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			“Do to others as you would have them do to you.”
—Luke 6:31 (NIV)

		

		
			Please note that unless data is provided with a cited reference, this book solely represents the thoughts and opinions of Brian D. Allen, CFP®, Founder and Chairman of Pension Consultants Inc. of Springfield, Missouri. Although the opinions enclosed are a result of an extensive background in the investment and plan adviser industries, there are no guarantees that the investment strategies outlined in this book will result in successful outcomes. This book does not contain any legal advice and should not take the place of an attorney. Please consult with an investment adviser before implementing any of the investment ideas written in this book. Please also note that the regulations and laws mentioned in this book may become dated and are subject to change over time.
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Introduction

			
An Honor and a Challenge

			At critical times in our lives, we count on others. We rely on medical professionals to take good care of us. In emergencies we rely on police, firefighters, and other first responders. Legal issues? We look for a good attorney. Time after time, we depend on those whose jobs are to put us first. These are the people who keep us healthy, safe, and secure.

			Looking out for our financial security is another group of committed souls who are virtually never in the limelight but who nonetheless play a critical role. Across the nation, at companies and nonprofits small and large, countless individuals serve on committees that oversee the 401(k) and 403(b) plans on which most Americans today base their retirement dreams. The vigilance of those committees is critical in this post-pension era in which employees must determine how much to accumulate for their retirement and try their hand at the investments that companies once undertook on their behalf.

			It is for those dedicated servants that I write this book—and because you are reading it, you likely are one of them. The United States has hundreds of thousands of these employer-sponsored retirement plans, which means that millions of people like you have taken a turn as a committee member.1 Your mission is to look out solely for the best interests of your colleagues, who tuck away their hard-earned pay, week after week, year after year. Yes, you are helping your organization, too, by ensuring that it is offering an attractive and effective retirement plan, but helping the boss is not why you have been chosen for this role. Your foremost duty is to do what is best for the participants, above anyone else. You are a true fiduciary.

			Serving on a fiduciary committee is a sobering responsibility. Your coworkers are counting on your good judgment and skills to ensure their retirement success. Their spouses and families are relying on you too. If you do a poor job, people will get hurt. When people get hurt, they often look for something or someone to blame—and you will become very aware of the pitfalls of doing a bad job. Much industry news has focused on what those hurt people do to get even, and the media have been quick to report on a flood of litigation.

			As a result, many fiduciary committees take a protective stance rather than a progressive one. When they meet, they devote much of their time to the topic of how to fend off lawsuits—an understandable perspective, perhaps, but unfortunate. Think of it this way: would you want your doctor to focus on how to keep you in the best of health or on whatever it takes to keep you from filing a lawsuit? The latter is not most people’s idea of preventive medicine. Likewise, a good teacher concentrates on challenging every pupil, not on appeasing every parent. A well-trained police officer uses handcuffs, not just kid gloves. Should professionals be aware of potential legal issues? Yes. Obsessed with them? No.

			Fiduciary committee members, when they are at their best, focus on those whom they serve, the plan’s participants. If you do your job well, people will benefit in many ways. By helping individuals and their families, you also are improving communities, and better communities make for a better nation. In short, you are doing your part to build a stronger society, which is a supremely rewarding endeavor. That’s not a job for the timid. Sure, you need to avoid trouble, and this book will teach you how. More importantly, however, this book will show you how to know that you are doing your job well.

			No need to guess. As a member of a fiduciary committee, you can be confident that you are keeping your commitment to assure your colleagues of a good retirement plan. In the chapters ahead, I will outline three tests that committees can use to measure and quantify whether a plan is performing well. Until now, many just didn’t know. They based their assessments on the opinions of their advisers and consultants, who told them just what you might expect. Those advisers were not inclined to say, “Hey, we’ve been doing a terrible job for you here, folks, so you’d better look for someone else!”

			When you have finished this book, you no longer will be in the dark when it comes to what is terrible and what is terrific. I will explain specifically what I believe constitutes a good plan so that those involved in its operation do not need to wonder whether they have succeeded. I will lay out for you key measurements needed to accurately assess the quality of a plan.

