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Misperceptions
About investment selection and monitoring

Presenter Notes
Presentation Notes
Well, it’s been a fun two years, hasn’t it?  How about with respect to your retirement plan?  A cake walk, right?   

Hardly….

Globally: We had the pandemic, supply chain issues, a war
In the U.S. we have turbulent economy, inflation – and a fast-acting federal reserve who is raising interest rates, crazy labor market…and amid all of this news, key messages get lost.  Not only do we have a bias for action when there’s a lot of swirl going on, but often times it can lead us to the wrong action or clouded decision-making.    

This is important for a couple of reasons: 

A very large recordkeeper in the retirement industry…okay…Fidelity….puts out a very well known study every year “Plan Sponsor Attitudes.”  It’s in its 12th year…and I love to read it because A) it costs a lot of money for Fidelity to produce this every year, and I LOVE getting smarter on other’s people’s dime, and B) it has really good information about what you think and do with respect to your retirement plans.  And as someone who’s here today, along with Jon and Franklin Templeton, and Jason and WWK – we are ALL in the business of helping you make better decisions about how to run and optimize your retirement plans, which will ultimately help your employees retire when they want to, as opposed to when they HAVE to.  

And in the most recent edition, that Plan Sponsor Attitudes study said two things: 
93% of you expect to make changes to your plan lineup
40% of you think that passive funds – index funds – REDUCE your fiduciary liability

So what I want to do today is separate the news from the noise….to temporarily stop the swirl, to stop time for a minute (well, about 40 minutes) and have a conversation with you about what really matters when it comes to your fiduciary responsibility around investments.  

Jason and his team are providing a wonderful service by having an ERISA attorney here at your disposal.  On the agenda it says “Ask the attorney.”  Take advantage of that session….because attorneys are expensive ….much like I’m doing with Fidelity’s research, you can get smarter on other people’s dime 

For example, a very well known study in the industry (Fido’s 7th annual plan sponsor study) showed that sponsors, for the first time, are hiring advisors more out of concern for helping them meet fiduciary responsibility than they are for investment oversight.  

[38% concerned about fiduciary role vs. 32% for investment help]
https://institutional.fidelity.com/app/item/RD_13569_26306/plan-sponsor-attitudes.html

Why are investment decision makers….why are fiduciaries, making these investment selection decisions? Why are these shifts occurring?  



lawsuits
401(k) fees Worry over 401(k) fees 

rises as lawsuits increase

ThinkAdvisor.com, August 5, 2016

Presenter Notes
Presentation Notes
Because people are getting sued.  Lawsuits.  Class action suits…..over Fees!  High fees.  Worrisome fees.  Excessive fees. Fee schemes! 

It’s got a lot of financial service professionals concerned.  And it’s showing.  Big time…it’s reflected in the way financial professionals and plan sponsors are making decisions, and the reasoning behind them.




over excessive 401(k) fees
lawsuit…proposed class action lawsuit 

over excessive 401(k) fees 

Investment News, August 22, 2016



fee lawsuit
401(k)… Can’t get 401(k) 

fee lawsuit dismissed

Bloomberg, January 19, 2017



Sued over fee scheme… Sued over fee scheme 
in … 401(k) plan

Bloomberg, January 31, 2017

Presenter Notes
Presentation Notes
It feels like a really scary time, doesn’t it?  It IS a bit scary…because not only are those supposed to be some of the biggest and most sophisticated plans and financial service providers out there….but all of those headlines are from within the last year (4 months)!  

There are dozens of others we could have included, and some that we’ll talk about a bit later.  

But there are two sides to story – and if you just read the headlines, you’re led to believe that no one is safe…the bell tolls for thee.  

But there are a lot of misperceptions….or should I say…alternative facts….going on in our industry today.  If you base your opinion of the retirement industry solely on the headlines…then you’re bound to conclude that we’re nothing but a bunch of cheats and liars!  
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Our objectives

Help you explain a 
complex fiduciary 
investment 
process…

1 2
…in a manner that is 
resonant and relatable 
to plan sponsors.

