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Plan Sponsors Ask

Plan Sponsors Ask...
 
Q: We aren't seeing large numbers of participants utilizing the Roth accounts
in our 401(k), even though it was introduced three years ago. What are other
plan sponsors experiencing?
 
A:Like you, many employers that offer a 401(k) plan have added Roth accounts for their participants.

 In fact, Roth accounts have become increasingly popular for 401(k) plan sponsors, with over 50% of
them now offering the option. But, says a working paper from the National Bureau of Economic
Research, just under 9% of workers who have a Roth option in their employer-sponsored plan had
taken advantage of it as of 2013.
 
There is no one right answer to the question of whether a pretax or Roth account is better, and that
may have something to do with the lack of uptake among participants. However, uptake is
significantly higher-in fact, double-among participants hired after a Roth account was initially offered
as compared to participants who were employed before. The authors of the working paper chalk this
up to the human tendency to leave well enough alone; when people have already made a decision
(where to direct their 401(k) contributions) or are intimidated by a decision ("Which kind of account
is better for me?") they tend toward inertia. The Roth account may be better explained to new hires as
compared to longer-tenured employees, too.
 
While both Roth and pretax options have merit, educating participants about their differences could
benefit the retirement savings of your employees, so it's a good idea to regularly communicate about
it if you have one available. Read the working paper here: http://tinyurl.com/NBERRoth. 
 
Q: Plan participants have been asking us about lifetime retirement income
options, and we are concerned about helping them make their money last. Can
you provide some information on how we can do that?

 
A:Participants are indeed very concerned about ensuring a lifetime income in retirement. In fact, 84%
of those responding to a recent survey said having a guaranteed monthly income for life is important
to them. Yet, only 44% of them know for sure whether or not their plan offers a monthly retirement
income option, and just 14% have purchased an annuity.
 
Providing access to financial advice is a key way employers can help employees understand their
retirement income needs, according to the report. Sixty-two percent of respondents said they have not
performed an analysis of how their retirement savings will translate into monthly income; only 10%
have performed such an analysis with
the help of a benefits expert through their employer.

  Learn more by viewing TIAA-CREF's Lifetime Income Survey at
http://tinyurl.com/TIAACrefLifetimeIncome.
 
Q: We have heard that health savings accounts could help employees save
even more for retirement. What do we need to know?

 
A:Money accumulated in a health savings account can indeed be used in retirement. Much like a
401(k) plan, employee contributions to HSAs, as well as the earnings on the account, are pretax.



That's why there are some who suggest using an HSA to help employees increase their pretax
contributions-and their ultimate retirement savings.
 
The concern is that employees may need $200,000 or more solely for medical costs, including
premiums and out-of-pocket expenses, in their retirement years. Employees whose 401(k)
contributions reach the maximum allowable level each year need to find other ways to save money.
 
There is some debate about whether or not the HSA is a viable option. In an environment where a
health insurance plan is a competitive benefit, a high-deductible health plan, to which the HSA must
be tied, may not look attractive to candidates. The Employee Benefit Research Institute (EBRI) says
that an employee saving in an HSA for 20 years could accumulate between $118,000 and $193,000,
depending upon the rate of return and contribution amounts. But it concedes that in order to maximize
the accumulations in the HSA, the employee would need to pay current medical expenses out of
pocket using after-tax money-something that is likely to be a stretch for most employees.
 

 Read more about HSAs and their potential for retirement savings in the EBRI report, Lifetime
Accumulations and Tax Savings From HSA Contributions, at .http://tinyurl.com/EBRIHSA
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