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9 Strategies for 401(k) Success
Does your plan adviser help you fully understand the retirement plan environment? 
According to USA Today, the number one fear of retirees is outliving their savings; yet, while 61 million Americans 
participate in employer-sponsored retirement programs (401(k), 403(b), 457, thrift savings plans), the overwhelming 
majority have little reliable information on retirement investing. 

In the U.S., it was once the case that, in exchange for years of service to a company, an employee could expect 
a lifetime income, a pension, which was professionally managed by some of our largest financial institutions. 
Unfortunately, in the 1980s, some pension plans carried too much risk, and these pensions found themselves unable to 
meet their obligations, leading to reduced pension benefits to employees. 

In response, many companies phased out pension plans, opting instead 
to offer employees retirement savings in the form of 401(k) plans, 403b 
plans, 457 plans and Thrift Savings Plans. By doing so, companies reduced 
the risk of an employer being unable to meet pension obligations, while 
simultaneously shifting investment decisions to the plan participant. 
However, most Americans are unaware of the differences among stocks, 
bonds, mutual funds, and exchange traded funds, as well as being 
inadequately versed in asset allocation strategies, such as making changes 
to retirement accounts when nearing retirement to hedge against market 
risk. As experienced financial professionals, we are here to share some 
strategies that may help with your retirement accounts.

For the majority of American workers, 401(k), (403(b), 457, and thrift savings plans have become the single largest 
source of retirement savings. According to “The Role of IRAs in U.S. Households’ Saving for Retirement,” if the money 
in 401(k)s, 403(b)s, 457(b)s and other defined contribution employer-sponsored retirement plans were to be added 
together, the total sum would be about $6.6 trillion.

If you participate in a 401(k) plan, the good news is that you have more control over your retirement money. The bad 
news? You have more control over your retirement money!

For people with little time or the right financial knowledge, properly managing their 401(k) can be a daunting task. 
Moreover, if not managed properly, the 401(k) can become, at best, a savings account and, at worst, a high-risk gamble 
with your retirement money.

To avoid the latter, use these tips to better manage your 401(k). By studying the secrets of successful savers, you will be 
better equipped to make the most of your own plan.
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1. Know your 401(k) plan options. 
Every 401(k) plan has unique characteristics. To maximize your plan, you need to know all of your options. Plan 
documents, distributed by your benefits department, will outline options, such as hardship or in-service withdrawals, 
loans, vesting schedules, limitations to moving money, and so on. Read these documents carefully or have a financial 
advisor review them with you.

If your plan does not meet your investment needs, and it allows for in-service withdrawals, you may be able to move 
some of the money to other vehicles, such as an individual retirement account, where you may have significantly more 
investment options to consider.

2. Allocate appropriately. 
First of all, there is no “correct” asset allocation by age. Your asset allocation between stocks, bonds, and other asset 
classes depends in part on your risk tolerance and time horizon.  Use “the Rule of 100,” a rule of thumb for asset 
allocation: simply subtract your age from 100. The number that remains, expressed as a percentage, is the portion of 
your portfolio that should be kept in stocks. 

• EXAMPLE: A 55-year-old client has $100,000 saved for retirement. To apply the Rule of 100, start with 100 and 
subtract 55 to leave a remaining value of 45. In this example, the client would have no more than 45%, or $45,000, 
of his or her assets at risk in stocks or equities. This leaves 55%, or $55,000, of his or her assets to be allocated to 
safe money alternatives. Perhaps the most important factor is your time horizon – the more time you have, the more 
aggressive you can be.

Second, determine the time horizon for retirement. Is it just around the corner? Or more than a decade down the road? 
The longer you have until you need the money, the more heavily weighted you should be in stocks, so that you will 
have more time to recover losses, should there be a market downturn.
Time horizon is the length of time over which an investment is held before it is turned into an income stream or 
liquidated. Knowing your time horizon is crucial when it comes to choosing the type of investments you want as well as 
your asset allocation.

3. Limit exposure to company stock. 
Company stock can be a double-edged sword. Perhaps your bonuses are gifted in stock, or as a loyal employee who 
understands the business, you want to participate in the growth of the company by being a shareholder. Either way, it 
can be risky to have too much of your portfolio in one stock, as it creates a non-diversified portfolio.

The question to ask yourself is this: Do you really want the fortunes of one company to control your destiny?

