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Is the 401(k) Plan Sinking? 
 
 

Pat Byrnes, MSPA COPA, MAAA, EA 
Founder and President 
pat.byrnes@acibenefits.com 
 

A 
n article in Time Magazineôs October 19, 2009 edi-
tion entitled ñWhy Itôs Time to Retire the 401(k)ò 
contends that 401(k) plans are ña lousy idea, a 

financial flopò and ña rotten repository for our retirement 
reserves.ò 
 
TIME Article ï ñWhy Itôs Time to Retire the 401(k)ò 
 
I recognize that the experts cited (Alicia Munnell, Center 
for Retirement Research at Boston College and Teresa 
Ghilarducci, an economics professor at the New School) 
are passionate, but their contention that 401(k) plans 
have failed are based on too narrow a focus and ignore 
the larger issues. 
 
How We Got Here  
 
The obvious culprits all center on the economic downturn.  
Note: 
 
The mean annual personal savings rate based on the 
data provided by the US Department of Commerce was:  
 

1980: 10% (the birth year of the 401(k) Plan 

1981: 10.8% 

1982: 11.2% 
 
In the last 3 years it has been: 
 

2006: 0.7% 

2007: 0.6% 

2008 :1.8% 
 

The savings rate in 2009 is now about 5%, however, our 
personal savings rates have slumped hugely from the 
10% to 11.2% in 1980 - 1982 to less than 1% in 2006 and 
2007 as we continued to spend our way into a retirement 
plan crisis.  As of October 9, 2009 according the S & P 
500 Index, the capital markets are now down only  31% 
from their high on October 9, 2007. 
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Is the 401(k) Plan Sinking? Continued from page 1 

 
It is not the 401(k) plan that is broken but our excessive 
spending.  We all contributed to this gluttony and there 
were very few Chicken Littleôs to yell ñthe sky is fallingò.  
To the contrary, our government was encouraging more 
personal consumption and, consequently, less savings.  
 
The inflation rate has remained relatively stable over the 
last 26 years at slightly over 3% on average.  Certainly 
the purchasing power of the dollar is shrinking, but not at 
an alarming rate. 
 
The Time Magazine article acknowledges that the 401(k) 
plan was NEVER intended to be THE pension retirement 
plan, but only a supplement.  This is not unlike the original 
intended purpose of Social Security.  The failure of the 
entire pension system should not and cannot be blamed 
on the additional supplemental savings plan that is the 
401(k) plan. You cannot change employer attitudes and 
employee behaviors by destroying the 401(k) plan.  A 
more effective route would be giving more incentives for 
the employers to adopt real pension plansébecause it is 
in their best interest to do so. 
 
To dig us out of our economic mess, our government has 
poured trillions and trillions of dollars into the economy to 
stabilize the banking sector, promote capital improve-
ments and sell cars, and more is likely to come.  We are 
being asked to spend our way out of the recession and at 
the same time the debate rages on about the public op-
tion to solve our health care ills. It is unclear the effect this 
government spending will have on future inflation rates. 
 
The hardest hit is the Baby Boomer generation.  To some 
extent we brought this on ourselves.  In WWII our parents 
sacrificed and were good savers.  As the economy began 
to boom in the post war, we saved well as a nation.  But 
beginning in 1993, savings began to drop and bottomed 
out in August 2005 when the rate was -2.7%. 
 
There are no simple solutions to this predicament.  And 
like most complex problems the solution lies in the will of 
people to make the right decisions.  The word retirement 
needs a new definition.  We are told that children born in 
this century will live to be 100.  Each successive genera-
tion is likely to have more challenges as longevity in-
creases. 
 
We Are Adaptive  
 
The American people are adaptive. We are and we will 
rebuild.  In my view, all qualified plans including 401(k) 
defined contribution  and defined benefit plans sponsored 
by employers will not dieébut they will have to morph to 
stay relevant and the thinking about our own retire-
ments will also need to change dramatically .  We 
know that employer sponsored plans have been hugely 
more successful than the IRA programs that are estab-

lished by individuals. 
 
Who are the Stakeholders  
 
A central question is ñwho are the stakeholders in a 
successful national retirement income strategy?ò.  I 
would identify them as follows: 
 

Individuals: First and foremost, the individual citizen 

needs to recognize that in a capitalist society, we 
each have the choice to take responsibility of saving 
for our retirement. 

Employers: They too have to come to grips with the 

fact that establishing programs that contribute to their 
employeesô retirement is vital for the system to work 
and is in their own best interests.  Financially secure 
employees make more productive employees.  This 
means a stronger commitment to retirement pro-
grams. 

