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Introduction to ICI Survey of

The business of providing products and services to
401(k) plans has become extremely competitive in
recent years. Plan sponsors have become more sophisti-
cated and are demanding greater flexibility, selection,
performance, and quality service delivery—all at more
competitive prices. Switching of 401(k) service providers
by plan sponsors is becoming more common. In recent
years, mutual fund organizations and third-party ad-
ministrators have gained market share from banks,
insurance companies, and inhouse administration.
However, it is likely some of the competitive ad-
vantages that mutual fund organizations offer with
regard to distribution, product, technology, and serv-

ice delivery have narrowed as other market competitors
have evolved or upgraded their services. Furthermore,
the impact on the mutual fund industry of the Depart-
ment of Labor’s new rules governing defined contribu-
tion plans (Section 404(c) of ERISA), that become
effective in 1994 and are expected to further the growth
of 401(k) plans, is uncertat.

The greatest growth opportunities in the 401(k) market
appear to be with the smaller company plans, partic-
ularly those with fewer than 100 participants. New
technology and creative alliances with other service
providers have driven down the administrative costs

for mutual fund companies that had previously hindered
them from tapping into this market. Many mutual fund
companies are scrambling to create affordable, yet profit-
able small and mid-size plans and capture a share of this
growing market. Flexible products and fee schedules, as
well as efficient

40I(k] Plan Sponsors

and economical recordkeeping systems are some of the
key ingredients necessary for designing competitive

small and mid-size 401(k) plan packages. More research
needs to be done, however, to assess what plan sponsors
really want and the cost-service tradeoffs involved.

It was in light of these facts that the Investment Company
Institute and its Research Committee, with the assistance
of Access Research Incorporated, undertook a study of
the 401(k) marketplace and the needs and preferences of
401(k) plan sponsors.

Study Objectives

The objectives of the study were to provide mutual fund
managers with an understanding of 401(k) plan sponsor
needs and important trends in the areas of:

m investment manager utilization and satisfaction,
W investment product utilization and future demand,
m purchasing behavior and preferences,

m provider selection criteria,

m demand for service features,

m plan sponsor views of the effectiveness of various
participant communications strategies,

W company contributions and plan expenses,
m ERISA 404(c) utilization, and
m plan size and characteristics.

1see Appendix B for more information on ERISA 404(c).

Page |
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Research Methodology

With the above-mentioned research objectives in mind,

a telephone survey was designed and interviews were
conducted in the fall of 1993 with randomly selected key
personnel responsible for 401(k) plans at 919 companies.
The sample was stratified to ensure representation of
plan sponsors in all size segments. Access Research
estimates that the distribution of 401(k) plans by com-
pany size—number of employees—as of the end of

1993 is as shown in Figure 1.

Figurel

Distribution of Y0ICk ] Plans by Number of Employees.
993

For other questions, total respondents indicated may

be greater than the total in the sample where multiple
responses are possible. Data provided for distribution of
401(k) assets is weighted according to distribution of
assets in the sample, and typical account balances are
weighted according to the distribution of plans by
number of participants in the market (see Appendix C
for further discussion of weighting schemes). All other
findings are presented on an unweighted basis. The key
variables in the analysis are:

1. Number of Participants. This was the basis for
developing the sample. Results are reported for the five
different size categories, or segments, shown in

Figure 2:

Figure 2
Numberof ~ Numberof ~ Numberwith % with llumber of Respondents by Plan Size
Employees Companies* 401(k) Plan  401(k) Plan
5-99 1,775,000 178,000 10
Number of Participants:
100-249 58,000 16,300 28
Less than 100 236
250-999 22,000 11,450 52
1000 100-249 159
3,999 2,500 1,875 s 250-999 221
4,000 or more 1,900 1,775 94 1,000-3,999 184
4,000 or more 119
Base = 919

*Estimated number of entities making independent benefit pur-
chase decisions.
Source: Access Research

Two sources were used to compile the sample. A list of
3,000 companies drawn from the Dun & Bradstreet data-
base was used for the small segment (i.e., plans with
fewer than 100 participants). For plans with over 100
participants, separate lists for each segment based on
Internal Revenue Service 5500 reports were purchased
from Judy Diamond Associates™.

