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Because of your high income, you were deemed ineligible to make a contribution directly to
your Roth IRA. However, you still got money into that account via the “backdoor.” This method
is a loophole that has been recognized and actually fully endorsed by the IRS that allows higher
earners to still contribute to a Roth IRA, albeit with a few more steps and complications along the
way. The added steps don’t end once the funds finally land in the Roth IRA, as they extend to tax
time as well. The briefing is intended to illustrate how to properly report this transaction on your
taxes.
If you are working with a tax professional, simply make them aware that you utilized this method
and they should be able to take it from there (once you supply them with the necessary tax
forms from Fidelity). If you are doing your taxes yourself, please read on! Note that we are not
providing specific instructions for how to enter this into any particular tax prep software (e.g.,
TurboTax), as each platform varies in its interface and evolves each year. Instead, this guide will
help you understand the principles so that you can effectively report it in any software program
or on your own.

To best understand the tax reporting, it is best to understand the steps
taken to complete the backdoor contribution. So let’s take a look!
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Step 1: Make a non-deductible contribution to your Traditional IRA
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This contribution must be reported on Form 8606, Nondeductible IRAs. This form helps you track
your basis and avoid paying additional tax on your nondeductible contribution as you convert
the balance to a Roth IRA (it’s also important (read: required) even if you plan to leave the
contribution in your Traditional IRA).

Step 2: Convert your Traditional IRA balance to your Roth IRA.
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Ideally, the only assets in the Traditional IRA at the time of the conversion are the ones you just
deposited on a nondeductible basis, and possibly any earnings that accumulated off of that
balance in the interim. If other assets are in there (or were there at the end of the prior year), you
may run into complications with the “prorata rule.” We won’t discuss the specifics of that here but
do invite you to reach out if you would like to learn more.
The “basis” you converted (i.e., your contribution amount) will be non-taxable. Any earnings
attributable to this conversion will be taxable but should be minimal (or nil) if you execute this
process quickly. In the example we’ll look at here, the account had $1.99 of attributable earnings
that were taxable upon conversion. If you do have such earnings, Form 8606 (Part 2) will again
come into play, as this is where you will calculate the taxable amount from the conversion, as we’ll
see below.

Step 3: Receive your tax docs from Fidelity

3

Around tax time, you will receive a 1099-R showing the distribution from your Traditional IRA that
was converted to your Roth IRA the previous year. You’ll also receive an informational reporting
form (5498) that shows the contribution you made to the Traditional IRA and the amount that
was converted to Roth. This form does not have to be filed with your taxes but should be kept for
your records. Samples of both forms can be seen below for reference.
If you’re like me, you’re a visual learner and seeing this play out
across the various forms will be helpful…so let’s get to it!

Form #1: Form 5498 - Traditional IRA
Here we see that the client made a $6,000 contribution to their Traditional IRA (Step 1).
Note that Fidelity does not distinguish here whether the contribution was deductible or
nondeductible. It is beyond their scope to make this determination, and the responsibilty falls of
you as the taxpayer to properly report that it was a nondeductible contribution on Form 8606
(see Form #4 below).

You will also notice in the second section that the client had a $0 balance as of December 31,
2019. This is important if you want to keep this simple and/or keep your tax bill minimal.

Form #2: Form 5498 - Roth IRA
Here we see that the client converted $6,001.99 to their Roth IRA during 2019. $1.99 of this is
earnings attributable to his nondeductible contribution.

Form #3: Form 1099-R – Traditional IRA
This form is what is used to report to the IRS that a distribution was made from an IRA. In this
case, it is from the client’s Traditional IRA. Note that while there was a Form 5498 for the client’s
Roth IRA (Form #2 above), there is NOT a 1099-R for the Roth, as no distribution is made from
that account. Thus, you will only receive a 1099-R for your Traditional IRA.
Note that Box 2a shows a “taxable amount” of $6,001.99 – the full value of the conversion.
This goes back to the fact that Fidelity has no way of knowing that your original $6,000 was
nondeductible. You’ll use Form 8606 to clarify this in the eyes of the IRS and reduce your tax
burden to just the $1.99 of earnings.

Form #4: Form 8606 (Parts 1 and 2)
We’ve already mentioned this a handful of times, so you liekly already know the importance of
this form. This is effectively an informational form for the IRS, though Part 2 does lead you to a
final number that needs to be reported on Form 1040 (the main page of your tax return), if you
have taxable earnings from the conversion to report.

Form #5: Form 1040
The end! This is where you ultimately report the conversion, including both the full distribution
(Box 4a) and the taxable portion (Box 4b), if applicable.

Additional Resources
2020 Tax Tables
2021 Tax Tables
Form 8606, Instructions

Disclaimer
This guide and all data are for informational purposes only and do not constitute a
recommendation to buy or sell securities. You should not rely on this information as the
primary basis of your investment, financial, legal, or tax planning decisions. You should
consult your legal or tax professional regarding your specific situation. Third party data
is obtained from sources believed to be reliable. However, MPCA cannot guarantee that
data’s currency, accuracy, timeliness, completeness or fitness for any particular purpose.
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