3
Provide you with 
resources for 
plan sponsors

Presenter Notes
Presentation Notes
What we want to do is separate the news from the noise with respect to the misperception of fiduciary risk.  And we have two objectives that we want to achieve today:  We want to help you address the two things you say to us all the time:

“I’m the investment expert.  I’m hired by sponsors specifically because of my expertise to provide investment monitoring and oversight.  And yet, you find yourself increasingly forced to prove your process or defend the recommendations or decisions you make.  Or sponsors are not listening to me anymore and just requesting investment changes that contradict my reviews.” 

Let’s address this one first:

Over the past few months, we’ve essentially turned two ERISA experts loose on the topic of fiduciary investment selection: T. Rowe Price’s head ERISA counsel, in a partnership with an independent, outside ERISA attorney, surveyed what was happening in the fiduciary landscape.  They looked at litigation, what the courts decided, what the DoL had to say, and bumped that all up against the statutes in ERISA.  And they identified 5 key areas where a lot of misperception (or “myths”) exist within our industry today.  And we want to provide you with an overview of those 5 areas to help you identify some key areas where misperception may exist in your sponsors’ minds, how to work through them, and how to better communicate your expertise to sponsors.  That’s objective #1.

The second objective helps to address something else that advisors tell us is, which is:

I may have the most thorough, robust, thoughtful, prudent investment process in the world…but I have a difficult time/a dickens of a time/a helluva time explaining it in a way that plan sponsors can understand it.  In a way that is resonant and relatable  to sponsors.  

Now, on that point.  What you do every day is tough!  You’re tasked with weighing in on decisions—and in some cases actually making the decisions—about investments that are being offered to dozens, and in some cases, tens of thousands of employees.  And in most cases, this isn’t play money.  It’s not additional wealth on top of wealth that they’re accumulating. You are tasked not with helping the uber-rich find vehicles to shelter tax-deferred income.  You are tasked with helping average American workers try to save enough to retire on their own terms. It’s all they have, it’s all they can save – and depending on the study you want to believe – in most cases it’s not enough to sustain a 30+ year retirement.  

I bet at times it can seem like a very thankless job.  

[Often times the sponsors you’re working with have “learn more about my retirement plan investments” somewhere between numbers 98 and 99 on their priority list.  That’s probably one reason—a good reason—they hired you, right?]

The point here is…at every committee meeting or due diligence meeting that you attend, it’s your responsibility to know backwards and forwards complex investment concepts like sharpe ratios, alpha, beta, standard deviation, Lipper peer groups, and custom benchmarks. 

And if that wasn’t a job of its own, THEN you have to take that mountain of complex investment information and then distill it into something that a plan sponsor…the head of HR….the head of benefits…or if you’re lucky, a benefits committee or someone in the C-suite, can understand and digest.  It’s not easy…in fact…it can be damn near impossible to translate quantitative investment information so that sponsors can understand it.

In fact, people make careers out of taking complex topics or concepts and putting them into words that normal people can understand.  Let me tell you what I mean:

Quick story….who here has heard of, or remembers, the TV show M*A*S*H*?  It ran in the U.S. from 1972 – 1983 and featured three doctors from what war?  [Korean]  And it’s theme song was an instrumental-only version of what song?  [“Suicide is Painless”].  

https://en.wikipedia.org/wiki/M*A*S*H_(TV_series)

And its final episode was the most watched television show of all-time.  In fact, it’s in the top 20 television programs ever watched.  You know what the other 19 programs were?  All Super Bowls. And coming in at #9 on that list was the last episode of M*A*S*H.

https://en.wikipedia.org/wiki/List_of_most_watched_television_broadcasts_in_the_United_States

Anyway, the show’s main character was?  [Alan Alda as Hawkeye Pierce] – who also went on to star in a ton of other shows and movies – you may remember him most recently in The Aviator or if you watched the final seasons of the “West Wing” on TV.  

You know what Alan Alda has done since 2009?  He’s chaired the Alda Center for Communicating Science as a visiting professor at Stonybrook University.  He teaches the best and brightest scientists, surgeons, and health professionals in the entire country how to relate to people in ways they can actually understand.  He teaches them how to break down difficult topics so that when a scientists walks into a board room of an organization to ask for funding, instead of saying, "I study spatial planning and the valuation of aquatic ecosystem services and the benefits of those services to various global stake holders,” Alan Alda teaches them to translate it to,  “I study ways that plant and animal life in the ocean is changing, how the world can benefit, and every dollar of your grant will work to achieve those goals.”  

