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For this generation,  
opting out is  
not an option.

troweprice.com/millennials

The primary source of retirement income for millennials will be their defined contribution plan. So they 
need a plan they won’t want to opt out of. Plans that make it easy to participate—and potentially grow 
savings faster—will have the advantage in attracting and retaining millennial employees. That’s where 
you can make a difference. Visit our new advisor site to learn how next generation thinking can help 
your plan sponsors win with millennials.
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Rainy Cloudy Partly Sunny Sunny

clear view of retirement,
improving outcomes

We keep participants on course toward a funded retirement.
What makes our approach to retirement readiness so effective is that it’s so 

personalized. At any time, participants can check their own retirement forecast 

to get an idea of whether they’re on course toward a funded retirement and, 

if not, what steps they can take to improve it. Think how much more engaged your 

clients’ participants would be with this kind of actionable guidance. To learn more, 

call 888-401-5826 or visit trsretire.com.

Securities offered through Transamerica Investors Securities Corporation (TISC),
440 Mamaroneck Avenue, Harrison, NY 10528. Transamerica and TISC are af� liated companies.
14599-FA_AD (01/14)
© 2014 Transamerica Retirement Solutions Corporation
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ZeroOptions-
ophobia: Your clients’ fear their defi ned 

contribution plan doesn’t give 
them enough fl exibility.

For more information about the available underlying investment options, including all charges and expenses, please consult a fund prospectus, which can be obtained by calling 1-800-626-3112 or 
visiting nationwide.com. Fund prospectuses and additional information relating to your retirement plan can be obtained by contacting your plan representative. An investor should carefully consider 
the fund’s investment objectives, risks, charges and expenses. The fund prospectus contains this and other important information. Read the prospectus carefully before investing.
Please note that the investment options o� ered through Nationwide’s Fund Window have not been individually selected and are not monitored by the Plan Representative. Nationwide does not monitor the funds o� ered through 
Fund Window.

Trust programs and trust services are o� ered by Nationwide Trust Company, FSB, a division of Nationwide Bank. Variable life and annuities are issued by Nationwide Life Insurance Company or Nationwide Life and Annuity Company, 
Columbus, OH. The general distributor for variable products is Nationwide Investment Services Corporation, member FINRA. Funds distributed by Nationwide Fund Distributors, LLC, member FINRA. Nationwide Life Insurance 
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Nationwide Retirement Flexible Advantage® 
gives your plan sponsors more options to 
tailor their 401(k) or 403(b) plans.

• 1,200+ Institutional Investments 

• Our Fund Window provides access to funds 
outside the core lineup with no added costs

• Dedicated Field Service Representatives 
to help with on-site or online enrollment

Learn more at:
nationwidefi nancial.com/FlexAdvantage
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Someday, he wants a

vacation home with water views. 

To make it happen, he’s projecting 

his retirement income here, at his 

daughter’s swim lesson.

Our mission: inspire your clients 

to take control of their fi nancial 

futures and engage with their 

retirements. This is how we’re 

Thinking Further Ahead. 

empower-retirement.com
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f late Facebook has been 
reminding me — in a good 
way — of just how fast time 
flies. It does this by (appar-
ently) randomly popping up 
photos from the pictures I 
have posted (and dated) in 

my newsfeed. Nice as those visual reminders 
of birthdays and anniversaries past are, it’s 
the other random pictures of less “regular” 
events that I most enjoy — because, in many 
cases, they are events (a long-past vacation, a 
household move) that I hadn’t thought about 
in some time.

They say time flies when you’re having 
fun. But it also flies when you’re busy — and 
it’s certainly been busy here at NAPA. We 
introduced (and unveiled) a new logo and as-
sociation parent name (American Retirement 
Association), and had a record-setting 2015 
401(k) Summit and a fascinating Fly-In Fo-
rum. In addition to our regular publications, 
we recently added a weekly wrapup issue of 
the NAPA Net Daily, in mid-year a special 
outcomes issue to our quarterly magazine 
publication cycle, and we’ll wrap up 2015 
with the publication of our first-ever “Black 
Book.” 

This year we added the NAPA Top 
Women Advisors to our popular “Young 
Guns” and “Wingmen” lists, and by year-end 
I hope to be able to share with you informa-
tion about the availability of a digital edition 
of this publication, which should make it 
even easier for you to access — and share 
— current (and historical) content via tablet, 
smartphone or even from your computer. 

Not that any of us will be resting on our 
laurels in 2016. It’s an election year, for one 
thing, and the year we’re expecting to see the 

Labor Department’s final fiduciary regula-
tions (and figure out what that means). Of 
course, it’s the 15th anniversary of the NAPA 
401(k) Summit, and it’s going to be one 
heck of a party (not to mention learning and 
networking experience) in Nashville! In June 
we’ll launch NAPA Connect, an “experience” 
designed by and for women advisors. Then 
there’s the Fly-In Forum just ahead of the 
aforementioned election, and you can count 
on plenty of “buzz” around the nominations 
for, and voting on, our industry lists!

And then we’ll see what the 2016 elec-
tions mean for our nation and our industry!

But for now, sit back, relax and check out 
this issue of NAPA Net the Magazine — and 
get ready for 2016! N

  

L E T T E R  F R O M  T H E  E D I T O R

Where Has the 
Time Gone?

O
Busy? Yeah, you could say that.

NEVIN E. ADAMS, JD » Editor-in-Chief
nevin.adams@usaretirement.org

They say time flies 

when you’re having 

fun. But it also flies 

when you’re busy.”
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DOES YOUR 
FAVORITE HOTEL 
GET AS MANY STARS 
 AS OUR TARGET DATE FUNDS?

100% of our Lifecycle Funds have overall Morningstar® 
ratings of four and five stars. That goes for both our 
index funds and actively managed funds (5 stars    – 86%, 
4 stars    – 14%) as of 6/30/15. What’s more, expenses 
for all Lifecycle Funds are in the bottom decile.1 
 
Get highly rated active and index target date 
funds. Learn more at TIAA.org/LifeCycle

CREATED TO SERVE. 

BUILT TO PERFORM.

1Morningstar ratings based on the lowest cost share class (Institutional Share Class) for each mutual fund, based on U.S. open-end mutual funds. For a fund with multiple share classes and 
the same pricing, the share class with the longest performance history is used. Morningstar ratings may be higher or lower on a monthly basis. Morningstar is an independent service that 
rates mutual funds. The top 10% of funds in an investment category receive fi ve stars, the next 22.5% receive four stars and the next 35% receive three stars. Morningstar proprietary ratings 
refl ect historical risk-adjusted performance and can change every month. They are calculated from the fund’s three-, fi ve- and ten-year average annual returns in excess of 90-day Treasury 
bill returns with appropriate fee adjustments, and a risk factor that refl ects fund performance below 90-day T-bill returns. The overall star ratings are Morningstar’s published ratings, which 
are weighted averages of its three-, fi ve- and ten-year ratings for periods ended June 30, 2015. All Lifecycle Funds ranked in the bottom decile of expenses within their respective Morningstar 
Categories (institutional class, Morningstar as of 6/30/15). Past performance cannot guarantee future results. For current performance and rankings, please visit www.tiaa-cref.org/public/
tcfpi/InvestResearch. 2The Lipper Award is given to the group with the lowest average decile ranking of three years’ Consistent Return for eligible funds over the three-year period ended 
11/30/12, 11/30/13, and 11/30/14 respectively. TIAA-CREF was ranked among 36 fund companies in 2012 and 48 fund companies in 2013 and 2014 with at least fi ve equity, fi ve bond, or 
three mixed-asset portfolios. Past performance does not guarantee future results. For current performance and rankings, please visit the Research and Performance section on tiaa-cref.org.

TIAA-CREF Individual & Institutional Services, LLC, Teachers Personal Investors Services, Inc., and Nuveen Securities, LLC, members FINRA 
and SIPC, distribute securities products. ©2015 Teachers Insurance and Annuity Association of America–College Retirement Equities Fund 
(TIAA-CREF), 730 Third Avenue, New York, NY 10017. C21166A

Please note Lifecycle Funds are subject to the equity and fi xed income risk, as well as asset allocation risk. The target date for Lifecycle Funds 
is the approximate date when investors plan to start withdrawing their money. The principal value of the fund(s) is not guaranteed at any time, 
including at the target date. TIAA-CREF has 24 Lifecycle Funds (12 actively managed funds and 12 index funds). The Morningstar category for 
Lifecycle Funds is named Target Date and Morningstar groups funds within the same target date in compiling its individual fund rankings. 

Consider investment objectives, risks, charges and expenses carefully before investing. Go to 
tiaa-cref.org for product and fund prospectuses that contain this and other information. Read 
carefully before investing. TIAA-CREF funds are subject to market and other risk factors.

2
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I N S I D E  N A P A

Many Voices,
One Vision
What were you doing 15 years ago? 

bootcamp and earn the retirement industry’s 
newest credential, the Certified Plan Fiduciary 
Advisor (CPFA) — perfect for preparing you 
to deal with the new challenges and regula-
tory environment in 2017. Your registration 
fee includes access to the online modules, the 
bootcamp and the exam.

If you’ve never been to a NAPA 401(k) 
SUMMIT — or if you’ve been to them all — I 
hope you’ll join us this April in Nashville. 
Add your voice to the many — and share the 
vision.

See you in Nashville! N

 
» Joseph F. DeNoyior, AIF, C(k)P, CRPS, is NAPA’s Presi-
dent for 2015–2016 and a founding member of NAPA’s 
Leadership Council. He is the Managing Partner at 
Washington Financial Group and a member of Global 
Retirement Partners.

for retirement plan advisors — would, more 
than a decade later, give rise to the National 
Association of Plan Advisors (NAPA), an 
organization created by and for retirement 
plan advisors. Today, as it was 15 years 
ago, the NAPA 401(k) SUMMIT is the only 
retirement plan advisor conference with an 
agenda developed by retirement plan advi-
sors for retirement plan advisors. This year’s 
agenda includes sessions on team building, 
engaging participants through effective plan 
design, business metrics that matter, the ROI 
of financial wellness, adapting your practice 
to a 3(16) world, and much, much more! 

This April our national retirement plan 
convention will take place in a central location 
(Nashville, Tenn.). We are expecting a record 
turnout for this, our 15th anniversary, and you 
won’t want to miss the unique combination of 
speakers, dynamic general sessions, interactive 
panels, networking opportunities — and our 
first-ever “block party” with the star of the 
popular ABC TV series “Nashville,” Charles 
Esten (Deacon Claybourne). 

And as part of your registration fee, 
this year you can participate in a unique 

ifteen years ago there was a group 
of retirement-focused advisors 
(and providers who supported 
their work) who saw a need for a 
national forum for retirement plan 
advisors to come together, share 
ideas and best practices, and net-
work. They not only saw the need 

and realized the opportunity, they set aside 
the time and energy from their practice (and 
families) to, with the assistance of ASPPA, an 
organization to which many of them already 
belonged, build the nation’s first national 
retirement plan advisor conference, the 401(k) 
SUMMIT. 

Fifteen years later the NAPA 401(k) 
SUMMIT remains the premier gathering 
for retirement plan advisors. Not only has it 
earned the reputation for being the nation’s 
retirement plan advisor convention, it now 
does so under the auspices of the nation’s 
leading advisor advocacy group — and the 
only one exclusively focused on the issues 
that matter to retirement plan advisors. 
And, particularly in times like these, amid 
the challenges of responding to the massive 
restructuring of fiduciary regulations by the 
Labor Department, and the more recent guid-
ance that gives state-run retirement programs 
an unfair advantage compared with private 
sector alternatives, the power of a collective 
voice — representing more than 11,000 
retirement plan advisors nationwide — is of 
vital importance.

The theme of this year’s NAPA 401(k) 
SUMMIT is “Many Voices, One Vision,” and 
it perfectly encapsulates the essence of NAPA, 
whose members run the gamut of experience, 
target market(s), broker-dealer affiliation, etc. 
That first 401(k) SUMMIT — created by and 

BY JOSEPH F. DENOYIOR

F If you’ve never been to 
a NAPA 401(k) SUMMIT 
— or if you’ve been 
to them all — I hope 
you’ll join us this April in 
Nashville.”



your employees
give their all. 
pay them back.

CHOOSE A SMARTER TARGET-DATE FUND
Hard-working participants deserve a DC plan built to help them achieve their retirement 
goals. That starts with offering the right QDIA. Franklin LifeSmart™ Retirement Target 
Funds are designed to seek the highest level of long-term total return, while actively 
and continuously managing risk to maximize potential outcomes at retirement.

FRANKLIN LIFESMART™ RETIREMENT TARGET FUNDS

•  NEW GENERATION OF TARGET DATE DESIGN — Innovative “to-retirement” glide 
path with the goal to achieve a higher participant account value at retirement.

•  DYNAMIC MANAGEMENT — Tactical � exibility to adapt to changing market 
conditions, seeking to seize growth opportunities and reduce situation-speci� c risk.

•   RISK-AWARE PERFORMANCE — Enhanced diversi� cation has helped the funds 
achieve a history of solid risk-adjusted returns.

Find out more at franklintempleton.com/lifesmart.

Investors should carefully consider a fund’s investment goals, risks, charges and expenses before investing. To obtain a Franklin Templeton fund 
summary prospectus and/or prospectus that contains this and other information, call 1-800-342-5236. Investors should read the prospectus carefully 
before investing.
Past performance does not guarantee future results. All investments involve risks, including possible loss of principal. Principal invested is not guaranteed 
at any time, including at or after the fund’s retirement target date; nor is there any guarantee that the fund will provide suf� cient income at or through the 
investor’s retirement.
© 2015 Franklin Templeton Distributors, Inc.
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I N S I D E  T H E  B E L T W A Y

New DOL guidance gives state-run retirement plan products an unfair 
advantage without any reasonably apparent policy justification.

The Government
Does Not Do it Better

comprehensive guidance on state retirement 
programs, the Obama administration has of-
ficially greenlighted these efforts and provided 
a roadmap for more states to follow going 
forward.    

Tragically, however, the DOL’s guidance 
helps state-run retirement plan solutions 
at the expense of the private sector, giving 
state products an unfair advantage over 
those offered in the private sector without 
any reasonably apparent policy justification. 
The guidance is a misplaced attempt by the 
Obama administration to promote coverage 
by suggesting that the state somehow is going 
to do a better job providing retirement plan 
products than the private sector. 

Specifically, the proposal creates a new 
state plan payroll deduction IRA safe harbor 
to allow for automatic enrollment provisions 
for the state program without making it an 
ERISA arrangement, if there is a requirement 
to offer the program and it is the default 
option. The proposal capriciously does not 
extend this new ERISA exemption to private- 
sector automatic enrollment payroll deduc-
tion IRAs. 

In addition, the DOL issued an official 
opinion that allows states to create a state-run 
“open” multiple employer plan (MEP). This 

ovember was a good month 
for those who believe that the 
government should take over 
the private retirement system. 

Since far too many Amer-
icans continue to lack access 
to a retirement plan at work, 
state governments have been 

legislating retirement policy in recent years 
to address this significant coverage gap. A 
few states — California, Illinois and Oregon 
— have enacted legislation requiring busi-
nesses over a certain size to offer a retirement 
savings program to their employees, coupled 
with the creation of a state-run auto-IRA 
program that employers can use to meet the 
requirement. And more than two dozen other 
states are considering various bills focused on 
retirement policy. 

These efforts are spearheaded in states 
controlled by Democrats, where the narrative 
that the private retirement system has failed 
the American public and so the government 
needs to step in to curtail the crisis is perva-
sive. Sound familiar? We heard the same thing 
in the health care debate in the last decade, 
which led to Obamacare. Now retirement is 
the new health care. 

In May, more than two dozen Senate 
Democrats put pressure on the Obama 
administration to clarify the legal issues 
surrounding these state initiatives because of 
the frenetic activity in these Democrat-leaning 
states. In particular, questions needed to be 
answered about the interaction of ERISA with 
these new state-run retirement programs and 
whether ERISA prevents the ability of the 
state to require businesses to offer retirement 
savings options for their employees.     

In July, President Obama responded, 
directing his Department of Labor to facili-
tate the implementation of these state laws. 
Now, with the DOL’s Nov. 16 release of their 

N
BY BRIAN H. GRAFF

is the same DOL that shut down private open 
MEPs in 2010 with a stringent economic nex-
us requirement. What nexus do states have 
that the private sector doesn’t, you may ask? 
From the opinion: “a state can indirectly act 
in the interest of the employers and sponsor a 
MEP under ERISA because the state is tied to 
the contributing employers and their employ-
ees by a special representational interest in the 
health and welfare of its citizens.” Transla-
tion: the states care about their citizens, but 
private-sector enterprises do not care about 
their customers.

