
Each of your workers has a unique story, and some demographics in particular may benefit from Roth 
options in the company’s retirement plan. Young workers, employees in lower tax brackets, and even  
highly compensated employees may want to consider Roth, in which contributions are deducted from 
wages after payroll taxes are factored in. They do not reduce a participant’s taxable income in the year he  
or she contributes in a plan.

Under the expanded Roth conversion rule, which went into effect in 2013, participants can convert any of 
their plan assets to a Roth account within the plan, even if they are not eligible for distribution. Plan 
sponsors should consider whether their employees would be interested in this option, as it may provide tax 
benefits and help with retirement readiness. Enlist the help of your advisor to determine if your plan could 
benefit from adding or expanding Roth options. 

KEY DIFFERENCES BETWEEN PRETAX DEFERRALS AND ROTH CONTRIBUTIONS

PRE-TAX CONTRIBUTIONS ROTH CONTRIBUTIONS
Taxation is delayed on contributions 
and earnings until distribution

 � Participants are able to reduce taxes in the  
year of contribution

Pay current income tax on 
deferrals when contributed

Contributions and earnings are 
subject to 10% early withdrawal 
tax if taken before age 59½

Do NOT pay
 � current income tax on earnings as accumulated
 � income tax on deferrals upon distribution
 � income tax on earnings upon distribution  
(if qualified)

 � 10% early withdrawal tax on deferrals
 � 10% early withdrawal tax on earnings  
(if qualified)

Subject to age 70½ Required 
Minimum Distributions (RMDs)

Subject to age 70½ Required 
Minimum Distributions (RMDs)

INSIDE Brief History of Roth | Create an Action Plan | Roth Checklist

A WHITEPAPER PREPARED FOR RETIREMENT PARTNERS GROUP

THE RULES OF ROTH
ARE PRETAX DEFERRALS OR ROTH CONTRIBUTIONS  
BETTER FOR YOUR EMPLOYEES?



 2

Since 2006, retirement plans have included an option for designated Roth contributions (referred to as Roth 
contributions here). In 2010, retirement plans that allowed Roth contributions also began allowing in-plan Roth 
conversions, but the option was only available to participants who were eligible for a distribution — such as those 
who were 59½ years old or whose employment had ended. 

Effective January 1, 2013 — under the American Taxpayer Relief Act of 2012 (ATRA) — Congress expanded the Roth 
conversion rule to allow participants to convert any of their plan assets to a Roth account within the plan even if they 
are not eligible to take a distribution. As a result, many more employees are able to pay taxes on their retirement 
savings immediately to avoid paying them when they retire. Congress estimates that an additional $12 billion in tax 
revenue could be generated over the next 10 years as more participants use this opportunity, according to the Joint 
Committee on Taxation. 

After many questions and concerns about the new provision, the Internal Revenue Service issued Notice 2013-74 in 
December 2013. When adding these in-plan Roth options, be sure to consult the most recent guidance from the IRS 
and work with your advisor to ensure you have complied with current rules. 

Is Your Plan Eligible? 

The in-plan Roth conversion rules expanded by ATRA say that to be eligible, a plan must:

 � Be a 401(k), 403(b) or governmental 457(b) plan (any plan that allows Roth contributions). 

 � Be amended to allow the expanded in-plan Roth conversion option. 

 � Be amended to add Roth contributions (if it does not currently) before the in-plan conversion option can  
be incorporated.

Participants are eligible to convert their assets, regardless of whether they have a distribution-triggering event. Spouse 
beneficiaries and former spouses who have a plan account balance may also convert their assets within the plan. 

A BRIEF HISTORY OF ROTH

Can Be Converted 

 � Salary deferrals 

 � Matching contributions

 � Profit-sharing contributions

 � Earnings

Cannot Be Converted

 � Certain types of distributions, 

such as RMDs

 � Excess contributions

 � Unvested account balances

The Conversion of Assets
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CREATING AN ACTION PLAN

If you determine that Roth features are an attractive option for your employees, your advisor can assist you in adding 
the plan features. 

STEP 1 Analyze Employee Demographics

The first step is determining whether your employee base could benefit from Roth contributions and in-plan 
conversions. They may be appealing options for many of your employees, particularly those who:  

 � Want to diversify the tax status of their retirement savings by creating tax-free retirement income through a Roth 
account. 

 � Anticipate a substantial increase in the value of their investments, and as a result want to pay taxes on their lower 
account balance now. 

 � Are currently in a lower tax bracket and want to pay the current tax rate on their retirement savings to prevent 
paying higher taxes in the future. 

 � Are highly compensated and have not been able to contribute to a Roth IRA because of earned income restrictions. 

 � Want an estate-planning strategy that includes tax-free assets to beneficiaries after the participant’s death. 

 � Are interested in reducing their RMDs after age 70½ by rolling over their Roth plan accounts into a Roth IRA. 

Some employees may want to make both pretax and Roth contributions each year — these contributions will be 
combined when calculating annual contribution limits. For 2015, the annual contribution limit is $18,000, up from 
$17,500 in the previous two years. The catch-up contribution limit (for employees age 50 and older) is $6,000 in 2015. 

STEP 2 Create an Education and Communication Strategy 

Once you have examined your employee demographics, 
it’s time to develop an implementation plan that includes 
education and communication strategies. Participants will 
need to be aware of their options, as well as the benefits 
and potential tax consequences of Roth contributions. 