He teaches surgeons how to explain a really involved surgery, to the patient they’re about to operate on.  

He got inspired to do this by his own experience.  

Alan Alda has always been a science buff.  And years ago, he was interviewing astronomers on a mountaintop in Chile and got an awful pain in his abdomen.  About a yard of his intestine was dead…and in a few hours Alan Alda could have been dead if they didn’t act quickly.  So they rushed him to the hospital, and they had all of these doctors trying to explain possible causes…and in the frentic hospital room – with tests being done and IV’s being hooked up and doctors running in and out of his room over the course of minutes….they brought in one doctor who said, “Something’s gone wrong with your intestine and we have to cut out the bad part and sew the two good ends together.”  Alan Alda said, “Great…DO IT!”

And ever since, he has helped some of the brightest and most innovative minds in the country to explain complicated topics to their constituents…or patients.

The same challenge exists in what you do every day.  It’s call the “curse of knowledge.” You have developed a thorough process by which to analyze, evaluate, and then formulate an opinion based on reems and reems of economic, market, and investment data.  And you have to somehow translate it in ways that make sense for small business owners.  

You have the curse of knowledge – and more times than not, plan sponsors and participants do not.  

http://www.cbsnews.com/news/professor-alan-alda-teaches-scientists-how-to-speak/
http://www.centerforcommunicatingscience.org/our-mission-2/

So our two objectives during our time today are to help you explain what you do every day to your clients; and do so in a way that allows your audience to understand and appreciate the complexity of your jobs and the thoroughness with which you do them.  [click again for #3] AND, we want to give you resources to use with plan sponsors.  

We are not trying to tell you how to do your jobs.  Nor are we trying to be overly prescriptive with respect to a fiduciary’s responsibility when it comes to investment selection and oversight.  This is more of a soft structure framework—key points you may want to use in your client meetings—that both T. Rowe Price’s managing ERISA counsel, and an outside, independent ERISA counsel, deemed as key misperceptions that exist in the industry today…and how you can address each one.  

And we want to help you through this because….[change the slide]
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Nobody is going to give you 
money if they don’t understand 
what you’re doing.
—Alan Alda

Presenter Notes
Presentation Notes
They Don’t Call Him “Hawkeye” For Nothing
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Discover the truths behind these myths

Fiduciary imprudence is demonstrated 
by poor investment performance. 1

The lower cost option is always the 
safer (and better) option.2

One way to protect participants is 
to limit particular investment options.3

There’s one right method to select 
investments for all plans.4

Follow the herd to limit liability.5

Presenter Notes
Presentation Notes
Here are the 5 fiduciary areas that we want to address.  

We’re going to take 5 common misperceptions about fiduciary investment decision-making…..and turn them on their head.  We’re going to debunk, if you will, 5 myths about investment selection and ongoing monitoring.  We’re going to weave in a home-buying narrative/analogy to this presentation.  We want you to easily be able to communicate the level of detail and rigor that you bring to your profession every day…and we want you to be able to communicate it in a way that all of your clients should be able to understand.  

I caveat the language on these slides by saying they were written or reviewed by our head ERISA attorney.  As such, I’m going to try and keep the talking points at an altitude that all of us can understand.  So, for the next 30 minutes or so, I will also assume the role of Alan Alda, and try and translate the fiduciary language on the screen so that we can all relate to it.
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Imprudence is 
demonstrated by 
poor investment 
performance. 

Misperception #1

Presenter Notes
Presentation Notes
In other words: when investment performance heads south….you’re in hot water.  

But performance in and of itself should not cook you.  ERISA’S prudent person standard is not concerned with results.

House Analogy: You can’t predict the future and unfortunately, sometimes bad things happen!  If you buy your dream vacation home right on the beach, there is no guarantee that a storm won’t come through and do some serious damage.  

That doesn’t mean you bought the wrong house!  
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The prudent approach 
to storm preparation.