I could point out the numerous occasions 
in the last decade in which state officials in 
control of state pension assets failed to repre-
sent the interests of citizens by succumbing to 
corruption, but enough with the sour grapes. 
What our industry needs to do instead is lob-
by at the federal level to enact bipartisan poli-
cies to increase the types of private retirement 
plan product options available in the mar-
ketplace, and let American business owners 
decide who can do it best. For instance, let’s 
change federal law to open up private MEPs 
to any employer as long as there is a desig-
nated plan service provider the employer can 
count on to keep that plan running properly. 
And let’s create a new deferral-only 401(k) 
plan safe harbor for start-up businesses. These 
new options will move the needle on coverage 
and allow private industry to compete and 
succeed against the state.    N    

» Brian H. Graff, Esq., APM, is the Executive Director 
of NAPA.

Let American 
business owners 
decide who can 
do it best.”



     Industry Voices

Our columnists include some of the best-
known thought leaders in the industry. Here 
are samples of their recent commentary:

Brian Graff

“Unless the proposed [DOL fiduciary] rule is 
substantially changed to make it more practi-
cal for direct sellers, it is expected that law-
suits will be filed arguing that it represents an 
unreasonable restraint of trade. Many Ameri-
cans still hold the perspective, both legally and 
politically, that in this country you should be 
able to sell your own stuff, whether it’s cars or 
annuities.”

Fred Barstein

“There’s been a lot of focus on fees lately — 
but fiduciaries are charged with ensuring that 
the fees and services rendered are reasonable. 
And I’ve never understood how you can figure 
out if fees are ‘reasonable’ if you don’t know 
what you are paying them for.”

John Carl

“The IPS is typically one of the first documents 
requested in a DOL investigation for potential 
fiduciary misconduct. The lack of an IPS may 
indicate a lack of fiduciary oversight. Arguably, 
the only thing worse than not having an IPS 
is having one in place and not adhering to its 
guidelines and documenting such.”

Nevin E. Adams, JD

“Let’s face it, it’s a full-time job just keeping up 
with the plan provisions, standards, partici-
pant notices and nondiscrimination tests that 
are required by law. The notion that a plan 
sponsor would, in the absence of a compelling 
motivation take on extra work, and work 
that carries with it additional financial and 
fiduciary responsibility as well, doesn’t seem 
very realistic.”

        Engage!

NAPA Net readers engage with our news 
and commentary — and with each other. 
Here’s a sample of recent comments:

We have spent the last 30 years trying to 
teach people (who do not want to be) to 
become investors. We have been papering 
the world with 12-page glossy brochures. 
We have been using exclusively fear-based 
communication and education. There are 
better ways. I think Gamification is but one 
element of how we need to re-think 401(k) 
plan communication and education. 
— Tom O’Brien

Why would it take Jeb Bush an arm and leg 
to set up a 401(k)? Too expensive for who? 
There are prototype documents to help if 
that is the issue. Our society needs a stable 
economic basis to survive and that includes 
the various private pension plans. 
— Rick Thompson

We have retirement plans because of the fed-
eral government and its willingness to forgo 
billions in tax dollars to allow employees the 
chance to have more income in retirement. 
It is silly to think that those billions would 
come without a few strings. 
— Chuck Miller

They make an orange jump suit in every 
size; it is the advisor’s job to keep the plan 
fiduciaries out of one. 
— Mike DeCenso

Keep in mind, the travesty in our industry, 
from the formation of ERISA, has been 
participant direction … in the real world, 
on the ground, in the educational meetings, 
the blank stares tell the story. Participant di-
rection is an unjust default, and educational 
meetings an unrealistic solution; all the edu-
cation in the world will not give the majori-
ty of participants anything but confusion. 
— Chip Morton

WHAT ADVISORS ARE READING

Here’s a rundown of the most-read posts on 
NAPA Net in October.

1. NAPA’s Top Women Advisors of 2015
2. IRS Announces Contribution, Benefit Limits 

for 2016
3. House Votes to Hold Up DOL’s Fiduciary 

Rule
4. Government’s Role in 401(k) Plans Takes 

Stage at GOP Debate
5. Plan Sponsor Loses Suit Based on Mislead-

ing Plan Communications
6. Cetera on the Block?
7. House Committee Passes Bill That Would 

Delay Fiduciary Rule
8. Alerus Retirement Acquires ABG MN 

Affiliate
9. Record Keepers’ Proprietary TDFs Losing 

Favor with Advisors
10. How Many Government Agencies Does it 

Take to Regulate a Retirement Plan?
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      What's New?

We’ve added two new features to NAPA Net:

• 2016 IRS annually adjusted limits (in the 
“Industry Intel” tab); and

• NAPA's list of top women advisors (on the 
“Industry Lists” page in the “Industry Intel” 
tab) — marking the seventh unique industry 
list we've created.
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BY JERRY BRAMLETT

Asset Allocation and the 
Changing Role of the  
Plan Advisor 
Adam Smith’s invisible hand is already hard at work in the DC industry.

N A P A  N E T  T H E  M A G A Z I N E12

C investment advisors are increas-
ingly stepping into the role of 
asset allocator — a position that 
has traditionally been the domain 
of the asset manager. Given the 
market forces at work, this should 
not come as a surprise. In order to 

gain a better understanding of this shift, it is 
helpful to consider the trend lines behind this 
fairly recent development.

Market Forces
Although it has been a slow and some-

what grueling multi-decade process, most 
plan advisors have concluded that training 
DC participants on how to allocate their as-
sets is simply a lost cause. The industry con-
sensus today is that it is all about educating 
participants on how to utilize asset allocation 
constructs as opposed to teaching them how 
to be their own asset allocator. This emphasis 
has the impact of redirecting plan advisor 
and plan sponsor focus from individual secu-
rity selection to asset allocation. 

The primary force driving the adoption 
of passive investing is the ongoing push to 
drive down investment management fees. As 

a result, the task of selecting and monitoring 
asset managers is progressively becoming less 
important when it comes to plans that have 
core lineups primarily dominated by what 
are essentially unmanaged asset classes. In 
an effort to remain relevant, plan advisors 
are looking for ways to add value above and 
beyond simply managing a given plan’s fund 
lineup. 

Although there remains a lot of oppor-
tunity for DC-focused advisors to continue 
to grow, competition is such that there is a 

need to create new revenue streams. This is 
especially true for the large DC specialists 
who are running out of opportunities in the 
top end of market — a segment that is large 
in terms of participant numbers and assets 
but small in terms of actual plan sponsor 
relationships. Pushing down market is also 
a challenge as entrenched competitors who 
specialize in supporting the one-off DC 
advisor (or “blind squirrel”) continue to 
garner market share. One way in which 
plan advisors can increase plan revenue is 
by assuming the role of asset allocator.

The shift of target-date constructs 
away from “one size fits all” to customized 
solutions is resulting in a steady move-
ment away from mutual fund wrappers. 
This is being driven by the fact that many 
plan advisors view the mutual fund (as a 
portfolio wrapper) to be inferior to collec-
tive investment trusts (CITs). Given that 
there are considerably fewer regulatory 
hurdles in establishing what is effectively 
a new share class, CITs have a significant 
advantage over mutual funds when seeking 
to deploy customized solutions. The fact 
that an investment advisor firm can easily 

D Most plan advisors have 
concluded that training 
DC participants on how 
to allocate their assets is 
simply a lost cause.”
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associated with fund administration and 
management.

Of course, asset managers will not sit 
idly by and watch their market share evapo-
rate. They are not without options:
• They can (and many are) launching 

their own CIT funds, which gives them 
the flexibility of increasing the number 
of share classes to suit the needs of 
customized arrangements. 

• Some asset managers have taken on 
the role of sub-advisor to investment 
advisor sponsored CITs. 

• Some asset managers have and will 
continue to play both sides of the fence 
— offering their own asset allocation 
funds while sub-advising advisor brand-
ed CIT funds. 
Going forward, the headwinds that 

asset managers will face have mostly to do 
with the conflict of interest that arises if they 
were to take on a fiduciary role as it relates 
to managing plan assets. While this would 
be a big (if not impossible) challenge for a 
mutual fund provider, for an asset manager 
that has asset allocation as its core compe-
tency, it is conceivable to create a structure 
whereby they could serve in this capacity. 
Just as the investment advisor who acts in a 
fiduciary capacity has had to create a com-
pliance framework so as to safely manufac-
ture and distribute a “fund,” it is conceivable 
to reverse engineer that framework to work 
for the asset allocator as well. 

What is certain is that the DC market 
is a large, diverse and growing one that can 
support many different models. However, 
as DB plans continue to fall by the way-
side and DC continues on its course to be 
the dominant employer-based retirement 
program, competition for asset management 
mandates can only be expected to increase 
— competition that will, no doubt, result in 
increasingly superior participant outcomes. 
While many see regulatory intervention 
as the way forward, the fact is that Adam 
Smith’s invisible hand is already hard at 
work in the DC industry. N

 
» Jerry Bramlett, founder, president and CEO of The 
401(k) Company; CEO of BenefitStreet; and founder/
CEO of NextStep, is currently engaged in industry 
consulting.

is rooted in the effort to drive down investment 
fees. The argument is that it is best to focus 
resources on creating effective asset allocation 
solutions as opposed to finding the best active 
manager. The elevation of asset allocation over 
security selection is further supported by the 
fact that the former is overwhelming the great-
est determinant of investment outcomes.

In terms of who actually oversees the 
asset allocation process in these plan advisor 
offerings, this takes one of two forms. Some 
advisors believe they have sufficient internal 
resources to serve as the asset allocator, while 
others are hiring sub advisors to manage their 
own branded CIT funds. Managing one’s 
own funds takes one provider out of the food 
chain and, thus, shifts all of the asset alloca-
tion revenue to the plan advisor. On the other 
hand, utilizing an outside manager represents 
a co-branding strategy that leverages the brand 
of the asset manager. 

Future Trajectory
The trends that are supporting this shift of 

the asset allocation function from traditional 
asset managers to DC investment advisors are 
likely to only gather momentum over time. 
However, where this movement will gather the 
most steam is with the larger specialized DC 
firms. Investment advisors for which DC is not 
the core business will continue to rely on the 
asset managers to provide them with suites of 
allocation funds as well as the collateral mate-
rial that supports the distribution and adoption 
of these funds. As it stands today, the majority 
of investment advisors simply do not have the 
scale to create their own suite of asset alloca-
tion funds. CITs, while much easier to launch 
than a mutual fund, still require a certain level 
of asset flow to rationalize the fixed expense 

partner with a CIT provider and create their 
own series of target-date portfolios provides 
a relatively straightforward path for the plan 
advisor to take on asset allocation duties and, 
thus, expand their service offering and revenue 
streams.

There are number of other trends — such 
as the ubiquity of asset allocation tools, the 
growing influence of the plan advisor and 
increasingly stringent fiduciary rules, as well as 
the market (and regulatory) pressure to erect 
a wall between the roles of recordkeeper and 
asset manager — that place the plan advisor in 
the driver’s seat as it relates to who performs 
the asset allocation function. 

Current Trajectory 
There are a number of firms that have ei-

ther stepped into the role of asset allocator or 
have asset allocation programs in the works. 
These efforts are taking several different 
forms.

The first manifestation of this trend was 
for plan advisors to simply provide asset 
allocation models to serve as overlays for the 
fund lineups they managed. This practice has 
been facilitated by DC record keepers that 
have developed the capability to present, at 
the individual level, what are essentially virtual 
portfolios — thus enabling the DC investor 
to have the experience of being in a single 
portfolio. 

Although for many advisors, asset allo-
cation models have proved to be an effective 
means of taking that first step into the asset 
allocation role, some are finding it to be more 
advantageous to partner with CIT providers 
and create their own series of asset allocation 
funds. CITs are viewed as more amendable 
to unit accounting, which allows for daily 
performance reporting. Unlike plan models, 
which are often plan specific, CITs maintain 
their individual structure across plans and, 
thus, carry many of the advantages of mutual 
funds. Furthermore, offering stand-alone funds 
creates the potential to distribute CITs outside 
of an advisor’s firm, creating yet again another 
source of revenue beyond the plan sponsor 
relationship.

Examining the ways in which plan ad-
visors are managing underlying asset classes, 
there appear to be two dominant themes: 
all-passive or core passive funds (efficient asset 
classes) with actively managed satellites (less 
efficient asset classes). This tilt toward passive 

As it stands today, the 
majority of investment 
advisors simply do not 
have the scale to create 
their own suite of asset 
allocation funds.”
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been able to break through. 
First, let’s get something on the table: 

behavioral economics is not a program. 
Rather, it is a brilliant tool to understand 
what forces are at work on plan participants, 
and how they would react to a variety of 
stimuli. And although behavioral economists 
have enormously advanced the understand-
ing of human condition, they have fallen far 
short on translating that understanding into 
practical, working and effective programs at 
the participant level. 

After each annual session of the Behav-
ioral Finance Forum (BeFi), the audience 
members often would approach me and say, 
“That was a fantastic conference with so 
many insights into my participants! Now, 
what do I do next? How do I apply these 
theories and experimental results to improve 
retirement readiness?” Sadly, that is where the 
story often ends. Until now.

Those of us at the National Association 
of Retirement Plan Participants (NARPP) see 

who are automatically enrolled via the “opt 
out” method, and say they would not have 
enrolled on their own, are less likely to visit 
websites, use online tools and make changes 
to the initial election defaults, and have a 
lower deferral rate. And perhaps even more 
problematic, some feel they have done what 
is required to have a reasonable lifestyle in 
retirement without doing more than merely 
not opting out. 

More importantly, behavior-changing 
education is what plan sponsors want. In a 
recent choice model we developed at Boston 
Research Technologies, “behaviorally effective 
education” emerged as the number one record 
keeper selection factor among large and jum-
bo plan sponsors. 

Why, then, has no one cracked the code 
on behavior changing education? We live in a 
world in which we have a staggering number 
of communication and engagement channels. 
Information travels at light speed. And still 
even the best behavioral economists have not 

s the defined contribution indus-
try goes deeper into automaticity 
to get the results it wants, educa-
tion, as a potential change agent, 
has been pushed further and 
further into the background. 

As we get more people 
saving through automaticity, we 

see engagement and savings rates declining on 
average. The tactics we thought were going 
to boost retirement readiness appear to be 
having unintended consequences. We have to 
go back to square 1: education.

Certainly, as fiduciaries we (I am one 
also) are required to provide a “reasonable” 
education to plan participants. But it seems 
more and more it is serving the purpose of 
keeping plan sponsors in compliance and less 
and less about changing behavior. The obvi-
ous trend is to use blunt force to get people 
involved by simply doing it for them. But does 
it really get them involved? 

Our research is showing that people 

The Shrinking Dependence 
on Participant Education
Is it hurting the industry, advisors, sponsors, providers —  
and most importantly, participants?

WARREN CORMIER

A
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for DC employee education programs. 
Trust me when I say it is reminding 
participants of something from their 
past they don’t ever want to revisit: 
statistics and economics courses from 
high school and/or college. 

4. It pulls the reader through a series 
of simple consecutive and connected 
messages that allow the participant 
to visualize a desired state and how it 
can be achieved. It also shows the clear 
path to transforming a decision into an 
action.

5. ISE employs Enhanced Active Choice 
(EAC). The hallmark of EAC is that it 
is a consequence-based choice architec-
ture. That is, each choice is associated 
with a possible consequence. Interest-
ingly, the plan sponsors we have been 
working with feel they want to state 
the consequences of their decision as 
strongly as possible while still passing 
compliance. That is, they feel that their 
participants do not understand the im-
pact their decisions have on their lives.
As a final design note, all disclosures 

are placed at the end of the piece rather than 
at the front or interspersed throughout as 
is typically done. Importantly, ISE materials 
have been subjected to the strictest ERISA 
compliance tests by the country’s best  
ERISA attorneys and have passed with 
flying colors.

Interestingly, some of the strongest 
interest in ISE has come from the advi-
sor channel. Like plan sponsors, advisors 
are seeking proven techniques that break 
through to participants and change behav-
ior. Advisors who are able to do this will 
see improved outcomes and higher levels of 
trust and loyalty from both sponsors and 
participants. 

If you’d like to know more about ISE 
and NARPP, please contact me at  
wcormier@bostonrt.com. N  

» Warren Cormier is the president and CEO of  
Boston Research Technologies and author of the 
DCP suite of satisfaction and loyalty studies. He also 
is cofounder of the Rand Behavioral Finance Forum, 
along with Dr. Shlomo Bernartzi.

it differently. NARPP President Laurie Rowley, 
Dr. Punam Keller, Dean of Innovation at 
Dartmouth’s Tuck School and I have applied 
behavioral economics, intuitive design and 
communications theory to crack the code on 
how to get behavioral change while getting 
participants engaged. It is called Intuitive Sus-
tained Engagement, or ISE. Real applications 
of ISE have yielded astonishing results. The 
program has won several innovation awards 
and media attention. Many state programs 
have adopted it, as well as large plan sponsors, 
record keepers and DCIOs. So why is it differ-
ent and why does it work?

The first step in answering this question is 
to understand why education has not worked 
thus far. Participants’ decision-making pro-
cesses are constantly assaulted by cognitive or 
mental biases and errors. These are sometimes 
called heuristics — stories we tell ourselves 
to simplify complex topics and decisions. 
We are all subject to them. In DC employee 
education program design, it is assumed that 
classic economics applies — that participants 
are rational human beings who do not make 
cognitive errors, and if we simply enlighten 
them with facts and dynamic models, they will 
make the right decisions. That is not true. In 
fact, that is precisely the reason we needed to 
create behavioral economics. 

