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 Less funds vs. more

Over $1 trillion now in Target Date Funds

Specialty funds

Active vs. Passive

 Morningstar style boxes (next page)

 Which asset classes make sense?

Multiple funds in an asset class

Trends in Fund Line-Ups
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Morningstar Style Boxes
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 “Open Architecture”

 What does this mean?

 That non-proprietary funds are available?

 Still have a restricted fund array?

Variation still exists by vendor

Variation still exists by plan size

Trends in Fund Line-Ups
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Who’s in control?

 Defaulting participants into the plan

 Defaulting participants into a deferral %

 Defaulting participants into investments

Heard at a conference—Should the ER match be 
invested by the ER vs. EE?

Trends in Fund Line-Ups
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Concern about expenses/share classes

 Tibble v. Edison International

 Supreme Court overturned 9th Circuit ruling

 Plan had three retail class mutual funds

 Lower class shares were available

 Justice Breyer: “. . . a trustee has a continuing duty—
separate and part from the duty to exercise prudence 
in selecting investments at the outset—to monitor, and 
remove imprudent, trust investments”

Trends in Fund Line-Ups
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 No official guidance!

 Common approach: Lowest net cost share classes

 Reallocate any remaining revenue sharing

 Best methodology?

 Vendor restrictions?

 Goal: Charge all participants the same %

 What’s “fair”

 NOT an issue with diversified portfolios

 IS an issue with index funds and brokerage accounts

Trends in Fund Line-Ups
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 Most cost effective share class isn’t always the least 

expensive expense ratio—Ivy Science and Technology

Trends in Fund Line-Ups

Share Class Expense 
Ratio

Revenue 
Sharing Net Cost

R 1.57 .75 .82

A 1.26 .40 .86

Y 1.22 .45 .77

I .97 .10 .87

R6 .82 .00 .82
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Scenario One—Revenue Sharing is used to pay all fees

Susan $1,000,000 X 10 b.p. = $1,000 = 40%

Deb $500,000 X 25 b.p. = $1,250 = 50%

Brett $250,000 X 0 b.p. = $0 = 0%

Karen (SDB) $250,000 X 0 b.p. = $0 = 0%

Virginia $100,000 X 25 b.p. = $250 = 10%

Luke (new) $0 X 0 b.p. = $0 = 0%

$2,500 

Revenue Sharing Allocation
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Scenario Two—All Participants Charged Flat Fee

Susan $1,000,000 @ $416.67 = 4.17 b.p. = 17%

Deb $500,000 @ $416.66 = 8.33 b.p. = 17%

Brett $250,000 @ $416.66 = 16.67 b.p. = 17%

Karen (SDB) $250,000 @ $416.66 = 16.67 b.p. = 17%

Virginia $100,000 @ $416.66 = 41.67 b.p. = 17%

Luke (new) $0 @ $416.66 = ?? = 17%

$2,500 

Revenue Sharing Allocation
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Scenario Three—Core Fund Participants Pay Equal Amount, SDB pays Zero

Susan $1,000,000 X 13.5 b.p. = $1,351 = 54%

Deb $500,000 X 13.5 b.p. = $676 = 27%

Brett $250,000 X 13.5 b.p. = $337.50 = 14%

Karen (SDB) $250,000 X 0 b.p. = $0 = 0%

Virginia $100,000 X 13.5 b.p. = $135.50 = 5%

Luke (new) $0 X 13.5 b.p. = $0 = 0%

$2,500 

Revenue Sharing Allocation
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 Self-Directed Brokerage

 Fiduciary oversight

 Restricted investments

 Publicly-traded—easy to trade and price

 Restricted custody

 Single custodian

 Simplified recordkeeping

 Easier and less expensive audit

 DOL has expressed concerns—interested 
in requiring higher level of oversight

Trends in Fund Line-Ups
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 Fear around rising rates

 Offering a variety of bond funds?

 Long and short-term

 Multi-sector

 Alternatives

 Non-compete with Stable Value

 Educating participants?

 Encouraging diversification

 Options for older participants/retirees

Fixed Income Approach
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Bill Gross left in 2014

Many Plan Sponsors had already removed the fund 
for poor performance

Many Committees have/had the fund on watch

What’s in the IPS?  

 Manager change is likely a cause for “watch”

Committees have discretion—make sure you 
thoroughly document your decision-making

Lessons From PIMCO
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Current manager team has long tenure

 Impact of outflows—is this a concern in your IPS?

