
Jim Scanlon CFP®

401k plans have become the main investing vehicle for American citizens to realize a successful 

and happy retirement. If managed correctly, many investors can enjoy an early and wealthy 

retirement. Here are some tips for saving and investing:

Start  401(k) Contributions ASAP

It's never too early (or too late) to start saving in a 401k plan.  When you are young, it might be hard 

to see the benefit of putting money away, when it could be used for current lifestyle wants.  But 

when you get to 53 years old, let alone 65, you will be glad you got started early and stuck with 

investing.  Don’t make the older you angry, get started today!

Pre-tax or Roth 401k

What is the difference between a traditional pre-tax 401k and a Roth 401k?  The pre-tax 401k 

contributions are made from your pay before taxes are withdrawn, lowering your current taxable 

income now.  Roth 401k contributions are made after taxes.  But when you withdraw money from 

the Roth 401k, it is completely tax free; contributions and growth of assets.  You will have to pay 

ordinary income tax on withdrawals from the traditional 401k.

Get the Max from the Employer Match

Many 401k plans offer an employer match.  If you make contributions to your 401k, your employer 

makes matching contributions up to a certain limit.  You should contribute at least enough to your 

401k to get the entire match offered.  Most plans do have a vesting schedule, which will state how 

long you have to be an employee until all the employers contributions are fully yours.

Assess Your Risk Tolerance

Know thyself is an important rule in investing.  You do not want to take too little risk and have your 

401k savings grow too slowly, not allowing you to meet your investment goals.  But even worse is to 

invest too aggressively and panic out of funds when a major market decline happens.  It helps to 

look at the historic returns of the fund options, focusing on down years.  That way you will see what 

kind of negative returns have occurred in the fund options.  Are they too much for you?  

Remembering that past returns do not guarantee future results.

401k Investment Choices

Target Date Funds are a simple tool that will establish a diversified portfolio that will be more 

aggressive when you are young and become more conservative as you age and get closer to 

retirement.  Again, Know Thyself.  If you are not comfortable choosing options, either seek the help 

of a professional or choose the Target Date funds.  There are usually some extra fees associated 

with them and they may be moving into conservative funds when it is not the best time.  But they are 

a simple one step solution to investing in your 401k.

Learn about your investment options.  The most important aspect of the process is diversification, 



which means to spread risk across different investment types. Most 401k plans offer several mutual 

funds in different categories; Large-cap, small-cap, value, growth, international, emerging markets, 

bonds, cash and stable value.  Spreading your contributions over the categories will limit the 

volatility in your account.  And do not forget the fees.  Each fund option will have its own unique fee 

schedule.  Analyzing and comparing those fees is an important part of the investment selection 

process.

Best 401k Management Practices

Once you've set up your deferral percentage and selected your investments, you can go on about 

your work and your life and let the 401k do its job. However, there are a few simple maintenance 

tips to follow: 

⦁ Rebalance your portfolio:  Annual rebalancing is a good practice.  Most 401k plans allow 

for automatic rebalancing or have an easy way to do it online.  When you rebalance your 

401k, you are returning your current investment allocations back to the original investment 

allocations. Therefore rebalancing will require buying and/or selling shares of some or all of 

your mutual funds to bring the allocation percentages back into balance. For a simple 

example, let's say you originally chose 4 mutual funds and set the allocations to 25% each. 

After one year, one mutual fund grew to 30% of your portfolio, another declined to 20% and 

the other two stayed around 25%. To rebalance, you will sell shares of the fund that grew in 

value, buy shares of the fund that declined in value, and leave the others alone. This has an 

effect of "buying low and selling high," which is what the best investors do regularly

⦁ Increase Savings Rate: When you get a raise, give your 401k a raise! For example, let's 

say you get a promotion that comes with a 5% raise in salary. Immediately increase your 

401k deferral by at least 1%. That way you'll still enjoy a raise but you'll also increase your 

retirement savings.

⦁ Avoid Making Premature Withdrawals: Most 401k plans offer either a hardship withdrawal 

option or a loan option to take money out of your plan prior to retirement (with certain 

limitations). A withdrawal will cost you a 10 percent early withdrawal penalty on money taken 

out prior to age 591/2. If you take a loan, you'll have to pay it back with interest (or satisfy the 

loan balance if you terminate employment prior to paying off the loan).

Don't Forget Your Old 401Ks

Typically, you are able to "roll" old 401Ks into your new 401K or into an IRA, which gives you the 

most flexibility and practically unlimited investment options.  Most important is to coordinate your 

investment strategy in all your different accounts. 

Disclaimer: The information on this site is provided for discussion purposes only and should not be 

misconstrued as investment advice. Under no circumstances does this information represent a 

recommendation to buy or sell securities.
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