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Roth 401(k): A New Feature for the 401(k)
The Roth 401(k), as its name suggests, is a new feature for the 401(k) that combines features of the traditional 401(k) with those of the Roth IRA. It will be offered by employers like a regular 401(k) plan, but as with a Roth IRA, contributions will be made with after-tax dollars. While you won't get an upfront tax-deduction, the account will grow tax-free, and withdrawals taken during retirement will not be subject to income tax, provided you're at least 59 1/2 and you've held the account for five years or more.

Roth 401(k) could be a boon for high-income individuals who haven't been able to contribute to a Roth IRA because of the income restrictions. There are no income stipulations for Roth 401(k) s. 

As of January 1, 2006, the Roth 401(k) feature can be added to an existing 401(k) plan. The plan document will need to be amended to include this new feature, if chosen. We are waiting for guidance from the IRS as to whether or note the amendment needs to be in place prior to the first Roth 401(k) contributions being made or as of the last day of the plan year in which the first contribution is made. Since this was part of the EGTRRA law changes passed in 2001, it is subject to the sunset provision which, unless repeated, will expire on 2010.

Roth 401(k) Contributions/Compliance:

· There is still one annual limit for deferrals which would include both Roth and traditional deferrals. The limit for 2006 is $15,000 ($20,000 for participants age 50 or older) 

· Traditional 401(k) and Roth 401(k) deferrals are tested together in the ADP test. 

· Both contribution types would be treated the same when applying a match formula. All matching contributions are tested together in the ADP test. There is no special tax treatment for matching contributions attributed to Roth 401(k) contributions as these would still be considered employer contributions. 

· Separate recordkeeping accounts for Roth 401(k) and Traditional 401(k) deferrals are required. 

· The amendment to the plan document will need to specify if the participant has the option between Roth 401(k) and Traditional 401(k) contributions or a mix of both, and whether the participant has a choice as to the source from which compliance refunds should be taken.

As always, we encourage you to implement Best Practices and engage RetirementDNA to conduct a RetirementPlanAudit to assure optimal plan design, administration, investments, fiduciary compliance, education & communication. 

For more information, contact Dana Tennis at (858) 642-0170 x108 or email DTennis@RetirementDNA.com
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