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3 Things That Actually Matter

(1) Fees: Less than 50 bps all-in
(2) Diversification: (3) Def_end at Target Date:
Global Stocks, Global Bonds, No Risk r /}\

Global Real Estate, Commodities, Natural
Resources, etc
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Glide Path Compavison
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Choosing a Prudent Target Date Fund

?‘c Diversification
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« Risk Control

.~ Low Fees




Choosing a Prudent Target Date Fund
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8 Reasons for no risk at the target date

. No Fiduciary Upside

. Once in a lifetime

. 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
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Sequence of Return Risk
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Hypothetical account value

Ending Value is $1,700,000

7 Without Withdrawals
$250,000
$0
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Age

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



Risk at the Target Date:

Low Risk

Low Drawdown

O & Low Volatility

Funds in this quadrant tend to get
low Morningstar ratings

Source: PIMCO Glide Path Analyzer

Only a Handful Defend

Market Average

High Risk

High Drawdown
& High Volatility




Risk at Target Date:
Equity Allocations of Big 3 are Way Too High
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T.Rowe Vanguard Fidelity

65% of Total TDF Assets are With These 3 Bundled Service Providers.

There is little or no vetting.

Have Fiduciaries Really Embraced This Much Risk at Target Date?




Choosing a Prudent Target Date Fund
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Get What You Pay For

Fees

17419121
110110111113
00 91 92 92 93 95 96 97 98 98 99 100101102102105105
86 89
79 80 82

53
28 34

16 17 21

Target Date Solutions

uosel\ bba
au01sapIing

wied areis
piojreH

eAoA

092SdAU|

uojo|dwa] uipueld
Hewss)i ulpjueld
JaideN % Buluuep
weuind

Z11SaM\ Tealo
S4dIN

uleisulag aouel||y
SMAd

T11SaM Tealo
oonoe|g

niyl Buiam yoonoelg
[enn\ ssen
Amua) ueduswy
€11SaM Tealo
Spun4 ueduawy
Aeisurey
[lessny
BuiaIT 18y Y002ueH uyor
Zuel|lvy
spimuoneN

Source: Morningstar

[edipulid

uebIoN dC

vvsn

adlid amoy 1

qemyds

logJeH

a210yD 18y X200uUeH uyor
ONnd

yrediesyd OONId

Ajapi4

obied s|laM

17%d pueH - xapu|] LIVINS
pus|g yredresy ODNId

d4340-WVIL
prenbuep

xapu| Anspi4

Challenge: Control costs AND provide broad diversification




Choosing a Prudent Target Date Fund

Diversification
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Risk Control



Examples of Broadly Diversified

(SMART) ~ PIMCO (PmC) ~ Wells Fargo (WFG)
100% - ]

Bonds
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80% -

60% -

Allocation (%)
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40 35 30 25 20 15 10 5 o0 40 35 30 25 20 15 10 5 040 35 30 25 20 15 10 5 0

Source: PIMCO Glide Path Analyzer
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The Most Popular Are Concentrated in US Stocks

The B|g 3 Source: PIMCO Glide Path Analyzer
» Fidelity Freedom (FID) ~ T.Rowe Price (TRW) - vanguard (VGD)
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[ A NEW PRUDENCE SCORE

Combines Safety, Fees and Diversification



Morningstar Ratings Reward Risk Because Risky U.S.
Equities Have Performed Best
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Funds with High Risk Scores get Asset Class Returns for 8 Years Ending June, 2016
High Morningstar Ratings
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Prudence Scores versus Morningstar Ratings
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Source: Target Date Solutions
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Choosing a Prudent Target Date Fund

Diversification
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Risk Control
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Patented Safe Landing Glide Path®
Unique Investment Structure: Patent 8352349

Integrates 2 Nobel prize (1990) winning discoveries with principles of modern finance ‘

The “Capital Market Line.” Dr. William

F. Sharpe won a Nobel Prize for it. Higher Return, Less Risk

——

Return

Liability Driven Investing (LDI) A

guides the allocation along the
line. “Liability” is current account
balance. Lose no $.

US Stocks & Bonds

———

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.



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

Patented Safe Landing Glide Path® Asset Allocation

Patent 8352349
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http://www.google.com/patents/US20120059770

IFEBP Reading List

International Foundation

OF EMPLOYEE BENEFIT PLANS
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Understanding and Sealecting

Target Date Funds

Jahn Lotw, Mark Mensack & Ron Surz

Copprgn 3014

We recommend this book.
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Fiduciary Handbook for Understanding and Selecting Target... and over one million other books are available for Amazon

Fiduciary Handbook for Understanding and Selecting
Target Date Funds: It's All About the Beneficiaries Paperback

- 2014
by Ron Surz ~ (Author), John Lohr (Contributor), Mark Mensack (Contributor)

v 2 customer reviews

See all 2 formats and editions

Kindle Paperback
$9.99 from $29.50
Read with our free app 1 New from $29.50

Note: This item is only available from third-party sellers (see all offers).

We believe that target date funds are a good idea that can and should be more protective and
productive, so we've written a book to educate fiduciaries. Most assets in TDFs are there by
default. Employers (fiduciaries) are choosing TDFs, not employees. Our book is directed to
fiduciaries. We challenge the status quo that profits fund companies at the expense of plan
participants. The most menacing problem is that TDFs have b?come more risky at the target