The findings of this study were analyzed on the basis of
several important segments in addition to the broadsize
segments used to develop the sample (e.g., type of in-
vestment manager). The development of these additional
segments was based on responses to questions in the
survey. Response percentages do not always sum to
100 due to nonresponse. Except where indicated, nonre-
sponse, or “don’t knows,” were included in the analysis.

2. Type of Investment Manager Investment manag-
ers are classified as banks, insurance companies, in-
dependent investment firms, mutual fund companies,
or “other.” In this context, mutual fund companies,
sometimes referred to in this report as “mutual funds,”
mean the investment advisory companies that sponsor
mutual funds. The “other” category includes stock bro-
kerage firms, trust companies, inhouse management,
and other unspecified mentions. Some respondents
use multiple investment managers in their plans. Their
responses were analyzed in all appropriate segments.
The number of respondents by type of investment
manager segment is indicated in Figure 3.

Page £
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figure 3

Number of Respondents by Type of Investment
Manager*

Bank 235
Insurance Company 247
Independent Investment Firm 164
Mutual Fund 247
Other 181
Base = 919

* Multiple responses included

Figurey
Number of Respondents by Plan Assets

Less than $1 million 121
$1-$9.9 million 197
$10-$49.9 million 149
$50 million or more 114
Not reported 338
Base = 919

3. Plan AssetsPlan assets, like number of participants,
is a measure of plan size. Generally, the level of plan
assets is correlated with the age of the plan and number
of participants. Results are reported in four plan asset
categories, as shown in Figure 4.

4. Purchasing Behavior.Respondents who indicate that
they purchase investment management, recordkeeping,
and plan administrative services from a single full-serv-
ice provider are categorized as “full-service” purchasers.
Those respondents indicating use of two or more pro-
viders for these services are categorized as “unbundled”

purchasers. The number of respondents in each of these

segments is shown in Figure 5.

Figure 5
Number of Respondents by Purchasing Preference

Full-service 688
Unbundled 217
Base = 919
Figure 6

Number of Respondents by lumber of Investment
Managers

One Manager 630
Two or more 277
Base = 919
Figure 1

Number of Respondents by Type of Plan

Primary 550
Supplemental 361
Base = 919

5. Number of Investment Managers The distribution

of respondents who use a single investment manager as
opposed to those who use multiple managers is shown
in Figure 6.

6. Plan Purpose All respondents were asked whether
the 401(k) plan is the primary retirement benefit for
employees or a supplemental plan. The number in each
segment is shown in Figure 7.

Page 3
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Overview

The U.S. qualified retirement plan market is currently
undergoing dramatic changes, driven by such diverse
factors as changes in workforce demographics, ad-
vances in technology, and changes in the legislative/
regulatory environment. The most fundamental change
has been a shift from defined benefit (DB) to defined
contribution (DC) plans in the corporate sector of the
retirement plan market. According to the Employee
Benefit Research Institute (EBRI), assets of private
sector DC plans totalled $1,085 billion in 1993, or 43
percent of all private pension assets. This is up from
$575 billion and 39 percent of total assets in 1888.

Assets held in plans with a Section 401(k) salary reduc-
tion feature have been the fastest-growing type of DC
plan in the private sector. From 1984 through 1993,
401(k) assets grew from $55 billion to $475 billion,

an annual compound rate of increase of 27 percent.
Participation in 401(k) plans by eligible employees is
now high (75 percent) with close to 18 million active
participants out of 24 million eligible employees, so
growth rates of the type expressed in the recent past
(27 percent) may be more difficult to achieve in the
future. Nevertheless, as tax-deferred savings accounts,
particularly 401(k) plans, become an increasingly sig-
nificant channel for targeted personal saving, 401(k)
assets are projected to continue growing at a rate of
about 15percent per year for the next several years. At
that rate, they should top the $1 trillion mark before

the year 2008.

