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Roth contributions are increasingly popular with de-
fined contribution (DC) plan sponsors and their plan 
participants. Among 367 surveyed DC plans, the per-

centage of plans offering Roth contributions increased from 
11% in 2007 to 58% in 2015.1 And 33% of plans surveyed 
that offer Roth contributions also permit in-plan Roth con-
versions.2 Roth contributions can offer a plan participant a 
tax advantage over traditional pretax elective deferrals (and 
traditional after-tax contributions), particularly if the par-
ticipant’s effective income tax rate is higher when distribu-
tions are taken from the plan than when contributions are 
made to the plan.

Because Roth contributions are made on an after-tax ba-
sis, this can lead to some confusion for plan sponsors and 
participants, especially if a plan offers both Roth contribu-
tions and traditional after-tax contributions (although there 
are reasons to offer both). Further, familiarity with Roth 

individual retirement account (IRA) rules can result in ad-
ditional confusion, since the rules for Roth contributions to 
a plan are similar but not identical to those for a Roth IRA.

This article provides an overview of Roth contribution 
rules (and in-plan conversion rules) and contrasts Roth con-
tributions with traditional after-tax contributions and Roth 
IRAs.

Why Roth Contributions?
Roth contributions may be attractive to plan partici-

pants because both the contributions and earnings on those 
contributions are not taxed when distributed, if distributed 
as a “qualified distribution.” Pretax elective deferrals, al-
though excluded from federal taxable income when made, 
are taxed when distributed, along with earnings on those 
deferrals, unless taxation is further delayed through an eli-
gible rollover to an eligible retirement plan or individual 
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retirement annuity or IRA. Non-Roth 
after-tax contributions are not taxed 
when distributed, but the earnings on 
those contributions are taxed when 
distributed, unless taxation is further 
delayed through an eligible rollover to 
an eligible retirement plan, individual 
retirement annuity or IRA. If a partici-
pant’s effective tax rate is expected to 
be higher when distribution is made 
from the participant’s Roth account 
than when contributions were made 
to the participant’s Roth account, Roth 
contributions will be more tax attrac-
tive than pretax elective deferrals. Of-
fering Roth contributions allows plan 
participants to diversify with respect 
to future tax rates, whether by making 
both pretax elective deferrals and Roth 
contributions or by making Roth con-
tributions and taking into account that 
employer contributions to the plan are 
pretax and will be taxable at distribu-
tion.

The simplified example in the table 
shows the basic concept of the effect of 
future versus current effective tax rates 
on choosing between Roth contribu-
tions and pretax elective deferrals.

Although future tax rates generally 
are not known with certainty, a partici-
pant will obtain more of a tax advan-
tage from a Roth account if a higher 
effective tax rate applies at the time of 
distribution than at the time of contri-
bution. Even if actual tax rates remain 
the same, a participant might be moved 
to a higher actual tax rate because the 
participant no longer claims exemp-
tions for dependent children or deduc-
tions such as mortgage interest, which 
could increase the participant’s effec-

tive tax rate at retirement. The longer a 
participant remains invested in a Roth 
account, the more likely the participant 
will benefit from tax-free earnings on 
the Roth account.

Required Minimum Distributions 
and Longevity Retirement 
Planning

A Roth account may be of particu-
lar benefit for longevity retirement 
planning. Although a Roth account is 
subject to the same required minimum 
distribution (aged 70½) rules as pretax 
elective deferrals, a Roth account can 
be rolled over to a Roth IRA, which is 
not subject to required minimum dis-

tributions beginning at the age of 70½ 
while the IRA owner is alive.3 Unlike 
a rollover of a pretax elective deferral 
account (or earnings on a non-Roth 
after-tax account) to a Roth IRA, which 
is a taxable event, a rollover of a Roth 
account to a Roth IRA does not trigger 
federal income taxation.4

