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What Is a Mega Backdoor Roth?

A Mega Backdoor Roth is an advanced retirement savings strategy available through certain employer-
sponsored 401(k) plans. It allows eligible individuals to convert after-tax 401(k) contributions into Roth assets,
significantly increasing the amount of money that can potentially grow tax-free over time.

Unlike traditional Roth contribution strategies, a Mega Backdoor Roth does not rely on IRA contribution limits.
Instead, it leverages specific features within a 401(k) plan, including the ability to make after-tax employee
contributions and the ability to convert those contributions to a Roth IRA or Roth 401(k) while still employed.

This strategy is only available if an employer’s retirement plan explicitly allows both features. Not all plans do,
and plan rules vary widely.

Why the Mega Backdoor Roth Exists

Standard retirement contribution limits can restrict how much individuals are able to save on a tax-advantaged
basis each year. While employee elective deferrals to a 401(k) plan are capped annually, some employer
plans allow additional after-tax contributions beyond the standard deferral limit.

The Mega Backdoor Roth strategy exists to take advantage of this structure. By contributing after-tax dollars to
a 401(k) plan and then converting those funds to Roth, eligible participants can expand their access to Roth-
based retirement savings beyond traditional limits.

The appeal of this approach lies in the ability to shift more assets into accounts where qualified withdrawals
are tax-free, provided IRS requirements are met.

Caution: Before attempting this strategy, consider speaking with an Asset Strategy Financial Advisor or tax

professional. Implementing a Mega Backdoor Roth involves multiple steps and plan-specific rules, and
improper execution may result in unexpected tax consequences.

1. https://www.nerdwallet.com/article/investing/mega-backdoor-roths-work as of.9.30.2025 ]
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Key Requirements for a Mega Backdoor Roth

A Mega Backdoor Roth is only possible if an employer-sponsored 401(k) plan meets specific requirements.
First, the plan must allow employees to make after-tax contributions in excess of the standard employee
deferral limit. Second, the plan must permit in-service Roth conversions or in-service rollovers.

» Without both features, the strategy cannot be implemented. Even when these features are available, additional
administrative rules may apply, such as limits on conversion frequency or required processing timelines.

Contribution Limits and Plan Constraints for 2026
For 2026, the IRS limits employee elective deferrals to a 401(k) plan to $24,500. In addition, the IRS limits
total contributions to a participant’'s 401(k) account, including employee deferrals, employer contributions,

and after-tax employee contributions, to $72,000.

Employer matching or profit-sharing contributions are included in this total limit. As a result, the amount available
for after-tax contributions depends on how much the employer contributes and how the plan is structured.

Because these variables differ by employer, the maximum amount that can be used for a Mega Backdoor

Roth strategy is not the same for every individual.

Execution and Timing Considerations
The effectiveness of a Mega Backdoor Roth strategy
depends heavily on execution. After-tax contributions
that remain in the plan for extended periods may
generate earnings. When those earnings are
converted to Roth, they may be taxable.

For this reason, many individuals who use this
strategy seek to convert after-tax contributions as
frequently as their plan allows. Conversion timing,
plan processing schedules, and administrative
procedures all play a role in determining the tax
efficiency of the strategy.

When Caution Is Appropriate

A Mega Backdoor Roth involves additional complexity
compared to standard retirement contributions. It may
not be appropriate for individuals whose employer
plans restrict after-tax contributions, limit conversion
options, or impose administrative barriers that make
timely execution difficult.

Because of the potential tax implications and plan-
specific rules involved, individuals considering a
Mega Backdoor Roth should evaluate their plan
carefully and consider working with a qualified
financial advisor at Asset Strategy.
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How to Establish a Mega Backdoor Roth IRA (2026)

STEP 1) Confirm Your 401(k) Plan Allows It

Review your employer’s 401(k) plan document or speak with the plan administrator to confirm two required features:
» The ability to make after-tax employee contributions beyond the standard elective deferral limit
« The ability to perform in-service Roth conversions or in-service rollovers to a Roth IRA

Without both features, a Mega Backdoor Roth cannot be implemented.

Step 2) Maximize Your Employee Deferrals

For 2026, the IRS allows employee elective deferrals of up to $24,500 to a 401(k) plan. This step is
typically completed first to ensure you take full advantage of standard tax-advantaged contributions before
adding after-tax dollars.

Step 3) Make After-Tax 401(k) Contributions

Once the employee deferral limit is reached, eligible participants may contribute additional after-tax dollars
to the 401(k) plan, subject to the $72,000 total contribution limit for 2026. This total includes employee
deferrals, employer matching or profit-sharing contributions, and after-tax contributions combined.

The amount available for after-tax contributions depends on employer contributions and plan-specific rules.