Executive summary

401(k) plans have become one of the most popular em-
ployee benefits. An estimated 210,000 corporations now
sponsor these plans. The incidence of 401(k) plans in-
creases as company size increases. In many cases, large
companies had previously offered a DB plan as their pri-
mary retirement benefit for employees and the profit-shar-
ing or thrift plan, now converted to a 401(k), was a supple-
mental benefit. Sixty-four per-cent of 401(k) plans with
1,000 or more participants remain supplemental benefits.

Most new 401(k) plan formation is occurring among
smaller companies. Almost half of the plans with fewer
than 100 participants were installed since 1990. Among
larger plans—with 100 or more participants—the per-
centage formed since 1990 is just over 10 percent.

Smaller companies tend to use the 401(k) plan as the pri-
mary retirement benefit for employees. Almost 86 percent
of plans with fewer than 100 participants, and over 64
percent of those with 100-999 participants, are the pri-
mary retirement benefit for employees.

Plan Participation and Contributions

Seventy-five percent of all eligible employees patrticipate
in a 401(k) plan, up from 62 percent in 1986 and 70 per-
cent in 1989. The participation rate is related to size of
plan with participation lowest, 68 percent, among very
small plans (fewer than 100 participants) and highest, 81
percent, among very large plans (with 4,000 or more par-
ticipants).

2EBRI Quarterly Pension Investment Repdtd Quarter 1994
3Projections were estimated by Access Research.
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figure8
Participation Rate by Contrbution Status

(percent of eligible employees)

Matching
Contributions

Profit-sharing
Only

No Employer
Contributions

Over 84 percent of all 401(k) plan sponsors contribute
employer money to the plan. Of the contributing spon-
sors, 7 percent make nonmatching contributions; the
others match all or a portion of employee contributions.
As might be expected, participation rates are higher in
plans where the employer matches contributions.

The most common matching level is 50 cents on the
dollar. Over three quarters of plan sponsors that match
employee contributions set a limit on the amount the
company will contribute. The most frequently-used ap-
proach to establishing this limit is to specify a maximum
percentage of the employee’s compensation that will be
matched. The most frequent maximum is 6 percent, used
by one third of sponsors setting a maximum percentage.

The median annual employer contribution to a 401(k)
plan is $800 per participant, and employer contributions
represent 35 percent of total annual plan contributions.
There is little variation in either of these figures across
the various plan size segments.

Plan Expenses

There is a considerable range in the expense of provid-
ing a 401(k) plan. Over 6 percent of plans report that
annual per-participant charges are less than $20, while
over 17 percent pay $100 or more (the median is $66).

It is interesting to note that 54 percent of respondents
either did not know per-participant charges or did not
answer the question. On a per-participant basis, plan ex-

penses tend to decrease with plan size. When compared
by type of investment manager, plans managed by
mutual fund and insurance companies pay less, on
average, than do plans managed by other investment
managers.

Close to 63 percent of plan sponsors report that the
company pays all plan expenses. The remaining
sponsors are divided almost equally between those that
charge expenses to the plan (i.e., the participants) and
those that split expenses among the plan and the
company. Smaller companies are somewhat less likely
to pass expenses along to participants than are

larger companies.

Investment Management Services

The shift to defined contribution, and particularly
401(k) plans, has resulted in the need for investment
product and service providers to factor the individual
participant into their marketing efforts. Participants
control all investment decisions in 80 percent of plans,
and the investment of their own contributions, or partial
decision-making for the plan, in another 6 percent.
Sponsors are generally eager to pass decision-making
control to participants and thereby achieve fiduciary
relief as indicated by the 83 percent of plan sponsors
who intend to qualify their plan under Section 404(c)
of the Employee Retirement Income Security Act
(ERISA).

