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The case for Roth contributions
Tripp Yates, CPA/PFS, CFP

WITH THE IMPLEMENTATION of the new tax law in 2018, most tax brackets will decrease by 

approximately 3%.1 While there are many other factors that affect your total taxable income, 

such as deductions, we are currently in a more favorable tax environment for many dental 

practitioners. Additionally, the new tax law includes the 20% qualified business income 

deduction for practice owners with income below certain thresholds. Because these favorable 

tax rates are expected to expire at the end of 2025, we may be in a period where contributions 

to Roth IRAs and Roth 401(k)s will be of even greater benefit in the future.

WHAT IS A ROTH IRA  
OR ROTH 401(K)? 
Contributions to a Roth account are after-
tax. This means your contribution is income 
earned that has been taxed. You do not 
receive a tax deduction for your contribu-
tions, but under current law you will never 
pay tax again when you with-
draw the money (after you 
reach age 59 ½). 

Another benefit to a Roth 
account is that you can with-
draw your contributions any 
time tax- and penalty-free. 
For example, if you contrib-
uted $5,500 to a Roth IRA and 
it grew to $7,000, you could 
withdraw the $5,500 tax- and 
penalty-free at any time. This 
feature is somewhat of a safety net as far as 
access to your contributions.

Keep in mind that Roth account contribu-
tion limits are combined limits between the 
traditional account and the Roth account. 
Let’s look at the five different ways you can 
participate in Roth contributions: Roth 401(k), 
Roth IRA, backdoor Roth IRA, mega backdoor 
Roth, and Roth conversion.

HOW TO PARTICIPATE IN ROTH 
CONTRIBUTIONS
Roth 401(k)—Today, most employers offer 
not only a traditional 401(k) option, but also 
a Roth 401(k). You can contribute $18,500 
( for those under age 50) or $24,500 (50 and 
older) annually.1 The biggest advantage of 
a Roth 401(k) is there is no income limit in 
order to make contributions. 

Roth IRA—You can contribute $5,500 (under 

age 50) or $6,500 (50 and older) annually.1 
Your spouse can also contribute up to the 
same amount as long as your combined 
earned income is at or above your contribu-
tion amounts. The catch with making direct 
Roth IRA contributions is there is an income 
limit that you must meet to be allowed to 

contribute. Once your income is above the 
phase-out limit, you cannot contribute to a 
Roth IRA.

Modified Adjusted Gross Income Phase-
out for Roth IRA contributions are as follows:1

•	 Single: $120,000–$135,000
•	 Married filing jointly: $189,000–$199,000

Backdoor Roth IRA—This is a strategy for 
those whose income is higher than the limits 
allowed in order to contribute to a Roth IRA 
directly. You would make a nondeductible con-
tribution to an IRA and then convert it to a 
Roth IRA. There would be no tax effect as long 
as you do not have an IRA balance other than 
the nondeductible contribution you made. If 
you have IRA balances, you would not want to 
use this strategy because you would be taxed 
proportionately on the conversion as to what 
percentage of your total IRA balances you 
received a tax deduction in the past.

Mega backdoor Roth—This is an advanced 
strategy for dentist employees and indepen-
dent contractors. Here’s what to look for in 
your 401(k) plan document:
•	 After-tax contributions are allowed.
•	 In-service withdrawals or rollovers are 

allowed before age 59½.
An example is provided in Table 1.
The idea is that the total contribution limit 

to a 401(k) plan for a specific person annu-
ally is $55,000 ($61,000 for those age 50 and 
older).1 The contribution is usually made up of 
employee contributions and employer contri-
butions, such as a company match. However, 
if total contributions to your 401(k) do not 

reach the maximum amount, 
there would still be room for 
more after-tax contributions. 

If your plan allows in-service 
withdrawals, you would roll 
the after-tax contributions 
($29,000 in our example) into a 
Roth IRA each year. This would 
allow the contributions and 
earnings to build in a tax-free 
Roth IRA. If your plan does not 
allow in-service withdrawals, 

the after-tax contributions would stay in 
your 401(k) and only the contributions 
would be able to be rolled into a Roth IRA 
tax-free when you retire.

Table 1: Example of mega backdoor Roth

Taxpayer: Dentist (age 45)

Income: $250,000

Pre-tax employee 
contribution (max)

$18,500 

Pre-tax employer 
contribution (3%)

7,500

After-tax employee 
contribution

29,000

Maximum contribution 
allowed: $55,000

The 20% qualified business income 
(QBI) deduction for practice owners 
makes the Roth option very 
appealing for those with taxable 
income below $157,500 (single) and 
$315,000 (married filing jointly).



ROTH CONTRIBUTIONS

Roth conversion—There is no income 
limit for anyone to convert IRA or 401(k) 
balances to a Roth account. This strategy 
works well in a low-income year because 
you will pay tax on the amount converted. 
One example would be the year following 
the sale of your practice. You would have 
plenty of cash to support your lifestyle with-
out having earned income from the prac-
tice. You would want to work with your 
CPA or tax preparer to decide how much to 
convert based on your current and future 
expected tax rates. 

OTHER BENEFITS OF A ROTH 
ACCOUNT
Two additional benefits of Roth accounts 
are as follows:
•	 There are no required minimum distri-

butions at age 70½ as there are with tra-
ditional IRAs.

•	 Your heirs will be pleased to inherit 
accounts that are tax-free and would be 
able to take the withdrawals stretched 
out over their lifetimes.
The 20% qualified business income (QBI) 

deduction for practice owners makes the 
Roth option very appealing for those with 
taxable income below $157,500 (single) and 
$315,000 (married filing jointly). The mar-
ginal or highest federal tax rate for these 
groups is 24% or lower, while the QBI deduc-
tion is 20%.1 Therefore, a contribution to a 
traditional IRA or 401(k) lowers a person’s 
tax and also lowers their QBI deduction. 
By contributing to a Roth account, they 
would maintain the maximum QBI deduc-
tion while also building a tax-free retire-
ment account.

While tax laws can change any time, 
we believe it is important to diversify your 
account types and tax structures of your 
retirement funds. Utilizing a Roth account 
will give you withdrawal flexibility in the 
future.  

FURTHER READING
Mega Backdoor Roth. Mad Fientist website. https://
www.madfientist.com/after-tax-contributions/.
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