			With a few exceptions that I will explain, the tools and tips in this book apply both to the 401(k)—the type of plan that serves employees in the private, for-profit world—and the 403(b), which serves certain employees of nonprofits. In this book, I will refer to them collectively as “retirement plans,” with the understanding that I am not referring to the old-style, defined-benefit pension plans, which the defined-contribution plans largely have replaced since the 1980s. For both 401(k) and 403(b) plans, I will be assuming that these plans are subject to the general provisions of the Employee Retirement Income Security Act (ERISA). Not all plans are subject to ERISA. Much of this book will not apply to these exempt plans.

			Throughout, I will emphasize the honor and privilege of your role on a fiduciary committee. Yes, your responsibility is a serious one and caution is always wise—but remember that the mission of any good plan is to help people attain a fulfilling retirement. You should proceed not in fear of doing something wrong but instead determined to do it right—and to do right. You have been chosen to help your colleagues prosper in life. Your duty is to look out for them. If you keep that top of mind, and if you remain focused on my three tests of a retirement plan’s excellence, the risks that come from doing a poor job will largely melt away.

			A Place of Confidence

			Your role as a retirement plan committee member is a significant one. You have been entrusted to help provide employees with a good plan, one that successfully prepares them for retirement. As you oversee the management of the plan, the decisions that you and your fellow members make will impact its expenses and the investment choices offered. The service providers you choose will have much to do with how well or how poorly the plan is run.

			As a fiduciary, you have personal and legal responsibilities to make reasonable decisions on behalf of everyone who participates in the plan and their beneficiaries. It is your duty to make all decisions with their best interests in mind. That is the essence of being a fiduciary. It is considered the highest standard of care under the law. Fiduciaries are required to put the interests of those they serve ahead of their own.

			In recent years, more people than ever have become familiar with the fiduciary concept: it became a frequent topic of news reports with the coming and going of the Department of Labor’s Fiduciary Rule, which would have significantly influenced the operation of retirement plans. In early 2017, the government began phasing in the long-debated rule, which expanded the fiduciary standard to anyone, including representatives of brokerages and insurance companies, who offered investment advice to plan sponsors and participants. The Fiduciary Rule was one of the most hotly debated topics in finance, with many brokers and investment firms doing all they could to halt it from being enacted. Seeking to hold all retirement plan investment advisers accountable, the regulation was expected to impact those that sold products for commissions the most. With the changing of the political guard, however, the Fiduciary Rule quickly fell out of favor, and by the spring of 2018 it was dead. A federal court ruled that the Department of Labor had overreached its authority.

			Despite the demise of the Fiduciary Rule, the publicity that it generated served to raise public awareness of the fact that not all plan advisers are equal—that is, they are not necessarily fiduciaries. Before the Fiduciary Rule, many advisers needed only suggest suitable investments, which very well could suit themselves, too, in the form of big commissions. If the new rule had stood, it would have eliminated many commission structures that define the industry.

			For the record, I am a fiduciary. My company, Pension Consultants Inc., which I founded in 1994, operates solely under that standard. We are what is known as a 3(38) fiduciary with discretion to manage the investment lineups in our clients’ plans. In effect, those clients transfer to us the responsibility to serve the participants’ best interests. More on that in chapter 5, which will examine the varying roles of plan advisers and what you, as a fiduciary committee member, should consider in evaluating your teammates.

			In your role as a fiduciary, you may be experiencing feelings of both pride and hesitancy. Of course, you want to do a good job, but at this point you probably are unsure how to do that or even how you would know. This is unfamiliar territory. You find yourself on a committee that consists, typically, of five to a dozen members. Some are serving by virtue of their title—your organization’s chief financial officer, for example, or the director of human resources, or the director of benefits. The presumption is that those executives have the background and knowledge to serve the committee well, though their allegiance to the employer must never stand in the way of their duty to put the plan’s participants’ interests first. Others have been chosen to serve because of their long tenure or senior position, or perhaps they simply are known around the office to have an interest in finances and investments.

