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Think you can’t own a Roth IRA? Think
again.

Many people are well awar e of two key advantages of a Roth IRA: the ability to withdraw money tax-free
— which appeals to anyone who wants to minimize their tax bitein retirement — and the ability for
wealthier taxpayersto maximize assets and minimize taxesfor their heirs. Unfortunately, high earners
often assumethey areineligible for a Roth IRA. Thisisnot necessarily true. Even though you might not
be eligible to contribute directly to a Roth IRA, you might be ableto convert a traditional pre-tax IRA
into a Roth IRA.

Onesuch strategy isaccomplished by first making non-deductible contributionsto atraditional IRA (up
to $7,000/year in 2024, or higher if you qualify for catch-up provisions). Non-deductible contributions
create” after-tax” basisin thepre-tax IRA. Later, one might consider converting thisto a Roth IRA, and
thisconversion islikely to be partially tax free due to the after-tax basisin the account.

Now for the caveats:

e If you have an existing IRA, you should consult with your Mesirow wealth advisor and your accountant to
determine if a Roth conversion is appropriate.

¢ |f you have multiple IRA accounts, they are treated as one IRA for tax purposes. Therefore, the conversion
would be considered a partial conversion of all IRA assets, not just the newly contributed funds. This
would cause the conversion to be partially taxable (pro-rata).

Tax timeisagreat timeto havethe conversation with your wealth advisor

For many of our clients, tax timeisthe perfect timeto discuss whether converting their traditional IRA to
a Roth makes sense based on their unique circumstances. We can discuss eligibility requirements, the pros
and cons of a conversion and the potential benefits of a Roth IRA for intergenerational wealth transfer.

Commonly asked questions about Roth IRAs

What isthe difference between a Roth IRA and atraditional IRA?

Roth IRAsaresimilar to traditional IRAs except that Roth contributions are* after-tax,” which means
you pay taxes on your contribution upfront. Consequently, withdrawals from Roth IRAs aretax-free,
meaning that your investment ear nings and growth are never taxed. Traditional IRA contributionsare
not taxed upfront, but areinstead taxed when you take a distribution from the account. Depending on
your situation, a Roth may create significant value for you and your heirs despite the fact that you don’t
benefit from an initial tax-deduction.

Who can contributeto a Traditional IRA?

Everyone can contributeto atraditional IRA aslong asthey have earned income or qualify for a spousal
IRA. However, only taxpayer swho meet certain requirements may take a deduction for their



contribution. Individualsthat don’t meet the requirement are still eligible to make non-deductible
contributionsto atraditional IRA.

Who can contributeto a Roth IRA?

Only taxpayerswith income below certain levels may contributeto a Roth IRA. In 2024, individuals with
income lessthan $161,000 and married couplesfiling jointly with income of $240,000 or lessare €eligible.!

How much can you contributeto a Roth IRA?

The contribution limitsarethe same asatraditional IRA. You can contribute $7,000 per year plus $1,000
if you are over the age of 50 (“ Catch-Up Deferrals’).

What isthe deadline to contributeto a Roth IRA?

You have until April 15, 2024 to make a contribution for the 2023 tax year .2
What ar e the advantages of a Roth IRA?

There are many advantages.

e When money is distributed from a Roth it is entirely tax-free, including the earnings.

e There are no annual required distributions from a Roth (there are for atraditional IRA).

¢ A Roth IRA isatax-efficient way to transfer wealth to beneficiaries upon the account owner’s death. A
spouse inheriting their partner’ s Roth is not required to take mandatory distributions, while non-spouse
beneficiaries must take distributions based upon their own actuarial life expectancy. In either case, all
distributions are withdrawn tax free.

Can you have both a Roth and traditional IRA?

Yes, you can have both. It isimportant to keep in mind though that the contribution limit of $7,000 is
applied aggr egately, not $7,000 for each account.

What aretherulesfor Roth IRA distributions?
Therearetwo primary requirementsfor distributionsto avoid taxes and penalties:

1. Roth owners must be at least 59%%.
2. Thedistribution must occur five years after the establishment of a Roth account.

What isa Roth 401(k)?

Roth 401(k)s arerelatively new, and often provide additional retirement savings flexibility. They function
similarly to a traditional 401(k) except the employee contributions ar e taxed up-front, just like a Roth
IRA. However, anyone can contributeto a Roth 401(k) if available, asthere are noincome limitations. It is
important to notethat if you contributeto a Roth 401(k) any contribution your employer makeswill be
part of the traditional 401(k), not the Roth 401(k). Your employer isresponsible for segregating these two
accounts. When you leave that employer, the Roth 401(k) portion will roll over to a Roth IRA and the
traditional 401(k) portion will roll over to traditional IRA. Your Mesirow Wealth Advisor can help
explain thisto you in more detail.



Asalways, please reach out to usif we can assist with your under standing of whether a Roth might make
sense for you when viewed as part of your overall long-term financial plan.

Published February 2024

1.https:.//www.mesir ow.com/sites/default/filessPDFs/Wealth/2024-Contribution-Limits.pdf
Additional source: https://www.investopedia.com/ter ms/r/rothira.asp

Mesirow does not provide legal or tax advice. Past performance is not indicative of future results. The views expressed above are as of the date given, may change as
market or other conditions change, and may differ from views express by other Mesirow associates. Thisis not a solicitation to buy or sell the securities mentioned. Do not
use this information as the sole basis for investment decisions, it is not intended as advice designed to meet the particular needs of an individual investor. Information herein
has been obtained from sources which Mesirow believes to be reliable, we do not guarantee its accuracy and such information may be incomplete and/or condensed. All
opinions and estimates included herein are subject to change without notice. This communication may contain privileged and/or confidential information. It isintended
solely for the use of the addressee. If you are not the intended recipient, you are strictly prohibited from disclosing, copying, distributing or using any of the information. If
you receive this communication in error, please contact the sender immediately and destroy the material in its entirety, whether electronic or hard copy. This material is for

informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security.

Mesirow refersto Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The Mesirow name and logo are registered service marks of Mesirow
Financial Holdings, Inc. ©2024, Mesirow Financial Holdings, Inc. All rights reserved. Any opinions expressed are subject to change without notice. Past performance is not
indicative of future results. Advisory Fees are described in Mesirow Financial Investment Management, Inc.’s Form ADV Part 2A. Advisory services offered through

Mesirow Financial Investment Management, Inc. an SEC registered investment advisor. Securities offered by Mesirow Financial, Inc. member FINRA and SIPC.


https://www.investopedia.com/terms/r/rothira.asp

