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To receive Continuing Education (CE) Credit for participating in the Qualified Plan Fiduciary Studies (QPFS)
webcast, the following is required:
1.Sign in to the Webcast with your name and email.
2.Listen/Participate in the webcast for a minimum of 50 minutes of the scheduled hour.
3.An email will be automatically sent.
4.All CE requests will be verified against webcast attendance records showing name, email, and time
logged.
5.You will receive an email response along with a copy of the presentation/outline as shown below. The
subject will show up as “Attendance Verification Form for QPFS Live Webcast”
6.Don’t forget to SELF REPORT all CE Credits for ASPPA & fi360.

Title: 401(k) & 403(b) Lawsuits-Causes & Consequences

Qualifying Sponsor: Fiduciary Wise, LLC

Presenter: Dick Billings, CPC, CEBS, ERPA

Date of Seminar: 26 June 2018

Location of Seminar: Gilbert, AZ-Webcast

Number of Seminar Hours: 1 Continuing Education Hour/Qualifies for ASPPA, fi360, and NIPA Continuing Education

In accordance with the standards set forth in ASPPA 2015/2016 Continuing Education (CE) Guidelines, CE credits have been granted based on a
50-minute hour. CPAs, attorneys, and others licensed by state boards/organizations should check with their respective boards/organizations to
determine if credit applies toward their continuing education requirements.



Disclaimer

The views expressed in this presentation
are the opinions of Fiduciary Wise and our
guests for education purposes only. No
other party or governmental agencies
have reviewed or approved the content of
this presentation.




WE WANT TO SHARE THE “QPFS”
WITH YOUR ASSOCIATES

We believe there are many national and regional conference devoted to ERISA plans and the ability to
accumulate necessary information and CE credits. But where can you get all of this and:

No fee for the conference, workshop, or study class.
No need to travel (Time, airline, hotel).

Pick and choose the classes you want to attend.
Serious ERISA Title | material.

Ability to listen to the recording later, with the slide-deck.

If you have an Advisor(s), TPA(s), Recordkeeper(s) that you believe would profit from this web-based
ERISA study class, please let us know and we will invite them. Send the name and email to
admin@fiduciarywise.com to have them added to the email list.

Just one caution, we don’t want attendees that are just looking for a gimmick or marketing ploy, we
only want serious ERISA professionals who wish to meet fiduciary standards in all of their professional
endeavors.

Thank you.


mailto:admin@fiduciarywise.com

LA_‘ Fulfilling Fiduciary

Fiduciary Wise Responsibilities in

Selecting Target Date
:T\ DS,
olutions

Funds.
Intended for Purists.

RON SURZ, PRESIDENT OF TARGET DATE
SOLUTIONS

RON@TARGETDATESOLUTIONS.COM

(949)488-8339
SUB-ADVISOR OF SMART TDF INDEX

HAND BENEFITS & TRUST, A BPAS COMPANY



mailto:Ron@TargetDateSolutions.com

Introduction

BACKGROUND




Ron Surz

* MS in Applied Mathematics, University of lllinois

* Northrop Engineer designing electronic
countermeasures to jam heat-seeking missiles

* Senior VP of Investment Policy at AG Becker
pension consultants. Advised several Strillion in
asset allocation & investment policy

* MBA Finance, University of Chicago

* Serial entrepreneur: Pension consulting, manager
due diligence innovations, target date funds,
hedge funds, factor investing...
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TDS

Target Date

* DBA of PPCA, a registered investment advisor and 3(38)
fiduciary

* PPCA founded in 1992, owned entirely by Ron
* TDS founded in 2008
* Patented Safe Landing Glide Path

* Sub-advisor of the SMART Target Date Fund Index on
Hand Benefit & Trust, Houston, launched in 2008

* TDF Books for Fiduciaries, on IFEBP Resource list
* Focus on Prudence
* Fiduciary Library, including videos
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It’s All About the Beneficiaries

Fiduciary Handbook for

Understanding and Selecting

Target Date Funds

Ronald Surz

The Remarkable
Metamorphosis of Target Date
Funds

John Lohr, Mark Mensack & Ron Surz
Copyright 2014

ecommended Books

TDS
T%III::IIOHI'II:



https://www.amazon.com/Fiduciary-Handbook-Understanding-Selecting-Target/dp/1633180115/ref=sr_1_1?s=books&ie=UTF8&qid=1522885802&sr=1-1&keywords=Surz
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Legal and
Ethical
Considerations

INCENTIVES MODIFY BEHAVIOR
AND COME AS CARROTS AND
STICKS.
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Sticks = Legal

The law is being written by the plaintiffs bar. In
the next market downfall, will the plaintiffs bar
pursue the opportunity for “lessons not learned
/ excessive risk” lawsuits? When the 2008
debacle occurred there was only $200 billion in
TDFs. Today it’s 2 Strillion. Plus Jerome
Schlichter & his merry men are now warmed up
on successful fee-based lawsuits.
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Carrots = Ethical

Even though a fiduciary has not yet been sued
for breaching their Duty of Care, is it ethical?
Fiduciaries are responsible for harm to their
dependents that should have been prevented.

