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Practical Dreaming:  
What Are Your  
401(k) Participants  
Dreaming About? 
by Jack M. Towarnicky, CEBS | Of Counsel, Koehler Fitzgerald, LLC

Optimizing the Value  
All Participants Derive  
From Your 401(k)

Igot great enjoyment from present-
ing our 401(k) plan’s potential to 
new hires on their very first day of 

employment. Many were shocked when 
I said, “Someday you won’t work here” 
and “Don’t miss out.” We showed them 
how contributing to a 401(k) was a 
simple way to save.

We also presented a 401(k) “magic 
show,” complete with audience par-
ticipation. We did not saw anyone in 
half, but we did use a “magic” top hat 
and a magician’s wand to demonstrate 
plan mechanics. Audience volunteers 
would be asked to risk 70 cents or 
$2.00, put it in the hat (as if it were 
a 401(k) account) and, while others 
observed, watch it magically multi-
ply because of deferred federal and 
state withholding, employer match, 
investments and compound earnings, 

liquidity without leakage,1 etc. The 
goal was to ensure that everyone un-
derstood how to perform this same 
“trick” every payday. We ended with 
a second trick—demonstrating how 
the plan might be the only tool work-
ers needed to fashion their financial/
wealth destiny and become 401(k) 
“middle-class millionaires” someday. 

Not once did we mention retire-
ment.

The goal of this article is to prompt 
you to reconsider the role of your 
401(k)—to trigger a paradigm shift to 
reach beyond a simple, myopic focus 
on retirement preparation. Reach past 
the goal to provide a competitive plan 
and work to achieve a competitive ad-
vantage for all participants and your 
organization.  

What’s Possible Today
Sometimes a plan sponsor’s greatest 

challenge comes from worker missteps 

A T  A  G L A N C E

• Plan sponsors should reconsider the 
role of their 401(k) plans and reposi
tion them as a universal, lifetime fi
nancial instrument.

• In order to help participants save 
more in their 401(k) plans, employers 
should take steps to minimize leak
age from preceding and subsequent 
employer plans. Steps can include 
facilitating direct transfers of ac
count balances and accommodating 
outstanding plan loans.

• Automatic features can help over
come racial and ethnic disparities in 
retirement savings and accumulated 
wealth. 

• Plan sponsors should consider pro
viding an employee financial well
ness program and always treat plan 
participants as customers, regard
less of whether they are actively em
ployed.

4 0 1 ( k )  P l a n s
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before they joined your organization. See the table for a com-
parison of actual retirement savings by age and one firm’s es-
timated target accumulations.

The barriers to retirement preparation haven’t changed 
much. Most challenges occur well in advance of retirement—
inadequate plan access, failure to save or save enough, and 
plan leakage. 

What are you doing about this?  
There was once a ’60s sci-fi show named The Outer Lim-

its. It frequently featured aliens. The voiceover introduction 
solemnly intoned, “We will control the horizontal; we will 
control the vertical.” As a plan sponsor, that’s you: You’re in 
control. Some of the concepts that follow reach the “outer 
limits.” Some will be alien, foreign to you. And some will 
sound like benefits heresy. See the sidebar “Top Takeaways” 
for additional considerations when evaluating your 401(k) 
plan.

1. Remove the word retirement from the plan’s name 
and all marketing materials. 

Instead, reposition the 401(k) as a universal, lifetime 
financial instrument capable of meeting almost all finan-
cial preparation/savings needs, offering superior features, 
value and utility.2 Don’t limit the plan to one or two spe-
cific purposes. Avoid discouraging those who believe they 
are unable to save or who don’t prioritize retirement. Help 
participants avoid diverting available funds to less efficient, 
less valuable savings alternatives. A worker’s current finan-
cial priorities may not be more important than saving for 
retirement; however, they may be more urgent. Retirement 
may be remote, uncertain and unlikely for many of the 
approximately 70% of workers who live paycheck to pay-
check.3

It’s important to offer this lifetime view because, in real-
ity, most of your workers will end up as terminated vested 
participants—not retirees of your organization. The sta-
tistics bear this out—The median tenure of workers ages 
25-64 has consistently been less than five years for the past 
five decades. And median tenure statistics may understate 
turnover—which is often highest among short-service em-
ployees. Workers have had an average of 12 employers by 
the time they reach age 52.4

2. Minimize leakage from preceding and subsequent 
employer-sponsored plan(s).

The following can help participants avoid actions like 
cashing out other employers’ 401(k) plan assets. 

• Solicit, encourage and facilitate direct transfers from 
all other employer-sponsored plans, especially among 
workers who  must begin taking required minimum 
distributions (RMDs).5 

• Solicit/facilitate “rollover” of outstanding loans from 
all predecessor and subsequent employer-sponsored 
plans.6 

• Achieve liquidity without leakage for all savings, in-
cluding transfers from employer-sponsored plans and 
rollovers from traditional individual retirement ac-
counts (IRAs).7 Put in place processes that help ensure 
repayment of plan loans.

