Backdoor Roth transaction in a year when 
no other funds will be moved into those accounts.

Completing a backdoor Roth transaction can be a tricky 
process, but it can be very rewarding in the end. If it seems 
like a strategy you might want to pursue, call your Baird 
Financial Advisor.

Please reach out if you or anyone you know 
would benefit from discussing this topic further
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