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Both employee and plan sponsor may 
want to take advantage of the season  
to reinvigorate a retirement savings plan.

It’sSpring—

I t’s springtime. The flowers are blooming. The birds are chirping. You 
have started to clean out your closets and get the cobwebs swept 
away. Warmer weather is around the corner, but then you think for 
a moment: It’s nice to be outside and enjoy the weather, but when 

retirement comes, will I be able to afford and enjoy it?
Let’s sweep out the old habit of putting off saving for retirement and 

focus on best practices and new behaviors that will allow you to retire 
in comfort. 

This article will discuss best practices to save for retirement. There 
are at least two perspectives to consider: one from the point of view of 
the participant, and the other from the plan sponsor. Let’s start with the 
participant.

Time for a Fresh Look  
at Saving for Retirement
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Time to Refocus
Funding a 401(k) plan is an easy task to ignore. The most 

common reasons not to fund a 401(k) plan are:
• I cannot afford it now.
• Retirement is so far off in the future, why think about 

it now?
• What difference will a few years of saving make any-

way?
• The markets have been sluggish. I’ll defer into my plan 

when the markets improve.
• My 401(k) plan limits my investment choices. I can do 

better with full control of my assets.

Spring is a time to adjust your focus and attitude and set 
a new plan. The most disciplined ways to save for retirement 
are to:

• Start early in life
• Maximize the amount you save every year
• Contribute to your 401(k) consistently
• Invest for the long term.
Table I illustrates how following these suggestions will 

work to your benefit over the long run.
Let’s assume that you are able to defer the full amount al-

lowed, $18,000, when you first start working at the age of 25, 
and you will add the $6,000 catch-up per year at aged 50. And 
we will assume that the maximum annual deferral amount 
does not change over the course of your working career.

Is it realistic that a 25-year-old will be able to save $18,000 a 
year for every year? Probably not. But Table I gives guidelines 
and allows you to extrapolate based on when you begin to 
save and what will be your average rate of return.

What a difference a decade makes. For example, think of 
the two individuals who invest their assets the same way and 
earn 7% per year. For the one who starts at the age of 30, his 
or her plan will be valued at over $3 million when he or she 
turns aged 65. For the person who waits a decade to start 
saving? That plan is worth only half that amount—$1.5 mil-
lion. Wait another decade? The assets are again worth 50% as 
much—just over $700,000.

And what would the participant have done with that 

takeaways
•  The earlier a person begins to save for retirement, the more time 

he or she has for savings to compound and accumulate.

•  Generally, a person’s tax rate in retirement will be lower than dur-
ing his or her career, making tax-deferred savings advantageous.

•  Diversified, professionally managed investment portfolios have 
been shown to improve portfolio diversification compared with 
participants making choices on their own.

•  Autoenrollment increases participation, but the initial deferral rate 
often is too low, resulting in lower account balances.

•  A financial wellness program can help give participants confidence 
and control over their finances.

TABLE I
Asset Values at the Age of 65 Depend on Age When a Person Begins  
to Defer and Long-Term Rate of Return* 
(Amounts in $ Million)
Begin to Defer Compounded Annual Growth Rate
      at Age  4% 5% 6% 7% 8% 9% 10%

25 2.004 2.565 3.313 4.312 5.655 7.461 9.897
30 1.589 1.960 2.436 3.047 3.833 4.849 6.159
35 1.246 1.486 1.781 2.145 2.594 3.151 3.840
40 0.966 1.115 1.292 1.502 1.751 2.047 2.399
45 0.735 0.824 0.926 1.043 1.177 1.330 1.505
50 0.545 0.596 0.653 0.716 0.786 0.863 0.949
55 0.337 0.358 0.381 0.405 0.432 0.459 0.489
60 0.166 0.171 0.177 0.184 0.190 0.197 0.204

*Assumes a person defers the full amount allowed, $18,000, and adds the $6,000 catch-up contribution at aged 50.

