Deferred Compensation Plan 457(b)
Secure 2.0 - Mandatory Roth Provision for Age-Based Catch-Up Contributions

Frequently Asked Questions (FAQ)

What is Secure 2.0?

The SECURE 2.0 Act legislation was passed in December 2022 as part of an omnibus spending package. This
legislation followed the Setting Every Community Up for Retirement Enhancement (SECURE) Act of 2019.

SECURE 2.0 was created with the purpose of strengthening retirement systems for employers and employees
and in general to better prepare individuals for their financial future. There are several staggered mandatory
and optional provisions that were included in the Secure 2.0 legislation for employers to comply with and
consider providing with their retirement plan offerings.

What is the “Mandatory Roth Catch-Up Provision”?

Each year, the Internal Revenue Service (IRS) indicates the annual contribution limits that can be made to a 457(b)
deferred compensation plan. There is a “regular” deferral limit and, if a 457(b) plan permits it, participants who are
age 50 or older can make additional elective contribution deferrals to their 457(b) account. These extra deferrals
beyond the regular deferral limit are referred to as age-based “catch-up” contributions. The City of Tacoma’s plan
has two age-based catch-up contribution limits (Age 50+ and the Age 60-63).

2026 Annual
Contribution Deferral Limits

Annual limits include all pre-tax and post-tax contributions combined

REGULAR
$24,500
Anyone under age 50

OVER 50
$32,500 (additional $8,000)
Anyone age 50 or older
Or if you will reach age 50 any time during the year

SECURE 2.0

0 - 63

AGE 6
$35,750 (additional $11,250)
Anyone who will be turning age 60, 61, 62, or 63 during the calendar year

PRE-RETIREMENT CATCH-UP
$49,000 (additional $24,500)
Must be within 3 years of full benefit retirement eligibility and
Age 53 with at least 5 years of service credit with the City of Tacoma

The Mandatory Roth Cath-Up provision in the SECURE 2.0 Act requires that age-based catch-up contributions
(Age 50+ or the Age 60 - 63 Catch-up) must be designated as Roth (post-tax) contributions for certain plan
participants*. The City’s Deferred Compensation 457(b) plan allows for employee contributions to be made on
both a pre-tax and post-tax (Roth) basis. (*See below “Who Does the Mandatory Roth Cath-Up Provision Apply to?”)

What are the Key Differences Between Pre-Tax and Post-Tax Roth Contributions with a 457(b) Plan?

‘ Pre-Tax Post-Tax Roth
Tax Impactin Contributions are taken out before taxes, Contributions are taken out post tax, so there is no impact
Your Paycheck which reduces your current taxable on your current taxable income when you file your tax
income when you file your tax return return
Tax Impactin Withdrawals made from the 457(b) Withdrawals made from the 457(b) account for post-tax
Your Retirement | account for pre-tax contributions, and contributions, and earnings on those contributions are

earnings on those contributions are taxed tax-free*
as ordinary income

Early There are no penalties at any age upon Contributions are tax and penalty- free but earnings
Withdrawals* separation from service require the individual to be at least 59 1/2 years of age and
the Roth contributions began at least 5 years prior to the
withdrawal




What is the Reason for the Mandatory Roth Catch-Up Provision included in the Secure 2.0 Legislation?

To increase retirement savings — intended to help individuals boost their retirement savings by contributing to a
tax-free growth vehicle

To generate a source of tax revenue for the government - by requiring higher-income employees to contribute
their catch-up contributions as Roth (after-tax)

When Did the Mandatory Roth Catch-Up Provision go into Effect?

The Mandatory Roth Catch-up requirement was originally scheduled to take effect in 2024 for the 2023 tax year.
Due to the administrative complexities of this provision, the IRS provided a two-year administrative transition
period, with the new effective date of January 1, 2026, for the 2025 tax year. However, the final regulations related
to the Mandatory Roth Catch-Up provision were not issued by the IRS until September 2025 and the City has been
working on the programming needed for the SAP system, which will go live on June 15, 2026.

Who Does the Mandatory Roth Catch-Up Provision Apply to?

In 2026, this new requirement applies to individuals who meet all of the following criteria:
- Ageb50orolder
- Earned more than $150,000 in the prior tax year (2025) working for the City of Tacoma — (this will be
adjusted annually for inflation)
- Payinto Social Security*

*Commissioned Police, Fire and Rail employees do not pay into Social Security and therefore this compliance requirement
does not apply to them.