This is not to say that the company you work for is going to become the next Enron. But the question of what you 
would do in the event of a sudden 10 or 20 percent drop in stock price is always worth asking. 
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By playing out a hypothetical scenario with your financial advisor, you can be better informed of possible 
misallocations.

4. Understand net unrealized appreciation (NUA) tax strategies. 
If you have company stock that is highly appreciated and you are nearing retirement, you should understand the 
potential tax benefits of (NUA). Think about consulting a financial advisor, as well as a tax professional, if you are 
considering (NUA) strategies. 

If you have accumulated company stock in your employer-sponsored retirement plan, you may have several options 
when you’re eligible to take a distribution from your plan. If the stock has appreciated significantly, you may want to 
consider applying the net unrealized appreciation (NUA) tax treatment.

To do so, take an in-kind distribution of some or all of your employer securities as part of a lump sum distribution. 
Please note: Not everything that is taken has to be a taxable distribution. Assets other than the portion of stock you are 
taking in-kind can be rolled into an IRA, but there can be no assets remaining in the employer plan. 

Five Key Points of (NUA)
1. NUA relates to distributions of employer stock from an eligible employer-based retirement plan.
2. When you take a lump-sum distribution that includes employer securities, the cost basis to the plan is taxable as a 
distribution from the plan.
3. When sold, NUA is taxed at the long-term capital gains rate.
4. You can elect not to use the NUA tax strategy.
5. The potential tax savings of the NUA tax strategy must be weighed against the increased market risk associated in 
investing assets in a single stock

5. Rebalance your portfolio.
Rebalancing is the process of buying and selling portions of your portfolio (stocks/bonds) in order to set the weight of 
each asset class back to its original weighting. The goal is to maintain your target balance between more volatile asset 
classes, such as stocks, and those traditionally seen as more stable, such as bonds and cash. 

But according to experts, there is another, lesser known benefit to this exercise. In volatile markets, it can boost your 
returns as well as lower your risks -  in the industry, this is known as a “rebalancing bonus.”

6. Consider the tax consequences of your actions
Many of the things we do in our financial lives have tax consequences. Avoid them whenever possible!

If you leave your current employer but decide against leaving the assets in your current 401(k) plan, you should 
consider rolling them over directly to an IRA or to another employer’s plan.
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If you instead take a full distribution (cashing out the assets), you’ll pay federal and (possibly) state taxes on the entire 
amount. And if you’re not yet age 55 (slightly different in the 401(k) world than the typical age 59 ½ requirements), 
you may also pay an additional 10 percent penalty. If you are over age 70 ½, you must follow the IRS rules for required 
minimum distributions (unless you are still actively working). Ideally, you’ll take only what you need, when you need it. 
In other words, don’t let your 401(k) become a 201(k)!

7. At retirement, balance your needs for income and growth. 
Have you had a conversation with your financial advisor about the possibility of a stock market correction or other 
financial issues? It was once the case that you could retire and shift all your assets to fixed-income investments, but in 
today’s low interest-rate environment, “risk-free” investments may also mean “growth-free.” Put another way, these 
investments may not even keep up with inflation. As you stop working in retirement, your assets must work harder than 
ever before. Risk can be a healthy and important part of a carefully designed portfolio and income plan.

While there is no step-by-step process for guaranteed financial success, following these steps will put you in a better 
position to make the most out of your 401(k). And as always, be sure to talk to your financial advisor for any questions 
pertaining to your particular financial situation

