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Define Retirement Success . . . 
Different Perspectives

►Accumulation Participant: saving enough for retirement
►Retiree Participant: not running out of money
►Financial Planner: achieving a goal with target probability of success
►Investment Consultant: picking “great” funds
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Objective

►In this presentation we will outline key things a plan sponsor can and 
should do to help maximize the likelihood of its employees achieving 
a successful retirement outcome (however it is defined). 

►Obviously every plan is different, so each of these strategies aren’t 
going to work, but they are worth considering!
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Retirement is Personal

►Two participants can appear the same . . . but be very different . . . 
►Marriage, housing, family, lifestyle needs, etc
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Accumulation

1. Build for Behavior
2. Educate
3. Keep it Together
4. Get What You Paid For
5. Thoughtful Plan Investment Solutions
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Distribution

1. Keep the Party Going
2. Keep it Real
3. Guaranteed Income
4. Retirement Solutions
5. Unique Choices
6. Plan Distribution Options
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Accumulation
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Build for Behavior: Make it Automatic

►Make it automatic 
►Set the target at 6% or greater

►Research has shown there is very little impact on adoption 
3% versus 6%, for example)
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Build for Behavior: Move the Carrot
►People tend to like free stuff, especially 

free money. 
►Stretch the match contribution formula

►Instead of 100% on the first 3%, 
match 50% on the first 6%, or even 
25% on the first 12%.

►Compare impacts of hard dollar versus 
matching contributions

►The optimal match schedule is likely 
different for each company, and 
therefore will vary by plan sponsor. 
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Build for Behavior: One Part of the 
Benefits Package

►Health insurance coverage is not a “one and done” decision like DC 
plans. Each employee must go in once a year, usually in the fall, and 
either re-confirm existing coverage or select new health coverage. 

►Reenroll participants at the default rate each year, even consider 
doing a QDIA reenrollment

►Include the retirement savings decisions as a component of the 
overall open enrollment period.
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Educate: Communications Move From 
What to How

►Participant communications are often overly complex, attempting to 
explain the nuts and bolts of how each aspect of the plan works in 
great detail, or designed to check the legal box.

►Participants often don’t read these materials or simply don’t care 
(how many even review their quarterly statements?).  

►Therefore, what few communications go out should be simple and 
focused on what really creates better outcomes.  

►For example, a participant may be better served receiving a one-
page mailer about how to save for retirement or what their optimal 
savings rate should be, rather than a five-page document outlining 
the formula for determining the monthly crediting rate for their stable 
value fund.
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Educate: Financial Wellness Today

►Debt reduction (credit cards, student loans) is often a more 
important goal than socking away money for retirement for some 
participants.

►Integrating financial wellness programs into the retirement 
equation can provide a more holistic solution than is the norm 
today.
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Customize . . . 

►One size does not fit all in terms of target-date funds
►More on this later…
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Keep it Together

►Research by Aon Hewitt (2011) suggests that removing monies from 
a retirement plan can decrease a participant’s expected wealth at 
retirement between 11% and 67%.

×http://www.aon.com/attachments/thought-leadership/survey_asset_leakage.pdf
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Get What You Paid For

►Running a retirement plan costs money, from administration fees, 
fund expenses, consultant fees, managed account fees, and the list 
goes on. 

►For each item on that list, a plan sponsor can get sued for not 
properly monitoring the costs to ensure they are reasonable. 

►Further, sponsors want to make sure they are actually getting 
value/service for the costs incurred. 
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Watch the Peer Group

►A peer group comparison of the investment-only expenses is only 
one part of the total costs of a DC plan.  And watch the peer group. 
The peer group for a $5 billion DC plan is vastly different than a $50 
million DC plan. This is easy information for a consultant or provider 
to gather, and should be delivered on a quarterly basis.
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One Participant Subsidizing Another

►Should a participant who uses a product/service that happens to 
carry revenue sharing, or generate some fee, pay more for the 
administration of the plan? We believe the answer is no, and that a 
level, balanced administrative fee approach is the most prudent.  

►Within this context it’s important to ensure some participants aren’t 
subsidizing the plan cost for others by investing in funds with higher 
revenue sharing.
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Building the Blueprint

►When presenting participants with a series of options, fiduciaries 
need to understand that they have become choice architects. 

►Whether it is intentional or not, the context in which the problem is 
posed has the power to influence the outcome of that decision

►Evaluate the trade-off between giving participants access to certain 
options versus overwhelming them with unnecessary complexity
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×For illustration only.

