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The Backdoor Roth IRA is a savvy
strategy used by high-flying tech
professionals to maximize their
retirement savings, regardless of
their income levels. 

This guide offers a streamlined checklist
and a step-by-step approach to help you
navigate the intricacies of Backdoor
Roth IRAs, leading you to tax-free
retirement growth.

⭐ Is a Backdoor Roth IRA Suitable for You?

📈 Step #1 Contribute to a Traditional IRA.

🔍 Ensure Proper Execution of Your Traditional IRA Contribution

🔃 Step 2: Convert your Traditional IRA to a Roth IRA.

📝Ensure Accurate Reporting of Your IRA Conversion

📝 Form 1099-R

📝 Form 1040

🔒 Securing Your Roth Conversion's Tax-Free Status

📝 Form 8606

🥛☕ The Cream & The Coffee Considerations

🔍 � Backdoors and the Legend of the Lost Basis

🗣🤝🗒 Oral History, Meet Documentation

📖 Resources

“Roth IRAs are a very powerful means to grow your retirement nest egg tax-free, but
contributing to them as a high earner can be tricky. I wrote this to demystify the
Backdoor Roth IRA strategy and to empower you to plan with confidence.
Enjoy!”
-Dan from Tailored Cents



Each financial situation is unique; three of the most common reasons a Backdoor
Roth might not be a fit include:

You’re below the Roth income contribution limits. If your MAGI is less than $138,000

(filing individually), don’t sweat the technique– you can contribute directly.

1.

You’re unshakeably confident your tax rates in the future will be significantly lower

than your tax rates today. Roths tend to shine in higher-tax situations.

2.

You have illiquid financial circumstances where you can’t pay the taxes due upon

converting from Traditional to Roth.

3.

⭐ Is a Backdoor Roth
IRA Suitable for You?
Before getting started, let’s think it through– do you really need the complicated Backdoor Roth dance?

While it’s an instrumental technique for high earners, there are plenty of instances in which it’s not a fit.

💡

Amount of Roth IRA Contributions That You Can Make For 2023 | Internal Revenue Service
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1📈 Step #1 Contribute to
a Traditional IRA

Kick everything off by contributing to a Traditional IRA.

Although we’re primarily focusing on the Backdoor Roth steps, it’s helpful to note that your contribution
may be tax deductible.

Tax deductibility varies based on income, filing status, and workplace retirement plans.
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If you’ve thought through the following and it’s a go– great!

Here are a few more specific nuances to chew through.

Do you have existing IRA balances that could complicate the conversion, including in SIMPLE and SEP
accounts?

Will the timing of any rollovers and previous IRA contributions also complicate your current year’s tax
filing situation?

🔄 If you're clear on the prerequisites, a Backdoor Roth IRA could be a good strategic move to
sweeten your retirement savings.

This method ensures you pay only what you owe in taxes, not a cent more, thereby potentially building a
substantial tax-free nest egg for your future.
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You may even be able to get the Saver’s Credit– a direct 1:1 reduction in your income

Even if you don’t get any credits or deductions at all, that’s OK.

🧱 The critical focus here is laying the groundwork for the pivotal next step in your financial
maneuver.

📝 First and foremost, confirm whether you made a Traditional IRA contribution this year or in
the previous one.

Are you eligible for a catch-up contribution due to your age?

Understanding the source of the funds is also crucial – where is the money coming from to fund
your IRA?

Your tax preparer and financial planner must kept in the loop. Specifically, that your contribution
should be reported as non-deductible to avoid tax complications.

🔍 Ensure Proper Execution of Your Traditional IRA Contribution

Retirement Savings Contributions Savers Credit | Internal Revenue Service
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Remember, while direct Roth contributions face income limits, conversions don't.
However, don’t confuse income limits with contribution limits—everyone is limited to
the initial contribution cap set by the IRS—$6,500 for 2023 if you're under 50.

💡

🔍 Checking Your Tax Forms: For a flawless Backdoor Roth process, ensure the funds went into
the correct account and no deduction was claimed for these contributions on your tax return. If a
deduction was incorrectly taken, it would typically appear on line 10 of your Form 1040 and
Schedule 1.

This step is the “backdoor” part of the sequence and is often as simple as ticking a box.

This step can be as simple as just clicking a few buttons on something like Vanguard (or
wherever your Traditional IRA contributions are, and going through the sequence.

However, the proof is in the pudding—the two-step tango of the Backdoor Roth seems easy, but
as we’ll learn, it requires extensive proof that you did it correctly.

2🔃 Step 2: Convert your
Traditional IRA to a Roth IRA.

This proof must stand the test of time– your paperwork trail may need to flawlessly
document your contributions over multiple decades.
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📝Ensuring Accurate Reporting of Your IRA Conversion

Understand the reporting process.

When you convert funds from a traditional IRA to a Roth IRA, custodians usually handle the distribution
and conversion using a single form.

However, for IRS purposes, this is treated as two distinct events: a distribution from the Traditional IRA
and a contribution/conversion to the Roth IRA.

