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AUTHIFIGATION

ASTEP BAGKWARD FOR RETREMENT SEGURITY

As tax reform was heavily debated in the fall of 2017, Congress considered altering the
rules on retirement plans to further limit contributions to tax-deferred plans in favor of
after-tax Roth-style plans, a change known as “Rothification.” This was an effort to
generate higher tax collection in the near term and offset revenue lost to corporate and
personal income tax reductions. While each chamber removed the changes before voting,

this concept is likely to live on in future tax policy debates. For this reason, LPL Financial
decided to gauge advisor sentiment on such a proposal.
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WHAT WAS ON THE TABLE

Full Rothification would mean that individuals would no longer be permitted to

A survey was make pre-tax contributions to an IRA or to any type of plan (e.g., 401(k) plan,

conducted with SIMPLE IRA, 403(b) plan). All individual contributions to any plan or IRA would
be made on an after-tax Roth basis, with earnings distributed tax-free if Roth

1 conditions are satisfied. Employer contributions would continue to be made on a
pre-tax basis.

LPL financial advisors A partial Rothification proposal was also on the table, under which an individual

who manage more than would be permitted to make pre-tax plan contributions up to a maximum of

1,600 small-business approximately $2,500.

401(k) plans with more
than $5 billion in assets.
Their feedback indicates
that many believe that
Rothification would
harm the retirement
security of small-
business employees.

Against this backdrop, we reached out to 135 LPL financial advisors who
specialize in helping small businesses manage retirement plans. These advisors,
in aggregate, manage more than 1,600 401(k) plans with more than $5 billion in
assets under management, putting them in a strong position to understand the
implications Rothification could have for the retirement savings of small-business
employees and owners.
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SIZING UP THE POTENTIAL IMPAGT TO SMALL BUSINESSES

Our study sought to better understand the implications Rothification legislation
may have on the ability of small businesses to offer retirement savings plans,
as well as how it would impact employee savings. We found that the ability to
O make pre-tax contributions to retirement plans is an incentive that encourages
> 5 O / small businesses to adopt and maintain retirement plans. For example, only
O 27% of the advisors we surveyed indicated that they expected all of the plans
a[]V|S[][S []g||BVE they manage would continue to be maintained if contributions were converted
”]E” 9 []UH”E[ (25%) i to an after-tax Roth ba.sis. In additior?, 16% of ad\{isors thought morg than 75%
o of the plans under their care would likely be terminated or frozen, with the rest
more Uf BXISTIHEI Smﬂ”' believing at least some plans would be impacted. Several advisors mentioned
husiness []|'c]ﬂ8 would that if the upfront tax incentives these plans currently enjoy were to be removed,
[]B Shl” [][]Wﬂ Uﬂder small-business owners would likely believe the risk and cost that these plans
S carry would render them not worth maintaining. We believe that this observation
Rothification. alone is very disturbing to today's retirement plan landscape, in which it is
reported that not nearly enough small businesses maintain plans. If just 25% of
existing small-business plans were to terminate, that could be devastating, and
the survey showed that over 50% of advisors believe that a quarter (25%) or
more of existing small-business plans would be shut down under Rothification.

Based on your experience, what percentage of small
businesses (<100 employees) do you estimate would
choose to maintain their plans under Rothification?

Virtually all plans
would continue to be maintained

27.5%

Up to 25% of plans
would likely be terminated or frozen

26-50% of plans
would likely be terminated or frozen

51-75% of plans
would likely be terminated or frozen

More than 75% of plans
would likely be terminated or frozen

0% 5% 10% 15% 20% 25% 30%

Source: LPL Rothification Survey, November 2017
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O While it's true that small-business employees would have other post-tax options
4 8 A) for savings, research has shown that employees are much more likely to save,
and save more, when they are automatically enrolled in an employer-sponsored
hB Amﬂ |[}aﬂ retirement plan' (see our recently released research paper, The Small Business
|ﬂn[]r f[erE are Retirement Savings Challenge, for more on this topic). If small businesses were to
freeze or terminate their existing retirement plans, it could have a serious impact
Emm[]VE[j hV on the retirement prospects for the approximately 48% of the American labor
SITIE]” hUSiﬂESSES, force who are employed by small businesses (according to 2015 Census data).

