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As the American economy continues a steady shift toward 

employee-managed retirement savings, defined contribu-

tion plans are becoming an increasingly important part of 

a competitive benefit plan offering. Perhaps even more 

significantly, they are becoming an increasingly impor-

tant tool to assure the future health and welfare of a gen-

eration of the workforce.

This is a big weight on the shoulders of benefit plan 

sponsors who toil faithfully to administer and assure the 

compliance of defined contribution plans, and it is grow-

ing heavier all the time. Continued concerns about the 

future of Social Security and defined benefit pension plans 

suggest that today’s middle-aged employees in particular 

are pinning their best hopes for a retirement nest egg on 

the performance of their defined contribution plans and 

any personal retirement savings.

Of more immediate concern to plan sponsors, there are 

new regulatory requirements developing or taking effect 

that will require sponsors of defined contribution plans to 

make some changes in how they administer their plans. 

For example, the U.S. Department of Labor (DOL) acted 

to implement provisions of the Pension Protection Act 

that would make investment advice more accessible for 

millions of Americans with 401(k)-type plans.

With important safeguards and conditions attached, plan 

sponsors will be allowed to give investment advice using 

computer models or through advisors compensated on a 

level-fee basis, meaning that the fees do not vary based 

on the investments selected by the participant. Even 

more recently, the DOL’s Employee Benefits Security 

Administration issued a new rule calling for new disclosures 

related to fees and expenses, investment options and other 

information in 401(k)-defined contribution plans. The rules 

take effect in early 2012 to require plan sponsors to furnish 

information to participants or beneficiaries in a way that will 

facilitate their own investment allocation decisions.

On the surface, most plan sponsors are likely focused on 

their new responsibilities under these new rules and what 

they must do to meet the minimum requirements. Those are 

important areas of focus, but the real challenge for plan spon-

sors is to take a more strategic vision for how to implement 

these new rules and see in them the opportunity to improve 

the overall performance and potentially even reduce the cost 

of the defined contribution plan as a result of this process.

Given the growing significance of defined contribu-

tion plans both to the economy and to the long-range mis-

sion of the organization, plan sponsors should seize 

this opportunity to do more than just meet the minimum 

regulatory requirements. Now is the time to look more 

strategically at the defined contribution plan and assure 
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it functions in a way that achieves maximum perfor-

mance at the lowest possible cost for the benefit of all 

stakeholders—the workforce, the organization and even 

the economy as a whole.

Plan sponsors can achieve this approach to compli-

ance and improvement of the defined contribution offer-

ing by focusing on three specific areas:

� Study and adopt a more passive investment 

strategy

� Develop or upgrade the investment policy state-

ment (IPS) for the plan, especially to reflect a 

thoughtfully developed investment strategy

� Enhance the method of providing financial edu-

cation to participants.

Passive Investment Strategy
Plan sponsors naturally seek to manage the funds in a 

defined contribution plan to achieve maximum perfor-

mance and maximum returns. This has led many plan 

sponsors to choose an active management style, studying 

and selecting funds that are expected to outperform the 

market as a whole. And why not? The potential to outper-

form the market is an attractive incentive to take a hands-

on approach to managing the fund.

Unfortunately, the evidence of the past decade sug-

gests that actively managed funds have fared no better 

than passively managed index funds. In fact, the majority 

of actively managed funds underperform index funds. 

The two largest mutual fund investment companies, 

Vanguard and Fidelity, offer index or passive funds along 

with actively managed funds as part of their portfolio 

platform. Over the past 10 years, the actively managed 

funds did not provide as consistent or large returns as 

their index fund counterparts (Figure 1).

Although the example funds highlighted in Figure 1 

roughly illustrate this reality, there are some actively 

managed funds that do occasionally outperform a given 

index, usually the Standard & Poor’s 500. However, once 

the increased costs of these actively managed funds are 

added to the equation, any excess gains earned by these 

funds are eroded.