📄 Form 1099-R

The 1099-R form you'll receive for the distribution may label the entire amount as "taxable distribution"
and indicate "taxable amount not determined." This wording can be confusing, but it's standard
procedure.

Despite the potential ambiguity in the 1099-R, ensuring that this is accurately reflected
on your Form 1040 is crucial.

Do not panic. There's no need to stress or reach out to the custodian for clarification or
amendments to the 1099-R. The key is in the details of your tax filing.😱 
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📄 Form 1040

The "taxable amount not determined" notation signals to the IRS—and your tax professional—that the
actual taxable amount will be clarified on your tax return.

You're in the clear as long as your Form 1040 accurately reflects the conversion and its tax implications.

By paying close attention to how these transactions are reported and working closely with your tax
advisor, you can navigate this complex reporting process and ensure that your Backdoor Roth IRA
conversion is documented correctly, avoiding unnecessary hiccups with the IRS.
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🔒 Securing Your Roth Conversion's
Tax-Free Status
Next up, let’s make sure your Roth contribution are forever tax-free, as you’ve already paid tax on them.

📈 Document the Conversion:

When you convert assets from a Traditional IRA to a Roth IRA, it's crucial to document this move
accurately on IRS Form 1040 and Form 8606. This documentation isn't just bureaucratic red tape—it's
what solidifies your conversion's tax-free benefits.

The conversion is officially recognized for tax purposes only once correctly reported, and the funds
have landed in your Roth account.

📝 Make sure you fill out Form 8606 correctly:**

Contributions are noted in Part 1 of Form 8606, but the conversion process—often overlooked—should
be detailed in Part 2.

Part I of Form 8606
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Part II of Form 8606

Even though skipping this part might not impact your immediate tax liabilities, it creates a vital record,
which is particularly important if you need to demonstrate that you’ve adhered to the Roth conversion
rules, such as the five-year rule for withdrawing conversion principal without penalty before age 59 ½.

🔎 Make sure you’re reporting everything completely.

Make sure your tax preparer doesn't miss Part 2 of Form 8606.

It’s easy to miss, given the comprehensive nature of an involved tax filing, but don’t forget about it! This
section is essential for maintaining a clear trail of your Roth conversions and contributions.

By meticulously documenting your Roth conversion on the appropriate tax forms, you lay the
groundwork for reaping the Roth IRA's full tax-free benefits, safeguarding your financial strategy
against future complications or inquiries.

Should you ever need to access your Roth funds early, this thorough documentation will be
invaluable in proving that you've met all the necessary tax requirements and conditions.

Considering a Backdoor Roth IRA? Start with a complimentary Financial Analysis.
Click here: Free Financial Analysis - Online scheduling to see if the Backdoor Roth
strategy works for your specific financial situation. 

When done correctly, the Backdoor Roth IRA journey leads to significant tax advantages and tax-free
retirement savings growth.

However, it's a path lined with critical considerations to ensure your financial maneuver is seamless and
compliant.

🚪 Backdoor Roth Considerations
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🥛☕ The Cream & The Coffee Considerations

Think of your IRA contributions as a cup of coffee.

When you add non-deductible contributions (the cream) to your existing IRA funds (the coffee), they
blend together.

From then on, each withdrawal or conversion from your IRA is a mix of both taxable and non-taxable
amounts—just like every sip of your coffee now has a bit of cream.

Unlike cream in a coffee cup, which might separate over time, the "cream" in your IRA stays mixed with
your "coffee" permanently.

This means you need to calculate the taxable (cream) and non-taxable (coffee) portions for every
withdrawal or conversion. It's crucial to maintain accurate records, as this blend will dictate the tax
implications of your withdrawals or conversions, ensuring you don't pay taxes twice on the same
money.

Know Your Tax Liability

🟡 If you contribute pre-tax dollars to a Traditional IRA and then convert it to a Roth, you
pay tax upon the conversion.

Yes, you will have to pay taxes on the conversion at current ordinary income rates—but
that’s just how Roth IRAs work.

🟢 If you contribute post-tax dollars into a Traditional IRA and then convert it into a Roth,
you do not pay tax upon the conversion, and you don’t need to worry about the pro-rata
rule below unless you had a prior Traditional IRA balance.

🍒 Suppose you have both pre-tax and after-tax funds in the same Traditional IRA and
wish to convert to a Roth IRA. The IRS doesn’t allow you to convert only the after-tax
funds– no cherry-picking!

☕ determining the taxable amount involves calculating the ratio of your after-tax
contributions to the total IRA balance (including all your IRAs, not just the one being
converted).
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📝 Tax Return Review: Form 8606

Before embarking on a Backdoor Roth strategy, it's crucial to meticulously review past tax returns for
Form 8606. This form reveals whether there is already "cream" (after-tax contributions) in your IRA
"coffee."

The absence of Form 8606 doesn't always mean there are no after-tax contributions, as filing
inaccuracies can occur.

🔍 � Backdoors and the Legend of the Lost Basis

Avoid Backdoor IRAs turning into a mystery novel by being extremely diligent in your record
keeping.