The other mistake the DC industry makes 
is that financial literacy is the key. That is, if 
only participants were financially literate, they 
would make the right choices. That is patently 
untrue. In a study released earlier this year by 
Retirement Clearinghouse, we saw that the 
vast majority of people who cashed out at the 
time of a job change were as aware of the pen-
alties as those who did not cash out. Interest-
ingly, people who smoke are only slightly less 
aware of the health hazards as people who do 
not smoke. Simply knowing the right thing to 
do does not in any way mean you’ll do it. 

A third mistake DC employee education 
programs make is called the Curse of Knowl-
edge. We all suffer from it. Identified by Dr. 
Chip Heath of Stanford, the Curse of Knowl-
edge simply states that, “We don’t know what 
it is like not to know, what we know.” If you 
look at the typical DC enrollment materi-
al you will see it is still loaded with jargon 
(which may seem commonplace to us) that, 
our studies have shown, less than a third of 
participants understand. Furthermore, DC em-
ployee education programs assume everybody 

wants to know everything there is to know all 
at the same time. And that participants need to 
make multiple decisions at the same time. This 
results in employee education programs that 
are behaviorally ineffective. 

Even worse, jargon-filled, densely packed 
materials that ask participants to make 
multiple decisions at one time undermine 
participants’ trust in the communicator. This 
is clearly the worst position to be in for plan 
sponsors and providers. Embarking on a 
lifetime journey to and through retirement 
is probably one of the most trust-dependent 
decisions a participant will make. Trust levels 
of their record keepers among participants (re-
ported in annual NARPP studies) are extreme-
ly low (12%). Employers enjoy a higher, but 
still low, trust level (35%). Until or unless it 
is established there is little hope of behavioral 
change, as in the absence of trust, people revert 
to heuristics. Everything we say and do either 
builds or erodes participants’ trust. 

So what are the keystones of ISE? Here 
are five of the basics:
1. It is visually disruptive. When plan spon-

sors see it for the first time they are struck 
(often hard) by the fact it doesn’t look like 
anything they have ever seen from the DC 
industry. 

2. There is very little text on each page, and 
what text there is is only sufficient to 
bring the participant’s level of knowledge 
from where it is (usually low) to where 
it needs to be to make a decision (also 
typically low). 

3. It does not use visuals that are a trigger 
to participants that “there is nothing new 
here, I guess I can move on to something 
else.” Bar charts, pie charts and histo-
grams appear to be the visual-of-choice 
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DC employee education 
programs assume 
everybody wants to 
know everything there 
is to know all at the 
same time.”
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different types of insurance — and, of course, 
education focused on the retirement program, 
savings rates and asset allocation. Then Social 
Security and Medicare round it all out. 

So for most people, financial wellness 
will cover topics to help employees through 
all their life stages. For others, all they really 
mean by financial wellness is 401(k) educa-
tion and investment education. 

Since financial wellness is defined so 
broadly, there needs to be clarity before any 
strategy is implemented. Once you have found 
a client that is interested in implementing a 
financial wellness strategy, here are four tips 
that can help increase the likelihood of better 
engagement and outcomes.

Tip #1: ‘Get the Right People on the Bus’
I love that advice from Jim Collins’ 2001 

book, Good to Great. It is quite appropriate 
in implementing a financial wellness strategy 
that works. 

his has certainly been a year 
in which the term “financial 
wellness” has filled numerous 
industry publications and com-
mittee meetings. As an industry 
we started talking about the im-
portance of retirement outcomes 

more than five years ago, and today it is quite 
clear that both our industry and our clients 
are looking for ways to implement a financial 
wellness strategy. 

Financial wellness tends to mean differ-
ent things to different people. When I talk 
about financial wellness, I’m referring to a ho-
listic approach to helping working Americans 
with financial literacy and providing clear 
steps to help them have a plan to achieve their 
goals. This starts with the basics of having a 
budget and understanding how to manage 
and eliminate debt (student loans, car loans, 
credit cards and other debt). It continues with 
basic financial planning topics like wills and 

T
BY JANIA STOUT

4 Keys to Implementing a 
Financial Wellness Strategy 
That Works
Since financial wellness is defined so broadly, there needs to be clarity 
before any strategy is implemented.

Nothing is worse than burdening your 
retirement plan committee with a discussion 
about financial wellness when there may be 
committee members who are happy to have a 
strategy but don’t have the desire (or the time) 
to be spending hours designing the strategy. It 
takes commitment, focus and time. 

So typically we create a subcommittee 
of the retirement plan committee to focus on 
financial wellness. Depending on the size of 
the company, we may pull in others from the 
Benefits Department or even the Learning and 
Development Department.

Make sure prospective members of this 
financial wellness committee understand 
what the expectations for the committee will 
be before they join. There may already be a 
(health) wellness committee at the client but 
in most cases that committee didn’t integrate 
financial topics into their mission. If there 
is an established wellness committee, there 
should be some joint discussions or even a 
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possible “merger” of the two groups. Health 
and wealth (or “wellthness”) have so much 
impact on each other, but until now they were 
discussed in silos. Breaking down those silos 
and having a unified strategy will most likely 
lead to better results. 

Tip #2: Define Financial Wellness and  
Analyze Your Audience

As mentioned above, people have differ-
ent thoughts about what financial wellness is, 
so it is critical that the financial wellness com-
mittee spends time talking about this. Once 
the committee has a good understanding of 
what it actually means, the hard work begins. 
Before any goals can be made, you have to 
truly understand the workforce you are trying 
to help. One of the advantages of working on 
this from the retirement plan perspective is 
that we can access data that shows how par-
ticipants are behaving inside the plan. Some 
data points that are worthwhile reviewing 
include:
• Participation rates by age, salary, location 

and job function
• Deferral rates by age, salary, location and 

job function
• Loans by age, salary and location
• Hardships by age, salary and location
• Participation in any provider webinars or 

usage of provider tools (the good provid-
ers will be able to give you this data)
Then analyze your audience. Focus 

groups are a great way to get firsthand 
comments about what the workforce finds 

important. Online surveys work, but not nearly 
as well as doing a series of focus groups. This 
can be done in one day, pulling three or four 
employees in at a time and asking questions. 

When we do this we always pick up a 
tidbit about a company we never would have 
uncovered. For example, we were working with 
a client of ours that made chaises for trucks. 
When we pulled the focus groups together 
and asked them what time of day is the best to 
offer a series of educational sessions, they said 
unanimously, “After the whistle blows” at the 
end of the day. We were shocked! We had pro-
posed the idea of a lunch-and-learn, but several 
participants said that they cherish their lunch 
to sit in silence for 30 minutes and not have to 
think. Makes sense! 

Tip #3: ‘If You Don’t Know Where You’re  
Going, Any Road Will Get You There’

You need to have a written plan. We have 
all seen how useful having an Investment 
Policy Statement can be in keeping a com-
mittee on track and keeping emotion out of 
the decision-making process. Similarly, many 
articles have been written about the benefits 
of having an Education Policy Statement. The 
EPS describes the strategy and lists the goals. 
It is updated on a quarterly basis with results 
of the key goals the committee has made. And 
it makes for a great update at the quarterly 
retirement committee meeting. 

While our team has shied away from the 
EPS name because we don’t like to use the 
word “policy” when it comes to education or 
financial wellness, we do believe there needs 
to be a living document that helps define and 
track the results of the financial wellness com-
mittee. 

Tip #4: ‘It Takes a Village’
One of the biggest mistakes I made 

early on when I first got the financial wellness 
bug was thinking I could do it all myself (or 
with just my team). This is a huge endeavor; 
unless you have millions of dollars to invest 
in technology and apps and nothing else on 
your plate, you will need to find your “village 
people” to join in on this. We have already 
discussed getting the right people from the 
company on the bus and the importance of an 
engaged plan advisor — but who are the other 
“villagers” we can pull in? 

Let me offer the obvious answer and then 
a couple of not-so-obvious ones. First, the 

obvious: The plan provider is a great partner 
to join in on this strategy. We always include 
some sort of representation from the plan 
provider on the financial wellness commit-
tee. The plan provider is a critical partner in 
this for the strategy to be successful. They 
hold the keys to the data and have invested 
millions of dollars in tools and resources to 
help educate participants. And if you think 
you know all they have to offer, wait three 
months — there will be a whole new host of 
tools they can offer. “FinWell” technology 
is moving at a fast pace, and it requires a 
partnership with the provider to makes sure 
all parties understand what can be offered 
(and many times at no cost). 

There are a few other villagers who 
are less obvious. For example, recruiting 
a committee member from the company’s 
marketing department will make for some 
great creativity and also will be helpful 
when you get to the communication piece of 
the strategy. 

Another not-so-obvious “villager” is a 
third-party financial wellness partner. There 
are at least half a dozen that have surfaced 
over the past few years. They are not free, 
but when looking for successful outcomes 
and really making an impact, sometimes 
there is a cost. The financial wellness compa-
nies we have reviewed have different mod-
els, and many approach financial wellness 
with a unique perspective. 

So it’s important to help your clients 
evaluate the financial wellness partners in 
the market. An evaluation can be run very 
much like you run an RFP for a new plan 
provider. Providers we have seen come 
up in these searches include Smart Dollar, 
HelloWallet, Edu(k)ate, Financial Finesse, 
Learnvest, Bank of America’s Kahn Acade-
my and Financial Fitness.

In an upcoming column I will eval-
uate some of these providers and offer 
some good questions that anyone should 
ask when conducting an evaluation of a 
third-party partner. N

 
» Jania Stout is the managing director and co-founder 
of Fiduciary Plan Advisors at HighTower. She received 
the NAPA 401(k) Advisor Leadership Award in 2013, 
and currently serves on NAPA’s Leadership Council.

Health and wealth  
(or “wellthness”)
have so much 
impact on each 
other, but until now 
they were discussed 
in silos.”
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ith many plans just wrapping up 
their health care enrollment pe-
riod, new LIMRA research finds 
that more than half (59%) agree 
or strongly agree that what they 
pay for medical/health insurance 
benefits directly affects how much 
they will put aside for retirement.
As it pertains to benefits, workers 
with the highest financial stress 
levels spend the most time think-
ing about their health insurance 
and the least amount of time on 
other benefits. By contrast, those 

with the least amount of financial stress are 
most likely to think about their retirement 
plans “very often.” 

In looking at the impact of financial stress, 
nearly 20% of employees said their personal fi-
nancial situation took a toll on relationships and 
on their health, and one in eight said financial 
stress hurt their ability to concentrate at work. 

Most employees who attend financial 

programs at work express satisfaction with 
them and report lower financial stress. Em-
ployees are also receptive to new programs, 
as 6 in 10 would be interested in financial 
education topics not currently offered by their 
employer, according to the survey.

Currently, just about two-thirds (64%) of 
employees have access to education programs 
on employee benefits such as medical, health 
and others. As these are often enrollment 
sessions, these programs also have the highest 
participation as nearly three quarters of em-
ployees take part in these programs.

Employer assistance for retirement plan-
ning is available to nearly 60%, with more 
than half taking advantage.

However, only about a quarter of em-
ployees indicate they have access to programs 
that cover topics such as debt management, 
avoiding scams and general budgeting. De-
spite their limited availability, employees rated 
these programs at higher satisfaction levels 
than all other financial education topics.

The intersection(s) of health care and saving for retirement.

W

Trends
  Setting

Toll Boot: Do health insurance costs affect  
what workers save for retirement?

01

BY NEVIN E. ADAMS, JD



19W I N T E R  2 0 1 5  •  N A P A - N E T . O R G

The availability of Health Savings 
Accounts (HSAs) to help fund health care 
expenses in retirement has long been a 
selling point for the vehicle, and of interest 
to advisors — and recent data suggests that 
those investment dollars are beginning to 
add up.

According to a report by the nonpar-
tisan Employee Benefit Research Institute 
(EBRI), approximately 6% of HSAs in its 
database of some 2.9 million accounts had 
an associated investment account. Thir-
ty-seven percent of HSAs with investment 
assets ended 2014 with a balance of $10,000 
or more, whereas only 4% of HSAs without 
investment assets had such a balance. 

Among HSAs with investment assets, 
accounts opened in 2014 ended the year 
with an average balance of $6,544, where-
as those opened in 2005 had an average 
balance of $19,269 at that point. HSAs with 
either individual or employer contributions 
accounted for 70% of all accounts and 86% 
of the assets in 2014. Four percent of these 
accounts ended the year with a zero balance. 

Triple ‘Play’ 
HSAs provide their account owners a 

triple tax-advantage: contributions to an 
HSA reduce taxable income, earnings on 

the assets in the HSA build up tax free, 
and distributions from the HSA for qual-
ified expenses are not subject to taxation. 
Because of this triple tax preference, some 
individuals might find using an HSA as a 
savings vehicle for health care expenses in 
retirement more advantageous from a tax 
perspective than saving in a 401(k) plan or 
other retirement savings plan. And HSAs of-
ten have an investment account option that 
allows account owners to invest in not just a 
money market account, but in mutual funds 
and other investment vehicles much like they 
would in a 401(k) plan. The EBRI report 
notes that it has been estimated that about 
3% of HSA owners currently invest, and 
that HSA investments are likely to increase 
from an estimated $3 billion in 2015 to $40 
billion in 2020. 

Enrollment in HSA-eligible health plans 
is estimated to be about 17 million policy-
holders and their dependents, and it has also 
been estimated that there are 13.8 million 
accounts holding $24.2 billion in assets as 
of Dec. 31, 2014. Almost 4 in 5 HSAs have 
been opened since the beginning of 2011. 

Contribution, Distribution Trends
On a yearly average, individuals in the 

EBRI HSA database who made contribu-

HSA ‘Nets:’ HSA investment assets adding up to advisor opportunity 
02

tions deposited $2,096 to their account. 
HSAs receiving employer contributions 
received $1,021 a year, on average. Four-
fifths of HSAs with a contribution also 
had a distribution for a health care claim 
during 2014. Among HSAs with claims, 
the average amount distributed for health 
care claims was $1,951. 

The average HSA balance at the end 
of 2014 was $1,933, up from $1,408 at 
the beginning of the year. Average account 
balances increased with the age of the 
owner of the account. Account balances 
averaged $655 for owners under age 25 
and $5,016 for owners ages 65 and older. 

Not surprisingly, distributions for 
health care claims increased with age, 
with the exception of those ages 65 and 
older. Average annual distributions were 
$636 for account owners under age 25; 
$2,373 for account owners ages 55-64; 
and $2,124 for account owners ages 65 
and older. Average annual distributions 
were higher for accounts that were older. 
However, the likelihood of taking a distri-
bution for health care claims was higher 
among accounts opened more recently.

The EBRI HSA Database contains 2.9 
million accounts with total assets of $5 
billion as of Dec. 31, 2014.

Primary ‘Cares’
03

Source:  Employee Benefit Research Institute and Greenwald & Associates, Inc., 1999 and 2001 Value of Benefits surveys, 2004  
and 2012 Health Confidence surveys, 2013–2015 Health and Voluntary Workplace Benefits surveys
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Consumer research offers hints about what online content  
participants and plan sponsors may find most useful.

An Uphill Battle for  
Advisor Social Media Use

of advisors’ use of social media: LinkedIn. 
Less social and more professional, consum-
ers and presumably plan sponsors are more 
open to engaging with a financial advisor 
on LinkedIn. In addition to his or her own 
website — a must-have that the Granum 
Center study found only half of advisors 
had in place — LinkedIn allows advisors to 
provide a brief resume, a description of their 
value proposition and services, and may be 
an appropriate place to accumulate reviews 
and endorsements. Beware, however. While 
clients may like to see and be willing to offer 
online reviews or recommendations, the SEC, 
FINRA and home office rules may limit or 
prohibit this. Nevertheless, LinkedIn may be 
the one “social” site appropriate for advi-
sor-client or advisor-sponsor interaction.

For advisors who want to be active in 
social media, the consumer research also gives 
hints as to what online content consumers 
and plan sponsors may find most useful. 
Consumers have the most favorable reaction 
to advisors sharing helpful hints for financial 
management. They want to be educated. The 
Granum Center study found that majori-
ties would find links to financial news and 
commentary and links to educational videos 
valuable. They welcome generic PSA-style re-
minders about finance-related events, like tax 
season, or a reminder for an annual financial 

o is it worth it? In my opinion, in the 
retirement plan space, the potential of 
social media — the likes of Facebook, 
Twitter or Instagram — is limited at 
best. Consumers certainly don’t show 
enthusiasm for social media interac-
tion with financial advisors, and plan 
sponsors may be even less likely to 

want or need to engage via these sites.
Greenwald’s trended research on con-

sumers’ desire for online and social media use 
with advisors and financial services compa-
nies has revealed relatively low interest in so-
cial media engagement. In 2014, even among 
young consumers (presumably the most 
plugged in), just 1 in 10 said they had inter-
acted with a financial professional on a social 
media site occasionally or frequently. Even 
more striking, only 1 in 10 describes them-
selves as likely to “follow,” “like” or “friend” 
a financial advisor that they were working 
with. These consumers want to work with 
an advisor, but when asked how they would 
find one, most say offline conversations with 
family and friends and preliminary conver-
sations with the advisor is how they would 
select who to work with. A distant third, 
some say they would look for online reviews 
when selecting an advisor. This mimics what 
is often heard in research with plan sponsors. 
More often than not, plan sponsors find their 
advisors through referrals, not online. 

