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Too MANY CHOICES: HOW MANY INVESTMENT OPTIONS

SHoULD YoU OFFER?

u

Many plan providers struggle with deciding how many investment options to offer in their retirement
plans. While people generally like to have lots of options when making other decisions, having too
many plan options can potentially lead to poor investment decisions by plan participants. In addition,
increasing plan options can also increase plan costs, as well as the administration associated with the
plan.

Choice Overload

In a study on retirement plan options, researchers concluded that it is possible to present plan
participants with too many options' The researchers began by offering people selections of jams and
chocolates. Some were offered a wide variety, while others received fewer choices. The wide variety of
jams got more attention from people, but more people purchased jams when the choices were limited.
When sampling chocolates, people enjoyed choosing from the larger selection more, but also
expressed more dissatisfied with the choices. Those who sampled from a smaller selection were
more satisfied and more likely to buy chocolates again. The study showed that as the number of
options increased, people became concerned with the possibility of making the wrong choice and
were increasingly uncertain that they had made the best choice possible.

Looking at Plan Options

Chocolates and jams aren't big decisions, but the researchers found that these same behaviors
carried over to retirement plans. They examined participation rates for 647 plans offered by the
Vanguard Group, a large investment management company, covering more than 900,000 participants.
They found that as plans increased the number of options, employee participation decreased. In fact,
for every 10 options added to the plan, participation dropped by 1.5-2 percent. Plans offering fewer
than 10 options had significantly higher employee participation rates.

Rising Costs
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In addition, more plan options can increase costs both for participants, in the form of fees, and for
plan sponsors, who may face additional administrative charges from third-party administrators for
additional options. Further, auditing and other costs may increase, since the number of options could
increase the time necessary to conduct audits.

It's important to balance choice overload against the requirements of ERISA Section 404(c) which
requires plan sponsors to have at least three diversified investment options with different risk and
return characteristics.

1. http://www.columbia.edu/~ss957/articles/How_Much_Choice_Is_Too_Much.pdf
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USE PLAN ANALYTICS TO EVALUATE YOUR RETIREMENT PLAN

Your retirement plan is a valuable resource for your employees and serves as a vehicle to attract and
retain top talent. Ensuring plan success is crucial. Examining plan analytics can help evaluate its
success.

Plan analytics you should explore:

e Median age, tenure and savings rates of plan participants

For informational purposes only. MCF is neither a law firm or certified public accounting firm
M C F and no portion of the information provided should be construed as legal or accounting advice.
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These analytics can be helpful to determine which age groups are not strongly
participating and may be encouraged to do so via on-site meetings, focused mailings and
other communication and education.

e Participants not contributing sufficiently to receive all eligible employer match
Participants “leaving money on the table” can be studied to explain why contributing to the
employer match maximum is so advantageous (e.g., with a 50 percent match,
participants automatically earn 50 percent “return” on their contribution before any
investment gains occur).

e Participants, by age, in each target date fund
Another demographic that can be helped by focused participant communications.

e Participants taking loans
It is important for plan fiduciaries to determine if the plan loan provision is being abused.
This can result in significant asset leakage with participants and oversight concerns for
plan fiduciaries.

e Loan default rates
Loan defaults also create problems for participants (taxation & penalties for premature
distributions) and plan fiduciaries (loan defaults at 90 days arrear are a fiduciary breach).

¢ Dollar amounts of employee contributions by type and source
These analytics allow for a deep dive into appropriateness of participant behavior
potentially impacting plan menu design decisions, employee investment assistance, Roth
utilization, TDF utilization and more.

Many factors impact the success of your plan. Studying your plan’s analytics helps you improve your
plan and ensures your employees reach their retirement goals.

For informational purposes only. MCF is neither a law firm or certified public accounting firm
M C F and no portion of the information provided should be construed as legal or accounting advice.
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TARGET DATE FUNDS AND FIDUCIARY OBLIGATIONS

Target date funds (TDFs) — which rebalance investments to become more conservative as a fixed
date approaches — are a convenient way for plan participants to diversify their portfolios and reduce
volatility and risk as they approach retirement, making them an increasingly popular choice. However
not all TDFs are created equal, and selecting and monitoring them can pose unique challenges for
plan sponsors and fiduciary advisors.