Typical Enrollment Form
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Thoughtful Investment Menus: Cover the Basics

►Basic requirements:
►404(c) is an obvious starting point: at least three different, 

diversified investment options with materially different risk 
and return characteristics

►Our perspective: we think that it is imperative to the success of DC 
plans to include DB-like features and shift the paradigm so that 
employers are once again sharing in the effort to help employees 
meet their retirement goal.
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Lineup Considerations . . .

►Know your participants
►Individual investors do not always behave rationally

►The core asset classes of every lineup
►Cash, bond, US large equity, US small equity, international 

equity
►Uses heuristics for more effective plan design

►Choice overload (reduce the noise… less can be more)
►Naïve allocations
►Diversity and balance
►Active vs. passive

►View investment options through a portfolio construction lens
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Thoughtful Investment Menus: 
Beyond the Basics

►Concepts to gauge decision-making ability of participants: education, 
engagement, experience

►A participant population with high level investment knowledge and 
active involvement is more likely to successfully allocate across a 
series of complex investment options 

Core
Categories
× 10 Required
× 2 Optional 

Standard
► Categories

× 14 Required
× 3 Optional 

Ex: real estate

Expanded
► Categories

× 19 Required
× 3 Optional 

Ex: commodities

×LOW ×HIGH×Financial Literacy of Participants
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Thoughtful Investment Menus: Balanced Design

►Many menus today have equity-focused investment menus with 
more than 10 equity options, but few income options.  This 
overweight to equities may send signals to the participant that 
equities are more important than fixed income. 
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Thoughtful Investment Menus: 
Rethink the Style Box

►The style box provides a reasonable starting point when contrasting, 
but most participants can’t intelligently articulate the differences 
between growth and value.  

►Therefore, it isn’t a requirement to fill each “box” of the style box.  
Rather assemble a line-up of investments that enables participants 
to create a diversified portfolio

×Disclaimer: Diversification is a method used to help manage risk.  It does not ensure a profit or protect against a loss.
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Thoughtful Investment Menus: 
Minimize/Eliminate Employer Stock

►Bad from a financial planning perspective (blends human capital and 
financial capital)

►No more “presumption of prudence”
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A Really Bad Idea . . . Sector Funds

►We don't think there is sufficient value in adding most sector funds to 
lineups simply because of their concentrated risk

►We think an even worse idea is to add a fund within the same 
sector/industry (e.g., a healthcare fund for a hospital plan)

►Similar to company stock, we would prefer to diversify away from an 
asset class that would be highly correlated to human capital sources
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Selection and Monitoring

►Identify and select investments that are high-quality with reasonable risk
►Be cognizant of fiduciary concerns
►Monitor underlying funds using same criteria for selecting funds
►Analyze funds relative to targets and benchmarks

Quantitative Screening
► Performance consistency
► Style consistency
► Manager tenure
► Expenses

Fundamental Analysis
► People, process, portfolio, positioning
► Style nuances
► Identification of skill/capabilities
► Process repeatability

10B-27



Are you Getting Good Investment Advice?

►Captain’s Log:  Keep track of replaced funds and compare the future 
performance of the two funds. You can even request that an 
appendix be added to the quarterly performance book with all the 
replaced funds and their relevant statistics.
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Are you Getting Good Investment Advice?

►Mirror Process: When you receive a recommendation, focus on how 
the recommendation was derived, i.e., what the process was that 
lead to a particular fund recommendation. Ask yourself if there is 
anything innovative, proprietary, or unique that makes this process 
valuable? Is it a simple screening process, or are qualitative factors 
at play that add value beyond the data?
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Are you Getting Good Investment Advice?

►The Big Picture: It’s easy for investment consultants to dazzle plan 
sponsors with fancy statistics about investment performance, but 
how does all of it fit into the big picture? 
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Active vs. Passive

×For illustration only.
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One Metric Monitoring?

