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In addition to eliminating the
conversion of nondeductible
contributions from traditional
IRAs to Roth IRAs, the
proposed legislation includes a
similar prohibition on the
conversion of after-tax 401(k)
contributions (so-called
mega-back-door Roth
conversions), as well as other
retirement-related provisions
affecting those with large
account balances ($10 million
and higher) and high incomes
(more than $400,000 for single
taxpayers and more than
$450,000 for joint filers).
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Retirement Investors: This Back Door May Be Closing for
Good

Among the many provisions in the multi-trillion-dollar legislative package being debated in Congress is a
provision that would eliminate a strategy that allows high-income investors to pursue tax-free retirement
income: the so-called back-door Roth IRA. The next few months may present the last chance to take
advantage of this opportunity.

Roth IRA Background

Since its introduction in 1997, the Roth IRA has become an attractive investment vehicle due to the
potential to build a sizable, tax-free nest egg. Although contributions to a Roth IRA are not tax deductible,
any earnings in the account grow tax-free as long as future distributions are qualified. A qualified
distribution is one made after the Roth account has been held for five years and after the account holder
reaches age 59, becomes disabled, dies, or uses the funds for the purchase of a first home ($10,000
lifetime limit).

Unlike other retirement savings accounts, original owners of Roth IRAs are not subject to required minimum
distributions at age 72 — another potentially tax-beneficial perk that makes Roth IRAs appealing in estate
planning strategies. (Beneficiaries are subject to distribution rules.)

However, as initially passed, the 1997 legislation rendered it impossible for high-income taxpayers to enjoy
Roth IRAs. Individuals and married taxpayers whose income exceeded certain thresholds could neither
contribute to a Roth IRA nor convert traditional IRA assets to a Roth IRA.

A Loophole Emerges

Nearly 10 years after the Roth's introduction, the Tax Increase Prevention and Reconciliation Act of 2005
ushered in a change that relaxed the conversion rules beginning in 2010; that is, as of that year, the income
limits for a Roth conversion were eliminated, which meant that anyone could convert traditional IRA assets
to a Roth IRA. (Of course, a conversion results in a tax obligation on deductible contributions and earnings
that have previously accrued in the traditional IRA.)

One perhaps unintended consequence of this change was the emergence of a new strategy that has been
utilized ever since: High-income individuals could make full, annual, nondeductible contributions to a
traditional IRA and convert those contribution dollars to a Roth. If the account holders had no other IRAs
(see note below) and the conversion was executed quickly enough so that no earnings were able to accrue,
the transaction could potentially be a tax-free way for otherwise ineligible taxpayers to fund a Roth IRA.
This move became known as the back-door Roth IRA.

(Note: When calculating a tax obligation on a Roth conversion, investors have to aggregate all of their
IRAs, including SEP and SIMPLE IRAs, before determining the amount. For example, say an investor has
$100,000 in several different traditional IRAs, 80% of which is attributed to deductible contributions and

earnings. If that investor chose to convert any traditional IRA assets — even recent after-tax contributions — to

a Roth IRA, 80% of the converted funds would be taxable. This is known as the "pro-rata rule.")
Current Roth IRA Income Limits

For 2021, you can generally contribute up to $6,000 to an IRA (traditional, Roth, or a combination of both);
$7,000 if you'll be age 50 or older by December 31. However, your ability to make contributions to a Roth
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IRA is limited or eliminated if your modified adjusted gross income, or MAGI, falls within or exceeds the
parameters shown below.

If your federal filing status is: Your 2021 Roth IRA You can't contribute to a Roth
contribution is reduced if your IRA for 2021 if your MAGI is:
MAGI is:

Single or head of household More than $125,000 but less than $140,000 or more
$140,000

Married filing jointly or qualifying ~ More than $198,000 but less than $208,000 or more

widow(er) $208,000

Married filing separately Less than $10,000 $10,000 or more

Note that your contributions generally can't exceed your earned income for the year (special rules apply to
spousal Roth IRAs).

Now or Never ... Maybe

While no one knows for sure what may come of the legislative debates, the current proposal would prohibit
the conversion of nondeductible contributions from a traditional IRA after December 31, 2021. If you expect
your MAGI to exceed this year's thresholds and you'd like to fund a Roth IRA for 2021, the next few months
may be your last chance to use the back-door strategy. Contact your financial and tax professionals for
more information.

There is no assurance that working with a financial professional will improve investment results.

You can make 2021 IRA contributions up until April 15, 2022, but if the legislation is enacted, a Roth
conversion involving nondeductible contributions would have to be conducted by December 31, 2021.

Keep in mind that a separate five-year rule applies to the principal amount of each Roth IRA conversion
you make, unless an exception applies.

IMPORTANT DISCLOSURES

Broadridge Investor Communication Solutions, Inc. does not provide investment, tax, legal, or retirement
advice or recommendations. The information presented here is not specific to any individual's personal
circumstances.

To the extent that this material concerns tax matters, it is not intended or written to be used, and cannot be
used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each taxpayer
should seek independent advice from a tax professional based on his or her individual circumstances.

These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable — we cannot assure the accuracy or completeness
of these materials. The information in these materials may change at any time and without notice.
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