Index funds typically have lower expenses because of 

their lack of constant oversight and frequent trading; they 

simply seek to duplicate whichever index they are created 

to mimic. The typical actively managed equity fund has 

annual operating expenses of approximately 0.5% of 

assets. Conversely, the typical index fund has expenses 

of approximately 0.56% annually.1

These numbers should be sobering to plan sponsors who 

continue to actively manage their funds in the belief that they 

are maximizing their performance potential. Plan sponsors 

generally spend 1% more in ongoing management expense 

to actively manage a fund, yet that additional cost is not trans-

lating into improved performance for the majority of funds. 

As plan sponsors continue to seek cost reductions, that 1% 

cost difference between active and passive management 

approaches is becoming increasingly difficult to overlook.

However, there appears to be a contradiction in priorities 

among plan sponsors in the United States. When Mercer 

asked plan sponsors to rank their priorities for established 

defined contribution plans, most respondents placed greater 

importance on providing adequate retirement funds for 

employees than on reducing plan costs.2 These plan spon-

sors are overlooking the potential to reconcile these two 

priorities rather than ranking one over the other. Passive 

investment strategies can offer this reconciliation by pro-

viding for lower plan costs while at the same time achieving 

less risky returns, which can translate into more positive 

investment experience for future retirees.

Apart from the increased cost and reduced overall per-

formance of the past decade, actively managed funds suf-

fer from another distinct disadvantage. It is difficult to 

select a fund manager who is going to produce the kind of 

returns plan sponsors are hoping to achieve. Past perfor-

mance is not always a good predictor of future perfor-

mance, so selecting a fund manager with a stellar track 

record does not necessarily assure future returns.

As a result of performance and cost considerations 

noted above, plan sponsors should begin to consider the 

increased usage of index funds as part of the overall port-

folio structure of their plan’s offerings. Another advantage 

of index funds is that they do not have to be as frequently 

monitored with respect to performance since they are 

intended to provide the same returns as the index that 

they were created to follow. This can alleviate adminis-

trative burdens on the investment committee.
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Figure 1. Average annual returns (as of December 31, 2010), 
index versus actively managed
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From a fiduciary perspective, passive investing in index 

funds has advantages in defensibility. As stated in 

Section 227 of the Restatement (Third) of Trusts (the 

Prudent Investor Rule): “The greater the trustee’s depar-

ture from one of the valid passive strategies, the greater is 

likely to be the burden of justification [for selecting the 

proposed active strategy] and also of continuous monitor-

ing [of it].”3 It is much easier to explain and justify to 

participants a return similar to that of the S&P 500 Index 

than it would be to explain or justify a negative departure 

from that which could result in an active management 

investment environment.

Target Date Funds
In addition to index funds, the use of target date funds 

(TDFs) also presents an opportunity for plan sponsors to 

achieve cost savings and allow participants to take on a 

level of risk commensurate with their personal time hori-

zon and risk aversion. The use of TDFs as default invest-

ment alternatives is growing, most directly as a result of 

DOL regulations issued in 2007, authorizing the use of TDFs 

as “qualified default investment alternatives” (QDIAs) for 

fiduciary relief under the Employee Retirement Income 

Security Act of 1974 (ERISA) Section 404(c).4 Investment 

firms running TDFs make asset allocation decisions on 

behalf of investors based on some predetermined target 

retirement date in the future, so they represent different 

investment styles and asset classes depending on the time 

horizon to the target date.

With their use growing as a means of providing par-

ticipants with a default investment alternative, it is becom-

ing more important to minimize risks, lower costs and 

provide greater predictability around their performance. 

On average, expense ratios for TDFs range from 0.21% to 

0.85%.5 Plan sponsors should be thinking carefully about 

whether their plans and their participants might be better 

served by adopting the TDFs.

TDFs offer the same basic advantages for participants 

who choose to invest in them on their own, whether they 

are motivated by the simplicity and convenience of a pro-

fessionally managed fund or are not confident making 

their own allocation decisions. The risks related to active 

management might be acceptable to investors who under-

stand the risks and can see the difference between market 

and manager risk but that risk is much harder to swallow 

for less sophisticated investors.