The evolution of the individual participant as a major
decision-maker in directing investments has meant that
investment performance and specialization have be-
come less important factors for plan providers in gain-
ing market share, while distribution, including retail
marketing skills, educating and communicating with
participants, as well as a broad product line (i.e., fund
choices), and improved service delivery (i.e., state-of-
the-art recordkeeping systems and administrative capa-
bilities) have become more important. These changes
played to the strengths of the mutual fund industry. As
Figure 9 shows, mutual fund companies have been
quite successful in gaining market share of 401(k) assets
over the past five years. In this context, mutual fund
companies, (sometimes referred to in this report as
“mutual funds”), refers to the investment advisory
companies which sponsor mutual funds.
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Figure 9
40ICk) Market Share by Investment Manager Type

(percent of assets)
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Mutual fund companies are the leading provider of in-
vestment management services to 401(k) plans of

larger corporations. Their overall market share, and

their penetration into the smaller company plans, has
been growing steadily for several years. However,
further gains will be more difficult to achieve. Banks,
insurance companies, and independent investment firms
have been building, buying, or teaming up with other
providers to achieve the essential ingredients they lacked
to offer a full-service package containing: investment
management good enough to attract assets in volume; a
broad product line; state-of-the-art administration and re-
cordkeeping; and first-rate employee education and com-
munication.

Insurance companies have capitalized on a strong
distribution network to establish a leading position
among small 401(k) plan sponsors. The popularity of
guaranteed investment contracts (GICs), which are still
the single most widely-used investment option across
all 401(K) plans, is the major factor in their continued
leadership in assets under management.

Banks rank second in the number of plans managed

40ICk) Plans: How Plan Sponsors See the Marketplace

Independent investment firms are used by 14 to 27
percent of plans across all plan size segments in terms

of assets and participants. “Other” investment managers
(i.e., stockbrokers, trust companies, in-house manage-
ment, and others) rank second to insurance companies at
the small end of the market.

Plan Investment Uehicles

The majority—three fourths—of plan sponsors use,

and are quite satisfied with, commingled accounts for
their 401(k) plan investments. Only about one quarter
use separately managed accounts. The usage of, and
stated preference for, separate account managementis
somewhat higher among the largest plans and those
that purchase services on an unbundled basis.

Variable annuity contracts are used most frequently by
plans with 250 or fewer participants. Annuities gener-
ally offer a higher rate of compensation to brokers

than some of the other investment products. This dif-
ferential compensation is heeded to encourage brokers
to reach small plans but also contributes to the higher
average level of per-participant plan expenses among
small plans.

Investment Options

The number of investment choices available to plan
participants has increased to an average of 5, up from
3.21in 1990. Access Research suggests a number of fac-
tors for this increase in the number of investment choices.

W The steep decline in interest rates and the strong
stock market of the past few years have prompted
plan sponsors to add more equity-related choices.

m Average account balances have increased con-
siderably in recent years. The degree of attention
paid to plan investments by participants has also
increased as a result of the larger balances. The
typical participant now has $16,000 in his 401(k)
account and nearly 10 percent have balances over
$50,000.

across most segments. While their share has not changed M New plan formation is occurring primarily in the

over the past two years, it is down from five years ago.
Banks have built their market presence by leveraging
deposit and credit relationships to cross-sell 401(k) plans
to existing customers.

small company segment where the 401(k) plan is
often the only retirement benefit offered employees.
While this study did not measure participant
attitudes, focus group research conducted by Access
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Fiqure (0 Research among plan participants indicates that

Breakdown of Typical Account Balances*

(percent of all participants)

employees whose 401(k) plans are the primary source
of retirement income pay more attention to the details
of their plans than do those with other resources. In

particular, these participants are increasingly concern-
ed about the safety of their money (i.e., avoiding

Less than $10,000 40

$10,000-$19,000

$20,000-$49,000

$50,000 or more

N
N N
~

losses) and with earning a “good” return.

m Many plan sponsors and providers have devoted
considerable effort recently to developing new and
better investment education programs and materials
for plan participants. Focus group research suggests
that participants are interested in receiving this
information and becoming more knowledgeable
about investing their money.

m Some plan sponsors may have added investment
options in anticipation of meeting the requirements

of ERISA Section 404(c), thus reducing their potential

*Weighted by distribution of participants by segment.

liability exposure.