Although the annual amount that 
can be contributed to a plan as Roth 
contributions is subject to the limita-
tions described in the next section, the 
amount is greater than the amount that 
can be contributed to a Roth IRA, due 
to the dollar limit on IRA contributions 
($5,500 for 2017, whether to traditional 
or Roth IRAs, increased to $6,500 if 

T A B L E

Effect of Future vs. Current Effective Tax Rates
 Roth Pretax 
 contribution   deferral
Years to retirement 35 35
Onetime pretax deferral Not applicable $5,000
Current effective tax rate 25% 25%
Comparable Roth contribution  $3,750 Not 
   ($5,000 taxed at 25%)  applicable
Assumed annual growth rate over 35 years 5% 5%
Accumulation at retirement $20,685 $27,580

Scenario 1—Tax rate the same at retirement distribution
Effective tax rate at retirement distribution 25% 25%
Total aftertax distribution at retirement $20,685 $20,685

Scenario 2—Tax rate lower at retirement distribution 
Effective tax rate at retirement distribution 15% 15%
Total aftertax distribution at retirement $20,685 $23,443

Scenario 3—Tax rate higher at retirement distribution
Effective tax rate at retirement distribution 35% 35%
Total aftertax distribution at retirement $20,685 $17,927
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over the age of 50), and may be phased 
out based on a participant’s modified 
adjusted gross income.5 To the extent 
otherwise permitted, an individual can 
make both Roth contributions to a plan 
and contributions to a Roth IRA.

Roth Usage
The longer that Roth contributions 

are available in a plan, the more likely 
it is that participants will contribute on 
a Roth basis. (See Figure 1.) Younger 
participants are more likely to choose 

Roth contributions over pretax elec-
tive deferrals (See Figure 2.) This may 
be because they believe overall tax 
rates will be higher when they retire or 
that their personal effective tax rates 
will be higher when they retire.

Roth Contribution Basics
Roth contributions are permitted in a 

401(k) plan, a 403(b) plan and a govern-
mental 457(b) plan.6 Even though Roth 
contributions are made on an after-tax 
basis, in most other respects they are 

treated the same as traditional pretax 
elective deferrals to any of these three 
types of defined contribution plans. Un-
like pretax elective deferrals, neither the 
earnings on Roth contributions nor the 
Roth contributions themselves are tax-
able when distributed to the participant, 
provided the distribution satisfies the 
criteria to be a “qualified distribution.” 
Both the earnings on pretax elective de-
ferrals and the pretax elective deferrals 
themselves are taxable when distributed 
to the participant, unless the distribu-
tion is an eligible rollover distribution 
that is effectively rolled over to an eli-
gible retirement plan or IRA.

Qualified Distribution
A qualified distribution from a des-

ignated Roth account is not includible 
in gross income. With certain excep-
tions,7 a qualified distribution means 
a distribution from a designated Roth 
account that is both:

• Made after a five-taxable-year 
period of participation

• Either:
— Made on or after the date the 

employee attains the age of 59½
— Made to a beneficiary or the 

estate of the employee on or af-
ter the employee’s death or

— Attributable to the employee 
being disabled within the 
meaning of Code Section 
72(m)(7).8

The five-taxable-year period of par-
ticipation is the period of five consec-
utive taxable years that begins with the 
first day of the first taxable year during 
which the employee makes a designat-
ed Roth contribution to the plan (i.e., 

F I G U R E  1

Percentage of Participants Using Roth by Time Since Adoption

Source: Aon Hewitt, 2015 Trends & Experience in Defined Contribution Plans Survey.