Source: Vanguard. How America Saves 2015: A report on Vanguard 2014 defined contribution plan data. 
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added money? The worst-case scenario has our participant 
spending it. However, let’s give the participant the benefit of 
the doubt and assume that he or she is disciplined enough 
to save it.

Assuming that the person is in the 40% tax bracket, the 
$18,000 that could have been invested pretax is now worth 
only $10,800 per year after tax. If you are a good saver and 
invest at 7% per year but you have turnover and give up 
10% of your gains each year to taxes, the value of the assets 
after ten years is $153,740. But had you deferred it into your 
401(k) plan, the value after ten years is $266,105. Now think 
about it at aged 65—after you have been deferring for 40 
years. With the income taxed each year and paying out 10% 
per year in capital gains taxes, your value is $2.149 million. 
Had you left it in your 401(k) plan, it would be worth $4.312 
million.

Table II may help you think your way through the value of 
your asset pool using posttax dollars or saving it in a 401(k). 

The difference in the size of the asset pools steadily in-
creases. In the first year it is 68% higher using pretax dol-
lars, and it increases to a difference of 119% more at the end 
of the 40th year. Granted that the pretax dollars are exactly 
that—pretax—you will need to pay income taxes when you 
withdraw the money.

But you need to start drawing on these assets only in the 
year that you turn aged 70½. You will need to pay taxes on 
these withdrawals, but your tax rate would have to be 56% 
for this to break even, and that assumes you have averaged a 
40% marginal rate during the 45 years before that. It seems il-
logical that your tax rate in retirement would be significantly 
higher than while you were working.

There is another mathematical consideration. At aged 
70½, you are required to draw out less than 4% of your as-
sets according to the Internal Revenue Service (IRS) required 
minimum distribution (RMD) table. Though this percentage 
increases each year, your assets are still growing tax-deferred, 
making the difference even larger between deferring funds 
into a 401(k) plan and paying income tax and then saving 
and investing it.

The moral of the story: Let the tax deferral of the 401(k) 

learn more
Education
Certificate Series
July 11-16, Brookfield (Milwaukee), Wisconsin
Visit www.ifebp.org/certificateseries for more information.
401(k) Plan Structure
Visit www.ifebp.org/elearning for more information.

From the Bookstore
The Confident Retirement Journey: Your Personal & Finan-
cial Road Map
Ron Kelemen, CFP. Confident Vision Press. 2013.
Visit www.ifebp.org/books.asp?9011 for more details.
2016 Retirement Plan Facts
Louis R. Richey, J.D., Executive Editor; Stephen Abramson; 
Deborah A. Miner; John Phelan; and Bruce A. Tannahill. 
National Underwriter. 2016.
Visit www.ifebp.org/books.asp?9060 for more details.
Save More Tomorrow: Practical Behavioral Finance Solu-
tions to Improve 401(k) Plans
Shlomo Benartzi. Penguin Random House. 2012.
Visit www.ifebp.org/books.asp?9040 for more details.

TABLE II
Dollar Values Based on Number of Years Invested and Various Rates of Return,  
Investing Either After-Tax or Pretax Dollars

($ million) 
 Annual Rate of Return

 5% 7% 10%
Number of Years Investing Investing Investing  Investing Investing  Investing
    of Savings After-Tax Dollars Pretax Dollars After-Tax Dollars Pretax Dollars After-Tax Dollars Pretax Dollars

10 0.138 0.237 0.153 0.266 0.179 0.315
20 0.354 0.625 0.436 0.790 0.602 1.134
30 0.709 1.291 0.979 1.856 1.628 3.297
40 1.286 2.419 2.008 4.006 4.093 8.973
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work for you. The government is giving 
you an interest-free loan by letting you 
use those dollars that otherwise would 
have gone to taxes to earn more return. 
Though you will eventually have to pay 
taxes on the deferred dollars and the 
growth of your investment, it is bet-
ter to pay those taxes later rather than 
sooner.

