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contribution of an additional $1,000, for a total of $6,500.

More on IRAs

Can | contribute to a Roth IRA?

Not necessarily, since contributions are limited by your income. In general, you can contribute to a
Roth IRA if you eam:

- less than $133,00 and are single
- less than $196,000 and are married and fiing jointly

+ less than $10,000 and you're married and fiing separately

Can | deduct the contributions | make to my IRA?

A traditional IRA comes in two varieties: deductible and nondeductible. To see if you qualify for a
deductible IRA, which lets you deduct all or part of your contributions from your taxable income,
use the following guidelines.

- If you dbn't have a retirement plan at work and you're under 70 %, you can deduict the entire amount from
your taxes.

- IFyou have a retirement plan at work, you may fully or partilly deduct your contrioution only ff your adjusted
gross income (AGI) qualifies. For 2017, the deductions are phased out entirely for singles earning over
72,000 or couples earning over 119,000,

- IFyou're not covered by a retirement plan at work, but your spouse (s, you may qualify for a full or partial
deduction if you file jointly and your AGI is below 196,000 for the 2017 tax year.
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2. We have no clue how much cash you'll need in Hel TRz
- ur clients
retirement.... iy youir @iz
When it comes to actuall figuring out how much to save to live & cormfortable grow and protect
retirement, most workers are on their own. And once they stop working, it's up to their retirement
workers to figure oLt how to tum their nest egg into an income stream. Only 28% of -
income.
employers offer automatic projections of how much retirement income a
participant's 40(k) account might produce, according to a study done earlier this (oD
year by MetLife
Instead of providing informtion particular to a worker's plan, employers tend to Iovestments | insurance | Retirement
offer online tools to help participants prepare their own retirement income One thing to th“W Eb‘)”[:‘A"‘a”Z
iswe're more than one thing.
projections. But few workers have enthusiastically embraced the challenge of doing 9
this themselves. Employers "spend all this money on education and tools, and
everyone's just using automatic features” like the defauit option, says Robyn Allianz @
Credico, a defined-contribution specialist for Towers Watson, a benfits
consultancy
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3... and figuring it out isn't high on our agenda. He\p your clients
Nearly three-quarters of large employers surveyed this year by Towers Watson say
they offer a 401(K) plan to help provide for workers' income in refirement. But when grow and protect
companies were asked to name the top issues driving plan design, workers' ability their retirement
to retire came in fifth, behind the competitiveness of benefits within the industry, inconm
benefit plan costs, employee attraction and retention, and legislation and .
compliance. What gives? "It's a struggle" for companies to design a competitive Learn more »
plan on a limited budget, Credico says. The burden on employees to provide for
their own financial security is huge, and the best advice companies can give is
simply to encourage their workers to save, she notes. As an incentive, 91% of the et e
One thing to know about Allianz
companies surveyed by Towers Watson - each of which had more than 1,000 7
iswe're more than one thing.
employees -- offered matching contributions. Of those, nearly a quarter offered non-
matching contributions, meaning the company would set aside money even if the
employee didn't. Still we're not talking big bucks: according to the Plan Sponsor Allian:
Council of America, a trade group representing employers who offer refirement
plans, the average company contribution to 401(k) plans is 2.5% of pay - not nearly
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4. The system isn't working for employees -- or employers. He\p your clients
The aggregate refirement income deficit for all Baby Boomers and Gen Xers - that s
is, the amount by which their savings, plus Social Security, fall short of what they’l grow and protef
need - is $4.3 trillion, according to the Employee Benefit Research Institute. their retirement
Clearly, folks aren't setting aside enough for their post-work lives. The average inconm
employee contributes 6.4% of her paycheck to her 401(k) according to the Plan
Sponsor Council of America. Advisers recommend 10% as a baseline minimum, Learn more »
and for those who start late (in their 40s or even 50s}, 15%.
The problern's not just one for workers, though. Post financial crisis, companies L e
have noticed a rise in so-called "hidden pensioners" Credico says. These are One thing to know about Allanz
: iswe're more than one thing.
individuals who can' afford to retire, but they check oLt on the job. Plenty of older
folks enjoy the stimulation of work, but hidden pensioners punch the clock for a
paycheck alone, and their performance suffers for it. The good news is that these
laggards are spurring companies to design more effective refirement plans,
Credico says - a self-serving motivation, for sure, but at least it's ultimately to
participants' benefit
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5. Fee transparency? What fee transparency?

New Department of Labor regulations went into effect this year requiring plan
providers to disclose the amount in fees that both companies and their workers pay
fortheir 401(K) plans. The intention was to shed light on notoriously murky 401(k)
fees. It's one of the few instances where the consumer of the product--both
employers and employees alike - often have lttle idea what they're paying for,
thanks to buried fees. For example, a fund's "expense ratio” can encompass
evenything from marketing fees paid to the investment firm to commissions paid to
the broker who recommends particular funds

Disclosure notices went out to employers in the spring and summer; employees got
theirfirst disclosures over the sumrmer and this month will receive their irst quarterly
statements Under the new disclosure rules, which williternize fees deducted from
their plan. Bt critics have been disappointed with the first round. Some statements
"disclosed" a wide range of fees, as in "your expenses range from 0.25% to 2%."
leaving companies wondering where exactly their fees stood. What's more, the
fees came without any guideposts on industry averages. So evenif a compary was
told it paid, say, 1.25%, executives would have no idea how those fees stacked up
against other plans. This is no accidert, critics charge. "They didn't try to make it
plain English and fail," Employee Fiduciary's Carpenter says. "They complied with
the letter of the law and made it as gibberishy as possible." To be sure, some say,
itd be very difficult to arrive an at "average" 401(K) fee, since there are o many
variables, including number of plan participants and type of investrents
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6. You're losing years' worth of savings to fees One thing to
Take for example a portfolio that says its fee is 1%, a number that wouldn't be e
pleap v § know about
uncommon. That may not sound like a whole lot. Butwhen it's chipped annually from
your refirerment nest eqg, the cumulative effect can be significart. A worker who Allianz is we're
makes $75,000 per year and saves 8% of that annually in a 401(kjwould lose 2.8
years' worth of savings in a target-date fund with a 0.2% fee and 11.6 years in one more than one
with a 1% fee, over the course of a career, according to an analysis by Towers thing.
Watson. The new DOL fee disclosures were designed to open individual
Learn more »
participants' eyes to this kind of impact, but for now, they're mainly raising
eyebrows mainly among savvy employers, Topley says.
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I
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7. but things are starting to improve. One thing to
The Departmert of Labor's spotlight on fees has already pushed plan providers to X
i poid  pshed pan b know about
offer lower-cost options, such as exchange-traded funds, in 401(K)s. Some, like
Schwab, rolled out new offerings earlier this year, before the first disclosures came Allianz is we're
out. "This is the true trickle down," says Mike Alfred, CEO and co-founder of 401(K
v " more than one
consulting firm BrightScope. So while plan participants might not take to the streets
after seeing how much they're paying for their 401(K) - disclosures are hardly going thing.
to change the prevailing apathy - their employers are getiing wise to the expenses,
Learn mora »
and they're starting to demand better options
Indeed, cormparies' awareness of 401(K) fees has increased sharply over the past —
five years, insiders say, and the disclosures may spur further eye-opering. Part of Insurance
this awareness has come from lawsLits filed against both employers and Retirament
investrent firms over 401(k) expenses. Many of the lawstits have centered on
share classes, forcing plan providers to explain why they're using an expensive
share class when a lower-cost option is available.
PREVIOUS NEXT
6. You're losing years' worth of 8. Fewer choices doesn't mean better
savings to fees ones.
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8. Fewer choices doesn’t mean better ones.

Just as drug stores have pruned their shampoo offerings to prevent shoppers from
getting overwhelmed, plan providers have recently reduced the number of fund
options in 401(K) plans. The number of large employers that offer 20 or more funds
declined by 8% from 2010 to 2012, and the number of sponsors that offer nine
options or fewer increased by 3%, according to Towers Watson. This is generally a
good thing, experts say, since too much choice can indeed lead to consumer
paralysis.

Butthe choices that remain are stilltoo expensive overall, consumer advocates
agree. The average plan has approximately 50% of assets in stocks, according to
the Plan Sponsor Council of America. Twerty-five percent of assets are invested in
actively managed U.S. stock funds and just 9% are in indexed .S, stock funds
Actively managed funds, where & fund manager picks stocks in an attempt to beat
the market, are more expensive than passive index funds that aifm only to mirmic
market retumns

"Most people will be better off in indexed funds with costs as low as possible," says
Steve Vernon, president of Rest-of-Life Communications, a benefits consuling
firm. But brokers who advise companies on plans often don't have an incentive to
choose the lowest-cost option, since they get compensated through commissions
paid out by investrent firms for pricier share classes. Companies often don't
realize this and think their broker's advice is "free," since the compensation fee is
bundled into the expense ratio, even under the new DOL fee disclosures
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9. Small business employees are missing out. One thing to
Just half of workers in companies with fewer than 100 employees have access to -
i Py know about
retirement accounts, according to the Bureau of Labor Statistics, compared with
79% of workers in companies with up to 499 workers, and 86% of workers in large Allianz is we're
comparnies. "Theyre stillnot reaching enough workers," says Chad Parks, founder
and CEO of The Online 401(K), a provider of 401(K) solutions for small businesses more than one
thing.
\When they do have 401(K)s, small company employees are likely to pay more for .
them than their counterparis at big firms, for a number of reasons. Some can be S
legit: many acvisers who consult on 401(kjs get paid a percentage of the plan's
assets, and they need to charge a larger percentage for a plan with fewer assets —
And with a small plan, the administrative costs are spread out among fewer people Insurance
BLtthis is sometimes taken too far, Parks charges. Some small businesses pay as Retirament
rch as 2.5% for a basic 401(k), he notes. Another reason why small businesses
get stuck with a bigger billis because they often dor't have investment committees
who scrutinize the plan on behalf of their fellow employees
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By ELIZABETH O'BRIEN

10. Autoenrollment alone won't save you.

Automatic enrollment has risen in recent years, placing employees in 401(k) plans
even ifthey don't opt in. Nearly a quarter of large firms offered aLto-enrollmentto al
employees in 2012, up from just 10% in 2009, according to Towers Watson. While
it's good that employees are forced to save(few who are auto-enrolled bother to opt
out), employee advocates say, they're not saving as much as they should. That's
because companies often deliberately set the default contribution rate low —
generally around 3% of pay - so they don't have to match as much, Credico says.
Of course, employees can always change their defaut rate, but few bother

Indeed, many workers don't even know their contribution rate. Vernon conducts
reqular workshops with plan participants. Recently, he's been askingroomfuls of
them how marny read the fee disclosures they gotover the sumrmer, and invariably
onlly one or two hands go up, he says. This is't necessarily bad news if those few
are vocal staffers who can educate and motivate their fellow employees. But really,
o one can afford to be complacent when it comes to planning for retirement,
Vermon says: "People vastly underestimate how much money it takes to have a
lifetime income."
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Those target-date mutual funds? They're gliding the
wrong way

@ FAvORITE (& voTE (0)

By Staff

Some ideas give Us great comfort and security. They're also easy to market since we all like comfort and
security. That's one reason "target-date” mutual funds have been the big idea in 401(k) plans since they
were introduced about 20 years ago

Today, many 401{K) plans have target-date funds as the default selection if a worker fails to pick a

particular fund — and plan sponsors feel safe making that decision. In 2009, according to a report from
the Emplovee Bensfit Research Insttute, 43.2 percertt of all 401{k) paricipants used a target-date fund it~ -atest Business Photos
their plan offered one

Too bad target-date funds don't work.

While questions were raised after the 2008 market crash when target-date funds failed to protect the
assets of many near-retirees, the marketing blitz for the funds has continued unabated. They are easy to

Hotproperty,  Hidden W condc
explain, they're a good story, and workers can make a single decision that will last through their working ~ 10.28.12 Neighborhood: remade
careers. So what's not to like? Village at visitors
Western Trails,
10.28.12

Well, how about lack of efficacy? They don't do what they are supposed to do. Indeed, | believe the idea

just received a fatal shot from Rob Arnott, the creator of fundamental indexes. He's also a man who loves

to ask awkward financial questions, the kind that often prove the conventional may not be wisdom Business Videos
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The inventor of the 401 (k) says he created a
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‘The 401(k)’s biggest value is that it turns spenders into savers’

Most religious men find the answers to their prayers in scripture. Ted Benna found
them in the U.S. tax code.

) . ) MOST POPULAR
Fed up with clients only interested in getting the maximum tax break for themselves

while doing s little as possible for their employees, he began to feel he could either Here are August's

By remain a workplace benefits consuitant or a Christian, but not both. In fact, just biggest movers on the
JEREMY weeks before his lifes eureka moment came in September 1980, he thought about Dow, S&P 500
OLSHAN leaving the Johnson Companies, his suburban Philadelphia firm, to take a job at a )
EDITOR local Christian college. U

president contradict
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Instead of quitting, Benna, 74, helped turn a little-noticed new subsection of the tax
code into the least likely of household names: the 401(k).
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Writing in a recent note from his firm, Research Affiliates, Arnott examined the futures of three workers
with different investment paths

*Prudert Polly” invested in  target-date fund that slowly reduced from 80 percent equities to 20 percent
equities over her 41 years of working. "Balanced Burt” had an identical career and savings, but invested
in & fixed 50/50 mixture of stocks and bonds. And *Contrary Conrie” did just the reverse of Prudent Polly.
She started with 20 percent equities and increased her commitment to 80 percert equities over the same
41 years. (Armott used 141 years of investment data to examine the distribLtion of restits.)

Now guess. Who did best?

It wasn't Prudent Polly. Not only did Balanced Burt and Contrary Connie do better than Prudert Polly on
average, they also did better over the worst time periods all the way up through the best time periods. So
the idea of a career glide path, of prudently decreasing exposure to equities as you approach retirement,
sounds good and feels good ... but it simply doesn't work

I Prudent Polly saved $1,000 & year in inflation-ajusted dollars, she would accumulate enough for a life
annuity of $4,590 a year if her restits were in the bottom 10 percent of all periods and $11,180 if her
restits were in the top 10 percent of ll periods. Bottom resuits for the two alternatives were virtually the
same, while the Upside resLilts were the same or better. Balanced Burt ended up with $11,760 in the top
10 percent periods, while Contrary Conrie ended with $15,070 in the top 10 percent periods. Quite a
difference

Arnott wasn't satisfied with back-testing the past. He also asked another question: What wold the resits
be like if risks were the same but returns were lower? Since he, PIMCO's Bill Gross and many ofhers are
expecting a sustained period of lower returns going forward, that's not an unreasonable question to ask
So Arnott reduced the average annual real refurn on bonds from 3.9 percent to 2 percent and the average
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annual real return on stocks from 8.3 percent to 5.4 percent. Then he recalculated

The result? All three investment methods built smaller accumulations due to lower returns, but the
disadvartage of target-date funds remained. While results in the worst performing periods were virtualy
the same for all three investing methods, the cortrary method resulted in a significant advantage in
average or better investing periods

While Prudent Polly accumulated enough for a life annuity of $3,390 a year at the 50th percentile and
$5,230 at the 90th percentile, Balanced Burt reached $4,010 and $5,300, respectively, and Contrary
Connie reached $3,890 and $6,630

This leaves us with three questions.

— Howrlong do you thinik it will take before the mutual fund industry says anything abodt this? (Answer
Dor't hold your breath.)

— What were mutual fund industry research departments doing over the last 20 years? (Answer: Nothing
that had to do with improving resuls for you and me.)

— Where should we be investing or money? (Answer: Probably in a traditional balanced fund with
equity exposure of 50 percert to 75 percent. That range has appeared to be "the sweet spot” in many
research reports.)
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Fiscal Cliff Aftermath: New Option for 401(k)

Savers

By Dan Kadlec  Jan. 09,2013 0

Bue s @0 e 2

In an effort to unlock tax revenue, not just raise rates on the wealthy,
architects of the fiscal cliff deal handed certain retirement savers a
small bonus: You can now convert traditional 401(k) plan assets into a
Roth 401(k) regardless of age and employment status.

Under the old rules, to convert you typically had to leave your job,
retire, become disabled, or reach age 59%2 and be eligible for normal
distributions. So this is welcome flexibility, though it won’t be available
to everybody. Only 40% of employers offer a Roth 401(k) in the first
place, and not all of those plans allow conversions. But at those that do,
there is now nothing to stop you from making the switch.

(MORE: How to Make the Most of Your 401(k) in 2013)

‘Whether you should is another matter. Roth 401(k) contributions are

RELATED

Convert 401(k) to Roth: Smart
Move? Motley Fool

Roth 401(k) Conversions for All
Thanks to Fiscal Cliff Deal Forbes

Email Print

Share Comment

Follow @TIMEBusiness

made after tax; they grow tax-free. Traditional 401(k) contributions are made pre-tax; they are taxed upon
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withdrawal. In general, you need to believe you'll be in a higher tax bracket in retirement for the conversion
to make sense. You also need enough other funds to pay the potentially sizable one-time tax bill that comes
due when you convert.

This switch works a lot like a conversion outside your 401(k)—from a traditional IRA to a Roth IRA. And the
thinking for doing so is much the same. Likely candidates are young workers in a low tax bracket who can
benefit from decades of tax-free growth. Another likely candidate is anyone who has suffered a temporary
income lull, and can take a large distribution without being shoved into a higher tax bracket. A conversion
might also make sense if you convert smaller amounts each year in order to afford the tax and not be pushed
into a higher bracket.

One important difference with this conversion is that it cannot be reversed. Outside your 401(k) plan, assets
converted to a Roth account can be “recharacterized” later in the year and shifted back to a traditional IRA if
you change your mind. This is a valuable feature because if you convert, say, $1 million and your portfolio
suddenly slumps to $500,000 you would still owe tax on the $1 million—unless you recharacterize. But you
cannot do that with a 401(k) Roth conversion. There, all sales are final.

(MORE: Lots of Goodies Were Stuffed into Fiscal Cliff Deal)
Financial planners doubt there will be a rush to convert traditional 401(k) assets to Roth 401(k) assets. Still,

lawmakers expect enough interest in the conversion to unlock $12.2 billion in tax revenue over the next
decade. That near-term revenue is what drove the change, handing savers an extra layer of flexibility.
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Financial crisis leaves 401(k)s vulnerable

EiRecommend < 0 | E)Send W Tweet 0

By McClatchy Newspapers

Published: Saturday, February 2, 2013, 12:01 a.m.
Updated 6 hours ago

WASHINGTON — As the father of two college-age kids,
Rob Harris knew that finding money to pay soaring tuition
costs wasn't going to be easy. Reluctant to saddle himself
or his children with loans, the 55-year-old product
development manager from Kansas City, Mo., tapped
another source: his retirement savings.

Harris plans to pay himself back, but his decision to
prioritize his kids' education is at least partly responsible
— along with rising health care costs and a sluggish stock
market — for pushing his target retirement age from 59 to
62.

“Everyone says you shouldn't do it, but there were several
years the market was a big loss. You've got money there,
you've got a real need, why not use it?” he said.

Harris is among a growing number of Americans who are
dipping into their 401(k)s and other defined-contribution
plans to pay for more immediate needs such as tuition,
overdue bills, credit cards and mortgages.
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About The Tribune-Review

The Tribune-Review can be reached via
e-mail or at 412-321-6460.
Contact Us | Video | RSS | Mobile
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One in four American households withdraw a total of more

than $70 billion from 401(k)s or similar retirement savings

plans for nonretirement spending needs every year, SP('“TSTI\L“
according to a report published this month by the financial advisory firm HelloWallet. TRIBLIVE.COM
With traditional pensions fading into memory, and Congress considering cuts to Social Security and TR TOTAL MEDIA
Medicare, many Americans working in the private sector expect their 401(k) nest eggs to guarantee

financial security in their older years. But in the aftermath of the Great Recession, increased “leakage”

from 401(k)s in the form of cash-outs, hardship withdrawals and loans is worrying policymakers and

retirement savings experts, who also bemoan the plans' high fees and stubbornly low participation rates. VIDEO More Videos
Some are looking for ways to reform 401(k)s, or even offer innovative alternatives.

ALTERNATE PLANS PROPOSED

One such plan has been proposed by Teresa Ghilarducci, an economics professor at The New School
in New York City and an ardent critic of 401(k)s.

“A good pension plan helps people accumulate money, helps them invest money appropriately and
helps people pay out your pension for life, and the 401(k) fails at all three of those dimensions,”
Ghilarducci said.

Her plan would require that employers deduct 2.5 percent of their employees' pay, a contribution that
businesses could match if they chose. Employee contributions would be mandatory. The money would
be set aside in a fund that pays a guaranteed, modest rate of return to supplement Social Security. The THE VIDEO YOU ARE TRYING TO WATCH
return could be guaranteed by a paid fund or an insurance company, and it would be paid out after a IS CURRENTLY UNAVAILABLE. PLEASE
worker retired in the form of an annuity for the rest of that person's life. CHECK BACK SOON.

“What people put in and what they earn is what they're going to get out, so it's a safe and secure
savings account that's only there for retirement purposes,” Ghilarducci said.

California has moved to adopt a voluntary version of Ghilarducci's plan that would pool contributions
from private-sector workers in a state-administered, professionally managed fund. The state is awaiting v
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a feasibility study and a final vote by the legislature before starting it by the end of 2013. Other states
exploring the possibility include Connecticut, Rhode Island, New York and North Carolina, Ghilarducci
said.

Ghilarducci would like to see a plan like hers adopted at the federal level, but “Congress does not have
an appetite for a bold social program,” she said.

Last year, Sen. Tom Harkin, D-lowa, floated the idea of privately run pension plans he calls USA =
Retirement Funds. Workers without a pension or a 401(k) would be able to make automatic Newsmax Headlines

contributions toward retirement through pre-tax payroll deductions. Businesses would be required to
contribute as well but would receive tax credits to offset the cost. Workers would receive regular Ruddy: The Ed Koch | Knew, A Remembrance
payments from the funds throughout retirement, like a pension. The proposal hasn't made much
headway.

Sen. Hatch: For-Profits Deserve Contraception
Exemption

WAYS TO IMPROVE SYSTEM IRS: Cheapest Obamacare Plan Will Cost

Whatever politicians ultimately come up with, 401(k)s aren't going anywhere anytime soon, said David $20,000 per Family by 2016
John, a senior research fellow in retirement security and financial institutions at the conservative Declassified: ‘Financial War’ Coming, Prepare!

Heritage Foundation.

. . L . . . i Obamacare Expose Makes NY Times Best-
“There is always a temptation — and this is especially true in Washington — to completely rewrite the Seller

system and specify every detail of it, but the fact is that although the 401(k) system is imperfect in many
ways, it's a vibrant, active system,” he said. A government-specified program, he added, wouldn't have
the same vibrancy and would be tough to pass against industry opposition.

What's This?

Instead, policymakers can take smaller steps to improve the Individual Retirement Account/401(k)
system, John said.

To discourage people from tapping their retirement savings, policymakers could make it easier for old
401(k) balances to be automatically transferred to a person's new employer. This would reduce cash-
outs when people change jobs, he said.

Policymakers could help people save more through a mechanism called automatic escalation, which v

EE B
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would move up the proportion saved from a worker's income by 1 percent a year, John said. “This is A
something that exists right now, and we have a certain number of companies that are doing that. We
don't have enough,” he said.

John also would like people to receive monthly statements from their plans showing how much income
they can expect to see at retirement, so they can plan better.

For now, though, 401(k)s remain “as good a place as any” to save, as long as investors don't treat the
plans as rainy day funds, he said. The success of 401(k)s depends on long-term investment. Those who
make pre-retirement withdrawals get hit with big tax penalties, plus they lose whatever they would have
earned in interest. “Keep saving, save throughout your career, and don't touch the money,” John
advised.

Created by Congress in 1978, 401(k) plans were intended to supplement traditional pensions and Social
Security. Now, they are the most widespread private-sector, employer-sponsored retirement plans in the
United States. In 2011, the 401(k) system held $3.2 trillion in assets on behalf of 51 million American
workers.

Experts recommend saving at least enough to qualify for an employer match every month, usually a
minimum of 6 percent of your paycheck if the match is 3 percent. But even counting on Social Security,
you probably need to be saving 12 percent to 15 percent to replace 80 percent of your pre-retirement
income if you don't have a traditional pension plan, said Diane Oakley, executive director of the National
Institute on Retirement Security.

Most Americans don't even come close. Only half have any retirement savings at all.

