
Are Roth Contributions Right 
For You?

Pre-tax contributions are made before income taxes are applied, which can reduce 
current taxable income. As a result, taxes may be deferred until funds are withdrawn 
in retirement, when distributions are generally subject to income tax.

Traditional contributions vs. Roth contributions
Roth contributions, you use after-tax money. You pay taxes on your income now, but 
when you retire, qualified withdrawals and any earnings are usually tax-free.

What matters most
Choosing between these options often depends on your tax situation.

The choice between pre-tax and Roth contributions is often influenced by 
expectations about future tax rates. Pre-tax contributions may be more 
advantageous when tax rates are anticipated to be lower in retirement, whereas 
Roth contributions may be more favorable when tax rates are anticipated to be 
higher in retirement.

Since it’s hard to know what future tax rates will be, some people use both options.

How the numbers can compare
The hypothetical chart below shows how paying taxes at different times can lead to 
different results, even if you contribute the same amount.

Each example uses the same contribution amount, but the results change 
depending on your current and future tax rates. Here’s what the chart shows:

• Pre-tax contributions aren’t taxed now, but you’ll pay taxes when you take the
money out in retirement.

• Roth contributions are taxed now, but qualified withdrawals in retirement are 
tax-free.

• If your tax rate is higher now than it will be in retirement, pre-tax contributions
might leave you with more money in retirement after taxes.

• If your tax rate is lower now than it will be in retirement, Roth contributions
could give you more money in retirement after taxes.

When you pay taxes can make a big difference to your results.
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Whether you pay 
taxes now or later 
can change your 
results. Knowing 
how each option 
works can help 
you make better 
decisions.

Please consult 
a financial 
professional for 
guidance based 
on your personal 
situation.

Many people save for retirement by contributing pre-tax money from 
their paychecks to a workplace retirement plan.



This content is made available for educational purposes only to give you general information and a general understanding of employee benefit plans. It is not meant to 
provide specific legal or tax advice. This should not be used as a substitute for competent legal or tax advice from a licensed professional attorney, financial advisor, or other 
tax professional in your state.

 The information in this article is intended to be educational and to provide you with information that might help you make better use of retirement savings opportunities 
in realizing your retirement goals. Different assumptions concerning earnings, taxes, investment rates of return, and retirement age will generally yield different results. 
Examples in this article do not reflect actual returns for any specific investments, and are not intended to imply or guarantee future results. All examples are hypothetical and 
for illustration purposes only. Actual returns may be higher or lower, and will fluctuate over time. Returns are assumed to be the same each year. Actual values may increase 
or decrease in any given year. Because the value of your investment will fluctuate with market conditions, you should consider your ability to continue to invest during 
periods of low price levels. Regular investing does not guarantee a profit or protect against a loss in a declining market. No taxes are applied to plan balances. Plan balances 
are fully taxable at withdrawal. Withdrawals made prior to age 59½ may trigger an additional 10% early withdrawal penalty tax. This information does not describe all plan 
features or their applicability to any plan participant. It is provided for general information only and is believed to be accurate and reliable as of the date of printing but 
may be subject to change. All information in this article is provided for illustrative purposes only and should not be considered tax, investment, or legal advice. Participants 
should seek professional advice for their particular situation. Contributions to tax-sheltered accounts may not exceed plan or regulatory limits. Additional plan information is 
available from your plan administrator.

Other considerations
Roth contributions can be a good choice if you want greater 
certainty about future taxes or plan to leave money to your 
beneficiaries. They offer flexibility when it comes time to take 
withdrawals.

A thoughtful approach
There isn’t one right answer for everyone. Your income, tax 
situation and long-term goals all matter.

If you are unsure which approach may be appropriate, a 
financial professional can help you evaluate your options.

Traditional 
Contributions (Pre-tax) Roth Contributions

A B C D

Current Tax Bracket N/A 15% 25% 35%

Contribution Amount $5,000 $5,000 $5,000 $5,000

Federal Taxes Paid at Time of Contribution1 $0 ($750) ($1,250) ($1,750)

Net Contribution $5,000 $4,250 $3,750 $3,250

Value in 20 Years2 $23,305 $19,809 $17,478 $15,148

Federal Taxes Paid at Retirement  
(25% tax bracket)1 ($5,826) $0 $0 $0

Net Distribution $17,479 $19,809 $17,478 $15,148

1 State income taxes may also apply.
2 Assumes an annual rate of return of 8%.

For more information, visit myplanconnection.com.


