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Publishers Letter

sean d. Patton      Thomas F. Zamiara 
Partner       Partner 

Welcome to our Winter 2016 Issue of Confero

Westminster Consulting is starting off the New Year with a bang!  The 13th issue of Confero is 
focused around investments.  With the changing regulatory and investment environment around 
retirement plans, we felt it was timely dedicating this issue to investments and many of the fidu-
ciary and regulatory concerns supporting the investments in your retirement plan.

Winter 2016 Confero features one of our more robust lineups, featuring many award-winning 
contributors and thought leaders.  We’ve compiled a fantastic collection of contributors from all 

over the retirement landscape.  
ERISA attorneys, financial 
advisors, recordkeepers, and 
investment analysts are just 
some of the many writers in 
this issue.  The diversity of the 
contributing writers has made 
the Winter 2016 Issue of 
Confero one of the most com-
prehensive to date. 

In this issue, we discuss vari-
ous topics including equities, 
pension de-risking, diversi-
fication, target date funds, 
money market funds, invest-
ment policy statements, and 
much more.  Our goal with 
this magazine was to give you 

information you can draw on to better understand the world of investments, and  compliment the 
good work you are already doing for your plans.

If there was a topic which has not been covered, or if you have a question on one of the articles, 
please send me an email at tfzamiara@westminster-consulting.com. 

Please note that the articles included in this publication are general information and are not in-
tended as legal advice, nor should you consider them as such.  
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Roland Salmi is an Associate Analyst 
of Westminster Consulting where he is 

involved in performance analysis, client 
projects, and Senior Consultant support. 

Roland earned a B.S. in Psychology, an A.S. 
in Business Administration from Elmira 

College and an M.B.A. with concentrations 
in Corporate Finance and Accounting from 

St. Bonaventure University.  

Bill Walsh is Vice President, Regional Sales Director, is well versed in all retirement 
markets, and has extensive experience working with corporate, non-profit, and 

governmental organizations. Bill recognizes the importance of aligning retirement plan 
initiatives with overall client organizational goals. His experience consulting on various 

organizational designs uniquely qualifies him to understand his clients’ diverse retirement 
challenges and developing custom solutions to address those needs.   

Bill has more than 25 years of expertise in retirement plan design, service, execution, and 
consulting. Bill has led teams ranging from operations and service delivery, to strategic 
relationship and consulting. Bill has a B.S. in Finance from the University of Scranton, 

holds a Series 6, 63 and various state life and health insurance licenses.

Gabe Potter is a Senior Investment Research Associate at Westminster Consulting, where 
he is responsible for designing strategic asset allocations and conducts proprietary market 

research.

Gabriel earned his M.B.A. with concentrations in Corporate Finance and Computers & 
Information Systems from the University of Rochester’s William E. Simon School of Business 

and his B.A. in Economics and a Certificate of Business Management from the University 
of Rochester. He currently holds a Series 66 license from the NASD and an Accredited 

Investment Fiduciary Analyst designation (AIFA®) from the Center of Fiduciary Studies.

Daniel Sharpe has nearly 40 years 
of experience as a tax and employee 
benefits attorney and is of counsel to 
Bond, Schoeneck & King, PLLC.  A 
significant part of his practice has recently  
involved advising ERISA Fiduciaries 
in best practices, governance, and risk 
management.  He is a graduate of the 
University of Rochester and the Ohio 
State University College of Law.

Max Kesselring is the Marketing & Public Relations Coordinator at Westminster 
Consulting where he is involved in social media, external communications, and Senior 
Consultant support. He is the head creator and graphic designer for Confero. 

Max is a graduate of the State University of New York at Fredonia where he earned his 
bachelor’s degree in Communications, more specifically Media Management, as well as a 
minor in Visual Arts and New Media. 

Blaine Aikin is the Chief Executive Officer of fi360 and a recognized thought-leader in the field 
of financial advice and fiduciary responsibility. At the helm of fi360 since 2007, he has directed 
the rise to prominence of the company’s professional development capabilities, investment 
management platform for advisors, and business research and practice management services 
that help advisors and financial institutions to gather, grow, and protect investor assets. His rich 
experience includes having been a financial planning practitioner, Chief Investment Officer, and 
corporate executive responsible for the design, delivery, and management of investment products.

Mr. Aikin is a well-known speaker and author of numerous articles on the subjects of fiduciary 
responsibility and investment management. He is the author of the monthly Fiduciary Corner 

column in InvestmentNews magazine.  He has been named to Investment Advisor magazine’s IA25 list of the most influential people in the 
investment advisory community and one of the ten most influential individuals in the 401(k) industry by RIABiz. He is Chair-Elect of the Board 
of Directors for the CFP Board of Standards and will serve as Chair in 2017.  

Mr. Aikin received a Bachelor Degree in Economics and Political Science from Allegheny College and his Master of Public Management and 
Policy degree from the Heinz School of Carnegie-Mellon University (CMU). Upon graduation from CMU, he was selected for the prestigious 
Presidential Management Intern Program. 
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Marcia Wagner is a specialist in pension and employee benefits law, and is the principal of 
The Wagner Law Group. The Wagner Law Group is one of the nation’s largest boutique law 

firms, specializing in ERISA, employee benefits, and executive compensation. Wagner founded 
the group over 19 years ago.  A summa cum laude and Phi Beta Kappa graduate of Cornell 
University and a graduate of Harvard Law School, she has practiced law for over 28 years. 

Wagner is recognized as an expert in a variety of employee benefits issues and executive 
compensation matters including, qualified and non-qualified retirement plans, fiduciary issues, 

all forms of deferred compensation, and welfare benefit arrangements.  She has been inducted 
as a Fellow of the American College of Employee Benefits Counsel and for the past six years 

401kWire has listed Wagner as one of its 100 Most Influential Persons in the 401(k) industry. 

Tom Waters is the Defined Contribution Practice Leader at Manning & Napier. In this 
capacity, he is responsible for setting the strategic direction of Manning & Napier’s defined 

contribution investment business across distribution channels and products. He is
responsible for implementing brand, messaging, thought leadership, and product set of 

Manning & Napier’s DCIO business that is kept in line with strategic objectives, industry 
trends, and policy shifts.

Tom has over 15 years of experience in the financial industry. Prior to joining Manning & 
Napier in 2014, he served as a Managing Partner and Investment Consultant at Gosselin 
Consulting Group. Tom has worked with DC plan sponsors and consultants throughout

his career, including positions with JP Morgan Asset Management, OFI Institutional Asset 
Management, and Putnam Investments. Tom has served as the Vice Chair of the Public Policy 

Committee for the Defined Contribution Institutional Investment Association. He was
also a member of the 401(k) Plan Investment Committee for the OppenheimerFunds, Inc. 

Capital Accumulation Plan.

Tom earned his B.A. in Economics and Government from Saint Lawrence University and his 
M.B.A. from the Johnson Graduate School of Management at Cornell University. He is an 

NASD Registered Representative and holds Series 7 and 66 licenses. 

Michelle Capezza is a Member of Epstein Becker + Green in the Employee Benefits and 
Health Care and Life Sciences practices. Michelle also co-leads the Technology, Media, and 
Telecommunications strategic industry group in the Labor and Employment practice (visit 
the blog at www.technologyemploymentlaw.com). Capezza practices law in the areas of 
ERISA, employee benefits, and executive compensation. As well as provides legal counsel 
on qualified retirement plans, ERISA fiduciary responsibilities, non-qualified deferred 
compensation arrangements, employee welfare benefit plans, equity/incentive programs 
and benefits issues that arise in corporate transactions. These benefits issues can vary from 
financial services, health care, technology, media, telecommunications, hospitality, and retail.  

Michele O. Heffernan became of counsel 
to Bond Schoeneck & King, PLLC, upon 
its combination with Jaeckle Fleischmann 
& Mugel, LLP on January 1, 2016.  She 
focuses her practice on retirement plans, 
executive compensation, multiemployer 
plans, and employee benefits in 
acquisitions and divestitures.  She is a 
graduate of the College of New Rochelle 
and the State University of New York at 
Buffalo Law School.

Jeff Tyler is a Portfolio Manager for the Principal LifeTime and CIT Funds at the Principal 
Financial Group. He joined the firm in 2011. Previously, Jeff was the Chief Investment Officer at 
EXOS Partners, a financial advisory firm in San Francisco. Jeff began his career as an Institutional 
Fixed Income salesman at Citibank. From there he moved to Benham Capital Management, 
where he managed a variety of fixed-income portfolios, and eventually managed the Fixed 
Income department. From 1988 – 2009, Jeff was a member of the quantitative equity group and 
developed the Asset Allocation team at American Century. He was responsible for the design 
and management of several investment products including the Strategic Asset Allocation Funds, 
the Learning Quest 529 funds, and the Livestrong target date series of portfolios. Jeff received 
his B.A. Degree in Economics from the University of California at Santa Barbara and earned his 
Masters of Management from J.L. Kellogg Graduate School of Management at Northwestern 
University. He has earned the right to use the Chartered Financial Analyst designation.

Paul Holloway is a Partner and the Chair 
of the Employee Benefits Department at 

Harter Secrest & Emery LLP.   He designs 
employee benefit programs, including 
403(b), 457, 401(k), 125, pension, etc. 

Holloway advises clients regarding benefits 
governance issues, and assists clients in 

the design and implementation of pension 
de-risking strategies. Holloway was named 

in Best Lawyers® as the “Best Lawyers’ 2013 
Rochester, NY Employee Benefits (ERISA) 

Law Lawyer of The Year.” He was also 
selected by his peers for inclusion in, Best 
Lawyers in America® (Employee Benefits 
(ERISA) Law) and Super Lawyers® from 

2007-2015. Holloway is AV ® Peer Review 
Rated by Martindale-Hubbell. 
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note: The articles included in this publication are general 
information and are not intended as legal advice, nor should you 
consider them as such. You should not act upon this information 
without seeking professional consent.
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anderson V. Principal life insurance Company 
In a case against Principal Life Insurance Company, the judge ruled 
there were excessive fees being charged to plan participants. The de-
fendants breached their fiduciary duty by using all Principal funds and 
using Principal’s own administrative services to recordkeep a $2 bil-

lion plan for 14 basis points. Principal Life have lowered that fee to 7 basis points, paid $3 million to the plan, 
and reduced plan fees going forward by $8.1 million.

The City of Providence v. Buck Consultants, llC 
A U.S. district court has dismissed the city of Providence, Rhode Island’s claim against Buck Consultants (Xerox) 
for miscalculating $700,000 of savings the city expected to achieve through pension overhaul where they sus-
pended Cost of Living Adjustments for retirees. The city reasoned that they would not have agreed and settled 
negotiations with city union workers if the city had known the error in cost savings.  

sulyma v. intel Corporation
A former Intel Corp. employee is suing officials at the company for breaching their fiduciary responsibility by in-
vesting defined contribution participants’ retirement money in custom target-date series, and a global diversified 
fund that is invested in “risky and high-cost” hedge funds and private equity funds. The lawsuit further claims 
that participants were not adequately made aware of the risks, fees, and expenses associated with such funds. 
Intel’s target-date series and diversified fund have been underperforming peers. The target date series is the larg-
est component of Intel’s 401(k) plan with $3.63 billion in assets as of April 30, 2015. The global diversified fund 
is the biggest option in the profit-sharing plan. 