F I G U R E  2

Percentage of Participants Using Roth by Age

Source: Aon Hewitt, 2015 Trends & Experience in Defined Contribution Plans Survey.
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the first taxable year in which such Roth contribution is 
includible in the employee’s gross income) and ends when 
five consecutive taxable years have been completed.9 The 
beginning of the five-taxable-year period is not redeter-
mined for any portion of an employee’s designated Roth 
account. This is true even if the entire designated Roth ac-
count is distributed during the five-taxable-year period and 
the employee subsequently makes additional designated 
Roth contributions under the plan.10

Generally, an employee’s five-taxable-year period is de-
termined separately for each separate plan in which the 
employee participates, so the employee might have multiple 
five-taxable-year periods. If a direct rollover contribution of 
a distribution from a designated Roth account under another 
plan is made by the employee to the plan, the five-taxable-
year period of participation begins on the first day of the 
employee’s taxable year in which the employee first had des-
ignated Roth contributions made to such other designated 
Roth account, if earlier than the first taxable year in which a 
designated Roth contribution is made to the plan. Addition-
al rules apply to determine the start of the five-taxable-year 
period in the case of an indirect rollover11 or a reemployed 
veteran.12

A Roth contribution returned as an excess deferral or 
excess contribution does not begin the five-taxable-year pe-
riod. A Roth contribution returned as a permissible with-
drawal under Code Section 414(w) also does not begin the 
five-taxable-year period.13

If the employee dies or the account is divided pursuant to 
a qualified domestic relations order (QDRO) such that a por-
tion of the account is payable to the employee’s beneficiary 
or an alternate payee, generally the age, death or disability of 
the employee is used to determine whether the distribution 
to an alternate payee or beneficiary is a qualified distribution. 
However, if an alternate payee or a spousal beneficiary rolls 
the distribution into a designated Roth account in a plan 
maintained by his or her own employer, such individual’s 
age, disability or death is used to determine whether a dis-
tribution from the recipient plan is a qualified distribution. 
Further, if the rollover is a direct rollover contribution to 
the alternate payee’s or spousal beneficiary’s own designated 
Roth account, the five-taxable-year period under the recipi-

ent plan begins on the earlier of the date the employee’s five-
taxable-year period began under the distributing plan or the 
date the five-taxable-year period applicable to the alternate 
payee’s or spousal beneficiary’s designated Roth account be-
gan under the recipient plan.14

The plan administrator or other responsible party with 
respect to the plan is responsible for tax-reporting and re-
cordkeeping requirements, including keeping track of the 
five-taxable-year period of participation and the participant’s 
Code Section 72 investment in the contract basis.15 A distri-
bution from an employee’s designated Roth account that 
is not a qualified distribution is includible in gross income 
pursuant to Code Section 72 in proportion to the employee’s 
investment in the contract (basis) and earnings on the con-
tract.16

Roth Contributions Treated as Elective Deferrals
Generally, Roth contributions are treated as elective de-

ferrals for purposes of the Internal Revenue Code, except 
that Roth contributions are not excludible from a partici-
pant’s gross income.17 In other words, the rules that apply 
to pretax participant deferrals generally apply to Roth con-
tributions, except that Roth contributions are made on an 
after-tax basis. However, certain additional rules (such as the 
qualified distribution rules described above) apply to Roth 
contributions that permit earnings on Roth contributions to 
be excludable from a participant’s gross income.

Roth contributions are elective deferrals that a participant 
has designated as not excludable from gross income (“des-
ignated Roth contributions”), which are held in a separate 
“designated Roth account” along with any earnings properly 
allocable to those designated Roth contributions.18 In order 
to provide for designated Roth contributions, a plan must 
also offer traditional, pretax elective contributions.19 Separate 
recordkeeping of Roth accounts is required.20 A participant’s 
Roth contributions are limited to the amount of elective de-
ferrals the participant could make for the year but reduced 
by the amount of elective deferrals the participant actually 
makes for the year.21 Therefore, the following limitations ap-
ply to a participant’s combined amount of elective deferrals 
and Roth contributions:

• Roth contributions to a 401(k) plan. A participant’s 
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combined amount of elective deferrals and Roth con-
tributions to a 401(k) plan cannot exceed the smallest 
of:
— The individual dollar limit ($18,000 for 2017) for the 

year22

— The lesser of (1) 100% of the participant’s compen-
sation23 or (2) the dollar limit on annual additions 
($54,000 for 2017) for the limitation year, when em-
ployer matching and nonmatching contributions on 
behalf of the participant are taken into account, 
along with the participant’s combined amount of 
elective deferrals and Roth contributions, the par-
ticipant’s non-Roth after-tax contributions (if per-
mitted by plan provisions) and any forfeitures allo-
cated to the participant for the limitation year24

— The limit imposed on the participant by the plan’s 
actual deferral percentage (ADP) test results, if ap-
plicable.25

Such limits described above may be increased by age 50 
catch-up contributions ($6,000 for 2017).26

• Roth contributions to a 403(b) plan. A participant’s 
combined amount of elective deferrals and Roth con-
tributions to a 403(b) plan cannot exceed27 the smaller 
of:
— The individual dollar limit ($18,000 for 2017) for the 

year, as may be increased by 15-year service catch-
up contributions28

— The lesser of (1) 100% of the participant’s includ-
ible compensation29 or (2) the dollar limit on an-
nual additions ($54,000 for 2017) for the limitation 
year, when employer matching and nonmatching 
contributions on behalf of the participant are taken 
into account along with the participant’s combined 
amount of elective deferrals and Roth contribu-
tions, the participant’s non-Roth after-tax contribu-
tions (if permitted by plan provisions) and any for-
feitures allocated to the participant for the 
limitation year.30

Such limits described above may be increased by age 50 
catch-up contributions ($6,000 for 2017).31

• Roth contributions to a governmental 457(b) plan. A 
participant’s combined amount of elective deferrals 

and Roth contributions to a governmental 457(b) plan 
cannot exceed32 the smaller of:
— The individual dollar limit ($18,000 for 2017) for the 

year, as may be increased by final-three-year 
catch-up contributions33

— 100% of the participant’s compensation.34

Such limits described above may be reduced by employer 
nonelective contributions to the plan (whether matching 
contributions or not) and increased by age 50 catch-up con-
tributions ($6,000 for 2017).35

Automatic Enrollment
If a plan with automatic enrollment has both pretax elec-

tive deferrals and designated Roth contributions, the plan 
must state how the employer will allocate automatic contri-
butions between the pretax elective deferrals and designated 
Roth contributions.36

Matching Contributions 
Matching contributions can be made on Roth contri-

butions. Roth contributions are treated as elective defer-
rals for this purpose. Because matching contributions 
are employer contributions, matching contributions on 
Roth contributions continue to be on a pretax basis and 
taxable upon distribution, like they would be if made on 
pretax elective deferrals or non-Roth after-tax contribu-
tions.37

In the author’s consulting experience, some employ-
ers initially do not want to match Roth contributions, even 
though their plans match pretax elective deferrals. While 
this may be possible, the result is asymmetric in that par-
ticipants will favor pretax elective deferrals, at least up to the 
maximum match contribution available. This seems to be a 
result of some confusion of Roth contributions with non-
Roth after-tax contributions and of employers not initially 
realizing that Roth contributions dollar for dollar reduce a 
participant’s ability to make pretax elective deferrals under 
the annual individual dollar limits.

Plan Loans
Designated Roth contributions can be the basis for a 

plan loan. All plans within the employer’s controlled group 
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are treated as one plan for purposes of 
determining the total amount an em-
ployee is permitted to borrow from the 
plan, and such amount is based on the 
total of the designated Roth contribu-
tion amounts and the other amounts 
under the plan. However, the substan-
tially level amortization requirement 
must be satisfied separately with re-
spect to the portion of the loan from 
Roth accounts and with respect to the 
portion of the loan from other accounts 
under the plan.38

Universal Availability  
Under 403(b) Plans

All employees of an employer eligible 
to have a 403(b) plan must be permit-
ted to have Section 403(b) elective de-
ferrals contributed on their behalf if any 
employee of the employer may elect to 
make Section 403(b) elective deferrals, 
subject to limited exceptions.39 The uni-
versal availability requirement for elec-
tive deferrals under a 403(b) plan has a 
corollary for Roth contributions under 
a 403(b) plan. The employee’s right to 
make elective deferrals under this uni-
versal availability rule also includes the 
right to designate Section 403(b) elec-
tive deferrals as designated Roth con-
tributions.40 Thus, if any employee of 
an employer eligible to have a 403(b) 
plan is eligible to make Roth contribu-
tions, subject to the limited exceptions, 
all employees of the employer must be 
permitted to have Roth contributions 
contributed on their behalf.