Step 4) Convert After-Tax Contributions to Roth

After-tax contributions are then converted to Roth, either within the plan as a Roth 401(k) conversion or by
rolling them out to a Roth IRA, depending on plan provisions.

Conversions are often completed as frequently as the plan allows to minimize earnings on after-tax
contributions, since earnings that accrue before conversion may be taxable.

Step 5) Monitor, Repeat, and Coordinate With Your Tax Plan
A Mega Backdoor Roth is not a one-time transaction. It requires ongoing monitoring to ensure
contributions, conversions, and employer contributions remain within IRS limits. Speak with Asset Strategy.
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Rules and Risks Specific to a Mega Backdoor Roth

A Mega Backdoor Roth involves more moving parts than standard retirement contributions, which increases
the importance of proper execution. The following considerations are specific to this strategy and are intended
to help avoid common and costly mistakes.

Key Rules to Follow

After-tax contributions used for a Mega Backdoor Roth should be converted to Roth as efficiently as the
employer plan allows. Allowing these funds to sit unconverted can result in taxable earnings when the
conversion occurs, reducing the effectiveness of the strategy.

Conversions should be completed directly within the plan or through an approved rollover process. Plan
administrators typically handle these transactions, and following the plan’s prescribed procedures helps
prevent unintended tax consequences.

It is also important to track after-tax contributions and conversions carefully. Proper documentation ensures
accurate tax reporting and helps confirm that after-tax amounts are not taxed again when converted.

When a Mega Backdoor Roth May Not Be Appropriate
A Mega Backdoor Roth may not be a good fit if an employer’s plan restricts after-tax contributions, limits the
frequency of Roth conversions, or imposes administrative hurdles that make timely execution difficult.

This strategy may also be inappropriate for individuals who expect to change employers in the near future or
who are uncomfortable managing additional administrative complexity.

Because a Mega Backdoor Roth requires coordination between payroll, plan administration, and tax reporting,

individuals who are unsure they can manage the process correctly may benefit from professional guidance
before attempting to implement the strategy.
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The Bottom Line

A Mega Backdoor Roth is a powerful but complex retirement strategy that allows eligible individuals to move
significantly more assets into Roth accounts than standard contribution limits would otherwise allow. By
using after-tax contributions within an employer-sponsored 401(k) plan and converting those funds to Roth,
participants may be able to build a larger pool of tax-free retirement assets over time.

The primary appeal of a Mega Backdoor Roth lies in its long-term tax efficiency. When executed correctly,
converted assets can grow tax-free and qualified withdrawals in retirement are not subject to income tax. In
addition, Roth assets are not subject to required minimum distributions during the account holder’s lifetime,
which can provide greater flexibility in retirement income planning.

However, this strategy is not appropriate for everyone. A Mega Backdoor Roth depends heavily on employer
plan design, administrative timing, and proper execution. Mistakes in contribution tracking, conversion
timing, or tax reporting can reduce the benefits or create unexpected tax consequences.

For individuals whose employer plans support the required features and who are comfortable with the added
complexity, a Mega Backdoor Roth can be a valuable component of a broader retirement strategy. Because of
the technical and plan-specific nature of this approach, working with a qualified financial advisor or tax
professional can help ensure the strategy is implemented correctly and aligned with long-term financial goals.

Because investor situations and objectives vary this information is not intended to indicate suitability for any individual investor.

This is for informational purposes only, does not constitute individual investment advice, and should not be relied upon as tax or legal advice. Please consult the
appropriate professional regarding your individual circumstances.

There are retirement a(i( ount risks that could diminish investor returns, such as, but not limited to: low interest rates, m%rket volatility, (Y_vithdrawal timing an
sequence of returns risk, government po |c%/ uncertainty and increased longevity. Prosp%ctwe |nyes}or%%—\ould per é)rm their own dué diligence carefully an
review the “Risk Factors” section of an)}J prospectus, private placement memorandum or offering circular before considering any investment.

Roth individual retirement accounts (IRAs) are available for individuals wiih i?come under sr[i')ecific amounts and offer_lower contribution levels via after-tax
moneg, which do not offer tax educt|%n in'the contrEJqun year. Withdrawals of account earnings must not be made until at least five years have passed since
first contribution and earnings can not be withdrawn before age 59 1/2.

Advisory Services offered through Asset Strategy Advisors, LLC (ASA), a Scli:'% Re%istered Investment Advi?or. Securities _offered throu%h Concarde
Iar}\éei%tdné%gtnggml8?Se’a|6h%tlgl(e:}8)' member FINR PC. Insurance Services offered through Asset Strategy FinancialGroup, Inc. (ASFG). ASA, CIS, and ASFG
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Contact us today for a review of your finances to determine whether
Roth IRA strategies align with your overall financial plan.
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