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You cannot directly move already-taxed investments into a traditional IRA and then convert
them to a Roth IRA without encountering some limitations and rules. Here’s a breakdown of the
process and relevant considerations:

Moving Investments to a Traditional IRA

1.

Eligibility: You need to have earned income to contribute to a traditional IRA.
Contributions are generally limited to $7,000 per year (or $8,000 if you are 50 or older)
for 2024. Contribution limits are an aggregate of traditional and Roth IRAs.

Tax Implications: Contributions to a traditional IRA are typically tax-deductible, but
since your investments have already been taxed, you will need to be mindful of the tax
treatment. Non-deductible contributions must be tracked using IRS Form 8606.

Converting to a Roth IRA

1.

Conversion Process: Once you have money in a traditional IRA, you can convert it to a
Roth IRA. This is known as a Roth conversion. You will owe taxes on any pre-tax
amount converted.

Tax on Conversion: During the conversion, you will pay taxes on the pre-tax portion of
your traditional IRA at your current income tax rate. If the contributions were non-
deductible (i.e., you already paid tax on them), you will not owe tax again on those
amounts, but you must file Form 8606 to report the conversion.

No Limits on Conversion Amount: There is no limit on how much you can convert
from a traditional IRA to a Roth IRA in a given year. However, large conversions can
push you into a higher tax bracket, so it's important to plan the conversion strategy to
manage tax impacts effectively.

When you convert from a Traditional IRA to a Roth IRA, you are required to pay taxes on the
amount converted because the money in a Traditional IRA typically hasn't been taxed yet. You
have the option to pay the taxes using funds from the converted amount or from other sources.

Options:

1.

Pay Taxes with Non-IRA Funds:

This is generally recommended because it allows the full amount converted to go into the
Roth IRA, maximizing the tax-free growth potential.

Use Part of the Conversion Amount to Pay Taxes:

If you choose to withhold taxes from the conversion amount, you can direct a portion of
the funds to cover the taxes. However, the amount withheld for taxes will not be included
in your Roth IRA, which reduces the amount that can grow tax-free. Additionally, if you
are under age 59, the withheld amount may be subject to a 10% early withdrawal
penalty because it is not being reinvested into a retirement account.
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Example:

e Ifyou convert $50,000 from your Traditional IRA and you're in the 24% tax bracket, you
would owe $12,000 in taxes. You can:
o Convert the full $50,000 to the Roth IRA and pay the $12,000 tax with other
funds.
o Withhold $12,000 for taxes, resulting in $38,000 being converted to the Roth
IRA.

Paying the taxes from outside funds is often the preferred strategy, as it maximizes the amount
that benefits from tax-free growth in the Roth IRA.

Key Considerations

o Tax Bracket Management: Converting a large amount in a single year could
significantly increase your taxable income and push you into a higher tax bracket. Some
people opt to spread conversions over several years to manage this.

o Pro-Rata Rule: If you have both pre-tax and after-tax funds in your traditional IRA, the
IRS requires that any conversions follow the pro-rata rule. This means the converted
amount will include a proportionate share of both taxable and non-taxable amounts.

e Roth IRA Income Limits: While there are income limits for contributing directly to a
Roth IRA, there are no income limits for conversions. This makes Roth conversions an
attractive strategy for high-income earners who exceed Roth IRA contribution limits.

Steps to Follow
1. Contribute to a Traditional IRA: Make sure to keep track of non-deductible
contributions.
2. File Form 8606: This form is necessary to track the basis of your non-deductible
contributions.