 Significant outflows since April 2013 peak

 Almost $200 billion has left the fund

 But, still over $100 billion in size

NOTE:  Committee decisions often can’t be 
implemented for 60-90 days

Lessons From PIMCO
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 Regulatory environment/SEC

 Only retail funds can set price at $1, institutional price will 
“float”

 Not many plans still using money market in array, but:

 Self-directed brokerage will have money market as sweep

 Auto-enrollment plans with 90-day rule may hold $$ in 
money market during that time

 Is money market a viable option?  

 Short term approach for long-term money

 Long-term will underperform

Money Market Funds
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How do you compare “apples to apples”?

Restricted by vendor?

 Fees can be complicated and hidden

Stable and General Account products have 
different risks

 Different durations

 Higher spreads

 Single company vs. multiple investments/wraps

Stable Value Funds/GICs
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Usage of TDFs is high 

 Good fit for all participants?

Alternatives:

 Custom models

 Balanced fund(s)

 Managed accounts 

QDIA Concerns/Client Approaches
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 Fiduciary responsibility for oversight

 Do you understand:

 Appropriate benchmarks

 Holdings

 Glidepath/Asset Allocation

 To vs. Through

 Reality—no one stays in the plan

 Portability

 Vendor approach—“all or none” election?

 Tools available to document review

Target Date Fund Analysis

11B-20




No traction over past 10 years

Continuing work by the industry

Annuity feature within TDFs?

Recordkeeper issues continue

 Fiduciary concerns:

 Insurance company

 Portability

Goal—default and automate

In-Plan Annuities
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Need EE education

Annuitize a portion?

Possible issue—annuities without a COLA

Role of longevity annuities—no traction yet

 QLAC rules out in 2014

 Lesser of $125,000 or 25% of balance

 Not subject to RMD rules

 Start distributions later, i.e. 80 or 85

Sustainable Withdrawals
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Encourage $$ to stay in the Plan?

 Stay in a Target Date Fund?

 Still eligible for lower cost shares

 Fees may be lower than with IRA

No RMD with Roth $$

People who really need the help either:

 Can’t afford it or

 Aren’t seeking it

Sustainable Withdrawals
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 Intended to address conflicts of interest in retirement 

advice

 Fiduciary standard vs. suitability standard

Emphasis on putting client’s best interest first

Concern over broker/advisor income

Require disclosure of any conflicts of interest

Strengthen enforcement by DOL

 IRS excise tax on transactions based on conflicted 
advice

Proposed Fiduciary Rule

11B-24




Concerns about whether a “prudent” investment

 ESOP vs. 401(k) or profit-sharing

 Forced investment vs. participant direction

 If forced, diversification allowed?

 Fifth Third Bancorp vs. Dudenhoeffer— “ESOP 
fiduciaries are subject to the same duty of prudence 
that applies to ERISA fiduciaries in general, except 
that they need not diversify the fund’s assets.”

Company Stock
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Stock-drop class-action lawsuits continue—many as 

a result of price drops in 2008

Can’t made a decision based on insider information

Who’s on your Committee?

How much stock is too much?

 Participants futures are tied to company success via:

 Their salary

 Retirement plans

 Stock purchase plans/stock options/stock grants

Company Stock
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 Still lots of unknowns at this point 
 Democratic proposals outstanding include:
 Obama myRA proposal
 Harkin Universal, Secure, Adaptable (USA) Retirement 

Funds Act
 Universal coverage
 Auto enrollment
 DOL oversight
 Pooled, professionally-managed
 Lifetime income 
 Portability

Washington Agenda
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 Republican proposals have included:

 Hatch proposal—SAFE (Secure Annuities 
for Employee Retirement Act of 2013)

 “Starter 401(k)”

 No limit on auto escalation 

 Additional auto enrollment safe harbor

 Annuity changes—in plan and distributions

 Convert RMD to a Roth

 Simplify administration

Washington Agenda
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 Camp proposal—Tax Reform Bill of 2014

 Individuals:

 Participants in 35% tax bracket pay a 10% surtax on all 
contributions made to a qualified plan

 Roth IRAs with no income limits

 Contribution limits frozen until 2024

 No exception to 10 percent penalty for home purchases

Washington Agenda
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 Camp proposal—Employer Plans

 No new SEPS or SIMPLE 401(k)s

 Pre-tax contributions capped at $8,750

 Additional $8,750 allowed for Roth

 Five year distribution rule for most IRA beneficiaries

 Allow contributions after hardships distributions

 Freeze contribution limits until 2024

 Freeze maximum DB benefit until 2024

Washington Agenda
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 Lifetime Income Disclosure Act

 Senators Johnny Isakson (R-Georgia) and Chris Murphy (D-
Connecticut)

 Projected monthly income

 Patterned after Social Security Administration statements

 DOL has a similar proposal

 What will the assumed returns be???

Washington Agenda
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Thank you!
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