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401(k) Plans: An Important Employer Benefit
Participation in Plans Rises as More Gompanies Automatically Enroll Employees

he number of eligible employees

participating in Wells Fargo-

administered 401(k) plans rose

13% between 2011 and 2015.
Wells Fargo administers 401(k) plans
for 3.8 million eligible participants
employed by U.S. companies. The
increase in participation correlates to
an increase in plan sponsors opting for
automatic enrollment of their
participants, which now stands at 40%
of Wells Fargo-administered plans
versus 30% in 2011.

The data show increasing participation rates among younger employees,
new hires and lower-earning workers over the past four years. Participation in
the 401(k) plan among millennials has reached 55% compared to 45% in 2011.
For newly hired eligible employees (those who have reached the one year
mark of employment), participation has increased from 36% four years ago to
48% in 2015. In addition, employees in a pay range of $20,000 to $40,000 in
salary are participating at a rate of 59% versus 47% four years ago.

The average 401(k) balance is $93,015 — up from $69,802 four years ago,
largely due to gains in the stock market.

Participating in the plan is the first step, but what we really need to see is a
more robust increase in how much people are saving. The reality is that
people need to save their way to retirement. This is true for all generations,
and especially so for the younger population that has time on its side and can
take advantage of the compounding effect of time. At the very least, we like to
see people reap the full benefit of their employer match because that’s a nice
boost for their savings that doesn’t come out of their pocket.

Savings rates, company match and average balances

Although participation rates are rising, the deferral rates are relatively flat in
the four-year analysis, with 38% of participants saving a minimum of 10% of
their salary (which may include employer match) in their 401(k) plan — a
modest increase from 34% four years ago. Twenty-eight percent of millennials
currently reach a total contribution of 10% of pay, compared to 35% of Gen X
and 45% of boomers.

Sixty-two percent of all active participants are taking full advantage of their
employer match. When analyzed by generational groups, this breaks down to
54% of millennials, 63% of Gen X, and 70% of boomers who are contributing
enough to capture their full company match.

Roth 401(k) popular among millennials

The Roth 401(k) usage is creeping up — with 12% of participants contributing
to a Roth 401 (k) compared to 8% four years ago. Millennials are the most
significant users of Roth, with 16% contributing to a Roth 401(k), versus 11%
of Gen X and 7% of boomers. The Roth 401(k) allows participants to contribute
after-tax dollars, and withdraw in retirement on a tax-free basis.

Millennials are the most diversified in their 401(k) investment portfolio
Roth 401 (k) usage is not the only category in which millennials have Gen X
and boomers beat. Millennials are still the most diversified generation, and are
making the biggest gains: 82% are meeting a minimum level of diversification
— a minimum of two equity funds and a fixed income fund and less than 20% in
employer stock — which is up from 72% four years ago. Gen X and boomers
have also seen strong gains in this category, with 78% and 75% respectively
meeting the minimum level of diversification (compared to 70% and 68% four

years ago).

Women participate at higher rate than men
In a review of data compiled from 2,036 companies where gender is

indicated, there are also some
noteworthy differences. Women
participate in their 401(k) plans at a
slightly higher rate than men: 65% to
62%. The number of women saving at
least 10% of their salary is slightly
lower: 38% of women vs. 40% of men
contribute at least 10% of their salary,
and 64% of men are taking full
advantage of their company match,
compared to 61% of women. Women
use managed products more than men
— 77% of women compared to 74% of
men — which might explain why they
are better diversified. Eighty percent of women are meeting minimum
diversification criteria compared to 78% of men.

This is a great set of data demonstrating some very positive behaviors from
participants. | get very excited when | see the percentage of employees
enrolling in plans ticking up over the last four years because it tells me people
understand that participation in their workplace retirement plan is vital. We
know that systematic, pre-tax savings and investing works. The first critical
step along that journey is to get people in the plan. In addition, to see such
gains among people who are historically the hardest to get saving for
retirement is also quite encouraging. People are getting the message that their
401(k) is an important key to a viable retirement.

Ben Alvarado

Ben Alvarado is executive vice president and president of Wells Fargo’s
Southern California Community Bank. He oversees approximately 3,800
financial professionals at 234 banking stores and manages more than
$34.1 billion in deposits and $11.3 billion in loans.

