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Growing Your 401(k) Plan

Y

our 401(k) plan’s ultimate size is
primarily a function of two
factors — how much you contribute
and how much you earn on those
contributions. Of course, you know
you should contribute the maximum amount possible ($18,500 in
2018 plus a $6,000 catch-up contribution for individuals over age 50, if
permitted by the plan). But what
steps should you take to maximize
your returns? Consider these tips:
• Take advantage of employermatching contributions. Contribute at least enough to take full
advantage of any matching contributions. You simply lose the
money if you don’t use it. A 50%
match on your contributions is
the equivalent of earning 50% on
your money in the first year. If
you plan to contribute the maximum and your employer matches contributions, have the $18,500
taken out of your pay uniformly
throughout the year. Most employers match contributions as
they are made, so you could
forgo some matching if you reach
the limit before year-end. For
instance, assume you earn
$150,000, your employer matches
50 cents per dollar on up to 6% of
your pay, and you contribute
18.5% of your pay. After twothirds of the year, when you have
earned $100,000, you will have

contributed the maximum of
$18,500, and your employer will
have contributed $3,000. If you
contribute 12.3% of your pay instead, your contributions will be
spread throughout the year and
your employer will contribute
$4,500, an additional $1,500
match.
• Select your investment alternatives carefully. Since you are
responsible for investment deci-

sions, understand any alternatives and review all available information before making choices.
Keep in mind the long-term nature of your retirement goal and
select investments for that time
period. For most participants,
that will mean that a significant
portion of their portfolio should
be invested in growth alternatives, such as stocks.
Continued on page 2

Taking Required Minimum Distributions

W

hile the tax code allows you to
save money tax deferred in retirement plans such as individual
retirement accounts (IRAs), 401(k)
plans, and other retirement plans,
the Internal Revenue Service wants
its cut. That’s why holders of most
retirement accounts must start withdrawing money at age 70½. The
amount that you are required to
withdraw is called a required minimum distribution (RMD).
Generally speaking, the RMD
applies to all retirement funds except those in Roth IRAs and employer plans like a 401(k) plan for
those still working at age 70½. Once
you retire after age 70½, you must
begin taking your RMD from that
plan as well.
If you fail to withdraw your
RMD, the IRS will impose an Excess

Accumulation Penalty, which equals
50% of the RMD you failed to withdraw. To avoid this penalty, follow
these steps:
• Determine whether you’re required to take an RMD. For
your retirement accounts, you
must take your first RMD by
April 1 of the year after you turn
70½. If you wait until April 1 of
the year after you turn 70½
(rather than taking your first
RMD that same year), you’ll have
to take another RMD by December 31 of that same year. After
that, you’ll be required to take
your RMDs by December 31 of
each following year. For example, if you turn 70½ in 2018, you
must take your first RMD by
April 1, 2019. Then, you must
Continued on page 3
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• Rebalance periodically. Numerous studies have found that rebalancing reduces portfolio
volatility, often with increased returns. By rebalancing, you are
following a fundamental investment principle — you are buying
low (those investments that are
underperforming) and selling
high (those investments that are
performing well). Remember
that you set your asset allocation
strategy because you believed
those were the appropriate percentages of various investments
you should own. Thus, you need
to make rebalancing a habit so
your portfolio doesn’t become
more risky than intended. Since
your 401(k) plan is tax deferred,
there are no tax ramifications to
buying and selling within the
account.
• Limit the amount of company
stock owned. Purchasing too
much company stock is risky.
Not only is your job and livelihood tied to the company, but
your retirement savings are also
tied to the same company. It is
generally recommended that any
one stock not comprise more
than 5% to 10% of your portfolio’s value. If you own company
stock in your 401(k) plan, look at
how much of your total balance it
represents. Take steps to immediately reduce that percentage if
it is over 10%.
• Don’t borrow from your 401(k)
plan. While it may be comforting to know you can gain access
to your 401(k) fund when needed, only borrow as a last resort.
It’s true that you are borrowing
from yourself and will pay interest to yourself, but there are also
hidden costs to this borrowing.
When you borrow, some of your
investments are sold. While your
loan is outstanding, you miss out
on any capital gains or other income those investments may
have earned. Interest rates are
typically very reasonable, often
prime rate or a couple of points

Is Your 401(k) Plan Enough?