Research conducted for the Northwest-
ern Mutual Granum Center for Financial 
Security at The American College in 2013 
also found real skepticism among consumers 
about an advisor using social media net-
works to mine for referrals. Two-thirds had 
a negative reaction to the idea of an advisor 
scoping out their social networks for this pur-
pose. However, similar to Greenwald’s study, 
it seems consumers were more receptive to 
being asked to write an online review.

There may be an exception to what 
seems like an uphill battle for the effectiveness 

S
BY LISA GREENWALD SCHNEIDER

check-up. Translated to the retirement plan 
space, a plan advisor may be able to effec-
tively engage plan sponsors by sharing news 
on plan design trends, education on auto-
matic programs or QDIAs, a plain language 
explanation (good luck) of sponsors’ fiduciary 
obligations, or a reminder to check the health 
of their plan at least once a year. These could 
be through social media posts, blogs or news-
letter articles shared with clients.

If you’re not active in social media now, 
you’re not alone. The Granum Center study 
found that only a quarter of financial advisors 
had a social media strategy. Fewer than 2 in 
10 advisors reported using Facebook and 
fewer than 1 in 20 use Twitter, according to 
this study. However, just over a third of advi-
sors said they used LinkedIn and this is where 
they are most aligned with consumers.

While there is a great deal of hype 
around the use of social media in our indus-
try, its effectiveness remains unproven. The 
research would suggest at least two must-
haves for an advisor online: a website and a 
LinkedIn profile. It’s likely that clients or plan 
sponsors who receive a referral will conduct 
some basic, fact-checking research about an 
advisor online. However, offline conversa-
tions, those introductory, get-to-know-you 
discussions, are far more likely to seal the 
deal. For now, it seems most advisors and 
their clients prefer more traditional meth-
ods of communication. Research conducted 
specifically with plan sponsors would suggest 
that an advisor’s personality and being a good 
fit for the organization are critically important 
when sponsors seek a plan advisor — and 
they won’t be able to discover or evaluate that 
online. N

» Lisa Greenwald Schneider is an AVP at Greenwald & 
Associates, an independent research firm specializing 
in research for the retirement and financial services 
industries. 

It’s likely that clients 
or plan sponsors who 
receive a referral will 
conduct some basic, 
fact-checking research 
about an advisor online.”
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NAV-igating New 
Money Fund Waters
What your plan sponsor clients don’t know about 
money market reform, but should.

BY ELAYNE R. DEMBY
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N
ew money market fund rules don’t 
take effect until October 2016, but 
now is the time that sponsors and 
fiduciaries have to start reviewing 
current money market fund holdings 
and make decisions as to what to do 
going forward. Advisors, therefore, 
need to be sitting down with clients 
to explain the rules and how they will 
impact retirement plans. 

“The biggest impact is that 
things are changing,” says Bruce 
Ashton, a partner with the Los Ange-

les law firm of Drinker Biddle & Reath LLP. 
Current money market holdings may not be 
optimal for plans going forward, so advisors, 
he says, have to understand what clients have 
now and what will be available, and provide 
recommendations.

Background 
In July 2014, the Securities and Exchange 

Commission (SEC) adopted rules designed to 
reduce the interest rate, credit and liquidity 
risk of money market portfolios. These chang-
es classify money market funds as:
• Government funds — holding at least 

99.5% of assets in cash and U.S. Depart-
ment of Treasury securities;

• Retail funds — funds where beneficial 
ownership is limited to natural persons, 
including funds in participant-directed 
defined contribution plans; or

• Institutional funds — all other money 
market funds, including all money market 
funds held by defined benefit plans. 
The biggest change will be that institu-

tional funds that will no longer be able to use 
the historical stable net asset value (NAV) of 
$1 per share. Instead, they will be required to 
use a “floating” NAV. The fund’s share price 
will be calculated at market value and round-
ed to $1 with share prices fluctuating daily. 
Government and retail funds will be allowed 
to retain the historical stable NAV of $1 per 
share. 

Other significant changes are rules 
allowing liquidity fees and gates. If liquidity 
in institutional and retail money market funds 
drops below certain thresholds, fund boards of 
directors are permitted to impose liquidity fees 
and redemption gates. The rules are:

1. If the level of liquid assets falls below 
30% of total assets, directors can impose 

a liquidity fee of up to 2% on all redemp-
tions. 

2. If the level of liquid assets falls below 
10%, directors are required to impose a 
liquidity fee of 1% on all redemptions 
unless the directors determine that such a 
fee is not in the best interest of the fund or 
that a different fee, of up to 2%, should be 
imposed.

3. If the level of liquid asset falls below 
30%, directors may temporarily suspend 
redemptions. A gate may be in place only 
for 10 business days. Funds are prohibited 
from imposing a gate for more than 10 
business days in any 90-day period.

Impact of New Rules
It’s widely expected that the new rules 

will result in fund companies changing fund 
offerings, including:
• Money market funds with both institu-

tional and natural person holders may spin 
off institutional holders into a separate 
floating NAV fund.

• Some institutional funds may liquidate or 
merge into other funds.

• To avoid having a floating NAV and 
having to comply with the liquidity fee 
and gate rules, some prime money market 
funds may change investment strategies to 
operate as a government money market 
fund. 

A number of firms have already announced 
changes:

• BlackRock Inc. in April 2015 an-
nounced changes to their fund lineup 
to comply, including the closing or 
consolidation of some funds, and add-
ing new features to others. It’s planning 
to convert its $2.4 billion “TempCash” 
fund to a new strategy limiting fund 
holdings to securities maturing in seven 
days or less. 

• Fidelity Investments announced in 
January 2015 it was converting three 
money funds, including its $111 billion 
Fidelity Cash Reserves fund, from 
prime to a government-only fund. 

• Federated Investors Inc. announced in 
February that it would convert some 
existing institutional prime and munici-
pal funds to ones that invest in securi-
ties maturing in 60 days or less. 

Retirement Plan Considerations
The new institutional fund floating 

NAV will mean that the value of non-gov-
ernment money market funds held by de-
fined benefit plans will vary more than they 
have historically. Plan fiduciaries will need 
to assess whether or not these funds will 
now provide adequate cash stability. Addi-
tionally, if a defined benefit plan is using a 
money market fund as a liquidity source for 
annuities, then it needs to review whether 
the plan will be ready in the event of a freeze 
or hold on liquidity is imposed, says David 
N. Levine, a principal with the Groom Law 
Group in Washington, D.C. “It’s a cash man-
agement issue,” he says.

Defined benefit plan sponsors may limit 
cash equivalent holdings to government 
money market funds because they can still 
have a stable NAV and will not impose gates 
and fees, says Ashton. Government money 
market funds, however, presumably will 
have returns lower than retail or institution-
al fund returns, he points out, so that needs 
to be considered. 

Additionally, since existing money 
market funds may reorganize into two sep-
arate funds — one for retail investors with 
a stable price, and another for institutional 
investors with a floating NAV — this could 
mean higher fees for the separate funds than 
under the combined funds. Plan fiducia-
ries will need to carefully monitor money 
market expenses in the upcoming year, says 
Ashton. 

It’s widely 
expected that 
the new rules 
will result in 
fund companies 
changing fund 
offerings.”
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The new fees and gates can be problem-
atic for defined contribution plans as well. For 
example, it’s been suggested that the possibil-
ity of a fee or gate could violate QDIA rules. 
The SEC has stated that plans can avoid the 
issue by having the plan sponsors pay the fee 
for participants or lending the plan money. 
Since this is likely to be something sponsors 
will not want to do, fiduciaries may want to 
consider using another investment for the 
QDIA.

Furthermore, the rollover rules require 
that the IRA owner must be able to transfer 
funds to another investment within a reason-
able period of time and without any penalty. 
So, if the plan currently automatically rolls 
over accounts into money market funds, 
they may want to reconsider. The SEC says a 
10-day gate is a “reasonable period of time;” 
however, DOL indicates that additional steps 
need to be taken if liquidity fee is imposed. 
Again, SEC has suggested that plan sponsor 
could assume the payment of the fee to avoid 
the issue.

Other issues arise if a money market 
fund is a plan investment option and the par-
ticipant has to get a minimum or mandatory 
distribution, or a refund has to be processed 
in a timely manner. Again, SEC has suggest-
ed solutions that may not be acceptable to 
sponsors.

The fees and gates will also have to be 
explained to participants in the plan’s summa-
ry plan description, says Levine. It shouldn’t 
be a problem to address the issues, he says; 
they just need to be disclosed.

Provider Considerations
The liquidity fee and redemption gate 

rules will require record keepers to make 
technical changes in their operations. This 
includes adjusting systems to accommodate 
the new four-decimal pricing system. These 
operational changes could be expensive and 
time consuming to implement, particularly for 
smaller plans. 

Additionally, many existing contracts be-
tween money market funds and intermediar-
ies have restrictions regarding the imposition 
of redemption fees and may restrict a fund’s 
right to delay effecting redemptions, putting 
them in conflict with the new rules. Contract 
changes will be needed to avoid these issues. 

Advisors also need to review their 
contracts with plan sponsors, and perhaps 
seek modifications. Many advisory contracts, 
explains Ashton, provide that advisors don’t 
advise on money market funds and don’t 
receive fees for doing so. So to the extent that 
an advisor will get into the business to review 
and recommend money market funds, they 
may need to change their service arrange-
ments, he says. “Presumably,” he says, “advi-
sors don’t want to work for free, so they need 
to work out a compensation arrangement.” 
Any such change, Ashton adds, will need to 
comply with 408(b)(2), requiring the advisor 
to disclose fee changes. 

Another rule to not run afoul of if setting 
up a new compensation arrangement is to 
make sure levels of compensation are not dif-
ferent, he says. Advisors, he says, may want to 
set it up as a separate service with a fixed fee.

Advisors and fiduciaries have a fair 
amount of homework to do, says Levine, 
including getting information from current 
money market providers detailing what they 
are going to do to comply with the new rules, 
and what type of fund it will be going for-
ward. With that information the advisor and 
plan fiduciaries will need to assess whether 
or not what will happen is appropriate for 
their plan. If the fund will be transformed into 
a government plan, he says, then everything 
may go forward as normal. If the fund will 
have liquidity fees, gates or a floating NAV, 
then fiduciaries have to assess if the fund is 

still prudent for the plan, or if other options 
need to be evaluated. 

The key points that advisors should dis-
cuss with plan sponsors now, says Ashton are:
• The rules are changing. “It’s not business 

as usual,” he says.
• Plans need to start now to assess options 

because it will take time to gather in-
formation and go through the fiduciary 
process to evaluate them.

• Look at options now; if the plan sponsor 
wants the advisor to help, then the service 
arrangement will need to be modified.
Advisors and their clients should not rush 

the analysis, says Levine. “Don’t act hastily,” 
he says, “but go through the review thorough-
ly, then make recommendations.” 

Advisors will also need to make sure the 
record keeper can accommodate the changes, 
says Ashton, particularly the capability to 
get information to participants if the fund 
imposes fees or gates. If the plan makes a de-
cision that going forward they will only have 
governmental funds, says Ashton, then they 
will have no worries. But if the plan has retail 
or institutional funds, then record keepers 
will have to be able to get the information out 
literally overnight, he says. N

» Elayne R. Demby is a freelance writer based in 
Weston, Conn.
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Making the ROI connection between 
the bottom line and worker well-being

HOLISTIC WELLNESS

BY JUDY WARD
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any employers that have already started 
workplace financial wellness programs chose 
to have employees opt in and pay for it them-
selves, advisor Jamie Greenleaf says. That 
eliminates the issue of an employer’s financial 
burden, but employers increasingly realize 
that it also can limit a program’s effective-
ness, as fewer employees use it — particularly 
financially strained employees who need it 
most.

“So we’re starting to see a shift to, ‘No, 
everybody is going to be covered under this’ 
and the employer pays,” says Greenleaf, prin-
cipal and lead consultant at Red Bank, New 
Jersey-based Cafaro Greenleaf. That shift has 
prompted more employer questions about 
these programs’ costs and tangible results. 
“CFOs are getting much more involved, and 
they’re saying, ‘If we spend X dollars, what is 
that getting me? Is this just a ‘nice extra’? If 
it is, I don’t have that kind of money laying 
around.’” As an advisor, she says, “You 
have to be able to show them that it’s 
beneficial.”

As a former executive at Principal 
Financial Group and MassMutual Finan-
cial Group, Hugh O’Toole recalls having 
plenty of challenging conversations with 
client and prospect senior executives about 
the payback from employee financial 
education. “Financial wellness is a great 
solution set, the Holy Grail of creating 
outcomes,” he says. “Why can’t we really 
get a CFO engaged, even when HR fully 
engages in financial wellness?” Having 
recently founded and become president of 
the Hartford, Conn.-based Viability Advi-
sory Group, he’s spoken to a lot of CFOs 
about their decision process on spending 
money for things that improve employees’ 
financial outlook. “What they tell me that 
they really struggle with is this: ‘How does 
employees’ financial success tie into my finan-
cial statements?’” he says.

A Real Need, a Crowded Market
The need for these programs is real. 

Compass Financial Partners, LLC (an LPL 
Financial firm) aims to aggressively expand 
the firm’s financial wellness capabilities, and 
in August 2014 it announced a partnership 
with workplace financial wellness provider 
Financial Finesse, Inc. to offer comprehensive 
programs to its clients’ participants. “We’re 
seeing more clients open to implementing 

best-practice plan design,” says Kathleen Kel-
ly, a Compass managing partner in Greens-
boro, North Carolina. But even at these 
employers, Compass sometimes also sees 
troubling data such as more participants tak-
ing loans. “The best plan design in the world 
can fall short if participants are not able to 
address their short-term needs,” she says, 
meaning things like emergency cash demands, 
debt management, and budget crunches.

Compass wants to help participants 
understand how “their long-term goals can 
coexist with their short-term realities,” Kelly 
says. Its wellness programs focus on defining 
success not only by the short-term steps an 
employee is able to take, but also in terms 
of helping participants’ long-term retirement 
outcomes, specifically looking for increased 
deferrals from program participants over 
time, along with better investing behavior and 
less plan leakage.

What content the crowded field of pro-
viders now promoting their financial wellness 
programs offer, and what they seek to accom-
plish, varies a lot. “You have so many differ-
ent organizations promoting themselves as 
‘financial wellness’ providers. It’s an extremely 
overused term at this point,” says Liz David-
son, CEO of El Segundo, California-based 
Financial Finesse. “It’s a very nebulous term at 
this point. It needs a lot more definition and 
clarity.”

As Greenleaf says, “The question is: 
What is ‘financial wellness’? Because every-

  CFOs are getting 
much more involved, 
and they’re saying, 
‘If we spend X 
dollars, what is 
that getting me?”

— Jamie Greenleaf, Cafaro Greenleaf
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body defines it differently.” Currently, she 
says, many companies offer off-the-shelf 
financial wellness programs that may or may 
not help a particular employer’s workforce. 
“The problem today is there are providers 
trying to ‘package’ a program that really has 
to be customized to the client,” she says. “I 
wonder sometimes if the industry is making 
financial wellness a marketable piece, but it’s 
really not solving the problem.”

A best-practice financial wellness pro-
gram begins with recognizing that different 
groups of workers have different needs, says 
Annamaria Lusardi, academic director of the 
Global Financial Literacy Excellence Center 
at The George Washington University School 
of Business in Washington, D.C. “Design tar-
geted programs for employees that start with 
listening to employees about their needs,” she 
says. “It is very important to have a holistic 
approach.” A superficial program “might be 
the equivalent to giving aspirin to somebody 
who has pneumonia,” she says. 

With so many financial wellness provid-
ers promoting themselves to employers, and 
the content and quality of their programs 
ranging widely, the cost to employers also 
varies widely. What specific employers need 
also can influence the cost a lot. “It’s a huge 

difference” in these programs’ cost, Davidson 
says.

“On the small-company side, the cost can 
be $50 per plan participant — whether partic-
ipants use it or not — all the way to hundreds 
of dollars,” Davidson says. If an employer 
wants to do a pared-down program such as 
one or two group workshops, the cost can run 
less. If an employer wants to have one-on-one 
educational meetings for each employee, it 
could cost substantially more. The cost range 
widens even more at larger employers, she 
says, depending on factors such as how many 
locations an employer has.

“It is not uncommon to see programs in 
the marketplace that cost from $10,000 up to 
multiples of that, as it relates to the depth and 
the breadth of what the clients are looking 
for and the size of the population,” Kelly says. 
“It’s not a one-size-fits-all approach. And 
often it is something clients enter into one step 
at a time. Then we look at the results, and we 
go from there.” 