E3Recommend | 0 || E)Send W Tweet 0 v
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Your 401(k) Is Out to Get You

Or, to be more precise, the mutual fund company that oversees your 401(k) plan is out to A America's
get you. Original

JAMES KWAK | MAR 27 2013, 11:51 AM ET : Flaming
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There was a period, back in the late 1990s, when 401(k) plans were
hailed as the key to every household's financial dreams. Put money in
your 401(k), the thinking went, and you will retire a millionaire, thanks
to the magic of the stock market, which would reliably deliver 15%

1:16 PM
m iy 3/27/2013
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A 401(k) plan is a defined contribution (DC) plan (other types include
403(b), 457, and SEP-IRA plans, as well as IRAs), meaning that
participants put some of their income into the plan (along with, in some
cases, additional money contributed by their employer); when they
retire, they get that money back, along with any investment returns it
has earned along the way. The lure of high investment returns is what
made DC plans so attractive. By contrast, people with traditional
defined benefit (DB) pensions--which pay a predetermined amount
each year in retirement--were seen as suckers.

After two stock market collapses, defined contribution plans are no
longer seen as a solution to all of life's financial problems, and for many
well-known reasons. First, people don't save enough to begin with.
Second, DC plans aren't reliable retirement savings vehicles, since it's
too easy to take money out of a 401(k) plan. Third, the stock market
doesn't always return 15% (on an inflation-adjusted basis, it's still well
below 2000 levels). Fourth, and most importantly, DC plans place all
that investment risk on the individual participant.

But wait, there's more! In addition to these very real problems, 401(k)

lans are generally run by the asset management industry, which

6 PM
m iy 3/27/2013
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A Jaw-Dropping 6% Cash Back

American workers now take for granted they can sock away pretax earnings (with a SR

company match), but at the time many couldn't imagine Benna's idea, slapped

together like regulatory papier-maché, would hold up under IRS scrutiny, let alone 2% Cash Back Rewards Card

replace pensions as the bedrock of American retirement. Smartasset.com

Read: How to decide how much of your 401(k) should be in stocks 1% APY Money Market - Top National Rate
w/o Fees

“Ihad only one thought at the time,” Benna told MarketWatch. “How could | make SmartAsset.com

this sucker fly?”

This Summer's Top Rewards Card for
Spending

$890,000 torcon smartasset.com

6809 Wilow Grove, Longview, WA
384 4Ba

[ searchnow |

The #1 Credit Card for Retirement Points
SmartAsset.com

He had help. His boss, Edwin Johnson called in a chit from a friend in the Reagan

dministration, wh d ing with “the right people at the IRS,” said Joh JLODAY;S N Barkrate
administration, who arranged a meeting with ‘the right people at the IRS,” said John INTEREST RATES P ey
Wright, then an employee at the firm and now its president. “We sensed that if Ted's
idea was legitimate it could be something big — just not how big,” he said. Mortgage Equity
Though Benna wasn't the only one to see potential in section 401(k), there were far 30yrfixed jumbo 423
more naysayers at the time. Even with preliminary approval from the IRS (full 30yrfced Sa
regulations weren't written for another decade), “many of the big consulting firms 15yr fixed 26D
still came out and said it was all a scam,” Wright said. In fact, the original purpose of 10yrfred e
section 401(k) was to limit the use of executive cash-deferred plans. e e
The 401(k)'s big regulatory hurdle, and perhaps its big marketing hurdle, was that 15yr fixed refi 269%
administrators technically needed the IRS's blessing to reduce employee wages in ERATT 205
order to put money into the tax-deferred accounts. They were originally (and /1 ARM e 203%
ominously) dubbed “salary-reduction plans.” ational averoge from G

“If the boss suggests you take a pay cut, don't panic,” began a 1982 Wall Street MARKETWATCH
Journal article. PARTNER CENTER
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(surprise!) does not always have your interests at heart.

Most defined contribution plans allow participants to select from a
menu of investment options, largely mutual funds. The question is, who
decides what's on the menu? About three-quarters of the time, these
decisions are made by a mutual fund company acting as the plan's
trustee.** And (surprise again!) mutual fund companies are more likely
to push their own funds onto employees than other companies' funds--
despite the fact that they are legally obligated to act in the best interests
of plan participants.

Although many people have suspected this all along, we now have
convincing evidence from a paper by Veronika Pool, Clemens Sialm,
and Irina Stefanescu aptly titled "It Pays To Set the Menu" (which was
sent to me by two different readers). The paper uses a clever empirical
approach. In any given year, a mutual fund may be included in 401(k)
plans overseen by that fund's sponsoring company (e.g., the Fidelity
Magellan Fund may be included in a plan whose trustee is Fidelity) and
also in other plans not overseen by that company. It turns out that
there are many such funds.

Let's say such a fund has a bad year. If plan trustees are acting solely in
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trustee not to affect the chances that the fund is dropped from the
investment menu. But that's not the case: a poorly-performing fund is
much less likely to be dropped from a menu controlled by its
sponsoring fund company than from a menu controlled by a third
party. Fund companies are also much more likely to add their poorly
performing funds to plan menus that they control.

But maybe the fund companies are keeping their poorly-performing
funds because they know that they are likely to do better in the future.
After all, past performance is no guarantee of future results, and maybe
they are anticipating mean reversion. Not so much. Those poorly-
performing funds that fund companies keep on plan menus continue to
do worse than other funds--by 3.6% per year, after adjusting for risk.
Finally, we can't count on individual rational actors to bail us out here:
plan participants do not correct for fund companies' bias by proactively
shifting their money out of these poorly-performing funds.

This is a special and particularly maddening example of the problem
that the vast bulk of our retirement savings, other than Social Security,
are funneled through the asset management industry, which charges
often-hefty fees to manage our money, despite its proven inability to
beat the market. (Theoretically speaking, since the asset management
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industry is most of the market, in aggregate it should match the
market--before fees.) This would be a necessary inconvenience if
competition drove fees down to reasonable levels, like the 6 to 20 basis
points that Vanguard charges to invest in just about any major segment
of the global stock market. But instead, structural factors, like mutual
fund companies' control over investment options in DC plans, take the
edge off of competition, allowing these rents to persist. (As of 2009,
domestic stock mutual funds in 401(k) plans, in aggregate, charged 74
basis points in expenses--and cut into returns further with transaction
costs.)

Even if we solve the more-publicized problems with DC plans--under-
saving, pre-retirement leakage, etc.--they will still suffer from this
constant drain of asset management fees. The UPenn Journal of
Business Law recently published my (first!) law review article, which
proposes a relatively far-reaching solution: Reinterpreting existing law
to impose a strong presumption in favor of low-cost index funds for
tax-advantaged, employer-sponsored DC plans, including 401(k)s. Even
if you don't agree with that solution, something needs to be done.

Because with each passing year, Americans are becoming less prepared
for retirement, not more.
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for retirement, not more.

* In 1998 and 1999, investors' expectations of returns over the next
twelve months ranged roughly from 12% to 15%. See a working paper
by Robin Greenwood and Andrei Shleifer.

** Under the Employee Retirement Income Security Act of 1974
(ERISA), employer-sponsored plans must be held in trust for the
exclusive benefit of participants and beneficiaries.
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JAMES KWAK, an associate professor at the University of Connecticut School of Law, is co-author
of White House Burning: The Founding Fathers, Our National Debt, and Why It Matters to You.
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I like the metaphor in Tom Friedman's latest column, arguing that we now live in a 401(k)
world. But I wish he'd spelled it out in greater detail, because the problem with living in a 401
(k) world is that Planet 401(k) is a pretty sucky planet. Here's the essential shape of 401(k)
as a backbone of the retirement system:

— Poor people get absolutely nothing.

— Wealthy people who would have had large savings anyway get a nice tax cut that
offers no meaningful incentive effect.

— For people in the middle, the quantity of subsidy you receive is linked to the marginal
tax rate you pay—in other words, it's inverse to need.

— A small minority of middle-class people manage to file the paperwork to save an
adequate amount and then select a prudent low-fee, broadly diversified fund as their
savings vehicle.

— Most middle-class savers end up either undersaving, overtrading, investing in
excessively high-fee vehicles or some combination of the three.

— A small number of highly compensated folks now have lucrative careers offering bad
investment products to a middle-class mass market based on their ability to swindle
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people.
Congratulations, America! Across a very wide range of products there's a strong case for a 2.Governme
large dose of consumer sovereignty. People should buy the shoes and sandwiches and shirts Scien_ce oﬂ
they want. They should watch the shows they want to watch. Get the furniture and appliances By Phil Plai
they like, and pick their own hairstylists and their own favorite grocery stores. Tastes differ,
so even though competition and choice will rarely lead to a perfect outcome it's going to lead 3. :::IZ! gle);F
to a much better outcome than trying to have a Shoe Commission tell everyone how many Shave—E\
shoes they need and what they should cost and look like. By Emily Yo
Middle class retirement savings isn't like that. We know roughly how much people need to put 4. E'f‘figl:gcg
away in order to retire with a standard of living they'll be comfortable with. And we definitely Funding fq
know what kind of investment vehicles are most appropriate for middle class savers. And we Research
have abundant evidence that, left to their own devices, a very large share of middle class By David W¢
savers will make the wrong choices. What's more, because of the nature of the right choices 5. Will the Di
it's obvious that the dominant business strategy for vendors of middle class investment Enlightenn
products is to dedicate your time and energy to developing and marketing inferior products, Triceratop
since the essence of superior products in this field is that they're less remunerative. By Brian Sw
In other words: A disaster. What's needed is a much more forceful, much more statist
approach to forced savings, whether that's quasi-savings in the form of higher taxes and ARTICLES FROM OUR
more Social Security benefits or something like a Singapore-style system where "private" —v
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savings are pooled into a state-run investment fund.

Now since we are in fact living in a 401(k) world, here's some advice. You've got to save a lot
of money for retirement. More than you think. More than you want to. And you need to put
that money in a broadly diversified, low-fee fund. And you have to keep it there. Don't panic
when the market plunged and sell. In fact, unless you're planning on retiring in the next
decade, don't even check how it's doing. Just buy and hold and shift into something less
volatile when you're near retirement. Vanguard has these good Target 20XX funds that
automatically shift you into less volatile products as you get closer to your target retirement
date, allowing you to do even more ignoring of the state of your investments. Which is good.
The only way for anyone to make any money managing your savings is to try and trick you
into making trades you shouldn't make, or buying products you shouldn't buy.
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£ comment The Dangers of 401(k) Loans

Tweet By EMILY BRANDON

July 12,2013 [ RSS Feed | Print

It's sometimes necessary for workers to borrow money from their 401(k)

plan to pay for an emergency expense. Retirement savers are generally
m Share permitted to borrow as much as 50 percent of their vested 401(k) balance

up to $50,000. However, it's best if you use a 401(k) loan only as a last

resort. Here’s why you should be cautious about taking a 401(k) loan:
Related Articles

. [Read: 10 Trendy 401 (k) Plan Perks.]
How to Tell if You Have a

Lousy 401(k) Plan You may not be able to borrow much. Most, but not all, 401(k) plans
How Rising Interest Rates permit loans. When they are allowed, you can borrow $50,000 from your
Affect Retirement 401(k) plan if you have a vested account balance of $100,000 or more. If

i . you have less than that, you can only borrow up to half of your account
How Retirees Spend Their

T balance. For example, if your account balance is $40,000, the maximum

amount you can borrow from the account is $20,000. The amount you are
eligible to borrow is further reduced if you had an outstanding loan from a
401(k) plan in the previous 12 months.

financially for retirement and to make your golden years
best they can be.

retire@usnews.com

ADVERTISEMENT

GE Capital Bank

~Wedo
Online Banking
better.

855PM
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Most people borrow a small amount from their 401(k) plan. Fidelity says Open Today

10.6 percent of their 12.3 million retirement plan participants took out a

File Edit View Favorites Tools Help
WG
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new loan in the past year, borrowing an average of $9,000, and 22
Order Now percent have outstanding loans. The 18 percent of Vanguard 401(k)

participants who had an outstanding loan in 2012 also owed an average o
of $9,000 o Competitive rates

o 24/7 online access
A brand you trust

Quick repayment is required. A 401(k) loan generally must be repaid
within 5 years, and payments must be made at least quarterly overly the
life of the loan. A loan used to buy the account owner’'s main home may
be paid back over a period of more than 5 years, and loan repayments
may be suspended for employees performing military service. A worker

can take a leave of absence from loan repayments for up to one year, but
must make up the missed payments by increasing the monthly

installments or paying a lump sum at the end so that the loan is repaid
RECENT POSTS ARCHIVES

Do You Tell People How Old You Are?

within the original 5-year term.

[Read: How to Tell if You Have a Lousy 401(k) Plan.]

The Oldest Baby Boomers Launch Their Retiremer|
A loan could become a distribution. Taxes are not due on 401(k) loans

unless you don’t repay them. However, if you fail to make all the 4 Things You Should Know About Social Security’s,,
Trust Funds
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“We weren't exactly Madison Avenue,” said Benna.

Read: Answers to your 401(k) guestions

The Johnson Cos. administered 50 401(K)s in 1982, mostly to its own employees.
Today Americans have some 50 million plans holding roughly $3 trillion in assets.
Benna's firm earned its money on the record keeping for the plans (with the help of
2 $65,000 Wang computer), but outsourced the actual investing component to the
Vanguard Group, back when the future mutual-fund giant was stillin its nascent
days.

“Ted was the moral standard within the company and thought it was a conflict for
us to also handle the investments,” Wright said. “He believed in doing the right
thing.”

Butlike many critics, in recent years he began to think 401(k)s might not be the right
thing. He'd created “a monster” that should be “blown up,” Benna lamented in 2011

Workers’ Current Level of Savings and Investments

In total, about how much money would you say you (and your spouse) currently have in savings and
investments, not including the value of your primary residence or defined benefit plan assets? (2016 v

SPONSORED FINANCIAL CONTENT

Adventureviews The inventor of the 4.
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payments, the entire outstanding balance of the loan will be considered a
401(k) withdrawal and income tax will become due on the distribution. If
you are under age 59 1/2, a 10 percent early withdrawal penalty may
additionally be applied to the withdrawal. Also, if you leave your job or are
laid off before paying off the loan, the balance of the loan often becomes
due. Fidelity found that 10 percent of 401(k) participants who initiate a
loan go on to take a hardship withdrawal, and incur the resulting taxes

and penalties.

Fees. Retirement savers who take out 401(k) loans often encounter a
variety of loan costs in addition to interest, including origination,
administration and maintenance fees. “Loans are expensive to administer
and loan origination and maintenance fees are increasing,” according to a
recent Vanguard analysis of 2,000 401(k) plans with 3 million participants.
“With loan fees, sponsors can allocate costs directly to those participants

incurring loan-related expenses.”

Missing out on market returns. The cash you borrow from your 401(k) is
generally paid back at a fixed interest rate. It does not earn the market
rate that would have been accumulated if the money had been left in the
account, which could be higher or lower depending on how the market

4 Reasons Gen X Will Struggle in Retirement

Social Security on Your Smartphone

BEST OF PLANNING TO RETIRE

A Retirement Timeline

Use these guidelines to take advantage of perks ar|
avoid penalties in your retirement years.

The 20 Fastest-Growing Jobs for Aging
Boomers

Find a new job in one of these up and coming care|
fields.

6 Ways to Make Your Retirement Accounts
Last Longer

Here is how to make sure that your nest egg lasts {
rest of your life.
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performs and the investments selected.
[Read: 10 Things You Should Know About Your 401(k) Plan.]

Less retirement preparedness. 401(k) loans are generally less
damaging to your retirement savings than a cash out or hardship
withdrawal, because in many cases 401(k) participants pay the money
back with interest. You may even be able to have the loan repayments
withheld from your paycheck to help insure that you won’t miss any. But
401(k) loans are still likely to ultimately hurt your retirement nest egg.
“When you take the loan you need to consider whether or not you are
going to be able to afford the loan repayment and continue to contribute,”
says Jeanne Thompson, Fidelity’s vice president of thought leadership.
Fidelity found that borrowers contribute an average of 2 percent less to
their 401(k) plans while paying off the loan and for two years beyond the
loan repayment date. “They are not saving as much as they were,”
Thompson says. “So when they get to retirement they have less.”

Tags: loans, retirement, 401(k)
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By CONSTANTINE VON HOFFMAN / MONEYWATCH / September 4, 2013, 7:00 AM » >O ~
- Beautiful
Study: 401(k) retirement Websites
plans failing most workers B
(MoneyWatch) According to a new study, the 401(k) savings account isn't adequately
providing for people's retirement and is adding to the nation's growing wealth
inequality.
@ex) Sites
The report from the Economic Policy Institute, a liberal-leaning public policy think-
tank, illustrates how the shift from pensions to individual savings accounts has
affected retirees. The authors find that it is the wealthiest workers who are benefiting ~Most Popular
the. most because they can actually contribute enough to make 401(k) plans work for O 1 Ariel Castro found hanging in
retirement. prison cell
% Student loan forgiveness plans underused 26198 views
% Keeping cash in the bank costs retirement dollars Watch: Monster gator caught
% Heavy debt wrecking health of young Americans 02 by Miss. hunters
"401(k)s were never designed to replace pensions for most workers. They serve 5116 views
pl‘lmal"lly as a tax sl.lelter for high e'zllrners, said econor.nlst Monique Mf)rrlssey, the O 3 CDC: 200,000 yearly heart,
report's co-author, in a statement. "The 401(k) revolution has been a disaster, yet stroke deaths could be
some policymakers are calling for cuts to Social Security, which will be the only prevented
significant source of retirement income for most Americans--if they are able to retire 4889 views v
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The report also found: Mlcro’_soft?
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= Households earning in the top fifth accounted for 72 percent of total savings in )
retirement accounts in 2010 and were the only income group that had more 05 Fort Hood shooter forcibly
than their annual income saved in these accounts. shaved in prison
4635 views
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declined over the past decade, from 52 percent in 2000 to 45 percent in 2010.

For single people, black and Hispanic households and those headed by
someone without a college degree, the median household has no savings in

retirement accoun

On average, white households have more than six times as much saved in

retirement accoun

fined-benefit pensions by workers from 25 to 61 years old
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Also, households with a college degree have six times the amount saved in f > \
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According to the report:

Retirement-income inequality has grown in part because most 401
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According to the report:

Retirement-income inequality has grown in part because most 401
(k) participants are required to contribute to these plans in order to
participate, whereas workers are automatically enrolled in defined-
benefit pensions and, in the private sector, are not required to
contribute to these plans. Thus, higher-income workers are much
more likely to participate in defined-contribution plans. In
addition, higher-income workers have more disposable income and
a higher investment-risk tolerance, receive larger tax breaks, and
are more likely to work for employers that provide generous
matches.

There is little sign of improvement any time soon. While younger workers, who have
seen their job choices down-scaled in the wake of the recession, should be saving
more to make up for the loss in pension and Social Security benefits, their retirement
savings have stayed flat or even declined in recent years.

@© 2013 CBS Interactive Inc.. All Rights Reserved.

Constantine von Hoffman

ON TWITTER »

View all articles by Constantine von Hoffman on CBS MoneyWatch »
Constantine von Hoffman is a freelance writer and writing coach. His
work has appeared in outlets such as Harvard Business Review,
NPR, Sierra magazine, Brandweek, CIO, The Boston Herald,
TheStreet.com, CSO, and Boston Magazine.
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Poll: Half of older workers delay retirement plans [online extras]

Older adults make up fastest-growing segment of workforce

Oct. 14,2013 7:44PM | 0 Comments ©Recommend  [Fd Sign Up to see what your friends recommend.

F3Recommend | 0 W Tweet 1 - AA

About us

Courier-Journal reporter Darla

a collection of news, features,
videos, data and blog posts
designed to help you thrive as
you age

Alongtime writer of the
Thursday Health & Fitness
section, Darla will find and post stories, blogs and
news items every day on health, fitness and nutrition
~allintended to help keep you and your family
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Graphic designer Tom Sadowski, 65, of Sterling, Va., delayed his retirement after his business failed. / AP

Witten by
Matt Sedensky
Associated Press

FILED UNDER

In The Prime
In The Prime: Money

CHICAGO — Stung by a recession that sapped investments and
home values, but expressing widespread job satisfaction, older
Americans appear to have accepted the reality of a retirement that
comes later in life and no longer represents a complete exit from
the workforce.

Some 82 percent of working Americans over 50 say it is at least
somewhat likely they will work for pay in retirement, according to a
poll released Monday by the Associated Press-NORC Center for
Public Affairs Research.

The survey found 47 percent of working survey respondents now
expect to retire later than they previously thought and, on average,

FINANCIAL MATTERS STRESS AMERICANS

Though a roughly equal share of survey participants
reported feeling secure about retirement savings as
feeling anxious, a significant minority gave signs of
financial stress: One in 6 reported having less than
$1,000 in retirement savings and 1 in 4 working
respondents aren’t saving for retirement outside of
Social Security

+ Some 12 percent of unretired people reported
borrowing from a 401(k) or other reirement plan in the
past year. Though 29 percent reported at least
$100,000 in savings, some find even that's not enough.

ABOUT THE POLL

=RRsA®) | € Business . |

plan to call it quits at about 66, or nearly
three years later than their estimate when
they were 40. Men, racial minorities, parents
of minor children, those earning less than
$50,000 a year and those without health
insurance were more likely to put off their
plans.

“Many people had experienced a big
downward movement in their 401(k) plans,
so they're trying to make up for that period of
time when they lost money,” said Olivia

Western Kentucky University.

CONTACT DARLA WITH STORY IDEAS OR
FEEDBACK

(D4 Tour the site with Darla Carter
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Mitchell, a retirement expert who teaches at W may have hitits ceiling in polls
The AP-NORC Center survey was conducted Aug. 8 o X A
through Sept. 10 by NORC at the University of Chicago,  the University of Pennsylvania. University of Kentucky's Willie Cauley-
with funding from the Alfred P. Sloan Foundation, which Stein stands out in all sorts of ways
makes grants to support original research and whose Money, health top concerns
Working Longer program seeks to expand . . University of Kentucky's Willie Cauley-
understanding of aging Americans’ work paterns About three-quarters of working respondents Stein stands out in all sorts of ways
« Itinvolved landline and cellphone interviews in English  said they have given their retirement years
and Spanish with 1,024 people aged 50 and older some or a great deal of thought. When . A_mencan Jews carve out faith
nationwide. Results from the full survey have a margin L different than parents’
of sampling error of plus or minus 4.1 percentage considering factors that are very or
points. extremely important in their retirement Morning Kickoff | Kevin Ware 'a big
. " - reason’ Chris Jones signed with
decisions, 78 percent cited financial needs, Louisville basketball team [Online Extra]
75 percent said health, 68 percent their
ability to do their job and 67 percent said their need for employer
benefits such as health insurance.
. . . . Most Viewed
Graphic designer Tom Sadowski, 65, of Sterling, Va., had expected
to retire this year, but the recession caused his business to fail and
his savings to take a hit. With four teenage daughters, he knew he
had to put off retirement.
“At this age, my dad had already been retired 10 years and moved
to Florida,” he said. “Times are different now for most people.”
Sadowski now plans to retire in about five years, but even then, he
expects to do some work for pay. He notes that some of his friends
without children have begun to retire, but he tries not to dwell on his
shifted plans.
v

Bretincdoer. | M
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of later-life work. Labor force participation of seniors fell for a half- ADMISSION L
century after the advent of Social Security, but began picking up in LouisvilleHomeDesignShow.com
the late 1990s. Older adults are now the fastest-growing segment
of the American workforce; people 55 and up are forecast to make
up one-fourth of the civilian labor force by 2020. About us
C -Ji | rter Darl.
That growth has paralleled a rising interest in retirements that are cZiZf;;L“;QZf.‘;“{; p::e
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showed far greater interest in continuing to work: Some 47 percent Thursday Health & Fitness
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likely to do some work for pay in retirement, and 35 percent said — all intended to help keep you and your family
they are somewhat Ilkely healthier. She is a Louisville native and graduate of
) Western Kentucky University.
“The definition of retirement has changed,” said Brad Glickman, a CONTACT DARLA WITH STORY IDEAS OR
certified financial planner with a large number of baby-boomer FEEDBACK
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One such retiree who returned to the workforce is Clara Marion, 69, v
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of Covington, La., a teacher who retired in 2000 and went back to
work a year later. She retired again in 2007 but soon returned to
part-time work because she needed the money.

When she first retired, she had about $100,000 in savings, but she
has used much of that. Her pension isn’'t enough to pay her bills,
and she isn't eligible for Social Security. So she’s back in a second-
grade classroom, four days a week.

“I'd love to be sleeping in,” she said, “but | will probably never
retire.”