Urakhchin v. allianz asset Management
Plan participants filed a lawsuit against Allianz, claiming the company and its asset management partners, 

including PIMCO, misused employees’ 401(k) plan assets for their own financial benefit. The 
complaints conclude that the total plan cost of 77 basis points is outrageously high 
for a defined contribution plan with over $500 million in assets. Named in the com-

plaint is Allianz COO, John Maney, who runs the plan and committee. The lawsuit 
also claims that the plan fiduciaries used proprietary mutual funds even though plan 

participants would be better served by investments managed by unaffiliated compa-
nies. The defendants also allege imprudence in due diligence in selecting unreasonably 

expensive and aggressive funds that were untested into the plan lineup.

osberg v. Foot locker 
Foot Locker Inc. must pay extra pension benefits to 16,000 employees for its failure to 

adequately disclose a 1996 plan amendment that froze benefits in their cash balance plan. 
The Judge chided Foot Locker for giving “false, misleading, and incomplete” information to 

its employees about their cash balance plan, and for making the changes to the plan but not 
disclosing the impact.
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Pearce v. Chrysler Group, llC Pension Plan
A court found that The Chrysler Group Pension Plan’s Summary Plan Description 
(SPD) failed to provide all the information required by ERISA about eligibility for 
supplemental benefits, so a participant who relied on the SPD and expected those 
benefits is due relief. The plan document stated that vested, terminated partici-
pants “who met the eligibility for early retirement at the date his employment 
terminated, shall not be eligible to receive an early retirement supplement,” the 
SPD said, “You do not need to be actively employed at retirement to be eligible 
for a supplement.”

Terex employees v. Terex Corporation
Terex Corporation settled a stock drop lawsuit where Terex will fund $2.5 
million to be allocated to the accounts of participants that were affected when 
Terex’s stock price collapsed, in part due to the subprime mortgage crisis. The 
complaint is that fiduciaries breached their duties to monitor those who man-
age and administer the plan assets. 

Kruger v. novant Health
In the case Kruger v. Novant Health, both parties have agreed to 
settle. Novant Health Inc., a non-profit hospital system based in 
North Carolina, has agreed to pay $32 million and has agreed to 
very significant affirmative relief. Counsel for the plaintiffs will 
see no more than $10.6 million in attorney’s fees. The case broke 
news in March of 2014, when plaintiffs sued the fiduciaries for 
breaching their fiduciary duties. Novant allowed excessive fees to 
be paid to the plan’s broker, D.L. Davis and Company and to the plans’ 
recordkeeper Great West, for including more expensive share classes 
for all of the plan’s mutual funds. The broker had gone from $800,000 in 
compensation to $6 million in just a few short years. 

ellis v. Fidelity Management Trust Company
Fidelity faces an ERISA lawsuit over their Stable Value Fund in the com-
plaint in Ellis v. Fidelity Management Trust Company. The suit alleges 
that Fidelity was engaging in imprudent investment strategies for the 
Fidelity Group Employee Benefit Plan Managed Income Portfolio (MIP) 
Commingled Pool, a stable value fund offered in 401k plans. The MIP 
was run in a matter that it held securitized debt rather than the traditional 
intermediate bonds with an insurance wrapper for the crediting rate. Because 
of this it lost a considerable amount in 2009 when its benchmark was up 8%. Fidelity also agreed 
to increase the wrap fees for the MIP from 8 basis points to 22 basis points between 2009 and 2011.   

These case excerpts can be found on PlanSponsor.com
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Why Young investors should start 
saving early and invest in equities

&
When’s the Best Time to de-Risk?

By: Bill Walsh
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Some young investors believe if they begin saving as much as they can they’ll have plenty of money when it comes 
time to retire. That’s a good start, but many of today’s youngest investors are at risk of not having enough assets 
at retirement because they are not starting to save early enough, or are too conservative with their investments. 

PERSPECTIVES ON RETIREMENT

Page 2 of 4   

TIME IS ON THEIR SIDE
Since young investors have the benefit of 30-plus years until retirement, they 
shouldn’t be as concerned with equity market volatility. “Equities have historically 
outperformed bonds and have generated strong returns over rolling 30-year periods. 
Plus, the average equity return is double that of the average bond return,” says 
Michael Rosenberg, head of IODC Distribution at Prudential Investments. Even going 
back to 1926, the lowest 30-year equity market return was still very competitive at 
8.5%, and in line with the highest bond market return period.

EQUITIES HAVE OUTPERFORMED BONDS

$1.90M

$1.86M

$875K

$263K

Worst 30-Year Period

Best 30-Year Period

$500 monthly contribution

Stocks

Stocks

Bonds

Bonds

Average: 11.3%

Average: 5.6%
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15

Bonds

Stocks

Best: 13.7%

Worst: 8.5%

Best: 8.8%

Worst: 2.2%

30-Year rolling returns (1926-2014). Stocks are represented by the Ibbotson US Large Stock Index. Bonds are represented by 
the Ibbotson US Intermediate Gov’t Bond Index. You cannot invest directly in an index.

Represents $500 monthly contribution over rolling 30-year annualized periods (60 total periods) from 1926 through 2014. Stocks  
are represented by the Ibbotson US Large Stock Index. Bonds are represented by the Ibbotson US Intermediate Gov’t Bond Index. 
You cannot invest directly in an index. Stocks: High 1/75–12/04, Low 1/29–12/58. Bonds: High 1/73–12/02. Low 1/40–12/69.

 As long as an 
investor keeps making 
contributions, the growth 
in a stock portfolio can be 
substantial compared with 
bonds, regardless of market 
conditions, due to the benefits 
of dollar cost averaging 
and the compounding 
of returns.

 – Michael Rosenberg
 Prudential Investments

When your investment horizon stretches well into the future as it does for millennials, 
equity market fluctuations can work in your favor. “In the end,” says Mr. Rosenberg, 
“as long as an investor keeps making contributions, the growth in a stock portfolio 
can be substantial compared with bonds, regardless of market conditions, due to 
the benefits of dollar cost averaging and the compounding of returns.”

UP AND DOWN MARKETS CAN CREATE OPPORTUNITY

Why young investors should start saving early and invest in equities

THe CHallenGe oF GeTTinG FRoM 
HeRe To THeRe 
A study by Prudential found that millennials, investors 
in their 20s and early 30s, expect to retire at age 67 and 
will need about $1 million to fund their retirement.1 Yet 
there seems to be a disconnect between how much these 
investors say they’ll need to retire and how they’re going 
about achieving it. 

Most troubling, according to the survey, is that more than 
40 percent of millennials are not saving for retirement at 
all. This generation, which has been hit hard by heavy 
student loan debt and reduced incomes due to lacklus-

ter employment and econom-
ic conditions, has been hard 
pressed to set aside the assets 
they’ll need to meet their re-
tirement goals. And those who 
have started saving may not be 
making the most advantageous 
investment choices. Younger 
investors might learn a thing or 

two from retirees who, not surprisingly, advise to start 
saving early and put away more. Nearly 20 percent of re-
tirees surveyed also wished they had invested more ag-
gressively.2 

aRe Millennials Too RisK aVeRse? 
Whether turned off by the financial crisis of 2008 or lack-
ing an understanding of the long-term track record of 
stock investments, many young investors tend to be risk 
averse and sensitive to market volatility. In fact, a sur-
vey from Accenture found that 43 percent of millennial 
respondents described themselves as “conservative” in-
vestors, compared with just 31 percent of baby-boom re-
spondents.3 

But if younger investors hope to reach their retirement 
savings goals, most of them will have to begin tilting 

their portfolios more heavily toward equities. Millenni-
als invested through their employer-sponsored 
retirement plans may be headed in the right direction. 
These investors have about 75 percent equity exposure in 
their workplace retirement plans4, but some experts say 
this is still too low. 

TiMe is on THeiR side 
Since young investors have the benefit of 30-plus years 
until retirement, they shouldn’t be as concerned with 
equity market volatility. “Equities have historically out-
performed bonds and have generated strong returns over 
rolling 30-year periods. Plus, the average equity return 
is double that of the average bond return,” says Michael 
Rosenberg, head of Investment Only Defined Contri-
bution (IODC) Distribution at Prudential Investments. 
Even going back to 1926, the lowest 30-year equity mar-
ket return was still very competitive at 8.5%, and in line 
with the highest bond market return period. 

When your investment horizon stretches well into the fu-
ture as it does for millennials, equity market fluctuations 
can work in your favor. “In the end,” says Mr. Rosenberg, “as 
long as an investor keeps making contributions, the growth 
in a stock portfolio can be substantial compared with 
bonds, regardless of market conditions, due to the benefits 
of dollar cost averaging and the compounding of returns.”

30-Year rolling returns (1926-2014). Stocks are represented by the Ibbotson US 
Large Stock Index. Bonds are represented by the Ibbotson US Intermediate Gov-

ernment Bond Index. You cannot invest directly in an index.

“Millenials expect 
to retire at age 

67 and anticipate 
needing about $1 
million to fund their 

retirement”

1&2Prudential: Financial Literacy and Retirement Readiness Study. 2014.
3Accenture: Generation D: An emerging and important investor segment. 2013.
4EBRI: 401(k) Plan Asset Allocation, Account Balances, and Loan Activity in 2013.



12 | Winter 2016

Represents $500 monthly contribution over rolling 30-year annualized periods (60 total periods) from 1926 through 2014. Stocks 
are represented by the Ibbotson US Large Stock Index. Bonds are represented by the Ibbotson US Intermediate Gov’t Bond Index. 

You cannot invest directly in an index. Stocks: High 1/75–12/04, Low 1/29–12/58. Bonds: High 1/73–12/02. Low 1/40–12/69. 
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 As long as an 
investor keeps making 
contributions, the growth 
in a stock portfolio can be 
substantial compared with 
bonds, regardless of market 
conditions, due to the benefits 
of dollar cost averaging 
and the compounding 
of returns.

 – Michael Rosenberg
 Prudential Investments

When your investment horizon stretches well into the future as it does for millennials, 
equity market fluctuations can work in your favor. “In the end,” says Mr. Rosenberg, 
“as long as an investor keeps making contributions, the growth in a stock portfolio 
can be substantial compared with bonds, regardless of market conditions, due to 
the benefits of dollar cost averaging and the compounding of returns.”