The Return on Investment
Can an employer calculate an actual 

ROI (return on investment) from spending 
money on a financial wellness program? The 
Franklin, Tennessee-based Personal Finance 

For one in five working Americans, 

issues with personal finances have be-

come a distraction at work, particularly 

for Gen X and Gen Y employees.

A full 37% say they spend three 

hours or more thinking about or dealing 

with issues related to their personal 

finances while at work.

Weighing heaviest on workers’ 

minds: having enough emergency sav-

ings for unexpected expenses (51%) 

and being able to retire when they want 

(40%), according to PwC US’s 2015 

Employee Financial Wellness Survey. 

Gen Y employees appear more con-

cerned about current expenses (61%), 

while Baby Boomers (53%) cite retiring 

as their top financial concerns.

Employee financial stress is again 

down slightly this year, although 

nearly half of all employees (45%) find 

dealing with their financial situation 

stressful (48% in 2014, 52% in 2013, 

and 61% in 2012). A third (35%) 

report that their stress level related to 

financial issues increased over the last 

12 months, though that was down from 

38% in 2014, 45% in 2013 and 56% 

in 2012.

DISTRACTED 
‘DRIVERS’

  Financial wellness 
is a great solution 
set, the Holy Grail of 
creating outcomes.”

—Hugh O’Toole, Viability Advisory Group
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Employee Education Foundation (PFEEF) 
has estimated that for every $1 an employer 
spends on a comprehensive financial educa-
tion program, it could gain $3 in value as a 
result. 

Many American workers have finan-
cial stress that also impacts their employers, 
PFEEF founder E. Thomas Garman says. If 
people worry about money, he says, “Then 
the question is, what happens when they go to 
work? They have trouble concentrating,” he 
says. “How much time a day are they giving up 
focusing on their financial problems instead: 5 
minutes? 15 minutes? That starts to multiply 
out in the workplace, and then you have lower 
productivity.” He says these stressed employees 
also generally have more health issues and 
more frequently change jobs, costing their 
employer money in finding replacements.

Financial Finesse also has worked on 
pinning down these programs’ tangible cost 
savings. A 2012 case study it did focused on 
a Fortune 500 company that worked with 
the education provider and did a large-scale 
program for five years that it offered to all 
employees. Employees who utilized the pro-
gram had a 4.5% decrease in health care costs 
from 2010 to 2012, while non-users saw a 
19.4% cost increase in those two years. That 
resulted in an annual savings of nearly $2.5 
million for the employer. Absenteeism declined, 
too, as education-program users missed an 
average of 10.8 hours of work in 2012 versus 
14.79 hours for non-users. Financial Finesse 
multiplied that 3.99-hour decreased absence 
by the 9,083 program users and the compa-

ny’s $25.24 median hourly salary, and found 
$914,727.13 in employer costs averted.

Still, Davidson says it’s tough to deter-
mine the direct financial benefit to employers 
in some areas such as increased productivity 
for workers no longer stressed about money. 
“The problem is quantifying, how does that 
performance increase impact the bottom 
line?” she says. “That’s what’s challenging: 
You’re not going to see a line on the income 
statement of a company that says, ‘Here’s the 
savings.’”

Trying to monetize the benefit of a 
wellness program has proven difficult, Lusardi 
says. “You’re not investing in a financial 
asset, where there is a market and you get a 
clear return on your investment. Now you 
are investing in human capital, so it’s harder 
to calculate that return,” she says. “In health 

wellness as well, we are not really able to mon-
etize this. But I think we have a pretty good 
sense that prevention now is better than cutting 
someone’s legs off later. That, to me, is what 
financial wellness is about: prevention.”

Rather than the near-term employer 
savings from doing a financial wellness 
program, Davidson says, the tangible benefit 
for employers stems more from avoiding 
the long-term expenses of having financially 
unprepared older employees who remain in 
their jobs. “It’s really switching the paradigm 
to, what is the cost of not doing it? What is 
it going to cost the employer if 20% to 30% 
of employees have to delay their retirement?” 
she says. “That number is typically much, 
much higher than what it would cost to do a 
financial wellness program.”

Advisor Barbara Delaney finds it hard to 
quantify the employer benefits into an ROI 
based on near-term savings, but the lon-
ger-term framing of the issue resonates with 
her. “We are looking at a demographic, which 
I call the ‘Silver Tsunami,’ that is approaching 
us,” says Delaney, a principal at Pearl River, 
New York-based StoneStreet Advisor Group, 
LLC. Already “it is starting to cost companies 
real money” when older workers remain, 
she says, in areas such as higher health care 
expenses. “I call it the ‘unfunded cost’ of the 
DC plan,” she says.

“There is an unfunded cost of not having 
employees in a place where they can retire,” 
Delaney continues. For that to improve, she 
says, employees need help. Many average 
American workers can’t realistically turn to 

  The best plan 
design in the world 
can fall short if 
participants are not 
able to address their 
short-term needs.”

— Kathleen Kelly, Compass Financial Partners, LLC

The vast majority of companies (83%) 

today feel a sense of responsibility for 

the financial wellness of their employ-

ees, impacting the benefits, resources 

and financial education they offer, 

according to a Bank of America Merrill 

Lynch Workplace Benefits Report. 

Nearly three-quarters of plan spon-

sors surveyed, including 90% of large 

companies (defined as those with $100 

million or more in 401(k) plan assets), 

believe that financial wellness solutions 

will be standard elements of benefits 

packages in the future. 

About half (48%) of large employers 

have financial wellness strategies in 

place, with another 19% planning to 

have one within two years. However, just 

23% of small employers do currently, 

and only 7% plan to within two years. 

However, nearly three-quarters of 

respondents anticipate that financial 

wellness programs will be standard ele-

ments of benefits packages in 10 years. 

ERR 
RESPONSIBLE?

financial planners, who prefer dealing with 
higher-net-worth clients, she says.

By not giving employees the help they 
need to get their finances in good shape and 
retire on time, Greenleaf says, employers sim-
ply have shifted the nature of their retirement 
plan liabilities. “DB plans put the liability on 
the organization, and when they switched to 
DC plans, they removed that liability off their 
books,” she says. “Now, if they don’t get DC 
participants to be successful in retiring on 
time, their unfunded liability is in an aging 
workforce with higher future health care costs 
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ference between the average wage and health 
care costs of the employee group expected to 
remain past normal retirement age and the 
comparable costs for a suitable replacement. 
It estimates the potential liability in five-year 
time bands for the next 25 years, and also can 
project the improvement if employers take 
steps to help participant outcomes such as 
making plan design changes.

“CFOs don’t believe in theory. You have to 
use real numbers,” O’Toole says. “You have to 
communicate in a language of what HR wants 
to accomplish and also how the CFO looks at 
data. What we are trying to solve for is, ‘Why 
would I care as an employer?’” about delayed 
retirements. “The answer is that if you don’t 
care, it’s eventually going to hit your financial 
statements.”

and higher wages for older employees, who 
tend to be in senior positions.”

At Viability Advisory Group, O’Toole 
has focused on developing a model that 
produces customized reports forecasting an 
employer’s potential liability from workers 
who don’t retire on time. Starting with a 
retirement readiness report on an employer’s 
workforce, Viability projects the distribution 
of expected retirement ages for that work-
force. Then it estimates the marginal cost to 
an employer of higher health care and wage 
expenses (and other variables, if the employer 
wants to include them) of the company’s old-
er workforce projected to remain past normal 
retirement age.

Viability calculates an employer’s mar-
ginal cost of delayed retirements as the dif-

  It’s really 
switching the 
paradigm to, 
what is the cost 
of not doing 
it? What is it 
going to cost 
the employer if 
20% to 30% of 
employees have 
to delay their 
retirement?”

— Liz Davidson, Financial Finesse

Health care continues to fuel anxiety, as 32% consider health care costs in retirement as con-

tributing to their worries about exiting the workforce. Indeed, the need to keep current health care 

coverage ranked among survey respondents as the third most popular reason to delay retirement 

(19%). As for other reasons for delaying retirement, 51% say they haven’t saved enough to retire, 

compared with 60% in 2012. That said, the next most common response, cited by 28%, was that 

they didn’t want to retire yet.  

That was the case for just 13% in the 2012 survey, when “my retirement investments have 

declined in value” (34%) was the second most common response. By generation: Baby Boomers 

(84%), Gen X (77%) and Gen Y (66%) are currently saving for retirement.

Among the other findings of the survey:

• 72% say they have a good understanding of their employer benefit and savings plans and 

the role they play in their overall financial wellbeing (roughly the same as the 73% in 2014 

and 72% in 2013).

• 84% of Baby Boomers, 72% of Gen X, but just 57% of Gen Y say they have a good under-

standing of their employer benefit and savings plans and the role they play in their overall 

financial wellbeing.

• 30% say their employer offers services to assist them with their personal finances (34% in 

both 2014 and 2013) and half (49%) say they’ve used the services (52% in 2014 and 49% in 

2013).

• 53% of Baby Boomers, 47% of Gen X and 47% of Gen Y say they’ve used the services their 

employer provides to assist them with their personal finances.

HEALTH ‘CARES’

Of course, workers may delay retire-
ment for many reasons, and not just because 
they lacked a workplace financial wellness 
program. To convince CFOs, O’Toole says, 
the industry needs to demonstrate a concrete 
connection between these programs and 
more employees prepared to retire on time 
— and how that will help specific employers’ 
future financial statements. For now, he says, 
“It may just be that HR realizes that this is 
the right thing to do for their population. 
Then it just gets to, what is the balance of 
power in the organization? If HR is power-
ful, they can do it just because it is the right 
thing to do for employees.” N

» Judy Ward is a freelance writer who specializes in 
covering retirement plans.
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How will upstart robo-advisors’ entry play out in the 401(k) market?
BY JUDY WARD
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ere come the robo-advisors. Can they win over 
401(k) sponsors and participants?

“I believe that the robo-solutions that are 
in place now in the retail market aren’t going 
to penetrate the 401(k) space,” says J. Fielding 
Miller, CEO and co-founder of CAPTRUST 
Financial Advisors in Raleigh, North Carolina. 
“But I think a version of it will.”

The new breed of robo-advisors starting 
to enter the 401(k) market, such as Bet-
terment’s Betterment for Business, hope to 
convince plan sponsors that their managed 
accounts and innovative technology give 
participants investment customization and a 
user-friendly experience for a low fee. Louis 
Harvey, president and CEO of Boston-based 
financial services market researcher Dalbar, 
Inc., says he “very definitely” sees potential for 
the robo-advisor model, particularly to help 
lower-balance 401(k) participants. “There’s a 
huge gap in the 401(k) market at the individ-
ual participant level that I would expect the 
robo-advisor tools could fill well,” he says.

But keep in mind that sponsors and 
participants want more than a pure technol-
ogy solution, says Randall Long, founder and 
managing principal at Irvine, California-based 
SageView Advisory Group. “There’s a great 
marriage between a robo-solution and ‘boots 
on the ground,’” he says. “Technology can only 
take you so far. Ultimately, people want human 
interaction.”

Where Robo-Advisors Make Sense
Long sees the appeal in robo-advisors’ 

approach, pointing as an example to its stron-
ger abilities to aggregate participant data on 
outside investments. Robo-advisors’ reliance on 
passive investments meshes well with current 
trends in 401(k) plans, he says. And while 
previous iterations of online advice got limited 
participant acceptance in part because of 
people’s reluctance to utilize the technology, he 
thinks that heavy use of smartphones since then 
has increased overall comfort with technolo-
gy-based solutions.

From a technology standpoint, “a robo 
solution has a lot of advantages over what’s out 
there right now,” Miller says, referring to target 
date funds. He cites the improved capabilities 
around risk profiling of participants, the ability 
to capture data on a participant’s assets outside 
the plan and take that into account when build-
ing that participant’s 401(k) portfolio, more 
capacity to integrate projected Social Security 

benefits, and greater aptitude than target 
date fund offerings in helping with draw-
down strategies.

“At the participant level, it’s a much 
more robust experience,” Miller says. “The 
technology is going to help them plan and 
save and invest much better than a target 
date fund solution, which really is designed 
for nobody in particular,” he says, referring 
mainly to the lack of customization. 

Still, Long says, “I don’t think that 
robo-advisors are going to overtake the 
financial services industry.” Rather, he sees 
robo-technology meshing best with low-
er-balance participants’ needs. “That’s where 
it will head,” he says. “For somebody who 
is just starting to invest, it is a great way to 
start accumulating. But once somebody gets 
to $50,000 or so in assets, they’re going to 
want to talk with someone.”

When Harvey talks about the current 
gap in 401(k) services, he’s thinking of the 
ability to help participants such as a young 
employee with a $5,000 401(k) balance 
who wants guidance on how to invest the 
money. “The plan advisor in that situation 
doesn’t want to waste his time on that. It is 
not practical. And it is not in his DNA: The 
plan advisor wants to deal with the CFO 
and CEO,” he says. “You have got millions 
and millions of people like that in plans.”

“Enter the robo-advisor,” Harvey con-
tinues. “I see a perfect fit there, but it does 
call for a collaboration between the plan 
advisor and a robo-advisor. I don’t see the 
robo-advisor as a replacement for the plan 
advisor. Frankly, I think the plan advisor 
could add a lot of value by introducing 
that.”

In this scenario, Harvey says, the plan 
advisor would help the plan sponsor with 
the investment lineup and all the other spon-

H
Technology can only take 
you so far. Ultimately, 
people want human 
interaction.”

— Randall Long, SageView
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sor-level things that plan advisors do today. 
The robo-advisor “would deal with the peo-
ple who are not being served today,” he says. 
“This is all presuming that the robo-advisor 
doesn’t come in and say to the plan sponsor, 
‘Hey, why don’t you fire Charlie and hire me 
as the plan advisor?’”

Miller agrees on the participant niche 
that robo-technology would help. “I think 
that the robo-advisor is a small-investor 
phenomenon, and it will be that way for a 
long time,” he says. “When people start to get 
more money saved, when they have substan-
tial assets and there is more at risk, they really 
do want to deal with someone. I think that 
advisors will continue to get pushed upmarket 
— but that’s where they want to be, anyway.”

Miller has an interesting take on how 
robo-advisors could succeed in the 401(k) 
market. “I think there’s some potential for 
traction,” he says. But I think it is more of a 
technology play than an asset management 
play.

“The way it is offered now, it is an asset 
management play, using technology. What is 
valuable about what they offer is not the asset 
management component, but the technology 
component,” Miller says. “If they strip out 
the technology component and overlay it 
with other investment solutions, they have a 
better chance of getting traction. I envision 
that someone will offer up the technology of 
robo-advisors as a solution, and then overlay 
whatever investments a sponsor wants to 
use in the managed account program.” He’s 
already met with a company prepared to offer 
robo technology for less than 10 basis points 
on participant assets.

That scenario provides a better solution 
for plans, Miller believes. “Where the plan 
advisors would come in is that they would 
be the ones to put together the investment 
construct to go along with the technology,” he 
says. “That’s a pretty compelling story. You 
have got all the technology benefits, but you 
don’t carry the burden of the robo-advisor 
asset management fee. The plan advisor fee 
would be a lot less than a robo-advisor fee.”

The Challenges Ahead
As they enter the 401(k) market, ro-

bo-advisors face some hurdles. “The challenge 
for robo solutions is that they have to be 
integrated with multiple providers,” Miller 
says. “They have got to get all that ‘piping’ in 
place, and that is going to be hard.” 

That involves integrating technology with 
dozens of recordkeepers, a distinct task in 
each case because providers have systems that 
do things differently, he says.

Providers such as Betterment that enter 
with a bundled offering may find it challeng-
ing to buck the trend toward open architec-
ture. Asked about the appeal of a bundled 
robo-offering to sponsors, Long says, “This is 
the first generation. The marketplace adapts. 
They [robo-advisors] will figure it out.”

For robo-advisors to make serious 
headway in the 401(k) market, they’d have to 
convince a lot of plan sponsors to replace tar-
get date funds as their default investment for 
automatically enrolled participants. “That’s 
where the money is going to be, for sure,” 
Miller says of default investments.

The potential exists. Long has sponsor 
clients currently questioning whether they 

should keep their current target date fund 
family as the default investment. “They are 
asking, ‘Is it really meeting the needs of our 
participants? Do participants need something 
more, particularly as they get larger account 
balances?’”

Although there’s no technical reason why 
managed accounts couldn’t displace target 
date funds as the dominant default, Harvey 
says, from a pragmatic standpoint it seems 
unlikely. “When you have a marketplace that 
is dominated by target date funds, and all the 
belief systems in place for target date funds, it 
is very difficult to replace them,” he says, cit-
ing sponsors’ fiduciary concerns. “You could 
say to sponsors, ‘Here is the safe choice. Or 
you can try this new thing, the robo- 
advisor — and if it blows up in your face, 
you’re on your own.’” If another market ca-
tastrophe like 2008 happens again and target 
date funds lose their credibility, he says, “Sure, 
it could happen. But absent that, target date 
funds are ensconced.”