Age expectations change

Though Marion’s finances are primarily what keep her working, she
says she enjoys her work, in line with other survey respondents
reporting exceptional job satisfaction. Nine of 10 workers in the
study said they are very or somewhat satisfied with their job.
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Workers’ Current Level of Savings and Investments

In total, about how much money would you say you (and your spouse) currently have in savings and
investments, not including the value of your primary residence or defined benefit plan assets? (2016
Workers n=1,000)

2016
Have
2004 2011 2012 2013 2014 2015 2016 | Plan*
Less than $1,000 29% 30% 28% 36% 28% 26% 9%
$1,000 - $9,999. 54% 17 18 18 16 17 16 15 16
$10,000 - $24,999 10 12 1 8 12 12 16 4
$25,000 - $49,999 14 11 10 9 9 9 10 13 4
$50,000 - $99,999 11 9 10 10 9 10 10 13 3
$100,000 - $249,999 13 14 11 12 1 10 12 17 1 SPONSORED FINANCIAL CONTENT
$250,000 or more 9 10 10 12 11 14 14 18 4 ml Why the Number of Shares You
e e g e i o AMERICAN | OWn Is Important
s Sl s, o 2 e R e FUNDS" | Amercn unds

The plans had grown so overcomplicated and so fraught with hidden fees and
opportunities for bad decisions that they were better at enriching the financial
industry than the actual savers — precisely the abuses that nearly drove him out of
the business and to the Christian college back in 1980, he said.

Read: 401(k) fees, already low, are heading lower

He never lost faith, however. President George W. Bush hailed 401(k)s as  pillar of
the "Ownership Society,” a way to give Americans “personal responsibility” for their
future. But while Benna enjoys his semiretirement on his Jersey Shore, Pa., farm,
thanks to his 401(k) and that of many others, he continues to argue that employers,
the financial industry, and the government also owed a responsibility to savers.

“For all ts issues, the 401(k)'s biggest value is that it turns spenders into savers,” he
said. “Not that | spend much time basking the glory of the 401(k). What matters
most to me now is spending time with my grandchildren and my horses.”

This story was first published on May 16, 2016.
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Poll: Half of older workers delay retirement plans [online extras]

Older adults make up fastest-growing segment of workforce
e Conrier-Aonn
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Matt Sedensky
Increased lifespans and a renewed idea of when old age begins are BOWLING GREEN| KY

Associated Press

FILED UNDER also fueling more work among older adults. Six in 10 people said EVERY SEASON STARTS AT
they feel younger than their age; only 6 percent said they feel older. nIcK ss
In The Prime Respondents said the average person is old at about 72. One in 5

In The Prime: Money SPORTING GOODS

said it depends on the person.

Even so, one-third of retired survey respondents said they did not CLICK FOR COUPON AND EVENT INFO %

stop working by choice. The figures were higher within certain
demographic groups: racial minorities, those with less formal

education or lower household incomes were more likely to feel they About us
had no option but to retire. Eight percent say they were forced from
a job because of their age. In interviews, survey respondents cited
health as well as layoffs followed by unsuccessful job searches.

Courier-Journal reporter Darla
Carter manages "In The Prime,"
a collection of news, features,
videos, data and blog posts
designed to help you thrive as

'It's going to be hard'

you age
A longtime writer of the
Dolores Gonzalez, 57, of Coalinga, Calif., expects no luxuries in Thursday Health & Fitness
retirement. She’ll be happy if she can simply afford her $2,200 section, Darla will find and post stories, blogs and
’ 5 news items every day on health, fitness and nutrition
monthly mortgage payment. She used to think she would retire _ allintended to help keep you and your family v

healthier. She is a Louisville native and graduate of

from teaching at 65: now she says she'll never stop workin
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stop working by choice. The figures were higher within certain
demographic groups: racial minorities, those with less formal
education or lower household incomes were more likely to feel they About us
had no option but to retire. Eight percent say they were forced from
a job because of their age. In interviews, survey respondents cited
health as well as layoffs followed by unsuccessful job searches.

Courier-Journal reporter Darla
Carter manages "In The Prime,"
a collection of news, features,
videos, data and blog posts
designed to help you thrive as

‘It's going to be hard’ you age
A longtime writer of the
Dolores Gonzalez, 57, of Coalinga, Calif., expects no luxuries in Thursday Health & Fitness
retirement. She’ll be happy if she can simply afford her $2,200 section, Darla will find and post stories, blogs and
’ 5 news items every day on health, fitness and nutrition
monthly mortgage payment. She used to think she would retire _ allintended to help keep you and your family

healthier. She is a Louisville native and graduate of

from teaching at 65; now she says she’ll never stop working.
Western Kentucky University.

She had been strained by helping to support her parents. Now she CONTACT DARLA WITH STORY IDEAS OR
has less than $200 in savings and she worries about sustaining FEEDBACK

herself in retirement when all she’ll have is a Social Security check. T4 Tour the site with Darla Carter

“A lot of people don’t save because the cost of living is so high,”
she said. “Retirement is not going to be comfortable. It's going to be
hard.”

Page  «Previous 1 2 3 v
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The Trouble With Target Date
Mutual Funds

Comment Now

11/11/2013 @ 6:30AM | 1,640 views
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When saving for college or building a retirement nest egg, many Americans
gravitate towards target date mutual funds. These investments
automatically rebalance the mix of equities and fixed income, shifting the
weight more heavily towards the latter as the date for withdrawing money
approaches. Sensible as this strategy sounds and popular as these funds
have become, “there are a few problems with this autopilot approach,”
writes Ed Dempsey, CFP, Chief Investment Officer of Pension Partners. In
the guest post below, he explains why and offers some alternatives. You can
also follow him on Twitter.

By Ed Dempsey

Financial advisors typically
recommend shifting the mix of

Ao

Video
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Deborah L. Jacobs
Forbes Staff
Follow (1.359)

I'm a Forbes Senior Editor with an entrepreneurial
spirit. Having worked as a lawyer, I gravitate
towards legal subjects, especially law as it
intersects: personal finance, the workplace and
small business. My latest book is Estate Planning
Smarts -- a guide for baby boomers and their

parents. This contributor’s page will cover the broad
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years leading up to and including
retirement. Here’s their thinking:
Witha hlgher perc?ntage of bonds, 10 Things To Do When You Win The Lottery
the volatility of an investor’s 932,221
portfolio should decline, increasing How To Make Money Without A Job 52,4
th.e probablhty that their nest €eg Getty Images ‘What To Say On LinkedIn When You've Been Laid
will be there when they are ready to 380,243 views

withdraw funds.

DEBORAH L. JACOBS’ POPULAR POSTS

Four Tips for Selling Your Diamond Jewelry

Target date mutual funds, which have been increasing in popularity in recent
years, conduct this shift to bonds automatically for investors based on their
targeted retirement year. For instance, the Vanguard Target Retirement 2015
Fund will have a mix of 50% stocks and 50% bonds in 2015, the first year of MORE FROM DEBORAH L. JACOBS
retirement. Over the subsequent seven years, the fund gradually moves the " 4 f N 2 M #
portfolio to a final allocation of 30% stocks and 70% bonds in 2022.

How To Work A Room Like You Own The Place

There are a few problems with this autopilot
approach. First, it assumes that all investors at age
65 are in a similar position, which of course isn’t the
case. Individuals who continue to work part-time in
retirement or who have bond or cash holdings
outside of their retirement account likely can
tolerate more risk and should hold a h

0% Inbox - mikethedru... | | B targetdook - Micros... | B8
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o) percentage of stocks. On

who have little savings and are likely to tap into
10 Questions To their retirement funds early may want a higher
Ask When concentration of bonds.
Choosing A

Financial Advisor The other major problem with target date funds is

T Laura Shin that they are based on past returns. They take no
Contributor account of the current market environment and the

expected future returns of stocks compared to

bonds. This would be acceptable if today’s

environment and expected returns were similar to

the averages in the past, but they aren’t.

With interest rates near all-time lows, the total
return on bond funds over the next 10 years will be
well below historical averages. The Vanguard Total
Bond Market index Fund is currently yielding
around 2%. Even if we assume that rates remain at

IRS Raises Limit -
historically low levels over the next 10 years and
On Tax-Free . . .
p e . that average yields are still 2% in October 2023,
Lifetime Gifts . .
your total return in bonds will be only 2% per year.
Deborah L. Jacobs . . . .
Forbes Staff This of course is a best-case scenario. If interest
rates rise at all, the returns on bond funds will be v
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even lower and unlikely to keep pace with inflation.
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Many advisors are responding to the reality of lower
bond returns by shifting to a higher percentage of
stocks, something a target date fund on autopilot
could not do. While this seems to make sense, there
are two problems with that approach. Holding a
higher percentage of stocks will increase the
volatility of a portfolio, thereby increasing the
probability that funds will not be there when
needed. More importantly, U.S. stocks are
significantly overvalued and like bonds will
probably produce a below-average return going
forward.

How to Save
Money When
You're Broke

Deborah L. Jacobs
Forbes Staff

Using a valuation metric called the Shiller

price/earnings ratio (devised by recent Nobel Prize

winner Robert Shiller), which has been highly

predictive of long-term returns in the past, we can

expect U.S. stocks to produce a nominal return of

around 2.5% per year over the next 10 years. While

Five IRA likely better than bonds, this also hardly keeps up

Deadlines Every with the rate of inflation and with significantly v
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(Or Advisor) year).
Should Know

Deborah L. Jacobs The combination of interest rates near all-time lows
Forbes Staff and elevated stock valuations makes the investment
environment for current retirees among the most
challenging in history. Target date funds don’t solve
the problem and may actually compound it by shifting to a higher percentage
of bonds at a time when future returns from bond funds are likely to be
significantly lower than in past.

)|l http://www forbes.com/sites/deborahljacobs/2013/11/11/the-trouble-with-target-date-mutual-funds/ - O | BllThe Trouble With Target Dat.. % | |

What is a retiree to do? While there are no easy answers, some combination of
the following is likely to help:

Take a more customized approach. A one-size-fits-all target date fund is
unlikely to be the best option for most investors, especially given the current
low return outlook facing stocks and bonds.

Delay retirement or work part time. There is no shortage of studies
indicating that baby boomers, in particular, are planning to retire later, if it
all. In a recent Associated Press poll, for example, 82% of workers 50 and
older said it was somewhat likely that they will work for pay in retirement and
47% said they expected to retire later than they previously thought.
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Spend less, and reduce standard of living. This is difficult to stomach but will
be a reality for many people, especially given increasing lifespans. The average
man reaching age 65 today can expect to live on average until age 84. Women

turning 65 today can expect to live on average until age 86.

Increase allocation to alternative investments. Adding investments with a
low correlation to stocks and bonds can help diversify the portfolio. There are
a growing number of mutual funds and ETFs that enable investors to more
easily access these products. (See too, “How To Invest Your IRA In Real
Estate, Gold And Alternative Assets.”)

Diversify away from U.S. stocks. While U.S. stocks are historically expensive
and trading at all-time highs, this is not the case everywhere. International
equities, particularly emerging markets, are significantly cheaper on a
valuation basis. Diversifying into these areas can improve returns going
forward.

Hold more cash. Sure, this seems counter intuitive given the current paltry
interest rates (1% is currently the highest savings account yield). But look at it
this way: when prospective returns for stocks and bonds improve, you will be
in a position to buy low.

Also On Forbes

§ | 0 Inbox - mikethedru...
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HARI SREENIVASAN: There’s been a lot of news recently about major corporations

File Edit View Favorites Tools Help

Unemployment overtakes political

scaling back on their matching contributions to their employees 401(k) plans. It’s a story gridlock as America’s biggest worry
that has major implications for American workers planning for their retirement. For more

about this, we’re joined by Lauren Young, she’s the Money Editor for Thomson Reuters. NBC post-race interview with skier Bode
So, this week we have this story about AOL CEO rolling back plans that the company had Miller raises questions of media best
made to try and give everyone their 401(k) money at one point in the year, instead of practices

with every paycheck. Explain that big difference. X . X .
Five years later, what did the stimulus bill

LAUREN YOUNG: Okay, so there’s two big differences here. There’s the retention side of accomplish?

it and there’s the investment side of it. The retention side is you can’t leave your job if

you’re waiting to get your 401(k) money, or you're gonna leave and you’re not gonna get
your money because they’re paying it at the end of the year. That’s number one. Number
two, there’s the investment part of it and it’s really, really technical, but there’s
something called dollar cost averaging that investment gurus like me pay attention too. @ PBS
And you put a little bit of money into the market with each paycheck, but if you’re not

MONDAY, FEBRUARY 17, 2014

only getting that money at the end of the year it means you’re not riding the up and
down movements of the market. You're really taking an investment risk by putting a
large sum of money in at once.

HARI SREENIVASAN: So what are other companies doing? What other tactics are they
doing to change their retirement or 401(k) plans with people?

LAUREN YOUNG: So there’s a lot of different things at play here, clearly the uproar
against AOL had a great outcome for workers. But IBM was actually the first company to
do this, or the first big company where they said that they’re going to pay once a year. LISTEN
That said, IBM has really good benefits and they rank really highly on a website called FULL BROADCASTS FULL AUDIO PODCASTS

# | 0Finbox - tdmoney@... | M C:\My Webs\rwpfs ] | w8 Work To Do.docx [C... | W3 401k plan_manage... || £ Google News - Inter... X3 v (. F@ .l 7:42AM
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Employees sue Morgan Stanley over
401(k) plans

Lawsuit filed on behalf of 60,000 workers

DOW to Drop 80% in 2016

By KATIELOBOSCO

80% Stock Market Crash to Strke in
Posted: 12:43 PM, August 19,2016 2016. Economist Warns. °
Updated: 1:41 PM, August 19,2016 thesovereigninvestor com
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NEW YORK (CNNMoney) - Another day, another 401(k) lawsuit. Why This Marathon Runner

Wasn't Prepared For The Games

Morgan Stanley was hit with a class action Friday, filed on behalf of 60,000 workers. The suit claims <P B TECHREPUBLIC

that the company mismanaged its own employees' retirement plans by offering poorly performing
funds and charging excessive fees. 02's Affordable Wrinkle Trica’

The suitalso alleges that the company used the 401 pore News Headlines
(K) plan as an opportunity to promote its own

business and maximize profits at the expense of its

employees. ‘

It offered its own funds, without thoroughly o
investigating whether funds from other companies

would be better for its employees, the lawsuit
states. For example, the Morgan Stanley
Institutional Small Cap Growth Fund IS Class
performed worse than 99% of small cap growth
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brightscope.com — and it’s a great website to go an check retirement benefits. So, for
those workers it doesn’t hurt as much, but there are a lot of different things happening
here. Tech companies, for example, a company like Facebook doesn’t offer a 401 (k)
match currently. Although they do plan to offer one later in the year.

HARI SREENIVASAN: And what about companies offering matches? Has that changed
over time?

LAUREN YOUNG: During the bust, when the market went belly up, a lot of companies
had to scale back their benefits just to keep their lights on. So there were a lot of
companies who stopped offering that match. It has ratcheted up as the market has
improved, but, for example, in the banking sector a lot of companies — we were talking
about not getting that match — they’re not getting it til the end of the year too, in that
industry. And it can be very industry specific.

HARI SREENIVASAN: And what about this shift towards saving more? | mean at one
point the investment industry said 401(k)’s will encourage more people to save more
money. Now we’ve had that running for 20 or 30 years, how does the data pan out?

LAUREN YOUNG: It’s not working very well, is it? The average worker has a pretty low
retirement balance. But people working at big companies that are serviced by Fidelity
Investments, for example, at the end of the quarter they had about $86,000 dollars, the
average worker, in their 401(k) plan. That’s not enough money to do very much. And it’s

certainly not gonna pay for a nursing home for a year.

HARI SREENIVASAN: And it has a disproportionate effect, I'm imagining, on sort of lower
end or medium end workers than it does the executives who don’t necessarily care much

about whether the company is matching their 401(k) or not.

ABOUT

Judy Woodruff

2N

SUPPORT FOR PBS NEWSHOUR PROVIDED BY

ABOUT

Gwen Ifill

BAE SYSTEMS

INSPIRED WORK

V=74 757 o

TATLWAY

charles

SCHWAB

MOSTREAD  MOST DISCUSSED

Companies scaling back matching 401(k)
contributions

What does it take to be a U.S. ambassador?

w3 Work To Do.docx [C... | WE 401k plan




image148.png
()
\>)

()| 88 http://www.pbs.org/newshour/bb/companies-scaling-back-matching-401k-contributions/

File Edit View Favorites Tools Help

- O |8 Companies scaling back mat.. % ||

—
0% Inbox - t4money@.

LAUREN YOUNG: Absolutely. A company like Walmart, for example, the average worker
there has a balance that’s less than $20,000 dollars.

HARI SREENIVASAN: And so how does that add up over... to be a big difference by the
time you retire?

LAUREN YOUNG: It’s a huge difference by the time you retire. And there are some
changes happening. A lot of companies are automatically investing you in a retirement
account right now to really nudge you to put money in. But the problem is that people
are just putting in enough money to get the match. They’re not putting in that maximum
amount, which is $17,500 dollars this year and it changes every year, and it’s more if

you’re nearing retirement — but it’s not enough money to live on frankly.

HARI SREENIVASAN: And so if you short change yourself $500 bucks , or save $200
dollars or whatever now — how does that compounding interest add up over time?

LAUREN YOUNG: So, some calculations, for example, done by Vanguard for the New
York Times, which was a great story. They found that the average worker is probably
gonna have about $50,000 dollars less at the end of everything if the company did what
AOL did and just gave you a once a year pay out.

HARI SREENIVASAN: All right, Lauren Young from Reuters. Thanks so much.

LAUREN YOUNG: Thank you.
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Fee Warning Label Posed For 401(k)s

APRIL 11,2014 » TED KNUTSON

. The liberal think tank Center for American Progress today

proposed a warning label for 401(k)s and IRAs to caution
workers about their savings being drained by high fees.

The label, which the center likened to the warning messages
printed on cigarette cartons, would also reveal how a particular
plan’s fees compare to the industry norm.

The center proposed its own version of the label:

“Higher fees can greatly reduce your retirement savings. Fees for
this retirement plan are (the sponsor fills in this blank) times
higher than similar low fee retirement options.”

“The message is simple. At less than 25 words, it offers investors
the relevant information that they need to compare funds by
showing fees as a multiple of a benchmark of known low-fee
funds,” the center said.

The center said the label should be displayed on all IRA and 401
(k) materials.
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Treasury Green Lights Longevity Annuities

In 401(k)s and IRAs
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More employees should be seeing longevity annuities in their 401(k)
line-up, thanks to final rules announced by the Treasury
Department’s J. Mark Iwry today. The rules are technical but the gist
is that employees will now be able to convert part of their 401(k) or
Individual Retirement Account balances into a longevity annuity
with guaranteed lifetime payouts.

With a 401(k), you can retire with a large account balance, but it’s up
to you to figure out how to spend it over your lifetime. Turning part
of that balance into a guaranteed income stream for life can help you
feel more secure in retirement. You don’t have to worry about
overspending or underspending.

& StateFarmBank:

Great rates. No hidden fees.
Trusted service. That's
banking with State Farm’ A 4

LEani wih Us> ] e

Under the new rules, a 401(k) or IRA can permit participants to use up to 25% of their
account balance or $125,000 (whichever is less), to buy a longevity annuity without
concerns about non-compliance with the age 70.5 minimum distribution requirements.
The dollar limit will be adjusted for inflation in $10,000 increments. $125,000 actually

goes a long way if you buy when you're 65 and start the annuity at 8o.
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Working through the RMD rules was impeding the uptake ot longevity annuities in
retirement accounts. Before the new rule, an employee would have to include the value
of the annuity contract as part of the account balance when calculating required
minimum distributions from their retirement accounts. Now under the new rule, the
annuity contract is excluded from the account balance.

Another employee-friendly change pushed by the insurance industry is to allow what’s
called a“return of premium” death benefit. A longevity annuity in a 401(k) or IRA can
provide that, if purchasing retirees die before (or after) the age when the annuity
begins, the premiums they paid but have not yet received as annuity payments, will be
returned to their accounts. This means the initial investment can go to heirs.

Lifetime income products are evolving, and the availability of in-plan The Real Story X

guarantees (products inside 401(ks)) is still in its infancy. The two Behind Annuities w
main types of in-plan guarantees are longevity annuities (also known If you have a $500,000 Next Post
. L o . portolio and own an annuity,
as deferred income annuities) and guaranteed lifetime withdrawal p you have a lot at stake. Make
o e . . Sure you understand the
benefit (GLWB) annuities. A lifetime withdrawal benefit gives you detail by downloading
S . . Annuity Insights: Nine
some flexibility to stay in the market with a base guarantee. A Questions Every Annuity
R . X R \. Investor Should Ask b
longevity annuity allows you to buy a certain amount of income at a i Forbes columnist Ken

Fisher's firm. Act now!

future date. Typically an employer offers one or the other.

The number of workers who have access to one of these two types of
in-plan guarantees as part of their retirement plans grew to nearly
2.3 million, an increase of 28 percent compared to 2012, according
to LIMRA, an insurance industry trade group. But only 49,900 workers elected an in-
plan guarantee in 2013, up 5 percent from 2012.
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Rollover 2.3 million, an increase of 28 percent compared to 2012, according
[ 2o Eeetne to LIMRA, an insurance industry trade group. But only 49,900 workers elected an in-
Forbes Staff .
plan guarantee in 2013, up 5 percent from 2012.

The new rules will help introduce more workers to longevity annuities, but the thinking
among employers is that they won’t really take off until the Department of Labor acts
on its proposal to require employers to provide lifetime income statements, says
Joseph Adams, an employee benefits lawyer with McDermott Will & Emery in Chicago.
The statements would show how much you’d get per month out of your 401(k) from say
age 65 to 85, translating your account balance into a projected income stream.
“Employees will say, ‘Holy cow! I'd better start saving more, and what happens when I
reach 85,”” says Adams. That will in turn create demand for longevity annuities from
employees.

v

Treasury and the DOL have been working on this together since 2010 when they issued Next Post

Share Do Women Need

Guaranteed Retirement a request for information on how 401(k)s could provide better lifetime income. The

Income Products? - - -
ncome Products Treasury proposed the longevity annuity rules back in February 2012 that are now

\| Ashiea Ebelin

s final. Last spring the DOL issued an advance notice of a proposed rulemaking on the
lifetime income illustrations—not even a proposal. Nevertheless, some employers are
providing these illustrations on their own.

If you're considering a longevity annuity, Forbes’ William Baldwin explains the math
here.

conrerences anp MoRe  See Also: v
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Investor Behavior?

Removing some decision-making from investors' hands can prevent J.P. MORGAN ETFs.

poorly timed moves, but other risks can arise.
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By John F. Wasik | 07-12-14 | 06:00 AM | Email Article

If you think like a behavioral economist, target-date funds are the partial solution to ipmorganetfs.com

a perennial problem: Making good choices when it comes to saving for retirement.
That's because bad choices Wells Fargo Advisors Rollover Guide
abound. For those of you
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Fear of Loss. Let's say you
bought the "next Google," but it turns out to be a dog with a share price that just
keeps going south. How hard is it to dump the stock at a loss? On an emotional level,
losses are felt twice as intensely as gains, so we hold on, hoping for a bounce back.

But the rational thing to do is to get rid of the stock and take a tax loss. This also y «A
ap.plles to getting in and out of the market, particularly during downturns when share ate Fund Right fo
prices are cheaper.

Overconfidence. We are absolutely sure our company's stock or latest hot tech
issue is far better than owning an unsexy, broad-based index mutual fund, so we dive
into the unknown. It's hard to say how many get burned by this gut feeling; I would
suspect millions. Just falling for the "narrative" of a company--it's a good story--
entraps far too many investors.

More Videos...

Framing & Anchoring. We pick arbitrary price or index levels to get into a security
or stock market. We feel that "now the time is right" or "that price is reasonable.” A

lot of this reasoning is irrational because it's based on emotion. It keeps us glued to a | |
stock that should have been sold or one that was bought at the top of the market. Wa nt to C ntro my

Enter target-date funds, vehicles that run on autopilot until a specific date-- | nve Stment futu re l 4

presumably when we retire. Every year, they ratchet down stock market risk and
ramp up exposure to bonds and cash. Their glide paths do everything gradually as we
get older. There's no darting in and out of the market and no timing decisions to be
made. A mutual fund company does all the work, usually within a retirement account,
such as a 401(k). There's a reason why this one product has created a $600 billion
subindustry.