Retirement Plan Industry:  It has a moral obligation to 

consult with clients on making the right decisions, 
develop the right savings products that will maximize 
the return and minimize the risk in the accumulation 
phase, and at the same time develop the critical think-
ing to deal with distributions during the retirement 
years. 

Government:  From Congress to the regulators we 

need a partnering with the private sector that focuses 
more on the desired positive outcomes than the poli-
tics. 

Private think tanks:  They too need to find the proper 

middle ground in the debate on the role of govern-
ment in our lives.  Can the government solve all of our 
problems?  Do we want them to? 

The disenfranchised:  If they do not make the right 

choices along the way, is society responsible? 

Not-for-profit charitable organizations:  Will charities 

provide for the disenfranchised? 

Our education system: We will need to teach personal 

responsibility in our schools beginning in grade 
schools. 

Parents: We must teach our kidsô financial responsi-

bility. 



Page 3 

Is the 401(k) Plan Sinking? Continued from page 2 

Capital markets.  Honesty, integrity and fair assess-

ments of risk need to become the hallmark. No more 
Madoffôs.  Do we need more government regulation? 
And othersé 

 
The Process  
 
The positive outcomes for our citizens need to be envi-
sioned by the stakeholders.  Priorities and timelines need 
to be set (like dealing with the succession of the Baby 
Boomers).  Debate needs to be constructive and not de-
structive. 
 
Our Mantra  
 
We are America. We can do it.  Change is in the offing; 
and it will be exciting to be a part of a Stakeholdersô de-
bate on a national retirement income strategy! 
 
So What Can We As Mere Mortals Do?  
 
For our Plan Sponsors:  

Continue to ask yourself ñWhat are the envisioned 

positive outcomes for your companyôs retirement 
plans?ò  Make appropriate changes in your plans to 
fulfill those outcomes 

Consider making retirement plans part of your strate-

gic plan.  Financially secure employees are more pro-
ductive. 

Augment your employee communication with financial 

education. 

Pay attention to investment products that are devel-

oping to better assure that participants are making 
wise choices. 

Pay attention to the debate on retirement plans that 

will take place once health care is resolved. 

Make sure you have a functioning Retirement Plan 

Committee that will keep the focus on these pro-
grams. 

Be willing to write your elected representatives as the 

debate takes place. 
 
For our Advisors  

Proactively educate your clients on the above items. 

Encourage them to do the right things for their com-

panies and employees. 
 

Epilogue  
 
Retirement planning is personal and complex.  Company 
sponsored retirement plans (both defined benefit and de-
fined contribution) are not the sole source for funding an 
employeeôs retirement.  Neither is Social Security, equity 
in a home, personal investing, IRA accounts etc.  They 
are all elements that each employee needs to knit to-

gether by making the right informed choices. 
 
If all the stakeholders can do their part to support the em-
ployee decision making process we can solve this huge 
dilemma without government mandates to do so.  Make 
no mistake; our President has made it clear in his Inaugu-
ral Address that we are all entitled to a dignified retire-
ment.  If we can each be proactive in our thoughts and 
actions we have a much higher probability of influencing 
the debate.  

Filing Goes Electronic 
 
Kristina Barron 
Consulting Administrator, Manager 
kristina.barron@acibenefits.com 
 
Effective January 1, 2010, the DOL is rolling 
out their new EFAST2 program, requiring all 
Form 5500ôs and schedules to be filed elec-
tronically.  Beginning with the 2009 Plan Years, 
all Plan Sponsors or Plan Administrators will be 
required to obtain signing credentials (UserID 
and PIN) from the DOL EFAST2 website in or-
der to submit their Form 5500 in accordance 
with the mandatory electronic filing require-
ments.  The Government states that electronic 
filing will have a huge cost savings for them 
and will allow the forms to be processed faster 
and more accurately. 
 
After October 15, 2010, paper filings will no 
longer be accepted for the 2008 plan years.  
The one exception to the mandatory electronic 
filing requirement is the one-participant plan 
filers.  Plan Sponsors that normally file a Form 
5500-EZ may continue to file a paper form.  If 
they decide to file electronically with a Form 
5500-SF, they need to be aware that the filing 
will be posted on the Public Disclosure web 
site. 
 The DOL will be sending out a notice of 
this new electronic filing requirement to all Plan 
Sponsors in January 2010.  Stay tunedé 
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Prevailing Wage Plans ï An 
Opportunity Stemming from 
the Stimulus Package  

Jay N. Luber 

Senior Consultant 

Jay.Luber@acibenefits.com 

 

President Obamaôs stimulus money may be a great op-
portunity for business owners and workers to save for 
retirement and 
their own future.  
ACI is always 
looking for ways 
to work with advi-
sors and plan 
sponsors to de-
sign retirement 
plans that take 
advantage of the 
current economic 
environment and 
create a win-win 
situation for all 
parties.  As the 
stimulus funds 
begin to make 
their way into the 
economy, employ-
ers who work on 
government con-
tracts may be able 
to enhance their 
current retirement 
plans or set up new profit sharing plans to take advantage 
of this opportunity and to help their employees save for 
retirement.   
 
