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PAY OFF A MORTGAGE OR  RAMP 
UP RETIREMENT SAVINGS?
Some participants age 50 or older, with many 
educational expenses for children paid, may 
be considering whether to use excess cash 
to pay off a mortgage early or increase 
contributions to a retirement plan.

• With many looking to cut monthly
expenses in retirement, reducing or
paying off a mortgage balance is an
attractive prospect.

• On the other hand, participants age 50
or over have an opportunity to boost
retirement savings by making catch-up
contributions to a qualified plan.

The reality is there is no “right” decision. Instead, there are pros and cons to consider for each scenario 
which need to be factored into each participant’s unique situation.

Mortgage Prepayment Considerations

One of the largest expenses for many Americans is their mortgage payment. In recent years, this 
expense has increased for many retirees. According to The Wall Street Journal, the average 65-year-old 
has nearly 50% more mortgage debt in 2016 than their 65-year-old peers had in 2003.

For participants looking to retire in the near future, paying off a mortgage earlier by increasing their monthly 
payments with additional savings may seem to be the most sensible solution. This applies in particular if 
their monthly mortgage payment represents a significant portion of the monthly income they anticipate 
having in retirement. In addition, paying off a mortgage early can significantly reduce the interest paid over 
the life of the loan with potentially thousands of dollars saved.

While lowering expenses in this way is an important consideration, there are also trade-offs to consider. 
For example, mortgage interest payments are often fully tax deductible if itemized on a tax return. This tax 
deductibility can both reduce the real cost of the loan over time and provide tax savings.
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THE INS AND OUTS OF  
IN-PLAN ROTH CONVERSIONS
A 401(k) in-plan Roth conversion, also called an in-plan Roth rollover 
(IRR), allows the participant to transfer the non-Roth portion of 
their 401(k) into a designated Roth account within the same plan. 
The upside of contributing to a Roth 401(k) from a participant 
perspective is years of tax-free (instead of tax-deferred) growth, 
as distributions in retirement from Roth accounts are free from 
federal income taxes.* However, the case for in-plan Roth 401(k) 
conversions can be complicated based on the participant’s age, tax 
bracket and balance of the account.

From the Participant’s Perspective

A conversion to a Roth 401(k) account is considered a taxable 
event and participants should be prepared to pay federal income 
taxes on pretax contributions and earnings associated with the 
rollover. These taxes should be paid with funds outside of the 
retirement plan. In general, the participant must report the 
amounts converted to a Roth 401(k) as taxable gross income for 
the year of the conversion. However, the taxable amount is not 
subject to the 10% penalty** for early withdrawal or the 
mandatory 20% withholding. With this in mind, participants should 
initially consider whether their expected tax rate will be lower or 
higher when they retire compared to their current tax situation 
when considering an in-plan Roth conversion.• When Time Is On Their Side

A conversion can work well for someone who is young 
and in a lower tax bracket. They will pay less in taxes now 
and will have years to accumulate their account assets 
tax-free in a Roth 401(k). The younger they make the 
move, the more years of tax-free compounding they get.

• Leaving a Legacy

The in-plan conversion strategy can also be a smart 
move for high-net-worth individuals who won’t need all 
the money in their 401(k) for retirement expenses but 
want to grow it as an income tax-free inheritance for 
their spouse and/or children. In addition, contributions 
can be made after age 70 ½, as long as the participant 
continues to earn income.

• Maybe Not

For participants nearing retirement and in a higher 
tax rate bracket, a conversion may not make financial 
sense. Retirees often fall in a lower tax bracket as their 
income decreases, but this may not always be the 
case. Depending upon other sources of income, such 
as Social Security benefits and retirement plan income, 
retirees could have a higher-than-expected tax bracket. 

Plan Sponsor Considerations

Plan documents must be amended to allow for in-plan Roth 
conversions. Also, as active participants can only convert the 
portion of their account balance that would otherwise be eligible for 
a rollover distribution, the plan must contain in-service distribution 
provisions. Only vested amounts can be converted. Lastly, plan 
sponsors must keep careful records to satisfy 1099-R reporting 
requirements.