If someone hires mid-year in 2026 with the City of Tacoma, they will not be subject to the Mandatory Roth Catch-
Up Provision in 2026 as they did not work for the City of Tacoma in the prior tax year. Therefore, if they are age 50 or
older, they could choose to make age-based catch-up contributions in 2026 on a pre-tax basis without requiring
any of their contributions be designated to Roth (post-tax).

How will the City of Tacoma Administer the Mandatory Roth Catch-Up Provision?

Starting in 2026, at the beginning of every calendar year, employees who meet the requirements for the Mandatory
Roth Catch-Up provision will be notified by the Benefits Office, so they are aware and able to make changes to their
deferred compensation contribution elections if they wish to avoid having contributions “deemed” or desighated
as Roth (post-tax) contributions later in the calendar year when they hit the regular (pre-tax) limit.

Note: Effective June 15, 2026, the SAP system will be programmed to administer the Mandatory Catch-Up provision
to track employee deferred compensation contributions and force or “deem” any age-based contributions as Roth
(post-tax) contributions, once the annual regular (pre-tax) contribution limit has been met. The first pay advice that
could reflect any deemed contributions will be dated July 2, 2026.

Below are two examples of how an employee’s paycheck will reflect “deemed” contributions when the pre-tax limits
have been reached:

Paycheck Example (Employee Contribution Election - Only Pre-Tax Contributions):

An Employee participating in the City of Tacoma’s Deferred Compensation plan has a deferred compensation
contribution election set at $1,000 per pay cycle, or $26,000 for the calendar year, on a pre-tax basis only.

- This employee made $150,000 in wages in 2025

- They are 52 years of age

- They pay into Social Security



This employee is subject to the Mandatory Roth Catch-up Provision, and because they are 52 years of age, they can
contribute up to $32,500 into their deferred compensation account for the calendar year. However, they are only
able to contribute up to $24,500 in regular (pre-tax) contributions and the remainder of their contributions will
need to be made as Roth (post-tax) contributions.

If this employee does not make any changes to their deferred compensation contribution election, once their
contributions reach the IRS regular (pre-tax) limit of $24,500, the remainder of their contributions will be “deemed”
or forced to be taken as Roth (post-tax) contributions. This is how the pay checks would look from one week to the
next when the deeming feature would take place:

Paycheck 24:
BEFORE-TAX DEDUCTIONS AFTER-TAX DEDUCTIONS
Description Current Description Current
ICMA 457 Def C 1,000.00 24,000
Paycheck 25:
BEFORE-TAX DEDUCTIONS AFTER-TAX DEDUCTIONS

Description Current Description \ Current
ICMA 457 Def C 500.00 24,500 ICMA Roth Deem 500 500

In the pay advice for paycheck 25, a portion of the employee’s deferred compensation contribution would be
deemed. They are able to have $500 contributed for the IRS regular (pre-tax) limit and the remaining $500 of their
$1,000 bi-weekly contribution to the Deferred Compensation plan will be deemed as Roth (post-tax). For the
remainder of the calendar year, their contributions per pay cycle will be deemed as Roth unless the employee
chooses to stop their contributions.

Paycheck Example (Contribution Election - Both Pre-Tax and Roth Post-Tax Contributions):

- An Employee participating in the City of Tacoma’s Deferred Compensation plan has a deferred
compensation contribution election set at $1,600 per pay cycle split out as $1,550 (pre-tax) and $50 Roth
(post-tax). This employee made $150,000 in wages in 2025

- They are 52 years of age

- They pay into Social Security

This employee is subject to the Mandatory Roth Catch-up Provision, and because they are 52 years of age, they can
contribute up to $32,500 into their deferred compensation account for the calendar year. However, they are only
able to contribute up to $24,500 in regular (pre-tax) contributions and the remainder of their contributions will
need to be made as Roth (post-tax) contributions.

If this employee does not make any changes to their deferred compensation contribution election, once their pre-
tax contributions reach the IRS regular (pre-tax) limit of $24,500, the remainder of their contributions will be
“deemed” or forced to be taken as Roth (post-tax) contributions. This is how the pay checks would look from one
week to the next when the deeming feature would take place:

Paycheck 15:
BEFORE-TAX DEDUCTIONS AFTER-TAX DEDUCTIONS
Description Current Description Current
ICMA 457 Def C 1,550 23,250 ICMA Roth 50 750
Paycheck 16:
BEFORE-TAX DEDUCTIONS AFTER-TAX DEDUCTIONS

Description Current Description \ Current
ICMA 457 Def C 1,250 24,500 ICMA Roth 50 800
ICMA Roth Deem 300 300




In the pay advice, for paycheck 16, a portion of the employee’s deferred compensation contribution would be
deemed. They are able to have $1,250 contributed for the IRS regular (pre-tax) limit of $24,500 and the remaining
$300 of their $1,550 bi-weekly (pre-tax) contribution to the Deferred Compensation plan will be deemed as Roth
(post-tax). For the remainder of the calendar year their contributions per pay cycle will be deemed as Roth unless
the employee chooses to stop their contributions.