The Stimulus Bill applies the provisions of the Davis -
Bacon Act  to construction workers employed on all gov-
ernment stimulus projects.  Laborers and mechanics em-
ployed on these projects are required to be paid 
ñprevailing wages ,ò which is defined as the salary and 
fringe benefits for corresponding work on similar projects 
in the area.  The prevailing wage is usually similar to un-
ion wages paid in the area.  Union wages are generally 
higher than non-union wages paid for the same work in 
the same local area.   
 
The Davis-Bacon Act (Act) was signed into law by Presi-
dent Herbert Hoover on March 3, 1931.  Forty one states 
have adopted similar statutes in the following years apply-
ing the provisions to state sponsored projects as well.   
 
The required prevailing wage can be paid as wages or 
some combination of wages and benefits.  If a portion of 
the required prevailing wage amount is paid as retirement 
benefits, that portion is not treated as ñwagesò for payroll 
tax purposes.  As a result, contributions to a Davis-Bacon 

plan reduce the amount treated as ñwages,ò which then 
reduces payroll taxes.  Employees benefit from a growing 
account balance in a qualified retirement plan sponsored 
by the employer. 
 
Did you know?: 
 
Davis-Bacon is a federal payroll act that requires prevail-
ing wages to be paid on state and federal projects .  
There are no special rules, except for the next point listed 
below, that provides for treatment of Davis-Bacon plans 
that is different from any other qualified plan. 
 
Davis-Bacon plans can use allocation formulas that do 
not provide for uniform allocations to all participants (i.e., 
special contributions are made for employees working on 
prevailing wage jobs).  So long as the contributions pass 
applicable coverage and nondiscrimination rules, alloca-
tions are not required to be uniform  as in other quali-
fied retirement plans. 
 
Davis-Bacon plans must meet all coverage and nondis-
crimination requirements  that apply to all qualified 
plans. 
 
Prevailing wages that are paid as contributions to a Davis
-Bacon plan are generally fully vested  and must be 
made at least quarterly. 
 
Eligibility can be up to one year, but most Davis-Bacon 
plans provide for immediate eligibility in order to satisfy 
the prevailing wage rules for covered employees.  Bene-
fits earned by an employee prior to becoming eligible for 
the plan would have to be paid in cash. 
 
Davis-Bacon plans may require additional payroll ac-
counting by employers .  Employees may work on sev-
eral prevailing wage jobs during a year.  The sponsor 
must keep records of wages and benefits earned on dif-
ferent jobs that may or may not be subject to the prevail-
ing wage rules.  Workers may also be subject to different 
pay and benefit rates when working on different prevailing 
wage jobs. 
 
Davis-Bacon contribution requirements are usually ex-
pressed as a fixed dollar per hour benefi t. 
 
Davis-Bacon plans must be aggregated with other 
plans  of the sponsor for coverage testing and non-
discrimination testing. 
 
Davis-Bacon contributions are not treated as elective 
deferrals . 
 
Davis-Bacon contributions can be used to offset other 
contributions , including employer match, and can be 
used with other contributions to determine benefits and 
contributions. 
 
Davis-Bacon contributions may be used in the ADP and 
ACP tests if they meet the requirements of QNECs, up 
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to a maximum of 10% of compensation for NHCEs.  
 
Davis-Bacon contributions can be used just like any other 
employer contribution to satisfy gateway requirements in 
a cross tested profit sharing plan.  Cross -testing gener-
ally permits greater contributions for business own-
ers . 
 
If Davis-Bacon contributions are subject to a vesting 
schedule or the plan document provides for delayed eligi-
bility, the contributions must be determined using total 
year compensation including compensation earned on 
non-Davis-Bacon projects.  This is called ñAnnualization.ò 
 
Davis-Bacon plans are single-employer retirement plans, 
set up and maintained by the employer.  Davis -Bacon 
plans should not be confused with Taft Hartley or un-
ion plans .  Union plans are totally different and subject to 
a completely different set of regulations.  Davis-Bacon 
plans are not subject to union control and they are not 
subject to withdrawal liability rules under ERISA . 
 Opportunities for the sponsor:  

On October 15, the Internal Revenue Service announced 
the cost-of-living adjustments that will be applied to the 
dollar limits in all tax-qualified retirement plans in 2010.  
The limits apply to calendar year plans,  if you have an off
-calendar plan year end, contact your plan administrator 
to see if there are any changes to your plan. 
 
