
Pay Now or Pay Later
The basic difference between making traditional or 
Roth contributions is whether you will defer taxes until 
you take a distribution from your account or pay taxes 
now to receive tax-free distributions later. 

Traditional Contributions
You make traditional contributions with pre-tax 
dollars, so you get a tax break right away. Your 
contributions lower your taxable income, so you pay 
less in current income taxes. 

Your SRP account – both contributions and earnings 
– grows tax-deferred. You don’t pay taxes until you 
receive money from your account. Distributions then 
count as ordinary income and you pay taxes based on 
the tax rate that applies to you at that time.

Roth Contributions
With Roth contributions, it’s basically the reverse. You 
contribute after-tax dollars, just as if you were making 
a savings deposit at your bank.  However, with a Roth 
account, qualified distributions of both contributions 
and earnings are tax-free. (You must be at least age 
59½ and have had the Roth account for at least five 
years.)

 
Young investors often choose Roth 
contributions because their income may be 
lower now than in the future, and they assume 
taxes will be higher when they’re ready to 
retire. That would make paying current income 
now in exchange for tax-free distributions later 
a good strategy. 

The fact is that Roth and traditional pre-tax 
contributions can both be valuable to savers  
of any age.

RETIREMENT 
CHECK-UP

As a Matter of Tax
You probably know that the Supplemental Retirement Plan (SRP) now allows you to make traditional 
contributions (which are pre-tax) or Roth contributions (which are after-tax). Both offer valuable advantages 
to help you save for your future – but is one better than the other for you?
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What’s right for you
The best savings strategy for you mostly comes down to 
deciding when it’s better to pay taxes—now or later. And 
that depends on your retirement timeframe as well as what 
you think future tax policies may look like.

If you’re young and confident that you’ll be earning 
more and in a higher tax bracket in the future, the Roth 
contributions may be a good choice. But even if you’re in 
your 40s, 50s or 60s, you might want to take a close look at 
the Roth option.

Why? Because even if you end up in a lower income tax 
bracket when you retire, taxable SRP distributions could 
potentially kick you into a higher tax bracket. That could 
affect your potential taxes on Social Security benefits and 
your Medicare B premiums in retirement – so passing 
up the tax break now may be well worth having tax-free 
withdrawals later on.

On the flip side, taking advantage of a tax break now is 
also a good thing. By using your SRP contributions to lower 
your taxable income, you’re able to keep more money in 
every paycheck today because you’ll have less withheld for 
taxes. That’s real money you can put to good use today for 
everyday needs or to boost your personal savings.

Can’t Decide? Choose a Mix
When it comes to traditional vs. Roth contributions, you 
don’t have to make just one choice. You can choose to 
make both kinds of contributions up to IRS limits – and 
decide year-by-year if you want to concentrate on one type 
or the other.

In 2021, you can contribute a total of up to $19,500 to each 
of your SRP 403(b) and 457(b) accounts. If you participate in 
both the 403(b) and 457(b) plans, you can contribute up to 
the annual contribution limit to each account. That gives you 
a lot of flexibility to choose how (and how much) to save.

It’s great that you have a choice of traditional and Roth 
contributions — and the best choice of all may be to invest 
in both types of accounts. Whatever you decide, you’re 
already planning and saving for retirement and that’s 
the best decision of all.

FOR EXAMPLE
If you earn $50,000 per year and make $5,000 in 
traditional pre-tax contributions to your SRP 
account, you’ll only pay income taxes on $45,000, 
Your $5,000 in the SRP will be invested, and when 
your account is distributed you will pay taxes on 
the $5,000 and the earnings you receive.

With Roth contributions, if you earn $50,000 per 
year and put in $5,000, you will pay tax on the full 
$50,000, but you don’t have to pay taxes again on 
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