And to the extent more sponsors will 
want managed accounts as a default or just an 
investment option, robo-advisors also face the 
competitive reality that two major players — 
Morningstar and Financial Engines — already 
have spent years entrenching themselves in the 
401(k) market.

While robo-advisors tout their fees as a 
competitive advantage, Morningstar doesn’t 
sound interested in engaging in a fee war 
with these newcomers. “As with everything, 
it is a question of, what value are you getting 
for the fee?” says Jim Smith, Morningstar’s 
Chicago-based head of workplace strategy for 
North America. “We stress value for fees, and 

Someone will offer up the technology of robo-
advisors as a solution, and then overlay whatever 
investments a sponsor wants to use in the 
managed account program.”
— J. Fielding Miller, CAPTRUST
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we will continue to expand on that value. We 
would rather that you pay the same fee over 
time, and we give you more and more value 
for that.”

Startup robo-advisors initially may be 
able to offer lower managed account fees 
than incumbents in part because they haven’t 
invested in connectivity with record keepers, 
Smith says. On the downside, he says that 
means these robo-advisors can’t utilize record 
keeper data in personalizing participants’ port-
folios. “We get a lot more data about individu-
als, and we are incorporating that,” he adds.

“That’s no small hurdle to get over, hav-
ing that connectivity with providers,” Smith 
says. “In the end, as robo-advisors start to 
realize what they need to do with connectivity, 
they may revisit their fees.” 

Beyond fees, Smith talks about how 
Morningstar sees itself competitively posi-
tioned against startup robo-advisors. Some 
of these newcomers offer participants pre-set 
models rather than individually personalized 
portfolio recommendations as Morningstar 
does, he says. Morningstar also gives partici-
pants a lot of broader help on financial well-
ness as well as planning for retirement, such 
as recommending a personalized drawdown 

strategy, he says. And Morningstar continues 
to invest in doing research that then gets in-
corporated into the managed account service, 
he says, citing a recent paper on optimizing 
Social Security benefits whose key findings 
Morningstar now is incorporating into its 
system to help participants near retirement. 
Morningstar also has a much longer track 
record as a company, he says.

For its part, while new robo-advisor com-
petitors loom in the 401(k) market, Financial 
Engines recently took a big step in its evolu-
tion beyond that business model. “When we 
were founded in 1996, in some sense we were 
the original robo-advisor,” says Christopher 
Jones, executive vice president of investment 
management and chief investment officer 
at Sunnyvale, California-based Financial 
Engines. “But over the years, we’ve evolved. 
We recognize that when you are talking about 
the broad population, a significant portion of 
investors out there want more than a virtual 
experience.” Back in 2004 Financial Engines 
added phone-based support for investors to 
talk with advisors about their investment ac-
counts or to get reassurance in times of market 
volatility. 

And in November 2015, Financial Engines 
announced its acquisition of The Mutual Fund 
Store, LLC, a registered investment advisor 
with more than 125 locations across the United 
States. The company now can offer 401(k) 
participants from its plan clients the option to 
meet in person with a financial advisor. “Our 
objective is to change the economies of scale 
of providing investment advice to everyday 
Americans,” Jones says.

While Financial Engines remains a huge 
believer in leveraging technology to handle 
participants’ investment portfolios, Jones says, 
it also understands that some people want 
to talk face-to-face with an advisor. “That’s 
certainly true, particularly when you are talking 
about older investors. They typically are more 
comfortable dealing with a human being,” 
he says. “We’ve recognized that to reach the 
broadest range of investors and help the people 
who need help the most, we need to provide an 
opportunity to meet face-to-face.”

“We are big believers in a hybrid model, a 
combination of humans and technology,” Jones 
continues. “It offers a higher level of service, 
and ultimately, a less-expensive service.” Finan-
cial Engines anticipates that some of partici-
pants’ in-person meetings with its advisors will 

happen in their workplaces, and in other 
cases participants will come to a Mutual 
Fund Store location for a meeting. At press 
time, the fee structure for that service had 
not yet been announced.

Financial Engines sees the role of Mutu-
al Fund Store advisors as different from plan 
advisors, Jones says. “We have no intention 
of replacing plan advisors and their relation-
ship with plan sponsors,” he says. “We are 
not in the business of plan design. We are 
not in the business of plan consulting.” N

» Judy Ward is a freelance writer who specializes in 
covering retirement plans.

In the end, as 
robo-advisors 
start to realize 
what they need 
to do with 
connectivity, 
they may revisit 
their fees.”
— Jim Smith, Morningstar

We’ve recognized that 
to reach the broadest 
range of investors and 
help the people who 
need help the most, 
we need to provide an 
opportunity to meet 
face-to-face.”
— Christopher Jones, Financial Engines
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I N S I D E  T H E  S T E W A R D S H I P  M O V E M E N T

re you familiar with the acronym “VUCA”? A term that refers 
to a decision-making framework developed by the military in 
the late 1990s as a way to plan against counter-terrorism, it 
stands for Volatility, Uncertainty, Complexity and Ambiguity. 
Today, VUCA is being widely adopted by corporate execu-
tives. 

There are two reasons why you need to become familiar 
with VUCA. First, if your plan sponsor clients are not familiar 
with the term, it’s a great leadership lesson you can share with 
them. Every company and organization is trying to cope with 
its own VUCA world. Sharing leadership techniques with your 
clients is the best way to broaden and deepen trust and loyalty. 
At least, it sure beats explaining for the third time the impor-
tance of knowing the differences between 3(38) and 3(21)!

A

How to Become More 
Resilient in a VUCA World
Teaching your plan sponsor clients about VUCA is a great leadership 
lesson you can share with them.

BY DONALD B. TRONE
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I N S I D E  T H E  S T E W A R D S H I P  M O V E M E N T

Second, you need to know how to apply 
VUCA in your practice to succeed in today’s 
increasingly unstable and rapidly changing 
retirement industry. In fact, resiliency — your 
ability to push through and adapt and learn 
from VUCA — is now one of the best predic-
tors of long-term success. 

There’s no better example of VUCA than 
the DOL’s reproposed fiduciary definition: 
• Volatility — the speed at which the DOL 

is proposing new rules;
• Uncertainty — no one knows for certain 

which accepted fiduciary best practices 
are going to be impacted;

• Complexity — there are 40 pages of new 
rules dealing just with disclosures associ-
ated with conflicts of interests; and 

• Ambiguity  — there is a concern the pro-
posal may cause more harm than good.  
We don’t even know the unknowns. 

x-axis — Situational Awareness: How 
much do we know about the situation?

y-axis — Predictability: Can we pre-
dict the outcomes and consequences of our 
actions?

z-axis — Creativity: Does planning re-
quire the ability to think outside the box?

As illustrated in Figure 1, the VUCA 
decision-making framework consists of three 
axes and corresponding questions. And when 
VUCA is plotted against the three axes, we get 
the diagram in Figure 2.

Volatility
The rate, duration, and magnitude of 

change is greater today than ever before; you 
have to do more with less.
• Vision is valued most by clients. You must 

clearly communicate the direction you’re 
going, and what goals and objectives need 
to be accomplished along the way. 

You must demonstrate that you are:
• Aligned with your sense of purpose; and
• Accountable and will follow through on 

what has been promised.

Uncertainty
The future is unpredictable; there is doubt 

about present and future outcomes; there is an  
inability to forecast and budget.
• Understanding is valued most by clients. 
You must demonstrate that you are:
• Accepting of input from others, and will-

ing to discover new ways of thinking and 
acting; and

• Attentive — willing to stop, listen and 
observe. 

Complexity
There are multiple factors affecting out-

comes; it’s difficult to understand causes and 
effects because of different and numerous 
interconnecting parts.
• Clarity is valued most by clients.
You must demonstrate that you are:
• Ardent — able to quickly tune in to 

changes and lead a collaborative effort; 
and

• Articulate — that your communications 
are direct and transparent.

Ambiguity
There is a lack of clarity; a haziness as 

to who, what, why, when and where. Causal 
relationships are unclear; there are unknown 
unknowns, and there might not be a right 
answer.
• Agility is valued most by clients.
You must demonstrate that you are:
• Agile — that you know what to do 

when no one else seems to know what 
they’re doing; and

• Adaptive — that you are willing to 
experiment and think outside the box.

The Importance of Resilience
We work in an industry that is fueled 

by fear, greed and ego. As a result, the DOL 
is proposing rules and regulations with 
the objective of controlling inappropriate 

LESS HIERARCHY LESS CREATIVITY
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MORE HIERARCHY LESS CREATIVITY

MORE HIERARCHY MORE CREATIVITY
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Every company and 
organization is trying to 
cope with its own VUCA 
world.”

Figure 1: VUCA Decision-Making  
Framework

Figure 2: Three-Dimensional View of VUCA
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behavior, fencing in judgment, mitigating un-
certainty, suppressing feelings and limiting ac-
tivities that carry risk and potential conflicts. 

Yet, we still manage to produce great 
retirement advisors who have a deep under-
standing of their sense of purpose, and who 
have integrity and are passionate about their 
work. One secret to their success: resilience. 

The traditional definition of resilience 
is to have the capacity to bounce back from 
adversity and failure. However, Eric Greiten, a 
former Navy SEAL and author of the recently 
released book, Resilience, argues that: You 
cannot bounce back from hardship. You can 
only move through it. There is a path through 
pain to wisdom, through suffering to strength, 
and through fear to courage if we have the 
virtue of resilience.

Great retirement advisors are com-
fortable dealing with uncertainty, have a 
greater capacity for risk, have learned not to 
become incapacitated by fear and see failure 
as a learning opportunity. Great retirement 
advisors have learned how to lead in a VUCA 
world. 

Here are seven ways to become more 
resilient:
1. Expect to fail, and often. You must be 

willing to devote tens of thousands of 
hours to perfect your craft. Along the 
way, expect to fail, and often. The pivotal 
question will be whether you have the 
capacity to learn from failure. Every elite 
military unit puts candidates through a 
similar indoctrination. They make sure 
each candidate experiences failure, at 
least once every single day, to see who 
is resilient. Those who are not resilient 
either quit or are forced out.

2. Be more decisive. Learn to become more 
spontaneous and move faster on fewer 
facts. Education, experience and training 
will improve your capacity to be more 
decisive, so never stop learning. 

3. Make a friend of fear. Fight the flight 
impulse; stay and face your greatest fears. 
Your brain is hard-wired to be on the 
lookout for anything that may cause you 
harm. Rather than running from fear, 
stay and embrace it and learn to harness 
the emotion. Fear can either paralyze you 
or make you more creative and accept-
ing. 

4. Talk about it. By sharing your fears, you 
often will learn that others are either 

sharing the same emotion or have already 
passed through it. Either way, you’ll 
realize that you’re not the first and you’re 
not alone. 

5. Bond with others. When faced with fear 
and uncertainty, reach out to family, 
friends, peers, mentors and coaches. 
The ability to bond and the capacity for 
bonding is highly correlated to resilience. 

6. Become your own person. While this may 
seem to be a contradiction to bonding, 
the important distinction is that you 
also need to be your own person. You 
don’t want to fall into the pattern of 
waiting for others to tell you what to 
do, allowing yourself to be controlled 
by others, being obsessed with obtaining 
approval from others or blaming others 
for failure when you should be accepting 
responsibility. There’s a yin and a yang 
to being resilient. You need the company 
of others, while at the same time you 
need to respect and believe in your own 
self-worth. 

7. Put more faith in faith. You need to 
believe that your life has a purpose, and 
that you’re responding to a higher call-
ing. There is a high correlation between 
faith and resilience.  
Our industry is going to continue to 

experience volatility, uncertainty, complexity 
and ambiguity. To succeed, you’re going to 
have to become more resilient. In turn, “pay 
it forward” and teach your clients these same 
skills. There is no better way to broaden and 
deepen client trust and loyalty than by sharing 
critical leadership skills with your clients. N

»  Don Trone, GFS® is the CEO and one of three 
co-founders of 3ethos, along with Mary Lou Wattman 
and Rear Admiral Steve Branham, USCG (Retired). 
3ethos provides training and conducts original 
research on the interrelationships between leadership, 
stewardship and governance.
 

Learn to become more 
spontaneous and move 
faster on fewer facts.”
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401(k) Heaven  
is Real – Part 1

I N S I D E  T H E  M A R K E T P L A C E

Plan Advisors
There are pure play DC plan advisors, 

an approach that might work for a very 
small percentage of the market. But for the 
vast majority, in order to achieve maximum 
profitability, advisors need to leverage client 
relationships and infrastructure to cross-sell 
IRA rollovers, wealth management and even 
employee benefit services. Solo advisors who 
stay small and leverage supportive BDs can 
survive, but they will have limited opportu-
nities against better funded and better run 
groups that are able to leverage internal 
resources.

More advisors will join groups, either 
within their BD to partner with other special-
ists or as part of a separate organization. No 
one can be good at everything, whether it’s 
selling, servicing clients, running a business, 
designing plans and portfolios or being 
knowledgeable about retirement plans and 
planning, wealth management and benefits. 
Advisors need to partner.

401(k) Heaven for advisors is having 
their own retirement or succession plan, 
whether it’s having younger advisors ready, 
willing and able to take over or by creating 
an attractive business (not just practice) that 
a third party is interested in buying at a fair 
price.

In 401(k) Heaven Part 2, we will explore 
broker dealers, DCIOs and record keepers. 
The good news is that everyone gets to 401(k) 
Heaven by helping others get there, not at the 
expense of others. Now if we could only find 
a better way to work together. N

» Fred Barstein is the founder of The Retirement Advi-
sor University (TRAU) and The Plan Sponsor University 
(TPSU). He serves as NAPA’s Industry Ambassador and 
contributes to NAPA Net and NAPA Net the Magazine.

Plan Sponsors
Employers want nothing — no costs, 

liability or work. Even then, they may not be 
interested in improving their DC plans until 
we can convince them that, as with DB plans, 
poorly performing DC plans increase a com-
pany’s financial liability, potentially threaten-
ing its viability. Older employees who are not 
financially able to retire will continue to keep 
working, adding to health care and disability 
costs — not to mention higher salaries and 
absenteeism, resulting in lower productivity 
from an older workforce. Employers do not 
want to follow the New York Yankees’ model 
of employing people at the most highly paid 
point in their careers.

So 401(k) Heaven for plan sponsors is a 
reality check. They can never eliminate fidu-
ciary liability and, as with most things, you 
get what you put into it. Educating and train-
ing HR and finance managers to implement 
best practices like the “ideal” plan and acting 
as leaders and stewards who in turn hire the 
right partners — starting with their plan advi-
sor — is a good start. Absent an emergency or 
a really good reason, not offering a match is, 
at best, sending a very tough message to em-
ployees and, at worst, is letting plan sponsors 
off the hook entirely for helping employees 
retire — a far cry from DB plans.

n September 2003, at a Morgan Stanley 
DC plan advisor meeting at a hotel near 
O’Hare Airport, I was asked on stage 
which record keeper would be next to 
exit the DC market. It was a time of 
extreme consolidation, as wannabe mu-
tual funds with proprietary lineups who 

thought they could cobble together a record 
keeping business started to exit the market in 
droves. 

I was stupid enough to answer and, 
although I would be proven right that Dela-
ware Investments (remember them?) would 
be next for obvious reasons, I realized that the 
better question was who will not be exiting 
— or those in what I called “401(k) Heaven.” 
That term now applies to all sectors of the 
DC market. Let’s explore what it means to 
each group.

Plan Participants
Let’s start at the beginning and the rea-

son why we have DC plans. 401(k) Heaven 
for participants is replacing 50% of income 
from a DC plan. Why only 50%? Though 
some argue that we should aim for 100% 
replacement ratios, why don’t we start with 
80% and progress from there? For lower- 
income participants, Social Security will 
replace a significant percentage of income; 
for very high earners, there should be outside 
income or non-qualified plans. Most DB plans 
only replaced 50%.

How do we get there? Auto plan design, 
or the “ideal” plan, is the best and easiest 
route, followed by education and advice 
supplied by advisors and providers. Ultimate-
ly we need to engage participants through 
financial literacy training, but we need to start 
from scratch (which is a topic for a future 
column).

What does ‘401(k) Heaven’ mean to participants,  
plan sponsors and advisors?

BY FRED BARSTEIN

I Employers do not want 
to follow the New York 
Yankees’ model of 
employing people at the 
most highly paid point in 
their careers.”
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lan sponsor fiduciaries constantly stand 
toe-to-toe with plan-related risk. They 
address it every quarter by serving on 
investment committees, each year by 
signing a Form 5500 and whenever 
they select — or choose not to select — 
a plan service provider. 

In most of those instances the risk 
arrives packaged as a known risk, and there 
are safeguards available to share or mitigate 
that known risk. But another kind of risk 
is approaching the doorstep of every plan 
sponsor — and it will be arriving soon. This 
impending risk will bring an additional and 
potentially catastrophic risk for retirement 
plan advisors. The source of this additional 
risk is the robo-advisor. The manufacturers 
of the risk fall into two major categories: 
disrupters (new entrants) and established in-
dustry stalwarts who have more to lose than 
they stand to gain. 