UP AND DOWN MARKETS CAN CREATE OPPORTUNITY

TaKinG THe eMoTion oUT oF inVesTinG 
“It’s not surprising that many millennials are investing too conservatively,” 
said Jeremy Stempien, product specialist on Quantitative Management Asso-
ciates’ (QMA) asset allocation team. “They tend to make investment decisions 
based on emotions and experiences rather than their actual capacity or ability 
to take on risk.” 

One way to address this situation is to allow professionals to assume the role 
of allocating assets. Target date funds aim to accomplish just that. “Target date 
funds can potentially help bridge the gap between the willingness and ability 
of young investors to take on risk,” noted Mr. Stempien. “A target date fund 
automatically adjusts the asset mix for an investor. They’re heavily weighted 
towards stocks early in the investor’s life when he or she has the capacity to 
take on more risk, and they become more conservative as the investor ap-
proaches retirement.” 

“Millennials face significant financial challenges,” says Mr. Rosenberg. “But they have the advantage of time on 
their side and by starting now, saving more—and allocating a higher percentage to equities early on—they stand a 
better chance of accumulating the assets they’ll need for retirement.” 

“As long as an investor keeps 
making contributions, the 

growth in a stock portfolio 
can be substantial com-

pared with bonds, regardless 
of market conditions, due to 
the benefits of dollar cost 
averaging and the com-

pounding of returns.”
-Michael Rosenberg

“Target date funds can 
potentially help bridge the 
gap between the willing-
ness and ability of young 
investors to take on risk.”

-Michael Rosenberg

deFiniTions 
Dollar cost averaging is the investing technique of purchasing an investment on a regular basis, regard-
less of price, enabling an investor to purchase more shares when prices are low, and fewer shares when 
prices are high. 

Ibbotson US Intermediate Gov’t Bond Index is an unweighted index which measures the perfor-
mance of five-year maturity US Treasury Bonds. 

Ibbotson US Large Stock Index is an unweighted index which measures the performance of large cap 
stocks 
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Let’s say an investor has done everything right in the 20 to 30 years leading up to her retirement; she’s worked hard 
and saved enough to retire in the next few years. What could possibly go wrong? 

Simply stated: bad luck—in the form of a major market drop just as she’s about to retire. 

“Suffering an extreme market event when on the verge of retirement can derail peoples’ ability to retire, or dramatically 
alter what their life will be like once in retirement,” says Michael Rosenberg, head of Investment Only Defined Contri-
bution (IODC) Distribution at Prudential Investments. “Just a few years of negative returns right before or after a person 
starts taking distributions can quickly erode decades of retirement savings, often to the point of being unable to generate 
enough income to last a lifetime.” 

THe ReTiReMenT Red Zone 
A study conducted by the PEW Research 
Center shortly after the 2008 financial cri-
sis found over one-third of adults 62 and 
older delayed retirement because of the 
recession1. Prudential has pioneered the 
concept of the Retirement Red Zone® to 
potentially protect investors during the 
most critical years prior to and just after 
retirement. Poor investment performance 
during this time can have a lasting effect 
on a portfolio, often leaving little time to 
recover. The result can be a retirement that 
runs out of money. 

HoW seQUenCe RisK Can 
Undo YeaRs oF 
PlanninG 
For young people just beginning to save 
for retirement, the biggest risk is under-
investing in more aggressive assets such 
as equities. But the greatest risk for those 
nearing retirement is an overly aggressive 
allocation with an abundance of equity in 
their portfolio. Doing so exposes them to 
what is known as sequence of returns risk. 
A few years of below-average returns right 
before or after an investor begins to take 
distributions in retirement can quickly 
erode their retirement savings to the point 
that they’ll be unable to generate enough 
income to last a lifetime. 

PERSPECTIVES ON RETIREMENT

Recovering from early losses can be challenging.

Withdrawals 
Begin at End of 

Year 1
Hypothetical Annual 

Net Return

Hypothetical 
$1,000,000 

Portfolio Value
(Negative 

Returns Early)
Hypothetical Annual 

Net Return

Hypothetical 
$1,000,000 

Portfolio Value
(Positive 

Returns Early)

Beginning Value Investor A $1,000,000 Investor B $1,000,000

1 –17.5% $ 775,000 9.9% $1,049,000

2 –11.3% $635,925 25.9% $1,269,191

3 –4.6% $553,627 17.6% $1,439,524

4 9.6% $551,973 6.6% $1,479,896

5 –9.8% $441,604 14.1% $1,632,286

6 12.1% $437,075 –19.7% $1,252,752

7 13.1% $434,629 –1.8% $1,170,509

8 18.4% $453,107 16.2% $1,298,638

9 6.0% $416,955 8.6% $1,346,983

10 –8.3% $317,109 9.9% $1,415,095

11 18.4% $308,261 –0.3% $1,343,654

12 7.2% $261,244 25.6% $1,618,418

13 –3.7% $180,290 15.9% $1,804,458

14 –1.0% $105,061 23.6% $2,156,884

15 13.0% $43,089 16.9% $2,445,768

16 16.9% $0 13.0% $2,685,819

17 23.6% $0 –1.0% $2,578,725

18 15.9% $0 –3.7% $2,400,670

19 25.6% $0 7.2% $2,488,397

20 –0.3% $0 18.4% $2,858,587

21 9.9% $0 –8.3% $2,531,018

22 8.6% $0 6.0% $2,589,865

23 16.2% $0 18.4% $2,970,595

24 –1.8% $0 13.1% $3,261,063

25 –19.7% $0 12.1% $3,554,012

26 14.1% $0 –9.8% $3,101,030

27 6.6% $0 9.6% $3,289,969

28 17.6% $0  –4.6% $3,027,566

29 25.9% $0 –11.3% $2,571,055

30 9.9% $0 –17.5% $2,003,292

Average Annual Net 
Return for 30-Year Period

SEQUENCE OF RETURNS MATTERS

6.3%
Negative Returns early 
deplete savings

6.3%
Positive Returns early can extend
savings more than 30 years despite the 
same average annual net return

The example below shows how losses early in retirement can undermine a person’s 
retirement strategy.

Each investor starts with $1,000,000 in savings and withdraws $50,000 a year 
adjusted for 3% inflation. Both portfolios result in a 6.3% average return and assume 
the same return series with the order of returns reversed in Investor B’s portfolio.

Even though our two investors 
experience the same average returns 
over a 30-year retirement period, 
the outcomes couldn’t be more 
different due to the sequence of 
those returns. Investor A’s negative 
returns early on deplete their savings 
after 15 years. Investor B’s positive 
returns have extended their savings 
beyond 30 years despite the same 
average annual net return. While a 
sufficient average annual return is 
important, the order of those returns 
may significantly impact results and 
ultimately an investor’s ability to 
achieve their retirement goals.

Page 2 of 4

Source: Prudential Investments. Chart is for illustrative 
purposes only and does not represent any particular 
security.

Source 1: Prudential Investments. Chart is for illustrative purposes only 
and does not represent any particular security.

When’s the best time to de-risk?
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PERSPECTIVES ON RETIREMENT

AVOIDING SEQUENCE OF RETURNS RISK
One of the best ways to protect wealth as retirement draws closer is to begin to 

“de-risk” the portfolio. “We believe that drastically reducing equity exposure and 
allocating more to fixed income during the 10 years before and after retirement, 
which we call the ‘Retirement Red Zone,’ can result in better outcomes,” says 
Jeremy Stempien, product specialist on QMA’s asset allocation team. “Bonds are 
much less volatile than stocks and, in fact, they have not had a decline of 10% 
or more in a calendar year since 1926. Stocks have experienced declines of that 
magnitude about once every eight years.” 

Using bonds as a de-risking strategy during the 2008–2009 stock market 
correction would have preserved a significant percentage of wealth for those in 
or approaching retirement. Mr. Stempien stresses that de-risking does not mean 
removing all risk from the portfolio, because equity still plays an important role 
during retirement.

0 20,000 40,000 60,000 80,000 100,000

35% Stocks/
65% Bonds

45% Stocks/
55% Bonds

65% Stocks/
35% Bonds

Stocks

$69,706

$50,370

$80,755

$86,279

BEGINNING BALANCE OF $100,000 50%

DECLINE

 30%

DECLINE

 19%

DECLINE

  14%

DECLINE

   We believe that 

drastically reducing 

equity exposure and 

allocating more to fixed 

income during the 

‘Retirement Red Zone’ 

can result in better 

outcomes.

Page 3 of 4

IMPACT OF MARKET CORRECTION* ON ACCOUNT VALUES

“We suggest that retirees gradually reduce equity holdings down to around 45% at 
retirement and then to about 35% 10 years into retirement,” he says. “You still need the 
growth potential of stocks and other types of inflation-fighting investments to help fund 
a retirement that could last 30 years or more.”

*November 2007 through February 2009.

Source: Morningstar. Stocks are represented by the S&P 500 Index. Bonds are represented by the Barclays U.S. Aggregate Bond Index. 
Calculated by Prudential Investments LLC using data from Morningstar. All rights reserved. Used with permission. Indexes and category 
averages are unmanaged and do not take into account fees and expenses. You cannot invest directly in an index or category average. 

QMA is the primary business name of Quantitative Management Associates LLC.

– Jeremy Stempien
QMA

*November 2007 through February 2009. 
Source: Morningstar. Stocks are represented by the S&P 500 Index. Bonds are represented by the Barclays U.S. Aggregate Bond Index. Calculated by Pru-
dential Investments LLC using data from Morningstar. All rights reserved. Used with permission. Indexes and category averages are unmanaged and do 
not take into account fees and expenses. You cannot invest directly in an index or category average. 

QMA is the primary business name of Quantitative Management Associates LLC. 

The example to the right shows how losses early in retirement can undermine a person’s retirement strategy. Each in-
vestor starts with $1,000,000 in savings and withdraws $50,000 a year adjusted for 3% inflation. Both portfolios result 
in a 6.3% average return and assume the same return series with the order of returns reversed in Investor B’s portfolio. 

Even though our two investors experience the same average returns over a 30-year retirement period, the out-
comes couldn’t be more different due to the sequence of those returns. Investor A’s negative returns early on de-
plete their savings after 15 years. Investor B’s positive returns have extended their savings beyond 30 years despite 
the same average annual net return. While a sufficient average annual return is important, the order of those 
returns may significantly impact results and ultimately an investor’s ability to achieve their retirement goals.

aVoidinG seQUenCe oF ReTURns RisK 
One of the best ways to protect wealth as retirement draws closer is to begin 
to “de-risk” the portfolio. “We believe that drastically reducing equity exposure 
and allocating more to fixed income during the 10 years before and after retire-
ment, which we call the ‘Retirement Red Zone,’ can result in better outcomes,” 
says Jeremy Stempien, product specialist on Quantitative Management Associ-
ates’ (QMA) asset allocation team. “Bonds are much less volatile than stocks and, 
in fact, they have not had a decline of 10% or more in a calendar year since 
1926. Stocks have experienced declines of that magnitude about once every eight 
years.” 