What Plan Sponsors Can Do  
to Help Participants Save  
for Retirement

Currently, more than 90 million 
Americans are covered by defined con-

tribution plans; these plans hold over 
$6.5 trillion in assets. The large record-
keepers offer data that cover their par-
ticipants. Vanguard’s 2014 data, in its 
report How America Saves 2015, covers 
3.6 million participants and may help 
plan sponsors structure their plans to 
help participants save for retirement. 
These are trends that are helping par-
ticipants save.

• 45% of all Vanguard participants 
were invested solely in an auto-
matic investment program such 
as a target-date fund, a balanced 
fund or a managed account advi-

sory service. This is up from 25% 
at the end of 2009. These diversi-
fied, professionally managed in-
vestment portfolios dramatically 
improve portfolio diversification 
compared with participants mak-
ing choices on their own. Among 
participants entering a 401(k) 
plan for the first time in 2014, 
80% were invested solely in a 
professionally managed alloca-
tion.

• 80% of plan sponsors offered a 
target-date fund at the end of 
2014; this is up from 17% at the 
end of 2009. These funds serve 
another purpose in that they 
count as a qualified default in-
vestment alternative (QDIA), 
which was promulgated in the 
Pension Protection Act of 2006.

• Plan participant rates were 77% 
in 2014. The average deferral rate 
was 6.9%. This is slightly lower 
than the 7.3% in 2007. The de-
cline in average contribution 
rates is attributed to an increased 
adoption of automatic enroll-
ment. Although autoenrollment 
increases participation rates, it 
also leads to lower contribution 
rates when the deferral rate is set 
at a low beginning level, such as 
3% or lower, and not increased 
automatically.

• Other trends include:
— Participant trading has been 

muted.
— There has been a drop in com-

pany stock exposure.
— Loan activity has been flat.
— Assets are largely kept for re-

tirement.
Table III includes statistics about 

plan design, participation rates and 

retirement security

TABLE III
How Plan Design, Participation Rates, Deferrals  
and Managing Plans Have Changed
 2010 2014

Plan design
Plans providing an employer contribution 88% 94%
Plans offering autoenrollment 27% 36%
Among plans offering autoenrollment, those offering autoescalation 69% 70%
Plans offering Roth contributions 42% 56%
Participation rates
Plan-weighted participation rate 76% 77%
Voluntary enrollment participant-weighted participation rate 70% 61%
Autoenrollment participant-weighted participation rate 86% 89%
Participants using catch-up contributions, when offered 13% 16%
Participants using Roth, when offered 9% 14%
Employee deferrals
Average participant deferral rate 6.9% 6.9%
Percentage of participants deferring more than 10% 22.0% 22.0%
Average total contribution rate–participant and employer 9.6% 9.5%
Managing the plan
Average number of funds offered 18.6 18.3
Average number of funds used 3.3 2.9
Percentage of plans designating a QDIA 61% 71%
Among plans with a QDIA, percentage of those being target-date funds 89% 94%
Participants using target-date funds when offered 42% 66%
Participants offered a managed account program 41% 55%
Participants with professionally managed allocations 29% 45%

Source: Vanguard. How America Saves 2015: A report on Vanguard 2014 defined contribution 

plan data. 
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employee deferrals that can point to what plan participants 
appreciate in their plans and how the plan sponsor can help 
provide them.

So what is the plan sponsor to take away from this informa-
tion in helping to sweep in the new plan design for the spring 
and sweep out the old one? Here are five thoughts about how 
to increase participation rates and increase the dollars that 
participants can save for retirement.

 1. Consider offering an employer contribution.
 2. Include autoenrollment in your plan. Consider making 

the initial deferral relatively high—over 5%—and add 
an autoescalation feature.

 3. Narrow your investment menu to under 20 offerings. 
Above that, it is confusing for the participants and, be-
sides, very few funds are used by each participant.

 4. Make sure to include a QDIA. The most used form of 
QDIA is a target-date series.

 5. Provide a financial wellness program to help alleviate 
employees’ concerns about their current and future fi-
nancial health. These programs assess a person’s finan-
cial well-being as well as provide information and sim-
ple steps to help them gain confidence and control over 

their finances, including budgeting, emergency sav-
ings, paying for college, health care expenses or plan-
ning for retirement.  
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