TDFs were first introduced in 1994. A little over ten years ago, just 13% retirement plan participants
were invested in TDFs. Today, that number has risen to more than 50%, according to a new report
from Vanguard, which also estimates that 77% of Vanguard participants will be invested in a single
TDF by 2022.

However, the “automatic” rebalancing feature of TDFs doesn't supplant the obligation to monitor funds
and educate participants. The Department of Labor (DOL) provides guidance on TDFs in the form of
tips for ERISA plan fiduciaries. A fiduciary advisor can help plan sponsors understand the rules and
assist with compliance.

TDF Tip Highlights

For informational purposes only. MCF is neither a law firm or certified public accounting firm
M C F and no portion of the information provided should be construed as legal or accounting advice.
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e Establish an objective process for comparing and selecting TDFs. Some of the things DOL
suggests you consider include: fund performance, fund fees and expenses and how well the fund’s
characteristics align with your employees’ ages, retirement dates and salaries.

e Establish a process for periodic review of your plan’s TDFs. If there are significant changes in any
of the criteria you considered when you added the TDF - management staff of the fund,
performance, objectives - consider replacing it.

e Understand the fund’s investments and how these will change over time. Aside from the primary
strategy and underlying risk, another important aspect to consider is the fund’s “glide path.” Some
TDFs reach their most conservative state closer to the target date, while others continue to
become more conservative as participants move through their retirement years, with the
assumption that funds will be withdrawn over a longer period of time.

e Review the fund's fees and expenses. Even small differences in fees can have a large impact on
the growth of participants’ savings over time. In addition to fees and expenses charged by the
component funds held by the TDF, are there additional charges for rebalancing or other services?

e Ask whether a customized TDF that includes component investments not managed by the TDF
vendor would be better for your plan. There may be additional costs associated with a custom
TDF, but it may be worth it and you should ask the question.

e Develop effective communications about TDFs for your plan participants, especially disclosures
required by law. Check EBSA’s website for updates on regulatory disclosure requirements.

e Use available sources of information, such as commercially available resources and services, to
evaluate and review TDFs as well as any recommendations received concerning their selection.

e Document your process for choosing and reviewing TDFs, including the decision-making process
regarding individual investment options.

*Read the full DOL Target Date Retirement Funds — Tips for ERISA Plan Fiduciaries document here
https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/fact-
sheets/target-date-retirement-funds.pdf)

The trend toward TDFs has changed the landscape for retirement plan investors, and it's a trend that
shows no signs of slowing down anytime in the near future. For assistance navigating this relatively
recent evolution in retirement planning and investing contact your plan advisor.

1. https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/fact-
sheets/target-date-retirement-funds.pdf

2. https://pressroom.vanguard.com/news/Press-Release-Vanguard-Launches-How-America-
Saves-2018-060518.html
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3. http://www.ucs-edu.net/cms/wp-
content/uploads/2014/04/1_ABriefHistoryOfTargetDateFunds.pdf

The target date is the approximate date when investors plan to start withdrawing their money. Generally, the asset allocation of each fund will
change on an annual basis with the asset allocation becoming more conservative as the fund nears the target retirement date.

IMPORTANT DISCLOSURE INFORMATION

MCF Advisors, LLC ("MCF") is an SEC-registered investment adviser. Please remember that past performance may
not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be
no assurance that the future performance of any specific investment, investment strategy, or product (including
the investments and/or investment strategies recommended or undertaken by MCF), or any non-investment
related content, made reference to directly or indirectly in this presentation will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or
prove successful. Due to various factors, including changing market conditions and/or applicable laws, the
content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any
discussion or information contained in this presentation serves as the receipt of, or as a substitute for,
personalized investment advice from MCF. To the extent that a reader has any questions regarding the
applicability of any specific issue discussed herein to his/her/its individual situation, he/she/it is encouraged to
consult with the professional advisor of his/her/its choosing. MCF is neither a law firm nor a certified public
accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A
copy of MCF’s current written disclosure statement discussing our advisory services and fees is available upon
request. If you are an MCF client, please remember to contact MCF in writing, if there are any changes in your
personal/financial situation or investment objectives for the purpose of reviewing / evaluating / revising our
previous recommendations and/or services. Please click here to review our full disclosure.
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