
Three Retirement Plan Head-Scratchers
And How to Think About Them

People often say that getting started is the hardest part. But, when it comes to saving for retirement, 

sometimes the decisions that come after enrolling in your employer’s plan can be as diffi cult as making that 

initial choice to save. How do you know you are making the right decision from a tax perspective? What about 

other benefi ts options? And what if you need money? Is your retirement plan the best place to get it? The 

answers to these questions are unique to you and your personal situation, but a few rules of thumb can help. 

Here are three choices facing many retirement plan participants and ideas on how to think about them.

Head-Scratcher #1: Should I save pre-tax or through a Roth contribution?

For most of us, taxes are inevitable but, through your retirement plan, you at least decide when you pay. In a tax 

qualifi ed savings program, like your employer’s plan or an IRA, you can often make the choice to save either pre-tax or on 

a Roth basis. With pre-tax savings, your taxable income for the current year is reduced by the amount that you put away. 

With a Roth contribution, you pay taxes in the current year on the amount you save but, when you later withdraw that 

savings, you pay no taxes on that amount or on any amount your investment has earned.

Deciding which strategy makes sense for you depends on the direction you think your income is headed. If you are likely 

to make more money later and, by extension, to be in a higher tax bracket, you are better off with Roth contributions 

and paying the government now. 

A common example of this would 

be early career employees likely to 

advance and see promotions over 

time. On the other hand, later career 

employees, or those who plan to dial 

back their work in preparation for 

retirement, should consider pre-tax 

savings. This is because their incomes 

are likely to go down, so their tax 

brackets and the amount they owe 

will be lower in the future, too.
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Head-Scratcher #2: My employer also offers a Health Savings Account. 
Is saving there better than saving in the retirement plan?

As many benefi ts programs shift to high-deductible healthcare options, more employers are offering health savings 

accounts (HSAs) that allow employees to save on a tax-deferred basis, similar to retirement plans. How do these plans 

compare?

401(k)
(2016–2017 limits not yet published)

HSA
(2017)

Contributions Pre-tax (normally)
After-tax (Roth)

Pre-tax

Maximum Annual Contribution $18,000 $6,750 (family)
$3,350 (single)

Investment Opportunity Yes Yes, with a minimum account balance

Withdrawal Eligibility Age 59 ½ Any time for qualifi ed medical 
expenses

Distributions and Earnings Taxed, if pre-tax contribution
Not taxed, if Roth contribution

Not taxed when used for qualifi ed 
medical expenses

Penalties Early withdrawal If used for nonqualifi ed expenses 
before age 65

Required Distributions Must begin at age 70 ½ None

While they share many similarities, the broader tax benefi ts of HSAs can make them more attractive in certain situations 

for long-term savings. The deciding factor often depends on the level of employer match (if any) in the retirement plan. 

The larger the match and the lower your tax rate, the better the 401(k) plan is:
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If the 401(k) match is 50 cents on the dollar, 

the tax rate determines the best choice. But 

remember: With an HSA not only are your 

contributions tax deductible, you also 

don’t pay taxes on the distributions if you 

use them for qualifi ed medical expenses.

If the 401(k) match is dollar 

for dollar, fund the 401(k) fi rst.

If there is no 401(k) match, 

fund the HSA fi rst.

Note: Assumes all dollars in HSA go to qualifi ed medical expenses and so aren’t taxed.
Sources: Greg Geisler of University of Missouri-St. Louis and The Wall Street Journal
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Head-Scratcher #3: Is my 401(k) a good 
place to go for a loan?

This one is a trick question. Generally speaking, debt is the enemy 

of fi nancial success no matter where you get your loan and you 

want to avoid it, if you can. If, however, you must have cash, you 

need a relatively small amount and you can repay the loan quickly, 

then your 401k may be a smart choice:

  It’s fast. There are no credit checks and taking a 401(k) loan 

doesn’t affect your credit score.

  It’s fl exible. You can repay the loan early without penalties.

  It’s cheap. Plan loan fees are usually minimal and the interest 

you pay goes back to your retirement plan.

For larger cash needs, loans that will be repaid over longer periods 

of time, there are good reasons NOT to tap into your 401(k):

  There could be tax consequences. If you leave your 

employer with an outstanding loan from your plan, you must pay it back immediately or face a 10% early withdrawal 

tax penalty on the outstanding balance and that balance becomes taxable income, so you’ll pay even more.

  You could miss out on tax benefi ts. Though you can take a loan from your 401(k) to help with the purchase of a 

primary residence, the interest you pay would not be tax deductible as it is with a traditional mortgage.

  The market may work against you. Though you pay yourself back with the interest from your loan, that also 

means you are funding your account’s growth with your own dollars rather than letting the market do it for you. Not 

only do you miss out on the investment potential of the money you’ve borrowed, you also miss out on the potential of 

the additional dollars you need to repay that money.

Whether it’s deciding how to save, where to save, or if you should take your money out, you have a lot of options with 

your retirement plan dollars. Your current situation and what you anticipate for your future all play a role in the decisions 

you make. There are no hard and fast rules, but the guidelines presented here, and those you fi nd on your service 

provider’s website, can help you think through your options.
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