As your retirement plan resource, your ABG representative can help 
with any questions you may have. ■

*Provided the distributions occur after age 59 ½ and the account has
been open for at least five years.
**A tax penalty may be assessed by the IRS if you take a nonqualified
distribution from your Roth account within five years of the conversion.
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INSIGHT INTO THE DOL’S CONFLICT OF INTEREST RULE
Last year as the initial Conflict of Interest Proposal caught many retirement planning industry experts by surprise, 
we provided insight on this game changing proposal from Pete Swisher, CFP©, CPC, Senior Vice President and 
National Sales Director at Pentegra Retirement Services, an ABG member firm. As one of the industry’s top 
retirement plan experts, Pete drafted a series of whitepapers that explored the pros and cons of the new 
proposal.

Since then the proposal has evolved significantly and now the final rule is a reality. On April 6, 2016 the U.S. 
Department of Labor’s final Conflict of Interest Rule was formally announced. The rule requires advisors who 
oversee retirement accounts to act under fiduciary standards.

In particular the rule:

• Covers all financial professionals offering investment advice for retirement accounts which includes 
401(k)s and IRAs.

• Requires that anyone providing investment advice to retirement plan sponsors and participants follow the 
fiduciary standard of conduct under the Employee Retirement Security Act (ERISA). 

• Will be phased in with the transition period beginning April 10, 2017 and ending January 1, 2018 when all new procedures must be
in place.

When considering the new rule plan sponsors should bear in mind that:

• The employer and any board member or staff committee involved in decision making for a retirement plan are already considered 
fiduciaries. This requires them to keep participants’ best interests in mind when selecting and monitoring plan investments and 
service providers, and they are subject to potential liability if they do not.

• In the past certain financial advisors, including broker-dealers, insurance agents and mutual fund firm representatives, have not 
been subject to liability under the fiduciary standard.

• Now nearly any type of advisor that a plan would rely on to provide investment advice to plan sponsors and participants will be held 
to fiduciary standards. 

In his latest whitepaper, Game Changer, Revisited, Pete Swisher provides greater insight into the scope of the Conflict of Interest Rule 
and its potential impact over time. This includes his thoughts on:

• The conversion to fiduciary status

• The migration to fee-based service

• The new compliance infrastructure

Please click the link below to view.

http://elertfinancial.com/abg/abg-summer-2016/downloads/game-changer-revisited.pdf

As always, your local ABG representative is available to you as a resource for any questions you may have. 

■

Pete Swisher, CFP©, CPC, 
Senior Vice President and 
National Sales Director at 

Pentegra Retirement Services

http://elertfinancial.com/abg/abg-summer-2016/downloads/game-changer-revisited.pdf
http://elertfinancial.com/abg/abg-summer-2016/downloads/game-changer-revisited.pdf
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ABG NEWS
It is with great sadness that ABG pays tribute in this issue to a beloved member of the ABG team, John 
Carnevale, JD, President and CEO of Sentinel Benefits and Financial Group, who died unexpectedly 
this past April.

John started Sentinel Benefits & Financial Group in 1987 with his father, Anthony, and brother, James, 
and was named one of the 100 most influential people in the 401(k) industry by 401kWire in 2014.

His vision and legacy of providing superior service and expertise to clients continues at Sentinel 
Benefits today. According to one of his colleagues, John had an unwavering ability to balance both 
work and play, while encouraging everyone around him to do the same. He started each week by 
sending an inspirational email to his team to encourage them to put their best foot forward with each 
other, their clients and anyone they encountered. A role model for many, he is sorely missed.

Some of John’s wise words to his team are below:

• Look ahead and anticipate – Solve problems before they happen by anticipating future needs and addressing them in advance.
Preventing issues is always more effective than fixing them.

• Practice the human touch – Listen for and pay attention to the things that make people unique. Use handwritten notes, personal
cards, and timely phone calls to acknowledge their specialness. Show people you care about them as individuals, rather than as
transactions. Genuine compassion can’t be faked.

• Deliver Legendary Customer Service – When your dominant business focus is to deliver outrageous amounts of value to your
customers every time they do business with you, they become fanatical followers who tell the world about what you do. Do the little
things as well as the big things that blow people away. Create extraordinary experiences they’ll tell others about. Mere customer
satisfaction is for lesser companies. Create customer loyalty by doing the unexpected.