TDFs are often thought of as a version of passive 

investment strategy, since they are essentially “funds of 

funds.”6 However, given this fund structure, the underly-

ing investments that comprise the TDF itself can be either 

actively or passively managed, depending on the charac-

teristics of the fund. It is an important step for any plan fidu-

ciary to evaluate those underlying funds with an investment 

advisor or among the investment committee to determine 

which management strategy is being used.

For example, if a TDF that is being considered by your 

investment committee for addition to the plan’s investment 

offerings contains the word “conservative,” this can some-

times have implications that the fund is mostly invested in 

bonds and is, therefore, a long-term, passive investment. 

However, a close inspection of the underlying funds of this 

“conservative” TDF may actually contain some percentage 

of equity funds or other investments that are actively man-

aged, and this can affect the bottom line returns of the fund 

once costs associated with that are considered.

Another important distinction for plan sponsors and 

their plan investment committees to make is which asset 

allocation technique is being used by the TDF manager. 

There are two basic techniques that are used by TDF 

managers; identifying and differentiating between the two 

is a key consideration to be made in determining whether 

a certain TDF is a good fit for your participant popula-

tion. Essentially, TDF managers can use either a strategic 

or a tactical asset allocation method.

Strategic asset allocation involves using a long-term 

goal for asset allocation among major asset classes (such 

as equity securities, bonds, money market/capital preser-

vation and others). This asset allocation goal is based on 

participants’ risk aversion, time to retirement and expected 

retirement needs, among other factors. This allocation is 

relatively stable in the short term and is only adjusted min-

imally if any of the above considerations change.

A tactical asset allocation is often thought of as being 

more concerned with outperforming the market. This 

strategy involves setting a short-term allocation of assets 

into various asset classes and then systematically adjust-

ing them by weighting certain asset classes more or less 

based on more short-term expectations about the perfor-

mance of those asset classes. For example, a TDF man-

ager using a tactical asset allocation strategy may reduce 

the percentage of assets allocated to bonds if he or she 

expects interest rates to rise in the near future. This strat-

egy is basically representative of an actively managed 

investment strategy.

Not surprisingly, tactical asset allocation strategies 

have not achieved significant excess returns and usually 

come with increased costs over time.7 Again we can see 

the relative attractiveness of passive-style investment 

strategies even within TDFs. As a result, it is imperative 

that plan sponsors review TDF managers in sufficient 

detail to determine which methodology is being used and 

whether or not that is in keeping with the overall goal of 

the investment policy of the plan.

Ultimately, the goal of a TDF is to give less engaged 

participants a carefully selected, diversified portfolio appro-

priate to their time horizons and their risk tolerances to 

enable them to save for retirement. It takes only a few 
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broad categories of assets to achieve this goal. The risks 

related to actively managing the investment allocation 

need not be endured to achieve what these investors need.

The use of TDFs certainly has been challenged in the 

past few years as some investors near retirement suffered 

significant losses with high equity allocations. It does not 

mean TDFs are misguided. Rather, it means plan spon-

sors and their investment advisers need to better design 

the plans and better manage the risks so that TDFs meet 

the needs they are intended to target. TDFs still represent 

a great deal of investment sophistication for participants 

who may have difficulty making asset allocation choices 

in line with their time horizons and risk tolerances.

Another recent development at the DOL also high-

lights the increased attention that TDFs are receiving 

from the current administration. A recently finalized rule 

amends the “qualified default investment alternative 

regulation” and the “participant-level disclosure regulation.” 

Specifically, the rule now requires participants to be fur-

nished with comprehensive information regarding an 

explanation of how the asset allocation of the TDF will 

change over time (“glidepath”), a graphical illustration of 

this glide path and the relevance of any particular “target 

date” included in the name of a fund.8

According to a recent survey, TDFs account for approx-

imately 53% of default investments for those plans with 

auto-enrollment features.9 However, of this amount, 86% 

of these TDFs are actively managed. This highlights a sig-

nificant opportunity for those plans to reevaluate their TDF 

offerings and determine if a passive approach through index 

funds may provide cost savings and improved investment 

performance.