►Morningstar star ranking
►Probably not holistic enough
►Great at predicting future fund flows, future performance not 

so much
►Morningstar Analyst Ranking

►5 Pillars: Process, Performance, People, Parent, and Price
►Other aggregate rankings exist (e.g., fi360 Fiduciary Rankings)
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Financial 
Planner

Required Participant Expertise
Low

Managed 
Accounts

Custom 
Target-Date 

Funds

Off-the-Shelf 
Target-Date

Funds
Target-Risk 

Funds
Self-

Selection

High

~50-100+ bps

High Low
Incremental Cost

0 bps0 bps~0-10 bps~0-75 bps

DC Advice Service Continuum

~0-25 bps

×For illustration only.
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Pick One?
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Target-Date Portfolio Selection Considerations

Equity/Risk Security Selection
● Lifetime risk of glidepath ● Active vs. passive (or blend)
● Risk at retirement ● Single vs. multi-manager

● Instrument types (ETF, MFs, CIF, etc)

Equity Allocation Expenses/Fees
● Asset classes utilized ● Expense Ratios
● Diversification across asset classes ● Potential trading costs
● Change through time ● Revenue share

Fixed Income Piece Organization
● Duration ● Legal & regulator issues
● Quality ● Research capabilities
● Diversification ● Stewardship

×For illustration only.

10B-35



×Source: Janus/Brightwork Partners LLC Survey

Reasons for Holding Multiple TD Funds
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Remember: Investments are One Piece 
of the Puzzle

×For illustration only.
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×For illustration only.

Remember . . . What the Goal Is
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Does One Size Fit All?
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For illustration only.
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Why Do People Save for Retirement?

For illustration only.
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How Do You Want to Spend Your 
“Alpha/Expense” Budget

Certain Uncertain

Financial 
planning

alpha

Investment 
alpha

For illustration only.
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Different Participant Solutions by Levels 
of Engagement

~20% ~70% ~10%

“Help Me” “Do-It-For-Me” “It’s All Me”

Participant Type
 Mildly 

sophisticated
 Need help
Solution
 Core Menu
 Target-date funds

Participant Type
 No time
 No knowledge
Solution
 Target-date funds
 Managed 

Accounts

Participant Type
 Investment 

savvy
 High 

involvement
Solution
 Core Menu
 Brokerage 

Window
×For illustration only.
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Distribution
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Keep the Party Going

►Low Cost: most employees won’t be able to do better, from a fee 
perspective

►Sound Advice: managed account services can offer comprehensive, 
customized distribution recommendations to participants that can 
include appropriate recommendations to an annuity, if available in 
the plan.

►Retirees Help Current Employees:—Administrative costs are 
typically priced as a per participant fee, and investment expenses 
are typically asset based fees. In both instances, having retirees in 
the plan should lower both the administrative and investment 
expenses, because more people in the plan lower average 
administrative expenses and retiree balances tend to be larger than 
active employees. 
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Keep it Real in Retirement

Retirement

US TIPSUS Bond

Accumulation

For illustration only.
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The Rise of Defined Contribution 
Plans (Implications)

×Defined Benefit Plans ×Defined Contribution Plans

For illustration only.
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Probability of a 65 Year Old Living to Age 95

7% 13% 1% 19%

14% 19% 3% 31%

20% 29% 6% 43%

×Individual Couple

Male Female Both ≥1

2007 SSA Periodic Life

2000 SOA Annuity
2012 SOA Annuity

25% 33% 8% 50%2012 SOA Annuity in 
2028
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Life Expectancy and Wealth
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Guaranteed Income for Life 

►Keep Good Records 
►Portability
►Peel Back the Onion
►Bring in the Expert
►Gauge the True Cost
►Participant Experience
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Research published in CFA 
Institute Monograph

Award-winning paper 
on the integration of 
human capital and 
asset allocation

Research paper 
focused on a 
methodology reflecting 
the features of variable 
annuities with GMWB 
for life

Incorporating Guaranteed Income

For illustration only.
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Other Retirement Solutions

►Target-date funds were created as an easy investment solution for 
accumulators. Similar investments exist for retirement, in fact, 
Morningstar, Inc. has an entire category dedicated to these 
Retirement Income funds
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Unique Choices

►When to claim social security
►Helping participants with appreciated employer stock utilize Net 

Unrealized Appreciation (NUA)
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Plan Distribution Options

►In order to discourage lump sum distributions, plan sponsors may 
want to consider offering an installment option as part of the plan for 
retirees, and the flexibility to withdrawal money as it is needed in 
retirement.
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Parting Thoughts
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Good Luck!
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Disclosures

The above commentary is for informational purposes only and should not be viewed as an offer to buy or sell a particular 
security. The data and/or information noted are from what we believe to be reliable sources, however we have no control 
over the means or methods used to collect the data/information and therefore cannot guarantee their accuracy or 
completeness. The opinions and estimates noted herein are accurate as of a certain date and are subject to change. The 
indexes referenced are unmanaged and cannot be invested in directly. Past performance is no guarantee of future results. 
The charts and graphs within are for illustrative purposes only.