I

f you work at a company that offers a 401(k) plan, especially if
the plan offers matching contributions, it may be the most important part of your retirement investment plan. But should it be the
only part?
In 2018, the maximum annual
401(k) contribution is $18,500, not
including employer-matching contributions. If you are at least 50
years old, you can contribute an
additional $6,000 in 2018, if permitted by the plan. Your plan may
impose lower limits to ensure that
it complies with nondiscrimination rules.
Here are five questions to help
you decide whether your 401(k)
plan is the only plan you’ll need
for retirement:
• What kind of lifestyle do you
want to fund in retirement?
You’ll find general rules of
thumb indicating you’ll need
anywhere from 70% to over
100% of your preretirement income during retirement. How
much you’ll need depends on
your individual circumstances.
For example, if your mortgage
will be paid off and you plan to
stay home and watch your
grandchildren during retirement, 70% of your preretirement income may be sufficient.
• Can you count on Social Security? Social Security benefits
were never designed as
the sole source of retirement
income, but they are still a
valuable source of income.
Those with lower incomes will
find that Social Security replaces a higher percentage of
their preretirement income than
over prime. That makes it easier
to pay back the funds but could
mean your 401(k) account is earning lower returns than if it was
invested in other alternatives.
Also, if you leave the company
while a loan is outstanding, you
must repay the entire balance
within a short period of time or

those with higher incomes.
• How much does your employer
contribute to your 401(k) plan?
The $18,500 maximum contribution to your 401(k) plan does not
include employer contributions.
Employer-matching contributions vary by plan, but a typical
match is 50 cents for every dollar
contributed up to a maximum of
6% of your pay. However, recently, many employers have reduced or eliminated matching
contributions. If your employer
offers a match, make sure you
take full advantage of it. A generous matching contribution can
contribute substantially toward
your retirement.
• What are average returns on
your 401(k) investments? You
can only choose from the investments offered by your 401(k)
plan. But within those parameters, select investments that
match the long-term nature of
your investments and will help
grow your retirement funds over
time.
• What other sources of income
can you count on? If you already have other retirement assets, you might not need to count
as heavily on your 401(k) plan.
Other potential sources of retirement income might include a defined-benefit pension plan, individual retirement accounts
(IRAs), an inheritance, or other
investments.
If you contribute the maximum
possible to your 401(k) plan and still
aren’t sure you’ll have enough for
retirement, please call for a review.
zxxx

the loan will be considered a distribution, subject to income taxes
and the IRS 10% early withdrawal penalty if you are under age
59½ (55 if you are retiring).
Please call if you’d like help
with decisions involving your 401(k)
plan. zxxx
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take your second RMD by
December 31, 2019.
If you’ve inherited a retirement plan, you’re generally
required to take an RMD the year
after the plan holder’s death, unless the plan owner turned 70½
before death. In that case, you’re
required to take the RMD the
same year as the owner’s death.
Spouse beneficiaries may be able
to delay required distributions.
• Identify all your retirement
accounts. List all your retirement
accounts, including employer
plans, traditional IRAs, SEPs, and
SIMPLE accounts. This list will
help ensure you calculate your
RMD correctly and that you’ve
considered all accounts.
• Calculate your RMD. To calculate your RMD, divide your
retirement account balance as of
December 31 of the prior year by
a life expectancy factor determined by the IRS. Lifetime tables
are created by the IRS for this
purpose.
• Create a withdrawal plan. You
don’t have to take an RMD from
every one of your accounts, as
long as your total withdrawal
equals the total amount calculated. You can group your retirement accounts by account type
and take a single distribution
from one account in each group.
However, you can’t cross over
between IRAs, 401(k)s, and
403(b)s, for instance. You’ll also
have to decide whether you want
to take your withdrawals monthly, quarterly, or annually.
• Perform a year-end checkup.
Toward the end of each year,
make sure you’ve identified all
your accounts, calculated your
RMDs accurately, and distributions have been taken. You only
have until December 31 to make
any necessary adjustments to
avoid the 50% excess accumulation penalty.
This is a brief guide to RMDs.
Please call to discuss the topic in
more detail. zxxx
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Your 401(k) Plan after Changing Jobs