Dan H. Premium Since 2000

© Read Dan's story and more from
other Premium members »
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Not having to make a decision can make a huge difference in your total return over A
time. Morningstar looked at investor returns--what people actually made when they A Nobel Laureate's Retirement Proposal
had control over their money--compared with the S&P 500 index for the decade How Do You Know if You're Ready to Retire?

ended Sept. 30, 2013. Those left to their own devices in the median U.S. large-stock

3 Tips on Optimizing Guaranteed Income Sources in Retirement
blend fund earned a 6.2% return during the decade. = & J

Bank on These Stocks When the Time Is Right
What happened if you just left your money alone during that period? You reaped a

7.5% return just leaving your money in an S&P index fund. A full percentage point is
a huge deal over time. Click here to view all

A Fund for Greed and Fear

Ideally, because target-date funds take most of the decision-making out of your
hands, they can work well in thwarting some of your worst instincts. If you're
decades away from retirement, you are mostly buying stocks--in bull and bear
markets. If you're near retirement, you are much less exposed to stocks, so you
don't have to guess when to pull out. Sounds like a savvy solution, no?

» Related News

» Also in Personal Finance

Chinks in the Target-Date Fund Armor Sponsored Links

Because you relinquish control in a target-date fund, you obtain a certain degree of

confidence over your retirement savings. After all, professional managers are figuring Get Credit Assistance

out the right stock/bond mix for your age and want to protect your nest egg. ! Daily file monitoring, access to your Equifax®
.= 3-bureau credit scores and more.

The loss of decision-making can backfire, however. What if the U.S. economy heads

into a hyper- or stagflationary period as it did in the 1970s and early 1980s? Then

most bonds (except for inflation-adjusted bonds) and many stocks become terrible

) Free Investment Planning Kit
M i EBE Find out how ells Fargo Advisors work with you to

help you reach your goals
What if stocks fell into a nosedive just before you retired? Most target-date
allocations are based on assumptions that stocks usually outperform bonds and that
fixed-income vehicles are lower-risk than equities. Yet you will still have inflation risk,
which most bonds are vulnerable to: They lose value when interest rates or inflation Switch to T-Mobile® for Business
We'll help cover early termination fees when you

rises. trade in your phone. See more.
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In that view, the conventional wisdom may be wrong and could lead to another bias A

because the glide path you've chosen may become an emotional anchor.

o
Consider this: Won't you need income when you're not working? If bond yields reszo R?;"Aoﬁf;g?‘ c:eﬁpg’avmgs Account From American

remain low or inflation perks up, you could be in trouble with a Treasury-heavy glide Express. Learn More.
path in your seventh decade and beyond. Even with additional risk, stocks typically
produce a higher total return than bonds over time. And if you live into your 10th
decade, bonds will not keep up with inflation, medical expenses, or other costs of
living.

Buy a Link Now

Buy a Link Now

When Rob Arnott, chairman of Research Associates, ran the numbers, he found out
that a better performance could be obtained by an inverse glide path that starts out
with a relatively low percentage in stocks and ramps up to around 80% in stocks by Sponsor Center
age 65. He discovered that this allocation results in a 10-year increase in real income
of 236%, compared with a 154% gain for the conventional glide path that starts with

80% stocks and ratchets down to 20% by age 65.
E¥TRADE
What happened to that stomach-turning aversion to risk as we get older? In Arnott's T.RowePrice* OPEN AN ACCOUNT

model, you offset one of the worst risks--loss of purchasing power--by adding
vehicles that usually run in lockstep with inflation: Commodities, bank loans,
Treasury Inflation-Protected Securities, high-yield bonds, and convertibles. (Does
your current target-date fund contain these vehicles?)

See the behavioral disconnect that may be lurking in your target-date fund? There
may be an underestimation of the biggest risk you face--outliving your money. You
also may suffer from a lack of flexibility.

W Leaked:
What if you change your mind and decide to retire much later than your "target ' ::;’Ie
date?" What if you want more growth (read: stocks) in your portfolio to offset E¥TRADE Gizmo
longevity risk, or the prospect you may live 40 years past your retirement year?
What if you retire and want to go back to work? Most target-date funds are locked v

11:39 PM




image13.png
N
(>3)®) @ hitpi/fwwawlocal10.com/news/employees-sue-morgan-stanley-over-401k-plans 00

File Edit View Favorites Tools Help

ZKAVIRUS  SPORTS  ENTERTAINMENT  LIFESTYLE  TRAFFIC NS T V.U §
News

NEWS Watchlive Local 10NewsTeam LocalNews US/World Vote2016 Cuba Health
Institutional Small Cap Growth Fund IS Class [

performed worse than 99% of small cap growth
funds in 2014 and worse than 95% of themin 2015.

That same fund carried a fee of .98%, which the suit
compared to a similar fund from Vanguard that
charges 07%.

N . ‘Tide has begun to turn’ on middle class jobs
Morgan Stanley declined to comment on Friday.

Robert De Niro plans to open a luxury hotel in London DOW to Drop 80%
With more than $8 billion in assets, its plan is one .
of the largest 401(k) plans in the country and What Clinton and Trump would do about Obamacare in 2016
therefore should have "tremendous leverage” in A
being able to provide "superior” investment
products and services, the lawsuits states. London's 24-hour Tube = $101 million economic boost
Itis seeking class action status on behalfof all plan e > 100 Mitionsettiement between Uerand 80% Stock Market Crash to
participants from March 2010 through February Strike in 2016. Economist
Ryan Lochte endorsements could be in trouble
2016. Warns.
America's immigrant economy: more work less pay
Under the federal Employee Retirement Income
Security Act, companies that sponsor 401(k) plans  New stock exchange promises t's not rigged
have a “fiduciary responsibility” to actinthe best  gyuio Bauer stores hit with credit card breach °
interest of their employees.
"The case is of vital importance because today 401(k) retirement plans have become the primary tool thesovereigninvestor com
for retirement planning and savings for millions of working Americans,” the lawsuit states.
In the past week, a number of similar lawsuits have been filed against some top U.S. colleges and
universities over alleged excessive fees charged to employees in their 401(k) and 403(b) retirement
plans. At least eight were filed, including suits against Massachusetts Institute of Technology, New
York University, Yale University, Duke University, Emory University, Johns Hopkins University, the
University of Pennsylvania and Vanderbilt University.
Promoted Stories v
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also may suffer from a lack of flexibility.

What if you change your mind and decide to retire much later than your "target
date?" What if you want more growth (read: stocks) in your portfolio to offset
longevity risk, or the prospect you may live 40 years past your retirement year?
What if you retire and want to go back to work? Most target-date funds are locked
into their glide paths and allow for almost no customization. If you want flexibility,
they may not be the right vehicles for you.

But if you opt out of a target-date fund, don't you face the same old demon of
behavioral issues? Won't you go back to mistiming the market? Not if you prepare
and execute an investment policy statement that spells out how much risk you want
to take (that is, how much you can afford to lose) and how you want to invest. Adjust
and rebalance this plan once a year.

It's OK if you don't want to go it alone. You may avoid behavioral errors if you work
with an advisor who keeps you on track. Just make sure you customize the plan to
your lifestyle, career, family goals, and ability to handle risk. The best kind of
behavior in this realm is thought out carefully and slowly over time.

Arnott data from presentation delivered to the Metropolitan Club in Chicago, June 19,
2014.

John F. Wasik is a freelance columnist for Morningstar.com. The views expressed in this article do not necessarily reflect the views of

Morningstar.com.
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Retirement Planning: 2 Big -

401(k) Mistakes That Cost
You Thousands

By Brian Stoffel | More Articles
August 2, 2014 | Comments (0)

Sometimes the most important retirement planning decisions pass us by without our realizing it.

At many workplaces, employees meet once a year with the company's designated financial planner.
During the meeting, you review the performance of your 401(k), make decisions about allocation, and
exit feeling relieved that you won't have to go back for another year.

But a recent study (link opens PDF) by Quinn Curtis of the University of Virginia and lan Ayres of Yale
University shows how two simple mistakes we make during these meetings can sabotage the entire
retirement planning process.

Spread it out

The researchers refer to the first mistake as "return optimization loss," which is a fancy way of saying:

You spread your bets too thin and therefore assume too much risk.
From: The Motley Fool

Subject: Dear China, it's over...

Read This Message
Read This Message v

©

-
Think of it this way: You fill out 10 different March Madness brackets, but all 10 have Duke winnir
championship. Though each bracket is fundamentally different in the early rounds, none of it mat|
Duke doesn't win it all. The additional nine brackets didn't reduce your risk very much.
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How does this happen with retirement planning and 401(k)s? As the researchers put it: "Investors tend A

to spread their investments evenly across the menu [of investment choices in their 401(k) plan]." In
other words, a whole host of options are presented to you, and you -- intuitively -- think it best to

spread your bets between all the options.

The problem actually has just as much to do with how information is presented to you as it does with
your actual decisions. That's because the menu itself doesn't represent perfect diversity.

For example, if there are 10 investment options, there may be six holding domestic stocks, three in
bonds, and only one offering international equities. You think you're spreading your risk out with the
first six picks, but they all overlap so much that if one sector of the U.S. economy tanks, your portfolio

will suffer inordinately.

Don't pay too much

The second major retirement planning goof is termed "fee optimization losses." In plain English, this
means that you're paying Wall Street folks way too much to manage your money. These fees often

come in two forms: the expense ratio and loads.

=) From: The Motley Fool
Subject: Dear China, it's over...

Read This Message
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Think of it like this: A mutual fund has a fee that you have to pay in order to invest with it; this is the A
expense ratio. Usually, this number hovers around 1%, which means that every year, the fund takes

1% of your holdings as its fee. That might sound small, but added up over years, it can make a huge

difference.

Loads, on the other hand, are one-time fees that investors pay, either when they begin investing with a
fund (a "front-end load") or when they pull their money out (a "back-end load"). Fees for these loads
can be as high as 6% of your overall investment -- an enormous amount.

Of course, the people managing your money need to earn a living. So what makes these fees so
onerous, then? For one, there are options out there -- particularly through the Vanguard family of
funds -- that have expense ratios as low as 0.05% and no loads whatsoever. What's more, the
Vanguard funds routinely outperform those with higher fees.

Simple steps to great retirement planning

Before walking into your financial planner's office, do your homework. Find out what kind of options
your 401(k) offers, see what sectors of the global economy these options are exposed to, and ask your
planner to help design a portfolio that truly diversifies without too much overlap between your choices.

When you walk into your financial planner's office, finding out the expense fees and potential loads of
any of your investments should be your No. 1 priority. No expenses are more damaging or

unnecessary than these fees, and they should be avoided at all costs.

©

u| From: The Motley Fool
More from The Motley Fool: Warren Buffett Tells You How to Turn $40 into $10 Million. J Subject: Dear China, it's over...

Read This Message
Try any of our Foolish newsletter services free for 30 days. We Fools may not all hold the same v
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Retirement planning takes discipline and hard work. Even the best-laid plans can fall by the wayside, and
even the most dedicated retirement savers make a few mistakes.

The good news is we can minimize mistakes and correct slip-ups, starting with a few common retirement
planning scenarios. Let's take a look:

10 Books Investors Should Read

1. You allow averages to dictate your thinking and become too important to your savings
strategy. You make it a point to keep up with retirement planning and investing news. You read an
article about average 401(k) account balances and delight in your realization that your own 401(k)
balance is well above average for investors your age. Consequently, you assume you're in great shape
and decide to leave your account alone. You don't bother to regularly increase your contribution level or

Latest Video

revisit your investment lineup to see if changes are in order. After all, you're ahead of the game and
there’s nothing else you need to do. Right?

Wrong. Whether it's a default contribution amount or ignoring your investments after you select them,
adopting a set-it-and-forget-it mindset for your retirement plan at work can cost you dearly. For example,
Frank and Tina each earn an annual salary of $50,000 and start contributing 5 percent to their 401(k) on
the same day. However, Tina increases her contributions by 1 percent each year until she reaches the
recommended rate of 15 percent. Frank continues saving 5 percent annually and never boosts his
contribution rate.

Assuming a 5 percent annual rate of return and an investment period of 40 years, Tina’s balance will be

$745,608.70 when she retires at age 65, while Frank’s balance at the same age is $301,999.44. Tina's

nest egg is worth $443,609.26 more than Frank’s because she made small changes each year to the

amount she saved. She didn't assume that because she was ahead of the curve, she didn’t have to do Connect with U.S. News Money

anything else to achieve her retirement goals.
.
f ¥» & in N

The takeaway: Set annual reminders to increase your contribution rate by at least 1 percent, keeping in
mind the annual contribution limits for work retirement plans. It's likely you won't feel the difference in

your paycheck, as the impact on your nest egg will be noticeable once you reach retirement. TISEMENT v
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2. You assume a 1 percent annual increase in your contribution level puts you on a great
trajectory for retirement wealth. | know what you're thinking. | just said that 1 percent annual increases
are a great way to get you closer to your retirement goals. Here's the thing, though: Although regular
boosts to your contribution rate can make a huge difference, it might not be enough for you. Individual
investors have different income needs in retirement, and as a result savings goals can vary widely.

Using the above example, it might seem Tina is well on her way to a successful retirement, but maybe
she expects to live 30 plus years after leaving the workforce, and perhaps she has a long bucket list of
what she wants to accomplish in her golden years. If what she really needs to save for retirement is
closer to $1.5 million, increasing her contribution rate by 1 percent annually — no matter how noteworthy
—won't add up to a nest egg big enough for her to live the retirement lifestyle she envisions.

Tina shouldn’t rest on her laurels of saving an additional 1 percent each year. By making some changes
to her budget — dining out a little less, buying fewer clothes and cutting her cable package — she could
make larger periodic increases to her retirement account. For example, a 2012 survey found that two-
thirds of American workers buy lunch during the workday, spending an average of $1,924 annually on
their daily Chipotle or McDonald’s run.

By cutting the cost of her lunch habit in half, Tina could contribute an additional $962 to her retirement
account. That one-time investment could potentially add more than $6,772 to her portfolio in 40 years’
time (assuming a 5-percent annual rate of return). That may not seem like much, but if she keeps up the
habit (by annually investing the $962 in lunch savings), she could watch it add more than $122,020 to her
retirement fund over the same time frame. That's no small potatoes.

The takeaway: Small changes to your lifestyle can free up the funds to add to your nest egg. Although
these amounts may seem insignificant at first, over time they have the potential to really add up, thanks
to the power of compounding interest. Make it standard practice and watch your nest egg grow without
too much effort on your part.

3. You consider yourself a more-than-competent saver and disregard many of the other resources
available to you. Tina’s probably feeling pretty good about herself at this point. Problem is, she still
hasn't figured out how to accumulate the $1.5 million she needs to fully fund her retirement. She's so
confident in her own ability to save money, in fact, that she doesn’t pay too much attention to her

15-Minute Retirement Plan A
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investment lineup — after all, saving money will get her closer to her goals than investing ever could. Find an Advisor in Texas
Right? Find an Advisor in Florida

Find an Advisor in New York
‘Wrong again. Saving money is a crucial part of the equation, yes, but investing remains an equally
important way to achieve your dream of a comfortable retirement. Someone like Tina — a great saver, but
a little unsure of her abilities to pick the right funds — could likely benefit from a little help. Find an Advisor in New Jersey

Find an Advisor in Michigan

An Aon Hewitt and Financial Engines study published in May that looked at the impact of online advice,
managed accounts and target-date funds in defined contribution plans from 2006 to 2012, showed that
investors receiving this "help" achieve median annual returns more than 3 percent higher than investors
who did not.

Since Tina’s investing with her employer-sponsored 401(k), she should take advantage of any in-plan
advice offered, whether provided through her company as an employee benefit or through the plan
administrator. If in-plan advice is unavailable, she could also look into out-of-plan options such as online
advice.

The takeaway: Advisory services can help you pick the most appropriate funds (and the percentage to
invest in each) to best support your risk tolerance, timeline and personal goals. And in Tina’s case,
increasing her annual rate of return from 5 percent to 8 percent as a result of getting help would increase
her total nest egg to $1,496,224.47. In other words, she’s pretty close to reaching her savings goal of
$1.5 million.

A majority of 401(k) plan participants say their 401(k) plan is their sole or largest source of retirement
savings. But as you can see, it's not enough just to invest your money in these plans. To better take
advantage of the opportunities they offer, do your best to avoid these common retirement planning
mistakes. Not only will you avoid sabotaging your primary retirement savings vehicle, but with a little
forethought and planning, you could get even closer to the retirement of your dreams.

TAGS: investing, money, retirement, IRAs, 401(k)s, mutual funds, financial advisors
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Treasury, IRS OK annuities in 401(k) target date funds

Treasury Department rule change allows retirement plan participants to mix annuities with other savings options.

Oct 24,2014 @ 1026 am 223 °°o°
By Mark Schoeff Jr. ¥ B Shares

@ Explors Business Models

Thinking of going independent?

Explore your eamings potential
with customized financial scenarios.
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Two big developments in
retirement planning grab
advisers' attention

Allianz joins Wells Fargo's
new indexed annuity B
platform Al

How will annuity clients

react to Pimco news? s i

Treasury Department and IRS approval on Friday of the use of annuities in
target date funds in 401(k) plans, including as a default investment, will
make lifetime-income features more popular and help ensure that droves of
baby boomers don't outlive their nest egg, industry officials and experts
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‘The Department of Treasury released guidance for plan sponsors on
how they can expand the use of deferred-income annuities, providing a
special rule that allows defined-contribution plans to offer target date funds
that include annuities among their assets.

“All kinds of guarantees will get more attention from plan sponsors as
solutions to provide retirement income from TDFs,” said Jamie
Kalamarides, senior vice president of institutional investment solutions for
Prudential Retirement. “Continuing to make these small steps is critical for
the retirement security of the U.S.”

Treasury will permit deferred annuities to be offered
Stand free. at prices that vary with a participant's age. That
And be exactly the kind means discrimination rules would no longer apply if
ofindependent advisor the plan includes both people who are younger than
you want to be. the age limit for the annuity and those who qualify
for the annuity.

The department also will allow retirement plan
participants to mix annuities with other savings
vehicles.

“Instead of having to devote all of their account balance to annuities,

aranteed income for
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Allianz Can't Duck ERISA Challenge to
Mutual Fund Fees

From Pension & Benefits Daily FREE TRIAL

Pension & Benefits Daily™ covers all major legislative, regulatory, legal, and industry
developments in the area of employee benefits every business day, focusing on
actions by Congress,...

By Jacklyn Wille

Aug. 8 — Allianz Asset Management of America couldn't convince a federal
judge to dismiss class action claims challenging the allegedly high-fee, in-
house mutual funds in its 401(k) plan ( Urakhchin v. Allianz Asset Mgmt. of
Am., L.P., C.D. Cal., No. 8:15-cv-01614-JLS-JCG, 8/5/16 ).

In largely denying Allianz's motion to dismiss the case, the judge dealt a
blow to the financial companies being hit by an ongoing flurry of lawsuits
challenging the in-house mutual funds in the 401(k) plans for their
employees. So far, these lawsuits have been gaining traction, with judges
declining to dismiss the claims against Putnam Investments LLC, BB&T
Corp. and now Allianz.

The companies currently defending similar lawsuits include:

Also available on Bloomberg Law e RN MORE
Bloomberg Law®, an integrated legal research and business intelligence solution,
combines trusted news and analysis with cutting-edge technology to provide legal
professionals tools to be proactive advisors.

Bloomberg Law

Bloomberg Law®, an integrated
legal research and business
intelligence solution, combines
trusted news and analysis with
cutting-edge technology to provide
legal professionals tools to be...

RELATED PRODUCTS

ERISA Litigation Tracker

Bloomberg BNA's ERISA Litigation
TrackerTM is a one-of-a-kind
resource designed specifically to
help attorneys stay on top of key
ERISA cases as they are filed and
litigated in federal courts. Organized
and summarized for quick
accessibility, ERISA Litigation
Tracker delivers full text of
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life while retaining other savings in other investments,” Treasury said in a
statement.

brokers exposed

In addition, the Department of Labor OK'd the use of target date funds with

annuities among their fixed income investments as default investment N
* New Linkedin tool could
alternatives. help advisers with

marketing, compliance

‘The agencies' moves will make plan sponsors more comfortable adding
retirement-income guarantees, said Jason Roberts, chief executive of the
Pension Resource Institute.

“This is the tip of the spear, really,” Mr. Roberts said. “We need more
guidance and interpretation, but it's paving the way.”

‘The Treasury rule will make target date funds “more robust” investment
products by allowing them to include annuities along with equities and
bonds, said Lauren Prince, owner of Prince Financial Advisory.

“It's making it like target date on steroids,” she said. “The idea of
guaranteed income for life is very powerful. Something needed to be done
to enable 401(K)s to do their jobs. I've seen a lot of mediocre retirement

Mary Beth Franklin: Adjusting Social
Security strategies after a poor health
plans out there.” prognosis

Featured Video

, but said
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that while the new TDF rules “sound good on paper,” it remans to be seen
whether they will be effective.

“There are a lot of unanswered questions,” she said. “It depends on how [a

plan] is constructed, how well it's explained to participants and the fees.”

Interest Rates and Income Investing
Despite lingering questions, Bruce Ashton, a partner at Drinker Biddle & Sponseed by P st .

Reath, is expecting serious growth in the use of deferred-income annuities

in retirement plans. FirstClearing

“Whoever requested this guidance is going to start a marketing campaign
around it,” he said.

An organization that promotes annuities agrees that demand for the
products will increase.

“We think that theyll become very popular,” said Lee Covington, senior
vice president and general counsel at the Insured Retirement Institute.
“The market reacts very quickly.”

Treasury finalized over the summer a rule that facilitates the use of
deferred-income annuities in retirement plans.

“Treasury is working to expand the availability of retirement income
options for working families,” J. Mark w

reasury deputy assistant
secretary for retirement and health policy, said in a statement. “By

encouraging the use of income annuities, today's guidance can help retirees
protect themselves from outliving their savings.”
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Higher-return investments are needed to keep abandoned 401(k) gﬁ"g‘i""‘ by Dr. Jack Benefiticoess Rider

s from being eaten up by fees before their participants or their
heirs remember them, General Accountability Office, the
investigative arm of Congress, said in a report Monday
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What happens when there’s a mistake in your
401(k)
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Employers and retirement-plan sponsors aren't perfect. And sometimes workers pay the price.
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AL VAL K JOURIVAL

your 401(k)

Are you keeping a close eye on your 401(k) and other retirement plans? You should, MORTGAGE RATES
By because employers and plan managers make mistakes—and that can lead to big
Cg'(\l)[:\l?ges headaches and out-of-pocket costs for you. 30 year fixed ~  $200,000
COLUMNIST Just ask Benjamin Levy, a retired information-technology professional whose former Q Sacramento, CA
09 employer erroneously deposited in his 401(k) a portion of a bonus that he received 5
AimLoan.com Payment: $843

after he retired. The company overlooked its own plan’s rules prohibiting retirees $2,191
from making contributions. Meanwhile, Levy already had rolled that contribution E;‘f‘s ?§’°“°/“

into an IRA, along with most of his 401(k) balance.

AimLoan.com nt$8%  3.231% aArr

52469
3125%

Bl |

eRates Mortgage nt$856 3.276% ArPR
W broad  mistak ving both defined-contribution and e S
“We've seen a broad range of mistakes involving bof efined-contribution an %

¢ 5 a1

defined-benefit plans,” says Emily Spreiser, legal program director at the Pension
Rights Center, a nonprofit advocacy group in Washington, D.C. Such mistakes
include: failing to put contributions into 401(k) accounts in a timely manner;

Now Levy may be on the hook for taxes and penalties for the portion of his IRA
rollover that should have been paid as income to him.

Mistakes by retirement-plan sponsors are a frustration for many retirees.

30 year fixed mig, All points, 20% down, FICO: 740+

See more rates > Disclaimer | Bankrate.com
contributing too much or too little; failing to abide by the participant investment -
elections; failing to enroll new workers when they become eligible; failing to e borkcie
automatically increase workers' contribution rates when the plan rules call for it. OTHER NEWS

FROM OUR PARTNERS

The list goes on.

A Jaw-Dropping 6% Cash Back

SmartAsset.com

Threatening letters

Among the most difficult cases are those where the employer overpaid benefits for
many years and then attempts to recoup the money. Such recoupment efforts A Jaw-Dropping 6% Cash Back
occur mostly with traditional pension plans, in part because there’s a monthly check T e v

NYSEARCASPXL: x3 | w3401k pl: ) il 1250 PM
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A Jaw-Dropping 6% Cash Bacl

mostly with traditional pension plans, in part because there's a monthly check SRR )

the company can reduce. Also, employers are responsible for making sure the
entire group of current and future beneficiaries isn't harmed by any lost benefits. A Jaw-Dropping 6% Cash Back

SmartAsset.com
In one case, a retired janitor was collecting about $15,000 a year in benefits until the

pension-plan sponsor realized it had his date of birth wrong, says Bill Bortz, a How to 5x Your Travel Rewards Points
retired lawyer who worked on pension plans at the U.S. Treasury Department and SmartAsset.com

now works with the Pension Rights Center on a pro-bono basis.
1% Savings Account - 12x National Average

Due to a clerical error, the company thought the pensioner was 10 years older than EERET T

he was, Bortz says. The company told the retiree that his benefit would be reduced

and past overpayments would be recouped. The result? His pension checks TODAY'S DATA PROVIDED BY
dropped to zero, Bortz says, until lawyers from the Pension Rights Center stepped in INTEREST RATES Bankrate

and negotiated with the employer to reduce the recoupment.
Mortgage Equity Savings Auto Credit Cards

In contrast, when an overpayment occurs with a 401(k) plan, the plan sponsor “is

not in a position to reduce future benefits,” Spreiser says. “Their only method for L G phrED AETED
reclaiming that money is writing to the participant saying, 'You owe us this money. 30yr fixed 3:49%
Please pay it back,’ " she says. 15 yr fixed 2.69%

10 yr fixed 2.68%
“In some of these letters, we have seen threats to sue or language insinuating there 30yr fixed refi -
is a potential for future litigation if the participant fails to comply,” she says. “But a 15yr fixed refi 2 70%
lot of times plans don't end up suing.”

