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ÅPlan designs

ÅDifferences between service providers

ÅMeasuring the cost of a retirement plan

ÅInvestment options
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Characteristics of DC Plans

ÅThe contribution formula is defined in the 
plan

ÅContributions are allocated to individual 
account balances

ÅEmployees typically assume investment risk

ÅBenefits arenôt guaranteed (by the Pension 
Benefit Guaranty Corporation)

ÅRetirement funds are more portable

ÅHigh demand by employees

2



Securities offered through LPL Financial, Member FINRA/SIPC. Investment Advice offered through Independent Financial Partners, a Registered 
Investment Advisor and separate entity from LPL Financial.

Characteristics of DB Plans

ÅRetirement benefit formula is defined in the plan
ÅThe benefit generally based on service and/or 

pay
ÅBenefits are guaranteed by the Pension Benefit 

Guaranty Corporation (PBGC)*
ÅAssets are unallocated to plan participants
ÅThe employer assumes investment risk and 

reward
ÅBenefits arenôt as portable

* Guarantees by the PBGC may be limited per participant .
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401(k) Plan Overview
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Traditional 401(k) Plan

ÅParticipants defer pay before taxes

Sxubject to taxes upon withdrawal and tax 
penalty if withdrawn prior to age 59 1/2 

ÅEmployers may match salary deferrals

ÅEmployers can receive tax deduction

ÅCanôt favor highly compensated 
employees

ÅRestrictions on withdrawals

ÅFlexible plan design
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Traditional 401(k) Plan

ÅEmployees are 100% vested in their salary 
deferrals

Å$16,500 deferral limit (in 2011), over age 50 
$5,500 catch -up contribution may be possible

ÅUsed alone or as a supplement

ÅPortable

ÅExpenses can be shared
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Why are 401(k) Plans Popular?

ÅOffer flexible plan designs

ÅOffer variety of investment options

ÅAre used alone or to supplement an existing 
retirement plan

ÅMake investing/contributing easier

ÅTransfer investment risk, responsibility and 
expense to employees.

ÅHelps employees prepare for retirement

ÅHelps recruit and retain quality employees
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Growth in 401(k) Plans
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Source:  Cerulli Associates Quantitative Update ïRetirement Markets 2010
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Growth of 401(k) 
Retirement Plan Funds

Source:  Cerulli Associates Quantitative Update ïRetirement Markets 2010
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Future Projections on Growth of 
401(k) Retirement Plan Funds

Source:  Cerulli Associates Quantitative Update ïRetirement Markets 2010
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Design
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Traditional 401(k) Plans

Plan Design

ÅEligible Employees

ÅWaiting Period

ÅContributions

ÅLimits

ÅLoans

ÅVesting

ÅWithdrawals
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Eligibility

ÅEligibility requirements

-Typically age and service 

ÅEntry Date

-Can be annual, semi annual, quarterly, 
monthly, daily

ÅWho is an eligible employee?

-In general, any common law employee

ÅWhat employees can be excluded from the 
plan?
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Contributions

ƀSalary Deferrals

-Limitations

-Catch -up Contributions

-Automatic Salary Deferrals

ƀEmployer Match

-Based on salary deferrals

ƀBase/non -elective employer contribution

ïNot based on salary deferrals

ƀ Profit Sharing

-Can be stated or discretionary
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Vesting Schedule Examples

ÅCliff

ÅGraded

Years of Service 1 2 3

Vesting % 0% 0% 100%

Years of Service 1 2 3 4 5 6

Vesting % 0% 20% 40% 60% 80% 100%
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Withdrawals & Distributions

ÅIn -Service Withdrawals

ÅDistributable Events

ÅInvoluntary Distributions

ÅLoans

ÅRequired Withdrawals

Money withdrawn from 401(k) plans is subject to ordinary income tax.  
If withdrawn prior to age 59 ½ tax penalty may apply.  If an 
employee quits or is terminated and has a plan loan, the outstanding 
balance is generally considered a distribution and subject to tax and 
early withdrawal penalties if under age 59 ½
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Typical Plan Design

ÅAge 21
Å3 month waiting period to receive employer 

contribution
Å1,000 hours of service
Å50% employer match up to 6% of compensation
Å2% employer non -matching contribution
Å3 year cliff vesting schedule
ÅAuto enrollment at 3% after 3 months into a 

default investment option
ÅAuto escalation for all defaulted employees ï1% 

each year up to 15%
This is a hypothetical example and not representative of any specific plan.  
Your situation will vary.
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How does plan design affect 
Participant Retirement Readiness

ÅIntended results?

ÅUnintended results?
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Difference Between Service Providers
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Selecting a Service Provider

Consider the following:

ÅDoes the service provider offer all the desired 
services?

ÅInvestment flexibility

ÅDo their retirement products meet my 
goals/objectives?