			Most feel honored to be appointed, but many quickly begin to feel as if they are in over their heads. The legal and investment lingo can feel intimidating to the uninitiated. As a newbie on a committee, you likely will hear words that are unfamiliar to you and conclude that your colleagues know a lot more than you do. Perhaps some do, but that doesn’t mean that they are smarter or better suited to serve than you. You also likely will hear a lot of talk about the risks of noncompliance and daunting descriptions of things that can go wrong if everything isn’t done to the letter. You may begin to doubt whether you should be in this role.

			At such times, remember again why you are serving. You have been chosen for a reason—to see that everyone involved, including each of your fellow committee members, keeps the focus squarely on serving the best interests of the participants. Your duty is to provide a good retirement plan for them that can make a profound difference in the quality of their lives. You should take pride in that role. Even if you don’t yet know the lingo or all the protocol, you certainly can ask the right questions to ensure that everyone is playing by the rules. I am writing this book so you can know what those questions should be.

			Whether your committee has a formal or informal structure, and no matter how often it meets, it is imperative that you pay close attention. A few organizations, generally those that sponsor larger plans with over $1 billion in assets, divide the responsibilities into two committees, one to oversee the investment lineup and the other to oversee compliance. Most organizations, though, have one committee that deals with both, and I have written this book from that perspective. Either way, you still are a fiduciary. You are an advocate for your fellow employees, and it is your duty and privilege to remain vigilant and to speak up on their behalf during meetings.

			Your voice matters. These chapters will help you to fill in the blanks in your knowledge so that you can contribute meaningfully to the proceedings. Often, newly appointed fiduciaries don’t feel that they belong until they have served two or three years. What you will learn in this book will help get you up to speed much sooner. In short, my goal is to take you from a place of uncertainty to a place of confidence.

			A Different Approach

			By and large, whether a retirement plan is good or bad has been anyone’s guess. In my three decades in this industry, I have often observed how investment advisers and managers have benefited from that subjective assessment. Let’s say a manager proudly informed you that one of your investments made a 10 percent return last year. Sound good? Now suppose you could have bought into an index fund and earned 16 percent. Still happy? Because of a lack of transparency, too many investment advisers and managers have been able to spin their poor performance to give the impression that they are shining. The unsophisticated consumers of their advice are mostly left to judge their competence on their personality, not their actual value.

			That has been the case in many industries and professions. For example, if you ask most patients whether they have a good doctor, my guess is that they will say they do. Why? Because the doctor listens to them and explains things carefully—and those are good traits in a doctor, for sure. What gets lost, however, is that the true value of a doctor is to diagnose injuries and disease and to prescribe the right treatments. Because patients lack objective information on the doctor’s performance, they base their assessment on personality and image.

			In this age of big data, however, that is changing. Poor performers are finding it increasingly difficult to hide. Transparency is becoming the norm in our society, and professionals can either resist that change or welcome it. It’s easy to see why some would resist, but the better performers have nothing to fear. To remove a cloak of confusion should be good for all concerned—and it is good business too. In my industry, the data shine a light on just how well a retirement plan is performing. You can take precise measurements: it’s either a good plan, or it’s not. The greater transparency promotes objectivity—and that is the approach that my company has chosen to embrace.

			My colleagues and I are privileged to be at the forefront of this new way of looking at the retirement plans that are bringing financial freedom to countless Americans. The business world has long intrigued me. I enjoy the teamwork of putting together a successful enterprise, knowing that “we made this.” I also enjoy the complexity of economics and the markets, which have fascinated me since my high school days. At Pension Consultants, where our mission is to improve the financial security of American workers, I consider what we have made to be more than a business. It’s a calling. All those people and their families are counting on us to take good care of them, and we must not let them down.

			
Chapter 1

			
Good for One and All

			Meet Karen.2

			Karen is thirty-six years old and works the evening shift at a hospital as a nurse’s assistant. Her husband works days as an inside sales rep for a plumbing supply company. They have two preteen kids. Most of the time, they have enough money to get by, but they still live paycheck to paycheck—and if either of them misses one of those checks, the family struggles.