3. Convert to Roth IRA: Decide the amount to convert each year based on your tax
planning strategy.

4. Pay Taxes on Conversion: Be prepared for the tax bill on the converted amount,
especially the pre-tax portion.

A backdoor Roth IRA is a strategy that allows high-income earners to contribute to a Roth IRA,
even if their income exceeds the limits for direct Roth IRA contributions. This involves making a
non-deductible contribution to a traditional IRA and then converting that amount to a Roth IRA.
Here’s a detailed explanation of the process:

Steps to Execute a Backdoor Roth IRA
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1. Make a Non-Deductible Contribution to a Traditional IRA

o Eligibility: You need to have earned income. For 2024, the contribution limit is
$7,000 (or $8,000 if you are 50 or older).

o Non-Deductible Contribution: Since your income exceeds the limit for
deducting traditional IRA contributions, you make a non-deductible contribution.
This means you do not get a tax deduction for this contribution.

2. File IRS Form 8606

o Tracking Non-Deductible Contributions: This form is used to report non-
deductible contributions to your traditional IRA. It is essential for tracking the
basis (the amount you’ve already paid taxes on) in your IRA to avoid double
taxation during conversion.

3. Convert the Traditional IRA to a Roth IRA

o Conversion: Convert the amount in your traditional IRA to a Roth IRA. The
conversion can be done at any time after the contribution, often immediately to
minimize any potential gains that would be subject to taxes.

o Tax Implications: During conversion, you will owe taxes on any earnings or
gains in the traditional IRA since the contribution. However, if the contribution
was recent and no significant gains have been made, the tax impact will be
minimal.

4. Report the Conversion on Your Tax Return

o Tax Reporting: You need to report the conversion on your tax return. Form 8606
will also be used here to indicate the conversion and to show that the basis (non-
deductible contributions) is not taxable again.

Key Considerations

e Pro-Rata Rule: If you have other traditional, SEP, or SIMPLE IRAs with pre-tax
contributions, the conversion will be subject to the pro-rata rule. This rule requires you to
consider all your IRAs when calculating the taxable portion of the conversion. The
formula is:

Taxable Port; Total Pre-Tax IRA Balances O n A ¢
aXxable rortion Total IRA Balances onversion Amoun

o Timing: Execute the contribution and conversion in a timely manner to minimize

potential gains in the traditional IRA, which would be subject to taxes during conversion.
e Income Limits for Roth IRA: While there are income limits for direct contributions to a

Roth IRA, these do not apply to conversions, making the backdoor Roth IRA an effective

strategy for high-income earners.
o Annual Limits: The contribution limits for traditional and Roth IRAs are combined. So,

for 2024, you can only contribute a total of $7,000 ($8,000 if 50 or older) across both

types of IRAs.

Example Scenario

Suppose you are 45 years old with an annual income that exceeds the limit for Roth IRA
contributions. Here’s how you execute a backdoor Roth IRA:
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Non-Deductible Contribution: Contribute $7,000 to a traditional IRA and file Form
8606 to report this non-deductible contribution.

Conversion: Convert the $7,000 to a Roth IRA soon after the contribution. Assume
minimal gains, so the converted amount is roughly $7,000.

Tax Reporting: On your tax return, use Form 8606 to report the conversion and indicate
that the $7,000 basis (non-deductible contribution) is not taxable.

By following these steps, you effectively move your funds into a Roth IRA, bypassing the
income limits for direct contributions.

If you have additional traditional IRA balances or complex tax situations, it is advisable to
consult a tax advisor or financial planner to ensure accurate execution and compliance with IRS

rules.

When you do a backdoor Roth IRA conversion, there is a 5-year rule you need to be aware of,
but it’s specific to the converted amounts rather than the entire Roth IRA balance. Here’s a
breakdown of the 5-year rule and its implications:

5-Year Rule for Roth Conversions

1.

2.