Investment Policy Statement
ERISA does not contain an explicit requirement for plan 

sponsors to develop and adhere to an IPS for their defined 

contribution plans. Many plan sponsors have no such state-

ment, have statements that are obsolete or have little 

correlation to how the plan is managed in practice. Yet 

an IPS is a cornerstone to maximizing performance of a 

defined contribution plan (see Figure 2).

The IPS is meant to provide guidelines for how invest-

ments in a defined contribution plan will be chosen. 

A robust IPS should outline the investment objectives, 

preferred investment types, expected returns, risk toler-

ances and other factors that will steer investment selec-

tions. However, at its most fundamental level, any IPS 

should offer these guidelines in adherence to three basic 

principles that govern all fiduciary action10:

� The plan’s investment assets must be adequately 
diversified. Sponsors of many small to midsize 

plans choose their investment options from the 

platform of proprietary funds offered by their 

plan trustee or custodian. However, with many 

large plans, including those of publicly traded 

companies, common stock of the employer is 

an attractive option by which the company can 

obtain additional capital investments. In the cur-

rent economic situation, this option is likely to 

appear less viable to plan participants already 

skeptical of equity markets. In fact, over the past 

10 years, the share of individual 401(k) accounts 

invested in company stock has been in a steady 

decline, with only 9.2% invested in employer 

securities in 2009.11 From both a fiduciary stand-

point and a practical standpoint, it is wise to limit 

the amount of plan assets invested in employer 

securities.

� All investments must be prudent investments as 
determined by the investment committee. This 

principle is in keeping with the “prudent investor” 

standard as defined by ERISA. Although this 

standard does not explicitly preclude a plan 

sponsor from selecting high-risk investment 

options, the level of risk and return must be 

commensurate with what a “prudent investor” 

would assume given the participant population 

and the plan’s expected short- and long-term 

liquidity needs.

� All investment decisions must be made exclu-
sively on behalf of the interest of participants 
and their beneficiaries. Along with the “exclu-

sive benefit” requirement, it is suggested that the 

plan sponsor’s investment committee document 

any important decisions made in the process 

of selecting, evaluating or otherwise amending 

investment offerings or other decisions affecting 

the investment experience of plan participants.

Many small to midsize plans do not have formal invest-

ment committees. Although this is not ideal, there are 

legitimate reasons why it may not be feasible to have one, 

especially for smaller organizations. However, regardless 

of the structure of the group making investment decisions 

and despite how small the group may be, it is of para-

mount importance to document the discussions of any 

gathering of plan trustees and fiduciaries. A simple docu-

mentation of these events can offer strong evidence as to 

the awareness of and adherence to fiduciary requirements 

under the law.

The recent succession of proposed and final regula-

tions by the DOL regarding required disclosures to partici-

pants seems to indicate a transformation in the regulatory 

environment in which plan sponsors find themselves 

operating. With this heightened attention being paid to 

fiduciaries and their activities by the governing authorities, 
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it is more important now than ever to not only be cogni-

zant of your duties but also to ensure that the fulfillment 

of these duties is being sufficiently documented as a 

means of protecting yourself and your organization from 

potential liability.

Perhaps most critically in the context of the current 

regulatory environment and changes that are on the hori-

zon, an IPS is the means by which a plan sponsor can 

define its provisions for QDIAs in a way that can drive 

plan performance. In 2010, adoption of auto-enrollment 

features in defined contribution plans was up approxi-

mately 10% over 2009 in midsize and large plans.12 This 

trend highlights the attention that is likely to continue to 

be paid to QDIAs in subsequent years, especially as the 

current administration is turning its attention increasingly 

toward employee benefits and retirement income. With 

TDFs as the most prominent QDIA currently being offered 

by plan sponsors,13 the structuring of these investments 

and the role of the IPS in defining the goals of these vehi-

cles is likely to come under more scrutiny.

To set a foundation for how a plan sponsor can use 

TDFs to maximize plan performance, the IPS should 

include a number of criteria for how target dates will be 

selected and monitored. For example, it should reflect an 

understanding of the asset allocation methodology used 

by TDFs. It should be based on a determination of whether 

TDFs should be invested aggressively, moderately or 

conservatively.