ÅWhat is their fee structure? 

- Cheaper is not always better
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Don t Ignore Any Retirement Service 
Component

Plan

Sponsor

Investment

Management

Employee

Communication

Recordkeeping

Services
Compliance

Services

Plan Consulting
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Technology Expertise

ÅWhat has each company invested in enhancing 
its infrastructure in the last 5 years?

ÅIs just having Internet access enough?

ÅIs electronic reporting the norm?

ÅWill the services improve participant retirement 
readiness?
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Callan Chart
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Morningstar Style Box TM

Large 

Company 

Value

Medium 

Company 

Value

Small 

Company 

Value

Large 

Company 

Blend

Medium 

Company 

Blend

Small 

Company 

Blend

Large 

Company 

Growth

Medium 

Company 

Growth

Small 

Company 

Growth

GrowthBlendValue

Large

Medium

Small

The Morningstar Style BoxTM reveals a fundôs investment strategy. For equity funds the vertical axis shows the market 

capitalization of the stocks owned and the horizontal axis shows the investment style (value, blend, or growth). For fixed-

income funds the vertical axis shows the average credit quality of the bonds owned and the horizontal axis shows interest 

rate sensitivity as measured by a bondôs duration (short, intermediate, or long).
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Style Box
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 Investment Matrix   
 

  

 

Value Blend Growth 
 

   Large 

   Medium 

   Small 

   International 

Stable Value Target Date Diversified Emerging Markets  Intermediate Bond 

    

 
 
 
Source:  Morningstar  
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Sample Fund Line - Up
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 Investment Matrix   
 

BASED ON INVESTMENT REVIEW AND ANALYSIS AS OF DECEMBER 31,  2010  

 

Value Blend Growth 
 

Fidelity Equity Income 
Fidelity Growth & Income  

Fidelity Spartan 500 Index Inv  
Fidelity Magellan 

Fidelity Contrafund Large 

Fidelity Low Priced Stock  Fidelity Mid-Cap Stock Medium 

Fidelity Small Cap Value    Small 

 Fidelity Overseas  International 

Asset Allocation Target Date Diversified Emerging Markets  Intermediate Bond 

Fidelity Asset Mgr 20% 
Fidelity Asset Mgr 50% 
Fidelity Asset Mgr. 70% 

Fidelity Puritan 

Fidelity Freedom Income 
 

Fidelity Freedom 2000 - 2050 
Fidelity Emerging Markets  Fidelity Interm Bond 

 
 
 
Source:  Morningstar  

This is for illustrative purposes only and not intended as a recommendation
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Sample Fund Line - Up
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 Investment Matrix   

BASED ON INVESTMENT  REVIEW  AND ANALYSI S AS OF DECEMBER 31,  20 10  

 

Value Blend Growth 
 

Allianz NFJ Dividend Value Admin  
Fidelity Spartan 500 Index Inv 

American Funds Fundamental Invs R4  
Fidelity Contrafund Large 

 Vanguard Mid-Cap Index  Medium 

Allianz NFJ Small Cap Value Admin   Royce Value Plus Svc Small 

 
American Funds EuroPacific Gr R4  

Thornburg International Value I  
 International 

Stable Value Target Date Diversified Emerging Markets  Intermediate Bond 

Principal Fixed Account 
Fidelity Retirement Money Market  

Brokerage Link 

Fidelity Freedom Income 
 

Fidelity Freedom 2000 - 2050 
Fidelity Emerging Markets  PIMCO Total Return Admin  

 
Source:  Morningstar  

This is for illustrative purposes only and not intended as a recommendation
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Outsourcing Services

Employee Services

ÅTermination/benefit 
event services

ÅLoan services

ÅEducation services

ÅReport services

Employer Services

ÅData transmission

ÅCompliance Testing

ÅGovernment 
Reporting

ÅEmployer Education

ÅPlan Design 
Consulting
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Enhanced Employee 
Communication Services

ÅEnrollment meetings

ÅAccess to multiple languages

ÅInternet access to account information

ÅOnsite re -enrollment meetings

ÅVideo/teleconference/web conference

ÅMicro site
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Fiduciary Issues
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What  is a Fiduciary?

ÅPlans must have at least one fiduciary (a person 
or entity) named in the written plan

ÁCan be identified by office or by name

ÁMay be an administrative committee or a 
companyôs board of directors

ÅStandards of conduct:

ÁAct solely in the interest of and with the 
exclusive purpose of providing benefits to plan 
participants and their beneficiaries

ÁCarry out duties prudently
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What  is a Fiduciary?

ÁFollow the plan documents (unless inconsistent 
with ERISA)

ÁDiversify plan investments to minimize the risk 
of large investment losses to the plan

ÁPaying only reasonable plan expenses. 