Calculators and other tools can help participants determine 
whether pretax deferrals or Roth contributions are better 
for them. Ask your retirement plan advisor or service 
provider about which tools are best to help participants 
understand the tax implications of Roth contributions or an 
in-plan conversion. Participants considering an in-plan Roth 
conversion should consult with a tax advisor to discuss all 
the potential tax implications. Tax advisors may also help 
participants with a strategy for their Roth transactions to 
minimize the tax impact. 

WHAT SHOULD EMPLOYEES CONSIDER BEFORE 
EXECUTING AN IN-PLAN ROTH CONVERSION? 

 � Will an in-plan Roth conversion move them  
into a higher tax bracket? 

 � Will the increased income subject them to the  
3.8 percent tax on net investment income?* 

 � Do they have sufficient assets outside the plan  
to pay the tax liability for the conversion? 

 � Are they aware that, unlike a Roth IRA 
conversion, there is no option to reverse an 
in-plan Roth conversion? 

* Tax applies to married, joint filers with income that exceeds $250,000 and 
single filers whose income is more than $200,000. 
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STEP 3 Determine Your Administrative Duties 

The next step is assessing the administrative responsibilities associated with Roth contributions or an in-plan 
conversion. Your advisor can also help you work with the recordkeeper and payroll advisor to determine how they 
administer Roth features. They can inform you of costs and services that may be required to add this plan feature. As 
a plan sponsor, you should be aware of any additional administrative duties associated with adding Roth features, and 
inform all necessary staff members. 

STEP 4 Amend the Plan Document 

When adding a Roth deferral feature or expanding in-plan Roth conversion, the plan document must be adjusted 
accordingly. Collaborate with your plan document expert to create the appropriate amendments to change your  
plan’s features. 

Summary

The expanded in-plan Roth conversion rule enacted by Congress in 
2013 allows participants to convert any of their plan assets to a Roth 
account within the plan, even if they are not eligible for distribution. 
Your employees may be interested in this option, particularly if they  
are young and want to pay the current tax rate on their retirement 
savings in anticipation of higher tax rates in the future. Highly 
compensated workers may also benefit from this option if they were 
not able to contribute to a Roth IRA in the past because of earned 
income restrictions. 

If expanded Roth options seem like a good fit for your employee base, 
it’s important to develop a plan to educate workers about the potential 
benefits and tax implications of Roth contributions. For example, Roth 
contributions may enhance retirement readiness by helping participants diversify the tax nature of their retirement 
income. But employees must also be aware of possible tax implications — the increase in taxable income resulting 
from Roth contributions may move participants into a higher income tax bracket. 

Plan sponsors can work with advisors to create an education plan surrounding the expanded Roth options. In 
addition, it’s important for plan sponsors to assess the new administrative responsibilities that come with the change 
in plan features. They will also need to work with a plan document expert to reflect changes in the plan. 

CREATING AN ACTION PLAN CONTINUED

...it’s important to 
develop a plan to 
educate workers 
about the potential 
benefits and tax 
implications of 
Roth contributions.
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LPL Financial, a wholly owned subsidiary of LPL Financial 

Holdings Inc. (Nasdaq:LPLA), is a leader in the financial 

advice market and serves $475 billion in retail assets. The 

Company provides proprietary technology, comprehensive 

clearing and compliance services, practice management 

programs and training, and independent research to more 

than 14,000 independent financial advisors and over 700 

banks and credit unions. LPL Financial is the nation’s 

largest independent broker-dealer since 1996 (based on 

total revenues, Financial Planning magazine, June 1996-

2015), is one of the fastest growing RIA custodians with 

$91 billion in retail assets served, as of Dec. 31, 2014, and 

acts as an independent consultant to over an estimated 

40,000 retirement plans with an estimated $115 billion in 

retirement plan assets served. In addition, LPL Financial 

supports approximately 4,400 financial advisors licensed 

with insurance companies by providing customized 

clearing, advisory platforms, and technology solutions. 

LPL Financial and its affiliates have 3,384 employees with 

primary offices in Boston, Charlotte, and San Diego. For 

more information, please visit www.lpl.com.

ROTH CHECKLIST

 We have evaluated our employee demographics to determine whether Roth options are the right fit for our plan. 

 We have worked with our advisor to develop an education and communication plan surrounding Roth options. 

 We have made calculators and other tools available for participants to assess the potential benefits and tax 
implications of Roth contributions. 

 We have determined the impact of the change on administrative responsibilities and informed all necessary  
staff members. 

 We have worked with our plan document expert to adopt the appropriate amendments to reflect the new  
plan features. 

 We have reviewed the rules of in-plan Roth conversions and ensured our plan is compliant with the most recent 
guidance outlined by the IRS.

The Roth 401(k) offers tax deferral on any earnings in the account. Withdrawals from the account may be tax free, as 
long as they are considered qualified. Limitations and restrictions may apply. Withdrawals of earnings prior to age 59½ 
may result in a 10% IRS penalty tax. Future tax laws can change at any time and may impact the benefits of Roth IRAs. 
Their tax treatment may change. This information is not intended as authoritative guidance or tax or legal advice. You 
should consult with your attorney or tax advisor for guidance on your specific situation.

RP-0227-0715  
Tracking# 1-399799 RPG is a network associated with LPL Financial. 

Securities and Advisory Services offered through LPL Financial. A Registered Investment Advisor, Member FINRA/SIPC. To the extent you are 
receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial is not an affiliate of and 
makes no representation with respect to such entity. For plan sponsor use only. Not for use with participants or the general public. 

Joe Trybula,CFP®, AIF®
Accredited Investment Fiduciary 
800.307.0376
Joe@Printers401k.com
www.Printers401k.com