The IPS is the place to establish the glide path, or the 

changes in asset allocations as the target date for TDFs 

approaches. Plan sponsors need to think through and 

determine whether the target date should be set as the 

retirement date or some date into the future beyond retire-

ment, perhaps 5, 10 or 15 years. Generally, the later the 

target date the more aggressive the funds. If the target 

date is set into the future, it suggests the plan sponsor 

expects participants to reinvest their retirement distribu-

tions into the same funds. That should be established and 

explained in the IPS so the objectives are clear to partici-

pants and investment managers.

A recent study by Russell Investments indicated that 

more conservative allocations are appropriate for the 

years at and during retirement since these are the years 

when a participant is most vulnerable to the volatility of 

Step-by-Step:  Crea�ng an Investment Policy Statement

While many defined contribu�on plans are similar in general design elements, an investment policy statement is 
the place where integra�ng strategy and compliance intersect.  As such, here are a few ques�ons to ask youself 
and your commi�ee, whether you are crea�ng an IPS for the first �me or retooling your exis�ng document:

1.) Iden�fy the purpose of the statement.
a. How do the IPS’ goals fit in to the organiza�on’s goals?
b. Does the plan sponsor have any of its assets invested in outside funds? If so, what efficiencies 

can be gained from looking at this document?

2.) Define roles and responsibili�es of the commi�ee.
a. How do these responsibili�es and roles address and comply with the guidelines of ERISA for 

fiduciaries?
b. What is the frequency of commi�ee mee�ngs?
c. How o�en will members be rotated to keep perspec�ves fresh in the governance of the plan’s 

investments?

3.) Be specific in your generali�es.
a. Don’t necessarily name specific investment op�ons, but detail the types of offerings you want 

and a target mix of investment types.

4.) Set guidelines for review and monitoring of performance.
a. This is where you must set up the metrics that will be used to evaluate the performance of your 

plan’s offerings. Will you use industry benchmarks, S&P 500 index, or some other rubric?
b. Who will be involved in the process of reviewing?
c. What is the decision-making format (vo�ng, advisor opinion, etc.)?

5.) Compare to plan document and address any deficiencies.  What will be done if there is conflict between 
plan and IPS provisions?

6.) Determine the need and source for any outside help.
a. Will an investment advisor be necessary because of a lack of internal exper�se?
b. How will this person be selected and periodically evaluated?
c. What role will pricing play in the selec�on process?

Figure 2. Step by step: Creating an investment policy statement
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the market.14 Anticipating these types of issues, discuss-

ing them with your investment advisor and addressing 

them in your IPS are important steps to take to exhibit 

your dedication as a plan sponsor to providing the tools 

with which participants can adequately plan for accumu-

lation of retirement resources.

Even further, plan sponsors also need to think through 

and articulate in the IPS the experience and credentials it 

expects for the individual who selects underlying invest-

ments and determines the asset allocation and glide paths. 

Along those lines, the IPS should describe the expected 

capabilities of the management organization.

Beyond the current imperatives on articulating a pol-

icy for the use of QDIAs or TDFs, plan sponsors can gain 

so much more by formalizing an investment policy. It 

gives weight and credibility to a plan sponsor’s long-term 

commitment to the success of the defined contribution 

plan to help employees achieve their retirement savings 

goals, making it a valuable attraction and retention tool. It 

sends a signal that the plan sponsor is not managing the 

defined contribution plan by whim or knee-jerk reaction 

to market events but according to a thoughtfully devel-

oped methodology.

Plan sponsors shy away from formalizing an IPS for a 

multitude of reasons. They may not have the time or the 

resources to develop an appropriate document. They may 

believe that an IPS will impose unnecessary boundaries 

or restrictions on decision making regarding the plan. 

Some even fear an IPS will increase fiduciary liability.

These concerns are misguided in a number of ways. 

