
THE Alternative  WAY TO

SAVE FOR RETIREMENT

Roth 401(k)



An Additional Way to Reach Your Financial Destination

Your company sponsored retirement plan offers an additional feature that may 
assist you in reaching your financial destination—the Roth 401(k). This option 
may provide additional tax savings and help you accumulate more money for 
retirement than a traditional, stand-alone 401(k) plan. 

An Alternative Way to Save
As you probably know, contributions to a 
traditional 401(k) plan are made on a pre-tax 
basis. You are not immediately taxed on your 
retirement savings, which is one of the key 
benefits to participating in a 401(k) plan.

The Roth 401(k) feature provides a different 
type of tax benefit than that offered through 
a traditional 401(k) retirement plan. In a 
traditional 401(k) plan, your pre-tax savings 
and earnings will be taxed as ordinary 
income once you reach retirement and begin 
withdrawing money from the plan. With 
a Roth 401(k), the tax benefit occurs when 
you take money out of the plan—qualified 
withdrawals of earnings are tax-free. The 
trade-off is that contributions to the Roth 
401(k) are made on an after-tax basis; taxes 
are deducted before you contribute money to 
the plan.

A Convenient Approach
Using the Roth 401(k) feature is easy and 
convenient. The Roth 401(k) uses the same  
menu of investment funds and account 
management features available in your 
traditional 401(k) plan. You can also choose  
to allocate your Roth 401(k) contributions 
differently than in your 401(k) plan, while  
using the same investment menu.

A Choice
The choice is yours to determine which option 
is best for you: 

• Traditional 401(k);

• Roth 401(k); or

• A combination of both

This guide will explain how the Roth 401(k) 
works and how it differs from your traditional 
401(k) plan, so you can make an informed 
decision for your retirement savings strategy.
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A Level of Flexibility
A Roth 401(k) provides many of the same benefits and characteristics that come with the popular Roth 
IRA. The tax treatment in the Roth 401(k) plan is very similar to the Roth IRA. Both accept contributions 
made with after-tax dollars, and both allow withdrawals of earnings tax-free if distributed in a “qualifed 
distribution” beginning at age 591⁄2.

But there are also significant differences to consider when determining which type or combination of 
plan features is right for you. The table below outlines some of the most important differences between a 
traditional 401(k) plan, Roth 401(k), and Roth IRA:
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Traditional 401(k) Roth 401(k) Roth IRA

Contributions Funded with pre- 
tax dollars 

 Funded with after-tax dollars

Investment 
Earnings

Tax-deferred 
earnings

Tax-free earnings

Matching 
Contributions

*Yes *Yes; however, employer matching 
must be treated as a pre-tax 
contribution

No

2013 
Contribution 
Limits 

$17,500 ($23,000 if 
age 50 or older)

$17,500 ($23,000 if age 50 or 
older); if a combination of Roth and 
traditional 401(k) contributions are 
made, the total amount contributed 
cannot exceed the contribution limit

Contribution limited to $5,500 ($6,500 
if age 50 or older)

Income 
Restrictions

No

Yes, income restrictions apply. Phase 
outs apply for adjusted gross income 
(AGI) between $178,000 and $188,000 
for married couples filing jointly, and 
between $112,000 to $127,000 for 
singles and heads of household.

Taxes Paid on 
Contributions

When the money is 
withdrawn

When contributions are made; qualified withdrawals are tax-free

Access to 
Money

Upon leaving job, 
disability, death, or 
(if plan provides) 
reach age 591⁄2

Subject to the same rules as a 
traditional 401(k)

Subject to Roth IRA tax rules 

Tax-free 
Distribution  
of Earnings

No Yes. There are two conditions:
1. Distribution must be “qualified”: 

after age 591⁄2 or upon disability 
or death

2. Distribution must be made at least 
five tax years after the first Roth 
401(k) contribution was made

Yes. There are two conditions:
1. Distribution must be “qualified”:  

after age 591⁄2; upon disability or 
death; or person is a qualified first-
time home-buyer

2. Distribution must be made at least 
five tax years after the first Roth IRA 
contribution was made

Minimum 
Required 
Distribution

Age 701⁄2 Age 701⁄2. Note: the Roth 401(k) can 
be rolled into a Roth IRA, where 
minimum distribution rules don’t apply 
to distributions made prior to death

Minimum distribution requirements 
apply to distributions made after Roth 
IRA owner’s death

Rollovers Can be rolled 
over into another 
employer plan, a 
traditional IRA or a 
Roth IRA (taxation 
would apply for this 
last option)

Can be rolled over into another Roth 
401(k) or a Roth IRA

Can roll over into another Roth IRA

*If included as an option in the plan



Some of the Benefits
The Roth 401(k) feature may not be suitable for everyone. The following represents a range of potential 
reasons for considering adopting the feature as part of an effective retirement planning strategy:

An opportunity to diversify against future  
tax risks

Employees, at any salary range, might want to 
simply hedge their bets against the unknown 
and invest contributions in both the Roth 
401(k) and the traditional 401(k) plan.

The expectation that tax rates will rise in  
the future

Some individuals may find they prefer paying 
taxes now, rather than possibly paying higher 
taxes on their retirement savings in the future.

A long career and greater income ahead

Younger individuals in entry-level positions,  
who expect their income to increase over  
their career, may find contributing to the  
Roth feature advantageous, while still in a  
lower tax bracket. Also, those who are far  
from retirement might anticipate that their  
tax-free earnings over time will more than 
compensate for the taxes paid at the time of  
the contributions.

Lowering taxes on Social Security benefits

Qualified withdrawals are excluded from 
taxable income when calculating taxes on 
Social Security benefits. This may be of 
interest to participants who are at least five 
years away from retirement.