Monte Carlo is an analytical method used to simulate random returns of uncertain variables to obtain a range of possible 
outcomes. Such probabilistic simulation does not analyze specific security holdings, but instead analyzes the identified 
asset classes. The simulation generated is not a guarantee or projection of future results, but rather, a tool to identify a 
range of potential outcomes that could potentially be realized. The Monte Carlo simulation is hypothetical in nature and for 
illustrative purposes only. Results noted may vary with each use and over time.

The results from the simulations described within are hypothetical in nature and not actual investment results or guarantees 
of future results. This should not be considered tax or financial planning advice. Please consult a tax and/or financial 
professional for advice specific to your individual circumstances.  
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More Disclosures

The Morningstar Rating for funds, or "star rating", is calculated for managed products (including mutual funds, variable 
annuity and variable life subaccounts, exchange-traded funds, closed-end funds, and separate accounts) with at least a 
three-year history. It is calculated based on a Morningstar Risk-Adjusted Return measure that accounts for variation in a 
managed product's monthly performance, placing more emphasis on downward variations and rewarding consistent 
performance.  The top 10% of products in each product category receive 5 stars, the next 22.5% receive 4 stars, the next 
35% receive 3 stars, the next 22.5% receive 2 stars, and the bottom 10% receive 1 star.  The Overall Morningstar Rating 
for a mutual fund is derived from a weighted average of the performance figures associated with its three-, five-, and 10-
year (if applicable) Morningstar Rating metrics.  If the managed product has been in its current category over the entire 
evaluation period, the weights are: 100% three-year rating for 36-59 months of total returns, 60% five-year rating/40% 
three-year rating for 60-119 months of total returns, and 50% 10-year rating/30% five-year rating/20% three-year rating for 
120 or more months of total returns.  While the 10-year overall star rating formula seems to give the most weight to the 10-
year period, the most recent three-year period actually has the greatest impact because it is included in all three rating 
periods.  If the managed product's investment style and category have changed in the past, Morningstar modifies the 
weights for the Overall Morningstar Rating to reflect the average degree of similarity between the current category and the 
fund's historical categories.  Slightly more weight is placed on the time periods when the fund was in the current category.
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Even More Disclosures

The Morningstar Analyst Rating is not a credit or risk rating.  It is a subjective evaluation performed by the fund analysts of 
Morningstar, Inc.  Morningstar evaluates funds based on five key pillars, which are Process, Performance, People, Parent, 
and Price.  Morningstar's analysts use this five-pillar evaluation to identify funds they believe are more likely to outperform 
over the long term on a risk-adjusted basis.  Analysts consider quantitative and qualitative factors in their research, and the 
weighting of each pillar may vary.  The Analyst Rating ultimately reflects the analyst's overall assessment and is overseen 
by the Morningstar Analyst Rating Committee.  The approach serves not as a formula but as a framework to ensure 
consistency across Morningstar's global coverage universe.
The Analyst Rating scale ranges from Gold to Negative, with Gold being the highest rating and Negative being the lowest 
rating.  A fund with a Gold rating distinguishes itself across the five pillars and has garnered the analysts' highest level of 
conviction.  A fund with a Silver rating has notable advantages across several, but perhaps not all, of the five pillars-
strengths that give the analysts a high level of conviction.  A Bronze-rated fund has advantages that outweigh the 
disadvantages across the five pillars, with sufficient level of analyst conviction to warrant a positive rating.  A fund with a 
Neutral rating isn't seriously flawed across the five pillars, nor does is distinguish itself very positively.  A Negative-rated fun 
is flawed in at least one if not more pillars and is considered an inferior offering to its peers.  Analyst Ratings are 
reevaluated at least every 14 months.
For more detailed information about the Morningstar Analyst Rating, including its methodology, please go to 
http://corporate.morningstar.com/us/documents/MethodologyDocuments/AnalystRatingforFundsMethodology.pdf
The Morningstar Analyst Rating should not be used as the sole basis in evaluating a fund.  Morningstar Analyst Ratings are 
based on Morningstar's current expectations about future events; therefore, in no way does Morningstar represent ratings 
as a guarantee nor should they be viewed by an investor as such.  Morningstar Analyst Ratings involve unknown risk and 
uncertainties, which may cause Morningstar's expectations not to occur or to differ significantly from what we expected.
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Questions?

Thank you!
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