			When there isn’t enough in the bank account to make ends meet, or to pay for extras like sports fees and birthday parties, Karen and her husband rely on a couple of credit cards. They had expected to use them only for emergencies, but it didn’t work out that way. Typically, one of the cards is maxed out and the other is nearly so. They always intend to pay them down, but the money never seems to stretch that far. Instead, they manage each month to pay off just enough to use one of them a little longer.

			Karen and her husband both have hoped to start saving for retirement. A couple of times, they have come close. Once, with retirement in mind, they even set aside a thousand dollars from a tax refund and put it into their credit union account. But some pressing concern always comes along, and those savings evaporate as they turn their attention back to the here and now. Karen worries sometimes about how they ever will manage to retire, but her anxiety about tomorrow takes a backseat to her anxieties of today. Almost every week, she gets a reminder of the precarious position that her family is in. The dryer goes on the blink. One of the children needs to see the doctor. Yet another school expense crops up. For months, she has noticed that her car’s tires are getting bald, but those other expenses keep getting in the way. Something, always something.

			When she and her husband manage to cross paths for a few minutes each day, it seems that money troubles and overdue bills are all they talk about anymore, if they talk at all. Karen wonders what kind of example they must be setting for the kids, who can feel the brooding tension in the household. She finds herself snapping at them over next to nothing. Not only are her family relationships suffering, her work is suffering too. Instead of giving her full attention to her job, she spends time dealing with whatever emergency has come her way that day—and the boss has noticed how distracted she seems.

			Karen feels as though her financial future is out of her control. With all that constant stress over finances, she feels like a failure. She fears that instead of enjoying a storybook retirement, she and her husband will have to keep on working just to pay the bills.

			One important protection against financial insecurity is an employer-sponsored retirement plan. To accumulate wealth requires discipline, and people who are inclined to overspend will do so whether they make $40,000 a year or $400,000 a year. You can never become wealthy if you spend more than you make—and for many people, a retirement plan makes all the difference, because it forces the discipline of saving.

			A Good Plan Serves the Employees

			What is the purpose of a retirement plan? Employers offer retirement plans as a benefit to their employees, allowing them to build financial security and preparing them to retire successfully. That sense of security can make a world of difference for those employees and their families.

			Let’s go back to Karen’s story.

			Tired of the anxiety and determined to move her family into a position of financial security, she decides to enroll in her hospital’s 403(b) retirement plan. To her surprise, she doesn’t really notice the money that has been diverted from the family’s day-to-day budget. She selected the traditional pretax option, so her contributions come out before taxes and before she even receives her paycheck. Her employer matches her contributions as part of the plan structure, and before long she has $3,000 saved in her account. Karen understands that she shouldn’t withdraw the money, but just knowing it’s there gives her a feeling of success and security. For the first time in her life, she can see a financial future.

			Buoyed by their increased feelings of control, she and her husband decide to begin an emergency savings account, using an automatic payroll deduction plan that her employer provides. Once again, the money is deducted before the paychecks are deposited in the bank, and the money seems to accumulate quickly and painlessly.

			Because her anxiety has eased, Karen becomes less distracted and more reliable at work, and her improved performance catches her manager’s attention. Eventually, she gets more responsibility and an increase in pay. Feeling increasingly confident, the couple dedicate that increase to improving their financial situation even more. Karen’s relationships with her children become less strained as she feels reassured that she can provide for them.

			From what I have observed over my career, many people experience a similar change of heart once they succeed in saving for the future. A feeling of improved financial security can alleviate a major source of stress that employees carry with them into the workplace. With less worry on their minds, they can perform at their best levels. This improved performance could lead to enhanced career growth, higher income, and an overall improved quality of life.

			Additionally, success in building financial security for retirement can translate to other aspects of employees’ financial life. Increased confidence in their financial planning skills can lead them to further accomplishments, including keeping debt under control, saving for their kids’ college expenses, and accomplishing long-term financial goals.

			A Good Plan Serves the Employer

			When the employees are happy, so is the employer—and that is because employees’ relief from financial stress can dramatically increase their productivity and the fortunes of the organization. It only makes sense. If you are worried about your car getting repossessed or making the mortgage, are you likely to be performing at your best?