5/1 ARM 2.99%

5/1 ARM refi 3.1%

Employer fixes

In many instances, the quicker a retirement-plan mistake is caught, the less pain
there is for the plan participant. Say an employer realizes it has failed to implement
a worker's election to increase her contribution rate. In general, to resolve the
situation the company must make an additional payment in salary to the worker
equal to 25% of what should have been withheld from the worker's pay, adjusted v

NYSEARCASPXL: x3 | w3401k pl: ) il 1250 PM
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<er's election to increase her contribution rate. In general, to resolve the
—rwwwn0N the company must make an additional payment in salary to the worker
equal to 25% of what should have been withheld from the worker's pay, adjusted
for earnings. The employee gets the benefit of that extra contribution, though her
retirement account still has less in it than she had intended. But she can increase
her contributions going forward.

The specifics of each situation determine what the appropriate remedy is under IRS
and Labor Department rules. For example, in the situation described above, if the
employer finds and fixes the mistake in less than three months, it doesn't owe the
worker that extra payment.

Two common errors are calculating 401(k) contributions based on incorrect
compensation—such as a bonus if the plan’s rules exclude bonuses—and failing to
get contributions into the plan in a timely manner, says Jason M. Lumpkin, a senior
manager in the pension and benefits group of Schneider Downs & Co., in
Pittsburgh.

Another common problem “is issues with auto-enroliment and auto-escalation,”
says Marcia Wagner, founder of Wagner Law Group, based in Boston, which works
with employers to fix plan mistakes. “The plan says you're auto-enrolled at, say, 3%
and after one year it goes up to 5%. Employers are supposed to do that and they
don't for whatever reason. It's an administrative snafu. It happens a lot,” Wagner
says.

Things to look for
Here's what individuals can do to monitor their retirement plans themselves, and to
make sure that if a mistake is made, it gets corrected quickly:

Check your paystubs: Make sure your account balance matches up with your

) il 1250 PM
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sure that if a mistake is made, it gets corrected quickly:

Check your paystubs: Make sure your account balance matches up with your
contributions. Mr. Lumpkin says: “Review your paystubs as much as possible and
review your quarterly account statements. Take the time because mistakes do
happen and the sooner you catch it the sooner you can get it corrected.”

Confirm changes: If you've made any changes to your plan, such as changed your
contribution rate, taken out a loan or changed your investment elections, “follow up
to make sure it's what you wanted to occur,” says Sherri Painter, a senior vice
president and director at PNC, a financial-services firm that offers retirement-plan
services to employers.

Save your plan documents: If you receive a letter from your plan sponsor
reporting a mistake, “read everything as carefully as possible,” says Spreiser of the
Pension Rights Center. “Dig out any documents” you have, she says, including any
records on payments received.

Follow the plan protocol: If you think there has been a mistake, try to confirm it in
the rules in your summary plan description. Then contact your company’s human-
resources department. “Make a claim under whatever the protocol is according to
the plan,” Wagner says.

Get free expert help: For free help in contesting pension mistakes, go to
PensionHelp.org, a service of the Pension Rights Center, or callits hotline at 888-
420-6550. If you're curious how your pension benefits were calculated, free help is
available from the American Academy of Actuaries’ Pension Assistance List. The U.S.
Labor Department has details about the rights of retirement-plan participants. The
Labor Department pamphlet “What You Should Know About Your Retirement Plan”
also is excellent.

Levy, the retired IT worker whose employer mishandled his 401(k), says he plans to
ask the company to reimburse his out-of-pocket costs for dealing with his issue,
including the cost of revising his 2014 tax return. It's unclear at this point how the
employer will respond.

“I'm going to have less money in my IRA and more money in my after-tax assets
than | otherwise would have,” Levy says. Still, he adds, “This is a frustration, not a
life-changing event.” v
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You might be able to beat a 401(k) by investing on your
own

Russ Wiles, The Arizona Republic

I'm a big fan of workplace 401(k) retirement plans.
My 401(k) is the largest investment | own. And I'm
convinced that part of the reason for the wealth gap
in this country is the availability of 401(k)-style
retirement plans for the "have" segment and the lack
of such programs for the "have-nots."

(Photo: iStockphoto) So when yet another survey touting the benefits of

401(k)s came out this month, | initially gave it little
thought. This one, from Wells Fargo Advisors, like many before it, underscored the
positive impact that 401(k) plans can have. Among the 1,200-plus adults interviewed,
those with a 401(k)-type plan reported $87,000 in median savings, compared with
$10,000 for those lacking access.

"“The most glaring difference to me lies in how much people with access have saved for
retirement, comparatively," said Joe Ready, head of Wells Fargo Institutional
Retirement & Trust, in a statement.
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All of which leads to the natural conclusion that having access to a workplace
retirement plan is the key to financial success. But that's not necessarily the case.

Anyone with a regular paycheck actually could fare at least as well, and possibly
better, investing outside a 401(k) plan ... assuming they mimic the ongoing saving
habits of 401(k) investors. Don't think so? Consider how these common benefits of 401
(k)s really shake out:

Tax deduction/deferral

When most people invest in a 401(k), the money goes in on a pretax basis and grows
tax-sheltered until withdrawn. This is a nice tax break. Nevertheless, when the money
comes out, it will be taxed as ordinary income. If you instead invest outside of a 401(k)
plan in a low-cost, tax-efficient index mutual fund or exchange-traded fund, your
earnings would be mostly or entirely tax-deferred until withdrawn, when possibly much
lower capital-gains rates would apply.

w0 '5’ You know about the 401(k) — but how about the Roth 401(k)
P

Tax penalties
In general, withdrawals from 401(k) accounts made prior to age 59% trigger a 10% tax

penalty, along with the regular tax bite. There are some ways to skirt this penalty, but
no penalty applies on non-retirement accounts.

Withdrawal timelines

Eventually, the money in a traditional 401(k) plan will need to come out and taxes will
have to be paid. These withdrawals can gunk up the rest of your finances. In

/€ DJIA Index Chart — M oz x3 3401k plan_manage.. | &
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Case Against Allianz Proceeds

Last fall, two participants in Allianz's 401(k) plan filed a class action
complaint accusing the plan's fiduciaries of offering Allianz-affiliated mutual
funds that carried “outrageously high” fees that benefited the company at
the expense of its workers. They also accused the fiduciaries of using the
plan as a testing ground for new funds that lacked a sufficient track record.

Allianz tried to have these claims dismissed by arguing that the plan
participants lacked standing to challenge the fees of funds in which they
weren't personally invested. Judge Josephine L. Staton of the U.S. District
Court for the Central District of California disagreed, explaining in an Aug. 5
opinion that the participants' alleged injury related to the defendants’
“management and fund selection process as a whole rather than the unique
factual nature of individual funds.”

Allianz also criticized the lawsuit as untimely, but Staton found nothing to
back this up in the documents that were properly before the court.

Moreover, Staton found that the participants stated valid claims for fiduciary
breach under the Employee Retirement Income Security Act. On that point,
Staton found it “unavailing” that Allianz also allowed workers to invest in
unaffiliated mutual funds through a Schwab Personal Choice Retirement
Account.

“Whether the combination of the Allianz-affiliated ‘core’ investment options
and the Schwab investment option together create a prudent portfolio is
therefore a question of fact that is inappropriate to resolve at the motion to
dismiss stage,” Staton wrote.

Finally, Staton declined to dismiss the participants' allegations related to
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have to be paid. These withdrawals can gunk up the rest of your finances. In |
Memo shows Bill Clinton's

particular, if you start making large 401(k) withdrawals while drawing monthly Social wealth was fied to Clinton

Security benefits, the former could be high enough to make some of the latter taxable. B Foundation

If you instead use a non-401(k) investment, you have much greater flexibilty in

deciding whether, and when, to make withdrawals.

Investment selection

Some 401(k) plans offer a wide lineup of investments, but they won't exceed what you
can find on your own. On average, 401(k) plans offer 19 mutual funds or other
choices, according to the Plan Sponsor Council of America. Meanwhile, investors
outside of 401(k)s have thousands to choose from

,& How much should you save for retirement

&

Employer matching funds

This is the one unequivocal advantage of 401(k) plans compared with investing on
your own. Many companies offer up to several thousand dollars a year to encourage
workers to participate. The most common match cited by PSCA research is 50 cents
on the dollar, covering the first 6% of pay. Its free money. However, matching funds
are nice, but they usually represent only a modest slice of an account's balance.

So what's the most valuable benefit of 401(k)s? | think it the ability to have money
regularly deducted from each paycheck and invested automatically. The Wells Fargo
report touched on this. "The power of automated, systematic saving and investing for
retirement through payroll deductions works,” Ready said

But this is not a feature unique to 401(k)s — hundreds of mutual-fund groups and other
investment companies will gladly set you up with automatic investing from each
paycheck or your checking account

Soif you don't have 401(k) coverage at work, all is not lost. But it does take effort and
discipline to set up an automated, long-term investment plan, stick with it and not touch
the money too often.

Reach the reporter at or 602-444-6616.

8 | © NYSEARCA:SPXL: 93. /2 DJIA Index Chart — I... M oz x& | w3401k plan_manage.. @





image16.png
@G) 3 htpy/fwww.bna.com/allianz-cant-duck-n73014446048/

~00¢ ‘ | Allianz Can't Duck ERISA Ch x‘ ‘ 0y foy

File Edit View Favorites Tools Help

“Whether the combination of the Allianz-affiliated ‘core’ investment options
and the Schwab investment option together create a prudent portfolio is
therefore a question of fact that is inappropriate to resolve at the motion to
dismiss stage,” Staton wrote.

Finally, Staton declined to dismiss the participants' allegations related to
the monitoring of plan fiduciaries, but she agreed to dismiss their claims for
restitution and disgorgement of profits. Specifically, Staton found that the
participants didn't seek the return of any specific assets alleged to be in the
defendants' possession.

Goodwin Procter LLP represents Allianz. The workers are represented by
Apollo Law LLC, Kabateck Brown Kellner LLP and Nichols Kaster PLLP.

Nichols Kaster has been the driving force behind this flurry of litigation over
proprietary mutual funds, representing the employees suing New York Life,
Putnam, Deutsche Bank, American Airlines, M&T Bank, American Century,
and BB&T Corp.

To contact the reporter on this story: Jacklyn Wille in Washington at
jwille@bna.com

To contact the editor responsible for this story: Jo-el J. Meyer at
jmeyer@bna.com

For More Information

Text of the decision is at

http://www.bloomberglaw.com/public/document/Aleksandr_Urakhchin_et_al_v_Allianz_Asset_Management_of_America_L.

Copyright © 2016 The Bureau of National Affairs, Inc. All Rights Reserved.
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offered $10 Chipotle gift cards to new users with 401(k) or 403(b) accounts — in
exchange for having their account diagnosed by the site as either “healthy” or
“unhealthy,” a process that requires handing over the username and password for
the online retirement account. Then, if a consumer decides to hire Blooom, the
company will manage the account, including reallocating retirement investments to
cut down on investments with high costs. (Individuals can log into Blooom and
change their own allocations as well).

It may sound risky to let strangers login to what may be the only way you are saving
for retirement. But offering a burrito may not be a bad strategy: Research says
although consumers say they are uncomfortable handing over personal information
to companies, they will often do it if there is a reward involved.

“People seem to be influenced much more by small discounts than economists
would think they should or would be,” said Peter Huang, a professor and chair at
the University of Colorado Law School, who has written about the way consumers
make choices.

Because many people are influenced by “status quo bias” -- happily keeping things
the way they are — offering an incentive can be an effective way to overcome that,
said Victor Ricciardi, a finance professor at Goucher College in Baltimore, and the
co-editor of the book “Investor Behavior: The Psychology of Financial Planning and
Investing.”

Consumers are understandably skittish about the amount of personal information
they share online. More than 90% of adults Pew Research Center surveyed in 2013
said they agree consumers have lost control of how their personal information is
collected and used by companies. And in the same study, few adults said they felt
confident that various organizations, including credit-card companies and the

government, could keep their records private and secure.

Still, when offered a benefit, a significant portion of adults said they thought
disclosing personal information was acceptable. For example, almost half of the
adults Pew surveyed in a separate survey in 2016 said they would be willing to let a
habits and sell it to thi exchange for a

ocery store track their shoj parties i
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they share online. More than 90% of adults Pew Research Center surveyed in 2013 TODAY'S P A
said they agree consumers have lost control of how their personal information is INTEREST RATES Bankrate

collected and used by companies. And in the same study, few adults said they felt

confident that various organizations, including credit-card companies and the

government, could keep their records private and secure.

AVEAPR  LastWeek 6 Montns

Still, when offered a benefit, a significant portion of adults said they thought Low Interest 11.96% 11.96% 11.62%
disclosing personal information was acceptable. For example, almost half of the Business 13.12% 13.12% 12.85%
adults Pew surveyed in a separate survey in 2016 said they would be willing to let a Student 13.42% 13.42% 13.14%
grocery store track their shopping habits and sell it to third parties in exchange for a Balance Transfer 1436% 14.35% 14.12%
loyalty card that saves them money on purchases. e 15.17% 15.17% 15.10%

Cash Back 15.21% 15.21% 15.27%

Consumers are also willing to share personal information in exchange for small

perks such as discounts on movie theatre tickets or coupons for free food and (=T 15:26% 15.26%  15.14%
beverages at movie theaters, according to a 2012 survey from financial services Instant Approval 18.04% 18.04%  18.00%
Bad Credit 22.56% 2256% 22.73%

company PricewaterhouseCoopers.

Source: CreditCards.com
Of course, sharing a username and password for a financial account is an especially
sensitive kind of personal information. By Friday afternoon, the number of people MARKETWATCH
who took advantage of Blooom’s promotion was “in the hundreds,” although they PARTNER CENTER
had set a cap of 5,000 gift cards for the day, the company said. Blooom's president,
Greg Smith, said the company, which launched in October 2014, uses secure
protocol and doesn't store users’ credentials until they decide to hire Blooom to
manage their accounts. (Of course, the offer doubles as a relatively cheap marketing
gimmick too.)

For investors who are squeamish about handing over control of their account, there
are other options. They may do well to look into their retirement fund allocations;
some 56% of 401(k)s are not appropriately allocated, according to Fidelity. And
people who are not active investors, as a general rule, should look at funds with
lower expense ratios.

More from MarketWatch

M C:\My Webs\rwpfs 401k_plan_manage.
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house and purchase and RV to travel and search for an ideal low-cost retirement location, which they
eventually found in Oregon. In this case, thinking outside the investment aspect of refirement

planning is critical in helping clients reach an amicable retirement setup that they'll also be happy and
content with, the advisor says. --The Wall Street Journal
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401(k) contribution ‘max’ to rise to $18,000 for 2015

Beginning Jan. 1, contribution limits for 401(k) plans will increase from $17,500 to $18,000, the
Internal Revenue Service announced Thursday. For baby boomers, catch-up contribution will also
increase by $500. The adjusted limits correspond with the amount of money an employee can save
annually on a tax-deferred basis, according to MarketWatch. —-MarketWatch
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Navigating the new retirement world
Among the strategies that refirement investors can use as they face the challenge of decreasing
yields is to save more and retire later, according to Momingstar. The approach may be unattractive
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for clients, but these steps, especially higher savings, are the best options to maximize retirement
resources. Other options are to diversify investments, managing withdrawal strategies on portfolios,
and choosing lower fees and portfolio management costs to maximize investment returns.
~Morningstar

Cheap oil presents opportunity for retirement portfolios
Retirement investors with extra cash may consider investing in the il industry and related services,
as oil prices have fallen almost 20% in the last few months, according to MarketWatch. This presents
a buying opportunity for investors looking to rotate the stocks they are holding, given the expected
recovery in the petroleum sector. Though ol prices may remain volatile, the sector offers relatively
good value. Investors may start with making minimal purchases and adjusting constantly, while
watching for the market to tumn, the article adds. —-MarketWatch
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The Labor Department had hoped to roll out the rules by Jan. 31. A department spokesman
said it would likely happen within a few weeks.

Fidelty Investments, ING U.S., Manulife Financial Corp.'s John Hancock unit and BlackRock
Inc. in the past few years have rolled out low-cost index mutual funds alongside their higher-fee
actively managed funds.

On Jan. 10, Charles Schwab Corp.
introduced a new 401(k) product consisting
only of inexpensive index funds.

Employers, for their part, are shopping
around their retirement-plan business more
aggressively. Fidelity Vice President Beth
McHugh said the firm is seeing companies
"doing more due diligence to make sure
they're comparing what they have with what's
available out there in the marketplace.”

Spurred by the U S. Labor Department's effort to force
plan administrators and investment companies to
disclose the cost of 401(k) retirement plans, companies
are looking to reduce fees and offer new investing
choices. Anne Tergesen reports on Markets Hub. Photo
AP

Kevin Crain, head of Bank of America Merrill
Lynch's institutional retirement business, said his firm had a record number of requests for
proposals in 2011.

401(k) plans have grown in prominence since an Internal Revenue Service regulation in the
early 1980s allowed workers to contribute their own money to the accounts on a tax-deferred
Do figure had
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basis. By 1990, 401(k) plans had about $900 billion in assets; by 2011, the figure had swelled

to $4.3 trillion
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Yet until now the industry has been opaque,
critics say. The new disclosure rules are
"going to give employers more control and
leverage to negotiate lower fees," said
Pamela Hess, director of retirement research
at Aon Hewiit, a human-resources consulting
company.

The Labor Department's long-awaited rules
will require that mutual-fund firms and other
401(k) administrators disclose to employers
details about the fees they are charging to

run the plans. Administrators, in turn, will have to disclose the costs to the workers investing in

the plans.

The deadiine for the disclosures to employers is expected to be April 1, though that could be
pushed back, say industry experts. And 60 days after that disclosure, employers would have to
provide detailed information to participants about fees, expenses and investment performance.

Some companies have taken steps to improve disclosure

Putnam Investments has been producing a full breakdown of administrative and investment fees
since 2010. Lincoln Trust Co. of Denver has developed what it calls a "personalized expense
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ratio” so participants can see the cost easily, said Tom Gonnella, Lincoln's senior vice
president of corporate development

M.A. Mortenson Co., a Minneapolis construction company, is preparing to send employees in
its 401(k) plan a special mailing and also include fee disclosure in their regular account
statements and annual statements, said Annette Grabow, manager of retirement benefits for the
firm's several thousand employees.

Experts said the increased focus on fees should benefit workers. "The fee disclosure
regulations may very well turn out to be the most important change in the history of the 401(k)
plan," said Mike Alfred, chief executive of retirement-plan research firm BrightScope Inc., in
San Diego. Workers enrolled in plans "are likely to win big," he said

Savings of as littie as 0.5% a year of assets could make a big impact on workers' nest eggs
Over a 30-year career, an extra 0.5% annual fee can slash a worker's savings at the time of
retirement by 10%, according to Vanguard. A worker who saved $10,000 a year in a fund with
expenses of 1% would wind up with $829,000, $91,000 less than a worker paying 0.5%

The prospect of increased scrutiny on fees is prompting employers to change their investment
lineups to offer more low-fee funds. In a survey last November of 600 employers, 67% had
tweaked their investment lineup, compared with about 10% in most years, said David Wray,
president of the Plan Sponsor Council of America in Chicago

Index funds appear to be the most popular choice. Among the 401(k) plan sponsors that made
changes to their investment lineups in 2011, the vast majority increased the proportion of
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Employers miss opportunity to offer index funds in 401
(k) plans

By RONLIEBER
The New York Times

The people who help you with your investments ought
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This shouldnt be a controversial statement Yetit
passes for one inWashington, D.C., where regulators
andlegislators are mired in a never-ending debate
over whether stockbrokers, certain insurance
salesmen and others ought to meet that standard,
known inlegal circles as a fiduciary duty.

No comments have been postedtothis article.
Startthe conversation>

Itis an important discussion, but there's an even more essential one you ought to be having with your
employer. The people who pick the mutual funds in your 401 (k) plan are also supposed to be acting in your
interest as fiduciaries, too, and may be failing to meetthe letter, or at least the spirit, of that legal standard

The task they face isto construct your menu of investments carefully, while keeping a close eye on costs
andrisk But many 401(k) plans do not offer a basic lineup of index mutual funds, which buy every security in
a particular market segment rather thantry to guess which small collection ofindividual ones will offer the:
highest return.

These plans lack index funds even though such funds'low expenses and breadth make them the very
definition of cheap and risk-conscious.

Instead, too many employees must choose among actively managed funds. Those investments tend to have
higher costs, which eat away at returns. Active managers often have fewer stocks inside their funds as well,
andthat can create higher, more risks.

While a judge has apparently never directly addressed whether a lack of index funds may make a 401(k) plan
illegal, the people who oversee the plans do not need to wait for a lawsuitto give employees the index option.
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While a judge has apparently never directly addressed whether a lack of index funds may make a 401(k) plan 7. Amestmade in groping near Seattle's Green 1=
illegal, the people who oversee the plans do not needto wait for a lawsuitto give employees the index option. Lake
8. Monster halibut caughtinthe eastern Strait of
After all ifyour planlacks such funds, it may cost you wellinto the six figures by the time you retire. That's Juan de Fuca| Reel Time Fishing Northwest
because evenifthe two types offunds have the same return, you have to take the different costs into 9. Teenarrestedafterpushingwomanin frontof
account. Metro bus | The Blotter
0. Mariners face not-so-easy pickingin upcoming
So how do you make your case for changes? drat| Larry Stone
First, a quick review of the research and the terminology. More trending >

Index funds buy every stock in a particular market — say, all stocks in the Standard & Poor's 500-stock Mostviewed photo Mostwatched
index Active managers try to eke oLt a better return than index funds by buying, say, a subset of large U.S galleries videos
stocks that they hope will outperform the stocks in anindex fund

For the 20-year period that ended in December, 72 percent of actively managed funds that invest in U.S, - -

stocks did worse than their benchmark index InU.S. bond funds, the figure was 81 percent.

Photos ofthe Day| 38th Annual Folkife
International stock mutual funds showed similar results over a 15-year period Friday,May27,2011 Festival, 2009
More photos > More videos>

These figures come from Vanguard, which may cause index skeptics to snicker, giventhe company's
identification with index investing Vanguard actively manages about 40 percent of the assets it controls,
however, 5o it presumably has an nterestin convincing people those funds are worth choosing, too.

Some actively managed fund managers do outperform their benchmark index over long periods of time. But
it hard to figure out which ones will do so when they start funds, let alone which ones will continue to over
your many decades of investing
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Even so, people who pick the funds in your 401(k) menu make this sort of guess all too often. How are those:
people supposed to be conducting themselves? Alaw called the Employee RetirementIncome Security Act,
ERISA for short, offers some guidelines.

According o the law, the people who oversee your 401(k) plan are supposed to defray "reasonable” plan-
management expenses, minimize the risk of "large" losses and use the "care, skill, prudence and diligence
underthe circumstances then prevailing that a prudent man acting in a like capacity and familiar with such
matters would use inthe conduct of an enterprise of a like character and with ike aims "

One big reason index funds do better is that they are much cheaperto run, since active managers spend a ot
of money to conduct research and trade securities. Soif costis a consideration, index funds are usually the
better choice.

As forthe risk of large losses, the lack of big bets on any single security gives index funds an advantage, too.

"Wouldnt you rather, as a plan sponsor, invest with someone who focused on decreasing costs and
decreasing risks, which are two factors over whichthey actually have control?" said W. Scott Simon, a
principal with the 401 (k) consuttant Prudent Investor Advisors.

Things start to get hazier, though, when you try to pick apartthis whole "prudent man" business. Sucha
personmust consider "circumstances, "like capacity" and "an enterprise of a ike character." tis, in short,
an invitation to benchmark against other employers.