Where the Industry Sits Today
It is a rare occurrence where industry 

professionals exhibit compassion for regula-
tors of their industry; however, this may be 
one of those times. In the last 10 years, federal 
regulators have seen their sandboxes littered 
with technology, in the form of Internet web-
sites, chat rooms, social media, high-speed 
trading and now the robo-advisor. 

In an industry where change used to oc-
cur at the speed of cold molasses, technology 
has lit a fire under the wingtips of our regula-
tors. Regulators now play catch-up instead of 
staying abreast of the industry. Today’s envi-
ronment is a bit more exciting to observe, but 
it is significantly more painful to experience 
(e.g., Bernie Madoff, the UBS rogue trader 
Kweku Adoboli, Lehman Brothers). 

In an industry where regulators seem 
to perpetually wear the black hat, they have 

to where it needs to be. (A recommendation: 
view at least three robo-advisor ADVs to 
obtain hands-on experiential data points of 
your own.)

Plan Advisors Stay Active and Educated
Marketing and sales pitches in this 

segment are polished. This is the time that 
many advisors have been anticipating — not 
welcoming, but anticipating. In most cases, 
low fees will be the bait, along with efficiency, 
technology and simplicity. Unfortunately, if a 
robo-advisor professional engages an advisor’s 
current client, then the plan sponsor may truly 
have a fiduciary duty to “listen” to what is be-
ing sold. A retirement advisor’s challenge is to 
remain at least two steps ahead of whomever 
may be approaching the plan sponsor client. 

The first step is a retirement advisor’s 
need to inform clients about the impending 
onslaught of the robo-advisors entering the 
industry over the next three years due to the 
low barriers of entry and the ambiguity of 
what exactly constitutes a robo-advisor. (Rest 
assured: A large number of start-ups will occur 
from 2016 to 2018.) 

The second step is becoming an expert in 
what constitutes a robo-advisor. Consider this 
a topic for discussion at future quarterly trustee 
or investment meetings. A retirement plan 
advisor’s best defense against robo-advisors is 
being an expert on robo-advisors.

Look at robo-advisors the same as target 
date funds, emerging growth funds or plan 
design. Make sure clients learn of the existence 
of robo-advisors from their human advisor. 
Otherwise, the client will hear the robo-advisor 
declare emphatically, “I’ll be back!” N

 
» Steff C. Chalk is the executive director of The Retire-
ment Advisor University (TRAU) and The Plan Sponsor 
University (TPSU).

been tasked with keeping one foot on the gas 
and one foot on the brake, embracing tech-
nology in search of faster, cheaper and better 
solutions while navigating today’s roadblocks 
and impediments.

Plan Sponsors Need to be Vigilant
The robo-advisor community has initi-

ated contact with plan sponsors across the 
country. Those of us who have the opportu-
nity to speak with plan fiduciaries are fielding 
questions along the lines of, “How can a 
robo-advisor really make a difference with a 
small plan like ours?” or “I have read a little 
about them; would a robo-advisor make 
sense for our plan?” 

Plan sponsors are reading about robo- 
advisors; they are discussing the concept with 
trusted advisors (other than their current ad-
visor); retirement committees are now being 
asked to investigate the merits and drawbacks 
of using robo-advisor technology; and plan 
fiduciaries and retirement plan committees are 
being approached by robo-advisor firms.

Plan sponsors struggle with who is 
actually managing the funds in robo-advisor 
arrangements. The robo-advisor Form ADV 
is difficult to comprehend. Plan sponsors are 
experiencing great difficulty in calculating the 
actual fees within the robo-advisor structure. 
Currently the communication of fees and 
the understanding of same is not even close 

P

Another Challenge Lies  
Just Around the Corner 
A plan advisor’s best defense against robo-advisors  
is being an expert on robo-advisors.

I N S I D E  T H E  P L A N  S P O N S O R ’ S  M I N D

BY STEFF C. CHALK

Make sure clients learn 
of the existence of robo-
advisors from their 
human advisor.”
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Big Settlements and  
the Plan Advisor

• Benefit Claims. Claims for benefits can 
often be small amounts unless a class 
action asserts a systematic deprivation of 
benefits that could lead to a large recov-
ery for a plaintiffs’ attorney. Given that 
advisors often play a key role in working 
with a record keeper and their plan doc-
ument, you can help your clients avoid 
these risks. However, you should make 
sure they are not exposing themselves 
to liability for inaccurately developed 
plan design or, even worse, acting as an 
administrative fiduciary when they do 
not intend to do so.

• Excessive Fees 
— Type of Case. Plaintiffs’ lawyers are 

on the lookout for cases where they 
can make a claim that the fees paid 
by plan participants are excessive 
compared with what they deem to be 
a reasonable benchmark. Often these 
cases lead to the kind of large settle-
ments we all read about in the news. 

— Sponsor Fiduciaries. While clearly 
these cases serve as examples to learn 
from (as well as for marketing the 
services of a high-quality advisor), it 
is important to look behind the big 
numbers. The advisor can help the 
client understand what may have led 
to the liability and how, if necessary, 
the sponsor’s plan can avoid this risk. 
It is essential that advisors look at the 
claims involved, since often claims 
go beyond pure fees to the kinds of 
investment disclosures, communica-
tions and processes that an advisor 
plays a key role in shepherding with 
the sponsor, fiduciaries and legal and 
other advisors.

— Advisors — Investment Advice. While 
lawsuits normally focus on plan spon-
sor fiduciaries, some large lawsuits 
focus on advisors who are allegedly 

overpaid for their investment advice 
services — whether through direct 
compensation, revenue sharing or 
other arrangements. Advisors are 
well served to work to educate and 
help their clients review the advisors’ 
own compensation and to develop 
internal processes to document their 
compliance with their own fiduciary 
activities.

— Advisors — Other Services. As mar-
gins on traditional “investment advice 
fiduciary” services continue to be 
squeezed, many advisors have moved 
into a wide range of other services, 
from investment advice to asset allo-
cation and asset management services. 
Much as large financial institutions 
have been a target for litigation 
relating to conflicts and fees, these 
activities create exposure for advisors. 
If you are providing these ancillary 
services, you should work carefully to 
review potential conflicts and look for 
other fiduciary claims that could be 
asserted.

There are also many other areas of litiga-
tion, from advice on IRAs to company stock, 
that all advisors should keep on their radar. 
There is no way to perfectly predict where 
future litigation will lead, but by looking be-
yond the attention-grabbing headlines and fo-
cusing on the underlying issues, you can help 
steer your clients away from risk and protect 
your business from significant litigation and 
financial exposure. N

      
» David N. Levine is a principal with the Groom Law 
Group, Chartered, in Washington, DC.

lmost like clockwork, it seems 
that every couple of months there 
is a new “big name” settlement 
involving a retirement plan class 
action lawsuit. These settlements 
often involve eye-popping numbers 
— $10,000,000, $30,000,000, or 
even $80,000,000. These lawsuits 

make for good discussion items in committee 
meetings and at industry conferences, but 
what should advisors really take away from 
them?

      Litigation, whether involving 
plaintiffs’ lawyers or the Department of 
Labor, provides insights that plan sponsors, 
fiduciaries and service providers can learn 
from. However, the numbers involved in the 
settlements are often less important because 
the reason for settlement may be a business 
one that’s not directly tied to the legal merits 
of the claim being made. 

As you look at these cases, you should 
view each case in two steps: (1) what type of 
case led to the settlement; and (2) what does 
it mean to you and your clients? Let’s apply 
these two steps to some common areas of 
retirement plan litigation:
• Late Contributions. The Department of 

Labor will often enter into settlements 
and/or bring lawsuits to recover “late” 
or “missing” contributions. While not 
usually for headline-grabbing amounts, 
the exposure for failing to make con-
tributions — which can include lost 
earnings — can be a significant financial 
burden for a plan sponsor. Furthermore, 
as the result of significant efforts to push 
auditors to focus on late contributions, 
today there is more focus than ever on 
what constitutes a “timely” contribution 
— which under DOL guidance is often 
“as soon as administratively practical.” 
As an advisor, you can often help clients 
avoid this potentially costly error.

By looking beyond the headlines, you can help steer clients  
away from risk and protect your business from litigation.BY DAVID N. LEVINE

A
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Big Settlements and  
the Plan Advisor
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by employing a series of calculations and as-
sumptions. Participants were allowed to elect a 
lump sum under the new structure, but if this 
was paid prior to normal retirement it would 
not include a specific early retirement subsidy 
that applied if an early retirement annuity was 
elected. 

‘Wear’ Withal
However, Foot Locker used some interest 

rate assumptions to determine the initial 
account balance that were so high (9%, rather 
than a more common 6%), they resulted in an 
accrued benefit that was less than the Dec. 31, 
1995 benefit in almost every case. Consequent-
ly, in order to comply with ERISA’s anti-cut-
back rule (which dictates that accrued benefits 
may not be reduced, though future accruals 
may be reduced or eliminated completely), the 
new plan calculated benefits based on a “great-
er of” approach, in which the benefit payable 
was actually the greater of the Dec. 31, 1995 

accrued benefit (the “A” Benefit) and the 
accrued benefit determined by the cash balance 
formula (the “B” Benefit) applying the pay and 
interest credits to the initial cash balance ac-
count. Until the point at which a participant’s 
cash balance account grew enough to produce 
an accrued benefit greater than the Dec. 31, 
1995 benefit, he or she would not earn any 
additional benefits despite continued service. 
This “wear-away” essentially resulted in an 
accrued benefit freeze for a number of years 
for virtually all of the active participants. 

Here the court found that not only did 
Foot Locker management understand that a 
wear-away would occur, but they also chose 
the initial conversion rates which resulted in 
lower opening balances as a means of cost 
savings.

The numerous communications to partic-
ipants — an announcement letter to partici-
pants, a highlights summary of the changes, 
personalized booklets that provided “total 

Plan sponsor loses suit based on misleading 
plan communications 

A recent court decision reminds fiducia-
ries that it is not enough to communicate the 
potential impact of plan changes to partici-
pants — those communications are expected 
to be accurate. 

The U.S. District Court for the Southern 
District of New York issued a decision that 
emphasizes the importance of accurate com-
munications to employees regarding changes 
in qualified retirement plan benefits. 

In Osberg v. Foot Locker, Inc., the 
plaintiffs in the class action consisted of nearly 
16,000 participants in a defined benefit pen-
sion plan sponsored by Foot Locker. 

According to an analysis by Kilpatrick 
Townsend & Stockton LLP, Foot Locker 
amended its pension plan effective Jan. 1, 
1996 to become a cash balance plan by 
converting the accrued benefit as of Dec. 31, 
1995 into an initial account balance. It did so 

C A S E  I N  P O I N T

Case(s) in PointCase(s) in Point
In this issue, two cases remind plan fiduciaries of the importance  
of timely — and accurate — plan communications.
BY NEVIN E. ADAMS, JD

CASE 1: ‘MISSED’ COMMUNICATIONS



Failure to communicate limits plan  
limitation period

When is a plan limitation period not a 
limitation period? Apparently when you don’t 
communicate it to participants, according to a 
recent court ruling.

In Mirza v. Insurance Administrator of 
America, Inc., the 3rd U.S. Circuit Court of 
Appeals held that a plan’s limitation peri-
od1 did not actually bar a claim for benefits 
because ERISA regulations require that “the 
administrator must disclose the plan’s applica-
ble time limits.”

Section 502(a) of ERISA authorizes a 
beneficiary to sue to recover benefits, but it 
does not contain a specific statute of lim-
itations. Thus, according to an analysis by 
Verrill Dana LLP, courts have ruled that plan 
administrators must come up with their own 
(reasonable) deadlines for a review of those 
claims by a court. Absent that, courts will 

difference between a participant’s accrued bene-
fit under the old plan and his or her balance 
under the new plan. 

Not only did the court hold that all the 
statements were intentionally false and mislead-
ing, Judge Forrest noted that the SPD contained 
a number of intentionally false misstatements.

The court noted that ERISA imposes strict 
standards of conduct for fiduciaries of qualified 
retirement plans if they have any discretionary 
authority or responsibility in the administration 
of the plan, including the duty to disclose and 
explain an amendment’s impact on benefits. 
Moreover, in its ruling, the court noted that 
the U.S. Supreme Court has held that when 
“reasonable employees … could have thought 
that [their employer] was communicating with 
them [about the contents of the plan] both in 
its capacity as employer and in its capacity as 
plan administrator,” the employer is acting as a 
fiduciary under ERISA. 

Foot Locker was ordered to retroactively 
reform the benefit structure to calculate the 

compensation” statements and initial cash bal-
ance account, and a summary plan description 
(SPD) — all failed to describe this wear-away 
and the resulting freeze in benefits for a period 
of time. 

According to Foot Locker, participants 
had the information necessary to inform them 
they were in a period of wear-away, although 
it conceded that the wear-away effect was 
not dealt with explicitly because it believed 
the concept was too complicated and the 
variations and effects too unpredictable. But 
the court disagreed, finding from testimony 
of plan participants that the communications 
to them led them to believe their pension 
benefits were growing with their years of ser-
vice — though they did not realize that even 
the growing accounts did not yet equal their 
accrued benefit as of Dec. 31, 1995.

U.S. District Judge Katherine B. Forrest 
noted that all of the plan communications 
not only failed to describe wear-away, they all 
neglected to clearly discuss the reasons for the 
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apply the statute of limitations governing the 
most similar state law claim.

In Mirza, the plan administrator denied 
a claim assigned to Dr. Neville Mirza by one 
of his patients. However, the denial did not 
include notification that he had one year to 
appeal the decision under the plan-imposed 
statute of limitations. When Dr. Mirza filed suit 
19 months after the denial, the district court 
ruled in the plan’s favor, concluding that his 
claim was time-barred.

However, on appeal the 3rd Circuit re-
versed, holding that ERISA’s regulations require 
that any adverse benefit determination include 
a “description of the plan’s review procedures 
and the time limits applicable to such proce-
dures, including a statement of the claimant’s 
right to bring a civil action under section 
502(a) of the Act following an adverse benefit 
determination.” Absent that notice, the court 
instead applied the state’s (i.e., New Jersey’s) 

6-year statute of limitations, which allowed 
the claim to proceed. 

It’s also worth noting that the 3rd 
Circuit pointed out that two other Circuits 
(the 1st and 6th) had previously required 
disclosure of plan-imposed time limits.

While calling these decisions a trend 
may be a stretch at this point, to be safe, 
plans imposing their own statute of limita-
tions should add this information within 
adverse benefit determinations to avoid 
having to litigate this issue.

So if a plan you work with has a plan 
limitation period,1 make sure it’s communi-
cated.  N

 

CASE 2: ‘FAILED’ EXPERIENCE

initial cash balance account based on a 
different (6%, rather than 9%) discount rate 
and actually provide the “A plus B” benefit 
to which the participants reasonably believed 
they were entitled. 

In addition, it ruled that any participant 
who had already retired will not only receive 
the difference between the “A plus B” benefit 
and the benefit actually received, but will also 
receive interest at an annual rate of 6% from 
the date of their underpayment.

It’s worth noting that the problem here 
wasn’t the conversion, nor the wear-away 
effect itself — the issue was a determination 
that the Foot Locker fiduciaries intentionally 
hid the wear-away effect from participants, 
allowing them to believe they were accruing 
additional benefits during a time when they 
were not. The remedy of the court then was 
to force Foot Locker to give participants the 
benefits which the communications led them 
to believe they were earning.

1. What’s a “limitation period”? As the Retirement Plan Blog points out, in layman’s terms, it’s a law set forth in a state statute of limitations that sets time limits on how long a party has to file a 
civil lawsuit or how long the state has to prosecute someone for committing a crime. They are specific to each state and vary depending on the legal claim or crime involved.
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out guidance in case a state wants to establish 
a MEP or a defined benefit plan for employ-
ers (to date no states have passed legislation 
establishing such an arrangement). Under the 
MEP arrangement, the state itself would be the 
plan sponsor, the named fiduciary and the plan 
administrator (but could also delegate those 
responsibilities to third parties). Participating 
employers would be required to execute a par-
ticipation agreement and would have limited 
fiduciary responsibilities (like prudently select-
ing the arrangement and a duty to monitor 
its operation). The DOL’s reasoning to allow 
this arrangement while still preventing private 
sector “open” MEPs is because “the state has 
a unique representational interest in the health 
and welfare of its citizens.”

“Both pieces of guidance are misplaced 
attempts by the Administration to promote 
coverage by giving marketplace advantages 
to states as retirement plan providers, with no 
reasonably apparent policy justification to sug-
gest states are somehow going to do a better 
job providing retirement plan products,” said 
Brian Graff, CEO of the American Retirement 
Association. 

The American Retirement Association 
has been concerned the DOL’s proposal would 
create an uneven playing field, providing these 
government-run plans with an unfair advan-
tage for these state-run programs, exempting 
these state offerings from ERISA while not 
extending those same considerations to similar 
products offered by the private sector. It looks 
like those fears have been realized.   