Earliest Distribution Restrictions
Roth contributions are subject to the 

same distribution restrictions as pretax 

elective deferrals in a 401(k) or 403(b) 
plan, meaning not earlier than severance 
from employment, death, disability, at-
tainment of the age of 59½, plan termina-
tion or hardship.41 Roth contributions are 
subject to the same distribution restric-
tions as other contributions in a 457(b) 
plan, meaning not earlier than severance 
from employment, death, plan termina-
tion or unforeseeable emergency.42

Rollover Distributions  
and Contributions

An eligible rollover distribution 
from a designated Roth account can be 
rolled over only to another designated 
Roth account or a Roth IRA, and the 
amount rolled over is not includible in 
gross income until later distributed. To 
the extent that a portion of a distribu-
tion from a designated Roth account is 
not includible in income, determined 
without regard to the rollover, a roll-
over of that portion into a designated 
Roth account must be done as a direct 
rollover (i.e., a 60-day rollover to an-
other designated Roth account is not 
permitted).43 If a distribution from a 
designated Roth account is instead 
made to the employee, the employee is 
able to roll over the entire amount (or 
any portion) into a Roth IRA within 
the 60-day rollover period.44

If an employee receives a distribu-
tion from a designated Roth account, 
the portion of the distribution that 
would be includible in gross income is 
permitted to be rolled over to a des-
ignated Roth account under another 
plan. The employee’s period of partici-
pation under the distributing plan is 
not carried over to the recipient plan 

for purposes of satisfying the five-
taxable-year period of participation 
requirement under the recipient plan. 
The taxable year in which the recipi-
ent plan accepts such rollover contri-
bution is the taxable year that starts 
the participant’s five-taxable-year pe-
riod in the recipient plan, unless the 
participant already has a designated 
Roth account in the recipient plan 
with a longer period of participation, 
in which case the starting date of the 
recipient account is used to measure 
the five-taxable-year period.45

For distributions after December 
31, 2015 from a participant’s designat-
ed Roth account to the participant and 
also in a direct rollover to the partici-
pant’s Roth IRA or designated Roth 
account, pretax amounts are allocated 
first to the direct rollover rather than 
being allocated pro rata to each desti-
nation. Also, a participant can direct 
the allocation of pretax and after-tax 
amounts included in disbursements 
from the participant’s designated Roth 
account that are directly rolled over 
to multiple destinations, applying the 
same allocation rules that apply to 
distributions from other types of ac-
counts.46

In-Plan Roth Conversions
The Small Business Jobs Act of 2010 

permitted plans that include Roth con-
tributions to allow individuals to roll 
over eligible distribution amounts from 
their accounts other than designated 
Roth accounts to their designated Roth 
accounts in the plan (i.e., permitted 
in-plan Roth conversions).47 A partici-
pant may convert all or any portion of 
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(non-Roth) vested account balances to 
a designated Roth account if the plan 
allows, although the plan can specify 
the frequency of such in-plan Roth 
conversions (subject to plan benefits, 
rights and features nondiscrimination 
requirements, if applicable to the plan). 
For this purpose, non-Roth vested ac-
count balances include pretax deferral, 
rollover and after-tax account balances 
and vested matching or other vested 
employer contribution account bal-
ances, although the plan can specify 
which balances are eligible for in-plan 
Roth conversion (subject to plan bene-
fits, rights and features nondiscrimina-
tion requirements, if applicable to the 
plan).48