The problem, though, s that so many of the employers that someone might measure a 401(k) plan against
arent necessarily giving their workers the best selection of investment options either.
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According o the Profit Sharing/401k Council of America, 82 percent of all plans offer a U.S. stock index fund
as an option, 47 percent offer an international one and 54 percent offer a U.S. bond index fund

Just 37 percent offer allthree, a trio that would provide the best foundation for most investors. (Some
employers use target-retirement-date funds that may contain index funds, but you don' getto decide how
your money is divided among stocks, bonds and other investments.)

Just because lots of other employers have a suboptimal menu of 401 (k) investments doesnt make it right
Thenagain, itisn't easy to make a legal argument that any plan that doesntt have a full suite of index funds is
breakingthe law.

“Its like saying, s better to be Baptistthan Methodist,"” said C. Frederick Reish, a lawyer and ERISA
expert. "It all depends onwhatyou believe in"

There would be practical considerations to any lawstit, too, aside fromthe difficulty of tryingto make what
amounts to religious or scientific arguments in a court of law. Youd need a plaintiffs lawyer wiling o roll the:
dice onthe index superiority argument

Also, some plans are set up in such a way that employers could ry to argue the fiduciary standard may not
applyto the fund-selection process.

Then, there's the money at stake. Actively managed mutual funds often refund a portion of their fees to help
pay forthe administrative costs of 401(k) plans.Ifallthat revenue-sharing money were to disappear, it would
make amess ofthe system. That might not be a bad thing, but a federal judge isnt likelyto do it anytime
soon.

K|

i

[T T @ mtemet
start| | Goool News - Windows ... || Business & Technolog... ] 401 doc [Compatbity M

[ - )

@ W 9mAn





image31.png
Business & Technology | Employers miss opportunity to offer index funds in 401(k) plans | Seat

lows Internet Explorer - [

=18l x]

()~ [ tpiisatetimes rmsource comhtfuss techlogy 2015145503 indexfunds2s il = || | [eosae

ol

Ele Edt View Favortes Toos Help

K& B G @

soon.

So as with everythingimportant in your financial life, the onus is on youtotry to make a change. ffyou don't
think you have enough index funds to choose from (or similar passive investments like Dimensional mutual
funds), you need to approach your human-resources or finance departmenttofigure outwho's in charge ofthe
401(k) plan.

Before you do, take alook at a Vanguard publication onits website, "Building Blocks of a Well-Balanced
Portfolio." It will help you make the case for offering index funds as an option.

You might also pointto Page 8, where the company suggests such funds are an excellent defense
mecharnism for employers who dont want to be sued for violating certainfiduciary duties.

Be patient, at least at first. Remember these are co-workers you will be approaching They also want the best
retirement plan for themselves.

Many people who oversee 401(k) plans, particularly at smaller companies, are notinvesting experts, though.
Soit may be upto you to educate them.

Ifthe education effort fails, then it may betime to get a bit uppity. The word fiduciary oughtto mean
something, and your employer ought to offer index-investing options that have proved to be the very definition

of prudent.

Anything less violates an ethical duty, even if a judge never rules on any of this.
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atest of sorts. If it turns out that Ameriprise didn't even get its
own 401(K) right, why would you put your financial future in
the company’s hands?

Dan Candura

Ameriprise has been around in one form or another since
1894. It eventually came to be known as Investors Diversified Services, or LD.S. for short.
American Express bought the company in 1984, then spun it off in 20035, at which point it
assumed its current name.

To their credit, Ameriprise representatives, many of whom are independent franchisees,
generally begin their relationships with customers by creating a financial plan. Traditional
brokers don't always do this and often worry only about investments, which is sort of like
prescribing drugs without first taking a full medical history.

Once the plan is complete, however, things have sometimes gone awry over the years. There
have been garden-variety problems, things that many brokerage firms have gotten into trouble
for, like improper mutual fund trading, lost laptops packed with private customer data and the

steering of customers to investments that provided extra commission to Ameriprise advisers.

But then there are the more unusual episodes. In at least three states, regulators fined the
company because some Ameriprise advisers were forging client signatures. In New
Hampshire, company representatives referred to their brief absences from the office, when
they were supposedly rounding up signatures, as “taking a 10-minute trip to Kennebunkport.”

Get DealBook by E-Mail

Sign up for the latest financial news delivered before the
D opening bell and after the market close.

See Sample | Privacy Policy
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Hampshire, company representatives referred to their brief abllezbs from the office, when
they were supposedly rounding up signatures, as “taking a 10-minute trip to Kennebunkport.” @ WalletPop Headlines

Then there is the Medical Capital fiasco, in which brokers at Securities America, an Ameriprise
unit at the time, sold hundreds of millions of dollars in supposed medical bill receivables in

1OST EMALED RECOMIENDED FOR Y0U
what later turned out to be essentially a Ponzi scheme. Medical Capital had no audited

financial statements and senior Securities America executives expressed concern about this, 1. POLITICUS

but the brokers sold the notes anyway, according to documents Massachusetts securities Resolving Europe’s Other Existential Problem
regulators released. In a statement, Securities America noted that audited financial statements 5. OP-ED CONTRIBUTOR

were not a legal requirement in this instance. Saving Shalit, Encouraging Terror

Medical Capital used the money it received to buy a yacht and invest in a company that - Banglok Flood Defenses Hold Firm

produced pornography sites for people who like bisexuals, bondage and gay Asians, according
to Jeffrey R. Sonn, a Fort Lauderdale, Fla. lavyer who represented Medical Captal investors. ‘ ,
In April, Ameriprise paid about $150 million to settle the matter. As always with these SOrts of  ocuy an snarsovomiend E PERSONAL SAYIGS

rom Amecican Epress
old

things, the company neither admitted nor denied wrongdoing. Ameriprise recent
g pany gdoing. p EETTE  nets mse | ontshoy

Securities America.

In a perfect world, customers would never come close to ending up in these kinds of
situations. This is how things are supposed to work at Ameriprise: You meet an adviser, you
pay for a financial plan and then the adviser helps you carry it out. Ideally, any advisers in this —

situation, no matter where they work, then select the best investments and insurance on earth LIVE-WASHINGTON, D.C
to put you in.

WITH

Dane.
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Here's where it starts to get murky, though. Ameriprise’s combined revenue from its internal
insurance, annuities and mutual funds is much higher than what it earns from financial
planning. So while advisers aren't paid more to push the company’s own products than they
are to sell somebody else’s, the company’s success depends in no small part on them doing
that anyway.

“Can people work in that environment and give good advice?” said Dan Candura, a 20-year
veteran of Ameriprise’s predecessor companies who ran an adviser quality initiative there.

“They can. But they are not going to set sales records, and it's easier to sell the bad stuff than
the good stuff.”

In the J. D. Power & Associates 2011 ranking of full-service brokerage firms, Ameriprise
ranked a bit above average. It did better than Merrill Lynch but worse than Fidelity and
Charles Schwab. Ameriprise says it has a 93 percent annual client retention rate, though it is
not clear how many of those people stick around because the terms of their insurance
products make it uneconomic for them to switch.

The biggest potential red flag for Ameriprise customers, however, is adviser compensation.
The representatives have a fair bit of leeway in how they charge, as the company’s own
securities filing makes clear. It notes that compensation is “determined by a schedule that
takes into account the type of service or products provided, the type of branded adviser
affiliation and other criteria.”
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10 Frequently Asked 401k Questions A

Here are 10 things every employee should know about their 401(k) plan.

Matthew Frankel (TMFMathGuy)
Jan 14, 2017 at 8:47AM

The 401(k) is the most common type of defined-contribution retirement plan for U.S. workers.
However, these plans aren't well-understood by most people -- even the millions of Americans
who participate in them. To help workers make the most of these powerful retirement saving
tools, here are the answers to 10 common 401(k) questions.

- R
kﬂe’r'\remerfr I

IMAGE SOURCE: GETTY IMAGES.
1. Can | use my money before | retire?

It depends. The bad news is that some well-known exemptions to the early-withdrawal
penalties, such as first-time home purchases and college expenses, only apply to IRAs, not
401(k) plans.

However, there are some cases in which you may be able to tap your account early. For
example, you can withdraw money early for medical expenses in excess of 10% of your
adjusted gross income. Or, if you become permanently disabled, you're free to withdraw from
your account without penalty. If your plan permits it, you may also be able to borrow from your
401(k), which I'll discuss later.

Matthew Frankel
(TMFMathGuy)

2. What if | retire before age 59-1/27 Matt brought his love of teaching and investing to the Fool in 2012 v
in order to help people invest better. Matt specialzes i
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The biggest potential red flag for Ameriprise customers, however, is adviser compensation.
The representatives have a fair bit of leeway in how they charge, as the company’s own
securities filing makes clear. It notes that compensation is “determined by a schedule that
takes into account the type of service or products provided, the type of branded adviser
affiliation and other criteria.”

So you have to ask for a “schedule” to figure out what's going on here. And keep in mind that
advisers may earn any number of fees from mutual fund companies whose funds they sell and
commissions from Ameriprise’s own insurance and annuity offerings, though the company
has recently opened its variable annuity platform up to a few other providers.

And about those annuities — again, from the company’s filings: “Variable annuities provide us
with fee-based revenue in the form of mortality and expense risk fees, marketing support and
administrative fees, fees charged for optional features elected by the contractholder and other
contract charges.” And that's before you pay fees related to any underlying investments.
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conducts ethics training for other advisers. “But we don't often read the labels.

Al the Ameriprise executives I spoke with said they had never heard of the “Happy Meal”
phrase. “There is this perception that dogs us, and it's getting quite frustrating,” said Ted
Truscott, Ameriprise’s chief executive of asset management. “People want to write this story.
It's very old news, and it's just not factual.”

1 genuinely hope that he is right. The country needs a fleet of financial planners to work with
people who don’t have $500,000 or more in assets. We need trusted professionals who start
with a plan and don't use it as a vehicle to push their own products. And for most people, it
shouldn't require paying 2 or 3 percent of their net worth in fees or take more than a handful
of hours of a professional’s time each year.

As for Ameriprise’s 401(k) plan for its employees, there may well be areas where it has broken
the rules. But it is hard to have a ton of sympathy for aggrieved employees in one important
respect. If you work for the dog food makers, they are probably going to serve you some dog
food. And some of it may not be your favorite variety.
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As if rock-bottom interest rates and a lousy stock market weren't bad enough, even many
mutual funds touted as providing retirement income aren' offering much in the way of attractive
payouts to investors

The funds in question are designed to be part
of a series of so-called target-date portfolios
Target-date funds, which have become
common in 401(k) plans and other retirement
accounts, are a blend of stocks, bonds and
other investments designed to slowly become

more conservative (read: fewer equities and
¢ d Most Popular

more fixed-income investments) as the
investor ages and heads into retirement.

Many fund companies conclude their target- @
date lineups with funds labeled "retirement

income." But despite the name, income can  Volkswagen'sNew  The Revised Qantas Grounds

Beetle Mans Uy History of the Do Fleet Worldwide
be a secondary goal of these funds, with 5 P ? s e

investors getting low yields—and it shows.

Fund companies say the funds are aimed &t MOTe in Retirement Planning

providing steady investment gains, plus a litls A New Study Says Financial Smarts Decline With Age
income on top. Some have big holdings of

Treasury inflation-protected securities, or Most Popular »
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T TIPS, Whose income payments rise along

with inflation. That should help boost payouts
atatime in the future when the investors need income to rise faster and keep up with a rising
cost of living

But there may be better options for investors who want to build a portfolio with an emphasis on
income.

“I don't think income generation is front-of-mind for many of these funds,” says Josh Charlson,
an analyst at Morningstar who follows target-date funds

At T. Rowe Price Associates, the firm's $2.3 billion Retirement Income Fund (TRRIX) offers a
30-day yield of just 1.76%. (Mutual funds report yields in several different ways. The 30-day
Securities & Exchange Commission yield is a standardized way to report yield that makes it
easy to compare different funds.)

That kind of yield is low relative to many other income-producing investments. The SPDR S&P
Dividend Fund (SDY), has been yielding around 3.3%, and the iShares iBoxx § Investment
Grade Corporate Bond Fund (LQD) yields 4.1%

Even a fund that simply mimics the Standard & Poor's 500-stock index yields around 2.3%

Wyatt Lee, a portfolio manager of the T. Rowe fund, says the goal of the fund wasn't to build a
portfolio that would kick off a big stream of income

Instead, the fund's goal is to focus on what's known as total return, which is the combination of
vyield and whether its price moves up or down. In turn, investors could harvest the income they
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yield and whether its price moves up or down. In turn, investors could harvest the income they
need from a growing pool of money, says Mr. Lee

"Its not just about current income,” he says.

When it comes to the investment goals of the retirement income fund at Fidelity Investments, its
a different story. The firm's Freedom Income Fund (FFFAX) tells investors that it "seeks high
current income and, as a secondary objective, capital appreciation.” However, the fund yields
around 1.7% (Fidelity doesn't provide a 30-day yield)

"Yield alone is not the best measure of how investors should think about the fund," a Fidelity
spokesman says

There are some that do provide higher yields, such as Vanguard's Target Retirement Income
Fund (VTINX). Its 30-day yield is 2.7%. The fund also has provided a 4.9% average annual
return over the past five years, better than both the T. Rowe Price and Fidelity retirement
income portfolios

Still, even the Vanguard portfolio is managed with an ey toward something other than just high
yields, says John Ameriks, who helps oversee the firm's target-date funds

"Our primary concern is creating a portfolio that has the right asset allocation...that is
appropriate for that stage of life,” he says. "The fact that it throws off a decent amount of
income is a bonus."

Mr. Ameriks notes that investors looking for stable, higher-yielding funds can always turn to
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insist that they move to a better plan

* Houston Has No
Many people are too intimidated. or busy. to choose their portfolio. If you're in that Love for Admired

‘camp, your plan will have dumped your money into a default portfolio—such as a low- Tower
yielding but "stable" fund, or a target-date fund ostensibly designed for someone of your

age

There is nothing inherently wrong with these funds. But that doesn't mean youcanrely - Quiet Fed Voice
on them, either. Emerges as Force

These default options aren't designed for your best interests. but for the best interests
of your plan provider. Instead of maximizing your likely retumns, they are designed to
minimize the provider's risk of a nasty lawsuit

> New Recipe for
As a result. your money may well be sitting in a poorly designed portfolio that Rachael Ray

guarantees mediocre performance. Target-date funds, for example. are a great idea in
theory. In practice, most are far too heavily weighted toward U S stocks, and they use a
cookie-cutter approach to investing

Get your 8 week risk free trial [l G0

Consider the alteratives available to you

You also should understand if your company makes matching contributions. and. f so. Most Popular Video »
how much it will match. There's no good reason for missing out on a company match. It's
also a good idea to find out if your plan allows such things as personal loans: This may
offer you access to cheaper capital than a bank. although there are risks in borrowing
from your plan

Bungee Jumper  PaulTakesOn  New Zealand
2 Cutyour costs. PlummetsInto  Santorum Over  Cargo Ship Splits
River National Debt  inTwo
ket 038 1:10

Many 401(k) plan providers stock their plans vith high-fee mutual funds. That's great for
them, and bad for you. Most mutual funds are far too mediocre to justify hefty fees.

which just soak up a lot of your investment retums. A fund that charges you an extra 1% More in Retirement Planning
ayear may end up costing you most of the tax benefits of your pian Teachers' 403(b) Plans See Big Changes

There are managed investment funds out there that are worth the money. but few of
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There are managed investment funds out there that are worth the money. but few of
them—if any—are likely to find their way into a 401(k) plan. If you're stuck with plain-
vanilla funds. you are going to be better off going for the ones with the lowest costs
Nearly all the time your best options will be the low-cost index funds

3 Lighten up on U.S. stocks.

Most people keep most of their stock-market investments in the U S. It's safer, right? |
mean, it's the home market so its less risky than foreign stocks. yes?

That's what conventional wisdom says. but it's hooey. Investors sell themselves short by
investing too much in the US A You're already overinvested here anyway—you have
your life and career here

And U'S_ equities start 2012 looking relatively expensive. US. stocks today are
somewhere between modestly and heavily overpriced when compared to such metrics
as average eamings or the value of corporate assets, according to data from the
Federal Reserve and data tracked by Yale University economics professor Robert
Shiler.

‘The dividend yield on the Standard & Poor's 500-stock index, at just 2.1%. is very low by
historical standards.

Predicting future stock-market retums is notoriously difficult. But based on current
valuations. the U S. stock market seems to offer a mediocre bet.

4 Look internationally.

Many 401(k) plans go light on international investment options. The real reason is
simply the incompetence and complacency of plan sponsors

BUt if your plan offers international options, take advantage. The turmoil of 2011 has left
many overseas stock markets looking like a good value

Western European markets fell nearly 30% from last year's peak. Japan's Nikkei 225
index is nowlower than it was during the tsunami panic nearly a vear ago_Emerging
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2. What if | retire before age 59-1/27

There are two special provisions that apply to people who retire before the age of 59-1/2,
which is when most workers can start taking withdrawals from their 401(k)s without incurring
penalties. First, the "separation from service" rule says that if you stop working for your
employer after you turn 55, you can withdraw your money penalty-free. This applies if you quit
your job, get fired, or retire.

Furthermore, at any age, you may be able to access your account early if you agree to
withdraw the funds in a series of "substantially equal payments" based on your life expectancy,
as defined by the IRS' life expectancy tables. This arrangement is known as a substantially
equal periodic payment. However, an SEPP comes with a couple of big caveats. Namely, you
can't use an SEPP while you're still working for the employer that provides the 401(k), and you
must continue those distributions for five years or until you turn 59-1/2, whichever comes last.
So if you're a long way from retirement, you might end up draining your savings substantially.

3. How much can | contribute to my 401(k)?

For the 2017 tax year, the IRS' elective deferral limit for 401(k) accounts is $18,000, with an
additional $6,000 catch-up contribution allowed for participants aged 50 or older. Keep in mind
that this only refers to money you voluntarily choose to have withheld from your pay. It doesn't
include employer matching contributions, required automatic contributions, or any other form of
401(k) contribution. Including contributions from all sources, the maximums are $54,000 for
participants under 50 and $60,000 for participants over 50.

4. How much should | contribute?

There is no one-size-fits-all answer to this, but at a bare minimum, you should contribute
enough to take full advantage of your employer's matching program. Contributing less than
that is literally giving away free money.

You can use a method like this one to determine how much retirement savings you'll need, and
this should be the determining factor. Most 401(k) plans have some sort of calculator that can

7

Matt brought his love of teaching and investing to the Fool in 2012
in order to help people invest better. Matt specializes in writing
about the best opportunities in bank stocks, REITs, and personal
finance, but loves any investment at the right price. Follow me on
Twitter to keep up with all of the best financial coverage!
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index is now lower than it was during the tsunami panic nearly a year ago. Emerging
markets from Brazil o India, the investment hotshots of 2010, have dropped dramatically
out of fashion again. Their stock markets crashed last year.

These offer some excellent buying opportunities

Emerging markets account for about a third of the world economy. and their share is
growing. Developed overseas markets, meaning Europe. Japan and Australasia
account for about two-fifths. They are on sale, and most people are underinvested
there

5 Review your bond funds.

As a general rule. your 401(K) and other tax shelters are where to hold the bond portion
of your portfolio. That's because bonds are much more vuinerable to taxes than stocks

Bonds generate most of their returns through coupons. and those are usually taxed at
ordinary-income tax rates. By contrast. stock dividends and capital gains generally get
taxed more lightly

Right now s, admittedly. a risky time to invest in U.S. bonds. Yields on US. Treasurys
have slumped to historic lows. Any pickup in the economy. and inflation. could send
bond funds tumbling

While Treasury bonds offer meager yields here, look at any corporate bond funds. That
includes investment-grade bonds and more volatile high-yield bonds Both offer
somewhat better yields. Emerging-markets bonds offer particularly good opportunities
argues investment guru Rob Amott, chaiman of Research Affliates. They pay higher
interest rates than those in the U.S . while their governments' finances are actually in
better shape

It's crazy that most 401(K) plans offer such a limited range of investment options
Paradoxically you don't get full control of your money unless you leave your employer.
when you can roll the plan over into a self-directed individual retirement account. But
your 401 (k) stil represents a great investment asset. and this is a good fime to get it
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Schwab launches low-cost index-based 401

(k) plan
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(Reuters) - Charles Schwab Corp launched a new
401(k) plan on Tuesday comprised exclusively of
index mutual funds that it says significantly reduces
the costs of saving for retirement by taking active
management out of the equation.

The launch comes just months before new U.S.
Department of Labor rules are due to take effect
requiring 401(k) plan providers to disclose the fees
they charge. [nN1E803045]

"We saw how people got upset about even the fees
on their bank credit cards and debit cards," said Jim
McCool, head of Schwab's Institutional Services.
"Wait until they see their 401 (k) statement
disclosures.”
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nearly $3 trillion in assets, according to data from Schwab. Some of
Schwab's current 401(k) customers are already transitioning to the
new model, the company said.

Schwab is one of the biggest U.S. brokerages, with about $1.67 trillion
in client assets.

McCool said that participants in typical company 401(k) plans pay
about 1 percent in fees and an additional half percent for financial
advice. That would add up to $1,500 in fees for a person with
$100,000 in their 401(k).

A Cerulli analysis of mid-sized 401(k) plans pegged average costs --
without advice -- a bit lower, at about 86 basis points.

Schwab's "Index Advantage" 401(k) plan will cost participants 65 to 70
basis points, with financial advice included, or $650 to $700 in fees on
a $100,000 account.

Without the advice, the cost to participants is about 20 basis points.

"What we're doing is helping both employers and participants in these
401(k) programs understand the real impact of expense," said
McCool.
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493 | Hunsman ouraged stag Employers who opt for Schwab's indexed-fund plan can choose from
targeting adopted daughters N y .
about 17 asset categories to build their plans.
454 | Oosmsonelp unvei reastc: Around half of the funds will be from Vanguard, with the remainder
| HEVEED from Schwab, BlackRock, TIAA CREF and others, said Steve
Anderson, head of retirement plan services at Schwab.
79 zz;;ﬂll;:::'p‘uj‘;mess rate falls.
Employees will be able to opt out of the financial advice component of
the plan, but Schwab expects about nine of 10 to take on the services,
\WATCHED provided by GuidedChoice Asset Management. In typical plans, only
about 10 percent of participants opt for advice services, he said.
"Nine of 10 are flying blind," McCool said.
:ﬂ”ﬁ" prosecutor shoots Schwab also plans to introduce a version of Schwab Index Advantage
¥ vioeo @ that will use only index-based exchange-traded funds, probably in early
2013, McCool said.
B 12 cargo ship, Rena, splits.
a 4'} (Reporting by John McCrank in New York; Editing by Jennifer Merritt
and Chelsea Emery)
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Target-date funds stick investors with losses in a year when
stocks held steady, bonds rose

BOSTON — Another tough year in the markets, another setback on
the road to a financially secure retirement.

Investment portfolio balances are healthier than they were three
years ago during the worst of the financial crisis. But doubts about a
full recovery linger, after most target-date mutual funds ended 2011
with losses.

By design, these set-it-and-forget-it funds are supposed to calm
investor nerves. Increasingly popular in 401(k) plans, they
automatically adjust to fewer stock holdings and more bonds as
workers approach the target year when they hope to retire.

But that goal seems a bit more distant. Eight of the nine target-date .
‘We also have more stories about:
categories that Morningstar tracks lost money in 2011, based on (click the phrases to see a list) .
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average fund performance in those groups. Losses ranged from an Subjects: -
average 0.2 percent for funds with the target year 2020, to 4.1
percent funds for intended for young investors eyeing retirement in : ;zsci",f\‘a‘:‘;:ét‘(’gn(“)
2050 or beyond. « Financial crisis (151)
+ Leading economic indicators (205)
It's important to keep perspective. Investors in those 2020 funds still e )
have around eight years or so to make up for their small 2011 « Financial markets (368)
setback. And the losses weren't nearly as painful as those in the . 5:::;’:!;?:575;7)
stock market meltdown of 2008. That year, funds with a target date « Business (5093)

of 2010 — with just two years to potentially recover — lost an Pratee

average 25 percent. « United States (24155)

. . - « North America (24261)
Nevertheless, last year's losses are disappointing because they came

in a year when the Standard & Poor's 500 index ended virtually
unchanged, but returned 2.1 percent including dividends. And bonds B
rallied. A broad measure of that market, the Barclays Capital U.S. ‘@

Aggregate Bond index, returned 7.8 percent. The webpage is unavailable |

Target-date fund investors opening their annual statements may be
asking themselves: Why did I end up with a loss when the major What you can try:
indexes finished a few percentage points higher?