Can an Employee Make a Change to their Deferred Compensation Contribution Election to Avoid their
Contributions Going to Roth?

Employees have the ability to change their contribution elections every pay cycle and can make a change to stop or
reduce their contribution election prior to their contributions being automatically switched to post-tax (Roth)
contributions or after their contributions have been “deemed” to Roth for any remaining contributions going
forward for the rest of the calendar year.

If an employee is ok with their contribution election continuing as Roth (post-tax) for the remainder of the year, they
do not have to make any changes to their contribution election. Each pay cycle, they will see their contributions
deemed as Roth. Then starting in 2027, if their contribution elections are still in place, pre-tax contributions will
start again.

Note: Any contributions “deemed” and changed to Roth contributions during a payroll cycle cannot be
reversed.

There are two ways for employees to make a change to the deferred compensation contribution election on the
MissionSquare website:

1. Download and open the mobile app for MissionSquare Retirement from the App Store or Google Play and
login

2. Orloginto the secure MissionSquare Retirement website at
http://www.msgplanservices.org/myplan/302010

Once you are logged in, from the My Account button, click on Contributions and click on Change Contributions
Amount to get started.

Plan Resource Site

) Loans & Withdrawals

(& My Plan Information 20, Research Investments

CITY OF TACOMA (302010) - 457B % Print ContactUs Log Out

Overview Learn Profile v Quick Links v
Change Contributions Amount




Change the amount or percentage of your pay to reflect what you want to contribute to your pre-tax or post-tax
Roth account per pay period.

Confirm your election changes, then click Continue. If your changes are correct, click the Submit button.

Remember, changes can be made at any time and are effective the beginning of the pay period in which you make
a deferral amount change.

How Much Do you Want to Contribute?

Choose how much of each paycheck you'd Uke to Qo toward your retirement savings. You can offset this by
changing your contributions.

The total sum of Pre-Tax and Roth contridutions must be less than or equal to the plan's maxdimum
percentage (100.00%) values.

¥ you sekect Sign me up for Auto Increéase. you must enter at least one contribution.
Toggle this button to choose between

a percentage or a fixed amount )
Pre-Tax and Roth Contrioute by S or % of pay? { l

Mn:0.00%  Max 100.00%

Pre-Tax Contributions (1) %
Roth Contributions (i) 0.00 }ss

Total amount:
/ 0.00%
Take advantage of auto-increase, It's easy and can help you stay on track for reaching your O

retirement goals!

Select the checkbox above if you wish to set

up automatic periodic increases |:]

More detailed instructions on how to enroll and make changes to your deferred compensation elections can be
found on the Benefits webpage, under Plan Information, Deferred Compensation 457(b) plan, MissionSquare
Retirement, linked here: Plan Information | Deferred Compensation | MissionSquare Retirement

What if an Error Occurred and an Employee Over Contributed to the Regular Pre-Tax Option?

The Mandatory Roth Catch-Up provision for the City’s Deferred Compensation plan has special correction features
allowed by the IRS if an error occurs with over contributing to the regular (pre-tax) option with the plan.

The error is not corrected mid-year through payroll, but is rather addressed with adding the amount of the pre-tax
funds that were over contributed as taxable wages on the employee’s W-2 for that tax year. Additionally, the
recordkeeper for the plan, MissionSquare, will recharacterize the funds submitted as pre-tax contributions as Roth
(post-tax) contributions in the employee’s account. Due to the final regulations related to the Mandatory Roth
Catch-Up provision not being issued by the IRS until September 2025, the City has been working on the
programming needed for the SAP system. The “deeming” feature for the Mandatory Roth Catch-Up provision will go
live on June 15, 2026. Any employees who need a correction applied for contributions that were over contributed
as regular (pre-tax) prior to this go live date will receive a special communication from the HR Benefits Office.

Who do | Contact with Questions Related to the Deferred Compensation Plan and the Mandatory Roth
Catch-Up Provision?

Questions can be sent to the HR Benefits Office at benefits@tacoma.gov or at 253-573-2345.