			That anxiety, multiplied by the millions who are feeling it, comes at a high cost to our society. Distracted workers not only make less money for themselves but less for their employers too. A study by the consulting firm Mercer pegged the cost of worker insecurity at $250 billion annually in terms of lost productivity.3 Good retirement plans can go far in reversing that damage. As employees see their accounts growing, they feel a greater focus and dedication to the job that has made those savings possible.

			On many levels, employers benefit from offering their workers a superior retirement plan. In today’s competitive marketplace, where companies often compete for top employees, an excellent plan could become a differentiator in the company’s efforts to attract and retain the best people. The cost of employee turnover can be high, and a quality retirement plan could serve as a key part of an attractive overall compensation and benefits package.

			In addition, an organization with a well-functioning plan will gain the assurance that its employees will be able to retire on time. Obviously that is good for them, but consider the impact on the organization. Employees who are in their sixties tend to be the more highly compensated ones. When they leave their jobs voluntarily to begin a comfortable retirement, they open positions in the workforce for replacements who are younger—and who will start out lower on the pay scale.

			That benefits employers in two ways. They are bringing aboard ambitious new hires who tend to have the progressive ideas and fresh perspectives that are the hallmark of youth. Retiring workers open up advancement opportunities for younger workers. This allows younger workers to stay longer with the company as they envision a future of challenge and opportunity. Their contributions will keep the company relevant and thriving. And the immediate cost savings can be significant. Let’s say that Sam, who is retiring, earned $85,000 a year. In comes Deidra to replace him, making $65,000 a year. That is an immediate savings of $20,000 annually for that one position. Multiply that amount by the hundreds of people who come and go in a large company, and you can see the huge advantage to the bottom line of having a plan that gives employees the financial confidence to proceed into retirement.

			Sometimes, CFOs can miss these long-term savings to the company. Increased worker productivity and lower compensation costs from retirements are real, but they don’t show up right away. A CFO will instinctively understand that attracting more participants in the plan will mean higher costs to the employer through an increased employer match. Some, in their focus on the current year’s bottom line, can begin to see the expansion of the plan as a negative. However, when they step back to see the big picture and take into consideration the overall benefits to the company, a good plan becomes an overwhelming positive. For CFOs who serve on the fiduciary committee, as they often do, this is all the more reason to advocate for excellence on behalf of the participants. Though their focus on the committee must be solely in service to the plan’s participants, they obviously also care about how the company fares. A good plan serves both interests.

			“This Is How We’ve Always Done It”

			Despite those benefits that both employees and employers could gain through a 401(k) or 403(b) plan, not all plans are managed well. Many plans earn insufficient returns, cost more, and generally do not prepare employees well for retirement. Because of their weaknesses and vulnerabilities, those plans also are more likely to become a target for regulators and lawsuits. The opportunity cost is high, as no one is taking advantage of the potential benefits. Everyone misses out.

			The troubling truth is that plan fiduciaries often lack the information they need to even know whether their plan is good. “This is the way we’ve always done it,” they are told. And so the plan continues to operate the same as always—poorly.

			That lack of quality and clarity is commonplace. Because the industry has not developed objective performance standards, serious problems can go unrecognized and unaddressed. As a result, investment lineups very often fail to perform as well as the indexes that reflect how well the markets in general are doing. In fact, in 2018, my company sponsored a study by the University of Missouri comparing the performance of 401(k) lineups to an all-index lineup, which is the benchmark that we recommend. The study initially focused on the years 2013 to 2015. In 2013, only 32 percent of plan investment lineups outperformed an all-index lineup; in 2014, only 12 percent did; and in 2015, 30 percent outperformed. In an update to the original study, we found that in 2016, 11 percent beat the benchmark, and in 2017, 83 percent did. We will update that study annually but suspect that the results likely will continue to be similar.4

			Much has been written about the fact that actively managed funds generally fail to outperform the indexes. That holds true for retirement plan lineups, but we don’t hear much about that. When I got into this business, I observed that smaller plans approached investments with the sophistication of a typical individual—in other words, not a whole lot. As I worked my way up to $50 million plans, I presumed that I would find that the managers had been more savvy in their investment knowledge. They were not. Neither were the managers of the $500 million plans, when I got to that level.