It’s About the Process

The prudent 
approach to storm 
preparation.

It’s about the process

Presenter Notes
Presentation Notes
It’s the process you take to prepare for the storm when one eventually comes.  Look at this beach home here.  These owners watched the news.  They listened to the meterologists.  And a category 4 storm is bearing down on the coast.  So…what did they do?  They went out and bought top of the line reinforced window and door covers.  

They did everything right – they had a sound process to reinforce this house.  

Now, in a similar scenario.  Let’s say these owners listened to the news, reinforced their house, and with about 3 hours to go before landfall, the storm swings out over warmer water and misses the coast?  

Do you blame them for going through this process?  No….because at the time they used the information available to them; and they took the steps necessary.  They didn’t have the advantage of knowing that the storm was ultimately going to swing out to sea.  

Plan fiduciaries are judged largely based on the steps they took and the information they considered at the time the decision was made. 

I urge each of you to find us a lawsuit that is valid and credible in the US Court of Law that—with all else being equal—is based solely on the hindsight of fund performance.  You can’t.  

In fact…the courts ruled EXACTLY to the contrary in a case titled Roth vs. Sawyer-Cleator Lumber Company  -- “fiduciary prudence is evaluated and tested… based on how the fiduciary acted at the time of the decision  rather than from the vantage point of hindsight.”

http://caselaw.findlaw.com/us-8th-circuit/1301481.html
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It’s about the process.
 Actions are judged on the quality of decision-making and circumstances 

at decision time

 Fiduciaries should not be judged solely on results

 Decisions do not have to be perfect, but the process must be prudent

Fiduciary considerations

Presenter Notes
Presentation Notes
Regarding that third bullet….fiduciaries live under this fear that every thing they do must be perfect lest they be scrutinized or sued.  

ERISA doesn’t say you have to be perfect.  ERISA doesn’t even say you have to be right.  But ERISA says you do have to be prudent…with your process.
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It’s about process

Fiduciaries should focus on 
the value-for-cost proposition

There is no one-size-fits-all 
approach to investment menus

Range of choice and strategies 
can be appropriate

Fear based decisions 
fall short of prudence

 Define role of the plan.

 Set plan mission, objectives, and beliefs.

 Leverage DOL/other regulatory guidance.

 Balance governance with plan complexity.

 Clarify processes and documentation.

 Review investment outcomes in light of 
objectives and process adherence. 

 Periodic review of the investment policy 
statement.

Principle #1—Action items for sponsors
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The lower cost 
option is always better.

Misperception #2

Presenter Notes
Presentation Notes
No one characteristic of a plan investment—be it cost or any other—can be evaluated in a vacuum.  

House analogy:  The price of a house is determined by many things – location being a major factor.   Take this nicely-drawn house, for example.  Ample living space, nice garage, front porch.  But it’s in a BAD neighborhood.  
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Should homebuyers 
base their decision 
solely on price?

Focus your decision on value-for-cost

Presenter Notes
Presentation Notes
Now….here we have the same house…same square footage, same garage, but a MUCH nicer neighborhood.  Trees, grass, flowers….probably better schools.  And far fewer freight trains rumbling through at 4 in the morning.  

You see the point here.  [At least with active management from T. Rowe Price, you get what you pay for.]  You’re paying for the downside protection from a massive freight train derailment in your living room; and the upside capture of nicer neighbors, better schools, and access to a community pool.  
 
[Fund analogy: No one would compare the fees or risk characteristics of a domestic large cap value fund to that of an emerging markets fund….and similarly, the fees and composition of an actively managed fund—say, a concentrated small cap fund, shouldn’t be compared to that of a broad-based small cap index fund.]

Let’s take investments out of it for a minute.  Someone you love comes to you and asks your opinion about a major purchase: house, car, college, etc.  Are you going to advocate that they make their decision solely based on cost?  No.  You’re going to help them understand the value-for-cost proposition presented before them.  So why would we advocate that participants base their retirement savings solely on the cost of the investments?

In fact, this point was validated by Hecker V. Deere & Co. case.  The court considered the availability of cheaper options to be “beside the point” because nothing in ERISA requires every fiduciary to “scour the market” for the cheapest possible funds.  

