Making Sense of Roth IRAs
The Yes, No, Maybe Retirement Account
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ONE OF THE MOST COMMON QUESTIONS I’ve been asked throughout my career
in financial planning and investment management is, “Should I contribute to a Roth
Individual Retirement Account (IRA) this year?” The question is straightforward enough;
you might expect an answer as simple as “yes” or “no”— that is, if considerations about
taxes, IRS rules, estate planning, and investment management did not matter.
Roth IRAs are not complicated. Their most widely publicized rules, such as the annual
contribution and catch-up limits, are relatively easy to understand and familiar to
investors and savers at all levels. However, determining if a contribution makes sense,
or more importantly, if it is permissible in a given year, is a little more complex. Certain
questions and considerations must be addressed to prevent mistakes and potentially
costly penalties related to Roth IRAs.
A few of the many factors to consider prior to making your next retirement account
contribution:
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MARGINAL AND EFFECTIVE TAX RATES
No one likes paying taxes. While Traditional IRAs give you an immediate tax benefit by
reducing your current taxable wages, Roth IRAs provide a substantial opportunity to
accumulate tax-free savings for the future. Determining which is best for you partially
depends on the earned income reported on your tax return. It also is important to
consider future tax rates. Our goal is to plan well enough to pay the least amount of
taxes legally allowed.
MARITAL STATUS
Maximum contributions to IRAs are the same for everyone, but there are several rules
and limitations that apply. The way you file will determine how much you can contribute,
or if you are eligible for a spousal Roth IRA, even if your spouse does not work outside of
the home and does not have earned income. Can you make a full contribution? Or are
you subject to a phase-out? Adhering to these rules and filing the proper forms annually
with your tax return are critical to ensuring your Roth account remains compliant and up
to date.
WORKING TOGETHER SETS US APART

EXISTING IRAS
With a little creative planning almost anyone can contribute to a Roth IRA. Even those
with adjusted gross incomes (AGIs) greater than the phase-out amount can participate,
though they might need to do some technical maneuvering to get funds into a Roth.
Advanced planning is absolutely necessary for people in the highest marginal tax
brackets. It is also critical for those with existing pre-tax IRAs, or IRAs with after-tax basis.
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WORKPLACE PLANS
Workforce plans are an option for retirement savers otherwise blocked from making
Roth contributions. Many employers’ defined contribution plans offer a Roth 401(k)
option. It’s a relatively new option, legislated into existence in 2006, so not available in
all plans, but it is growing in popularity and being included more in employer-sponsored
plans. A Roth 401(k) is not subject to the same set of rules that govern Roth IRAs,
and anyone with a workplace plan that provides the Roth option can contribute their
portion of the payroll deferral to the Roth account within their plan. Many employers
offer something called “after tax” contributions and some provide for in-plan Roth
conversions that allow employees to save more on an after-tax basis. This strategy has
been effectively nicknamed the “mega backdoor Roth IRA.”
If you expect tax rates to increase in the future and are considering using some of your
accumulated savings to fund a retirement account this year, it is worth spending time
reviewing your personal circumstances. Funding a Roth IRA is never a bad move from
a financial planning perspective — unless you do it the wrong way. If you do, it can
become an expensive error and create headaches for you down the road. When done
correctly, the Roth IRA is one of the most flexible retirement accounts both for you as
owner and retiree, and later, your beneficiaries.
IMPORTANT DISCLOSURES

The information included in this document is for general, informational purposes only. It does not contain any investment advice and does not address any
individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice regarding your specific
facts and circumstances, please contact a qualified financial advisor.
Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. It should not be assumed
that future performance of any specific investment, strategy or allocation (including those recommended by HBKS® Wealth Advisors) will be profitable or equal the
corresponding indicated or intended results or performance level(s).
Past performance of any security, indices, strategy or allocation may not be indicative of future results.
The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information obtained from or prepared by
other sources. It has not been independently verified, but
was obtained from sources believed to be reliable. HBKS® Wealth Advisors does not guarantee the accuracy of
this information and does not assume liability for any errors in information obtained from or prepared by these
other sources.
HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if you wish to
receive legal, accounting or tax advice.

Craig Slaubaugh

Financial Advisor, HBKS® Wealth Advisors
Craig Slaubaugh is a financial advisor in the Pittsburgh, Pa., office of HBKS Wealth
Advisors. He specializes in comprehensive financial planning and investment
advisory services. Contact Craig at 724-934-8200, or by email at cslaubaugh@
hbkswealth.com.
Investment advisory services are offered through HBK Sorce Advisory LLC, doing business as HBKS® Wealth Advisors. NOT FDIC INSURED - NOT
BANK GUARANTEED - MAY LOSE VALUE, INCLUDING LOSS OF PRINCIPAL - NOT INSURED BY ANY STATE OR FEDERAL AGENCY

hbkswealth.com

WORKING TOGETHER SETS US APART
HBKS.SenseRoth.1/2021.skm

