HOW MEPS

WILL CHANGE
RETIREMENT




Finding a way to deliver a good or service to a
new base of customers has played an integral
part in the economic history of the United States.
Ford Motor Co. (Model T), Microsoft (Windows
Operating System) and Netflix (home DVD
delivery) all disrupted their respective industries
by meeting the needs of a market segment that

at the time was being ignored by competitors.

In today’s retirement plan industry, the
unaddressed segment of the market is the
one-third of private sector workers without
access to retirement benefits', and Multiple
Employer Plans (MEPs) are the disrupting
force that can meet their needs.

WHERE WE'VE BEEN

Coverage Depending
on Employer Size

In the history of the retirement
industry, public policy has often been
the catalyst for change. For example, the
Revenue Act 0of 1926, which exempted
income of pension trusts from taxation,
led to more widespread use of defined
benefit plans as a way for large,
industrialized enterprises to build
workforce continuity and transition
older workers out of their jobs.?

However, whether policy driven
disruptions are positive for retirement
savers is not always clear. Many small

employers that are unequipped to
comply with the Employee Retirement
Security Act (ERISA) of 1974, or
unwilling to pay the added costs of

plan provision, have forgone offering a
retirement plan altogether. The so-called
“Gig Economy,” a group of workers that
is predicted to grow to 40 percent of the
US workforce by 20202, also represents
a growing population of uncovered
workers that has yet to be addressed

by the retirement industry. This lack

of retirement coverage — or more
specifically, retirement coverage
dependent on the size of the employer

— has created a new challenge for policy
makers to address.

THE ‘GIG ECONOMY"*
Independent Contractors

Day Laborers

Temp Staffing Workers

Contract Freelancers
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US Establishments Offering Retirement Benefits

by Number of Workers
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ATIPPING POINT

By international standards, the way
in which workplace retirement plans
are offered in the US is unique. First,
both provision and participation are
voluntary; the employer can choose
whether to provide a plan, and the
employee can choose whether to
participate and how much to
contribute. Second, the majority

of employers have to sponsor their
own plan and act as the plan fiduciary
in some capacity.

While this system works for those
employers who are large enough for
in-house benefits committees and
ERISA counsel, it can be costly and
complicated for small businesses and
does not address the needs of the Gig
Economy. A more platform-based
system, similar to that seen in the

United Kingdom, Netherlands and
Australia, could improve upon the
current ERISA framework. New
legislation allowing “open” multiple
employer plans (MEPs) would be

a step in this direction.

In the absence of federal action, four
states (California, Illinois, Oregon and
Massachusetts) have already enacted
their own legislation that establishes
similar programs targeting uncovered
workers. If a national requirement for
employers to automatically enroll
employees in a plan (like we are
already seeing in some states) were
enforced, MEPs could help facilitate
this transition and reduce the burden
on small employers.

Last year, the Retirement
Enhancement Savings Act (RESA)
passed the Senate Finance Committee
unanimously, and will likely reach

the Senate floor in the coming year.
Certain provisions of RESA remove
the hurdles to open MEPs that the

US Dept. of Labor outlined in a 2012
bulletin; specifically, the commonality
requirement among MEP participants.
Today, the DOL allows the formation
of MEPs only by employers who share
a common affiliation (e.g., members

of the American Bar Association).
Open MEPs will make it considerably
easier for small employers to offer
aretirement plan.
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CURRENT SYSTEM mp

FIDUCIARY
RESPONSIBILITIES

Plan Administrator
ERISA 3(16)

CURRENT
SERVICE
PROVIDERS

RESPONSIBILITIES

Required Employer Responsibility

Bundled Fiduciary,
Unbundled Service Providers

Compared to larger plans, small plans
tend to use a single vendor for all 401(k)
services to keep costs down, using
investment management fees paid

by their participants to offset the
administrative costs of running the
plan. Among plans with fewer than

250 participants, 85 percent rely on
abundled service provider.* While

using a bundled provider is simple for
the business owner, there is no guarantee
that their recordkeeper’s proprietary
investment options are the most prudent
for their participants.

Employer erisa 402(a) Named Fiduciary

Trustee
ERISA 403(a)

Financial
Advisor
(or Consultant)

Managing and
controlling all plan
assets (unless
outsourced)

May work with FA or
Consultant

Investment Advice

On their own, small plans cannot access
the “scale” — or the ability to spread the
fixed costs of plan administration across
alarger number of participants — that
large plans enjoy.

Through a MEP, small business owners
can access simplicity, scale, and best-
in-class investment options for their
participants. The MEP provider will not
only act as an outsourced CIO, taking
ERISA 3(38) fiduciary status, but also
afiduciary on the administrative and
custody aspects of the plan.

Open MEPs may help address an
important deterrent to offering a plan:
litigation risk. While many employers
want to provide retirement benefits for

Investment Directed
Manager Trustee
ERISA 3(38) ERISA 403(a)(1)
Bank,
Insurance Co. Custodian
or RIA

Selecting and
monitoring all
investments

Holding, but not

Subject to direction
When hired, Trustee is

no longer responsible or 3(38)
for assets controlled by
3(38)

Asset Custody Optional

their employees, the increasingly litigious
environment in the US is making it less
appealing to do so. Legislation allowing
MEPs will pave the way for a market

of total plan fiduciary outsourcing.

These sponsors will be equipped to be

an ERISA 403(a) trustee, as well as take
on the fiduciary responsibility for plan
administration, investment management
and custody.