Employers who open a plan and make investment selec-

tions have already established a tacit investment policy 

and their responsibilities as fiduciary. Having a more care-

fully articulated policy will not add to those responsibili-

ties but instead will provide a benchmark for performance 

and decision making that benefits all stakeholders in the 

plan. Plan sponsors may allow the IPS to fall to the bottom 

of a long list of documents that must be prepared because 

it is not required by any particular regulation, but plan spon-

sors who are committed to maximizing the performance 

of the plan need to take a more proactive approach.

A well-developed IPS will benefit the sponsor of a 

defined contribution plan in a number of ways. It docu-

ments the prudence of the decision-making process, giv-

ing the plan sponsor some protection against prospective 

claims that a particular action breaches fiduciary respon-

sibility. It also defines how the plan will satisfy a host of 

regulatory requirements, further insulating plan sponsors 

against claims.

The IPS may take some time to draft at the outset, but 

the parameters it establishes for investment decisions will 

make any future selection or decision-making process all 

the more efficient because it will direct the selection pro-

cess. When the criteria for selecting funds are mapped out 

in a well-written IPS, it will naturally filter the selection 

process and hone the focus on a subset of funds that meet 

those criteria.

Equally important, a well-written IPS will set stan-

dards for measuring and reporting fund performance, 

making the evaluation of fund performance a straightfor-

ward, objective process. Plan sponsors can review peri-

odic performance reports focusing their attention only on 

funds that are not meeting IPS criteria, making ongoing 

diligence easier to perform.

In the process of drafting a formal investment policy, 

there are some common errors that investment commit-

tees often make:

� Ignoring changes in the benchmark or group 
against which performance is measured. What 

good is a benchmark in your investment policy 

if it does not adapt with the reality of the situa-

tion? Pay careful attention to the time periods 

that are being compared and make sure to adjust 

for any demographic changes in participant pop-

ulation, both at your organization and your com-

petitors and peers.

� Changing investment offerings based on recent 
high performance. Although periodically review-

ing the investment offerings is highly recom-

mended for a successful investment strategy, 

reviewing new “hot” investments should always 

be done under the guidelines of the formal invest-

ment policy.

� Inadequate experience on committee. Many 

employee benefit professionals are not invest-

ment experts. However, as a Vanguard article 

showed, 80% of the investment committee mem-

bers surveyed rated their committees’ knowl-

edge level as above average, and more than 60% 

said their committees seldom make mistakes.15 

Despite this potential overconfidence, it is 

always a good idea to include an outside invest-

ment advisor as an attendee to any investment 

committee meetings so that they may offer the 

investment expertise that is necessary to achiev-

ing an informed group decision.

A periodic review of the IPS and relying on it to both 

determine when an investment decision needs to be made 

and how to proceed with that decision is one of the best 

practices used by successful investment committees.16

Financial Education for 
Participants
Plan sponsors have always provided a baseline of finan-

cial information to their participants with the objective of 
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encouraging their participation and maximizing their ben-

efit. The Pension Protection Act took some important steps 

to automate participation in defined contribution plans, 

but it still fell short of giving plan sponsors any specific 

duty or encouragement to help participants become more 

educated about the potential of their benefit offerings to 

fund their retirement dreams.

Now, new regulations are generally focusing on assur-

ing plan participants have more information about their 

benefits, along with the costs, inherent risks and the options 

they must weigh in making good decisions.17 That does 

not necessarily mean they will be capable of making good 

decisions. This is the missing link in many defined contri-

bution plans. Sponsors can bury participants in informa-

tion, but how well prepared are those participants to use 

that information to make decisions that will maximize the 

benefit?

With the likelihood that sponsors will be allowed to 

give participants limited advice, there is an opportunity to 

enhance the education offering in a way that benefits 

everyone involved. Research has shown that participants 

who engage in even a minimal amount of financial educa-

tion are better off than those who pay little or no attention 

to their investments.

There is a great deal of potential for most plan sponsors 

to expand and improve their educational offerings to par-

ticipants (see Figure 3). An education program should 

provide consistent, ongoing communication using a num-

ber of different media to engage participants. This might 

include face-to-face meetings, phone calls, dedicated call 

centers or hotlines, seminars, webcasts, podcasts, web tools, 

postcards, letters, newsletters, and, of course, e-mail.