Using bonds as a de-risking strategy during the 2008–2009 stock market correction would have preserved a significant 
percentage of wealth for those in or approaching retirement. Mr. Stempien stresses that de-risking does not mean re-
moving all risk from the portfolio, because equity still plays an important role during retirement. 

“We believe that drastically 
reducing equity exposure 

and allocating more to fixed 
income during the ‘Retirement 
Red Zone’ can result in bet-

ter outcomes”
-Jeremy Stempien QMA
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iMPaCT oF MaRKeT CoRReCTion* on aCCoUnT ValUes 
“We suggest that retirees gradually reduce equity holdings down to around 45% at retirement and then to about 35% 
10 years into retirement,” he says. “You still need the growth potential of stocks and other types of inflation-fighting 
investments to help fund a retirement that could last 30 years or more.” 

indeX deFiniTions 
S&P 500® Index is an unmanaged index that includes 500 leading companies in the leading industries of the U.S. economy, capturing 75% cover-
age of U.S. equities. 

Barclays U.S. Aggregate Bond Index represents securities that are SEC-registered, taxable, and dollar-denominated. The index covers the U.S. 
investment-grade fixed rate bond market, with index components for government and corporate securities, mortgage pass-through securities, and 
asset-backed securities. 

RisKs 
Investing involves risk. Some investments are riskier than others. The investment return and principal value will fluctuate, and shares, when sold, 
may be worth more or less than the original cost, and it is possible to lose money. Past performance does not guarantee future results. Asset alloca-
tion and diversification do not assure a profit or protect against loss in declining markets. 

The target date is the approximate date when investors plan to retire and may begin withdrawing their money. The asset allocation of the target 
date funds will become more conservative as the target date approaches by lessening the equity exposure and increasing the exposure in fixed in-
come type investments. The principal value of an investment in a target date fund is not guaranteed at any time, including the target date. There 
is no guarantee that the fund will provide adequate retirement income. A target date fund should not be selected based solely on age or retirement 
date. Participants should carefully consider the investment objectives, risks, charges, and expenses of any fund before investing. Funds are not 
guaranteed investments, and the stated asset allocation may be subject to change. It is possible to lose money by investing in securities, including 
losses near and following retirement. 

PRUdenTial inVesTMenTs® 
Prudential Investments® strives to be a leader in a broad range of investments to help you stay on course to the future you envision. Our investment 
professionals also manage money for major corporations and pension funds around the world, which means you benefit from the same expertise, 
innovation, and attention to risk demanded by today’s most sophisticated investors. We are part of Prudential Financial, a company America has 
been bringing its challenges to for more than 140 years. Bring us yours.
 
Quantitative Management associates llC.
Since 1975, QMA has served investors by combining experienced judgment with detailed investment research in an attempt to capture repeatable 
long-term outperformance. Today, we manage approximately $117 billion in assets globally for institutions, subadvisory clients, and individual 
investors through a broad mix of asset allocation, core equity, value equity, and indexing solutions

Bill Walsh is VP, Regional Sales Director at Prudential Retirement. 
Bill can be reached at william.walsh@prudential.com
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Diversification Fails? Four Solutions.
By: Gabriel Potter



Annual Returns 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

S&P 500 10.88% 4.91% 15.79% 5.49% -37.00% 26.46% 15.06% 2.11% 16.00% 32.39% 13.69%

Russell 2000 18.33% 4.55% 18.37% -1.57% -33.79% 27.17% 26.85% -4.18% 16.35% 38.82% 4.89%

MSCI EAFE 20.25% 13.54% 26.34% 11.17% -43.38% 31.78% 7.75% -12.14% 17.32% 22.78% -4.90%

MSCI EM 25.55% 34.00% 32.14% 39.42% -53.33% 78.51% 18.88% -18.42% 18.22% -2.60% -2.19%

Barclays Agg Bond 4.34% 2.43% 4.33% 6.97% 5.24% 5.93% 6.54% 7.84% 4.21% -2.02% 5.97%

Cash 1.24% 3.00% 4.76% 4.74% 1.80% 0.16% 0.13% 0.08% 0.07% 0.05% 0.03%

REITs 31.58% 12.16% 35.06% -15.69% -37.73% 27.99% 27.95% 8.28% 19.70% 2.86% 28.03%

Hedge Funds 9.64% 7.61% 13.86% 12.56% -19.07% 18.57% 10.95% -2.52% 7.67% 9.73% 4.13%

Commodities 17.63% 25.54% -0.23% 31.76% -33.77% 20.91% 23.62% -5.32% 3.66% -3.75% -24.39%
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Does Diversification Work?
Diversification – investing in a wide variety of assets to protect your portfolio – is 
a widely accepted technique for reducing risk.  For the past generation, financial 
professionals have been encouraging their clients to diversify their portfolios away 
from traditional US-only investments, both stocks and bonds, and to diversify 
with international holdings or alternative investments such as hedge funds and 
real estate.  In both 2014 & 2015, traditional US investments outperformed both 
international investments and many key alternative investment types.  As a result, 
some investors were left questioning the benefits of diversification.  

Doubting investors may concede diversification reduces overall portfolio risk by 
spreading the investments around, but if the combined returns for a diversified 
portfolio are simply going to be less than a traditional US stock and bond portfolio, 
is it worth anything to diversify a portfolio?

Historical Returns
Let’s get a sense of what various asset classes can do.  Here are the historical annual 
returns for nine asset classes which range from the most traditional investments 
(cash, fixed income, large cap US stocks) to alternative investments (real estate, 
commodities, hedge funds).  We’ve color coded the results by year, with each an-
nual winner in green and the loser in red. 

In 2014, we can see traditional US large cap stock and fixed income investments 
(the S&P 500 and Barclays Aggregate Bond indices) did well while international 
stocks and commodities lagged.

Testing Diversification:  4 Solutions
Imagine four friends – Joey, Ross, Chandler and Phoebe – each with $10,000 to 
invest.  The date is January 1st, 2004 and each of these friends wants to double their 
money.  If possible, they’ll entertain lower volatility (i.e. low standard deviation of 
returns), but their overriding goal is high returns.  Each of the four friends has a

Diversification Fails? Four Solutions.
By: Gabriel Potter

different strategy to maximize their returns.
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1 - The Hot dot solution
Joey’s investment strategy is based on going with proven winners.  He looks at the previous year’s (2003) returns and 
sees Emerging Markets was the big winner, with a whopping 56% return.  Joey is definitely attracted to those returns 
and puts his $10,000 into Emerging Markets.  Look at the table on the previous page; notice the 2004 return of 25.55% 
in Emerging Markets.  As a result of his investment, Joey’s $10,000 grows to 12,255 by the end of 2004.
This goes on and on.  Joey reinvests his total holdings every year into the previous year’s best performing asset class.

2 - The Contrarian solution
Ross is a little more sober and thoughtful than his friend Joey.  Ross thinks that every dog has his day and reasons 
that last year’s winner is, in fact, more likely to lose next year.  So Ross follows the opposite strategy as Joey.  He will 
continually invest in the previous year’s losing asset class.  Ross checks out the returns from 2003 and, noticing that 
bonds were the weakest performer, places his $10,000 into bonds.  Every year, Ross will reinvest his total amount into 
the previous year’s loser.

3 - The slow and steady solution
Chandler has no idea which asset class is going to outperform in any given year so he diversifies his $10,000 equally 
between the different asset classes, $1,111 in each.  At the end of the 2004, Chandler notes that his real estate invest-
ment grew by $351 dollars while his cash allocation only grew by $14 dollars.  So, he will rebalance his investments 
equally at the end of every year.  

4 - The Clairvoyant solution
Phoebe is truly psychic.  So, the solution to achieving maximum returns turns out to be very simple for her.  If you 
have several asset types (e.g. large cap stocks, emerging market stocks, real estate, etc.) each with a different rate of 
return, all she needs to do is invest everything into the single asset class which will have the highest rate of return.   
Just pick the winner.  Easy!  Diversification would only hurt Phoebe’s results since she’d be spreading her investments 
into assets which would, by definition, underperform.  Every year, Phoebe reliably reinvests her proceeds into the 
next winning asset class.
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The Results
Let’s see where these four friends ended up by the end of 2014.

 
Phoebe, the clairvoyant, is the big winner with an astronomical rate of return.  For lesser mortals, the diversified slow 
and steady approach has better long term returns at lower levels of volatility. (Please contact us at info@westminster-
consulting.com if you would like the Excel spreadsheet of these calculations.)

Going Forward
We considered other options based on real world behavior.  For instance, we considered modeling our four friends as 
employees in a 401(k) plan, putting in $10,000 every year into different investments, while leaving the previous invest-
ments alone.  We realized this model, over time, would simply split the difference between the existing diversified and 
undiversified results as the performance results gradually moved towards more equal weights. 

Professional investment analysts already know the diversified approach by simply equal weighting asset classes is only 
the beginning.  A professional would adjust these weights to come up with diversified portfolios with even better his-
torical combinations of risk and return.  Generating a combination of investments which mixes these asset types based 
upon their historical risk, returns, and correlations is a process called optimization, and it is a key element of modern 
portfolio theory.  

For now, however, the point is made:  diversification may not work in every time period but, historically, it reduces risk 
and achieves better results.  Going back to our example, Joey might have taken a few victory laps around his friends 
Ross and Chandler in the first investment year (2004), but in the long term, Chandler’s results are more attractive.

On the other hand, if you do know any bona fide investment psychics, go with the Clairvoyant solution.  The rest of 
us have to admit to not knowing which asset classes will outperform in the future, so we will have to be content with 
a variation on a diversified solution.  

Gabriel Potter, MBA, AIFA®, is the Senior Investment Research Associate at Westminster Consulting.
Gabriel can be reached at gpotter@westminster-consulting.com

Ending Value Cumulative ROR Std Deviation
Hot Dot 12,893$                  28.9% 23.4%
Contrarian 14,719$                  47.2% 30.0%
Slow and Steady 21,684$                  116.8% 14.1%
Clairvoyant 183,829$                1738.3% 19.3%



Target date Funds: 
Making smart decisions at each stage
By: Jeff Tyler
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The use of target date funds in retirement plans is skyrocketing. In fact, in 
just three more years, target date funds are projected to capture 88% of new 
retirement plan contributions and encompass almost 35% of all 401(k) plan 
assets.1  

This puts a lot of responsibility on you as a plan sponsor. As a result, it’s criti-
cal that you make informed decisions throughout the target date process, 
including:
	 •Selection
	 •Implementation
	 •Education	
	 •Monitoring	

selection

As the Department of Labor (DOL) outlines in their tips2 on target date fund selection, there are many considerations 
in the selection process. 

•“To” versus “through” glide paths. 
When making this decision, keep in 
mind that our research on 2.8 million 
participants in defined contribution 
plans3 shows that approximately 38% of 
target date fund investors stay invested 
in a target date product for a signifi-
cant length of time beyond retirement.  
By changing allocation for a period of 
time beyond estimated retirement date, 
“through” glide paths can continue to 
help meet the needs of these retirees.