			Based upon what I have seen, fiduciary committee members typically are no more knowledgeable about investments than the population in general. If the committee has ten members, a few of them might have a greater level of sophistication, but most will have only a layman’s understanding. Even among the few megaplans that separate the investment oversight into a separate committee, the level of understanding is generally akin to that of a hobbyist.

			If you are like many committee members, when you hear that “we’ve always done it that way,” you probably remain very quiet, presuming that people more knowledgeable than yourself already have ironed out the details. This book will get you out of the dark to reach the point where you can join the conversation confidently. You will know for certain whether the way it’s being done is the way it should be done.

			What a Good Plan Looks Like

			How do you know whether the plan you oversee is, in fact, a good one? I wrote this book to answer that question. For now, understand that a good plan has three key elements.

			The plan’s investment lineup performs well

			A small gain in investment performance compounded over a plan participant’s working career will have a tremendous impact on how much money will be available at retirement age. In chapter 6, we will see the dramatic influence that just half a percentage point change in the rate of return through the years can have on the balance. Compounding interest is powerful. It might seem mysterious, but it is a fact of mathematics.

			The total fees paid by the plan are low

			The fees that participants must pay via the plan’s expenses come right off the top of their earnings. Think of fees as a negative investment return. They sap the strength of the compounding effect. Just as a small gain in the percentage of return will boost retirement assets dramatically, a small drop in the percentage of return will reduce them dramatically. In chapter 7, we will take a close look at why fees matter so much and why they must be considered when assessing the quality of a retirement plan.

			The total contributions are at an appropriate level

			As people scurry about their daily lives, they often neglect to think about how much they are setting aside for retirement. They fall victim to “short-termism,” which has become a popular term for the phenomenon of focusing primarily on one’s current needs and wants to the detriment of future concerns. No matter how stellar the performance of a plan, no matter how low the fees, no matter how generous the employer’s match, nobody can successfully prepare for retirement without contributing regularly into their retirement account. Most people don’t know how much they should be contributing. A good plan keeps track of how well its participants are contributing to the plan to be on pace to retire comfortably. Chapter 8 will explain how that works.

			Those three elements work together in harmony in a good retirement plan. They must also be in proper balance. For example, a plan could spend hundreds of thousands of dollars for financial counseling services to help employees retire successfully, but such an expense would mean a significant rise in the fees that the plan must pay. The counseling would benefit the participants, but the higher fees would hurt them. In other words, don’t get tunnel vision. There is a natural tension between the elements that make up a good plan, and you need to pay attention to all three of them. The positives must always prevail.

			As a plan fiduciary, you are in a position to make sure that is happening. You oversee the management of the plan to ensure that it will allow workers to develop financial security so that they can retire on time. You must be aware and alert. Rest assured, you are up to the task. That is why you were selected for this role.

			Above all, what qualifies you to serve is that you care about your colleagues who are pinning their retirement dreams on the success of the plan. That dedication to them needs to be in your heart. The rest you can learn.

			The Bottom Line 

			
					An employer-sponsored retirement plan is an important protection against financial insecurity. It can help people break the pattern of spending more than they earn.

					When employees are relieved of financial stress, they are better able to perform at their best levels, earn more, and advance in their careers. More productive employees also earn more money for their employers.

					A good retirement plan helps organizations attract and retain the best people.

					When older employees retire on time, organizations can bring in younger workers with fresh ideas at lower pay who are likely to stick around because they see advancement opportunities.

					Fiduciary committee members often lack the information to know whether their plan is a good one. Serious problems can go unaddressed because the industry lacks objective performance standards.

					A good plan has three key elements that must work in harmony: 1) The investment lineup performs well, 2) the total fees paid by the plan are low, and 3) the participants are contributing enough to be on pace to retire.

			

			
Chapter 2

			
The Roots of ERISA

			Pension plans didn’t exist in America when brothers Henry and Clement Studebaker opened a blacksmith shop in South Bend, Indiana. The first US private pension plan didn’t come along until about twenty years later, in 1875. Fast forward a century, and pension plans had proliferated, and the Studebaker-Packard Corporation had become a national symbol of their “broken promise.”
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