Defined Benefit Plan Limits  
The limitation on the annual benefit under a defined bene-
fit plan remains unchanged at $195,000. 
 
Defined Contribution Plan  
 
Individual Contributions 

The limitation on contributions made on behalf of an 
individual to a defined contribution plan remains un-
changed at $49,000.  Individuals will still be limited to 
contributions of 100% of compensation or $49,000, 
whichever is less. 

 
401(k) Deferrals 

This dollar limitation on employee deferrals into 401
(k) plan remains unchanged at $16,500. 
This is a calendar year limit regardless of plan year 
end. 

 
Catch-Up Contributions 

For individuals age 50 and over, the catch-up contri-
bution remains unchanged at $5,500. 

Prevailing Wage Plans Continued from page 4 

Retirement Plan Limits for 
2010 Announced  

 
If the sponsor currently has a plan : 

Is it meeting the goals and expectations of the owners 

and officers? 

Is there room to improve the plan and take advantage 

of the leverage offered by prevailing wage contributions? 

Can the plan be redesigned to lower costs? 

Can the plan be redesigned to increase contributions 

for management or a targeted group of employees? 
Is the sponsor encouraging all participants to participate 
by making 401(k) deferral contributions? 
If the sponsor does not currently have a plan : 

Does the sponsor realize all of the cost benefits of 

having some of the prevailing wages paid as retirement 
contributions? 
Does the sponsor realize that the required prevailing 
wage contributions can be used to generate higher contri-
butions for owners and key employees in a cross-tested 
profit sharing plan? 
 
If you would like additional information on how to imple-
ment or modify an existing Davis-Bacon plan, please con-

tact Jay Luber at jay.luber@acibenefits.com   

This is a calendar year limit 
regardless of plan year end. 
 
Annual Compensation Lim-
its  
The maximum annual com-
pensation that may be recog-
nized by a plan remains un-
changed at $245,000. 
 
Key Employees  
The dollar limitation for deter-
mining whether an employee 
is ñKeyò for officers in a top-
heavy plan will remain un-
changed at $160,000. 

 
Highly Compensated Employees  
The dollar limitation on compensation used to determine 
which employees are considered highly compensated 
remains unchanged at $110,000.  Thus, employees who 
earn in excess of $110,000 in the plan year beginning in 
2009 will be considered highly compensated for the plan 
year beginning in 2010 and employees who earn in ex-
cess of $110,000 in 2010 will be considered highly com-
pensated employees in 2011.  
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What is driving the increase in 
health care premiums?  What 
can employers do about it?  

Chris Clevidence 
Ashbrook - Clevidence, Inc. 
chrisc@aclevidence.com 
 

Although the increase in medical insurance rates has 
slowed in recent years, the cost of health care services 
and premiums continue to increase and this is a major 
concern to individuals, employers and the government.  It 
is the escalation of costs that accounts for the overwhelm-
ing impetus behind health care reform. 
 
Although most of us have endured these yearly in-
creases, many of us donôt understand what drives the 
cost of health care and the increase in premiums. 
 
In addition to the ñhardò dollars accounted for below, 
many intangibles eat into the cost of health care and the 
premiums for the plans that cover Americans.   
 

How Health Insurance premiums are spent:  

 
Cost Shifting from Medicaid, Medicare  and the unin-
sured to private health insurers (employers and individu-
als who purchase private health plans): Significant under-
payments in these programs account for $88 billion to 
private coverage, which impacts private premiums by 
10%. In addition the population of uninsured is signifi-
cantly growing year after year. Together these factors 
shift non-reimbursed costs onto the self-insured employ-
ers and private health insurance premiums.   
 
Lifestyle  and patient health status play a significant role 
in driving up health care costs.  The industry has seen 
substantial increases in challenges with obesity, smoking, 
drug abuse, poor nutrition and physical inactivity.  These 
contribute to increased utilization and therefore the cost of 
health care services. 
 
Increased Demand , as Americans age into their 40ôs, 
50ôs and beyond, they consume more medical resources 
then the past five decades.  The biggest surge of Baby 
Boomers is currently between the ages of 55 to 59.  This 
group will grow 41% by 2010, from 2001.  Baby Boomers 
are using physicians, hospitals and other providers with 
increasing regularity. Baby Boomers are very interested in 
getting the very best medical care no matter how high the 