•Proprietary vs. non-proprietary. The 
DOL encourages plan fiduciaries to 
look at target date funds that include 
investments not managed by the in-
vestment provider. After all, target date 
funds (TDFs) are all about diversifica-
tion; plan sponsors need to consider if 
they should have all their eggs in one 
basket—whether that basket is an asset 
class or a manager. 

•Fees and expenses. The key here is val-
ue. Compare attributes of each TDF you 
consider. One that has higher expenses 
might deliver more value for that cost. 

When you look at the value a TDF pro-
vides, asset allocation and diversifica-
tion of asset classes and perhaps under-
lying sub-advisors may jump out at you.

•Selection and monitoring. The DOL 
suggests you establish and follow an 
objective process. It’s also important 
to document that process and save the 
monitoring information to support it.

•Keeping participants informed. The 
DOL stresses the importance of par-
ticipant education. Look for a provider 
with high-quality materials that are 
written in plain language and get deliv-
ered through various methods.implementation

As you plan the implementation of a target date fund into your retirement plan’s investment lineup, consider making 
the target date fund the plan’s qualified default investment alternative (QDIA). When a participant enrolls in a plan (or 
is auto-enrolled—kudos to those plan sponsors) but doesn’t make an affirmative election to allocate their contribu-
tions, the QDIA is where their retirement funds are invested. 

If you’re also transitioning the plan to a new service provider, consider conducting a QDIA transition with a target date 
fund as the plan’s QDIA. That’s where you transition all participants into the related target date fund vintage based on 
their age and the plan’s normal retirement date (instead of mapping their investment elections to similar investments).

1“Retirement Markets 2014: Sizing Opportunities in Private and Public Retirement Plans”, Cerulli, November 2014.
2Target Date Retirement Funds - Tips for ERISA Plan Fiduciaries, February 2013, http://www.dol.gov/ebsa/pdf/fsTDF.pdf
3As of 12/31/2014



Visit principal.com/target date for more information.

Investing involves risk, including possible loss of principal.
Asset allocation and diversification does not ensure a profit or protect against a loss. Equity investment options involve greater risk, including heightened volatility, than fixed-
income investment options. Fixed-income investments are subject to interest rate risk; as interest rates rise their value will decline. International and global investing involves 
greater risks such as currency fluctuations, political/social instability and differing accounting standards. These risks are magnified in emerging markets. There is no guarantee 
that a target date investment will provide adequate income at or through retirement.

Insurance products and plan administrative services are provided by Principal Life Insurance Company. Principal Funds, Inc. is distributed by Principal Funds Distributor, Inc. 
Securities are offered through Princor Financial Services Corporation, 800-547-7754, Member SIPC and/or independent broker/dealers. Securities sold by a Princor Registered 
Representative are offered through Princor®. Principal Funds Distributor, Princor and Principal Life are members of the Principal Financial Group®, Des Moines, IA 50392. 
Investment options may not be available in all states or U.S. commonwealths

May lose value.  Not a deposit. No bank or credit union guarantee. Not insured by any Federal government agency.

© 2015 Principal Financial Services, Inc.

4 The ultimate decision as to whether a target date fund is an appropriate investment option for a plan and whether a target date fund can serve as a QDIA belongs to the ap-
propriate retirement plan fiduciaries.
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By choosing a QDIA, the plan fiduciary can enjoy a safe harbor from fiduciary liability 
in terms of how the undirected retirement funds are invested. The plan fiduciary may 
also benefit from increased participant satisfaction, as a target date fund can help re-
duce participants’ confusion and anxiety about investment option selections.4

education

With the daily needs of working, taking care of kids and handling life’s other demands, 
how does one squeeze ‘learn about my employer’s workplace benefits, retirement plan, 
and its investment options’ into that mix? This challenge is why plan sponsors have to 
focus on education more than ever.

Education material can be broken down into content and delivery. The content should be written 
in plain language. Participants shouldn’t need a master’s degree in finance to learn how to allocate their 
retirement plan contributions. Look for benefit-oriented language the average person can understand.

As far as delivery, there are more methods of communication today than ever before. But not everyone 
has a smart phone, some people don’t have access to the Internet and some won’t read anything on pa-
per. Look for a service provider that will look at how to provide a variety of methods to reach everyone.

Monitoring

The Department of Labor has outlined that a plan fiduciary has the responsibility to prudently monitor 
the investment options on a plan’s lineup. And although “monitoring” sounds like a fairly passive activ-
ity, there’s more to it than many people realize.

Monitoring isn’t just watching. Start by documenting what attributes you find important about target 
date funds and why you chose the one you did. Over time, you’ll need to periodically revisit these crite-
ria and determine if they’re still valid and if so, if the target date fund you chose still meets those criteria.

The service provider you choose plays a critical role in monitoring the target date fund. Look for a ser-
vice provider that performs extensive due diligence on the fund managers. Both quantitative (perfor-
mance, attribution, and all those numbers) and qualitative (holding in-person reviews, watching firm 
turnover, etc.) are critical.

The Bottom line

By plan sponsors providing access to professionally allocated and managed investments, target date 
funds can help plan participants with their investment decision. Retirement plan sponsors can benefit 
by making informed decisions throughout every stage of the target date fund process.

Jeff Tyler is a Portfolio Manager for Principal Lifetime and CIT Funds at Principal.
Jeff can be reached at tyler.jeff@principal.com
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Using Target date Funds 
to Provide lifetime income
By: Marcia Wagner, Esq.
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Policymakers in the Obama Administration favor using the power of inertia to encourage the selection of 
lifetime annuities as the form of benefit distribution in a 401(k) plan.  Advocates of default annuities have de-
veloped proposals involving trial annuities from which plan participants would receive monthly income for a 

specified period during which they could opt out and take a lump sum.  However, unless action is taken by the appli-
cable deadline, periodic payments would become mandatory.  Now, this concept is being applied in a different way.

The IRS and the DOL issued coordinated guidance intended to facilitate defined contribution plan investments in 
a series of target date funds (TDF) whose assets include deferred annuities that will pay lifetime benefits to retired 
participants.  The guidance consists of:

•IRS	 Notice	 2014-66	 (the	 “Notice”)	 concluding	 that	
such annuities are not discriminatory benefits, rights or 
features; and

iRs Ruling on discrimination.  

The investment considered by both the IRS and the 
DOL guidance involves a series of TDFs.  Each TDF 
within the series is available only to participants who 
will attain normal retirement age within a limited num-
ber of years around the TDF’s target date.  As the TDF’s 
age group attains age 55 (or some other specified age), 
deferred annuities will begin to be included in the fixed 
income component of the TDF’s underlying assets.  The 
deferred annuities are not issued to or owned by any 
specific individual participant; instead, they are writ-
ten on behalf of the group of participants covered by 
that particular TDF.  As the group’s age advances, the 
portion of the TDF’s portfolio applied to deferred an-
nuities increases.  Since the cost of an annuity varies 
with age, only participants within the TDF’s designated 
age band (e.g., ages 54 – 56) will be allowed to invest in 
a TDF holding annuities.  TDFs in the series that are 
geared to younger participants would not hold annuity 
investments until the TDF’s target age group reaches the 
specified age.

In Notice 2014-66, the IRS considered such a TDF se-
ries in connection with the nondiscrimination require-

ment for qualified plans.  Under the nondiscrimination 
rules, benefits, rights and features under a plan must be 
currently available to a nondiscriminatory classification 
of employees and the group of employees to whom ben-
efits, rights and features are effectively available must 
not substantially favor highly compensated employees.  
If each TDF is viewed separately then the TDFs that 
hold deferred annuities, which due to actuarial restric-
tions are available only to older participants, could be 
viewed as violating the current availability or effective 
availability requirement for benefits, rights and features.  
The Notice, however, concludes that the TDF series as a 
whole is treated as a single right or feature for purposes 
of the benefits, rights and features test, thereby allowing 
each TDF within the series to meet the nondiscrimina-
tion requirement.

The relief from the nondiscrimination rules is con-
ditioned on the satisfaction of several requirements.  
Annuities with guaranteed minimum withdrawal or 
guaranteed lifetime withdrawal features are currently 
prohibited, although this could change.  The TDF series 
must serve as a “single integrated investment program” 
and each TDF in the series must have the same invest-

•A	DOL	Information	Letter	to	J.	Mark	Iwry	(the	“DOL	
Letter”), dated October 23, 2014, concluding that a TDF 
will not fail to qualify as a Qualified Default Investment 
Alternative (QDIA), even if it provides such an annuity.



Confero | 25

ment manager and apply the same generally accepted 
investment theories across the series.  In addition, the 
TDFs cannot hold employer securities that are not read-
ily tradable on an established securities market.  Each 
TDF in the series must be treated in the same manner 
with respect to rights or features, other than the invest-
ment mix.  For example, the fees and administrative ex-
penses for each TDF must be determined in a consistent 
manner.

Qdia and Fiduciary issues. 

The DOL Letter analyzes whether a TDF series with an-
nuity investments can be considered a QDIA and also 
addresses whether the annuity provider selection safe 
harbor under DOL regulations is available to cover the 
selection of the annuity provider by the TDF’s invest-
ment manager.  Under the QDIA rules, the plan fidu-
ciary responsible for plan investments is liable as an 
ERISA fiduciary for the selection of the QDIA but not 
for the results of a participant’s investment in the QDIA.  
The DOL Letter confirms that so long as the TDF satis-
fies the requirements for a QDIA as specified in current 
regulations (including the furnishing of the required 
notice to participants), the use of deferred annuity con-
tracts as fixed income investments will not cause a TDF 
to fail to meet the requirements of a QDIA.

The DOL Letter clarifies that when selecting annuity 
providers, the annuity selection safe harbor as currently 
provided in the regulations is available, and if satis-
fied, will insulate the TDF investment manager from 
fiduciary liability should the annuity provider become 
insolvent.  Under the regulatory safe harbor, there are 
several requirements a fiduciary must satisfy, including 
performance of an objective, thorough and analytical 
search for the annuity provider as well as assessing the 
provider’s ability to make all future payments under the 
annuity contract. 

The DOL Letter also confirms that the fiduciary respon-
sibility for choosing the annuity provider belongs to the 
TDF investment manager, not to the plan sponsor who 
appoints the investment manager.  The investment man-
ager must qualify as an ERISA Section 3(38) investment 
manager that acknowledges its fiduciary status.  The in-
vestment manager must also be independent from the 
insurance company issuing annuities to the TDF.  How-
ever, the sponsor would have the duty to monitor the 
investment manager and, although the DOL does not 
say so, this duty presumably includes periodically inves-
tigating the manager’s annuity selection process.