Figurell
Frequency Rank of All Investment Options Mentioned

Currently Added Last 12 Planning
Increasing Risk Offered Months to Add
Aggressive Growth 7 3 2
International/Global Equity 12 4 1
Growth 2 2 6
Company Stock 10 12 10
Equity Index 9 6 7
Equity Income 4 10 9
Balanced 5 1 3
International/Global Fixed Income 13 13 4
Corporate Bond 8 9 5
Fixed Income Index 11 11 11-13
Government Bond 6 5 8
Guaranteed Investment Contract (GIC) 1 7 11-13
Money Market 3 8 11-13

Decreasing Risk
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Figure 11 illustrates how the recent decisions of plan
sponsors are moving in the direction of offering par-
ticipants a broad range of choices representing the full
spectrum of risk/return alternatives. The investment
options are listed, from bottom to top, in the approxi-
mate order of increasing investment risk.

The movement of assets in 401(k) plans away from
fixed income investments and into equities has been
significant over the past three years. On average, assets
held in fixed income funds declined to 45 percent in
1993 from 57 percent in 1990. This decline was

largely centered in GICs and money market funds,
which suggests that the major driving force was the

40ICk) Plans: How Plan Sponsors See the Marketplace

steep decline in interest rates over this same period.
The assets and contributions shifted from fixed in-
come funds were redirected into equity and to a lesser
extent, balanced funds.

Purchasing Preferences

The majority—75 percent—of plan sponsors buy in-
vestment, recordkeeping, and plan administration serv-
ices from a single provider. The usage of, and the stated
preference for, full-service purchas-
ing decreases as plan size increases from over
80 percent among the smallest plans to under

60 percent among the largest. The ease of

Figure 2

Distribution of Y0ICk) Assets by Type of Investment
1990.1993

(percent)

1990

Guaranteed

Other ‘

Balanced 5‘Vo
7%

Money Market

1993

Guaranteed

Other
Balanced K

Money Market |\ 5%

Bond

Company Stock

y Other Equity

administrative control is the most frequently-
mentioned reason for use of a single source.
Various convenience considerations were more
frequently-mentioned than were service or cost
considerations. Insurance companies are the
most frequently-used providers of full-service
plans, followed closely by banks and mutual
fund companies.

Those sponsors that prefer to purchase serv-
ices on an unbundled basis say that they feel
service is better when obtained from a variety
of firms, each of which specializes in a par-
ticular service. Benefit consultants or third-
party administrators are the primary suppliers
of recordkeeping and plan administrative serv-
ices to unbundled purchasers, used by approxi-
mately 70 percent of these firms. Independent
investment firms are the most frequently-used
investment managers, followed by mutual fund
companies.

About one third of plan sponsors say they

would be interested in purchasing plan services
through an Alliance Program (defined as an
arrangement among a group of service providers
to offer a “full-service” product). Interest in
Alliance Programs is greatest among small plans.

Other Equity
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Customer Satisfaction

Satisfaction with investment management services is
high across all segments and types of managers. Over
84 percent of sponsors say they are satisfied or very
satisfied with their current manager. Satisfaction is
highest among customers of mutual fund and independ-
ent investment management firms.

About 10 percent of plan sponsors say they are likely
to switch investment managers in the next 12 months.
The likelihood of switching is highest among customers
of insurance companies and independent investment
firms with unbundled plans. Their reasons, in the order
of frequency of mention, are:

W service (more investment options, poor
administration/management, inadequate information),

m investment performance,

m cost, and

W convenience.

Almost 85 percent of full-service purchasers say they

are highly satisfied with the recordkeeping and admin-

istrative services they receive. Satisfaction among

unbundled purchasers is somewhat lower; nonetheless,

78 percent say they are highly satisfied.

