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As we previously reported here and here, on December 20, 2023, the IRS issued Notice 2024-02
(the “Notice”) which provided guidance on several provisions of the SECURE 2.0 Act for
retirement plans. This article is the second in a series of articles on recent SECURE 2.0 Act
guidance and covers the optional treatment of employer matching or nonelective contributions as
Roth contributions. In future articles, we plan to discuss guidance regarding the expansion of
automatic enrollment features, safe harbor plan corrections, and plan emergency savings accounts.

Under the SECURE 2.0 Act, plan sponsors may now offer employees the option to elect to receive
matching or nonelective contributions on a Roth basis (“Roth Employer Contributions”). This
election is only available if the employee is fully vested in the employer contributions at the time the
Roth Employer Contribution is allocated to the employee’s account. Plan sponsors may add this
feature even if Roth elective deferrals are not offered under the plan.

The Notice also provides detailed tax reporting rules, which are summarized below:

e Gross Income Inclusion: Roth Employer Contributions are included in the participant’s gross
income for the year such contributions are allocated to the participant’s account. This applies
even if the Roth Employer Contribution is deemed to have been made on the last day of the
prior taxable year of the employer.

» Not Wages: Notwithstanding the foregoing, the Notice indicates that Roth Employer
Contributions are generally not subject to employment tax wage withholding (i.e., federal
income tax withholding, Federal Insurance Contributions Act taxes (“FICA”), and Federal
Unemployment Tax Act taxes). There is an exception for Roth Employer Contributions made
to an eligible 457(b) governmental plan under which employees may be subject to FICA
withholding.

o Employer Tax Reporting: An employer must report an Employer Roth Contribution as an in-
plan Roth rollover on a Form 1099-R for the year in which such contributions are allocated to
the participant’s account.

» Not Safe Harbor Compensation: Roth Employer Contributions are not included in the safe
harbor definition of compensation under Section 415 of the Code.

The Notice is available here. For further information regarding this provision and the SECURE 2.0
Act in general, please refer to our prior blog posts linked below.
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