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Understanding the options for tax-advantaged savings growth is essential for those planning for
retirement. Roth IRA and the more complex “Mega Backdoor” Roth conversions stand out for their
ability to offer tax-free growth and distributions. There are important mechanics to understand and
major benefits.

Understanding Roth Conversions

A Roth IRA is attractive for its tax-free withdrawals in retirement. Converting funds from a traditional IRA or
a 401(k) to a Roth IRA or Roth 401(k) means paying income taxes on those funds now, rather than later. This
upfront tax payment can be beneficial if you expect your tax rate to be higherin the future, as it locks in the
current lower rate and allows for tax-free growth and withdrawals thereafter.

The Process of Roth Conversions

The conversion entails reclassifying tax-deferred retirement funds as taxable income during the year
of the conversion. This requires careful planning to prevent pushing oneself into a higher tax bracket
unintentionally. Key points for Roth conversions:

* Income Level Flexibility: There are no income limits restricting who can perform a Roth conversion,
making it accessible to high earners who cannot contribute to a Roth IRA directly.

« Annual Conversion Control: You decide how much to convert each year so you can strategically plan
the conversion to align with your current tax situation.

« Tax Advantages: If you expect your tax rate to be higher in retirement than it is currently, converting
traditional retirement assets to Roth can lock in the lower tax rate on the converted funds.

What Is a Mega Backdoor Roth Conversion?

The Mega Backdoor Roth conversion is a viable strategy for high earners who wish to save more than
traditional retirement account limits allow. It involves making after-tax contributions to a 401(k) plan and
then making an in-plan conversion to the Roth 401(k) inside a retirement plan, where the funds can grow
tax-free. This method allows for potentially large sums to be transferred, given the higher contribution
limits of 401(k) plans compared to Roth IRAs.
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To utilize the Mega Backdoor Roth strategy, your 401(k) plan must allow for non-Roth after-tax
contributions, in-service distributions, and a Roth 401(k) option. If your plan qualifies, you can contribute
after-tax dollars up to the current year's IRS maximum for total 401(k) contributions. These contributions
would then be converted inside the plan to the Roth 401(k), providing the same tax-free growth as a reqular
Roth IRA.

NOTE: It's important to understand that this Mega Backdoor Roth strategy isn’t available
under some employer plans. A wealth advisor can help you navigate your eligibility.

Sample Scenarios

Suppose an individual in their peak earning years contributes the maximum allowed employee deferral to a
traditional 401(k) but also wants to take advantage of Roth benefits. By making after-tax contributions to
their 401(k), in addition to the pre-tax contribution, and converting the after-tax contributions to the Roth
401k, they can accrue more tax-free earnings for retirement than they would through a Roth IRA alone.
Conversely, an individual who doesn't account for the tax impact of converting pre-tax contributions or
investment growth may have an unexpectedly high tax bill. Properly planning for the tax implications of a
conversion is crucial to avoid this situation.

Careful Consideration and Planning

While Roth conversions offer appealing benefits, they can trigger a tax liability in the year the conversion is
made. Considering your current tax situation and the expected tax environment during retirement, planning
these conversions carefully is crucial. The complexities of Roth and Mega Backdoor Roth conversions require
a thorough understanding of the associated rules and regulations.

Roth and Mega Backdoor Roth conversions are powerful tools in retirement planning, offering tax-free
growth and distributions. However, consulting with a financial advisor or tax professional specializing in
retirement planning is advisable due to these strategies' tax implications and complexity. This ensures that
the conversions are executed correctly and align with your long-term financial objectives.

If you're interested in exploring your options around Roth and Mega Backdoor Roth conversions, reach

out to a Choreo advisor today. We can help clarify whether these strategies fit your overall financial
plan, allowing for an informed decision that can optimize your retirement savings.
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