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What is a Roth 401(k)?
An employer-sponsored retirement savings plan that is
funded with after-tax money is called a Roth 401(k). This
means employee contributions are made with after-tax
dollars, so income taxes are paid on those wages before
the money is deposited into the account. After retirement,
qualified withdrawals from the account are tax-free. *

Unlike a Traditional 401(k), which is funded with pre-tax
dollars and taxed upon withdrawal, a Roth 401(k) is
funded with after-tax dollars and allows qualified
withdrawals in retirement to be taken tax-free.

How Roth 401(k)s Work
When it comes to retirement savings, investors have numerous options. Employer-sponsored plans, such as
the 401(k), are among the most common for saving retirement money.

Individuals who choose to participate consent to automatic payroll deductions being made into a designated
retirement account. Employers may even match employee contributions up to a predetermined threshold.

While a traditional 401(k) has been available since 1978, the Roth 401(k) option was introduced in early 2006.

Congress approved both as tax-advantaged retirement plans, offering workers different tax treatments, either
tax deferral with a Traditional 401(k) or tax-free qualified withdrawals with a Roth 401(k). *

A Roth 401(k) and a Traditional 401(k) have different tax advantages

Traditional 401(k) Roth 401(k)

A Traditional 401(k) reduces an employee’s taxable A Roth 401(k) is funded with after-tax dollars,
income in the year contributions are made, providing meaning income taxes are paid before

an immediate tax benefit while saving for retirement. contributions are deposited into the account.
Withdrawals made during retirement are taxed as Qualified withdrawals of both contributions and
ordinary income. earnings made in retirement are tax-free.

According to the 25th Annual Transamerica Retirement Survey,
67% of 401(k) plan sponsors offer the Roth 401(k) feature. *

1. https://smartasset.com/retirement/401k-tax as of 1.16.2026
2. https:/lwww.guideline.com/education/articles/evolution-of-401k as of 9.13.2022
3. https:/AMww.transamericainstitute.org/docs/research/employers-benefit-offerings/new-frontiers-employers-and-evolving-workforce-survey-report-april-2025.pdf as of 4.1.2025
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What are the Roth 401(k) Contribution Limits?
Contribution limits on a Roth 401(k) are determined by the age of the individual. The limits are provided by the
Internal Revenue Service (IRS) and are updated periodically for inflation.

» The employee contribution limit for participants in 401(k), 403(b), and most 457 plans, as well as the
federal government’s Thrift Savings Plan, is $24,500 in 2026.

« Individuals age 50 and older may contribute an additional $8,000 as a catch-up contribution, totaling
$32,500, subject to plan rules. *

« The limit on annual contributions to an IRA is $7,500 in 2026. The IRA catch-up contribution limit for individuals
aged 50 and over is $1,100 in 2026, which allows a total IRA contribution of $8,600 for eligible individuals. >

Retirement Contribution Catch-Up

Account Type Limit At 50+ Income Limits

Single/Head of Household: Full contribution up to
$153,000 MAGI; phase-out $153,000 - $168,000; none
above $168,000.

« Married Filing Jointly (MFJ): Full contribution up to
$242,000 MAGI; phase-out $242,000 - $252,000; none
above $252,000.

» Married Filing Separately (MFS): Phase-out $0 - $10,000

(if lived with spouse).

Roth IRA $7,500 $1,100

» If you ARE covered by a workplace plan:
o Single/HoH: Phase-out $81,000 - $91,000 MAGI.
o MFJ (both covered): Phase-out $129,000 - $149,000 MAGI.
Traditional o MFS: Phase-out $0 - $10,000.
Deductible $7,500 $1,100 » If you are NOT covered, but your spouse IS:
o MFJ: Phase-out $242,000 - $252,000 MAGI.
« If NEITHER covered by a plan: Contributions are fully
deductible regardless of income.

4. https://www.irs.gov/newsroom/401k-limit-increases-to-24500-for-2026-ira-limit-increases-to-7500 as of 11.13.2025
5. https://www.nerdwallet.com/retirement/learn/roth-ira-contribution-limits as of 12.15.2025
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What are the Roth 401(k) Withdrawal Rules?
Withdrawals from a Roth 401(k) are tax-free only if they qualify as a qualified distribution. To be considered a
qualified distribution, both of the following requirements must be met:

» The Roth 401(k) account must have been
funded for at least five years, and

» The withdrawal must occur on or after age
59%, due to a disability, or after the account [ B
owner’s death. '

When these requirements are met, withdrawals of both contributions and earnings are tax-free. If a distribution
does not qualify, the portion attributable to earnings may be subject to ordinary income taxes and, in some
cases, an early withdrawal penalty. Contributions made with after-tax dollars are generally not taxed again
when withdrawn.

Required Minimum Distributions (RMDs)

Under current law, Roth 401(k) accounts are no longer subject to required minimum distributions during the
account holder’s lifetime. The SECURE Act 2.0 eliminated lifetime RMDs for Roth 401(k)s beginning in 2024,
aligning them with Roth IRA rules.