5-Year Rule for Each Conversion: Each conversion you make to a Roth IRA has its
own 5-year holding period. This means if you convert funds in 2024, those funds need to
stay in the Roth IRA for five years (until 2029) to avoid penalties on any potential early
withdrawals of the converted amount.
Avoiding Penalties: If you withdraw the converted amount before the 5-year period is up
and you are under the age of 594, you may be subject to a 10% early withdrawal penalty
on the converted amount, even though you already paid taxes on it during the conversion.
Order of Withdrawals: Roth IRA withdrawals follow a specific ordering rule:
o Contributions: Withdrawn first and always tax- and penalty-free.
o Converted Amounts: Withdrawn next, subject to the 5-year rule for each
conversion.
o Earnings: Withdrawn last, subject to the 5-year rule for the entire Roth IRA and
age 59" rule.

Implications of the 5-Year Rule

Multiple Conversions: If you do multiple backdoor Roth IRA conversions over several
years, each conversion will have its own separate 5-year clock.

Age Considerations: Once you reach age 59', the 10% early withdrawal penalty on
converted amounts is generally avoided, even if the 5-year rule has not been met for those
amounts. However, the 5-year rule for earnings still applies.

Example Scenario
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Let’s say you perform a backdoor Roth IRA conversion in 2024:
1. Conversion Amount: You convert $7,000 from a traditional IRA to a Roth IRA.

2. 5-Year Period: The converted $7,000 must remain in the Roth IRA until 2029 to avoid
the 10% penalty on early withdrawals.

3. Withdrawals: If you need to withdraw funds before 2029, you can do so without penalty

if you only withdraw contributions. However, if you withdraw the converted amount
within the 5-year period and are under 59%2, you would incur the 10% penalty on the
converted amount.

Practical Tips

o Keep Track of Conversions: Maintain records of each conversion, including the year of

conversion and the amount converted, to manage the 5-year rules effectively.

o Plan Withdrawals Carefully: Consider the 5-year rule when planning withdrawals to
avoid unnecessary penalties, especially if you anticipate needing the funds within five
years.

o Consult a Professional: Given the complexities and potential tax implications, it’s wise
to consult with a financial advisor or tax professional to ensure you understand and
comply with all rules.

By understanding and adhering to the 5-year rule, you can optimize the benefits of your
backdoor Roth IRA conversions and avoid penalties.

You can withdraw the money you contributed to a Roth IRA (your contributions) at any time
without paying taxes or penalties, regardless of your age. This is one of the significant
advantages of Roth IRAs. Here’s a detailed explanation:

Roth IRA Withdrawal Rules
Contributions

e Tax-Free and Penalty-Free: You can withdraw the contributions (the amount you
originally contributed) to your Roth IRA at any time, for any reason, without taxes or
penalties. This is because Roth IRA contributions are made with after-tax dollars.

Earnings

e Qualified Distributions: To withdraw earnings (the growth on your contributions) tax-
and penalty-free, the following conditions must be met:
o 5-Year Rule: The Roth IRA must have been open for at least five years.
o Age59% or Older: You must be 59% or older.
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o Other Qualifying Reasons: Other conditions that allow for penalty-free
withdrawals of earnings include:
* You become disabled.
= You use the funds (up to $10,000) for a first-time home purchase.
» The withdrawal is made by your beneficiary after your death.
Non-Qualified Distributions: If the above conditions are not met, the earnings portion
of your withdrawal may be subject to taxes and a 10% penalty.

Order of Withdrawals

Roth IRA withdrawals follow a specific ordering rule, which determines how the IRS categorizes
your withdrawals:

1.
2.

3.

Contributions: Always come out first and are tax- and penalty-free.

Conversions: Next, the converted amounts are withdrawn. If conversions were made,
they are withdrawn on a first-in, first-out (FIFO) basis. Conversions are not subject to
taxes again, but they are subject to a 5-year rule and a 10% penalty if withdrawn before
age 59 and within five years of the conversion.

Earnings: Last to be withdrawn and subject to the 5-year rule and age 597 rule.

Example Scenario

Suppose you have contributed $20,000 to your Roth IRA over the years, and the account has
grown to $30,000. Here’s what you need to know about withdrawals:

Contributions ($20,000): You can withdraw up to $20,000 at any time without taxes or
penalties.

