
  

High Income Roth IRA Contributions – The Back Door to Obtaining a Tax Benefit for 
Those Phased Out of ROTH IRA Contributions Due to Income by Donald Benson CPA, CFP 

Many 
Americans have 
taken advantage 
of the tax 

benefits of contributing to IRAs. 
They are a great way to save for 
retirement while taking advantage 
of tax benefits simultaneously. If 
you’re a little rusty on the basic 
IRA rules here they are: 1) if you 
contribute to a traditional IRA you 
may get a tax deduction now and 
pay tax on the distributions from 
the account after it has grown over 
time. 2) A Roth IRA is the exact 
opposite. You make contributions 
without any tax break now and 
withdraw the earnings tax free 
after it has grown over time. 
These benefits are available to 
most Americans. If you are not 
covered by an employer 
retirement plan you can make 
deductible Traditional IRA 
contributions regardless of 
income. However, if you are 
covered by an employer 
retirement plan and your adjusted 
gross income (AGI) is high 
enough ($71,000 for single 
individuals and $118,000 for 
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married filing joint in 2015) you 
are not allowed to make deductible 
Traditional IRA contributions. 
Additionally, if your adjusted gross 
income (AGI) is even higher 
($131,000 for single individuals 
and $193,000 for married filing 
joint in 2015), you are not allowed 
to make Roth IRA contributions.  
How then can high-incomers fund 
a Roth IRA account? One 
technique is called the “back door 
Roth IRA”. This is a two-step 
transaction which allows you to 
make non-deductible contributions 
to a Traditional IRA, then roll 
them over to a Roth IRA. Once the 
funds are within the Roth IRA 
account they will grow tax-free 
and can be withdrawn tax free 
upon retirement. This “back door” 
to making Roth IRA contributions 
is perfectly legal and highly 
effective, allowing those working 
hard for the American dream to 
obtain the same tax benefits when 
saving for retirement as everyone 
else. 
Remember that you must report 
any income earned between the 
date of the contribution to the 

traditional IRA and the date of 
the rollover to the Roth IRA. 
However, considering that you 
can conduct this transaction on a 
recurring basis the benefits are 
well worth the extra time 
necessary to effect the 
transactions. 
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Sporadic Activity May Not Trigger  
Self-Employment Tax By Justin Ash 

 

  

 

able to avoid the self-employment 
tax on this amount because he is 
not engaging in ongoing efforts to 
earn a profit at fence installation.  

Once you have determined that you 
are legitimately not subject to the 
self-employment tax there are a 

couple of options 
when it comes to 
filing your return. 
You can report the 
income on line 21 
of your 1040 as 
“other income not 
subject to self-
employment tax”. 

The safer alternative is to report the 
income as self-employment 
income, pay the tax, then amend 
your return and request a refund. 
This option is probably not 
necessary under most scenarios. 
However, it does offer the most 
protection because you are 
complying with the law and timely 
paying your tax, then subsequently 
requesting the refund after the 
government has time to analyze the 
situation. Under this option the 
worst that can happen is a denial of 
the refund. However, if you do not 
report the self-employment income 
as such and the IRS later re-
characterizes it, you will be on the 
hook for interest, penalties, and 
potentially an additional penalty 
for under-reporting your income. 

Keep in mind that a small change 
in the facts and circumstances 
surrounding the situation can have 
a large effect. Let’s assume that in 
our second example Joe is 
apprenticing under a general 
contractor to learn the construction 
trade and has taken out 
advertisements in a free local 
publication offering his handyman 

At year-end nearly all taxpayers drop 
off a bundle of paper work to their 
preparers and wait for the bill. One 
item of income however should 
receive some special consideration 
and planning. If you receive a Form 
1099 reporting income from self-
employment, the 
self-employment 
tax bite is about 
15% of the net 
income from the 
business (more if 
the business income 
triggers the net 
investment income 
tax). This is in 
addition to the regular income tax on 
the same amount. 

This makes it especially important to 
ensure that income is categorized 
correctly. Whether or not income is 
subject to self-employment tax is 
dependent on all the facts and 
circumstances surrounding the issue. 
Engaging in a trade or business is 
characterized by ongoing efforts to 
earn a profit. Therefore, sporadic 
efforts, or activities that are unlikely 
to recur may escape the self-
employment tax. 