FUTURE OPPORTUNITY FOR PLAN GROWTH

Another question focused on the potential impact Rothification could have on

the establishment of new plans. The majority of advisors surveyed expect that
Rothification would mean less interest in retirement plans from small businesses,
with one advisor summarizing the argument as follows: “The cost of plan
administration, the increased uncertainty of meaningful participation (which is
already of current concern when [employees] can make pre-tax contributions),
and the rising litigation risk that is more prevalent in employer-sponsored plans
makes the likelihood of any small business starting a new 401(k) plan very
unlikely, in my opinion.”

How likely is Rothification to impact the number of small
businesses that would set up new 401(k) plans with you in
the future?

Small business interestin adopting new
401(k) plans would not be affected

Likely reduction up to 25% in small business
interestin adopting a new 401(k) plan

Likely reduction of 26-50% in small business
interestin adopting a new 401(k) plan

Likely reduction of 75% in small business
interestin adopting a new 401(k) plan

Likely reduction of more than 75% in small
business interestin adopting new 401(k) plans

32%

0% 5% 10% 15% 20% 25% 30% 35%

Source: LPL Rothification Survey, November 2017

'Benartzi, S., and R. H. Thaler. “Behavioral Economics and the Retirement Savings Crisis.” Science 339, no. 6124 (2013):
1152-153.
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68% THE ROTH REALITY

. C The final question in our survey asked what percentage of small-business
[]f 3[1V|S[]f3 |ﬂd|ﬂﬂ[8d employees (excluding owners and executives) currently make Roth contributions
that less than 25% of in plans where they are allowed. The responses showed a clear pattern—68%
emm[]vees mHkE R[”h of advisors indicated that less than 25% of employees make Roth contributions,
. . . and another 10% said that no employees used this method. This plan preference
[]UHHIDUII[JHS N further reinforces the point that tax deferral is an important incentive that helps
[hE][ []|aﬂ3| small-business employees save for retirement.

Thinking of the 401(k) plans with which you work that
permit Roth contributions, roughly what percentage
of small-business employees (excluding owners and
executives) make Roth contributions?

None
Fewer than 25% 68%
20-50%
51-75%
More than 75%
0% 10% 20% 30% 40% 50% 60% 70%

Source: LPL Rothification Survey, November 2017

GONGLUSION

We conclude that the findings of this study and our small business retirement
savings research from June 2017 clearly show that retirement security remains

a major issue for Americans, and now is not the time to cut incentives to save.

It appears that leaders in Washington, D.C., have come to the same conclusion
as well, as Rothification was not included in the final tax reform bill passed by
both chambers of Congress in December 2017. However, we believe that ideas
such as Rothification will live on in future policy debates. Given all of this, we
urge our policymakers to take the findings of this survey to heart and to remain
committed to preserving the incentives that will help American investors save for
their retirement. m
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LPL FINANGIAL — WHO WE ARE

LPL Financial is one of the nation’s leading financial services companies and a publicly traded company
under ticker symbol LPLA. The firm’s mission is rooted in the belief that objective financial guidance

is a fundamental need for everyone. LPL does not offer proprietary investment products or engage in
investment banking activities; this means advisors affiliated with LPL are not pressured or influenced by
LPL to sell its products. Thousands of financial advisors nationwide are able to rely on the firm'’s tools and
resources to help them provide financial guidance and recommendations to help meet their clients’ needs.

For more information about LPL Financial, visit www.Ipl.com.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any individual. To determine which
investment(s) may be appropriate for you, consult your financial advisor prior to investing.
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