Earnings ($10,000): To withdraw the $10,000 in earnings tax- and penalty-free, you
need to meet the 5-year rule and be 597 or older, or qualify for another exception.

Practical Considerations

Emergency Fund: The ability to withdraw contributions without penalties makes a Roth
IRA a flexible option for an emergency fund.

Record Keeping: Keep detailed records of your contributions and conversions to
accurately track the amounts you can withdraw without penalties.

Consult a Professional

Given the complexities and potential tax implications, it’s always wise to consult with a financial
advisor or tax professional to ensure you understand the specific rules and how they apply to
your situation.
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A conversion from a traditional IRA to a Roth IRA must be completed by December 31 of the
tax year for it to count in that year. Unlike contributions to IRAs, which can be made up until the
tax filing deadline (typically April 15 of the following year), conversions are tied to the calendar
year.

Key Points:

o Conversion Deadline: To count a Roth conversion for a specific tax year, it must be
completed by December 31 of that year.

o Tax Implications: The amount converted will be included in your taxable income for the
year in which the conversion occurs. Therefore, completing the conversion by December
31 will ensure it is included in that year’s income.

Example Scenario:

o Ifyou want a conversion to be included in your 2024 taxable income, you must complete
the conversion by December 31, 2024. Converting funds in early 2025 will count towards
your 2025 taxable income.

Practical Tip:

o Plan Ahead: Given the deadline, it's essential to plan your conversion strategy well
before the end of the year to ensure all transactions are processed in time.

Converting a traditional IRA to a Roth IRA before the age of 60 does not incur early withdrawal
penalties, but there are important tax implications and rules to be aware of:

Tax Implications

o Taxable Amount: The amount converted from a traditional IRA to a Roth IRA will be
included in your taxable income for the year in which the conversion occurs. This means
you will owe income taxes on the converted amount at your current tax rate.

e No 10% Penalty: The conversion itself does not incur the 10% early withdrawal penalty,
even if you are under the age of 59'5. However, you must follow the rules for accessing
the converted funds to avoid penalties later.

Accessing Converted Funds

e 5-Year Rule for Conversions: Each conversion has its own 5-year holding period. If you
withdraw converted amounts within five years of the conversion and you are under the
age of 5972, you may be subject to the 10% early withdrawal penalty on those converted
amounts.
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e Order of Withdrawals: Withdrawals from a Roth IRA follow a specific order:
1. Contributions: Always tax- and penalty-free.
2. Conversions: Withdrawn next, subject to the 5-year rule for each conversion.
3. Earnings: Withdrawn last, subject to the 5-year rule for the entire account and
age 59" rule.

Practical Example
Suppose you convert $20,000 from a traditional IRA to a Roth IRA in 2024:

e The $20,000 will be added to your taxable income for 2024.

e Ifyouneed to access the $20,000 before 2029 and you are under 59%, you could face a
10% penalty on the converted amount unless you meet an exception (e.g., first-time home
purchase, disability).

Exceptions to the Penalty

The 10% early withdrawal penalty on converted amounts may be avoided if the withdrawal is
due to:

e Death or disability

e Qualifying first-time home purchase (up to $10,000)

o Substantially equal periodic payments (SEPP)

e Medical expenses exceeding 7.5% of adjusted gross income (AGI)
e Health insurance premiums while unemployed

Summary

o Converting from a traditional IRA to a Roth IRA before age 59'2 does not incur an
immediate 10% penalty, but the converted amount is taxable.

o Withdrawals of converted amounts within five years of the conversion may be subject to
the 10% penalty if you are under 59 and do not qualify for an exception.

Converting a TSP to a Roth

You need to check in advance, your Roth conversions may not be able to be done within the
Thrift Savings Plan. To convert money in your TSP to Roth, you may first need to roll it into a
Traditional IRA, which can be done at age 59.5 or after you separate from service, then to a Roth
IRA.