Not only do plan fiduciaries have latitude to value investment features other than price, they are required to do so. 
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Fiduciaries should focus on the value-for-cost 
proposition.
 Consider available alternatives, and understand key dimensions such as 

investment type, asset class, management strategy, and cost

 Fees cannot be evaluated in a vacuum

 ERISA does not require fiduciaries to “scour the market” for the cheapest 
option available

Fiduciary considerations

Presenter Notes
Presentation Notes
Fiduciaries are encouraged to understand and take into consideration a range of considerations when evaluating investments, such as vehicle (fund vs. trust vs. SMA), share class, asset class, management strategy, and cost.  Once a selection has been made, the ongoing evaluation of said investment should be subject to suitable, apples-to-apples comparison.  

Summary
You can’t be judged on performance in hindsight
Offer a diverse mix of investments from which participants can ultimately choose
Investment oversight must be tailored to the specifics and priorities of each plan
Lower cost doesn’t equate to lower risk
Self-interest and fear of litigation do not make for a sound investment process. 
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It’s about process

Fiduciaries should focus on 
the value-for-cost proposition

There is no one-size-fits-all 
approach to investment menus

Range of choice and strategies 
can be appropriate

Fear based decisions 
fall short of prudence

 Ensure commensurate value is provided for 
the fees paid.

 Understand basis for comparison 
(investment strategy, methodology, asset 
class, vehicle, benchmark, etc.). 

 Consider the trade-offs of strategies and 
impact on retirement outcomes.

 Focus on net of fee performance. 

 Leverage buying power and scale.

Principle #2—Action items for sponsors
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Misperception #3

Limiting options 
protects participants 
from themselves.

Presenter Notes
Presentation Notes
When we say “limiting options,” we DON’T mean the quantity or number of funds. It’s not about the NUMBER of funds, it’s about the makeup or TYPE of investments being offered.

Let’s say a home buyer says, “I want to see a broad array of houses….yellow ones, a few different shades of blue, and a maroon or barn-red house.”
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Most home buyers 
want to choose 
where they live.

A range of choice is appropriate

Presenter Notes
Presentation Notes
And the response they get is, “I’m not going to show you any blue houses…especially dark blue or maroon or red.  Because the energy efficiency of darker shades of houses in the summer is horrific!”

And the buyer then says, “Wait a minute…since I’m the one who’s ultimately going to live in the house; shouldn’t I get to select from a broad array of color choices???”

Here’s what we mean:
In a DB or pension model, it was the employer who had the most interest in the investment outcomes – as they were on the hook for providing a predefined benefit for qualified employees.  

But in the DC system, plans are unique in that the ultimate investment choice and outcome is left up to each participant.  Given that the burden of retirement savings rests primarily on the shoulders of American workers, offering robust menu from which to choose may be in a plan’s best interest.  

In an industry example, if a plan fiduciary is a big proponent of active management, it doesn’t mean they should exclude index funds from a plan lineup.  There is a place for both passive and active funds in a plan lineup.  

Furthermore, in the case of PPA safe harbor guidelines, protections are only afforded to plans if a broad range of investment options are made available.  Courts also recognize that safe harbor encourages sponsors to allow for choice.

The bottom line in this misperception is: 

The ability to select from a broad array of investments is best left to those who have the most interest in the outcome.
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Range of choice and strategies can be 
appropriate.
 Participant choice plays an important role in defined contribution plans

 Safe Harbor guidelines help to encourage a broad range of investment 
options

 Safe Harbor guidelines encourage use of investments with different risk 
and return characteristics

Fiduciary considerations

Presenter Notes
Presentation Notes
Summary
You can’t be judged on performance in hindsight
Offer a diverse mix of investments from which participants can ultimately choose
Investment oversight must be tailored to the specifics and priorities of each plan
Lower cost doesn’t equate to lower risk
Self-interest and fear of litigation do not make for a sound investment process. 

This misperception goes hand-in-hand with our next one, which is….
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It’s about process

Fiduciaries should focus on 
the value-for-cost proposition

Range of choice and strategies 
can be appropriate

There is no one-size-fits-all 
approach to investment menus

Fear based decisions 
fall short of prudence

 Factor in participant preferences, 
demographics and behaviors.