T

here are a lot of emotions and
moving parts to consider when
you leave a job, no matter what is
driving the move. But it is important to remember that your 401(k)
plan from your former employer
will continue to require your attention, even if you have a new one at
your new job.
And while you can certainly
hold more than one 401(k) plan,
there are some factors to consider
when it comes to deciding whether
to maintain separate accounts or
roll your assets into a single
account.
• It is more difficult to execute
saving strategies like asset allocation across multiple accounts.
One of the most crucial components of your financial plan is
your asset allocation strategy,
which should match your need
for performance to your tolerance for risk. You achieve this by
diversifying your portfolio
across the basic asset classes
(stocks, bonds, and cash) and
sub-classes, such as large- versus
small-company stocks, U.S. versus foreign stocks, and corporate
bonds versus U.S. Treasury securities. When your portfolio is
spread out over more than two
accounts, it’s more difficult to
monitor your asset allocation
strategy.
• It can be hard to track when
plans change providers. Plan
sponsors (employers) often
change 401(k) plan providers as
they try to maximize service and
minimize administrative expenses. When the provider changes,
this usually means a change in
the plan’s fund choices. If you
are not paying attention during
the transition, your funds could
be automatically placed by the
new provider. Obviously, the
more accounts you have to pay
attention to, the more likely it is
something will slip through the

cracks and not align with your
wishes.
• Rebalancing your portfolio is
more complicated with multiple accounts. It is important to
review your portfolio on at least
an annual basis. Rebalancing involves restoring your portfolio
to its planned asset allocation
proportions by selling off some
of the investments that are performing well and reinvesting
the proceeds in your underperforming investments. The more
investments you have in more
places, the more transactions
you’ll have to plan and execute.
• Assessing the performance of
your investment choices is
harder when dealing with
more than one account. Monitoring your assets and making
sure that they are performing
well compared to the market
can seem like a full-time job, especially when they are spread
out over multiple accounts.
• More accounts could equal
more expenses. Because 401(k)
plan providers charge fees that
directly affect the returns your
portfolio generates, it is important to know exactly what each
of your plan’s provider charges.
If former employers’ plans
charge more than your new one,
you may be able to boost your
portfolio return simply by consolidating your funds into the
lower-fee plan.
There may also be very good
reasons to maintain more than one
retirement account. For example,
rollover IRAs generally offer more
investment choices and control
than most 401(k) plans.
If you have accounts at more
than one employer, you might benefit from a professional analysis of
the pluses and minuses of keeping
them.
Please call if you’d like to discuss this in more detail. zxxx
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Dow Jones Industrials
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2901.52 2913.98 2711.74 1.4% 5.3%
Nasdaq Composite
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News and Announcements
Questions to Ask before Taking Money
from your IRA
You’ve done all the right things to prepare for your
retirement. You have systematically made contributions
to your IRA and have a good nest egg built to support
your future. Beginning at age 59½, you can take distributions without paying a penalty; and if you saved
using a Roth account, you can withdraw principal at
any time. But before you withdraw money, you should
ask these important questions:
Am I retired? The purpose of your IRA is to provide
you with an income stream during retirement. If you are
taking money out to go on a vacation or for improvements to your home, any amount you withdraw before
you retire will not be there when you are actually retired. So you need to think long and hard before dipping
in before you retire.
Are there other income sources? The more money
you have in your retirement account, the more potential

you have to generate growth, so you should try to find
other sources if you need money. There may be times
when you’re thrown a curve ball and need to dip into
the funds, but this should always be the last resort.
Do I really need the money? Once distributions can
be taken without a penalty, some people think it’s open
season to start withdrawing money. While you’ve
worked hard to save that money, just remember to think
about the consequences of withdrawals. Any taken before retirement could end up limiting your income later
in life when you no longer have a paycheck.
On the other hand, make sure you don’t wait too
long to access the money. At age 70½, you’ll have to take
required minimum distributions (RMDs), which will be
based on your savings balance and your life expectancy.
If you don’t take the full RMD, there is a 50% penalty on
the amount that is not withdrawn.
FR2018-0724-0412

