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Backdoor Roth IRA Guide: Step-by-Step

for High Earners

The backdoor Roth IRA is a simple two-step move only when you control the

details that actually create tax problems: existing pre-tax IRA balances,

contribution timing, conversion timing, Form 8606 reporting, and state

treatment of the taxable portion. The clean version is straightforward: make a

nondeductible contribution to a traditional IRA, convert that amount to Roth,

and keep the basis trail intact so you are not taxed twice. This guide shows

when the backdoor path is necessary, how the pro-rata rule really works, how

to keep year-end IRA balances from sabotaging the transaction, how to fix

common failures, and how the strategy differs from a mega backdoor Roth

done inside a 401(k).

1. Foundation

A backdoor Roth IRA exists because direct Roth IRA contributions phase out at higher

incomes, but there is no income limit on converting traditional IRA money to Roth. That

gap creates the workaround. For 2025, the direct Roth contribution phaseout begins at

$150,000 of MAGI for single filers and $236,000 for married filing jointly, with direct

eligibility disappearing at $165,000 and $246,000 respectively. If your income lands

above those ranges, the usual sequence is to contribute after-tax dollars to a traditional

IRA and then convert those dollars into a Roth IRA. The contribution still requires eligible

compensation such as wages or self-employment income, and the annual IRA

contribution limit still applies. The backdoor does not create extra room; it simply gives

high earners a legal way to use the normal IRA limit in Roth form.

The pro-rata rule is the reason some backdoor Roths are nearly tax-free while others are

expensive. The IRS does not let you point to one isolated traditional IRA and declare that

only the after-tax dollars were converted. Instead, it aggregates all of your non-Roth IRAs

for the year: traditional IRAs, rollover IRAs, SEP IRAs, and SIMPLE IRAs. The non-taxable

percentage of any conversion equals your total after-tax basis divided by the total value
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of all those IRAs as of December 31, plus distributions during the year. If you contribute

$7,000 after tax but still hold $93,000 of pre-tax IRA money elsewhere, only 7% of a

$7,000 conversion is non-taxable. The rest is taxable. That is why many high earners

either keep their traditional IRA balances at zero or roll pre-tax IRA money into an

employer plan before year-end.

Form 8606 is the document that makes the backdoor strategy defensible. It reports your

nondeductible IRA contribution, tracks basis from year to year, and shows how much of

the conversion is taxable. Without it, the IRS has no reason to know that part of the

money already came from after-tax dollars. Sloppy filing can therefore lead to double

taxation: once when you earned the money and again when the conversion is reported.

Timing matters too. If the contribution sits in cash for a few days and earns interest

before you convert, that small gain is taxable on conversion. If the account drops before

you convert, the lower value is what moves. None of this is fatal, but it does need to be

documented cleanly so the return matches the broker statements.

The backdoor Roth is also distinct from the mega backdoor Roth. A standard backdoor

uses the annual IRA contribution limit and happens through a traditional IRA to Roth IRA

conversion. A mega backdoor uses after-tax employee contributions inside a 401(k) plan

and often moves much larger amounts to Roth through in-plan conversion or rollover.

The names are similar, but the account rules, contribution ceilings, and employer-plan

dependency are completely different. State tax adds one more layer. Most states begin

with federal AGI, so the taxable portion of the conversion usually flows through to the

state return too, while basis generally reduces the taxable amount the same way it does

federally. But not every state handles retirement income adjustments the same way, and

moving states midyear can change the outcome. Keep a copy of Form 8606 with your

state return records so the basis history is never lost.

2. Step-by-Step System
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1

Confirm you need the backdoor and that you have compensation

Begin with eligibility, not execution. If your 2025 MAGI is comfortably below the

direct Roth phaseout, a normal Roth contribution is easier. If it is above or likely to

drift above because of a year-end bonus, RSUs, or self-employment income, plan

for the backdoor from the start. Also confirm you have eligible compensation to

support the contribution. IRA contributions cannot exceed compensation for the

year, and a spouse without earnings may still contribute through a spousal IRA if

the couple has enough joint compensation. Write down your expected filing status,

expected MAGI, and expected compensation before sending money anywhere. That

simple snapshot prevents a common mess in which someone makes a backdoor

contribution even though a direct Roth contribution was allowed, or worse,

contributes despite not having eligible compensation and later has to remove an

excess.