The content of a comprehensive education program 

should be geared toward the average consumer, avoiding 

jargons and acronyms that are not familiar to people out-

side of human resource or financial professions. It should 

clearly explain concepts that plan sponsors understand but 

are not part of the average participant’s daily dialogue. It 

cannot assume, for example, that participants understand 

things such as matching contributions, automatic enroll-

ment, default investment options, distribution options, loan 

provisions, disability and survivor coverage and other sim-

ilar aspects of their defined contribution benefits.

An education program needs to demonstrate the impor-

tance of financial planning and the important role that 

diversification and asset allocation decisions will have on 

long-term returns. It needs to encourage participants to 

think about their time horizon to retirement, their invest-

ment objectives and their tolerance for risk as they make 

critical decisions. Most participants have a long way to go 

to fully understand the possible outcomes to their invest-

ment plans and the income they may need in retirement.

No financial education is complete unless it provides 

access to investment advice and financial planning tools. 

According to a poll conducted by the Society for Human 

Resources Management in 2010, only 1% of the plan 

sponsors surveyed expressed an intent to make changes 

in investment advice services to 401(k) plan partici-

pants.18 This seems to indicate a deficiency in adequate 

resource planning, which will likely change pursuant to 

the recent DOL regulations regarding participant disclo-

sures. Plan sponsors will need to study carefully the DOL 

guidelines when they become effective and assure that 

their financial education program provides access to such 

Educa�on vs. Advice:  Widening the Thin Line

With the passage of the Pension Protec�on Act of 2006, plan sponsors were afforded more la�tude with respect to 
being able to offer investment advice to par�cipants.  However, some plan sponsors are s�ll confused as to what 
the Department of Labor will consider “educa�on” versus “advice.”

Here are items of informa�on that can be offered by plan sponsors without being considered “advice” by the 
Department:

1.) Plan Informa�on:
a. Lis�ng of the various investment op�ons offered by the Plan;
b. Descrip�ons of the funds themselves, including prospectuses;
c. Risk vs. return characteris�cs (i.e. matrices, charts, etc.)
d. Historical return informa�on (including a caveat that past performance does not guarantee 

future returns)

2.) Financial Informa�on:
a. Diversifica�on (highligh�ng the importance with simple examples);
b. Dollar cost averaging;
c. Infla�onary considera�ons and how this can affect re�rement readiness;
d. Tax advantages of pre-tax and a�er-tax deferrals
e. Budget tools for an�cipated needs for re�rement resources

Figure 3. Education versus advice: Widening the thin line
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advice and planning in a manner that is compliant. 

Compliance with the new DOL participant disclosure 

regulations will be required beginning January 1, 2012.19

Investment advisers to defined contribution plans 

should be able to provide resources that will assist in 

developing and presenting an education program for par-

ticipants. They may even be willing to lend a hand in 

planning and developing the program. Investment advis-

ers, of course, will benefit if a given defined contribution 

plan is performing at optimal potential, so they too have a 

vested interest in helping participants better understand 

their benefits and how to manage them.

The education program needs to put plenty of focus on 

helping participants and other eligible employees under-

stand the benefits of getting engaged. For some eligible 

nonparticipating employees, it may be difficult to see past 

a paycheck-to-paycheck approach to making financial 

decisions. An education program needs to reflect an under-

standing of that approach and help participants grasp the 

benefit of longer range planning.

Finally, an education program needs to provide on-

the-spot opportunities for action. Employees should be 

able to enroll in the plan at the conclusion of a face-to-

face gathering or at the end of a webcast or podcast. 

They should be able to sign up for a one-to-one consul-

tation with an investment adviser or access additional 

information immediately. The effort to engage an eligi-

ble employee or a participant is wasted if there are 

obstacles that delay action or barriers that make it diffi-

cult to act.

Feedback is also important to design and adjust a com-

prehensive education program that will have the most 

meaningful impact on workforce behavior and plan per-

formance. Plan sponsors need to conduct surveys or 

establish other means to continually monitor the effec-

tiveness of their various education efforts and to evaluate 

their effectiveness in engaging participants and eligible 

employees.
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