[Plan Name]
Investment Policy Statement
Introduction
[Plan Sponsor] (the “Plan Sponsor”) sponsors the [Plan Name] (the “Plan”), a participant-directed defined contribution plan subject to the Employee Retirement Income Security Act of 1974, as amended (“ERISA”). The Plan is intended to satisfy the requirements of Section 404(c) of ERISA and the regulations thereunder.
This Investment Policy Statement (the “IPS”) describes the Plan’s investment objectives, the investment strategy chosen to deliver those objectives, and the process by which the Plan’s investment alternatives are selected and monitored. The Plan Sponsor has appointed [IM Name] (the “IM”), serving as a fiduciary within the meaning of ERISA section 3(38), with discretionary authority to select and monitor the Plan’s investment alternatives consistent with this IPS.
Investment Objectives
The Plan’s investment lineup is designed to provide participants with the opportunity to construct portfolios that, over a long-term investment horizon, deliver:
1. Diversification — a sufficient range of asset classes, with materially different risk and return characteristics, to permit participants to build portfolios suited to their individual circumstances, risk tolerances, and time horizons;
1. Risk-adjusted market returns — returns that, after fees, are appropriate for the level of risk taken and that further the long-term retirement savings objectives of the Plan; and
1. Cost efficiency — fees and expenses that are reasonable relative to the value the investment alternative provides.
Investment alternatives are not required to have the highest returns or the lowest fees. The lineup as a whole is intended to satisfy the Plan’s objectives; individual investment alternatives are evaluated by reference to the role they play within that lineup.
Investment Strategy: Passive Investing
The Plan’s investment lineup is composed of SEC-registered passive index mutual funds and, where appropriate, target-date funds-of-index-funds, together with a money market fund for capital preservation. The IM has selected this strategy because passive index investing aligns directly with the Plan’s three Investment Objectives:
1. Diversification follows from indices built to broad asset-class exposures — a US total stock market index, an international stock index, a US aggregate bond index, and similar — supplemented by target-date funds that provide pre-built diversified portfolios for participants who prefer them.
1. Risk-adjusted market returns follow from a strategy designed to match, not attempt to outperform, a published index. This removes manager-selection risk and historically has compared favorably to actively managed alternatives net of fees over multi-year periods.
1. Cost efficiency follows from the lower expense ratios that passive index funds typically command relative to actively managed funds. The compounding effect of lower fees over a participant’s working life is substantial.
The decision to adopt passive index investing as the Plan’s strategy is itself a decision informed by the comparison-to-similar-alternatives analysis contemplated by the Department of Labor’s proposed regulation at 29 CFR 2550.404a-6 (RIN 1210-AC38). Two long-running, widely cited industry studies compare passive index strategies to active management at scale:
1. The S&P Dow Jones Indices SPIVA (S&P Indices Versus Active) Scorecards, published semi-annually for over two decades, document that a majority of actively managed funds in most asset-class categories underperform their benchmark indices over multi-year periods, with the proportion underperforming growing as the time horizon lengthens.
1. The Morningstar Active/Passive Barometer, published semi-annually, compares the performance of actively managed funds against their average passive peer (rather than against an uninvestable index) and reports similarly that a minority of active funds outperform their passive peers over multi-year periods, with success rates declining over longer horizons and generally lower in efficient asset classes.
These studies cover the universe of similar alternatives the proposed regulation contemplates and are continuously refreshed. The IM relies on this body of research at the strategy-selection level: having concluded that passive index investing offers a more durable expected risk-adjusted return net of fees than active management across the relevant asset classes, the per-fund Performance question reduces to whether each fund in the lineup is delivering the asset-class market return it is built to track. That question is answered directly by market correlation measures — beta and R² against the assigned benchmark — as described in the Selection of Investment Alternatives section below.