Each TDF in the series is dissolved at its target date, at which time plan participants invested in that TDF will 
receive an annuity certificate representing the participant’s interest in the group annuity contract held by the 
TDF, as well as the balance of the participant’s interest in the TDF.  The IRS Notice indicates that the certificate 

will provide for immediate or deferred commencement of annuity payments, which presumably means that the an-
nuity has been designed to automatically annuitize a premium deposit account at the target date.  It is not clear if this 
auto-annuitization is a necessary condition for the favorable IRS and DOL treatment contained in the new guidance.  
If not, a participant would retain the ability to receive a cash distribution from the plan.  If auto-annuitization is a 
required feature, participants who wish to receive a lump sum would need to move their plan investments out of the 
TDF before it reached its target date.

Marcia Wagner, Esq. is principal and founder of The Wagner Law Group. 
Marcia can be reached at marcia@wagnerlawgroup.com
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The DOL can justifiably claim 
credit for its role in the success 
auto enrollment and quali-
fied default options have had 

in boosting worker retirement savings. 
These measures were enacted following 
the passing of the Pension Protection Act 
of 2006. Nonetheless, a recent Govern-
ment Accountability Office (GAO) study 
suggests widespread uncertainty over 
potential fiduciary liability when select-
ing and monitoring default investments.

Prior to the Pension Protection Act, 
studies showed two major problems with 
defined contribution plans:  
  1) many workers simply failed to enroll; and 
  2) when they did enroll, they failed to prop-
erly diversify.  
At the time, an estimated one-third of 
eligible workers failed to take advantage 
of these important savings plans.  For the 
ones who did enroll but failed to select 
investment options, plan sponsors often 
placed them into cash or low-risk stable 
value funds to avoid fiduciary liability in 
the event of a market correction.

When implementing the Pension Protec-
tion Act, the DOL created the safe harbor 
that allows plan sponsors to automati-
cally enroll employees who do not take 
action and identified the three types of 
investments (known as Qualified Default 
Investment Alternatives) that sponsors 
can select to qualify the plan for that pro-
tection:  a balanced fund, a target-date 
series, or managed accounts.

Like other safe harbors under the Em-
ployee Retirement Income Security Act, 
the Qualified Default Investment Al-
ternatives (QDIA) safe harbor does not 
absolve plan sponsors of their basic fidu-
ciary duties.  Among other things, plan 
fiduciaries must prudently select and 

monitor QDIAs on an ongoing basis.
The GAO report, which was released in 
August, examined which default invest-
ments plan sponsors select, and why; 
how they monitor these investments; 
and what challenges they face in adopt-
ing a QDIA.  The report reveals that eight 
years after the rule’s adoption, numerous 
questions remain, particularly in regard 
to fiduciary liability. 

The report, requested by Sen. Elizabeth 
Warren, D-Mass., first reviews the safe 
harbor regulation, current DOL guid-
ance, and three industry studies con-
ducted annually between 2009 and 2013. 
The agency, which is the independent au-
diting arm of Congress, also interviewed 
96 stakeholders conversant with various 
aspects of 401(k) plans, undertook a con-
tent analysis of literature on plan QDIAs, 
and analyzed responses to an online 
questionnaire from 227 plan sponsors.

The results suggest that plan sponsors 
appreciate the ability to offer asset di-
versification as a default option, but rec-
ognize the imperfect fit at the individ-
ual participant level.  For example, one 
sponsor noted that the investment mix 
for a middle-aged participant will dif-
fer depending on which type of QDIA 
offered, whether a balanced fund, off-
the-shelf TDF, a customized TDF for the 
plan (based on various factors such as 
salary growth and contribution rates), or 
a managed account tailored to each indi-
vidual participant’s demographics (age, 
gender, salary account balance, other as-
sets).

Some were also confused by DOL regu-
latory guidance heavily emphasizing age 
as a major determinant but then made 
an exception for balanced funds, which 
maintain static weightings of stocks and 
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bonds.  With regard to the latter, the QDIA regulation 
indicated sponsors should consider the “participant pop-
ulation as a whole.”  The age determinant – which advis-
ers associate with investment time horizon – raised other 
questions from more than half of the respondents in the 
questionnaire.  Some were unsure whether worker de-
mographics applied to potential and existing participants 
together, or only to those in the plan itself, or simply to 
those who defaulted through auto enrollment.  Most pre-
ferred TDFs over the other options since various target 
dates allowed more flexibility matching employees to 
funds.

Others were unsure of what factors to consider in moni-
toring the QDIA.  According to the report, DOL officials 
said a change in investment fees, strategies, or the invest-
ment team might be factors to consider in replacing one 
QDIA with another.  Sponsors had widely different views 
on monitoring, though.  One exchanged their existing 
QDIA for a publicly traded TDF due to greater transpar-
ency, while another switched to a TDF due to their popu-
larity in the marketplace.  Another sponsor, concerned 
about generating new fiduciary liability, decided against 
replacing its QDIA even though it thought another one 
would have been an improvement.  

Benchmarking was considered to be impractical for 
those who had selected managed accounts. Others 
rightly viewed benchmarking investment performance 
of same-year TDFs as challenging given widely varying 
glide paths.

The consensus view expressed in the report is that spon-
sors are not convinced that all QDIAs are created equal. 
Despite the DOL indicating that all qualified options are 
protected, plan sponsors still want guidance on making 
decisions in the best interests of their participants and 
assurances that they continue to be shielded from fidu-
ciary liability for QDIA decisions. The lack of clarity on 
these and other issues prompted the GAO to recommend 
that the DOL assist fiduciaries through clearer guidance 
or regulations. 

The DOL, which reviewed the draft before its release, 
generally concurred with the GAO’s findings.  The agen-
cy added that it will consider a Request for Information 
from the public or a research project of its own in deter-
mining whether additional guidance was needed. 

Blaine F. Aikin, AIFA®, CFP®, CFA is chief executive of fi360 
Inc. and 2016 chair-elect of CFP Board’s Board of Directors.

Blaine can be reached at blaine.aikin@fi360.com

This article was originally published by InvestmentNews. Copyright © 2015 fi360, Inc. Used with permission.  
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New Securities and Exchange Commission (SEC) regulations designed to prevent runs on money market funds 
during times of economic stress will take effect October 14, 2016.  Although October of 2016 may seem like a 

long way away, plan fiduciaries should begin thinking about how the rule will affect their plans in order to leave them-
selves adequate time to review options, and take appropriate action.

Money market funds are open-ended mutual funds that invest primarily in short-term debt securities such as treasury 
bills, corporate debt securities, and municipal securities.  Money market funds also must meet certain quality, diver-
sity, maturity, and liquidity standards.  As a result, such funds have historically been considered appropriate for inves-
tors seeking liquid, low-risk holdings.  Indeed, since they seek to maintain a stable net asset value (NAV) of $1.00 per 
share, money market funds are among the lowest-volatility investment options.  Under the new rules, certain types of 
money market funds will no longer have the same stability and liquidity profile as in years past.  Accordingly, a thor-
ough review of such funds should be undertaken by plan fiduciaries in order to ensure that the appropriate vehicle is 
used going forward.

By way of background, during the 2008 fi-
nancial crisis, some money market funds 

experienced losses and raised investor con-
cerns regarding their security and liquidity.  
In the wake of this crisis, the SEC began to 
review the need for more oversight of mon-
ey market funds, and ultimately issued final 
regulations in 2014.  These regulations are 
intended to strengthen money market funds’ 
ability to manage redemption activity during 
times of economic stress.   

The final regulations classify funds into three 
separate categories: government, retail, or in-
stitutional prime money market funds.  Gov-
ernment money market funds are money 
market funds that invest at least 99.5 percent 
(up from the current minimum of 80 percent) 
of their assets in cash, government securities, 
or repurchase agreements that are collateral-
ized by cash or government securities.  Retail 
money market funds are money market funds 
that have policies and procedures reasonably 
designed to limit all beneficial owners of the 
fund to “natural persons.”  Defined benefit 

new Money Market Fund Rules: implications for Plan Fiduciaries
By: Paul Holloway, Esq.
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plans would not qualify, but individual retirement accounts and participant-directed retirement plans (such as most 
401(k) plans) qualify as “natural persons” for this purpose.  Institutional prime funds, a newly defined fund type under 
the final regulations, are money market funds that do not meet the definition of either a government or retail fund. 

Both government and retail funds will have the option of imposing a floating NAV for sales and redemptions, but 
institutional prime funds will be required to maintain a floating NAV.  The floating NAV means that the share value 
can drop below $1.00 and is intended to dissuade an influx of redemption activity.  Furthermore, if any money market 
fund’s level of weekly liquid assets falls below 30 percent of its total assets, the fund’s board would be permitted to im-
pose a liquidity fee of up to 2 percent on redemptions and/or impose a redemption gate in order to temporarily freeze 
redemptions.  Retail and institutional prime funds must impose a 1-2 percent liquidity fee if weekly assets fall below 
10 percent, unless the fund’s board determines that imposing a liquidity fee is not in the best interests of the fund.

action items for Plan Fiduciaries

The new rules will not become effective until October 14, 2016 but plan fiduciaries should begin to think about a 
process and timeline for reviewing the anticipated impact of the new regulations on any current money market 

holdings, and the extent to which changes in their plans’ investments may be warranted. Like any fiduciary decision, 
the decision to invest in a money market fund must be made in the best interests of the plan participants and based on 
the plan’s particular circumstances.  A money market fund may be highly suitable for some plans, and a poor option 
for others.

For example, government money market funds may be an attractive option to plans seeking stable, liquid, and straight-
forward investment options, but such funds generally have the lowest yield of any money market fund type.  Further-
more, the new rules permit a government money market fund to use a floating NAV and/or impose liquidity gates 
under specified circumstances, meaning that fiduciaries will need to check on funds’ policies in this regard when 
deciding whether the low return is justified by the fund’s liquidity and risk profile. 

Some plans may consider switching from money market to stable value funds, particularly once the new regulations 
take effect, but stable value funds present their own list of issues for consideration.  For example, many stable value 
funds require a lengthy notice period before a plan fiduciary can initiate a full liquidation of the plan’s investment and 
the rate of return may not be as responsive to rising interest rates as that of a money market fund.  

In addition to determining whether a money market fund is a good fit for the plan’s investment needs, fiduciaries of 
participant directed plans should make sure that the plan’s communication materials adequately explain any potential 
liquidity restrictions.

The new rules mean that early in 2016 plan fiduciaries should begin working with their investment advisors in order 
to determine the most appropriate vehicle for their plan. 

Paul Holloway, Esq. is Partner and the Chair of the Employee Benefits Department at Harter, Secrest and Emery LLP.
Paul can be reached at pholloway@hselaw.com



White-labeling the Core Menu: 
What’s Your objective?

By: Tom Waters

30 | Winter 2016

The defined contribution (DC) indus-
try has made enormous strides over-
the last decade in its quest to improve 
a system that’s become the predomi-
nant source of retirement income for 
many working Americans.