In 2008 the participants in 2010 Target Date
Fund lost 30%. They were unable to retire as
planned and were forced to work longer or had
to retire to a less than a dignified retirement.
Excessive risk was responsible, & TDFs have
become riskier since.
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Millions of People SBillions

TDFs are Much Bigger Today Than They Were in 2008.
More is at Stake.
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Fiduciary Blunders

BREACHES OF THE DUTY OF CARE




“Safe Harbor” doesn’t
mean any QDIA will do

Well-intentioned, But
Misinformed, Fiduciaries
Are Breaching Their Duty Of
Care

QDIA is the Form of a Safe Harbor.

The Substance must be diligently
selected. Fiduciaries cannot throw
darts at the QDIA dartboard.
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Well-intentioned, But
Misinformed, Fiduciaries
Are Breaching Their Duty

Of Care

Choosing the Oligopoly
may seem safe, and it
might be if they
provided the best TDFs.
But there are better
choices.

-

Popularity is not

_synonymous with prudence. )

~
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Winners=Investment Managers
SProfitsS

Conflicting Interests
in Target Date Funds

Chump = Fiduciaries

No Lawsuits

@ Losers = Beneficiaries

Safety & Growth

o8
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100

“To” & “Through”

All are “Through” e SN S .
Benchmarks ) ; \ﬁuw i |
Except SMART is both [ | \N@W

Glide Path Choices:
Vanguard is “The Fiduciary’s Choice”

TDS
e



Bundled Service The Oligopoly
P rOV| d ers O\Nn th a) Big 3 Own 63% of the $1.7 Trillion Total

Target Date Fund Market.

Industry: It’s a The Monopoly
Dangerous 3-

Vanguard owns 72% of the $865
Billion Passive TDF Market

Provider Bubble
30 more Vanguard
=0 36% All Other
== — 28%
Note: These providers are not $630 Billion $623 Billion

fiduciaries, except their Collective
Investment Trusts.

Vanguard
72%

T Rowe Fidelity
13% 14%

TDS
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Only 3 Things Matter

WHAT SHOULD FIDUCIARIES CONSIDER?
BREAK AWAY FROM THE HERD!




Distinctions Without
a Difference

*Demographics/Custom

*Active vs Passive
*Open vs Closed (Proprietary)
*Mutual fund or Collective

*Bundled service provider, or not (DCIO)

o8
Solutions. -




'hings That
ually Matter

E Fees: Less than 50 bps all-in

Glide Path Comparison

£
4
=
2

s

Defend at Target Date: No Risk

0 s an 35 30 5 20 15 10 5 0 =4

Approaching the target date ; Iu| tE Diversification: Global Stocks, Global
roacnin e ar d arget da’
? * ? Bonds, Global Real Estate, Commodities,
Natural Resources, etc.
Source: John Hancock |

Target Date
Solutions




Choosing the Most Prudent
Target Date Fund

=

DIVERSIFICATION RISK CONTROL LOW FEES

TDS
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8 Reasons For No Risk At The

TDS
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CORE L A

Target Date

Most withdraw

Buy a Lifetime Annuity

Prior to PPA, Cash/Stable Value was default
Professor Daniel Kahneman pain of loss

Risk zone: lifestyles, sequence of return risk

Demographics
No Fiduciary Upside

Once in a lifetime

FI

NANCIAL,

FIRST DO NO HARM




Hypothetical account value

TDS
T%III::IE?II:

$1,000,000

$750,000

$500,000

M Investor A (early negative returns)
B Investor B (late negative returns)

s
$250,000

Ending Value is $1,700,000
Without Withdrawals

Sequence of
Return Risk

This chart shows two 30-year income scenarios.
The solid line shows a withdrawal plan that
started off with three years of negative returns in
a row. The dotted line represents a withdrawal
plan with the negative years at the end. Both
plans started with $250,000 and both took out
$12,500 per year inflated by 3% for inflation. No
other actions were taken to manage income
withdrawals. Both plans had a 6.6% average
annual rate of return on the underlying

investment for the 30-year period.

