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for Me?



“3 Things You Seriously Need to Know About Roth IRAs”

“Should You Consider Converting Retirement Savings to a Roth IRA?”

“The Backdoor Roth IRA: Is This the Greatest Investment Plan Ever?”

In recent years, such headlines about Roth IRAs have become
commonplace, stemming from the prospect of increasing tax rates
and the passage of the Setting Every Community Up for Retirement
Enhancement Act of 2019 (SECURE Act) and the subsequent
SECURE 2.0 Act passed in 2022.

But what exactly is a Roth IRA? Who should have one? And is it
worth taking the time to find out — especially if you already have
retirement accounts?

In short, the answer is yes. While Roth IRAs aren't for everyone — nor is everyone eligible to contribute to
one — the potential tax savings associated with them, and other key benefits, can make a meaningful
difference in one of the most important financial journeys one can take: preparing for retirement.

Here is some baseline information about Roth IRAs to help you begin considering whether one might be
right for you.

01 What does “Roth” stand for?

Roth IRAs are named after former Delaware Senator William V. Roth, Jr., who was instrumental in
legislation passed into law in 1997 that established the account type — allowing individuals to invest
after-tax income into IRAs that can be withdrawn tax-free in retirement. Senator Roth served 34
years in Congress, during which he chaired the Senate Finance Committee, the Governmental Affairs
Committee and the Permanent Subcommittee on Investigations.

02 Whatisa Roth IRA?

A Roth IRA is a retirement savings vehicle that differs from most retirement savings accounts in that
contributions are made with after-tax dollars, and withdrawals are tax exempt, assuming certain
requirements are met. The inverse is generally true for traditional IRAs: Qualified contributions are
tax deductible, but withdrawals count towards taxable income.
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03 How else do Roth IRAs differ from traditional IRAS?

Other main differences include the following:

= \Withdrawals after the age of 72 are not mandatory

®  Penalty-free withdrawals can be made under a wider set of circumstances, including if they:
= Come from contributions you have made rather than earnings on your contributions
= \Were made because you are disabled
= Were made to a beneficiary or to your estate after your death

= Were made to buy or rebuild a first home, subject to various Internal Revenue Service (IRS)
requirements

04 The below flowchart from the IRS provides a useful guide for determining if a
distribution from a Roth IRA would be tax and penalty free.

IS THE DISTRIBUTION FROM YOUR ROTH IRA A
QUALIFIED DISTRIBUTION?

START HERE

Has it been at least 5 years from the
beginning of the year for which you first _—
set up and contributed to a Roth IRA?

l YES

Were you at least 59 1/2 years old at the
time of the distribution?

| e

Is the distribution being used to buy or
YES rebuild a first home as explained in First
home under Early Distributions in

chapter 1?
l No

VES Is the distribution due to your being
disabled (defined under Early
Distributions in chapter 1)?

l NO
NO

YES Was the distribution made to the owner'’s v
beneficiary or the owner's estate?

Source: Internal Revenue Service.
“Publication 590-B (2021), Distributions

The distribution from the e ;
l NO Roth IRA isn’t a qualified from Individual Retirement
distribution. The portion of ” .
the distribution allocable to Arrangements (IRAs),” retrieved from
The distribution from the Roth IRA is a samings may be subject to https/fwww.irs.gov/publications/
qualifi ution. It isn't subject to tax axand It may be supbject to .
or penalty. the 10% additional tax. p590b#el’),US,2027,/DUb//ﬂk7000S9542

Updated April 5, 2023.
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05 can anyone own a Roth IRA?

Anyone can own a Roth IRA, but only taxpayers below certain income thresholds? can contribute to
one. In 2025, the threshold for single taxpayers is $150,000 with a contribution phase-out beginning
at $165,000, and the threshold for joint filers is $236,000 with a contribution phase-out beginning at
$246,000.

The following chart from the IRS summarizes this eligibility criteria:

If your filing status is... And your modified AGl is... | Then you can contribute...
Under age 50: $7,000
< $236,000
50 and older: $8,000
Married filing jointly or qualifying
widow(er) > $236,000 but < $246,000 Partial Contribution
> $246,000 Not eligible
Married filing separately and you lived | < $10,000 Partial Contribution
with your spouse at any time during
the year > $10,000 Not eligible
Under age 50: $7,000
< $150,000
Single, head of household, or married 50 and older: $8,000
filing separately and you did not live
with your spouse at any time during > $150,000 but < $165,000 Partial contribution
the year
> $165,000 Not eligible

Source: 2025 Roth & Traditional IRA Income & deduction Limits | TIAA. (n.d.). Retrieved May 21,
2025, from https./www.tiaa.org/oublic/retire/financial-products/iras/ira-contributions-tax-benefits/
income-and-deduction-limits

06 How much can you contribute to a Roth IRA?

For 2025, the total contributions you make to all of your traditional Roth IRAs can't be more than:

= $7000 ($8,000 if you're age 50 or older), or
m  |f |ess, your taxable compensation for the year

You can contribute to a Roth IRA, if you otherwise are eligible, even if you participate in another
retirement plan through your employer or business. You (or your spouse) can also set up and
contribute to a Roth IRA if your spouse (or you) is not working (or working part-time), based on the
earnings of the working spouse. This type of IRA is often called a “spousal IRA." This means that,
based on 2025 contribution limits, you could contribute a total of $14,000 ($16,000 if you're age 50 or
older) as a couple.
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07 Why would someone choose a Roth IRA over a Traditional IRA?