2

Inventory every pre-tax IRA before the contribution goes in

List all traditional, rollover, SEP, and SIMPLE IRAs under your Social Security

number. Include dormant accounts from old jobs and tiny rollover IRAs you forgot

existed. The question is not whether you plan to use those accounts for the

conversion. The question is whether they exist on December 31 of the conversion

year. If they do, the pro-rata rule sees them. This is the step where many high

earners decide to roll pre-tax IRA money into a current 401(k) or solo 401(k) if the

plan accepts inbound rollovers. That move can isolate the after-tax contribution in

the traditional IRA and preserve a largely tax-free conversion. If your plan does not

accept roll-ins, calculate the tax cost honestly before proceeding instead of

assuming the backdoor will be clean.
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3

Make the nondeductible traditional IRA contribution and document

basis

Open a traditional IRA if you do not already have one and fund it with cash, not

appreciated securities. Record the contribution amount, the tax year it applies to,

and the confirmation date. If you contribute between January 1 and the tax filing

deadline, pay special attention to whether the contribution is coded for the prior

year or current year. For high earners covered by workplace plans, the contribution

is usually nondeductible, which is exactly what creates after-tax basis for the

backdoor strategy. Save the brokerage confirmation and note that the contribution

should appear on Form 8606, not as a deduction reducing taxable income. If you

are making backdoor contributions for both spouses, keep the paperwork separate

because IRAs and basis tracking are individual even on a joint tax return.

4

Convert promptly and keep taxes out of the IRA transfer

Once the contribution settles, request the Roth conversion. Many people convert as

soon as operationally possible to minimize interest or market movement inside the

traditional IRA. A same-week conversion is common and usually produces either no

taxable gain or only a few dollars of extra income. If the contribution grew from

$7,000 to $7,014 before conversion, the extra $14 is taxable; if it slipped to

$6,990, you convert the lower amount and keep moving. Do not have taxes

withheld from the IRA itself unless you have a specific reason. Withholding reduces

the amount that reaches the Roth and, if you are under age 59 1/2, the withheld

dollars may create an unnecessary early-distribution problem. Pay any tax from

cash outside the account instead.

5/15/26, 2:31 AM Backdoor Roth IRA Guide: Step-by-Step for High Earners | Wingman Protocol

file:///opt/sovereign/revenue/data/published/store/roth-ira-backdoor-guide/guide/index.html 4/10



5

File Form 8606 and match it to the broker forms

Your broker will usually send Form 1099-R after the conversion year and Form 5498

later to show contributions and Roth conversion amounts. Those forms do not

replace Form 8606. You still need Form 8606 to tell the IRS how much basis you

had and how much of the conversion is taxable. Review the finished return line by

line. The nondeductible contribution should create or add to basis, and the

conversion should show the correct taxable amount after that basis is applied. If

your state return starts from federal AGI, the taxable portion will often flow through

automatically, but keep copies of the federal forms because future state questions

are easier to answer when the basis record is intact. A clean backdoor Roth is

mostly a paperwork discipline problem, not a trading problem.

6

Fix failed or messy backdoor Roths with the right remedy

Different mistakes require different fixes. If you contributed too much because you

misjudged compensation or limits, remove the excess contribution and related

earnings by the tax deadline. If you discovered an old pre-tax IRA after converting,

you may still be able to roll that pre-tax IRA into a workplace plan before December

31 so the current-year pro-rata fraction improves. If the conversion generated a

few stray dollars of interest after the first transfer, convert the residual balance

rather than leaving pennies that complicate future basis tracking. What you

generally cannot do anymore is recharacterize a Roth conversion back to traditional

IRA status; that undo button disappeared years ago. When the failure is tax-related

rather than operational, the practical fix is usually to report it correctly, pay the tax

that is actually due, and clean up the account structure before next year's attempt.

3. Key Worksheets & Checklists
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Use these pages to keep the backdoor process clean enough that tax filing feels

mechanical. The first card captures the moving parts, the checklist catches pro-rata

problems before year-end, and the troubleshooting table gives you a default response to

the mistakes that happen most often.

1. Backdoor Roth Setup Worksheet

Tax year Note whether the contribution applies to the current

year or the prior year before the filing deadline.

Contribution

amount

Enter the IRA contribution amount for the year, subject

to the annual limit and compensation rules.

Expected MAGI Record the income estimate that explains why a direct

Roth contribution is unavailable or risky.

Pre-tax IRA

balances

Total all traditional, rollover, SEP, and SIMPLE IRA

balances that may exist on December 31.