Converting a Thrift Savings Plan (TSP) to a Roth account involves a process known as a Roth
conversion. Here are the steps to convert your TSP to a Roth IRA:
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Steps to Convert a TSP to a Roth IRA:

1.

2.

Verify Eligibility: Ensure you are eligible for a Roth IRA based on income limits and
other requirements.

Open a Roth IRA: If you don't already have a Roth IRA, you need to open one with a
financial institution (e.g., brokerage, bank, or credit union).

Request a TSP Withdrawal:

o Log in to your TSP account and request a withdrawal. This can be done online or
by submitting the appropriate forms (e.g., Form TSP-70 for separated employees
or Form TSP-75 for in-service withdrawals).

o Choose the option for a "single payment" or "partial withdrawal" if you don't
want to convert the entire balance.

Specify the Receiving Roth IRA:

o You will need to provide the account information for your Roth IRA to the TSP.
This includes the account number and the financial institution's details.

o Request a direct rollover to avoid mandatory tax withholding and penalties.

Handle Taxes:

o Converting a Traditional TSP to a Roth IRA is a taxable event. You will owe
taxes on the amount converted, as these funds have not been taxed yet.

o It's advisable to set aside funds to cover the tax liability. Consult with a tax
advisor to understand the impact on your specific tax situation.

Complete the Transfer:

o The TSP will transfer the funds directly to your Roth IRA. This avoids the 20%
mandatory withholding that applies to indirect rollovers.

o Confirm with your Roth IRA provider that the funds have been received and
correctly processed.

Important Considerations:

Tax Impact: Converting to a Roth IRA means paying taxes on the converted amount.
Make sure you are prepared for the potential tax bill and consider spreading the
conversion over several years to manage the tax impact.

Time the Conversion: Timing your conversion at a time when your income is lower can
help reduce the tax burden.

Required Minimum Distributions (RMDs): Once the funds are in the Roth IRA, they
are no longer subject to RMDs, which is beneficial for long-term tax planning.

Consult a Financial Advisor: Before proceeding, consult with a financial advisor or tax
professional to ensure this strategy aligns with your overall financial plan.

Summary:
1. Open a Roth IRA if you don't have one.
2. Request a TSP withdrawal for a direct rollover to your Roth IRA.
3. Prepare for the tax implications of the conversion.
4. Complete the transfer and confirm receipt with your Roth IRA provider.
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If you need specific forms or further assistance, the TSP website and your Roth IRA provider
will have resources and customer service representatives to help you through the process.

You can contribute to both a Roth IRA and a Roth 403(b)/401(k) in the same year, but each
account has its own contribution limits and rules.

Roth IRA

Annual Contribution Limit: For 2024, the contribution limit for a Roth IRA is $7,000 if
you are under 50 years old. If you are 50 or older, you can contribute an additional
$1,000 as a catch-up contribution, making the limit $8,000.

Income Limits: Your ability to contribute to a Roth IRA may be limited based on your
modified adjusted gross income (MAGI).

Roth 403(b) / Roth 401(k)

Annual Contribution Limit: For 2024, the contribution limit for a Roth 403(b) / 401(k)
is $23,000 if you are under 50 years old. If you are 50 or older, you can contribute an
additional $7,500 as a catch-up contribution, making the limit $30,500.

Coordination with Traditional 403(b): The total contribution to both Roth and
traditional 403(b) /401(k) accounts combined cannot exceed the annual limit mentioned
above.

Summary

You can contribute to both a Roth IRA and a Roth 403(b) / 401(k) in the same year,
provided you do not exceed the individual contribution limits for each account type.
For 2024, you can contribute up to $7,000 ($8,000 if 50 or older) to a Roth IRA, and up
to $23,000 ($30,500 if 50 or older) to a Roth 403(b) / 401(k).

It's important to note that these limits are subject to change based on IRS regulations, so it's a
good idea to check the latest guidelines each year.