 Acknowledge that different populations may 
benefit from different ranges of lineup 
options.

 Recognize that choice is built-in to the safe 
harbor 404(c) provisions.

 Consider the generational needs of different 
employee cohorts.

Principle #3—Action items for sponsors
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There’s one right 
method for all plans.

Misperception #4

Presenter Notes
Presentation Notes
So the conclusion from misperception #3 is that fiduciaries should make a broad array of different investments available in the plan.  

#4 addresses the misperception that you can have a one method for lineup selection…or a “standard” lineup for all of your clients.  

The reality is…in fact, that the courts have said that fiduciaries are entitled to—and should—consider each plan’s unique attributes when selecting investments.  There is no one-size-fits-all-approach to investment.

House analogy:  A large, growing family of five and a 25 year old bachelor may be shopping for a house in the same neighborhood.  But the big family wouldn’t be looking at the same choices of house that a single person would.  

Their needs are different – a family may need more space, a bigger yard, a two car-garage and other amenities that the single buyer may not value.  The single buyer may need less space, no garage, a small yard, and may want to be closer to nightlife.
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No one-size-fits-all approach

Is a one-bedroom 
condo appropriate 
for a family of five?

Presenter Notes
Presentation Notes
A family of five being shown the same small townhome or rowhouse as a 20-something bachelor is not a prudent process for home selection.  

Participant age, level of sophistication, and preference are examples of factors to consider….

Bottom line: The lineup for each plan should reflect the attributes and preferences of that organization’s demographic.
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There is no one-size-fits-all approach to 
investment menus.
 Fiduciaries are entitled to consider participant preferences

 Consideration may be given to participant age and level of investment 
sophistication

 Fiduciaries may consider whether certain investments may encourage 
participation or higher savings levels

Fiduciary considerations

Presenter Notes
Presentation Notes
Consider participant preferences and unique attributes.  

Several of those attributes could be age and level of investment sophistication.  

[For the third bullet]: Participation in an employer-sponsored plan is entirely voluntary, and employers often look for different ways to overcome the challenges they face when trying to incent their employees to save for retirement.  

Would a plan of engineers be more apt to direct investments towards a Science & Technology fund…or a healthcare firm be more a proponent of a Health Sciences fund?  Or…you may offer a brokerage window for a plan with very investment savvy participants, but offer a streamlined lineup for a plan that struggles to understand basic asset allocation principles.  Little tweaks at the margin there may not only help increase participant engagement, they are little demonstrations that the fiduciary is tailoring the investments to meet the specific needs and preferences of the participants.  
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It’s about process

Fiduciaries should focus on 
the value-for-cost proposition

Range of choice and strategies 
can be appropriate

There is no one-size-fits-all 
approach to investment menus

Fear based decisions 
fall short of prudence

 Consider what you are solving for and select 
the investment structure and options which 
help achieve goals.

 Allow unique attributes of plan needs and 
participant demographics inform choices.

 Increase focus on evaluating what 
constitutes success.

 Adopt metrics to influence selection of 
Qualified Default Investment Alternative, 
investment structure, and plan design 
focused on maximizing outcomes.

Principle #4—Action items for sponsors
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Follow the herd to 
limit liability.

Misperception #5

Presenter Notes
Presentation Notes
Which brings us to the last one…misperception #5.  

I’m going to do what everyone else is doing…and that will keep me SAFE from scrutiny.  Safe from litigation!  Safe from compromised liability.  

House analogy: Look at the signs on this slide.  That’s what everyone thought 8 years ago too.  “Everyone else is buying bigger homes in nicer neighborhoods that they can’t afford.  We should do that too!”  
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The right 
decisions for the 
right reasons.

Fear-based decisions fall short of prudence

Presenter Notes
Presentation Notes
In 2008 and 2009, homebuyers and their agents got caught up in the euphoria of bigger and bigger houses and forgot what really mattered. In 2008 and 2009, home buyers equated the American dream with that 5th bedroom and granite countertops.  And what really mattered….what the RIGHT decision would have been…..the REAL American dream for them….would have been to provide a solid and stable home life for themselves and their families.  