ÅDuty to act prudently is a central responsibility

ÅRequires expertise in a variety of areas, such as 
investments.

ÁFiduciary who lacks the required expertise 
should hire someone with the necessary 
professional knowledge 
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Who is a Fiduciary?

34

ÅSomeone who exercises discretion or control in 
administering and managing a plan the planôs 
assets
ÅAnyone who renders investment advice to the 

plan or its participants for a fee
ÅBased on the functions performed for the plan, 
not just a personôs titleô
üMany actions involved in operating a plan make 

the person or entity performing them a 
fiduciary

üKey determinant is whether you are exercising 
discretion or control over the plan.
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Who is a Fiduciary?

35

ÅOrdinarily includes trustees, investment advisers, 
members of plan administrative committee, and 
those who select committee members.

ÅAttorneys, accountants, and actuaries generally 
are not fiduciaries when acting solely in their 
professional capacities
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Who is a Fiduciary?

36

ÅSomeone is not a fiduciary if they make a 
decision to:

¶to establish a plan
¶to determine the benefit package
¶to include certain features in a plan
¶to amend a plan
¶to terminate a plan

ÅThe person who implements the decisions may 
be a fiduciary in carrying out these decisions
ÅDOL has proposed to broaden the definition of 

who is considered a fiduciary
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What  is a Fiduciary?

ÅERISA 3(21) General Fiduciary

ÁExercises discretion or control in administering 
and managing a plan the planôs assets or 
renders investment advice to the plan for a fee

ÅERISA 3(38) Registered Investment Manager

ÁAppointed discretionary authority to manage 
plan assets

ÅERISA 408(g) Fiduciary Advisor

ÁProvides investment advice to the participants 
for a fee
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Best Practices

38

Governance Investment Policy Utilization of Advisors

Ç Board resolution to create 
committee

Ç Committee in place

Ç Defined roles/Bylaws

Ç Scheduled meetings

Ç Meeting Minutes

Ç Written policy in place

Ç Content of policy

ÁGoals/objectives

ÁAsset classes/ 
benchmarks

ÁProcedures for hiring/  
firing managers

ÁFund evaluation process 
ïwatch list

Ç Independent/objective 
advisors

Ç Defined responsibilities

Ç Written contracts

Ç Auditors

Ç ERISA Counsel

Fiduciary Process Investment Menu Investment Communication

Ç Annual review of 
investment policies

Ç Ongoing monitoring of 
investments

Ç Fee benchmarking

Ç Provide RFP Process

Ç Documentation 

Ç Adequate fund coverage

Ç 404(c) compliance

Ç Fund options meet 
participant needs

Ç Proper disclosures

Ç Target date fund selection

Ç Fund fact sheets include 
investment management 
fees

Ç Program documented 
annually

Ç Ongoing participant 
feedback
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Plan Fiduciary Requirements

ÅEstablish a prudent process for selecting
investment alternatives and service providers

ÅEnsure that fees paid to service providers and
other expenses of the plan are reasonable in
light of the level and quality of services
provided

ÅSelect investment option alternatives that are
prudent and adequately diversified

ÅMonitor investment alternatives and service
providers once they re selected to see that they
continue to be appropriate choices .

Á Source:  A Look at Plan Feeséfor Employees.The Department of Labor.

39



Securities offered through LPL Financial, Member FINRA/SIPC. Investment Advice offered through Independent Financial Partners, a Registered 
Investment Advisor and separate entity from LPL Financial.

Investment Policy Statement

ÅEstablishes a framework for making investment 
decisions and managing fiduciary risk

ÅIdentifies:

- Plan investment goals

- Appropriate asset classes

- Role of each asset class

- Process of selecting, monitoring, and 
terminating investment options

- Special provisions and restrictions
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Cost Disclosure Considerations

ÅCannot make informed cost -benefit decision
without knowing total cost of plan

ÅFederal fiduciary requirements state you must
consider costs charged to plan when selecting
investment options and service provider

ÅIf ever audited by DOL, may need to provide
documentation that costs were considered in
evaluating service provider
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Methods of Calculating Fees

ÅAsset -Based 

-Based on amount of assets in the plan

-Expressed as percentages or basis points

ÅPerson -Based

-Based on # of eligible employees

ÅTransaction -Based

-Based on the execution of specific plan -
related activities
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Asset based fees can grow
a loté

Example

ÅAssets are $30 mil, average expense is .90%, 
expenses are $270,000

ÅExample 5% growth
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Year Assets (mil) Expenses

Year 1 $31.5 $284,000

Year 2 $33.1 $298,000

Year 3 $34.7 $312,000

Year 4 $36.5 $329,000

Year 5 $38.3 $345,000

This is a hypothetical example and not representative of any specific plan.  Your situation will vary.



New Disclosure Rules
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