• Consider delivering new-hire bonus payments as a 
nonelective employer contribution to the plan.

• Consider a one-time, at-hire deferral election.8 

3. “Nudge” everyone as a diversity, equity and 
inclusion (DEI)10 solution

Automatic features done right, have, over time, overcome 
racial and ethnic disparities in retirement savings and accu-
mulated wealth. 

Suggested steps include the following.
• Consider retroactive, gap-filling “equity” amendments 

to address gaps in participation or contributions.9

• Automatically enroll new hires at default contribution 
levels (Roth or pretax)11 that allow them to receive the 
full employer match.12

• Perennially autoenroll/auto-escalate all eligible work-
ers to the same default contribution level.13 

• Annually escalate contributions for those at/above 
the default but who are deferring below target lev-
els.14  

• Use target-date models as the qualified default invest-
ment alternative (QDIA) to minimize expense and fi-
duciary risk/exposure.15

• Provide disability accrual protection.16

• Prospectively curtail/eliminate hardship and postese-
paration, preretirement withdrawals.17  
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4. Confirm that the opportunity, 
value and utility offered by the 
401(k) will continue indefinitely, 
even after employment ends.

Remind participants that the 
401(k) plan is a separate legal entity, 
separate from their current employer, 
and explain why they should want to 
be plan participants for the rest of 
their lives.

To further encourage participants 
to keep their money in the plan, high-

light the opportunities presented by 
continuing participation. For exam-
ple, one key benefit is that investment 
management/control continues with-
out change, which offers the following 
advantages.

• Participants are already familiar 
with the plan design and invest-
ment options. 

• The plan sponsor has a fiduciary 
duty to monitor core investment 
choices.

• A directed brokerage/deemed 
IRA might include immediate 
and deferred annuities (including 
qualified longevity annuity con-
tracts (QLACs)) and other guar-
anteed income investments as 
well as noncore investments to 
meet diverse wants and needs.  

• Participants may have continued 
access to plan investments that 
are not available in the individual 
marketplace (e.g., white label, col-
lective investment trusts, guaran-
teed investment contracts, etc.).

• Target-date QDIAs offer auto-
matic rebalancing.

Other advantages to remaining in 
the plan may include continued tax-
free access to the account balance via 
liquidity without leakage (i.e., plan 
loans).18 In addition, consolidating as-
sets/aggregating accounts (including 
IRA assets) may simplify RMDs and 
lower participant-paid fees.19 

Participants also can make post-
separation additions via contributions 
to deemed IRAs and contributions to/
rollovers from IRAs. They can moder-
ate marginal income tax rates on dis-
tributions by timing in-plan Roth con-
versions and ad hoc withdrawals and 
distributions.20 Most participants will 
experience variations in income tax 
rates throughout their working career, 
especially those resulting from periods 
of unemployment and retirement. The 
timing of these withdrawals and dis-
tributions may significantly impact the 
value actually realized net of federal, 
any state or penalty tax.

Many retirees lack the expertise to 
manage a lifetime of savings. Keeping 

T A B L E

Already Behind When They Arrive

* 2019 Federal Reserve Board Survey of Consumer Finances (43% of adults had no  
  retirement savings).

** Fidelity, “How Much Do I Need to Retire,” July 21, 2020, www.fidelity.com/viewpoints 
/retirement/howmuchdoineedtoretire.

*** Bureau of Labor Statistics, First Quarter 2021, Median weekly earnings, fulltime,  
www.bls.gov/news.release/wkyeng.t01.htm.

2019 Retirement Savings  
by Age* Target Accumulations**

Age Median Average Pay Multiple At Median 
Wage***

18-24 $ $4,745

25-29 $ $9,409

30-34 $2,000 $21,732 1x $51,168

35-39 $2,500 $48,710 2x $102,336

40-44 $6,950 $101,899 3x $153,504

45-49 $10,000 $148,950 4x $204,672

50-54 $10,000 $146,068 6x $307,008

55-59 $15,000 $223,494 7x $358,176

60-64 $2,000 $221,452 8x $409,344

65-69 $ $206,819 10x $511,680

70-74 $ $202,964

75-79 $ $143,613

80+ $ $128,217
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money in the plan may help participants avoid financial mis-
takes as they age—a kind of “extended warranty” on retire-
ment savings.21 Plan designs that include deemed IRAs may 
facilitate qualified charitable distributions22—allowing par-
ticipants to manage federal and state income taxes, taxation 
of Social Security benefits, as well as “modified adjusted gross 

income” tests affecting Medicare Part B and Part D income-
related monthly adjustment amounts. 

