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Does your 401(k) plan allow for participants to convert pre-tax dollars to Roth (after-
tax) dollars inside the plan? This is typically called a Roth in-plan conversion, and
not every plan allows it. However, it can be a powerful tool for employees and can
potentially provide long-term tax benefits.
Contributions to a traditional 401(k) are typically made with pre-tax money, meaning you don’t pay income tax on the
contributions or any earnings until you withdraw the funds. These days, almost every 401(k) plan also allows for
contributions to be made with Roth (after-tax) dollars. With Roth contributions, your contribution is taxed at the time it is
made, but it grows tax-free and any withdrawals in retirement are entirely tax-free if you meet certain conditions
(reaching age 59 ½ and having made your first Roth 401(k) contribution at least five years ago).

But what about those contributions participants have already made to the pre-tax bucket? Can they change those to
Roth? They can, provided the plan document allows it. However, there are important factors to consider before an
employee makes the decision to convert.

The most important consideration involves taxes on the conversion. When someone converts a portion of their pre-tax
401(k) to a Roth 401(k) account, the converted amount is treated as taxable income for that year. (The 10% early
withdrawal penalty is waived when a person under the age of 59 ½ makes an in-plan Roth 401(k) conversion.) It is
important to plan to cover those taxes when filing and to think about how additional income will affect your tax bracket.

The participant should also consider the five-year rule for Roth accounts. The rules here can get complicated depending
on if you are referring to Roth IRAs, Roth 401(k)s or Roth conversions. For the purpose of this discussion, the participant

https://www.grimesco.com/team-member/michael-r-maguire-cfp-chfc-ricp/
https://www.grimesco.com/team-member/michael-r-maguire-cfp-chfc-ricp/
https://www.grimesco.com
https://www.grimesco.com


grimesco.com

© 2025 Grimes & Company Wealth Management, LLC (d/b/a Grimes & Company)  |  One Technology Drive, Suite 100, Westborough, MA 01581 2

must wait five years from the year of conversion before withdrawing the converted Roth funds.

Another consideration is Required Minimum Distributions (RMDs). Pre-tax 401(k) contributions are subject to RMDs but
as of 2024, Roth 401(k) contributions are no longer subject to those rules. Therefore, a Roth in-plan conversion could also
be considered and used as an estate planning tool.

If the plan document doesn’t currently allow Roth in-plan conversions, you will need to amend it. This can typically be
done by contacting your bundled provider or your Third Party Administrator (TPA). In our opinion, this is an important
tool for employees and should be added when convenient.

MEGA BACKDOOR ROTH
A mega backdoor Roth is an additional strategy that allows someone to potentially save more Roth 401(k) money than
the standard contribution limits allow. Typically, high-income individuals who are otherwise restricted from contributing
to a Roth IRA due to income limits utilize this strategy.

It is important to note that a mega backdoor Roth is not available to many employees because the plan must not only
allow Roth contributions and Roth in-plan conversions, or in-service withdrawals, but also allow after- tax contributions.
These after-tax contributions are not to be confused with Roth contributions, because all the earnings on these after-tax
contributions are pre-tax. Most retirement plans do not offer after-tax contributions, and we would recommend a
discussion with your retirement plan advisor before amending the plan to allow them.

If you only make pre-tax and Roth contributions to your 401(k), then the most you can contribute is $23,500 if under the
age of 50 ($31,000 if age 50+, and $34,750 if age 60 to 63). However, if the plan allows after-tax contributions, you can
increase your total savings to $70,000 ($77,500 if age 50+, and $81,250 if age 60 to 63). Using this Mega Backdoor Roth
strategy, you then convert all your after-tax contributions to Roth, either through the in-plan conversion provision or to a
Roth IRA using the in-service withdrawal provision. This can be an involved process, so we would suggest any employee
who may be interested to consult their own financial or tax advisor.

Grimes has a dedicated team that specializes in providing investment advisory services to retirement plan fiduciaries and
their employees. We assist clients with investment selection and monitoring, fee benchmarking, plan design, and
employee education. If you have any questions, please reach out to us.

IMPORTANT DISCLOSURES:
Past performance is no guarantee of future results.  Different types of investments involve varying degrees of risk.  Therefore, there can be no assurance that the future
performance of any specific investment or investment strategy (including the investments and/or investment strategies recommended and/or undertaken by Grimes &
Company Wealth Management, LLC (d/b/a Grimes & Company) [“Grimes”]), or  any consulting services, will be profitable, equal any  historical performance level(s), be
suitable for your portfolio or individual situation, or prove successful.  Neither Grimes’ investment adviser registration status, nor any amount of prior experience or success,
should be construed that a certain level of results or satisfaction will be achieved if Grimes is engaged, or continues to be engaged, to provide investment advisory services.
Grimes is neither a law firm, nor a certified public accounting firm, and no portion of its services should be construed as legal or accounting advice. Moreover, you should not
assume that any discussion or information contained in this document serves as the receipt of, or as a substitute for, personalized investment advice from Grimes. A copy of
our current written disclosure Brochure discussing our advisory services and fees is available upon request or at www.grimesco.com/form-crs-adv/. The scope of the services
to be provided depends upon the needs and requests of the client and the terms of the engagement.
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