By contrast, tax-deferred retirement accounts, such as Traditional IRAs, rollover and inherited IRAs, SIMPLE
IRAs, SEP IRAs, and pre-tax employer plans like Traditional 401(k)s, 403(b)s, and 457(b) plans, are subject to
required minimum distributions.

For these tax-deferred accounts, RMDs generally must begin at age 73. This change was made under
SECURE Act 2.0, which increased the RMD starting age from 72 to 73.

« If you turned 72 in 2022 or earlier, you must continue taking RMDs under the prior schedule.
« Ifyou turn 73 in 2025 or later, your RMDs generally begin at age 73, unless future legislation changes the rules.

The IRS determines the required withdrawal amount each year based on your account balance and life
expectancy. While you may always withdraw more than the required minimum, withdrawing less than the
required amount or failing to take an RMD can result in penalties.

The penalty for a missed RMD is 25% of the amount not withdrawn. If the error is corrected within the IRS
correction window, the penalty may be reduced to 10%.
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What Are Some Advantages and Disadvantages of Roth 401(k)s?

One of the primary advantages of a Roth 401(k) is its potential benefit for employees who are currently in a
lower tax bracket but expect to be in a higher tax bracket during retirement. Contributions to a Roth 401(k) are
made with after-tax dollars, meaning income taxes are paid at the contributor’s current tax rate. If tax rates are
higher in retirement, qualified withdrawals of both contributions and earnings can be taken tax-free, which may
result in meaningful long-term tax savings. Additionally, once the account holder retires, qualified distributions
remain tax-free regardless of how much the account grows over time.

A key disadvantage of a Roth 401(k) is the immediate tax impact on take-home pay. Unlike Traditional 401(k)
contributions, which are made on a pre-tax basis and reduce current taxable income, Roth 401(k) contributions
do not provide an upfront tax deduction. As a result, employees contribute money that has already been taxed,
which can feel more costly in the year contributions are made and may reduce short-term cash flow. ®

e May benefit individuals who expect to be in a
higher tax bracket in retirement

* Qualified distributions taken during retirement
are tax-free

e Earnings grow tax-free when withdrawal
requirements are met

e Contributions are made with after-tax dollars f
e Contributions do not reduce current taxable income =

6. https://turﬁotax.intuit.com/tax- \ - =
tips/investments-and-taxes/the-tax-benefits-of- E=2-"
your-401k-plan/L8QHCzbiO as of 11.1.2025
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The Bottom Line

Roth 401(k) plans provide employees with a powerful way to save for retirement while gaining long-term tax
advantages. Like other employer-sponsored 401(K) plans, they often include features such as automatic
payroll deductions and, in many cases, an employer matching contribution. These features can help
employees build retirement savings consistently over time and take advantage of potential employer-
sponsored benefits.

What sets a Roth 401(K) apart is its tax treatment. Contributions are made with after-tax dollars, meaning
income taxes are paid upfront. In exchange, qualified withdrawals of both contributions and earnings can be
taken tax-free during retirement. This structure may be especially appealing to individuals who expect their tax
rate to be higher in the future or who value the certainty of tax-free income later in life.

Ultimately, deciding whether a Roth 401(k) is the right choice depends on factors such as current income,
expected future tax rates, and overall retirement goals. When used as part of a broader retirement strategy, a Roth
401(k) can be a valuable tool for building tax-efficient income and creating greater flexibility in retirement planning.

Because investor situations and objectives vary this information is not intended to indicate suitability for any individual investor.

This is for inforrpational urposes only, does not constitute individual investment advice, and should not be relied upon as tax or legal advice. Please consult the
appropriate professional regarding your individual circumstances.

There are retirement a(i( ount risks that could diminish investor returns, such as, but not limited to: low interest rates, m%rket volatility, (Y_vithdrawal timing an
sequence of returns risk, government po |c%/ uncertainty and increased longevity. Prosp%ctwe |nyes}or%%—\ould per é)rm their own due diligence carefully an
review the “Risk Factors™ section of an)}J prospectus, private placement memorandum or offering circular before considering any investment.

Roth individual retirement accounts (IRAs) are available for individuals wiih income under specific amounts and offer. lower coPtribution Levels via after-tax
moneg, which do not offer tax educt|%n in‘the contrEJqun year. Withdrawals of account earnings must not be made until at least five years have passed since
first contribution and earnings can not be withdrawn before age 59 1/2.

Advisory Services offered through A%set Strategy Advisors, LLC (ASA), a Scli:'% Re%istered Investment Advi?or. Securities _offered throu%h Concarde
Iar}\éei%tdné%rétngg%l%?se,alah%ﬂg'(e:}S), member FINR PC. Insurance Services offered through Asset Strategy FinancialGroup, Inc. (ASFG). ASA, CIS, and ASFG

ia-sc-r-a-796-1-2026

Contact us today for a review of your finances to determine whether
Roth IRA strategies align with your overall financial plan.
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