To give employers further peace of mind
that they have chosen a quality MEP

for their employees, the DOL could even
create a “Qualified Default Investment
Plan” designation for MEPs that meet
certain criteria. This would provide
employers with a safe harbor for

MEP selection.
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MEP MODEL

Asset Manager

Plan Administration Investment Advice

MEPs

Not just for small plans!

An interesting question in this
environment is the future of current
employer-sponsored plans. Would
employers still want the expense and
fiduciary responsibility of running
their own plan if they were able to
outsource this to a professionally run
MEP? While initially we would expect
employers that currently have large
investment staffs to keep their current

AssetCustody | Optional |
3

Employers

Multiple Employer Plan

One Plan Fiduciary

Custodian

plans, in the long run they may well
prefer to offload the administrative

and fiduciary burden to a MEP. For
example, the UK introduced automatic
enrollment in 2012 and, since then,

the use of Master Trusts (the UK
equivalent of open MEPs) has increased
steadily. At the same time, the growth
in employer-sponsored plans has come
to a stop and some large employers have
already started to use Master Trusts
rather than their own plans.

Recordkeeper”

* Qutsourced Recordkeeper and TPA (i.e., trade association) if MEP
Sponsor cannot provide this service in-house

)

@

POTENTIAL
MEP SPONSORS

Trade/Labor Organizations
Consultants

Financial Advisors

Recordkeepers/Payroll Providers
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SETTING THE

STAGE FOR MEPS

An Improved DC
User Experience

While the industry waits for legislation
allowing open MEPs, some of the key
benefits of MEPs — lower fiduciary and
administrative burdens, lower costs,
and an improved retirement saving
experience — have already emerged.
Some of the trends that we expect to
continue are...

Omnibus Accounting

By aggregating individual client

(or employer) accounts,

plan administrators are able to
achieve scale and give smaller plans
access to lower pricing on investment
options — a key benefit of MEPs.

Improved Efficiencies

Across the industry, recordkeepers are
using new technology to streamline
administrative tasks. Once “paper-
driven” processes such as document
signing, client onboarding, disclosures
and notifications are now being
digitized. We’ve seen the launch of
many “Fin-Tech” startups that use
the latest technologies to offer small
businesses low-cost, easy to implement
401(k) plans that can integrate with
payroll systems.

Packaged Investments and
Financial Wellness

Working assumptions around

prudent DC plan investment lineup
construction are changing. The idea
that “the more options, the better” is
being replaced by simplified investment
menus built around passive target date
options. The investment menus of the
future will continue to be constructed
with fewer, more outcome-oriented
choices for participants. In 2016,

the average number of investment
managers included in DC plan lineups
dropped to 3.8.° Participants today
demand more holistic solutions — not
just aretirement savings solution, but
also an emergency fund, student loan
assistance and income solutions in
retirement — and require fewer
investment choices.

Individualization

Plan administration will continue to
become a digitized industry that relies
on data — not just data security, but
data integration with participants’
other accounts. Data aggregation,
where users provide their login info
to other websites so that an analytical
tool can “scrape” and aggregate data,
has come under pressure from some
banks, and in some cases blocked
entirely, because of security risks.
However, we believe data aggregation
will become more accepted as service
providers harness the power of “Big
Data” to create a more personalized
user experience.
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GETTING CLOSER

Still, participants are expecting more
from their 401(k) plan, with employee
demographics playing an important role
in shifting the demand curve for a better
retirement saving experience. Contrary
to popular belief, not all millennials

are demanding more digital tools and
assistance. In fact, while the “digital
native generation” is more comfortable
with technology-driven advice, they are
also more likely than their predecessors
to want access to a human financial
advisor.® For this reason, we believe that
DC plan advisors are prime candidates
to set up MEPs. By doing so, they can
streamline their plan setup process,
give their clients access to lower costs
on investment options, and free up their
time for more one-on-one consultations
with plan participants.

A SECURE RETIREMENT

Accessible and Achievable
for All Americans

Plan Features Not Offered, but Desired by Participants
Percentage of survey respondents who ranked missing feature as highly desirable
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Source: Cogent Wealth Reports

' Bureau of Labor Statistics, March 2016 — Private industry workers includes the self-employed

2 EBRI Databook on Employee Benefits, Legislative History, ebri.org/pdf/publications/books/databook/dbappxe.pdf
% Study by Intuit

* 401khelpcenter.com

° Cogent Wealth Reports

% Cogent's webinar, “Unlocking DC Growth Opportunities in an Evolving Regulatory Era”

7 Stacy C. Davis, Susan W. Diegel & Robert G. Boundy (June 2011). “Transportation Energy Data Book: Edition 30"
(PDF). Office of Energy Efficiency and Renewable Energy, US Department of Energy.

In 1905, three years prior to the release retirement benefits to uncovered
of the Ford Model T, there were
approximately 0.11 vehicles per 1,000
people in the United States. In 1930,
three years after the end of the Model
T’s unprecedented 19-year production
run, the number was 2177 and Ford
Motors had become the industry leader.
Similar to Ford’s story, finding a service
model that can deliver quality

workers is not only attractive from a
commercial standpoint, but will also
greatly increase the quality of life for
consumers; or in our case, retirement
savers. Thanks to potential changes in
regulation and technological advances,
we as an industry are closer than ever
to this turning point.
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