Estate planning opportunities

The ability to rollover a Roth 401(k) 
to a Roth IRA—and thereby avoid the 
requirement to take withdrawals at age 701⁄2—
may appeal to business owners and other 
individuals with substantial savings.

An alternative for high income earners

Participants whose income exceeds the Roth  
IRA adjusted gross income limits may find 
the opportunity to make Roth contributions 
to their 401(k) plan attractive.

3



K
e

y
 F

a
c

t
o

r
s

Is the Roth 401(k) Right  
For You?
While everyone’s circumstances are different, 
there are several key points to keep in mind 
during the decision making process:

• If your expectation is to be in a lower tax 
bracket at retirement than your current one, 
contributions to a traditional 401(k) may 
result in a larger after-tax accumulation 
upon retirement 

• If you expect that your retirement tax 
bracket will be higher than it is currently, 
Roth 401(k) contributions may result in a 
higher after-tax accumulation

• You are able to make Roth 401(k) 
contributions, even if you are not able to 
contribute to a Roth IRA (due to tax law 
income limits)

• If you decide to change your current 
contribution amount from pre-tax to  
after-tax (Roth), your take-home pay may  
be lower due to the tax withholding on 
those contributions
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Key Factors For 
consideration

While making your decision between 
contributing to the traditional 401(k) 
plan, Roth 401(k) feature, or both—

keep several factors in mind:

√   Your current age

√   Your expected retirement age

√   Your income

√   Your current annual 401(k) contribution

√   Your current tax bracket

√   Your expected financial needs in 
retirement

It is also important to fully weigh the cost  
of losing the current tax benefit that  
comes with pre-tax elective contributions 
against the benefit of tax-free distributions 
in the future.



Other Points to Consider

Company Match
If your company elects to match your 
Roth 401(k) contributions, the funds 
will be allocated to your account on 
a pre-tax basis. You will owe taxes 
on these matching contributions and 
earnings upon retirement.

Roth Funds Can’t Be Transferred 

to Your 401(k)
You may elect to make all or a portion 
of your 401(k) contribution to a 
Roth 401(k). Once the decision has 
been made, it is irrevocable. Roth 
contributions cannot be converted to 
pre-tax contributions at a later date. 
Under specific conditions, pre-tax 
accounts may be converted to Roth 
accounts. However, this can typically 
only occur after your attainment of age 
59½ and only if your 401(k) plan has 
been amended to permit this type of 
in-plan Roth rollover. The conversion 
of a pre-tax amount to a Roth amount 
does trigger taxation on the amount 
converted in the year of the conversion.

Distributions 

Qualified Distributions
Roth 401(k) earnings are tax-free upon distribution, 
provided the two main requirements of a qualified 
distribution are met:

1. Distribution occurs at least five years after your  
first Roth contribution; and

2. Distribution occurs after the age of 591⁄2, or upon 
disability or death.

Non-Qualified Distributions
Any distribution that does not meet the rules above are 
considered non-qualified; the earnings portion of these 
distributions will be taxable and may be subject to the 
early distribution penalty. The following rules apply to 
non-qualified distributions:

• Your 401(k) plan’s distribution rules apply to all 
distributions. Unless the plan allows in-service 
withdrawals, you cannot take such a distribution  
from your account (Roth or otherwise).

• A non-qualified distribution, such as a hardship 
withdrawal must include a pro-rata portion of  
earnings for tax purposes.

• Any loans from your Roth account that default may 
result in a non-qualified distribution.

• Roth 401(k) money can only be rolled over into  
another Roth 401(k) or Roth IRA.

• The required minimum distribution age of 701⁄2  
applies to both traditional and Roth 401(k) accounts.  
A Roth 401(k) account can be rolled over to a Roth  
IRA where the minimum distribution rules do not  
apply to distributions made prior to death.
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Making the Change
If you decide to start contributing part  
or all of your contribution amounts to the 
Roth 401(k) feature, you will need to change 
your deferral election. If you are not currently 
a participant in your company’s 401(k) plan, 
you will need to enroll in the plan—at which 
point you may elect to contribute all or part 
of your earnings into the Roth 401(k).

You may change your deferral election online. 
Log on to plandestination.com and select 
Deferrals under the My Plans tab.* 

*Online deferral change may not be available for your plan.

In addition, you can now utilize other Roth 
401(k) features on the website, including:

View Your Roth 401(k) Contributions
Roth 401(k) contributions will appear on  
your quarterly “hard copy” statements  
and will also be viewable online. You  
will see a breakdown of your account by  
the various contribution sources in the 
Account Detail section. Your statements  
will be archived on the website for  
future reference.

Roth 401(k) Calculator
A state-of-the-art Roth 401(k) calculator 
is available on plandestination.com, in 
the Resources section. Log on to the site 
and select Calculators under the Resources 
tab. This easy-to-use feature will help 
you determine if making a Roth 401(k) 
contribution is right for you.

For More Information
The Roth 401(k) is an alternative way to  
save for retirement, and one more way  
we can help you reach your financial 
destination. If you have questions about  
this feature, please call our Participant Service 
Center weekdays between 8:30 a.m. and  
8 p.m. ET at the number indicated in your 
education materials, or contact your Human  
Resources representative. 
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Roth 401(k)

300 International Parkway, Suite 270

Heathrow, Florida 32746

The Newport Group, Inc. and its affiliates do not provide legal or tax advice. Please 
consult with qualified legal and tax advisors for specific details and projections 

relating to your income tax and retirement planning questions or before executing 
any document with legal or tax implications. The information provided here is for 

general informational purposes only and should not be considered an individualized 
recommendation or personalized investment advice.
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