The following line may be the single, most important reminder in today’s world of attention-grabbing headlines and knee-jerk investment decisions:  

An ERISA fiduciary’s loyalty is to their clients, not to following the crowd or acting out of self-interest (e.g. the fear of litigation).  

Fiduciaries should both make informed choices, AND do so for the right reasons.  

Just because everyone else is doing it, doesn’t make it the right decision. 

And while it seems like a no-brainer in saying this to a room of esteemed financial professionals…reactions to litigation trends do not make for sound fiduciary decision-making process.  

ERISA’s exclusive benefit rule requires that fiduciaries act with an “eye single” to the interests of the plan’s participants and their beneficiaries.  

This became evident in a recent case of Tatum vs. RJReynolds Nabisco….a decision to remove Nabisco stock was made almost without any discussion or analysis, and risk of fiduciary liability was a driving force behind the decision.

https://www.mcguirewoods.com/Client-Resources/Alerts/2014/8/Tatum-Reverse-Stock-Drop-Case-Important-Lessons-Employers-Fiduciaries.aspx
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Fear-based decisions fall short of prudence.
 Fiduciaries are required to act for the exclusive benefit of the plan’s 

participants and their beneficiaries

 An ERISA fiduciary’s loyalty is to its participants, and its decisions should 
not be motivated by its own self-interest

 Fiduciaries should make informed choices, and do so for the right reasons

Fiduciary considerations

Presenter Notes
Presentation Notes
So, remember the exclusive benefit rule – or remind your plan sponsors of that rule.  

But when it comes down to it.  Nothing guarantees you won’t get sued.  Anyone can get sued.  But you increase your chances of acquittal or dismissal if you base your process on a prudent, thoughtful process that informs rational, sound decisions.  

I want to reiterate this point with a story: the legend of Icarus.  

Not only did Daedelus warn his son Icarus of hubris/arrogance/over-confidence, he also warned him of complacency.  And there is a disturbing phrase that keeps popping up in conversations that we’ve had with advisors recently: that phrase is “the path of least resistance.”  It’s concerning because the path of least resistance leads to complacency.  To taking the easy way, rather than what might be the right way.  And not only did Daedelus warn his son Icarus of arrogance—flying too close to the sun; but he also warned him not to get complacent….not to fly too low to the ocean—lest the salt from the sea water clog the wings, ruin the lift, and Icarus would also fall into the sea and drown.  

And the path of least resistance is a deceptively safe one.  Because it smells of complacency.  It is akin to doing what is easy, rather than what might be right.  
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It’s about process

Fiduciaries should focus on 
the value-for-cost proposition

There is no one-size-fits-all 
approach to investment menus

Range of choice and strategies 
can be appropriate

Fear based decisions 
fall short of prudence

 Develop a top-down strategy to govern 
plan decisions to avoid compromising a 
diligent process.

 Focus on “internal inputs” (organizational 
goals, culture, benefit strategy, role of plan, 
participant needs) first.

 Gain insights into how well participants are 
prepared for retirement.

 Document. Document. Document!

Principle #5—Action items for sponsors
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What’s good for 
the client is also 
good for the firm.
–Thomas Rowe Price, Jr.

Presenter Notes
Presentation Notes
If you keep your eye on the prize….and that is the well-being and success of your plan sponsors and their participants….then you are ultimately going to benefit as well.  

When the participants in your plan succeed financially, then the sponsoring organization succeed, and ultimately, you succeed.
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This material is provided for general and educational purposes only and is not intended to provide legal, tax or investment advice. This material does not provide recommendations concerning investments, 
investment strategies or account types; and not intended to suggest any particular investment action is appropriate for you. Please consider your own circumstances before making an investment decision. 

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy or completeness. There is no 
guarantee that any forecasts made will come to pass. The views contained herein are as of the date noted on the material and are subject to change without notice; these views may differ from those of 
other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

All investments are subject to risk, including the possible loss of principal. 

T. Rowe Price Investment Services, Inc.

© 2024 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep are, collectively and/or apart, trademarks of T. Rowe Price Group, Inc.

Important information
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