About 8 percent of full-service purchasers and 14 per-
cent of unbundled purchasers say they are likely to

switch recordkeeping providers over the next 12 months.

The most frequently-cited reasons for this intention are
poor customer service, untimely provision of participant
statements, and inaccurate record-keeping.

Provider Selection Critera

Recordkeeping capabilities, investment performance,
quality of participant statements, compliance issues,
and discrimination testing are ranked most important
in the selection of a 401(k) provider across all seg-
ments. Large plan sponsors also emphasize services
directed to the plan sponsor, such as monthly
reconciliation of financial statements and on-line
account inquiry. Smaller plan sponsors want to avoid
additional administrative burdens and save money so
they also emphasize criteria such as preparation of
government reports and plan expenses.

Frequency of Transactions

Seventy-three percent of plans issue participant state-
ments quarterly. Four percent issue statements monthly,
and the remainder semiannually or annually. Large
plans and mutual fund customers issue quarterly state-
ments more often than other frequencies. Small plans
and bank customers issue statements less frequently.

There is a similar pattern in the frequency by which par-
ticipants are allowed to change future contribution
allocation and transfer funds among investment options.
Daily changes and transfers are allowed more often in
larger plans and those with mutual fund or insurance
company investment managers.

Figure 3

Frequency of Allowed Contribution Reallocation and
Transfers Between Investment Alternatives

(percent of plans)

Contribution

Changes Transfers
Daily 21 23
Weekly or Monthly 12 11
Quarterly 42 40
Semiannually or Annually 20 18

About 9 percent of sponsors are considering a change
in the frequency of issuing participant statements.
Bank customers and smaller plans are more likely to
be considering this change.

About 16 percent of the sponsors from each segment
are considering changing the frequency by which con-
tribution changes or investment fund transfers are
allowed. Bank customers and unbundled purchasers are
most likely to be considering such changes while small
plans are less likely to be considering such changes.
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Participant Commumications

Group meetings are ranked first in effectiveness for
enrollment communications among all but the smallest
plans. Individual statements, individual meetings, and
brochures rank next. Toll-free access to a service
representative ranks fifth and is seen as more effective
than toll-free access to a voice response system among
all but the largest plans. Larger plans also consider
video more effective than slide presentations. Smaller
plans rate video and slide presentations about equally
effective. Interactive PC illustrations, prospectuses,
posters, and toll-free access to an automated response
system rank lowest in effectiveness for enroliment
communications.

The individual account statement is considered the
most effective vehicle for ongoing participant com-
munications by a wide margin. Toll-free access to a
service representative and group meetings rank next.
Among the largest plans, toll-free access to a voice
response system is again ranked higher than access
to a service representative. Investment and company
newsletters are seen as more effective for ongoing
communications than for enrollment.

40ICk) Plans: How Plan Sponsors See the Marketplace
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Shift in Pension Coverage

Since the passage of the Employee Retirement Income
Security Act (ERISA) in 1974, there has been a trend
away from pension coverage under defined benefit
plans (DB) and toward defined contribution plans

(DC), particularly toward relatively new types of DC
plans such as 401(k) and Employee Stock Ownership
Plans (ESOPs). Defined benefit plans are designed to
provide an employee with a specified benefit upon re-
tirement. That benefit is specifically identified in the

plan and typically constitutes a fixed percentage of the
employee’s salary, determined by the employee’s age at
retirement and his number of years of service with the
employer. Because the employer is contractually bound
to provide the defined benefit upon retirement, the em-
ployer bears all risk flowing from the investment
performance of any investment vehicle used to fund the
plan. To the extent that the plan’s assets produce a posi-
tive investment return, the employer’s exposure under
the defined benefit plan is reduced. On the other hand,
to the extent the plan’s assets produce a poor investment
return, the employer’s exposure under the defined benefit
plan increases.

