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Roth 401(k) Plans 
Plan Sponsors Have Been Slow to Adopt 
Roth 401(k) Plans, Benefit Consultant Says 

Plan sponsors have been slow to adopt Roth tax code Section 401(k) 
plans because they do not want to add another complicated option to 
their plan choices, said a speaker in a American Society of Pension 
Professionals & Actuaries webcast Feb. 22.  

According to Adam C. Pozek, manager of consulting services at Swerdlin 
& Co. in Atlanta, there is a danger in providing plan participants with too 
many options. Many surveys have found that as participants are given 
more plan-related choices, they tend to decrease or stop participation, 
Pozek said.  

For those sponsors who do choose Roth 401(k) plans, "communication 
and education are key," Pozek said. Lisa Mojiri-Azad, of the Internal 
Revenue Service's Office of Chief Counsel, agreed.  

 
No Tax on Distributions 

 
Roth 401(k) and 403(b) plans were authorized by the Economic Growth 
and Tax Relief Reconciliation Act of 2001, and are effective for tax years 
beginning on or after Jan. 1, 2006. Section 402A, added by EGTRRA, 
allows employees to make after-tax designated contributions to separate 
accounts in the Sections 401(k) and 403(b) plans that have been 
amended to permit Roth contributions.  

A qualified distribution from a designated Roth 401(k) plan is excludable 
from gross income. To be a qualified Roth distribution, the amounts must 
meet certain requirements, including having been held for five tax years, 
and made after the participant attains age 59 1/2, dies, or becomes 
disabled.  

Roth 401(k) plans are treated the same for all plan purposes as pretax 
plans, such as 401(k) plans. For example, the normal contribution limits 
and nondiscrimination requirements apply, as do the same withdrawal 
restrictions for retirement and financial hardship.  

IRS issued Jan. 25 proposed rules on the taxation of distributions from 
Roth 401(k) plans (17 PBD, 1/26/06; 33 BPR 1/31/06). The proposed 
regulations will generally be applicable for taxable years beginning on or 
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after Jan. 1, 2007. However, certain provisions, including those on 
separate accounting, rollovers, and reporting would be applicable as of 
Jan. 1, 2006.  

Pozek noted in the webcast that there has been no published guidance 
on make-up contributions under Uniformed Services Employment and 
Reemployment Rights Act of 1994, when a member of the military 
returns from military service. He said that based on the proposed rules, 
plans could argue that contributions are retroactive to the years to which 
they relate when calculating the five-year non-exclusion period.  

If a plan decides to offer a Roth 401(k) option, the plan must be 
amended. Since plans are not required to implement Roth 401(k) plans, 
the deadline for amending the plan is determined using guidance for 
discretionary plan amendments. The sponsor of a calendar-year plan 
implementing a Roth 401(k) plan during 2006 must adopt an amendment 
no later than 2006. Plans operating on a fiscal year may have an earlier 
amendment deadline, which would be the end of the fiscal year. Mojiri-
Azad said IRS expected to issue clarification on this in the near future.  

 
'To Roth or Not to Roth.'  

 
Pozek said employers should carefully consider the pros and cons of 
Roth 401(k) plans. These plans will create added administrative 
complexity that will likely result in higher administrative fees, he said. In 
addition, adding a Roth 401(k) plan adds another complex financial 
decision for employees to make, he said. Pozek said that out of the 600 
plan sponsors he deals with, only four have opted to implement a Roth 
401(k) plan so far.  

The biggest benefit of Roth 401(k) plans are for small businesses, Pozek 
said. Roth 401(k) plans allow small business-owners to take advantage 
of tax treatment that may not have been available to them in the past 
because their income exceeded Roth IRA limits, Pozek said. Roth 401(k) 
plans are not subject to the adjusted gross income limits of Roth IRAs.  

Whether a Roth 401(k) participant will benefit from such a plan depends 
on the level at which a participant contributes and whether post-
retirement tax rates are the same, higher, or lower than preretirement tax 
rates, Pozek said.  

In an example posited by Pozek, an individual that contributed $150,000 
in a traditional 401(k) plan, gained an immediate tax savings of $51,000, 
had an account value of $904,717 at age 65, and an after-tax account 
value of $597,113. An individual participating in a Roth 401(k) plan 
contributed $99,000 in pretax dollars, and also had an account value, 
both before and after tax, of $597,113 at age 65. However, an individual 
that made a $150,000 contribution to a Roth 401(k) had an account 
value at age 65 of $904,717.  

Another issue is that all of EGTRRA, including Roth 401(k) plan 
provisions, are currently set to expire on Dec. 31, 2010, Pozek said. The 
question is whether Congress would grandfather in the special tax 
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treatment for existing Roth 401(k) plans if EGTRRA is not made 
permanent.  

 
 
By Andrea L. Ben-Yosef 
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