Basis before

contribution

Carry forward any unused after-tax basis from prior

Form 8606 filings.

Conversion date Record the date the Roth conversion request was

executed by the custodian.

Value converted Enter the actual dollar amount moved, including any

small gain or loss after contribution.

Taxable portion Estimate the amount taxable under the pro-rata rule

and note whether federal and state tax cash is needed.

Forms saved Check off contribution confirmation, conversion

confirmation, 1099-R, 5498, and Form 8606.
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2. Execution Checklist

Estimate MAGI before using the backdoor path so you know whether a direct

Roth contribution is still available.

Confirm you or your spouse have enough eligible compensation to support the

contribution amount.

Inventory all non-Roth IRAs and decide whether any pre-tax balances need to be

rolled into a workplace plan.

Make the traditional IRA contribution in cash and label the tax year correctly at

the custodian.

Convert promptly after settlement so earnings or losses in the traditional IRA

stay minimal.

Avoid tax withholding from the conversion unless there is a deliberate reason to

shrink the transferred amount.

Review the year-end IRA picture again in December because the pro-rata rule

cares about the December 31 balance.

File Form 8606 and keep a copy even if the tax software appears to handle the

mechanics automatically.

Separate each spouse's paperwork and basis history instead of blending the

numbers.
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3. Troubleshooting Table

Problem Likely Fix What to Save

Old rollover IRA

discovered after

conversion

See whether the

balance can be rolled

into a current employer

plan before December

31.

Rollover confirmation

and updated year-end

balance statement

Contribution sat in cash

and earned interest

Convert the gain too;

the gain is taxable but

the transaction remains

workable.

Transaction history

showing original

contribution and final

conversion amount

Excess contribution

because compensation

or limits were wrong

Request return of

excess contribution plus

earnings by the filing

deadline.

Custodian correction

form and adjusted tax

paperwork

Residual pennies left in

the traditional IRA

Convert the remainder

rather than carrying tiny

balances into the next

year.

Final zero-balance

screenshot or statement

Conversion reported

incorrectly on the return

Amend or correct Form

8606 so basis is

preserved and future

returns stay accurate.

Corrected return and all

basis carryforward

records

4. Common Mistakes
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Ignoring the December 31 pro-

rata snapshot

The pro-rata rule looks at the year-end

value of all non-Roth IRAs, not just the

account that handled the conversion.

That means a rollover IRA created late

in the year or a forgotten SEP IRA can

ruin what seemed like a clean

backdoor transaction. Recheck the full

IRA inventory in December, not just in

January when the contribution is

made.

Skipping Form 8606 because the

conversion felt tax-free

Even if almost none of the conversion

is taxable, Form 8606 is what proves

that result. Without it, the IRS can

treat the conversion as fully taxable

because it has no record of after-tax

basis. Backdoor Roth success is not

measured only by getting money into

the Roth account. It is measured by

having a return that can survive

future questions.

Confusing a backdoor Roth with

a mega backdoor Roth

The regular backdoor Roth uses the

IRA contribution limit and depends on

a traditional IRA contribution followed

by conversion. The mega backdoor

depends on a 401(k) plan that allows

after-tax contributions beyond the

normal employee deferral. Mixing the

two strategies leads people to

overestimate how much they can

move or to ask their IRA custodian for

features that only exist inside certain

employer plans.

Forgetting that the taxable

portion usually affects state tax

too

Many taxpayers focus on federal

treatment and assume the backdoor

is invisible at the state level. In reality,

the taxable portion of the conversion

often flows through because the state

starts with federal AGI. Most states

respect basis, but not all states

provide the same retirement-income

adjustments or residency outcomes. If

you moved states or have state-

specific retirement exclusions, check

the state return before assuming the

cost is zero.

5. Next Steps

Before filing season gets busy, create one folder for your contribution confirmation,

conversion confirmation, Form 1099-R, Form 5498, and the final signed copy of Form

8606. Then write a one-sentence rule for next year: for example, "Make the
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nondeductible contribution in January, confirm all pre-tax IRAs are zero or rolled into the

401(k) by December 31, convert immediately after settlement, and review Form 8606

before filing." That sentence is powerful because the backdoor Roth rarely fails for exotic

tax reasons; it fails when someone forgets an old IRA, mislabels the contribution year, or

trusts the software without checking the actual forms. If you are also evaluating a mega

backdoor Roth through work, keep that analysis in a separate worksheet so the IRA

strategy stays clean and easy to repeat.
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