For example, let’s assume that Joe is 
a college student studying law. Joe is 
also very handy and was asked by his 
friend, Chris, to install a fence 
around Chris’ business premises for a 
price of $2,000. Joe does not hold 
himself out to be in the business of 
installing fences, he does not 
advertise his services, nor does he 
pursue fence installation through 
ongoing efforts to earn a profit. In 
this case, Chris would be required to 
issue a 1099-MISC to Joe with the 
amount of $2,000 reported as non-
employee compensation in box 7 of 
that form. In this case Joe should be 

services for hire. Joe also maintains a 
license with his local public works 
office authorizing him to install 
fencing (among other construction and 
repair type activities). Under this 
scenario Joe is liable for the self-
employment tax and should report the 
income as gross receipts on his 
schedule C and deduct any ordinary 
and necessary business expenses 
against that income. 

If you receive a 1099 and are unsure 
how to treat it please contact us. We 
can assist you with determining the 
proper treatment of the income and 
reducing any tax liability associated 
with it. 

Important  Dates  
 

Open Enrollment for Health Coverage 
For Calendar Year 2017 
November 1, 2016 – December 15, 2016 
 
 

Due Date for 2nd Quarter Payroll Tax 
Returns 
August 1, 2016 
 
 

Due date for Extended Partnerships and 
Corporations 
September 15, 2016   

Due date for Extended Individual 
Returns 
October 15, 2016 
 
 

Medicare Open Enrollment 
October 15 – December 7, 2016 
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Disclaimer:	Any	accounting,	business	or	tax	advice	contained	in	this	communication,	including	attachments	and	enclosures,	is	not	intended	as	a	thorough,	in-depth	analysis	of	specific	issues,	nor	a	
substitute	for	a	formal	opinion,	nor	is	it	sufficient	to	avoid	tax-related	penalties.	If	desired,	we	would	be	pleased	to	perform	the	requisite	research	and	provide	you	with	a	detailed	written	analysis.	
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Donald Benson CPA 
28 Oneida Street 
Oneonta, NY 13820 

The risks and rewards of becoming a physician are both 
numerous and daunting. Becoming a medical doctor can take 
between eleven and sixteen years from the time of high school 
graduation depending on whether the physician chooses to 
specialize. Of course the compensation of physicians is one 
major reason to become a medical professional. Regardless of 
the economic benefits there are still severe shortages of 
physicians in the United States, most of them occurring in rural 
areas. One such under-served area is Otsego County, NY. To 
alleviate this doctor shortage there are programs 
that provide grants to medical doctors who agree 
to relocate to an under-served area and work in 
their chosen field for a minimum time 
commitment. Two of the major grant giving 
organizations are Doctors across America, and 
Doctor’s across New York. These organizations provide up to 
$100,000 to physicians to be applied against their student loans 
in exchange for their services in an under-served area. This is a 
welcome incentive considering that most physicians are 
$500,000 in the hole before they hit their early thirties. 
The receipt of these grants begs the question, “What are the tax 
consequences of a DANY grant?” The IRS has issued guidance 
regarding these grants that exclude them from income as long 
as the physician applies them against student loans and 
completes the term of service stated in the agreement 
between the doctor and the grant-giver. However, the 
treatment of these grants by State taxing authorities is a 
bit more vexing. 

We appreciate your business. 
Please contact us with any 

questions you might have or if 
we can assist you in your tax, 

accounting, financial or business 
affairs. 

Don Benson, Owner Rick Dickson, Manager 
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In NYS there is almost a complete lack of guidance as to 
how to treat these grants for NYS income tax purposes. 
NYS is a pickup state, meaning that it starts with Federal 
adjusted gross income and makes adjustments to it, in 
order to reflect NYS law. The correct treatment depends 
on how the physician uses the funds. As long as the funds 
are indeed applied against the physicians student loans 

(which must be substantiated) and the 
physician completes the agreed upon term 
of service, it should not be added back to 
taxable income on the NYS return. In other 
words, as long as the doctor holds up their 
end of the bargain, then these funds are tax-

free on a Federal and NYS level. Please note that every 
state has different rules. 

There are numerous other issues that can affect the 
taxability of these types of grants and that could also 
affect planning opportunities further down the road. If 
you are considering accepting a DANY grant or if you 
have included these types of grants in your income in the 
past three years we may be able to amend your return and 
request a refund of the tax paid. Please contact us so that 
we may fully analyze your unique situation and advise 
you as to the best course of action.  

Tax Consequences of a Doctors Across New York (DANY) Grant by Justin Ash 


