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INTRODUCTION

Disclosure: for illustrative purposes only. 

RETIREMENT SAVINGS
Lotto

Pension

Social Sec.

Inheritance

401/457

O
thers

• Income replacement ratio: 70 and 85 percent of pre-retirement income will be needed in 
order to maintain a similar lifestyle at retirement. 

• 4 Percent Rule: retirees can safely withdraw the amount equal to 4 percent of their 
savings, adjusted for inflation, for 30 years.

• Planning for retirement should be an effort to fill the income replacement gap. 
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INDUSTRY UPDATES

• EARN Act: Serving as the foundation for the Senate’s counterpart to the House-passed SECURE Act 2.0, the Senate
Finance Committee voted 28-0 to favorably report an amended version of the Enhancing American Retirement Now
(EARN) Act, which includes more than 70 proposals aimed at helping more Americans save.

• Equitable (July 2022): Settles SEC charges for $50 million. According to an SEC statement, Equitable allegedly
provided account statements to about 1.4 million variable annuity investors that included “materially misleading
statements and omissions” concerning investor fees.

• DOL Cryptocurrency Memo (March 2022): the Department has serious concerns about the prudence of a fiduciary's
decision to expose a 401(k) plan's participants to direct investments in cryptocurrencies, or other products whose
value is tied to cryptocurrencies. These investments present significant risks and challenges to participants'
retirement accounts.

• Metlife (July 2021): A class action lawsuit claims that “instead of investing in any of these competitive index fund
offerings in the marketplace, Defendants choose to generate profits for MetLife by investing exclusively in the
MetLife Index Funds, which charged fees that were up to six times higher than marketplace alternatives that tracked
the exact same index.”

• Coca-Cola (Nov 2020): The complaint summarizes the basic allegations as follows: “Defendants have breached their
fiduciary duties to the plan and have engaged in the following fiduciary breaches: (1) failed to fully disclose the
expenses and risk of the plan’s investment options to participants; (2) allowed unreasonable expenses to be charged
to participants; and (3) selected, retained and/or otherwise ratified high-cost and poorly performing investments.

• AIG (July 2020): VALIC Financial Advisors Inc., an AIG subsidiary, fined $20 million for misleading Florida teachers. 
The settlement was part of a larger $40 million settlement related to a broader investigation into other VALIC 
misconduct.
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RETIREMENT PLAN – WHO IS IN CHARGE? 

Disclosure: for illustrative purposes only. 

• Many 457 plans were adopted in the early to mid 80s, by way of endorsements from the 
International City/County Management Association (ICMA) and the U.S. Conference of Mayors.

• Many plans have not been reviewed in over 30 years, while assets have grown SIGNIFICANTLY.

• The role of Plan Administrator may have also changed hands, between the Finance Director, HR 
Director, or Risk Management. 

• The Plan Administrator may have also ADDED service providers, since these plans do not have 
explicit fees. 

The lack of oversight has led to many plan design issues.  
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PLAN DESIGN ISSUE #1 – DEFAULT INVESTMENT OPTION

The default investment should NOT be the money market fund or the fixed account. 
ERISA specifically mentions that a QDIA (Qualified Default Investment Alternative) may be: 

•Life-cycle or targeted-retirement-date fund;
•Balanced fund; or
•Professionally managed account.
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PLAN DESIGN ISSUE #1 – DEFAULT INVESTMENT OPTION
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TARGET DATE FUNDS

The concept of de-risking with age is known as a glidepath. 
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TARGET DATE FUNDS

The glidepath may vary based on “through” or “to” approach. 
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TARGET DATE FUNDS
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TARGET DATE FUNDS

Differences in the glidepath may result in wide dispersions among target date funds. 
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PLAN DESIGN ISSUE #2 – LOANS

Maria

John

Hypothetical Balance at age 55 Assumptions:

Maria took no loans or hardship 
withdrawals; 10% withheld

John took a series of 10 loans 
totaling $117,000; 13% withheld

$364,000

$313,000

• Cost of loan is typically Prime + 1%, set-up ($50) and maintenance fees ($50). 
• Loan interest payments face double taxation; after-tax dollars then get taxed again at retirement (withdrawal). 
• Missing payments can incur taxes and penalties; early withdrawal (59 ½). 
• Upon separation, employees they may be required to repay loan(s), or the loan(s) will become a distribution. 
• The time your money is out of your account is the time that the interest is not compounding and working for you. 
• Even with a higher contribution rate (13%), John accumulated much less than Maria due to frequent loans. 
• Loans impact may alter the portfolio allocation. 
• Participants with multiple loans, through multiple recordkeepers, may breach the $50k limit. 

Loans should be used for EMERGENCIES. 
In practice, some employees have treated their 457 account as a line of credit.  
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PLAN DESIGN ISSUE #3 – FEES

Not all index funds are created equal. 
Participants are NOT aware of the hidden fees. 
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IMPACT OFE FEES
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EMPLOYEE EDUCATION - AGGREGATION
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EMPLOYEE EDUCATION - DIVERSIFICATION
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EMPLOYEE EDUCATION – TARGET COMMUNICATIONS
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EMPLOYER – ONGOING MONITORING
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EMPLOYER – ONGOING MONITORING

• Investment Policy Statement
• Investment Due Diligence
• Peer Comparison
• Demographic Review
• Employee Feedback
• Education Policy
• Service Provider Review
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