A 24-year banking veteran, he assumed his current role in December of
2014. Prior to being named president for the Southern California Region,
he ran the Orange County-Inland Community Bank. He also has served in
various positions at the company, including retail bank district manager
for the Pasadena and South Bay markets; commercial loan officer; sales
development coach; banking store manager; personal banking officer, and
bank teller. As one of the top ranking executives in the bank, he also sits
on the Management Committee, which provides oversight on operations,
practices and to lines of business.

Alvarado earned his bachelor’s degree at California State University,
Long Beach, and an MBA from Pepperdine University. Alvarado is active
in the community and serves on the board of directors for Orange County
United Way; the advisory board for Miller Children’s & Women’s Hospital
Long Beach; Memorial Medical Center Foundation; the board of directors
for Bundles of Books in Los Alamitos; the alumni board for La Salle High
School in Pasadena and is the current president of Wells Fargo’s Latin
Connection team member networking group.

Alvarado resides in Rossmoor with his wife and two children.
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United States Supreme Court Rules:
An Inherited IRA Is Not Protected From Bankruptcy
Proceeaings Unaer The Retirement Funas Exemption

by Jeffrey Verdon, Managing Partner, Jeffrey M. Verdon Law Group LLP

ast week, there was an extremely important case decided by the U.S.
Supreme Court in the case of Clark v. Rameker. In Clark, Heidi inherited a
traditional IRA from her mother in 2001, when the IRA was worth
approximately $450,000. Nine years later, Heidi and her husband filed for
Chapter 7 bankruptcy and identified the inherited IRA, then worth
approximately $300,000, as exempt from the bankruptcy estate under the
retirement funds exemption of the bankruptcy code. The case worked its way up
the appellate court system and was in conflict with another case that had a
contrary holding. So the Supremes took the case and unanimously decided that
funds held within inherited IRAs are not considered “retirement funds,” and thus
not protected from creditors in bankruptcy proceedings. As a result, Heidi’s
inherited IRA was available to satisfy her debts in the bankruptcy proceeding.

An inherited IRA is a traditional or Roth IRA
that has been inherited after its owner’s
death. If the beneficiary is the owner’s spouse
(as often is the case), the spouse has a
choice: he or she may “roll over” the IRA
funds into his or her own IRA at any time, or
he or she may keep the IRA as an inherited
IRA. When a beneficiary, other than the
owner’s spouse, inherits an inherited IRA, he
or she may only hold the IRA as an inherited
account. Therefore, it is imperative that the
creator of the account designate the proper
IRA beneficiary while alive to avoid the Jeffrey Verdon
adverse holding of the Clark case.

If the beneficiary of an inherited IRA is a resident of a state that has a state
bankruptcy exemption statute for inherited IRAs, such as Texas, Florida, Missouri,
or Alaska, Clark will not apply, and the inherited IRA will be protected from
bankruptcy. However, leaving to chance the then applicable exemption law at your
death is imprudent and risky, as the exemption laws may not be the same at the
death of the one who created the IRA.

For those who own a traditional or Roth IRA and wish to avoid the adverse
impact of the Clark case, having the funds paid to a simple beneficiary “spendthrift
trust” for the benefit of your intended beneficiaries and their current or future
creditors will have no claim to the account’s assets.! For those who have already
received the proceeds from an inherited IRA, either from a traditional or Roth IRA,
it would be prudent to withdraw the funds and place them into an asset protection
trust while your “financial seas are calm” and if a financially ruinous legal claim is
encountered, the funds will be protected.

If the inherited IRA is the result of a traditional IRA, or a Roth IRA that was in
existence less than five years at the time of the owner’s passing, there may be
adverse income tax consequences when the funds are withdrawn, so check with
your tax advisor before withdrawing the assets. Even if you have to pay tax, the
transfer to an asset protection trust will at least preserve the remainder.

Please contact our office if you feel that further planning with your IRA, Roth
IRA, or inherited IRA is the right move for you, and we will happily assist you in
achieving your goals.

' Creditors refers to: civil judgment, bankruptcy, divorcing spouses, delinquent
taxes, and regulatory fines.

For more information, contact Jeffrey M. Verdon, Esq. at 949.333.8150 or
jeff@jmvlaw.com.
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