Part of this evolution has led to a closer examination 
of plan design, ensuring that DC plan investment 
menus are constructed in a way that is best aligned 
with participants’ behaviors, and their ultimate ob-
jectives: achieving retirement security. This also led 
to the notion that many participants would be bet-
ter served through  comprehensive investment solu-
tions that delegate critical investment decisions to 
investment professionals.

For this above group, target date funds have been 
the primary vehicle of choice. Yet, a meaningful per-
centage of DC participants still want to maintain 
some control over their asset allocation decisions. 
Further, the majority of DC assets remain in the 
portion of the DC plan that necessitates participant 
engagement—the core menu. Subsequently, the core 
menu plays a vital role in DC plans. Today, it’s criti-

cal that DC plan fiduciaries design core menus that reduce confusion and overlap, encour-
age participant engagement, and contain investment options designed to meet the objec-
tive of achieving retirement security.

Up to this point, discussion and action around improving the core menu has been focused 
on helping participants to make better, more informed decisions. Reducing the number 
of options offered, ensuring that core menu options are organized in a clear manner with 
available options being distinct from one another, and debranding these to shift partici-
pants’ focus towards their respective objectives, have all been positive enhancements in-
tended to increase participant engagement and improve the decisionmaking process.

One critical topic that has not received enough attention has been how to construct port-
folios once the general core menu framework has been established. For plans that have 
decided to implement a custom, whitelabeled approach, creating a “best-in-class” struc-
ture of investment managers in relatively narrow asset classes has been a commonly ad-
opted solution. An example of this framework would be building a core menu organized 
by sub-asset classes. For illustrative purposes, assume that the plan included the following 
options in the core menu: Money Market, Core Bond, TIPs, U.S. Large Cap Equities, U.S. 
Mid Cap Equities, U.S. Small Cap Equities, International Developed Equities, Emerging 
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Market Equities, and Diversified Inflation Hedge. Once 
those portfolios have been established, plan fiduciaries 
then have the responsibility to choose and monitor the 
investment manager(s) that would comprise each of 
these portfolios. With a “best-in-class” approach, typi-
cally two or three managers would be selected to fill out 
each portfolio. While seemingly appealing, this could re-
sult in potentially unintended consequences, such as the 
risk of overdiversification, if certain factors are not taken 
into consideration.

A recent, simple analysis illustrates this very effectively. 
A fiduciary may prudently use the metric “active share” 
during the selection process, seeking managers with 
higher active share in an effort to avoid those that may 
be considered “closet indexers.” However, when multiple 
high active share managers are placed together to cre-
ate a single portfolio, the resulting portfolio has a much 
lower active share than intended. 

An alternative approach to portfolio construction begins 
with the core menu framework itself. Further reducing 
the core menu options and categorizing them into very 
broad asset classes accomplishes two goals. First, the 
menu can be simplified into terms most individuals can 
understand. In this scenario, a core menu could include 
the following investment options: Capital Preservation, 
U.S. Bonds, U.S. Stocks, International Stocks, and per-
haps an “Alternatives” portfolio. Second, by simplifying 
the menu, fiduciaries can introduce broader mandates 
within each portfolio, designed to align more closely with 
the unique goals of retirement investors. These types of 
mandates are deemed “objectives-based”mandates.

Objectives-based mandates, also commonly known as 
outcome-oriented mandates, arrive in numerous forms. 
Simply, as market environments change, objectives-
based managers use active risk management to adjust 
the portfolio in accordance with investors’ objectives or 
with outcomes desired. For the average DC plan par-
ticipant, avoiding sustained losses is a critical objective. 
Many participants tend to exacerbate market volatility by 
either changing asset allocation (moving from stocks to 
cash at the bottom of a market cycle), or engaging in poor 
savings behavior (decreased savings rates, increased loan 
and hardship activity).

One of the differences between objectives-based manag-
ers and traditional benchmarkcentric approaches is the 
ability for the former to position portfolios in a way that 
benchmarkcentric approaches may be constrained from. 
A realworld example is today’s fixed income environ-
ment. Many DC investors use bond funds for two prima-
ry goals: pursuit of safety and income. Yet, the composi-
tion and current yield provided by the U.S. bond market 
have made the prospect of achieving those goals in the 
future challenging.

Benchmarkcentric managers are often compelled by 
investment guidelines to maintain sector and du-
ration positioning in line with their stated bench-

mark. In the current environment, this effectively means 
managers may be inadvertently forced to take on greater 
interest rate risk than may be appropriate through in-
creased Treasury exposure. Conversely, managers who 
are free from such constraints can weigh the risk/return 
trade-off of having duration in line with the benchmark, 
and more freely pursue opportunities that potentially 
better meet the stated objectives of DC participants. For 
DC plans to help improve participants’ retirement out-
comes, streamlined, whitelabeled core menus, if imple-
mented effectively, can be an important opportunity. 
Introducing objectives-based mandates serves to further 
align participant retirement objectives with the portfo-
lios being offered. This ensures that the portfolios are 
focusing on active risk management as a necessary com-
ponent to meeting those objectives in the face of chang-
ing capital market environments. Too often in the past 
the industry has experienced the devastating impact of 
big drawdown events, coupled with suboptimal partici-
pant behavior, impacting participant outcomes. Incor-
porating investment mandates into DC plans that seek 
to minimize those events is an important alternative to 
traditional approaches.

Active share can range from 0% to 100%. A high active share indicates that a portfolio’s 
investments significantly differ from the benchmark, while the investments of a portfolio 

with a low active share largely mirror the benchmark. Active Share was developed by 
professors at the Yale School of Management and is presented in a study originally pub-
lished in 2006; most recently updated in 2013. The Yale study classifies active managers 

to have an active share of 60% or higher. Manning & Napier defines Truly Active Manag-
ers as managers that have an active share of approximately 88% or above.

Tom Waters is the Defined Contribution
Practice Leader at Manning + Napier. 

Tom can be reached at twaters@manning-napier.com
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For many reasons, including funding challenges, and increasing costs, most, if not all, American workers 
entering the workforce today will not be able to secure their retirement savings from an employer-spon-
sored, professionally managed pension plan.  As many plan sponsors continue to de-risk or terminate 

their pension plans and opt solely for defined contribution plan-type offerings, such as 401(k) plans, employees 
must make decisions concerning plan participation, investments and savings rates for their own plan accounts 
in order to prepare for their own retirements.   Problematically, studies in behavioral finance have shown that it 
is not always easy for employees to make such decisions and, too many plan choices can paralyze plan partici-
pants.  Employees may procrastinate regarding enrollment in the plan, fail to appreciate the long-term need for 
savings versus the short-term need for income, or not understand how to select investment options.  As a result, 
several 401(k) plan design features have emerged which plan sponsors should consider to assist employees in 
overcoming their savings adverse behaviors and assist them in achieving retirement security, including:

auto-enrollment
Currently, 401(k) plans can be designed to assist employees in 
overcoming savings procrastination by including a basic auto-
matic enrollment feature, an eligible automatic contribution 
arrangement (EACA) or a qualified automatic contribution ar-
rangement (QACA).  Under each method, employees are no-
tified that they will be automatically enrolled in the plan and 
certain pre-tax deductions will be made from their wages as 
contributions to the plan unless they opt-out or modify the con-
tribution percentage.  EACAs also provide that those who are 
automatically enrolled can withdraw their contributions within 
30 to 90 days of the first contribution. QACAs are designed to 
automatically pass testing, require an initial automatic contri-
bution of at least 3% of compensation which escalates to 6% of 
compensation by the fifth year, and require an employer match-
ing or non-elective contribution.  Plan sponsors interested in 
these plan features should review the complete requirements of 
each method under applicable law, including fiduciary respon-
sibilities associated with their implementation.

overcoming savings adverse Behaviors in 401k Plans
By: Michelle Capezza, Esq.

auto-escalation
This feature, combined with auto-enroll-
ment, can automatically increase partici-
pants’ deferral rates in successive years and 
avoid long term contributions at low savings 
rates. QACAs require auto-escalation.

Target date Funds
These investment options may serve as quali-
fied default investments in automatic enroll-
ment plans or as investment menu options 
which enable participants to select a fund 
whose portfolios have a mixed asset alloca-
tion and are professionally managed to align 
with their target year of retirement.  Many 
target date funds become more conservative 
as the investor nears retirement, although 
some funds may continue equity invest-
ments through the retirement date depend-
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ing upon their glide path.  Thus, they 
can adjust based on a participant’s time 
horizon but not necessarily their level of 
risk tolerance. Prudent selection of tar-
get date investment options to be offered 
under the plan by the plan fiduciaries can 
provide participants with a viable choice 
to achieve retirement savings.  

savings education
Studies have shown that education re-
garding the importance of saving for 
retirement may be even more impor-
tant than general investment education.  
Providing employees with information 
about the importance of savings rates, 
establishing long-term financial goals, 
“pay-yourself first” lessons, as well as ba-
sic financial and investing concepts, can 
foster a savings mentality and apprecia-
tion of the importance of retirement pre-
paredness. Employers might also consid-
er offering financial wellness programs 
to assist employees in overcoming over-
all financial stress and managing their 
personal finances.

Simplified Investment Menus
In order for plan fiduciaries to limit their 
fiduciary liability for losses associated with 
participant investments in participant-
directed plans, Section 404(c) of ERISA 
has several requirements that must be met, 
including provision of a broad range of di-
versified investment options to the partici-
pants.  However, statistics have shown that 
too many choices do not serve participants 
well.  Plan fiduciaries should consider offer-
ing an investment menu under the plan in 
the range of 15 prudently selected, diverse 
and reasonably priced investment options.

Managed accounts
Providing participants with a choice to 
have their accounts professionally man-
aged based on their personal profiles, in-
cluding savings rate, risk profile, age, and 
expected date of retirement, can assist 
them in achieving their retirement goals.  
Plan fiduciaries must prudently select the 
investment managers of the managed ac-
counts who would also serve as fiduciaries.

Should the pendulum swing again and usher in a return of the professionally man-
aged, employer-provided defined benefit pension plan, then consideration of 
these 401(k) plan-type features may not be as critical. As long as individuals will 

be responsible for managing their own retirement savings, access to employer-spon-
sored retirement plans with features designed to overcome savings adverse behaviors 
and promote retirement security will be essential.  

Michelle Capezza, Esq. is a member of Epstein Becker + Green in 
the Employee Benefits and Health Care and Life Sciences pratices.

Michelle can be reached at mcapezza@ebglaw.com
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The authors literally grew up with ERISA and the evolution of today’s participant-directed 401(k) and 403(b) 
plans.  Michele Heffernan began her legal career on September 3, 1974, the day after ERISA was signed 
into law, and Daniel Sharpe started his career one year later.  The following questions and answers focus 
on the basic premise of an investment policy statement or IPS for participant-directed retirement plans.

Q:  is a plan required to have an iPs?  and if not, why have one?
 