The main reason you might decide to contribute to a Roth IRA instead of a traditional IRA is if you expect
your taxable income to be higher in retirement than it is now. If that is the case, taking the tax hit now
(rather than when you make withdrawals in retirement) while at a lower tax rate could make sense.

Another reason a Roth IRA may be preferred is if you expect to transfer your retirement assets
to your heirs rather than spend it. In most cases, beneficiaries of Roth IRAs can make tax-free
withdrawals from a Roth IRA over 10 years.

There may be other reasons for establishing or converting to a Roth IRA, including if you expect
income taxes more generally to rise in future years. In any case, your financial advisor and
accountant can help you determine if you are a good candidate.

TRADITIONAL VS. ROTH IRA
DIFFERENCES AT A GLANCE

TRADITIONAL IRA ROTH IRA
® Pre- or after-tax dollars = After-tax dollars
CONTRIBUTIONS = Can be made by anyone = Can be made by those
with earned income with earned income

below a certain threshold

= Mandatory after age 72 = Never Mandatory
WITHDRAWALS = Penalty-free after age = Penalty- and fax-free
5914 but taxed as after 5 years and age
current income 59v%

08 \What is a Roth conversion?

If you own a traditional IRA, you can convert it into a Roth IRA by taking a distribution that is subject
to federal income tax. But in the conversion process, if you are under age 59 1/2, you are not subject
to the 10% tax on premature distributions from traditional IRAs. However, if you subsequently take a
distribution from the Roth IRA within five years of the conversion date, then a 10% penalty tax applies.

Examples of favorable conversion scenarios include:

= \When your income and taxes are relatively low, for example, in retirement

= During stressed markets when asset values are lower, lessening the tax lability from the conversion
and allowing you to buy securities within the Roth IRA at much lower values, with the opportunity to
capture subsequent appreciation

= \When you have determined you have sufficient assets to fund your retirement without making
withdrawals from your retirement accounts (which become mandatory at age 73 based on your
birth year, for a traditional IRA)
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09 What is a “backdoor” Roth?

As previously described, under current law, taxpayers with income (in 2025) of at least $165,000 ($246,000
if married) are prohibited from contributing to a Roth IRA. “Backdoor” and “mega backdoor” Roth
contributions are strategies that allow high earners to participate in Roth accounts nonetheless.

A “backdoor” Roth contribution strategy works as follows:

= Although higher earners (as defined above) are barred from contributing to a Roth IRA, they are
allowed to convert traditional IRA assets into a Roth IRA.

= When converting traditional IRA assets into a Roth IRA, taxpayers owe tax on the gains that have
accrued from their contributions.

= To avoid paying taxes on gains from converting traditional IRA assets into a Roth IRA, taxpayers can
make contributions to their traditional IRA account and then immediately convert those funds into
Roth IRAs, leaving no time for the money to grow and shielding future appreciation from future taxes.

There is also a “mega backdoor” conversion strategy applicable to workers who have employer-
sponsored retirement plans that allow after-tax contributions and after-tax conversions to a Roth
401(k). If both these features are offered, participants can take full advantage of the $70,000 annual
retirement savings plan contribution limit in 2025° (for both employee and employer contributions) by
making after-tax contributions, and then converting those contributions to a Roth 401(k).

Under previously proposed changes to tax law, these backdoor strategies would no longer be viable.
While these proposals ultimately did not become law, it is still possible that they are revisited by
legislators in the future.

Also, if you decide to explore a backdoor strategy, beware of the IRA Aggregation Rule, the IRS's
consolidation of an individual's traditional IRA accounts into one vehicle for tax purposes. It could
subject after-tax contributions you have previously made to the accounts you are converting to
additional taxes, so you will need to carefully assess the composition of the assets you plan to convert
with your financial advisor.

10 How can I decide if a Roth IRAis right for me?

Deciding between a Roth IRA and traditional IRA can be difficult without perfect foresight into the future.
And sometimes the answer is “both.” Likewise, deciding if, when and how to convert to a Roth IRA or make
the most of a “backdoor” strategy can be even more complicated.

To help guide your decision, please reach out to us. We can coordinate with your accountant to make a
well-informed decision and streamline the process.
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Falcon Wealth Advisors is a group comprised of investment professionals registered with Hightower Advisors,
LLC, an SEC registered investment adviser. Registration as an investment advisor does not imply a certain
level of skill or training. Some investment professionals may also be registered with Hightower Securities,

LLC, member FINRA and SIPC. Advisory services are offered through Hightower Advisors, LLC. Securities are
offered through Hightower Securities, LLC. All information referenced herein is from sources believed to be
reliable. Falcon Wealth Advisors and Hightower Advisors, LLC have not independently verified the accuracy or
completeness of the information contained in this document. Falcon Wealth Advisors and Hightower Advisors,
LLC or any of its affiliates make no representations or warranties, express or implied, as to the accuracy or
completeness of the information or for statements or errors or omissions, or results obtained from the use of
this information.