This strategy also delivers a fourth advantage that is particularly important under the proposed regulation. The six-factor process described in that regulation is asset-neutral by design and applies to the full range of designated investment alternatives, from money market funds to private equity sleeves. For a passive index lineup, however, the process becomes substantially simpler: several of the factors are satisfied by the structural features of registered open-end mutual funds tracking published indices, and the remaining factors are answered by readily available data. The simplicity and durability of this analysis is itself a reason to favor the strategy.
The role of the money market fund is capital preservation rather than market return. It is not benchmarked against a market index and is not evaluated against the Performance factor’s risk-adjusted return measures, both of which presume a market-return strategy that the fund is not pursuing. The Liquidity, Valuation, Fees, and Complexity factors apply as they would to any other registered mutual fund.
Roles and Responsibilities
The Plan Sponsor is the Plan Administrator. The Plan Administrator has appointed the IM as a fiduciary within the meaning of ERISA section 3(38), with discretionary authority to select, monitor, remove, and replace the Plan’s investment alternatives consistent with this IPS. The IM has acknowledged its fiduciary status in writing.
As a result of this delegation, the Plan Administrator is responsible for the prudent appointment and ongoing monitoring of the IM, but is not liable for the individual investment decisions the IM makes within the scope of its delegated authority. This is the principal benefit of the 3(38) structure: the Plan Sponsor retains responsibility for choosing and overseeing the IM, while the IM bears fiduciary responsibility for the investment decisions themselves.
The Plan Administrator may impose additional guidelines or restrictions on the IM as it determines prudent. The Plan Administrator may change the delegation structure at any time, including by terminating the IM appointment, by retaining authority that was previously delegated, or by appointing a different IM.
Monitoring the IM
The Plan Administrator periodically reviews the IM’s performance, including the timeliness and quality of the IM’s investment selection and monitoring activities, the reasonableness of the IM’s fees in relation to the services provided, and the IM’s continued acknowledgment of fiduciary status. The Plan Administrator may consider any information it determines is appropriate for such review.
Default Investment
If a participant fails to direct the investment of his or her account, the account will be invested in the default fund or funds selected by the IM. It is the intention of the Plan Sponsor that the default fund or funds satisfy the requirements of a qualified default investment alternative under 29 CFR 2550.404c-5.
Selection of Investment Alternatives
The IM selects investment alternatives intended, in combination, to satisfy the Investment Objectives set forth above. In selecting each investment alternative, the IM follows a prudent process under which it gives appropriate consideration to the facts and circumstances it knows or should know are relevant to the alternative.
This process is intended to be consistent with the standards articulated by the Department of Labor in its proposed regulation at 29 CFR 2550.404a-6 (RIN 1210-AC38). Because that regulation was a proposed rule, and not a final rule, as of the date of this IPS, the IM does not claim safe harbor protection under it but applies the same factor analysis as a matter of prudent process. This Section may be revisited upon finalization, modification, withdrawal, or supersession of that regulation.
The Six-Factor Process
In selecting and monitoring each investment alternative, the IM objectively, thoroughly, and analytically considers the six factors identified in the proposed regulation — performance, fees, liquidity, valuation, benchmark, and complexity — in each case to the extent applicable to the alternative under consideration. For the Plan’s passive index lineup, the IM’s typical analysis of each factor is as follows:

	Factor
	What the Six-Factor Process Asks
	How a Passive Index Lineup Answers It

	1. Performance
	Whether the fund’s risk-adjusted returns, net of fees, are appropriate for its level of risk and further the purposes of the Plan over an appropriate time horizon.
	The fund’s strategy is to match its index, not beat it. The IM evaluates how closely the fund tracks its assigned index using market correlation measures (beta and R²) calculated from trailing 36-month returns. A passive index fund tracking its assigned broad-market index has, by construction, delivered the asset-class market return at the level of risk the index represents.

	2. Fees
	Whether the fund’s fees are appropriate in light of its returns and any other value the fund provides. The lowest-fee fund need not be selected, but identical share classes with lower fees ordinarily should be.
	The IM evaluates the fund’s expense ratio against its Morningstar peer-group expense-ratio rating and confirms the Plan is held in the lowest-cost share class for which it qualifies.

	3. Liquidity
	Whether the fund will have sufficient liquidity to meet the anticipated needs of the Plan and its participants.
	SEC-registered open-end mutual funds are required by Rule 22e-4 to maintain a liquidity risk management program. The IM relies on this structural feature.

	4. Valuation
	Whether the fund has adequate measures to be timely and accurately valued.
	SEC-registered mutual funds value their holdings under Investment Company Act and Rule 2a-5 procedures with audited financial statements. Index funds mostly hold publicly traded securities with daily exchange prices. The IM relies on these structural features.

	5. Benchmark
	Whether the fund has a meaningful benchmark — one with similar mandates, strategies, objectives, and risks — against which performance is compared.
	An index fund’s benchmark is the index it is built to track; the relationship is meaningful by design. The IM confirms quantitatively through R² against the benchmark.

	6. Complexity
	Whether the IM has the skills, knowledge, experience, and capacity to understand the fund.
	Passive index strategies are among the most transparent investment vehicles available. The IM’s investment team has the requisite expertise to evaluate them.



Where the IM relies on a written report or representation from a fund manager or other third party, it will read, critically review, and understand it. The six factors are not exhaustive, and the IM may consider any additional information it determines is prudent in the circumstances.
Monitoring
Monitoring is ongoing. The IM evaluates the Plan’s investment alternatives from a long-term perspective but may consider short-term conditions as it determines prudent. Where the IM determines that an alternative may no longer be appropriate, it may gather additional information, monitor more frequently, freeze, remove, replace, or retain the alternative based on documented reasons. Any replacement or removal will be coordinated with a mapping of assets to an alternative with reasonably similar characteristics in accordance with ERISA section 404(c)(4), unless the IM determines an alternate transition method is appropriate.


Quarterly Monitoring Report
Following the close of each calendar quarter, the IM will produce a monitoring report (the “Monitoring Report”) that evidences the ongoing application of the six-factor process to each investment alternative offered by the Plan. For each alternative, the Monitoring Report will include the market correlation measures (beta and R²) supporting the Performance and Benchmark factor determinations, the expense ratio and Morningstar expense-ratio rating supporting the Fees factor determination, and the supporting documentation indicated in the table above for each of the remaining factors.
Determinations and Follow-Up
For each investment alternative, the Monitoring Report will reflect a determination by the IM that each factor is met, warrants closer monitoring, or is not met, in each case to the extent applicable. A determination that a factor is met indicates that the factor analysis supports retention of the alternative. A determination that a factor warrants closer monitoring (“Watch”) indicates that the factor analysis raises a concern that does not warrant removal at present but is to be re-evaluated at the next Monitoring Report. A determination that a factor is not met (“Does Not Meet”) indicates that the factor analysis no longer supports retention and triggers a remediation memo from the IM within 30 days addressing the action proposed in response. Where a factor does not apply to an alternative (for example, the Performance and Benchmark factors as applied to a money market fund), the determination may be recorded as “N/A.”
Records
The IM will keep records of the information it considers significant in selecting and monitoring investment alternatives, including the benchmarks and benchmark explanations relied upon, the SPIVA Scorecards and Morningstar Active/Passive Barometer studies underlying the strategy-selection analysis, and written representations obtained. The current investment alternatives selected pursuant to this IPS are listed in Appendix A, which may be updated from time to time.
Coordination with Plan Document
If any term of this IPS conflicts with the terms of the Plan document, the Plan document controls.


Effective Date
This IPS is effective as of the date of execution reflected below.

Executed on this the __________ day of ______________________________, ___________.


________________________________
[Plan Sponsor]

By: ____________________________

Title: ___________________________