This occurs when their income falls within the phase-out range, leading to partially deductible
and partially non-deductible contributions.

Rather than correcting the excess, some opt to leave the excess as a non-deductible
contribution, necessitating continuous Form 8606 filings to track and report the tax-free
portion of distributions accurately.

This happens when distributions are reported as taxable without acknowledging the non-
deductible contributions to the IRS.

To avoid this, cozy up with Form 8606– listed above and linked below in Resources.

Technically, you only need to file Form 8606 when there's relevant activity, like distributions or
conversions. Therefore, if there's a basis in the IRA but no recent activity, it could be years
since the last Form 8606 was filed.

As such, they’re easily overlooked– advisors might review recent tax returns, not find Form
8606, and mistakenly conclude there's no basis to report.

Uncovering Hidden Tax-Free Basis: Sometimes, taxpayers find themselves with a
tax-free basis in their IRAs due to partial eligibility for deductible contributions.

A significant pitfall is the "lost basis" scenario, where the basis remains unreported,
and taxpayers end up paying tax twice on the same income—once at contribution and
again at distribution.
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🗣🤝🗒 Oral History, Meet Documentation

To avoid overlooking lost basis, ensure your advisors are combining your recollections of your IRA
contributions with a review of your Social Security earnings statements.

This helps pinpoint years where the taxpayer's income might have exceeded the deduction limits,
suggesting possible non-deductible contributions.

While not foolproof, simply just checking in with your financial planner and reviewing your
available tax documents in light of a potential Backdoor Roth is a pragmatic strategy to
uncover and rectify lost basis issues.

I can’t stress this enough– this is very common with high-earners,
especially as their career growth trajectory outpaces their tax
planning focus.

🏁 Final Review: Make Sure Your Tax
Return Reflects Your Financial
Strategy
Proactive coordination and effective communication are by far the most important ingredient in a
flawless Backdoor Roth strategy.

A week before the personal tax deadline isn’t the best time to email your financial planner and CPA
asking to “do the roth backdoor thing.”

There are many moving pieces that require multiple points of review, and it all starts with coordinating
with your financial planner and tax preparer.

✅ Send reminders in Q4, latest January, about the upcoming tax filing and review the accuracy of the
filed return, particularly Form 8606, which details your IRA contributions and conversions.

✅ Conduct a year-end review in mid-to-late Q4 to ensure everyone is on the same page.
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✅ Create an annual tax summary. One valuable tool in this process is an annual letter from your advisor
that summarizes the tax implications of your financial activities throughout the year. This letter can
serve as a comprehensive guide for both you and your tax professional, ensuring that all relevant
financial moves are accurately reflected in your tax return.

✅ Finalize your strategy. Remember, a tax planning strategy isn't truly complete until it's been
accurately reported to the IRS. This final step of verification ensures that your financial maneuvers, like
the Backdoor Roth IRA, are fully recognized and validated for tax purposes, solidifying the benefits of
your strategic financial decisions.

If you’re curious about how a Backdoor Roth strategy would work in your unique situation, I strongly
recommend consulting a financial planner who has experience in working with high-earners and who
has annual (multiple cases per year) of doing Backdoor Roths.

They can provide perspective, insights, and strategies tailored to your unique situation, and ensure
you’re following the most up-to-date IRS guidelines and contribution limits.

Like this guide? Subscribe to Making Cents, my
wealth-building newsletter for tech high-earners. 💡
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📖 Resources
These forms are integral to reporting and tracking your IRA contributions, conversions, and

distributions, ensuring compliance and optimizing your Backdoor Roth IRA strategy.

Form 1040, U.S. Individual Income Tax Return

IRS Form 1040: https://www.irs.gov/forms-pubs/about-form-1040

Form 8606, Nondeductible IRAs

IRS Form 8606: https://www.irs.gov/forms-pubs/about-form-8606

Form 1099-R, Distributions From Pensions, Annuities, Retirement or Profit-Sharing Plans, IRAs,

Insurance Contracts, etc.

IRS Form 1099-R: https://www.irs.gov/forms-pubs/about-form-1099-r

https://www.irs.gov/retirement-plans/amount-of-roth-ira-contributions-that-you-can-make-for-

2023

1.

https://www.irs.gov/publications/p590a2.

https://www.bankrate.com/retirement/roth-vs-traditional-ira-calculator/3.

https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-savings-

contributions-savers-credit

4.

https://taxfoundation.org/data/all/federal/historical-income-tax-rates-brackets/5.
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Securities and advisory services offered through LPL Financial, a registered investment advisor.
Member FINRA /SIPC. 

The opinions voiced in this material are for general information only and are not intended to provide
specific advice or recommendations for any individual. To determine which strategies or
investments may be suitable for you, consult the appropriate qualified professional prior to making
a decision.

Tailored Cents and LPL Financial do not offer tax advice or services.

This information is not intended to be a substitute for specific individualized tax or legal advice. We
suggest that you discuss your specific situation with a qualified tax or legal advisor.