If an in-plan Roth conversion is the 
first contribution made to an employ-
ee’s designated Roth account, the five-
taxable-year period of participation 
required for a qualified distribution be-
gins on the first day of the first taxable 
year in which the employee makes the 
in-plan Roth conversion.49 The taxable 
amount of the in-plan Roth conversion 
must be included in the participant’s 
gross income for the year in which the 
conversion occurs and is the amount 
that would be includible in a partici-
pant’s gross income if the conversion 
amount were rolled over to a Roth IRA. 
This amount is equal to the fair market 
value of the distribution reduced by any 
basis the participant has in the distribu-
tion.50

An in-plan Roth conversion is treat-
ed as a distribution for purposes of de-
termining eligibility for the special tax 
rules on net unrealized appreciation, 
whether the rollover is made by a direct 

in-plan Roth conversion or by a 60-day 
in-plan Roth conversion (described in 
the next section).51

For a plan to permit in-plan 
Roth conversions, the plan must 
permit Roth contributions and ex-
pressly provide for in-plan Roth 
conversions.52 An employee’s abil-
ity to make an in-plan Roth conver-
sion is not a Code Section 411(d)(6)  
protected benefit, but the timing of a 
plan amendment to eliminate in-plan 
Roth conversions cannot have the ef-
fect of discriminating significantly in 
favor of highly compensated employ-
ees or former highly compensated em-
ployees.53

The amount of an in-plan Roth 
conversion continues to be taken into 
account in determining whether the 
participant’s benefit exceeds $5,000 
for purposes of the cash-out rules.54 
Participants, surviving spouse ben-
eficiaries and alternate payees who are 
current or former spouses are eligible 
if a plan offers an in-plan Roth conver-
sion. Nonspouse beneficiaries are not 
included as eligible for in-plan Roth 
conversions.55

Two Ways to Make an In-Plan 
Roth Conversion

One way to make an in-plan Roth 
conversion is to direct the plan to 
transfer a vested non-Roth amount to a 
Roth account in the same plan. Spousal 
consent is not required for this direct 
in-plan conversion.56 No income tax 
withholding is taken on such direct 
in-plan Roth conversion, but increased 
payroll withholding or estimated tax 
payments may be needed to avoid un-

derwithholding penalties, since the 
in-plan conversion is a taxable event.57 
Notice of the participant’s right to defer 
receipt of a distribution is not triggered 
by a direct in-plan Roth conversion.58 
A participant who had a distribution 
right (such as a right to an immediate 
distribution of the amount converted) 
prior to the conversion cannot have 
this right eliminated through a direct 
in-plan Roth conversion.59

Another way to make an in-plan 
Roth conversion is to take an eligible 
rollover distribution from non-Roth 
amounts and then deposit all or part 
of the distribution to a Roth account in 
the same plan within 60 days.60 Man-
datory withholding of 20% is required 
on the taxable portion of the distribu-
tion. Spousal consent may be required 
for the eligible rollover distribution if 
the plan otherwise requires spousal 
consent (such as if the default form of 
payment is an annuity).61 This 60-day 
in-plan Roth conversion requires the 
individual to be eligible for a distribu-
tion,62 but it may be preferred by a par-
ticipant in order to have taxes withheld 
from the conversion.

Recharacterization Not Permitted
Unlike a rollover to a Roth IRA, 

no portion of an in-plan Roth conver-
sion can be recharacterized.63 In other 
words, an in-plan Roth conversion can-
not be undone.