8. Avoid emotional investing. 
Emotional and behavioral drivers are notorious for pushing many individual investors into poor results. All investors 
like to buy low and sell high, but as the following chart illustrates, this does not happen for many investors, who must 
instead suffer the consequences of buying high and selling low. Capital appreciation is an important part of investing, 
but of equal or even greater importance is reducing losses. As the following chart illustrates, the average investor, over 
the previous 20 years ending in 2014, experienced an average investment return of 2.5%.
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Past performance is no guarantee of future results. The indexes used are as follows: REITS: NAREIT Equity REIT Index, EAFE: MSCI EAFE, Oil: WTI Index, Bonds: Barclays Capital 
U.S. Aggregate Index, Homes: median sale price of existing single-family homes, Gold: USD/troy oz, Inflation: CPI. Average asset allocation investor return is based on an anal-
ysis by DALBAR, Inc., which utilizes the net of aggregate mutual fund sales, redemptions and exchanges each month as a measure of investor behavior. Returns are annualized 
(and total returns, where applicable) and represent the 20-year period ending 12/31/13 to match DALBAR’s most recent analysis. The above-listed indexes are unmanaged 
indexes. An investment cannot be made directly in an index. There are special risks of investing in REIT’s, such as lack of liquidity and potentially adverse economic regulatory 
changes. Commodities can be extremely volatile investments. International investing presents certain risks not associated with investing solely in the United States. This chart is 
for illustrative purposes only and is not intended to predict or depict the return of any one investment.
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9. The mathematics of losing money
The table below illustrates both the amount of time and rate of returns required after experiencing a loss in order to 
reclaim your nest egg. As your time horizon shortens and you near retirement, you should consider changing your asset 
allocation and reducing risk. Let’s look at how long it would take to break even if you experienced a 30% loss while 
expecting a 10% annual return. As the following chart shows, a 42.9% return over 3.7 years would be required to break 
even in this example. 
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10%  11.1%  1.1

15%  17.7%  1.7

20%  25.0%  2.3

25%  33.3%  3.0

30%  42.9%  3.7

35%  53.9%  4.5

40%  66.7%  5.4

45%  81.8%  6.3

50%  100.0%  7.3

Amount of Loss Return Required to
Break Even

# Years to Break Even 
with 10% Return

THE NUMBERS DON’T LIE
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Let’s look at the market cycles since 1997. We see the S&P 500 index is up over 205% since the most recent bottom 
on March 9th, 2009. We can use this chart to illustrate market cycles and how future market cycles could affect your 
retirement should you experience a significant loss as you near or enter retirement. Called “sequence-of-returns risk,” 
this is something that can apply both in pre-retirement and post-retirement. Two investors may enjoy the same average 
return on the investments in their portfolio, but they may still experience very different outcomes if they encounter a 
different sequence for when these returns arrive. This sequence can impact both those who are saving and contributing 
to their portfolio over time as well as those who are withdrawing a constant stream of cash flow from their portfolio 
during retirement.

Sequence-of-returns risk is equally, if not more important, during retirement. In essence, we need to focus on the 
timing of your retirement and how much you plan to withdraw from your retirement accounts. Get the timing right, 
and your money is likely to last over the course of your household’s entire retirement. Get the timing wrong, and your 
money is likely to run out prematurely. 
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Introducing 401(k) Plan Pro
401(k) Plan Pro and its partners are available to help plan participants navigate investment options available in a 
company plan.

401(k) Plan Pro is designed to help plan participants implement an asset allocation strategy based on their specific 
tolerance for risk and the available investments under their 401(k), 403(b) or other defined contribution plan. The 401(k) 
Plan Pro produces a detailed asset allocation model customer report specifically telling the participant which funds to 
invest in and the recommended percentage to invest. 

Although the process is simple, the underlying analysis is 
highly advanced. This powerful system is mechanical, 
non-emotional, and repeatable, analyzing:
• Asset categories                         
• Fund managers
• Fund performance                    
• Asset turnover
• Current conditions of market sectors

Once 401(k) Plan Pro’s initial Risk Tolerance Questionnaire 
has been completed, the user receives quarterly updates 
with recommendations on how to adjust to changing 
market conditions. 401(k) Plan Pro also has a Buyline feature 
(available since 1997) which provides participants with buy/
sell recommendations, including advice on whether one 
should currently be investing in the stock/bond market or in 
cash equivalents instead. 

Investment Advisory services offered through Virtue Capital Management, LLC (VCM): an SEC Registered Investment Advisor. Securities offered through 
Pro Equities (PE), a registered Broker-Dealer and member FINRA & SIPC. Virtue Financial Advisors, LLC, VCM and PE are independent of one another. 
Please be advised that investing involves risk and that no particular investment strategy can guarantee against losses. In particular, stop loss orders do not 
guarantee securities will be sold at the stop loss price. Sale orders are generally converted to market orders at the stop loss price and may be executed 
at a lower price due to liquidity and current demand for the security. In addition, stop loss orders may increase trading costs. For more information on 

Virtue Capital Management, LLC, please visit www.adviserinfo.sec.gov and follow the search instructions.
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