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Keep Workers 401(k)-Focused

In a turbulent economy, refresher education could motivate employees to save for
retirement.

By Nancy Hatch Woodward

All it took was a two-day snowstorm to get employees centered on their retirement plans.

Last winter, a Delaware company sponsored a 401(k) education program, a six-hour
Saturday session for employees and family members. Because it snowed through the
weekend, some participants stayed in on Sunday and did their homework.

One employee and her husband completed every worksheet and exercise their trainer had
given them the day before, mapping out their future, including what they should be
saving and how they were going to do it, says Susan Windham, chief executive officer of
the EDSA Group, a financial education company in Baton Rouge, La., that conducted the
session. The couple “made revisions to their budget and even made a date with their
estate planning attorney,” she says. “It touched all aspects of their lives.”

Although staying indoors during nasty weather may help employees concentrate on
retirement plans, a more common motivator can be the stormy economy—buffeted by
rising prices, job uncertainties, falling home values, spreading credit woes, roller-coaster
stock prices and more frequent use of the word “recession.” (For an online-only sidebar
with a definition of recession, “A Recession—Or Not?.”)

At times like these, employees may grow increasingly uncertain about their retirement
prospects, worried that they can’t afford to save now for later, tempted to curtail current
levels of contributions to 401(k) plans and possibly inclined to tap plans’ assets to help
make ends meet. And they can be particularly receptive to employer-sponsored education
to help them deal with financial concerns.

In fact, providing such information for employees—regardless of the condition of the
economy—is an important responsibility that employers take on when they offer
employee-directed retirement plans such as 401(k)s.

Employees are indeed worried. According to a 2008 survey from the Transamerica
Center for Retirement Studies, employees are losing confidence that their retirement nest
eggs will prove sufficient—48 percent of survey respondents said they thought they are



saving enough, down from 65 percent the previous year.

In addition, loans from 401(k) accounts appear to be on the rise. In the 2007 Duke
University/CFO Magazine Global Business Outlook Survey, nearly 20 percent of
companies reported seeing increases in hardship withdrawals from 401(k) accounts. Most
of the withdrawals were to prevent home mortgage foreclosures or personal bankruptcies.

In another survey last year, by the Transamerica Center, the number of employees who
took loans from their retirement plans was up substantially, to 18 percent from 11 percent
the previous year. Almost half of the loans were taken to pay off debt.

Actions Have Consequences

Employees need to realize that withdrawing from a 401(k) account can result in
substantial taxes and penalties, says Rick Meigs, president of 401khelpcenter.com, in
Portland, Ore.

Hardship withdrawals from a 401(k) are not for everyone, says Jan Jacobson, senior
counsel, retirement policy, at the American Benefits Council, an employer-oriented
association specializing in employee benefits, in Washington, D.C. There are strict rules
on the granting of hardship distributions, she says.

Jacobson adds that employees should consider how they will pay back loans and whether
they will be able to afford to continue contributing to their 401(k) accounts. If they can’t
continue, they stand to lose their employer’s matching contribution.

The potential effects of reducing the value of a 401(k), whether by withdrawing from the
account or curtailing contributions to it, are among the core principles of retirement plan
management that should be spelled out for employees from time to time, some experts
say.

Plan participants should keep in mind, for example, that:

e It’s normal for the economy to have ups and downs.

e Recessions are infrequent.

o Investments purchased during a period of decline can rise in value substantially
when the economy starts growing again.

o ontributing consistently to a 401(k) can be beneficial in the long term.

o It’s important to be diversified in investments and to rebalance a 401(k) account
periodically—to alter its mix of higher- and lower-risk components in keeping
with the employee’s age and nearness to retirement.

Not Tuned In
What concerns benefits expert Dallas Salisbury about employees’ management of their

401(k)s is not so much what they do—it’s what they don’t do. Salisbury is president and
CEO of the Employee Benefit Research Institute (EBRI), a private, nonprofit



organization in Washington, D.C., that focuses on health, savings, retirement and
economic security issues. “Individuals don’t pay attention to what is happening in the
world relative to their retirement savings,” he says.

Even in a recession, Salisbury notes, employees may stand still. He cites EBRI research
that shows 401(k) enrollment, diversification and contribution rates remained essentially
unchanged during the last recession, in 2001, compared with rates in preceding years.

Yet employees could be open to education about 401(k) plans in general. According to
EBRI research set forth in The Retirement System in Transition: 2007 Retirement
Confidence Survey, more than half of workers indicated that they would be likely to take
advantage of professional investment advice offered by the companies that manage their
employer-sponsored retirement plans.

“One-third of people say they want investment education from family and friends,” says
Salisbury. “Employers can’t do much about that; however, survey data show that more
people will listen to investment information from their employer than a third party”—
with “third party”” understood to include the company that administers the employer-
sponsored plan.

Stacy Henderson, president of KMotion, an employee financial education company in
Tualatin, Ore., suggests that if you do use a third party—whether the administrator of
your 401(k) plan or a resource separate from your plan—it’s important that HR or
someone in senior management be involved as a co-presenter of the session or at least
stand up and introduce the presenter. The reason, essentially, is credibility. She says
employees are more likely to trust their own managers rather than outsiders with regard
to such information. Some employees may be skeptical of a message regarding the
management of their 401(k) plans that comes only from someone who may appear to
have a stake in employees acting on the message.