 Daniel Sharpe:  The law doesn’t require the plan to have an IPS, but the manner 
with which the plan fiduciaries manage the administration of participant-directed 
investments constitutes an investment policy – whether it is written down or 
not.  
 Michele Heffernan:  We recommend that an IPS be adopted to 
provide guidelines for a plan committee or other fiduciaries in the 
administration of participant-directed investment options.  It’s 
important that an IPS does not impose mandates on fiduciaries 
beyond what the law already imposes.  A policy that creates 
additional rules for plan fiduciaries is probably worse than 
no IPS at all.  

Q: should an iPs dictate how many fund 
choices a plan should have or which asset 
categories should be covered?  
 
 MH:  An effective IPS should describe the roles 
and responsibilities of a plan committee, service providers 
, and other persons involved with the administration of plan 
assets and their investment.  The policy should suggest the 
scope of investment options and possible methods for selecting 
and monitoring those options, but it should not dictate either the 
number of choices to be made available or specific asset categories.  
 DS:  We recommend including a reference to the fiduciary rules 
under ERISA section 404(c).  That is the statutory rule providing some 
relief from fiduciary liability for the results of participant-directed investment 
choices as long as the plan has at least three investment choices meeting regulatory 
guidelines on diversification.  Clearly, the evolution of plans today has gone far beyond three 
investment choices.  Committees we work with often discuss how many options are enough or are too  
many, as well as the scope of asset categories to be covered.  The IPS should not prescribe the answers to these ques-
tions, but it should provide a framework for making decisions.  
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Q:  Given the general nature of an iPs, wouldn’t it be reasonable to adopt a standard policy 
provided by a plan’s investment consultant or advisor?  
 
 DS:  It’s important that plan committee members or other fiduciaries “own” the policy they adopt.  We find 
it very helpful to have a committee review and discuss the entire statement of investment policy before it is adopted.  
A well-crafted IPS creates a guideline for committee meetings, the process of monitoring investment choices, and 

decision-making in changing or modifying investment options.
 MH:  The policy should accurately reflect the intent of the parties involved with the plan.  The 

IPS should describe a process embraced by the plan committee in carrying out its responsibili-
ties.

Q:  should an iPs establish a procedure with a “watch list” or 
other standards for removing or replacing investment op-

tions?
  

 MH:  To reiterate an earlier point, it is critical that the IPS does 
not create additional fiduciary obligations by mandating specific ac-
tions.  We recommend including a statement of factors that may be 
considered in the review and evaluation of current and proposed 
investment options.  By articulating the range of factors that may 
be considered, a committee discussion can be effective in guiding a 
prudent review of options and in avoiding decisions based solely on 
recent investment performance.  

 DS:  A good IPS can help keep the focus on the prospects for 
future performance of investment options rather than an over-reliance 

on past performance.  The effect of any investment policy or watch list 
should never be to “sell low and buy high” but rather to create a guide for 

a committee to maximize its fiduciary process and procedure on behalf of 
plan participants.  

Q:  is there a downside to having an iPs?
 

MH:  The downside to having an IPS is the risk that it will be ignored or not properly followed.
 DS:  A committee that adopts and then ignores an IPS may be breaching its fiduciary duties by 

failing to follow the plan documents.  It is better to amend an IPS to conform to the fiduciary’s practices than  
   to ignore the IPS.

Michele Heffernan, Esq. is of counsel to Bond Schoeneck + King, PLLC. Focusing on employee benefits. 
Michele can be reached at mheffernan@bsk.com

Daniel Sharpe, Esq. is of counsel to Bond, Shoeneck + King, PLLC. Focusing on tax and employee benefits. 
Daniel can be reached at dsharpe@bsk.com



“an investment in knowledge pays 

the best interest.” 

-Benjamin Franklin



“invest in yourself. your career is 
the engine of your wealth.” -Paul Clitheroe
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The United States corporate earnings numbers have 
suffered relative weakness in the 4th quarter of 2014 
and the 1st quarter of 2015.  Some of the causes of 

weak earnings are one-time irregular actions, such as the 
increased corporate pension liabilities stemming from updated 
actuarial rules of 2014.  Beyond these one-shot issues, there 
are two ongoing factors which appear conducive to economic 
growth, but have led to recent problems:  the price of energy 
and the strong dollar.

We have directly considered the falling price of energy in 
our blog posts (“The Price Ceiling on Oil” - December 31, 
2014) and in our monthly articles (“The Energy Sector” – 
December 2014).  On the other hand, we have only tangentially 
addressed the implications of a strong US dollar.  So, in this 
paper, we will review the strong US dollar and what it means 
for investors.

Pros and cons of a strong dollar

Hard currency: 
the strong US dollar

Page 1 of 2

Gabriel Potter, AIF
Senior Investment Research Associate

May 2015

11 Centre Park, Suite 303  •  Rochester, NY 14614-1115  •  585.246.3750  •  800.237.0076  • Fax: 585.246.3759  •  www.westminster-consulting.com

Cause of weakness in corporate earnings

So, we’ve been talking about the dollar being strong, relative 
to other currencies, but what determines whether a currency 
is strong or weak?  Like everything else in economics, it is 
a case of supply and demand.  Global investors engage in 
currency trading for a variety of reasons, including hedging 
their current exposure, speculating on currency like any 
other investment, or conducting carry trades. For a greater 
understanding of this practice, we encourage you to read our 
March 25th blog post, “The Carry Trade”.

Global investors can buy, sell, and trade currencies, just 
like other goods.  Global investors determine a currency’s 
value by making and accepting trades on a free, open capital 
market.  The relative value of each currency is determined 
by daily market sentiment, optimism for a country’s growth 
prospects, analysis of monetary policy and macroeconomics, 
and a fair dash of random chance.  As the supply and demand 
for various currencies equalize on the open market, the 
global investment community determines which currencies 
get stronger and weaker.  Imagine, for a moment, you start 
off the year with a strong currency, wherein your importing 
power is high and your competitive exporting power is low.  
This creates a trade deficit, where your country buys more 
goods and services than it sells to other nations.  Economic 
theory suggests, over time, this trade deficit should increase 
the supply of your currency (let’s say, dollars) being used 
across the globe.  Again, an increase in supply should thus 
reduce the currency’s relative value.  In other words, a trade 
deficit – in theory – should be a self-correcting phenomenon 
as a temporarily strong currency pushes so many dollars into 
the world.

First, let’s define a strong dollar and then enumerate some 
of its advantages and disadvantages.  Simply put, a strong 
currency, or a “hard” currency, has a great deal of buying 
power.  A strong currency maintains its buying power over 
time, so it is strongly associated with an inflation-averse, 
“tight”, restrictive monetary policy from that government’s 
central bank.  A strong currency is stable and widely used 
between global trading partners.  Conversely, a weak currency, 
or a “soft” currency, is subject to price swings, instability, 
and is associated with potential loss in trading value versus 
other currencies or inflation.

A quick review of this definition makes it appear as if there 
are no disadvantages with a strong dollar.  There is, however, 
a key disadvantage to stronger currency:  exporting.  If your 
country derives most of its revenue from international trade, a 
strong currency gives you the opportunity to buy (or import) 
goods and services inexpensively.  However, a strong currency 
means that your exporters are at a disadvantage because the 
goods or services they are trying to sell on the open market 
are relatively expensive.

Correcting the dollar with trade

Stay In The L     p00
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Meet westminster

We publish a weekly blog post on our company website. The post is a few short paragraphs 
on a current topic in the industry, and is intended to keep visitors to our site engaged and 
informed on relevant issues. 

Visit westminster-consulting.com/Blog to view our recent blog posts, written by our 
senior investment research associate Gabriel Potter.

The Flash Report quickly informs you about an entire week’s happenings in the industry. 
The Flash Report is put together to keep our clients updated on timely occurrences in 
the market/economy, regulatory changes, industry trends and investment manager news. 

Email info@westminster-consulting.com to receive the Weekly Flash Report!

Once a month our research analyst compiles a monthly newsletter. The Westminster 
Consulting newsletter keeps you in touch with important issues around finance, the 
economy, retirement planning, and other relevant world topics. The newsletter addresses 
these topics at a much deeper and involved level than our blogs or Flash Reports.

Visit westminster-consulting.com/Resources to see an archive of our monthly 
newsletters. Email info@westminster-consulting.com to sign up and receive the 
newsletter directly to your inbox! 

Confero is a quarterly magazine published by Westminster Consulting, focusing on 
relevant fiduciary, investment consulting, and compliance issues for plan sponsors.  The 
magazine includes articles from prestigious experts in the field, cites reliable industry 
sources, and features Westminster original content that together creates a publication 
that is timely, useful, interesting and pertinent to audiences.  Confero helps keep our 
clients informed regarding major compliance, regulatory, and investment consulting 
issues.

We invite you to visit our website www.westminster-consulting.com to read the latest 
issue of Confero. If you would like to receive Confero directly to your inbox, email 
info@westminster-consulting.com.  
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Meet westminster

Westminster Consulting, we specialize in providing incomparable fiduciary advice and counsel, coupled 
with thoughtful investment research to our clients. Our services help qualified plan sponsors and their 
fiduciaries fulfill their responsibilities under ERISA.

Our focus is on promoting, developing and maintaining proper and strong fiduciary governance processes for clients is 
central to our culture and to the services we provide. Our role as “fiduciary” consultant to plan sponsors goes beyond 
that of a traditional investment consultant. Pivotal to the work we do with plan committees is assisting them with 
the development of and compliance with sound fiduciary practices while delivering exceptional, original investment 
analysis.

Our prudent process-based approach enables Defined Benefit 
and Defined Contribution plan fiduciaries to meet their legal 
obligations, as well as mitigate their potential liability in a cost-
effective and prudent manner, benefiting all stake holders of a 
plan.

As a leading independent, fee-only fiduciary consultants, 
we provide plan sponsors with the ability to better navigate 
and manage the demanding and changing ERISA regulatory 
landscape. Our independence provides objectivity, allowing 
Westminster Consulting to provide clients with impartial advice, 
time-tested industry leading insight and improved plan results.

Whether through the development of Investment Policy 
Statements, intensive fiduciary reviews, education and training, 
or ongoing oversight and document management, the policy 
and procedures approach utilized by Westminster Consulting 
provides clear and thoughtful solutions to the regulatory 
challenges of managing a qualified plan.

The complexity of the plan oversight process is streamlined by utilizing Westminster Consulting’s proprietary Fiduciary 
Compliance Resource Center™ (FCRC) technology platform. This secure portal is the first of its kind to provide consistent 
and accurate plan information in an easily accessible and secure location. FCRC helps plan sponsors control and manage 
all aspects of plan oversight consistent with Department of Labor’s ERISA requirements. FCRC is one of the most 
comprehensive fiduciary management tools available to plan fiduciaries.

At Westminster Consulting, we provide informed insight and seasoned expertise to help investment fiduciaries better 
manage their legal responsibilities through considered advice, secure technology, and on-going fiduciary education.

At
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