• Be nice – Create a tone of friendliness and warmth. Every conversation, phone call, email, letter and even voicemail, sets a tone
and creates a feeling. Pay attention to every interaction and be sure you’re setting a tone of friendliness, warmth, and helpfulness. ■

John Carnevale, JD, President and CEO of 
Sentinel Benefits and Financial Group

DID YOU KNOW?
• 25 years ago (1991), 89% of American workers expected to be retired by at least age 65.  Today (2016), only 57% of American

workers expect to be retired by at least age 65 (source: Employee Benefit Research Institute).

• 46% of 5,700 Americans surveyed do not have $400 set aside in cash to cover an emergency expense and would have to sell
an asset or borrow the $400 to cover the expense (source: Federal Reserve).

• Only 58% of American workers have access to an employer sponsored retirement plan, i.e., either a defined benefit pension plan
or a  defined contribution plan such as a 401(k) (source: The Pew Charitable Trusts). ■
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TAX TALK
Relief regarding mid-year amendments to safe harbor 401(k) plans arrived earlier this year with IRS notice 2016-16. The notice 
provided a short list of prohibited mid-year changes leaving all other mid-year changes available.

This IRS guidance helps plan sponsors comply with safe harbor plan and notice rules when making a mid-year change if:

• The appropriate notice and election opportunity are provided, typically between 30-90 days.

• The mid-year change is not a prohibited change.

Permissible Mid-Year Changes Include
• Increasing future safe harbor non-elective contributions from 3% to 4% for all eligible employees.
• Adding an age 59 ½ in-service withdrawal feature.
• Changing the plan’s default investment fund.
• Altering the plan rules on arbitration of disputes.
• Shifting the plan entry date for employees who meet the plan’s minimum age and service eligibility

requirements from monthly to quarterly.
• Adopting mid-year amendments required by applicable law (for example, statutory law changes or court

decisions).

Prohibited Mid-Year Changes Include
• Increasing an employee’s required number of completed years of service to have a nonforfeitable right to the

employee’s account balance attributable to safe harbor contributions under a qualified automatic contribution
arrangement (QACA).

• Reducing the number of employees eligible to receive safe harbor contributions.
• Changing the type of safe harbor plan, for example, from a traditional safe harbor plan to a QACA 401(k) safe

harbor plan.
• Modifying a formula for determining matching contributions if the change increases the amount of matching 

contributions, or permit discretionary matching contributions. A plan isn’t limited if the:
• change is adopted at least three months before the end of the plan year,

• change is made retroactive for the entire plan year, and

• plan sponsor gives an updated safe harbor notice and election opportunities at least three months prior to the end 
of the plan year. 
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PAY OFF A MORTGAGE OR RAMP UP RETIREMENT SAVINGS?
(continued from page 1)

Retirement Contribution Considerations

On the other hand, interest rates on mortgages have been historically low for the past several years. It is likely that many of today’s 
mortgages have been financed at lower rates relative to the historical long-term return of stocks. Looking ahead, if the participant believes 
their retirement account could earn more by investing than they would save in mortgage interest payments, then it may make sense for 
them to increase their retirement plan allocation with any extra savings they may have.

In addition, due to increased life expectancies, more assets need to be accumulated over a lifetime to cover more years in retirement. 
The Center for Retirement Research at Boston College anticipates that, by 2020, the retirement period for women aged 65 could be 22 
years; for men, it may be nearly 20 years. Yet, retirement balances may not be sufficient, as the Center found that the average 401(k) 
and IRA balance for the typical working household was only $111,000 in 2013.

Depending on the participant’s age and current retirement plan balance, it may make financial sense to use any additional savings to make 
catch-up contributions to a plan. If those participants have contributed the maximum of $18,000 to their 401(k) for 2016, they can 
also add to their retirement nest egg by contributing an additional $6,000 as a catch-up contribution. The value of time cannot be 
understated when it comes to investing for retirement. Putting any extra savings to work in a retirement plan may make the best sense 
for a participant who wants to increase the value of their account over the long term.

ABG – Your Retirement Resource

Using additional savings to pay off a mortgage earlier or to make additional contributions to a 401(k) is really dependent on the 
participant’s unique situation. Ideally, a balanced compromise between meeting both goals can be made. ABG is always available to help 
with participant education and communication for whatever stage your participants may be in. Contact your local ABG representative to 
learn more. ■
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