Crafting a Careful Message

At all times—and especially during a downturn, when 401(k) balances may be
declining—many employers worry about how they provide financial information to
employees. There is longstanding concern that if investment education is perceived as
advice and, when acted on, produces a negative result, the employer will be held legally
liable for that outcome.

Supplying investment advice rather than just education can raise both fiduciary and
possibly prohibited-transaction issues, says Christopher G. Guldberg, a partner in the
Chicago office of the global law firm Baker & McKenzie LLP. His advice? Relax. Most
cases dealing with fiduciary responsibilities involve employer stock, he says.

The rules are pretty simple, Guldberg continues. First, don’t endorse any type of
investment strategy or product. You can, however, educate employees about:

e The benefits of participating in a 401(k) plan.



o The benefits of increasing contributions to the plan.

e General financial investment concepts such as risk and diversification.

o Asset allocation models, showing examples of, say, investors at different ages
who may prefer more-conservative investments or who are interested in taking
more risks with their portfolios.

¢ Questionnaires, worksheets and software in which no recommendations are made
but a user can plug in their information and figure out for themselves what
investments might be appropriate.

In fact, just the act of filling out a financial plan for retirement can be useful, says Jean
Setzfand, director of financial security at AARP in Washington, D.C. A 2007 AARP
report, Preparation for Retirement: The Haves and Have-Nots, notes that among people
who said they had taken time to calculate how much money they will need for retirement,
81 percent said that as a result they started saving more, 77 percent paid off all or some
debt, 55 percent reduced their spending, and 53 percent enrolled in a retirement plan at
work.

Means and Methods

Seminars can be helpful, but the most effective approach, Setzfand says, is to hold either
small-group or one-on-one meetings. They tend to produce the most beneficial changes in
investing behavior.

Windham says some employees may be intimidated by the prospect of meeting privately
or in a small group with a financial professional because they don’t feel they know
enough. She suggests that having employees attend a larger seminar or complete an
online training session ahead of time can help them prepare for one-on-one or small-
group meetings.

Although it can be important during an economic downturn to remind employees about
investing concepts such as dollar-cost averaging, asset allocation and the positive returns
of equity investing over the long haul, it’s best to sidestep such technical themes at the
start when getting employees involved in financial education, says Meigs of
401khelpcenter.com. Investment jargon can lose an audience quickly.

“Talk about practical things—the employer match, for instance. That resonates with
people. They understand that,” Meigs says.

Keep in mind that employees burdened with debt or barely scraping by may not be ready
to hear about savings because they don’t feel they are in a position to take advantage of it,
Windham explains. When the presentation turns to why employees are not participating
or not increasing their contributions, about 40 percent indicate that they don’t have the
dollars, Meigs says. So it’s necessary to educate employees on how they can find the
money to put into their retirement savings accounts.

People relate better to examples similar to their own experiences, experts say. Using
managers’ or co-workers’ testimonials about the importance of saving for retirement—



and how detrimental it is not to save—makes a strong impact, according to Henderson. In
its presentations, the EDSA Group uses fictitious families to represent employees’
situations. Participants see the changes the fictitious families need to make to improve
their financial situations, Windham says. “Once they see how it works for others, they
can apply it to their lives.”

Men and women react differently to various features of retirement savings plans, says
management professor Punam Keller, a marketing specialist at the Tuck School of
Business at Dartmouth College in Hanover, N.H. In a summary of her research on “the
power of social marketing for encouraging employees to participate in savings and
wellness programs,” she writes that “men’s contributions to savings plans are not
influenced” by plan rules or investment guidance.

On the other hand, she continues, “we believe that even though women are bigger savers
than men, they are less likely to contribute when they do not have guidance on how to
invest. And they appreciate structure (same amount/same time), flexibility (to withdraw)
and ease of implementation (scheduled payments).”

Will It Work?

Retirement planning education won’t motivate everyone, of course. The EBRI’s
Salisbury says the employer must keep in mind that only 25 percent to 30 percent of
participants will take advantage of the education.

Nonetheless, employers must reach out to those who will take advantage of what’s
offered, providing tools and information they can use to make sensible financial planning
decisions now and to avoid taking actions that may hurt them in the long run. At least,
employers can set the tone by emphasizing that the long-term strategies of retirement
planning should not be compromised by short-term tactics that could diminish the
effectiveness of their 401(k) accounts.

Investing can be an emotional process for employees, says AARP’s Setzfand. “They
think, ‘Oh my God, there is a recession on the way, the economy is going down, the
market is plummeting. I should do something like take all my money out of the stock
market.”?” Whether such action would be wise or unwise is the employee’s decision, of
course, but it can be the employer’s responsibility to make sure employees have the
information necessary to make the best decisions.

Nancy Hatch Woodward is a freelance writer based in Chattanooga, Tenn., and a
frequent contributor to HR Magazine