® Connect to the Internet.
One reason is that investors shouldn't overlook fees. Target-date
funds typically charge around 1 percent of assets to cover operations, ® Make sure you are not working
so investors should expect their returns will fall slightly short of checked.
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A more important reason is that many target-date fund portfolios
have evolved, for better or worse, beyond their initial relative
simplicity.

When first launched in the 1990s, the portfolios invested almost
exclusively in U.S. stocks and bonds. Those investments remain the
foundation of target-date portfolios, but many have expanded into
international stocks.

And in many instances, stocks and bonds are just a part of the mix.
These days, it's not unusual to see 5 to 10 percent of a target-date
portfolio in alternative investments, such as commodities and real
estate, with a goal of spreading risk across many types of assets.

That increasing diversification hindered target-date performance in
2011. For example, the U.S. stock market performed far better than
foreign markets, as U.S. economic prospects improved relative to the
outlooks in many other countries. An index of foreign developed
countries lost about 12 percent, while emerging markets stocks fared even worse. A commodities index fell 13
percent.

Because many target-date portfolios are so diverse, it's not entirely fair to measure their performance against
those of the key U.S. market indexes, says Josh Charlson, a target-date fund analyst with Morningstar.

"If you believe in diversification, and in access to all areas of the market, then you might say, T'll take some
losses in a year like 2011, to get that broader exposure over the long-term," Charlson says. &
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That's because he says it's important to remember that a target-date portfolio with significant international
holdings and some alternative investments may outperform a more basic U.S. stock-and-bond portfolio over
periods of several years, while also lowering overall volatility.

But 2011was a year when it paid off to invest in bonds, and take a conservative approach, says Brooks
Herman, of investment researcher BrightScope Inc.

The general trend among target-date funds since the financial crisis has been to limit their exposure to the
stock market. For example, three years ago, funds projected holding an average 43 percent of their portfolio
in stocks at an investor's retirement date. Now, the average is about 40 percent, according to a study by
Lipper Inc. last month.

The decreased allocation to stocks should have helped target-date funds last year, because bonds
outperformed stocks.

Lipper analyst Sasha Franger isn't expecting wholesale changes in target-date portfolio design based on the
funds' spotty performance in recent years. She notes that the 2011 losses were small compared with the sharp
declines experienced in 2008, when the industry came under scrutiny that included congressional hearings.

Target-dates — also known as lifecycle funds — continue to attract investors. They hold about $369 billion in
assets, more than double the total three years earlier. Last year, target-date funds attracted $1.6 billion in net
deposits, according to Morningstar.

One reason for the funds' popularity: They're often the default option for 401(k) enrollees who don't specify
how to invest money set aside from their paychecks.
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One reason for the funds' popularity: They're often the default option for 401(k) enrollees who don't specify
how to invest money set aside from their paychecks.

But the funds continue to be widely misunderstood, especially among investors who've already reached
retirement, Franger says.

Many fund companies have improved their disclosures since the financial crisis, but a couple of messages bear
repeating: As with any investment, there's no guarantee target-date funds will rise in value. And returns are
likely to fall short of the markets the funds invest in, whether because of fees, poor investment selection, or
both.

"There will be years with losses, and years when they don't perform as well as the S&P 500," Franger says.
"They're risky, and investors need to understand them."

Questions? E-mail investorinsight(at)ap.org

W Tweet

All content copyright ©2012 Daily Reporter, a division of Home News Enterpris therwise noted.
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Feds Disclose New 401(k) Rules

Article Comments MORE IN RETIREMEI

B4 Email || () Print || save & +1] 0 W Tweet] 9 A A

By ANNE TERGESEN

The U.S. Labor Department took steps on Thursday to improve the disclosure of fees paid by
millions of participants in 401(k) and other retirement-savings plans

Atthe same time, the Treasury Department proposed regulations designed to make it easier for
these plans to offer annuities to employees, saying such a move would improve the financial
security of millions of Americans who are saving for retirement.

One Treasury proposal would make it easier for 401(k)-type plans to offer so-called longevity
annuities. By delaying income payments until later in life—for example, age 80 or 85—these
can offer a relatively low-cost way to purchase a guaranteed income stream at age 60 or 65
The proposal would give these annuities "special relief” from Internal Revenue Service rules that
require those in 401(k)-type defined-contribution plans to start taking taxable withdrawals at age
70%

Available to WSJ.com Subscribers
A separate Treasury proposal would also encourage the use of partial annuities in traditional

defined-benefit pension plans. Rather than choose between taking a lump sum or an annuity > AMR Seeks to Cut
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tell you how much you're on pace to accumulate by retirement, based on historical investment A
returns. If your expected 401(k) value at retirement is less than it should be, then it may be a
good idea to increase your contribution rate.

5. What does it mean to be "vested"?

Essentially, "vesting" means that you own the money in your 401(k). You are always 100%
vested in your elective contributions to a 401(k) plan, but your ownership of your employer's
contributions may be governed by certain vesting rules. For example, my wife's 401(k) fully
vests after five years of employment. When she started her job, she was 0% vested in her
employer's matching contributions, and she became vested in an additional 20% of her
employer's contributions each subsequent year. Your plan may have a different vesting rule,
s0 check with your benefits administrator.

6. Can | borrow from my 401(k)?

If your employer's plan allows it (87% of them do), you can borrow money from your 401(k)
and pay yourself back, with interest. You can borrow up to half of your 401(k) balance or
$50,000, whichever is less.

Borrowing money from a 401(k) is generally a bad idea. Your account's compound growth will
be reduced while the money is in your hands, and there are hefty penalties if you fail to repay
the loan on schedule. That said, there are some circumstances where it could make

sense. The interest rates are usually much lower than the rates offered by credit cards or
personal loans through a bank -- and after all, you're paying all that interest to yourself.

X3 | w3401k pla ) il I3 1248PM
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defined-benefit pension plans. Rather than choose between taking a lump sum or an annuity
upon retirement, "employees might prefer to take some of each,” said a Treasury official

"Having the ability to choose from expanded options will help retirees and their families achieve
both greater value and security," said Treasury Secretary Timothy Geithner in a statement

The Labor Department's long-awaited fee-disclosure rules require that mutual-fund firms and
other 401(k) administrators disclose to employers details about the fees they are charging to
run both defined-contribution and defined-benefit pension plans. The new disclosures cover
both the direct and the indirect compensation administrators receive—the latter of which often
slides under the radar.

Regulators also pushed back the deadiine for the disclosures to plan sponsors, from April 1 to
July 1. That effectively delays the date by which 401(k) administrators must disclose fees to
employees eligible for these plans from May 31 to Aug. 30. Among other things, administrators
must disclose investment-management fees, plus the one-year, five-year and 10-year
performance of investments versus their benchmarks.

These statements will be mailed to participants annually. (They can be emailed instead at a
participant's request.) Some participants will also receive quarterly statements—perhaps
incorporated into the quarterly account statements they already receive—that disclose
information about the administrative fees they pay.

Consultants to 401(k) plans say the coming fee-disclosure rules are already spurring
employers to focus on the issue—and negotiate better deals. "We have already seen a number
of very large clients look at the fees they are paying, either because of lawsuits or the coming
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of very large clients look at the fees they are paying, either because of lawsuits or the coming
disclosures,"” said Robyn Credico, defined-contribution practice leader at consutting firm
Towers Watson. "A number of them have been able to reduce fees either on the investment
side or the administrative side. | would expect more of that to come.”

Currently, it can be difficult for many 401(k) participants to determine exactly how much they
are paying in fees, particularly administrative fees. For participants, fees are a big concern
Savings of as littie as 0.5% a year of assets could make a significant impact on workers' nest

eggs.

Over a 30-year career, an extra 0.5% annual fee can slash a worker's savings at the time of
retirement by 10%, according to Vanguard Group. A worker who saved $10,000 a year in a
fund with expenses of 1% would wind up with $829,000, $91,000 less than a worker paying

0.5%

Not allthe details have been ironed out. The Labor Department postponed a proposal that would
require service providers to create a summary document of the fee disclosures, but said it
would publish a plan for public comment "in the near future.”

401(k)s plans have grown in prominence since an IRS regulation in the early 1980s allowed
workers to contribute their own money to the accounts on a tax-deferred basis. By 1990, 401
(k) plans had about $900 bilion in assets; by 2011, the figure had swelled to $4.3 trillon

—Tom Barkley contributed to this article.

Write to Anne Tergesen at anne tergesen@uwsj.com
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Money Watch, a personal finance column that runs every Saturday, features a financial
planner from the National Association of Personal Financial Advisorsanswering reader
questions about saving, protecting and growing your money. To submit a question, e-
mail USA TODAY personal finance reporter Christine Dugas at:
cdugas@usatoday.com.
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Q: Why is it often considered a bad idea to use your 401 T G
(K) savings to start a small business? My new business the a
is on track, and | am paying back a $50,000 401(k) loan of investing
With 5% interest, which is a higher return than most of B Find out how
my 401(k) investments.

A: On the surface it seems like you could be better off
borrowing from your 401(k) if the interest rate you are paying

yourself is greater than the growth rate in your plan. In reality
itis often not true.
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When you take a loan out from your 401(k) the entire loan
Ads by Google balance is no longer available to grow. For example, if you
took a $10,000 loan and paid it back over five years, you
would lose out on the growth of $10,000 in the first year. And

you would only get the interest on the $2,000 you paid back

Vanguard® your retirement

Plan your ideal retirement with a
Vanguard® IRA. Find out more today

vanguard.com

Combine Your Payday Loans

Avoid Interest Only Payments
Break the Cycle, Fast Relief

in the first year. In the second year you would lose out on the
growth of $8,000 and only get interest on the $2,000 you paid
back, etc

iy PDLChoice com
In this example assume that you take a five-year loan from

Top 5 Roth IRAs
Top 5 Roth IRAs your 401(k) plan for $10,000 and you pay yourself 5%

Top 5 Roth IRAS

Get Up to $500 When You Rollover. interest compared with 4% that you earn on your 401(k)

Finance Yellowise com investments.

Atthe end of five years you would have $979 less in your

plan, even though the interest rate you were paying yourself
was higher than the return on your 401(k) plan balance. And you would lose much more if the
growth in your 401(k) plan exceeded the interest rate you were paying yourself.

There are a few reasons why itis risky to borrow from a 401(k) plan to start a new business

Though you may repay the money you withdraw, you lose the

Need personal finance help? compounded interest you would have received had the

money just sat in your account. And some companies restrict
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every Saturday, features | paying back a loan, which could force you to miss out on
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ofPersonal Financia If you leave your job, any outstanding 401(k) loan amount

Advisors answering
reader questions about saving, protecting and becomes immediately due. And if you cannot pay it back in Fallovivson
growing your money 60 days it is considered a taxable distribution. You will have

Send us your question to pay ordinary income tax on the distribution plus a 10% m W

penatty tax if you are not 59%

For the latest Money news, follow USATODAYMONEY

By borrowing from your 401(k) plan you are reducing the O Tortor

amount that is protected from potential creditors should your business fail and you have to
declare bankruptcy. But if you can borrow from outside of your 401(k) plan to fund your MONEY
business and the business fails, the assets in your 401(k) plan are protected from creditors.

Despite all of those caveats, it still may be your best bet, but just make sure you understand the
risks

Christopher Long,NAPFA-Registered Financial Adviser

Long & Associates, Chicago
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401(k) fees could reduce average nest egg by 30%,
study says

The average U.S. couple could pay nearly $155,000 in fees for their 401(k) plans over their
careers, according to the analysis by Demos, a nonpartisan research organization.
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Los Angeles
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Rather than the hypothetical $510,000 that a dual-earner
couple could have at retirement with no fees, they would be left
with only $355,000. The fees include explicit charges and
indirect expenses, such as the cost that mutual funds incur to
trade stocks.

Wealthier families could shell out nearly $278,000 in fees,
according to the analysis by Demos, a nonpartisan research
organization.

The mutual fund industry and some independent experts
disputed the findings of the study, saying it overstated the costs

that most Americans incur.
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“There's a problem — I'm not quite sure the problem is as large
as stated," said Mike Alfred, chief executive of BrightScope
Inc., a San Diego company that analyzes retirement plans.

Still, the report pointed a spotlight at what many experts say is

an enduring problem — high fees that drain the retirement

Taxpayer subsidies for rich ex-
presidents are cutback targets

prospects of millions of Americans.

Retirement-industry consultants have long complained that a
variety of factors — hidden fees by 401(K) providers, lax

Ads by Google government regulation and poor oversight by employers that

sponsor retirement plans — contribute to excessive costs.
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A study by the Government Accountability Office last month
found that many employers did not understand the fees that
401(K) providers charge their workers.

15-Minute Retirement Plan  The U.S. Labor Department will begin requiring extensive
Download Our Free Guide For  disclosure of all 401(K) charges in July. Mutual-fund firms and
Investors with $500k+ Portfolios other 401(k) companies will have to disclose all fees to

www fi.com employers, and employers will have to pass that along to their

workers.

Fees are one of many concerns about the risks of these plans.
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Employees who work for companies with low fees and strong investment options — and who are LADEAIS Ef
fortunate enough to retire during or after a bull market — can do well in 401(K)s, experts say. But those

with inferior plans, or who retire after a bear market has ravaged their savings, have far worse odds. $57.50 for 1-Year Membership
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"If you do everything right and you get a little bit lucky, you'll come out OK," said Robert Hiltonsmith, a Events

policy analyst who wrote the Demos report

ut if you don't do everything right or don't get lucky you
won't be in a good place.”

The mutual fund industry sharply disputed the Demos analysis. Most Viewed
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Hidden 401(k) Fees: The Great
Retirement Plan Rip-Off

By Adam J. Wiederman, The Motley Fool
Posted 122541 06/05/12 L =S A

Posted under: Retirement, Investing

You've beenadvised to [ w
save for retirement
using your company’s
401(K) plan.

‘The benefits, after all,

are significant:

1. Contributions are
‘made with pre-tax
dollars, lowering your
taxable income each
year you contribute.

2. The money you
contribute, along with earnings, continues to grow tax-free until you begin to
withdranw.

3. Most plans include a matching contribution from your employer, handing you free
‘money as an incentive to save.

Yet despite all these perks, a new study by Demos, a nonpartisan public policy research
and advocacy organization, alleges that your 401(k) plan may be ripping you off in ways
you don't even recognize.
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7. What are my options with an old employer's 401(k)?

When you leave employment, you have several options for your old 401(k) account. You can
leave it where it is, as long as it has more than a certain minimum threshold ($5,000 is
common). You can also roll it over into an IRA. Or, you may be able to roll it into your current
employer's plan. Of course, you have the option of cashing it out, which is rarely a wise choice.
You can read a thorough guide to these options and how to determine the best move for you
here.

8. How should | invest my 401(k)?

This question is far too complicated to answer here, especially since there's no way for me to
know your 401(k)'s specific investment choices, but that doesn't mean that you can't choose
your own 401(K) investments correctly. You just need a primer on asset allocation -- that is,
how much of your money should be in stocks, bonds, and cash. You should also brush up on
the types of investments your plan offers, e.g., "small-cap" and "global stock" funds. Here's a
quick but thorough guide to asset allocation that tells you what you need to know to make wise
decisions with your 401(k).

9. Can | contribute to a 401(k) and an IRA?

The short answer to this question is yes, you can contribute to a 401(k) and an IRA
simultaneously. However, your income will determine whether you can take a tax deduction for
traditional IRA contributions or contribute directly to a Roth IRA at all. For example, if you're
single and have a 401(k) at work, then you can only deduct all of your traditional IRA
contributions if your adjusted gross income (AGI) is $62,000 or less for 2017. Here's a guide to
the income restrictions on both traditional and Roth IRAs for the 2016 and 2017 tax years.

10. Do | get a tax break for my 401(k) contributions?

Yes! 401(k) contributions are excluded from your federally taxable income. They do not reduce
your income for Social Security or Medicare (payroll) taxes, but this is still a pretty good tax
break. Furthermore, you don't need to itemize deductions to take advantage. When you get
your W-2 for the year, your 401(k) contributions are automatically subtracted from the income
you'll report to the IRS. I've referred to retirement saving as the smartest tax move you can
make, and for good reason. Not only do you get some nice tax savings each year for
contributing to your 401(k), but you'll help set yourself up for financial comfort years down the
road.

The $15,834 Social Security bonus most retirees completely overlook

If you're like most Americans, you're a few years (or more) behind on your retirement savings.

But a handful of little-known "Social Security secrets" could help ensure a boost in your

retirement income. For example: one easy trick could pay you as much as $15,834 more...

each year! Once you learn how to maximize your Social Security benefits, we think you could

retire confidently with the peace of mind we're all after. Simply click here to discover how to

learn more about these strategi v
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What's worse, the typical 401(k) will steal an average of nearly $155,000 from each
worker over alifetime of saving.

'Secret' Fees Savers Don't Know They're Paying

‘The reason for this massive loss of wealth over a lifetime of saving comes down to fees.
And those fees are usually expressed in a way that disguises the true cost.

Most investors who purchase mutual funds have heard of fees like the "expense ratio,”
which averages more than 1% annually. Funds in 401(K)s are not exempt from such
fees, which cover the cost of record keeping and compliance, the fund manager's salary,
and (sometimes) marketing fees.

While the expense ratio is publicly shared, there are other fees that, Demos found, "are
nearly completely hidden from retirement savers.” We're talking about "trading fees.”

Trading fees are costs incurred when a mutual fund buys or sells an investment, in the
form of commissions and bid/ask spreads (the difference between the price the fund
actually buys or sells it for versus its market value). And they vary based on how
actively a mutual fund is trading.

But good luck trying to figure out how much you're actually paying for trading fees.
Related Articles
+ 401(k) Road Trip: A Finance Guy Rides to the Rescue Of Retirement

« What You Don't Know About 401(k) Fees Can Cost You
o The Pros and Cons of Automatic 401(k) Enrollment
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Obscure Reporting at Its Finest

H JCPenney Backs Off 'No Sale' Promise

‘The biggest problem facing 401(k) sleuths is that "reporting fees as a percentage of
assets actually disguises their true cost,” according to the Demos report.

Sponsored Links Demos compares it to receiving a surcharge on a
Truth About Annuities* concert ticket purchase. Let's say you buy a ticket $Saving on Sunblock -- Savings Experiment
DontBuy Any Annulty Unti You  to a show. The ticket company bases its fee on the

Wateh This Special Vi ; . s y 7'Sure Thing' Stock Market Predictors Put to the
Semorannun A con price of the ticket. So, for example, ifthe fee 5 5%, Text
% HARP Mortgage Rate YO P2y’ 591? of the price of the value of the good
{\ $150,000 HARP 2.0 Rafinance _ they're selling you. Coping With Full-Nest Syndrome: When Your
T68r0te s500imo L owest HARP L. Grown Kids Move Home
W freerateupdate.c
el ock Ulimates Mutual funds, on the other hand, charge customers How to Find a Work-From-Home Job That Pays
fetock iumate s a fixed amount based on your account balance, not a (Or Make Your Current Job One)
Expanded Proacive Monitoring -
Ultimate Identity Th. percentage of the returns they earned on your
ek ‘money (which is the value they actually provided). o e e Secunty Sreach Heans
Buyalinkher - T¢'s akin to paying 5% of your bank account balance
to the ticket seller in order to buy admission to the show. Initial Jobless Claims Fall for First Time Since April
In other words, mutual funds that employ this practice are paid even if they just hold Best Buy Founder Resigns as Chaman, Share
onto your money. They don't have nearly as much incentive to actually earn returns on
‘your money because they get paid no matter what. Hore DailyFinance Stories

‘You Only Think You're Paying 1.23% in Fees...

From Our Sponsor
See howto make all the small and big
purchases inlife a whole lot cheaper.
Startsaving now,

The study shares an example fund in which a $50,000 investment earned 4.65% net.
Meaning after one year, the account was worth $52,325.

In reality, of course, the fund earned more on that initial $50,000. The stated expense
ratio was 1.23%, S0 $615 in fees came out prior to that return. That means the fund
actually made $2,930 gross, or 5.88% of the initial $50,000.

Newswire
it v dailyfinance, comf2012/06/08/7-sure-thing-stock-market-predictors-put-to-the-test/ [T @l [ [@mtermet
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However, the study encourages us to look at this in another way -- by expressing fees B o] e -
as a percentage of the gross return. To o this, take the $615 in fees, and divide it by the
gross return of $2,030. This equates to a startling 20.9% of its return in fees -- meaning " 2MIY's Vacation Ends in Heartbreak
an investor paid 20.9% for the value the fund added. Eerie Object Washes Ashore on Beach
But this still doesn't take into consideration those obscure "trading fees” mentioned Dating Show Disaster Made Her Cringe
above. According to Demos, trading fees "often cost savers as much as or more thanthe  Seldom Seen Creature Caught on Film
explicit expense ratio,” meaning this example fund probably had a "real expense ratio” ers Fraty Kl namous Wonser J
of 2.46%.
Swift & Mayer's Very Awkward Run-In?
Since trading fees come out o the gross returns, we can adjust the fund's gross (pre-fee) oo oo e
return to 7.11%. Meaning the fund actually earned $3,555 before fees. It gets worse.
97-Year-Old Receives H.S. Diploma
... You're Actually Shelling Out More Than 30% st il e
Combining the expense ratio and trading fees, this fund withdrew $1,230 in fees (615 +
$615). Dividing this by the gross return of $3,555, an investor in this fund paid a Follow Us
startling 34.6% in "true fees.” .
SRR | I C S R+
Facebook  Twiter  RSS ToGo
money.
Add this up over a lifetime of saving and investing in a 401(k) plan and the average o
sworker loses as much as $154,704, according to Demos. A higher-income household can L)
expect to lose even more -- as much as $277,969. Compare Mortgage Rates
iortgage Rates oy 2 Zllw
Gallery: The Big Retirement Myth: You'll Spend Less
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paying the high salaries and expenses of the investment professionals managing these e arpjoded 1e47% - Joi aurfiee
funds, asking struggling American households to pay these prices to save for retirement wrw PennyStockadvice.com

is more than patently unfair, it's immoral.”
New Policy in Michigan
. . } - 2012-Drvers w/ no DUis ligible for upto 50% of
Unfortunately, the options for investors who want to avoid the fee frenzy are limited. B aaea s e DU Sligible for g to 0% off car
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Stuck With a Rigged System? By a ik here

One way around the fee issue is to take charge of your saving yourself, investing ina
self-directed brokerage account through your company's 401(k) plan. Or you could
‘malke use of IRAs or taxable accounts.

‘The trade-offis that you lose some of the biggest perks of a 401(k) - either a company
‘match, or tax-free growth. After all, it's necessary to save for your own retirement. And
2401(K) is still the most tax-efficient way to save for retirement.

But the system is clearly broken. So until the 401(k) system gets fixed, it's a lose-lose
situation for all too many investors.

This article was written by Motley Fool analyst Adam J. Wiederman. Click here for
Adam’s free report on how to ensure a wealthy retirement.

Retire 76% richer by NOT filling out this form

‘Smarthoney columnist Jack Hough says one lttle-known loophole could hand you 76%
Iarger infiation-acjusted Social Security checks. It could mean the difference between living
the retirement you've dreamed of and just scraping by. No wonder wealthy Americans are
already taking advantage of it

All the details of this loophole are laid out in a new, easy-fo-understand report from the

Motley Fool. This report, "The Shocking Can't-Miss Truth About Your Retirement.” can be =l
[T G @ meme [~ [Ruo% -,
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Why Saving In Your 401(k) Might
Be Horrible For You

& Frank Armstrong 11, Contributor

A 401(k) may be the largest financial asset a family has. They can be great to
build wealth, or so defective they may not be worth your participation. They
range from excellent to awful. Unfortunately, it's up to you to decide whether to
maximize the opportunity or pass and find better ways to invest.

Above all, 401(k) plans are investment vehicles and they should be judged
accordingly. While there are some tax advantages built in, those can be quickly
destroyed by excessive costs, poor performing funds, and insufficient
diversification opportunities to allow you to manage risk.

It takes a lot of capital to replace you at work as your family’s income generator.
A good 401(k) can be your best ally as you prepare. Or, a lousy plan could
destroy your chance of a decent and secure retirement. Now would be a very
good time to make sure your plan is up to the challenge.
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But, where do you start?

x
Improved disclosure is on the way

regulations is a good place to start to evaluate your pension. But, disclosure in a perley

plan sponsors and participants don’t digest the information, measure against
reasonable benchmarks, make informed decisions, and take action to adjust
their strategy accordingly, all the disclosure in the world is wasted energy.

The disclosure from each pension service provider to the plan sponsor covers
costs, methods of payment, services, fiduciary status, and potential conflicts of
interest. For the first time, plan sponsors will have a complete picture of who is
getting paid for each service and whether that payment is “reasonable”
considering the service provided. Additionally, each service provider must state
whether they are acting in a fiduciary capacity which requires them to make
decisions solely in the best interests of the plan participants.