Plan Loans
If the plan permits, an outstanding 

loan balance can be transferred from 
a non-Roth account to a Roth account 
in the same plan, provided there is no 
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change in the loan repayment schedule. The taxable amount 
upon conversion would be the balance of the loan at the time 
of the transfer.64

Tax on Early Distribution
An in-plan Roth conversion generally is not subject to the 

additional 10% early distribution tax. However, a special re-
capture rule applies if any part of the in-plan Roth conversion 
is distributed within the five-taxable-year period beginning 
January 1 of the year of the conversion. Such distribution in 
the five-taxable-year period makes the distribution subject to 
the additional 10% early distribution tax, unless an exception 
to the 10% tax otherwise applies or the distribution is allo-
cable to a nontaxable portion of the in-plan Roth conversion. 
The special recapture rule does not apply to a distribution 
that is rolled over to another designated Roth account of the 
participant or a Roth IRA owned by the participant but does 
apply to a subsequent distribution from the recipient Roth 
account or IRA within the five-taxable-year period.65

In-Plan Roth Conversions of  
Nondistributable Amounts

The American Taxpayer Relief Act of 2012 expanded the 
ability of 401(k), 403(b) and governmental 457(b) plan par-
ticipants to convert plan balances to Roth accounts. Under 
these rules, an in-plan Roth conversion is no longer limited 
to amounts that are distributable at the time of conversion, 
although the plan can limit in-plan Roth conversions only 
to distributable amounts.66 A Special Tax Notice under Code 
Section 402(f) is not required for a participant making an 
in-plan Roth conversion of an otherwise nondistributable 
amount.67 Because an in-plan Roth conversion of an oth-
erwise nondistributable amount must be made by a direct 
rollover, no withholding is required and, further, no part of 
the conversion may be withheld for voluntary withholding 
either.68 An in-plan Roth conversion of an otherwise non-
distributable amount (plus earnings) remains subject to the 
distribution restrictions that were applicable to the amount 
before the in-plan Roth conversion.69

Potential Impact on ACP Test Results
A plan subject to actual contribution percentage (ACP) 

testing that includes non-Roth after-tax contributions as 
well as in-plan Roth conversions may potentially have dif-
ficulty passing the ACP test. Non-Roth after-tax contribu-
tions must be included in the plan’s ACP test, and an ACP 
test of non-Roth after-tax contributions must be performed 
even if the plan is an ACP safe harbor plan design. Having 
the ability to make both non-Roth after-tax contributions 
and an in-plan Roth conversion of non-Roth after-tax con-
tributions may induce plan participants to increase their 
non-Roth after-tax contributions in order to convert them 
to Roth contributions. Highly compensated employees may 
be more likely to take this approach, since they are more 
likely to be limited in their ability to make pretax elective 
deferrals or otherwise make Roth contributions under the 
plan due to the dollar limit on elective deferrals and other 
limits described earlier in this article. If, in fact, that hap-
pens, the plan’s ACP test results may become less favor-
able, and the plan may fail. This may not happen, and it 
may be that highly compensated employees were already 
making non-Roth after-tax contributions in anticipation of 
rolling them over to a Roth IRA at retirement, in which 
case the ACP test results may not change significantly. As 
mentioned previously, an in-plan Roth conversion is not a 
protected plan feature and could be prospectively amended 
out of a plan, even if only with respect to converting non-
Roth after-tax contributions provided the timing of the 
amendment does not discriminate in favor of highly com-
pensated employees.

Conclusion
Roth contributions are an attractive and valuable option 

for many plan participants. A plan sponsor offering, or in-
tending to offer, Roth contributions should clearly and ef-
fectively communicate a Roth option to distinguish it from 
Roth IRAs that may be available to their plan participants 
and, if non-Roth after-tax contributions are also permitted, 
to distinguish Roth contributions from those after-tax con-
tributions. Similarly, if in-plan Roth conversions will also be 
offered, the rules surrounding an in-plan conversion, such 
as the inability to recharacterize the conversion, should be 
clearly communicated. This will reduce participant confu-
sion and help participants better prepare their overall re-
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retirement plans

tirement savings planning. Plan sponsors should review the 
compliance implications of offering Roth contributions with 
their recordkeepers and other plan advisors, particularly if 
in-plan Roth conversions will also be offered. 
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