— Andrew Remo

ered program, the state would be prohibited 
from requiring employers to use that program. 
However, states can choose to take: (1) a 
“marketplace approach” (2) a “prototype plan 
approach” or (3) a “multiple employer plan 
(MEP) approach” to programs that would not 
be subject to ERISA preemption.  

The interpretative bulletin cited the recent-
ly enacted Washington state law as an example 
of the marketplace approach. The Washington 
law created a program that connects eligi-
ble employers with qualifying savings plans 
available in the private sector market. The law 
sets standards for the arrangements included 
in the marketplace, leaving the choice up to the 
eligible employers as to what arrangement to 
choose. The DOL would not consider the mar-
ketplace program itself to be subject to ERISA 
because it is a voluntary program that merely 
serves as a conduit to different types of savings 
arrangements.         

As an example of the prototype plan 
approach, the interpretative bulletin cited a 
law that Massachusetts enacted in 2012 that 
created a state sponsored 401(k) plan for small 
non-profit employers. This prototype would 
allow each eligible employer to adopt an  
ERISA-covered plan with employer contri-
butions. The prototype would specify that 
the employer is the named fiduciary and plan 
administrator responsible for complying with 
ERISA, but may allow the employer to dele-
gate these responsibilities to the state (which 
then could delegate a third party contracting 
with the state to operate the plan).           

Finally, the interpretative bulletin laid 

ell ahead of the year-end 
deadline set by President 
Obama in July, in mid-No-
vember Secretary of Labor 
Perez unveiled the DOL’s 
proposed rule to clarify 
the Employee Retirement 

Income Security Act’s application to state-
run IRA programs, but in the process creates 
an unfair advantage for those programs over 
those offered by the private sector.

The safe harbor only allows for the 
automatic enrollment of participants into 
an IRA-based state program, leaving private 
payroll deduction IRA arrangements still 
subject to the older, more limited rules. This 
gives the state auto-IRA program an unfair 
advantage over similar private auto-IRA 
programs without any reasonably apparent 
policy justification. 

Because these programs are not covered 
under ERISA, the state can require employ-
ers over a certain size to offer the program to 
employees without being subject to ERISA 
preemption. However, the state is not al-
lowed to require employers to contribute to 
the arrangement. This guidance will facilitate 
the implementation of laws passed in Cali-
fornia, Illinois, and Oregon in recent years.    

MEP ‘Quest’
The DOL also issued an interpreta-

tive bulletin relating to other state savings 
programs that was effective on Nov. 18, 
2015. According to the interpretive bulletin, 
if a state chooses to create an ERISA-cov-

W
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Regulatory
Review
As 2015 winds down, DOL favors state-run plans, MEPs,  
while IRS publishes, extends deadline on cash balance regs,  
and MyRAs launch (again).

Public Preference?
DOL gives state-run plans an edge over private sector
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Regulatory
Review

Extension ‘Chord’
IRS publishes final cash balance transition rules, extends effective date 

hypothetical investment options. The IRS re-
iterated its “significant concerns” relating to 
the use of these plan designs, and said that 
not only will the Treasury Department and 
the IRS continue to study the issues raised in 
the preamble to the 2014 final hybrid plan 
regulations related to these plans, but that it 
is possible that the Treasury Department and 
the IRS will conclude that such plan designs 
are not permitted.  — Nevin E. Adams, JD

plans that might have fallen out of the age 
discrimination safe harbors in 2016 — plans 
that continue to perform a lump sum whip-
saw calculation, or provide an annuity not 
reasonably equivalent to the account balance 
— now have an additional year to deal with 
those situations. 

Additionally, plan amendments necessary 
to comply with the final regulations (such as 
vesting, preservation of capital, and the special 
plan termination requirements) are also not 
required before the end of the 2016 plan year. 

Hypothetical Investment Option  
Plan Concerns

There was a note of caution in the release 
regarding statutory hybrid plans that permit 
participants to choose from among a menu of 

Good news for those who work with cash 
balance plans, with the release of final regula-
tions from the IRS that provide guidance and, 
notably, another year to comply with, what 
are now final hybrid plan rules. 

The action comes as time was running out 
for IRS to publish — and plans to implement 
— transitional anti-cutback relief for plan 
amendments reducing above-market inter-
est-crediting rates. The final regulations apply 
to defined benefit plans that use a lump sum-
based benefit formula, including cash balance 
plans and pension equity plans, as well as 
other plans that have formulas with an effect 
similar to a lump sum-based benefit formula. 

Now plans that credit interest at an 
above-market rate have until the 2017 plan 
year to bring their plans into compliance, and 

MyRAs: They’re ‘Official’
But will they catch on? 

That said, in the introductory com-
ments, Richard Ludlow, Executive Director 
of MyRA at Treasury, noted that fees were 
a concern of some employers in setting 
up such plans, and that individual sav-
ers, particularly those who had not saved 
previously, were also concerned about fees 
and “complicated” fund menus, as well as 
market risk.

“Welcome, U.S. government, to the 
wonderful world of being a small business 
retirement plan provider,” commented Brian 
Graff, CEO of the American Retirement 
Association. “You will certainly learn, as 
the private sector has, how challenging it is 
to distribute retirement plans to the micro 
market.”  — NAPA Net staff N

» More information about the program is available 
at https://myra.gov/; an employer information page 
is at https://myra.gov/employers/. 

from the employer pilot appears to be the 
development of the ability to have contributions 
drawn directly from a checking or savings ac-
count, rather than relying on direct deposit. This 
change was specifically done to enhance access 
to the product’s “target” audience: non-savers, 
particularly “1099 workers” who don’t get a 
regular paycheck; self-employed business own-
ers; and those who are not covered by, or are 
not eligible for, an employment-based plan. 

That said, MyRA retains the $15,000 
accumulation cap, at which point it is as-
sumed that the balance will roll into another 
retirement vehicle. There are no provisions for 
employer matching contributions, and the stan-
dard income limits for Roth IRA contributions 
apply, as do the contribution amounts ($5,500 
annually and another $1,000 in catch up contri-
butions for those over age 50½). 

Treasury’s Mark Iwry emphasized on the 
launch announcement that this program was 
not set up to compete with employment-based 
plans, and he encouraged employers who were 
interested in providing matching contributions 
to consider setting up a “regular” plan, such as 
a 401(k).

The Treasury Department has officially 
launched its MyRA program on a national 
basis, hoping to “create a savings habit that will 
grow,” according to Treasury Secretary Jacob 
Lew.

While the Nov. 4 launch was new, the 
program is not. Originally unveiled in President 
Obama’s 2014 State of the Union address, the 
MyRA initiative has been operating since late 
last year in a pilot program with a number of 
employers. 

The program, basically a Roth IRA in 
structure, has been refined somewhat. During 
the launch, it was announced that the program 
carried no fees or cost to open, subjected the 
saver to no risk of principal loss (accounts will 
earn interest at the same rate as in the Thrift 
Savings Plan’s Government Securities Fund, 
which had an average annual return of 3.19% 
over the 10-year period ending Dec. 31, 2014), 
and could be opened with any contribution 
amount.

While there has been some clarity around 
the investment and fee structure, and some 
enhancement of both the web and information-
al materials, the biggest improvement to emerge 
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Questions about investments 
and returns:

What’s our rate a return since the plan 
started? (from a plan I’ve done the adminis-
tration on less than 5 years, but it’s existed 
for 10 or more and I never received historical 
data.)

What kind of return can I expect?

‘How Can I Be a Fiduciary  
if I Don't Want To Be One?’

BY NEVIN E. ADAMS, JD

There are easy questions, and tough questions, irritating questions, and “eye-rollers” 
(like the one above) — NAPA Net readers recently shared the biggest “pain in the butt” 
questions they routinely get. See how it matches up with your experience.

Questions about technology:

 How do I access my account online?

And some that just  
defy categorization:

Does your company have a SOC16 
report?

Why is there so much complexity?

What exactly do you do?

Do you have clients in our specific industry?

My broker says I need a TPA, can you 
explain what you do again?

And questions about the law:

Since I’ve never been sued, why would I 
need an ERISA attorney?

And about their fiduciary role:

How can I be a fiduciary if I don’t want 
to be one?

Some were seeking “insights” 
about recordkeeping:

Why did my other advisor/recordkeeper/
TPA/consultant ever tell me that? Doesn’t 
matter the subject of the question, I always 
know this will end up damaging my relation-
ship with the other service provider at some 
point.

Why does our recordkeeper have so 
many issues?

And there were, of course,  
questions from participants:

This comes from participants still em-
ployed and under 59.5... That is my money. 
Why can’t I close my account, take my money, 
and pay the taxes and penalties?

When can I get my money?

How come I can’t get my money out if I 
am still working?

From participants: Can you check by 
bank account and see if my 401k distribution 
has been deposited? (I work for the TPA, that 
is not a bank.) Latest goofy situation was 
from a participant that wanted to confirm the 
steps for mailing a letter.

When clients have participants call our 
office wanting to know why they can’t “have 
their money.” After explaining the rules and 
regulations surrounding distributions from 
qualified plans, if they still complain I tell 
them to call the IRS!



There were, lots and lots (and 
lots) of questions about fees:

 My payroll company will “do” my 401k 
for free, can you lower your fees?

How much are we paying for...

There won’t be an extra fee for that, 
right?

Why wouldn’t I choose the cheapest 
retirement plan available?

Why should I use you when I can get this 
cheaper elsewhere?

Is that really and a reasonable amount to 
pay them? How much do your other clients 
pay...

Questions about plan design:

What is profit sharing? Why can’t I use 
my SSN as my plan EIN?

Why do I have to cover anybody except 
my family members who are employees? (ac-
tually asked by several clients/prospect) 

Why can’t I just give my secretary a 
contribution and no one else? (actually asked 
by a client)

How do I know if I will have a discretion-
ary profit sharing contribution?

At first pitch meeting: “I already started 
deferring, so how does that affect things?”

Can you help me find where all our plan 
assets are?

Why does he get a contribution, if he did 
not defer?

Hardship reasons! Having to explain that 
these are the IRS rules for what they consider 
a hardship to a participant does not always go 
over well.

Being told but a client they have run the 
entire year differently without telling you. 
Change in compensation... eligibility etc.

NAPA-NET
pollin

g places

Thanks to everyone who participated in 
this NAPA Net Reader Poll!  We post up 
a new question every Monday on  
www.napa-net.org.  Got a question you’d 
like to pose to our readers? Email me at 
nevin.adams@usaretirement.org.
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Many of these questions defy a 
cogent (non-satirical) response, 
and yet readers did offer some 
insights:

Yes, I’ve just decided that they aren’t the 
kinds of clients I really want to be associated 
with...

There’s nothing, except the gentle obvi-
ous, I could answer the client that wouldn’t 
make either them seem like an idiot or me 
seem like an ass.

Don’t shoot the messenger. 

Yes and no. Pay me now or pay me later... 
said nicely of course.

Although I am tempted to say... “when 
HE*^&$% freezes over” I try to be nicer than 
that!

But my favorite came from the reader 
who said. “By all means, please move your 
plan to your payroll provider, we will see you 
back in two years and here are our fees for the 
IRS self-correction programs up front.” N
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The conclusion? In the report, EBRI 
Research Director Jack VanDerhei concludes 
that, “even at today’s historically low interest 
rates, the use of QLACs, through the transfer 
of longevity risk to the insurer, provides a 
significant increase in retirement readiness for 
the longest-lived quartile with only a small 
reduction for the general population.”

What’s significant? Well, under the first 
scenario outlined above, the EBRI analysis 
finds that the increase in retirement readiness 
ratings (RRR) for those in the longest relative 
longevity quartile (those estimated to live 
longest) among Gen Xers is 3.5%, for Late 
Boomers 2.9%, and for so-called “Early” 
Boomers 1.9%. The report also explains that 
the larger percent increases for the young-
er cohorts are largely a function of having 
the larger 401(k) balances as a multiple of 
earnings.

Interest Rate Impact 
Of course, as VanDerhei notes, those 

results are based on today’s “historically low” 
interest rates — things improve if interest 
rates rise (and the associated premia decline); 
a 20% decrease in premium rates increases 
the range of RRR increases to 3.2% for Early 
Boomers and 5.3% for Gen Xers, while a 
30% decrease in premium rates increases the 
range of RRR increases to 4.5% even for 
Early Boomers. 

The differences modeled by EBRI are, 
of course, hypothetical. Additionally, we do 
not know what, if any impact, the return of a 
more typical interest rate regime might have 
on actual take-up rates by individuals (and 
plan sponsors). 

Those assumptions notwithstanding, 
absent an improvement in availability and 
take up rates, those differences in age, income 
and expected longevity seem to influence 
interest in this product), it may not make any 
difference at all. N

Using higher replacement rates — say 
70%, or even 80% — the 401(k) plans were 
found to have a much higher probability 
of success than the DB plans for all groups 
except for the lowest-income quartile (where 
the results were virtually even).

So, for those looking to enhance their 
retirement success odds, eligibility for a DC 
plan seems to be a good place to be.

QLAC-Nostic? 
Assumptions also play a key role in 

assessing the impact on retirement security of 
finances of a Qualifying Longevity Annuity 
Contract, or QLAC, an insurance product 
designed to provide monthly benefits, but at 
an advanced retirement age (say 80, or 85). 
Because of that design difference, QLACs can 
be offered for a small fraction of the cost for 
a similar monthly benefit at retirement, and 
many believe that this type of product would 
at least partially mitigate the individual’s 
reluctance to surrender control over a large 
portion of their defined contribution and/or 
IRA balances at retirement. To sweeten that 
pot, last year regulators issued final rules clar-
ifying that a QLAC would be exempt from 
the requirement that distributions from DC 
plans and IRAs would typically need to begin 
by age 70½. 

The EBRI analysis models two scenari-
os under which QLACs could be utilized as 
part of a 401(k) plan. In the first, 15% of the 
401(k) balance with the current employer is 
converted to a QLAC premium (in the analy-
sis the risk of purchasing when interest rates 
are low is mitigated by using a 10-year ladder 
of purchases based on 1.5% of the 401(k) 
balance each year from ages 55-64). The sec-
ond assumes that (some) plan sponsors would 
be willing to convert the accumulated value 
of their 401(k) contributions to a QLAC 
purchase at retirement age on either an opt-in 
or opt-out basis for the employees.

sk someone if you’re better off 
buying or leasing — renting 
or taking on a mortgage — or 
even paying cash or credit for 
a purchase and, if you’re given 
a thoughtful response, odds are 
it will come prefaced with a 

qualifier that it depends. The reality is that 
such determinations aren’t generally abso-
lute — much depends on the assumptions 
made about the term of the purchase, or the 
longer-term intentions of the acquirer. 

So, when it comes to the question of 
which type of plan provides a better retire-
ment income outcome, defined benefit or 
defined contribution, many in academia will, 
and have, responded — almost reflexively 
— that the defined benefit design is superior. 
But the better, more thoughtful response is, 
of course, “it depends”... on the assumptions 
you make and your preferences on outcome. 
Assumptions on things like length of service, 
tenure, market returns, and plan design that 
determine the benefits accrued, as well as the 
threshold of success — how much you have 
versus how much you will need. 

The most recent analysis, by the non-
partisan Employee Benefit Research Institute 
(EBRI), employed certain specific assumptions 
about benefit crediting rates of a DB design, 
as well as interest rates and service credits. 
Focusing on employees who are eligible for 
participation in a retirement plan for at least 
30 years, EBRI found that a final-average DB 
plan with an accrual rate of 1.5% is more 
likely to provide “successful” outcomes for 
lower-income workers (when those employ-
er-provided retirement benefits are added 
to the expected Social Security benefits). 
That said, the difference is that while the DB 
structure provides a successful outcome for 
99%, the DC structure — and mind you, the 
analysis focused on voluntary, not automatic, 
enrollment plans — means success for the 
vast majority (86%) as well.

A
BY NEVIN E. ADAMS

When You Assume…
Which is “better” — DB or DC?
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WHY WOULD YOU PAY FOR 
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John Hancock Life Insurance Company (U.S.A.) and John Hancock Life Insurance Company of New York are collectively referred to as “John Hancock”.  

Both John Hancock Life Insurance Company (U.S.A.) and John Hancock Life Insurance Company of New York do business under certain instances using the John Hancock Retirement Plan Services name. 
Group annuity contracts and recordkeeping agreements are issued by: John Hancock Life Insurance Company (U.S.A.), Boston, MA 02210 (not licensed in New York) and John Hancock Life Insurance 
Company of New York, Valhalla, NY 10595. Product features and availability may differ by state. John Hancock Investment Management Services, LLC, a registered investment adviser, provides 
investment information relating to the contracts. Plan administrative services may be provided by John Hancock Retirement Plan Services LLC or a plan consultant selected by the Plan.
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How retirement plan providers allocate plan costs matters. It matters to you and it matters to your participants. Do 

you know if you are paying for someone else’s recordkeeping costs? At John Hancock, we offer a new way of pricing 

401(k) plan services that gives you a more equitable way to allocate plan expenses among participants ... regardless 

of their investment choices.

Talk with your John Hancock representative to learn more about building a plan that is flexible, tailored, and fair. 

Visit jhrps.com/freecoffee or scan the QR code below to learn more.