Plans can also offer:
• A “phased retirement” option that allows participants to 

elect annual installments based on life expectancy to 
avoid penalty taxes23

• Annual RMD installments at the required beginning date 
• A default payout option that would facilitate the defer-

ral of Social Security benefit commencement to full 
retirement age or age 70 as the most cost-effective op-
tion to “purchase” additional guaranteed, inflation- 
indexed income.24 

5. Have a financial wellness program, recognizing the 
diverse needs of your entire population.

Highlight equity and the equitable treatment of all partici-
pants. Ensure that the plan offers value to every individual, 
regardless of account balance, needs, wants or employment 
status. Strategies might include the following.

• Avoid unique benefits for specific needs (student debt, 
etc.). Instead, add utility.25 

• Leverage “liquidity without leakage” to help all partici-
pants overcome paycheck-to-paycheck living, avoid 
use of alternative financial services26 and get ahead of 
the debt curve.27

• Report plan loan repayments to credit bureaus to help 
participants improve their credit ratings. 

• Add sizzle via “prize-linked” nonelective employer con-
tributions. Participants would periodically be entered 
into sweepstakes for nonelective employer contributions.

• (Re)consider:
— Adding a Roth 401(k) to enable participants to time 

taxation of savings 
— Adding in-plan Roth conversions; allow participants to 

use plan loans to meet tax withholding requirements
— Helping participants manage the five-year rule, 

which requires Roth IRA account-holders to wait 
five years after their first contribution before they 
can withdraw their earnings after reaching age 59½ 
without paying tax28

— Creating in-plan emergency accounts that are 
funded with after-tax 401(a) contributions or are 

Top Takeaways
When looking at how your 401(k) plan can meet your needs as 
a plan sponsor and those of your participants, consider the 
following.

• Change is the only constant. Assess how accommodating 
your 401(k) is when it comes to changes in: 

—Participant composition, e.g., hires, separations, status 
changes

—Participant needs and wants, goals and objectives

• Maximizing participants’ perceived and realized value per 
dollar spent (whether it is by the employee or employer), 
which can be achieved by features that anticipate and 
address participants’ needs and wants over a lifetime, from 
onboarding to legacy

• A sole focus on retirement preparation is suboptimal; 
instead, help participants “drive to their dreams,” whatever 
they may be dreaming about. This requires you to:

—Anticipate the diversity of needs and wants of current 
and future participants 

—Recognize generational differences and how priorities 
evolve as each participant ages

—Accommodate all participants, regardless of when in 
their career they joined or left the organization. 

• “Competitive” designs and investments based on 
benchmarking other plans may not optimize results for your 
organization, nor satisfy the needs, wants and desires of 
your highly diverse participant population. Instead, seek out 
designs that create a competitive advantage.

• The 401(k) is a separate legal entity, an indefinite 
commitment to all employees, rank and file as well as 
Csuite (and their beneficiaries); it remains in effect long 
after all current employees have left the organization.  
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deemed IRAs (with automatic enrollment,29 poten-
tially an employer match)30

— Adding Roth and pretax catch-up contributions 
— Adding an employer contribution true-up31 
— Adding employer matching contributions for catch-

up contributions. 

6. Always treat plan participants as customers, 
regardless of whether they are actively employed.32

Consider providing retirement planning education on 
leveraging the 401(k).33 The plan can achieve economies of 
scale by retaining participants with larger account balanc-
es—adding value to today’s new hires and all other active 
employee participants.

Conclusion
Today, you, the plan sponsor, are in control. Remember 

that “the best way to predict the future is to invent it.”34 
Tomorrow? The 401(k) remains a creature of the tax code. 

Its future depends on Congress: Will legislators remove the 
remaining impediments to saving, or will they curtail tax 
preferences to raise revenues, or both? The 401(k) has gone 
through numerous variations and updates—many prompted 
by legislative changes, others by organic growth.35 

Until then, you will want to help participants achieve their 
dreams—whatever they are dreaming about. 

The author’s comments are his own based on his past experiences in 
plan sponsor roles, and do not necessarily reflect those of any employer or 
association he has been employed by or affiliated with, past, present or fu-
ture. This information was provided by individuals with knowledge and 
experience in the industry and not as legal or tax advice. The issues pre-
sented here may have legal implications and you should discuss this matter 
with legal counsel prior to choosing a course of action. This article is in-
tended to be informational only. It is not (and you/others should not use it 
as a substitute for) legal, accounting, actuarial, or other professional advice. 
Any advice contained in this article was not intended or written to be used, 
and cannot be used by anyone for the purpose of avoiding any Internal Rev-
enue Code penalties that may be imposed on such person [or to promote, 
market or recommend any transaction or subject addressed herein]. You 
(others) should seek advice based on your (their) particular circumstances 
from an independent tax advisor.
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