Source: MFS Research
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Pre-Crash Indicator Near
Peak Amid Trade Tensions

Herbert Steln

Risk of Loss Risk of Ruin Risk of Loss

A Currently Compelling Reason for Safety:
The Shaky Economic Environment

/5 MILLION BABY BOOMERS ARE IN THE RISK ZONE

-'-I'%
Sofutions. &



https://www.investopedia.com/news/5-precrash-indicators-near-peak-amid-trade-tensions
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=0ahUKEwiM0MPL9J7aAhXJwlQKHcT9CjwQFggnMAA&url=https://en.wikipedia.org/wiki/Herbert_Stein&usg=AOvVaw0f88EXyQRzAkj89a-vqxqV

Pre-retirees and retirees with guaranteed income suggest that have or will employ the same investment strategy as those without when retirement is
15 years away and 10 years away, but at 5 years prior to retirement, they become more growth-focused than those without and remain that way until
15 years into retirement.

Percent Focused on Growth

# With DB/Annuity = Without

78% 75% In this time period, those with guaranteed income are significantly
66% more likely than those without to be growth-focused.

L ag3,

5 years into 10 years into 15 years into
retirement retirement retirement

15 years before 10 years before 5 years before At retirement
retirement retirement retirement

Mass Mutual Retirement Savings Risk Study

BENEFICIARIES WANT TO BE PROTECTED IN THE RISK ZONE

TDS
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Risk Zone!

% SMART

3

What

Beneficiaries
Really Want

Vanguard
Typical

g

Equity Allocation

o
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10%

- - - -

49 47 45 43 41 39 37 3533 31 2927 25 23 211917151311 5 7 S 3 1 -1 -3 -5 -7 -9-11-13-15-17-19-21-23-25
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Years to Retirement
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- Low Risk
= Low Drawdown

) & Low Volatility
-  SMART
<10 =

v
h # Putram
- ¢ Wells Fargo
N # John Hancock Choice
=] % PIMCO

L
wn
|

& Allianz
+ US

Funds in this quadrant tend to get low Morningstar ratings

ik Litepat

Market Average

Vanguar

<20 =

Maximum 12-month loss!

Source: PIMCO Glide Path Analyzer

| 1 I !
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o %S PG ond
& Amerjcan Funds

¢ wgnnclpal

| Hartford # 1. Rowe Price
& GreatWest-tH

High Risk
High Drawdown
& High Volatility

Standard Deviation (%)

Risk at the
Target Date:
Only a
Handful
Defend




65% of Total TDF Assets are with these three bundled
service providers.

There is little or no vetting.

RISk at 1a rget Have fiduciaries really embraced this much risk at
Date: EqUIty target date?

Allocations of

Big 3 are Way

Too High

T.Rowe Vanguard Fidelity
Lost 30% in 2008

m
Tgnls:lgillllse -




Choosing the Most Prudent
Target Date Fund

=

DIVERSIFICATION RISK CONTROL LOW FEES

TDS
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Get What You Pay For

CHALLENGE: CONTROL COSTS AND PROVIDE BROAD DIVERSIFICATION

Fees




Choosing the Most Prudent
Target Date Fund

=

DIVERSIFICATION RISK CONTROL LOW FEES

TDS
T%III::IIOHI'II:




» SMART (SMART) ~ PIMCO (PMC) ~ Wells Fargo (WFG)
1 e ————

Allocation (%)

Foreign Stocks

4 35 30 25 20 15 10 5 040 35 30 25 20 15 10 °4o3s30252015105 0

Source: PIMCO Glide Path Analyzer

Examples of Broadly Diversified

TDS
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The Big 3

Source: PIMCO Glide Path Analyzer
~ Fidelity Freedom (FID) ~ T.Rowe Price (TRW)
100% -

gy

80%

Foreign Stocks

1 EmerinMarketStocks
40 35 30 25 20 15 10 S o0 40 35 30 25 20 15 10 S

High Morningstar Ratings
~ T. Rowe Price (T RW)

0403530252015105

Source: PIMCO Glide Path Analyzer
+ American Funds (AMF) -~ BMO (BMO)

e —— ' ﬁ -
Bonds
Foreign Stocks

40 35 30 25 20 15 10

0

040 35 30 25 20 15 10

0 40 35 30 25 20 15 10 S

S

TDS
e

» Vanguard (VGD) )

The Most
Popular Are
Concentrated
in US Stocks

36



A New Prudence Score

COMBINES SAFETY, FEES AND DIVERSIFICATION




Funds with High Risk Scores get
High Morningstar Ratings

A

i

3
+* 1
e >

Msrtar Rating

0 1 2 3 4 5

Risk Score

Asset Class Returns for 8 Years Ending June, 2016

9
" 4
£
2
$1
-6
s Rl | us Foreign Forei C
ea oreign | Foreign ommo
Stocks = Estate = Bonds TIPS Bonds | Stocks Gold dities
Return 9 7 5 4 2 0.4 -4 -11

o8
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Source: The Capital Spectator

Morningstar
Ratings Reward
Risk Because Risky
U.S. Equities Have
Performed Best

PERFORMANCE HORSERACE!