Shortly thereafter the plan sponsor will consolidate, summarize and share that
information with the pension participants.

Make no mistake about it. this is critical information. and this disclosure
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Make no mistake about it, this is critical information, and this disclosure
requirement is long, long overdue. However, it's only one piece of the pie. But,
let’s start with that piece of the pie as a first screen to see what we should learn,
and then work on other parts of the plan to evaluate whether it'’s an A+ or F-
plan.

The easiest place to start is with costs. There are necessary services that must
be paid for by a qualified plan that may make it more expensive to administer
than a carefully managed personal account. Record keeping, plan
administration, legal, tax preparation, fund expenses, trading costs, compliance
testing, accounting, statement generation, web services, custody, and
investment advice all cost something. Each cost on its own should be
reasonable. But, from the perspective of the participant it'’s important that the
total expenses not be excessive.

Fortunately, today computers do a lot of the grunt work and economies of scale
kick in to make a well run plan very economical. Of course, a plan with many
participants and small total assets will be more expensive than a plan with few
participants and giant account balances. DOL doesn’t suggest any range of
reasonableness for plan expenses, instead they expect plans to occasionally
“test the market” to determine what's reasonable.
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As an example, a typical well run very small company plan with $1 million
0 total balances and 50 participants might come in at 1.3% of assets per year
total costs. Larger plans should be somewhat cheaper. So, if your plan has
total costs that exceed 1.3%, and you pay them, you might want to know why.

. Tt also helps a lot of your employer pays plan expenses directly rather than
have them deducted from your account. That can have a dramatic positive

¥Twest  impact on the costs you bear and your retirement benefits.
N It's not unusual to come across plans of that size with total cost exceeding
3.25% of plan assets per year which is a devastating tax on future
R« accumulations. In that case, I wouldn't invest one penny over what it takes to
get the match (if any).
0
Next, you will want to insure that your plan’s
3 share investment advisor, administrator/record keeper
@ chrome acknowledge their fiduciary status which would hold
0 G Gi them to the highest standards of prudence and the
Google Gives requirement to make decisions solely in your best
@ redait iPhone Users . S
B Choi interests. It's a total mystery to me that any plan
. F;ﬂ“;ifne,s"lfi:m sponsor or participant might consider anything less.
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On line tools, calculators and educational material to make
number crunching and planning your retirement simple and
effective.

+ An easily navigated web site allowing 24/7 access to account

information, values, performance, loan initiation, investment
and contribution changes.

Periodic automatic rebalancing
Call centers staffed with helpful advisors.

Take the time to evaluate your plan. Remember, it's
your money going into it, and the investment results
will determine whether or not you have a secure
retirement. You simply can't avoid responsibility for
making informed decisions. Hopefully, your plan will
shine. If not, you have lots of options to be discussed
soon.

Frank Armstrong is the founder and principal

of Investor Solutions, a Miami-based NAPFA fee-
only registered investment adviser with more than
8550 million of assets under management. He has
more than 38 years’ experience in the securities and
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Personal Finance

401(k), IRA contribution limits won't go up in

2017

by Katie Lobosco @KatieLobosco

October 27, 2016: 3:42 PM ET
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‘Access Hollywood"
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Abu Dhabi

Mercedes-Benz
S unvelss first pickup
truck

Planning young: a retirement roadmap

The government won't raise the limit on how much you can
contribute to your retrement accounts next year.

httpy//money.cnn.com/video/pf/2014/10/10/planning-next-retirement-roadmap.cnnmoneyZiid=EL
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(Money magazine) - Target-date mutual funds had all the makings of a

classic bull market folly.

In the boom years right before the 2008 financial crisis. Congress passed a
Taw that not only encouraged employers to automatically sign up workers to
2401(K) plan but also allowed them to pick the investment if the employee

didn't go to the trouble:

Sponsored Links

Exciting Oil&Gas Project
Opportunity for accredited investors,
Serious inuiries only
DomesticOilAndGasinvestments.com

Truth About Annuities?*
Don' Buy Any Annuity Until You Watch
This Special Video Report!
‘SeniorannutyAlert com

Buy 3 link here

Getting started
401(K)s & company plans
Investing
Annuities

IRas

Seit-employment plans

Pensions and benefit plans

On the very short list of approved
default investments were target-date
funds, which typically offer a
premixed portfolio of stock and bond
mutual funds that becomes more
conservative as employees age
(The "target date” refers to the year
that fund investors expect to retire.)

Around that time, Fidelity and
Vanguard. two of the largest target-
date managers, changed their long-
term strategies so that investors

would hold more equities later in life.

Then came the crash. Vanguard
Target Retirement 2010 and Fidelity
Freedom 2010, funds for investors
just a few years from retirement, lost
‘about 26% and 20% of their value.
respectively. over a 12-month
stretch: one small fund run by
OppenheimerFunds fell amost 45%

Congress and regulators launched

Mortgage & Savings Center
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Equiy Loan
Overnight Avg Rate Latest  Change  Lastieck
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15 yr fixed 208% ¥ 299%
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15 yrrefi 205% ¥ 296%

View rates in your area

[Enter ZIP code Rate data provided

by Bankrate.com

Today's featured rates:
30yrfixed mig, 0 points, Los Angeles, CA, APR 4.625%
“Rates subject to change.
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hearings. News stories wamed of a
risky new class of mutual funds. It looked as if a hubristic money-
management industry had overreached

Afunny thing happened next: Money kept pouring in

Since the beginning of 2008, target-date funds have added more than
$177 billion in net new cash. bringing them to a total of $380 bilion in
assets.

Related: 3 things to know about target-date funds

“It's a freight train going down the tracks." says Brooks Herman. head of
research at BrightScope, a company that rates 401(K) plans. “Imagine if
these things had gotten good press "

The market recovery since 2009 has surely helped. but stock funds overall
have continued to hemorrhage cash, while target-dates are reshaping
Americans' 401(K)s.

If you don't own a target-date fund now, chances are you will soon. Besides
‘auto-enroliment, the design of many 401(k) plans nudges you to actively
pick the funds. Your plan might group fund choices into logical tiers
(simplest and so on). and drive take-up of target-dates by putting them in
the first tier

By 2020, the investment consultancy Casey Quirk projects. target-date.
funds could account for half of all assets in workplace refirement accounts

And the funds reach beyond 401(k)s: Fund giant T Rowe Price, for
example. puts target-dates front and center on its IRA rollover website.
Click on your birth date and see which fund to buy

Twitter takes the Olympic gold
for speed

Tuitter is breaking news from London
- and spoiling things for those who
want to watch on TV. More

Top 10 consumer complaints

Complaints about auto dealers are
No. 1 on Cansumer Federation of
America’s list. More

Make anything a touchscreen -
even hands

Microsoft and its partners are
developing projectors that interacts
with any surface or body motion,
tuming almost anything into &
touchscreen. Play

Trade school enroliment soars

Many US. trade schools are seeing
record enrollment in manufacturing-
related programs. More
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The boom in these funds has been an unambiguous win for fund
companies. How that happened is partly a story of Washington influence
and partly a story of how an industry got wise to the lessons of behavioral PERSONAL SAVINGS | American Express Ban,
finance, the study of how psychological biases skew investment decisions Aveneaneess prk savereer | FEB: Member FDIC,

It's also the case that target-date funds address a real need: Even savvy
savers who would never leave it to their employer to sign them up for a 401
(k) could use some guidance. The employers who design the 401(k) menu
and the fund managers who set the asset allocations are. together, many
Americans' de facto financial planners

The open question. though, is whether target-date funds can truly fill that
need for financial advice. While there's much to be said for taking a set-it-
‘and-forget-it approach — it beats constantly trying to time the market — you
should think carefully before handing over the keys to whichever fund
company your employer picked out for you

In this story. you'll learn how target-date managers are making crucial
decisions that could determine how much wealth you have in retirement

Related: How should | invest for my retirement?

Many target-date funds still take significant market risk in the years leading
Up to and after retirement. Holding alot in equities during what may be a 30
-year or longer retirement can be a reasonable choice, but this "stocks for
the long run” thinking isn't watertight

Even the pros who run the funds have a wide range of views: Funds with a
2015 target may hold as much as 63% or as little as 20% in stocks. These
supposedly simple funds can also have a lot going on inside them, with
‘some managers making their own market-timing calls. adding commodities
or dipping into hedge-fund-like strategies. Costs range from razor-thin to
expensive
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Once you understand the differences among these funds and the risks =
they expect you to be able to handle, you may stil find that a target-date
fund is a useful tool. (And you'll see how to make even better use of it)

But the fund industry doesn't expect most target-date users to take that
Kind of care It is a product largely built around the unusual proposition
that the customer isn't always right

THE IDEA THAT STUCK

That belief isn't totally unfounded. The shift from traditional pensions
toward 401(K)s was initially heralded as a chance for people to take control
of ther retirement

By the early 2000s. however. the evidence had piled up that savers were
struggling. Much of the research came from the emerging field of
benavioral finance

Ina 2001 paper, economists Shiomo Benartzi and Richard Thaler found
that many 401(k) investors practiced "naive diversification" They would
spread their bets among whatever options were offered. 5o if the plan had
lots of stock funds, they'd have lots of stocks

Other researchers found that investors were prone to inertia. They tended
not to change their holdings over time. ending up with the same risky
portfolio at 60 that they had picked at 45 And they were saving too litle. in
part out of sheer procrastination

Related: 401(k) fees revealed!

‘Some large companies aimed to tum that inertia in the other direction
making contributions to a 401(k) automatic. with the choice of opting out. All
of this made it inevitable that employers would have to make investment
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"With automatic enrollment, you have to decide what to do with the money."
says David Wray of the Plan Sponsor Council of America, a trade
‘association of employers offering 401()s. Fund companies cooked up a
solution. Fidelity launched its target-date funds in 1996: Vanguard got
going in 2003, and T. Rowe in 2002. (Together. the three now control 75%
of the market )

The final push for target-dates came with the new law in 2006. It was a
‘small provision. championed by the fund industry's trade association.
tucked into a big bill regulating traditional pension plans. Although some
companies were already auto-enrolling people. the aw offered them legal
protections by spelling out the rules

‘The Labor Department's regulations that followed created new default
options, including balanced funds with a set stock/bond mix and customized
accounts as well as target-dates. But target-dates are what stuck.

This automation of the 401 (k) may be the most important real-world
‘application of behavioral finance

“Its not the biggest change. It's the only change." says Benartzi, who now
runs a behavioral research group for Allianz Global Investors. a target-date
manager

Default investing had something for everyone. Employers liked that it got
their employees signed up. Policy wonks hoped it would give lower-income
workers a better shot at saving. And of course the mutual fund industry
knew it was a heck of a sales tool

Justin time. In contrast to the roaring 1990s. few fund managers are
household names these davs So for the comnanies that sell their exnerfise
Contains commands for working with the selected tems.
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s stock pickers, target-date funds have been an important bright spot.

Related: 5 champions of financial education

“This is a very strategically important product to the firm." says Jerome
Clark. manager of the T. Rowe Price target-date funds. which invest only in
other T. Rowe portfolios

Clark's funds were responsible for $7.5 bilion of the $11 billion in new
mutual fund assets the company took in last year. And once people are ina
target-date fund. they seem more likely to stay put than other fund
investors

“It's very, very 'sticky' money.” says BrightScope's Herman. The inertia that
target-date funds help correct also keeps investors in place

Not surprisingly. executives at the large target-date managers have
enthusiastically embraced the language of behavioral finance

Christopher Sharpe. co-manager of the $147 billion Fidelity Freedom target
~date funds, invokes the term "alpha". if a fund can get more return without
‘adding risk. it's said to have delivered alpha. The Freedom funds, Sharpe
says. can bring investors "behavioral alpha, if you will " That means the
fund is likely to beat the not-so-bright things you might do instead

And in fact. by some measures, investors are doing a better job allocating
their money since target-dates took off. Extreme bets of 100% stocks or no
stocks are becoming less common in 401(k) plans, fund companies say

The quick start that target-date funds can give to investors, especially
beginners. is why Vanguard and T. Rowe Price target funds are on the
MONEY 70 recommended list
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By lan Salisbury

The debate over economic inequality seems to be everywhere these days. The 1% and
99% are even duking it out in your 401(k) plan.

These retirement vehicles, which hold more Get the
than $3 trilion in Americans’ refirement

savings, have been undergoing major changes. | J[
Employers — spurred by the Department of OW@S

Labor and a string of lawsuits — have been

improve transparency. These efforts have

largely been applauded by consumer advocates ra‘tes |n
and many in the investment industry. But

perhaps inadvertently, some experts say the l
shiftis also undermining plan features that yea rS
usually leave wealthier investors subsidizing

less-affluent ones, sparking a discussion among experts about the “fairest” way to arrange
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“It's the same debate we're having at the national level,” says Mike Alfred, co-founder of
financial research firm BrightScope. “It depends on whether you are liberal or conservative. .. It's
who pays what.”

The issue revolves around the complicated question of how to defray a plan's administrative SEE HOW LOW CLICK HERE
costs — everything from processing contributions, to printing and mailing quarterly statements
Traditionally, plans have paid for these services out of an all-purpose pool of money mutual
funds collect from investors in the form of an annual fee, often around 1%, against each
account holder's balance to cover everything from star stock pickers salaries to stamps for
mailings

a

In recent years, these long-standing VENBER FDIC. EQUAL OPPORTUNITY LENDER
arrangements have been criticized by those
who suspect the so-called fee ‘bundiing’
makes it too hard for employers to see who
is getting paid for what and uttimately inflates
prices. The practice spawned several dozen
investor suits and new Labor Department
rules aimed at promoting transparency
which went into effect this summer.
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moving to an 4 la carte system, where each
'WSJ Retirement Weekly Editor Robert Powell points out

investor is charged a separate fee for their
that investors who held steady during the economic ,
downturn since 2008. He also offers advice for investors share of the plan’s back office costs. But in
paying close attention to refirament savings taking this step, employers aren't just

itemizing these costs. Many are also
replacing fees tied to account balances with flat-rate dollar ones, say $100 a year for each
participant, on the logic that many of these accounting costs vary litle no matter how much
money is in an account

Eiuke (547 | W Tweet (75 g3

The case for a 40% drop in the
markets

Etike (97 W Tweet (7 g+ 2

JENNIFER WATERS'S CONSUMER CONFIDENTIAL
Your right to resell your own stuff

is in peril

Euke 5k| W Tweet (1316] 41 118

The shift is dramatic: One recent study by benefits consulting firm Towers Watson found that
when firms had workers pay directly for plans, nearly two thirds asked everyone to chip in the
same amount — in contrast to bundled plans where fees tied to account size are essentially
universal

Apple fans may trade old iPads for
mini version

That's raising some eyebrows among experts
who point out that, for better or worse, recent Eiuke 100 W Tweet (67 R+ 2
changes could subtly transfer shared plan

costs from workers who are typically older and

better paid to ones that are younger and Retirement Planner

poorer.

Are you on track?

“It's hurting people with small account
balances,” says senior retirement consultant

Why you should keep Treasurys  Robyn Credico — although she i quick o
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Smarthloney's Jack Hough explains why investors
should hold onto their Treasurys, despite talk of a
bubble. Photo: Bloomberg News:

«Why Obama, Romney threaten your retirement
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point out Towers Watson doesn't take a
position on what she calls a “philosophical
decision” for employers to wrestle with

To be sure, as in all debates about economic
equality, “fairness” is in the eye of the
beholder. For instance, many note the current
system, while theoretically progressive, can
also be capricious. One reason: workers who
bet big on certain holdings like company stock
get a free ride because, unlike mutual funds,
these don't charge management fees and
therefore contribute nothing to shared plan
costs. Another worry is that companies that
charge employees different amounts for the
same service — even in the name of broader
faimess — could open themseives up to
lawsuits.

By contrast, the logic that everyone should
carry their own weight appeals to many
employers’ top executives as simple and
straightforward, according to Rick Meigs,
president of benefits Web site
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You'll be allowed to defer up to $18,000 of your salary to your 401(k) and contribute as much as
$5,500 to your IRA or Roth IRA in 2017, the same as this year. (You can save a little bit more if
you're getting closer to retirement age. More on that below.)

The limits are reviewed annually and sometimes increased. But because of the current low
inflation rate environment, they haven't changed since 2015.

Accounts like the 401(k), IRA and Roth IRA are a great way to save for retirement because your
money is allowed to grow tax-free. But there are limits on how much you can save and when you
can withdraw the funds.

While the contribution limits will not change in 2017, the government will tweak the income limits
on who can make contributions to a Roth IRA and who can claim a deduction for their
contribution to a traditional IRA.

Here's what you need to know.

How much can | contribute to my 401(k)?

You can defer as much as $18,000 of your paycheck to your 401i(k). If you're 50 or older, you
may make a "catch-up" contribution of an additional $6,000, for a total of $24,000 next year.

These limits also apply to 403(b) plans and the federal government's Thrift Savings Plan. They
don'tinclude the matching contribution you may receive from your employer.

More on 401(k)s

How much can | contribute to my IRA or Roth IRA?

YYou can contribute as much as $5,500. If you're 50 or older, you can make a "catch-up”
contribution of an additional $1.000, for a total of $6,500.
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Funds offered by American Funds, a staple in many 401(k)
plans, are a good case in point. They offer six retirement plan
shares classes, labeled R1-R6 (that’s in addition more than a
dozen types of share classes offered for everyone from retail

accounts).

For the firm’s popular EuroPacific Growth fund, R1 shares have
an expense ratio of 1.61 percent which includes a 12b-1 fee of

1.00 percent, a fee designed to cover compensation of an

adviser or a third-party administrator of the plan that's included

in the overall expense ratio.

Including those fees, the 3-year annual average return for the
fund in this example is 2.55 percent. By comparison, the R6
shares have an expense ratio of just 0.50 percent and include
no 12b-1 fee. Including those lower fees, the 3-year annual

average return for the fund Is 3.70 percent.

For reference sake, the 12b-1 fees by share class for the fund

are:

R1 1.00%
R2 0.75%
* R30.50%
* R40.25%

Past performance cannot guarantee future results.
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While the American Funds are a bit unusual in the number of
share classes offered, it is not unusual for there to be several
choices of share class available for a 401(k) plan. Take the
suite of target-date funds offered by T. Rowe Price. Using their
Target-Date Retirement 2020 fund as an example, there are
three share classes available with differing expense ratios:

« The main share class has an expense ratio of 0.70
percent with no 12b-1 fee and a 3-year average return of
10.28 percent.

The ADV share class has an expense ratio of 0.95 percent

with a 12b-1 fee of 0.25% and a three year average
return of 9.98 percent.

« The R share class has an expense ratio of 0.95 percent
with a 12b-1 fee of 0.50 percent and a three year average
return of 9.71 percent.

Those cost differences are important to understand. I happen
to think highly of both the T. Rowe Price target-date funds and
the American Fiinds FurnPacific Growth Fund (thainh this nost
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From Your Benefits But both illustrate the need for both participants and sponsors
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structure of a plan’s service providers.
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Broken?

Roger Wohlner, CFP®, is a fee-only financial adviser at Asset
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provides advice to individual clients, retirement plan sponsors,
foundations, and endowments. Read more about Roger here. Active Senior Communities
Find & Compare 55+ Communities. Call us

Today for More Information.
FindIndependentLivingSeniors. org
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12:56PM EST November 10. 2012 - Money Watch, &
personal finance column that runs every Saturday,
features a financial planner from the National Association
of Personal Financial Advisors answering reader questions
about saving, protecting and growing your money. To
submit a question, e-mail USA TODAY personal finance

S reporter Christine Dugas at. cdugas@usatoday. com
24 Q: My 401(K) plan through my employer allows me to >
! borrow against the balance. The interest rate on the

loan is 9%, which | would pay to the fund (myself). |
have college loans for my children that | will begin
paying in four years. Is it a good idea for me to borrow
$50,000 from my 401(k)? | cannot currently earn 9% on
my 401(k) investments.

A 401(K) loans are helpful in some limited circumstances

You don't need to qualify through a credit chieck, and you
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* You are putting your You don't need to qualify through a credit check, and you
fediement;sayings atrick dortt hiave to tell anybody why vou are borrowing the
money. It true that you pay interest to yourself and that

9% rate sure looks attractive to receive the interest in your 401(k) account.

Advantages aside, borrowing from your 401(k) plan usually is not a good idea for a couple of
reasons

For one, your loan repayments are being made with after-tax dollars. In other words, you will be
paying off your loan from your income, which has already been taxed. Except mortgages, that's
true of most loans

< e problem with a 401(K) loan is that, when you withdraw your account balance at refiremert,
your withdrawals will be taxed. That means you will pay income taxes on the same money twice

Another serious problem with 401(k) loans can arise if you leave your current employer before
the loan is paid. When this happens, your loan is immediately due in full and if you dont pay i,
the balance that you owe will be considered a distribLtion and you will owe income taxes on the
full amourt

Even worse, if you are younger than 59%, you will owe an additional 10% tax penalty on the
amotnt distributed
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Even worse, if you are younger than 59%, you will owe an additional 10% tax penalty on the
amotnt distributed

And 401(K) loans, Unless secured by a mortgage, must be paid back over a period not to exceed
60 months. In your case a $50,000 loan would cost you about $1,030 a month. You need to ask
yourself if you can make those payments and stil make contributions to your plan and meet
your other obligations and goals

A better alternative, if you can do it, may be to refinance your home or, if you really can afford
the payments, put aside $1,030 in an investment account to help meet your college loan
obligations when they start to come due in four years

Frank Boucher, NAPFA-Registered Financial Advisor
Boucher Financial Planning Services, Reston, Va.
Previous Moniey Watch columns

Tips on tackiing credit card debt

Making life insurance benefits last

Maxirizing your Social Security

comment ] 2 Share [

T el [ | @ Frelcvess

@) start] [5) inbox - Outook Express | Google News - Windows .. [ Momey wateh Pros &, | ] 01k _plan_managermen. Seachbesior (2. (G 7is9Pm





image95.png
10 Things 401(k) Plans Won't Tell You - SmartMoney.com - Windows Internet Explorer =8 x|
) (%] IR0 o smareroney comretsenentrring 10-Fings 401 plans-nrt-te-yo 13527 SE6oHE5 k=3 st = [Fers |2
P —
i Favorites
10 Things 401(k) Plans Won't Tell e =
You
Bk 1 PRINT

How out-of-control fees and below-par investrment options could delay your
retirement - or rob you of it entirely.

By ELIZABETH O'BRIEN A A

1. We weren't meant to carry the weight of your future.

or more and more Americans, the quality of one's retirement comes down
to the quality of one's 401(K)

That's a lot of pressure to put on plans that started out as a source of extra
cash for individuals who were already quaranteed a secure montly retirement
income. When 401(kjs were first introduced in the late 19705, most workers st
had "defined benefit" pensions -- retirement plans where employers made all the
decisions aboutwhat to invest where. Back then, 401 (ks were intended as mere
supplements to those plans, says Lee Topley, managing director of the retirernent
plan consulting group at Unified Trust, a Lexington, Ky.,firm that manages the
needs of plan participants on behalf of employers. Early contributors to 401(k)
plans were mostly high eamers, since they had the biggest tax bill and thus the
greatest incentive to sock away pretax dollars in the plans, says Greg Carpenter,
CEO of Employee Fiduciary, an independent administrator of 401(Kk) plans

The double-digit interest rates of the early 19805 made it relatively easy for
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That's a lot of pressure to put on plans that started out as a source of extra
cash for individuals who were already quaranteed a secure montly retirement
income. When 401(kjs were first introduced in the late 19705, most workers st
had "defined benefit" pensions -- retirement plans where employers made all the
decisions aboutwhat to invest where. Back then, 401 (ks were intended as mere
supplements to those plans, says Lee Topley, managing director of the retirernent
plan consulting group at Unified Trust, a Lexington, Ky.,firm that manages the
needs of plan participants on behalf of employers. Early contributors to 401(k)
plans were mostly high eamers, since they had the biggest tax bill and thus the
greatest incentive to sock away pretax dollars in the plans, says Greg Carpenter,
CEO of Employee Fiduciary, an independent administrator of 401(Kk) plans

The double-digit interest rates of the early 19805 made it relatively easy for
comparnies to meet their obligations through low-risk bonds, Topley says, but
pensions becarme more expensive for companies as interest rates began to fall
and plans had to project for even lower rates in the future. From then on, 401(k)
plans, known in the industry as "defined contribution” plans - where the financial
burden is placed scuarely o the employee - continued to grow, as more
comparnies decided that pensions were too pricey to continue. Today, 401(KJs hold
$3.5tillion of retirement assets, and only 7% of private sector employees with
retirement benefits had a pension in 2008, down exponertially from 62% in 1980
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