Characteristic Measure Quartile (1=top)

Safety 10% safe at target 4 (bottom)
Fees 93 bps 3 (near median)
Diversification 3 out of 6 assets 4 (bottom)

Example of a Popular Fund
With a 4.1 Morningstar Rating, Near Top

FIDUCIARY SCORE: 1.4, 5TH FROM THE BOTTOM

o8
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Top 20

SMART Index - Hand ..
John Hancock Ret Choice
PIMCO
Allianz
JP Morgan
Harbor
Blackrock Living Thru
Wells Fargo
Invesco
Putnam
MFS
Schwab
Guidestone
DWS
USAA
BMO
Franklin LifeSmart
TIAA-CREF
Vanguard
Hartford
Voya

g
(=}

BMstar MPrudence

10 20 30 40 50

Bottom 20
Nationwide ——
American Century —
PrnCiD
Russell
Alliance Bernstein E——
MassMutual o
TRowe Price o
Fidelity INdeX pa—
Great West L1 e —
Blackrock m—
John Hancock Ret LiViNg  ——
GreatWest 12 e ————
Manning & Napier | ——
Fidelity e
MainStay | —
American FUNGS | E——
leggMason ' ' 5§
Frankiin Templeton I —
Great West L3 e —
State Farm o —
00 10 20 30 40

Source: Target Date Solutions

o
(=)

Prudence
Scores vs.
Morningstar
Ratings

J
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EXAMPLE: Some Rules

e GLOFPATH




Integrates 2 Nobel Prize (1990)

winning discoveries with principles of \ rligher Return, Less Risk
modern finance.

—

Return
¢CKS &/ FLAGEE al NJSG [ AySoé
F. Sharpe won a Nobel Prize for it. US Stocks & Bonds

———

Liability Driven Investing (LDI)

guides the allocation along the
fAYSd® a[AlLOATAGRE A O dzN
balance. Lose no $.

The Risky Portfolio is

extremely well-diversified:

World Portfolio moves Efficient
Frontier up & to the left. Dr. Harry
Markowitz won the Nobel Prize for
the Efficient Frontier.

Patented Safe Landing Glide Path ®©
Unigue Investment Structure: Patent 8352349

i



http://www.google.com/patents/US20120059770

Risk Zone

Beyond the
Target Date: Re-

Safe

R . k . 80% . i . CaSh
IS I n g 70% : * TIPS
Dr.Wade Pfau and Michael Kitces: 0% "
1™ Equities
40% * GlobalStocks
- * Global Real Estate
* Commodities
0 * Other
10%
0%
49 47 454341 39 37353331 29272523 2119171513119 7 5 3 1§11 -3 -5 -7 -9-11-13-15-17-19-21-23-25
Years to Target Date Years After Target Date
De-Risking Re-Risking

TDS
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https://www.onefpa.org/journal/Pages/Reducing Retirement Risk with a Rising Equity Glide Path.aspx
https://www.onefpa.org/journal/Pages/Reducing Retirement Risk with a Rising Equity Glide Path.aspx
https://www.onefpa.org/journal/Pages/Reducing Retirement Risk with a Rising Equity Glide Path.aspx

The Unfortunate Reality

AS A PRACTICAL MATTER




Business Risk

Not Using The
Big 3: Vanguard,
Fidelity, and T.
Rowe Price

TDS
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The Oligopoly
Big 3 Own 63% of the $1.7 Trillion Total
Target Date Fund Market.

30 more
37%

$630 Billion

T Rowe
13%

Vanguard
36%

$623 Billion

Fidelity
14%

Procedural
Prudence

Fiduciary Duty:
Substantive
Prudence

5



A Note on the Other
Retirement Pool

INDIVIDUAL RETIREMENT ACCOUNTS (IRAS)




401(k) TDFs Individuals

TDS
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A New & Improved Approach for IRAs:
Personalized Dynamic Target Date Funds

Expert interactive guidance through life’s
investment challenges, drawing on a patented &
time-tested target date glide path design.
Literally thousands of “models.”

Individualized to you. It’s your life, your
challenges, but you’re not alone.

48




Gb2 2y S
made a difference
by being like
SOSNEZ2YS

PT Barnum

Target Date



How to contact Ron

Ron Surz, President of Target Date
Solutions
Ron@TargetDateSolutions.com

(949)488-8339



mailto:Ron@TargetDateSolutions.com