Defined contribution plans, in contrast, do not promise
employees a specified benefit upon retirement. Rather,
under such plans, employers typically contribute a de-
fined percentage of payroll (money purchase plan) or
a defined percentage of profit (profit-sharing plan) to

a retirement account established for each employee.
Since the employee’s retirement benefit is the value of

40ICk) Plans: How Plan Sponsors See the Marketplace

Background

his account at retirement, the employee bears the entire
risk of plan investment performance. Favorable inv-
estment performance will increase the benefit, while
poor performance will reduce it.

The growth in DC plans relative to DB plans is evident
when examining trends over the last few decades in
number of plans and participants. Between 1975 and
1991, the number of active participahits DB plans de-
creased slightly, from 27.2 million to 26.1 million, while
the proportion of eligible employees that were active
participants in these plans declined from 87 percent to 62
percent. The total number of private DB plans increased
from 103,000 in 1975 to a peak of 175,000 in 1983, then
dropped to 113,000 in 1990. Preliminary figures for 1991
indicate a further decline in the number of DB plans to
99,000. By way of contrast, the total number of DC plans
(including those that are the primary benefit and those
which are supplementary) increased almost three times
between 1975 and 1991, from 208,000 to 609,000. Active
participants in DC plans rose from 11.2 million to 36.3
million during the 1975 to 1991 pericu.

The growth of defined contribution corporate retire-
ment plans during the last decade has been dramatic.

In 1983, DC plan assets accounted for 30.6 percent of
total private pension assets. By 1993, they had grown
to 43.3 percent of the total. By the year 2000, DC assets
are projected to grow to 52.8 percent of private pension
assets.

4active participants of a pension plan are those who are currently contributing to the plan or have a positive balance

in their account.

5See U.S. Department of Labd®rivate Pension Plan Bulletir, 993 and 1994
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Figure 14
Distribution of Private Pension Assets by Type of Plan. 1983 to 2000
(percent)
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Source: Employee Benefit Research Institute, 1983-1993; ICI projections, 1994-2000

The disparity between the contributions to DB and

DC plans is even more dramatic than that between the
number of participants and the number of plans. DC
plan contributions increased from $23.5 billion in

1980 to $82.1 billion in 1991, with $52.5 billion of

the 1991 total accounted for by 401(k)-type plan con-
tributions. The growth in contributions to DC plans is
largely due to the growth of 401(k) plans. Without
them, contributions to DC plans would have been

only $29.6 billion in 1998

Among explanations for the growth in DC plans is the
shift in employment from large unionized firms in
manufacturing, which traditionally have provided DB
plans, to smaller nonunion firms in the service sector,
where DC plans are more commbAnother reason

for the growth of DC plans relative to the growth of

DB plans is that workers tend to change jobs more fre-

guently than in the past, thus increasing the need for
portable benefit plans. DC plans are deemed to be
more portable than DB plans because DC plan partici-
pants are generally allowed to take distribution of bene-
fits in one lump sum when they retire or terminate
employment for other reasons.

In addition, tax laws and federal legislation, beginning
with ERISA, have added to the cost and complexity of
maintaining DB plans and decreased the benefit to em-
ployers. Prior to the enactment of ERISA, the employ-
er's obligation to fund a retirement plan was largely

a moral commitment rather than a legal requirement.
Then ERISA imposed a mandatory funding require-
ment upon many types of plans, including defined
benefit plans. As a result of this mandatory funding
requirement, employers began to offer defined con-
tribution plans which enabled them to satisfy their

64,

’See Employee Benefit Research Institétensions in A Changing Econortiy993)
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pension obligation simply by making a specified contri-
bution on behalf of each employee. These DC plans
also enabled employers to transfer to their employees
the risk that the employer’s contributions would not
grow sufficiently to provide the employees with ade-
quate retirement income.

In addition to the mandatory funding requirements im-
posed by ERISA in 1974, the growth of corporate

DC retirement plans received further impetus from the
tax law changes adopted in the Revenue Act of 1978.
The Revenue Act of 1978 authorized employers to estab-
lish a new type of defined contribution profit-sharing
plan commonly known as a 401(k) plan. This type of
plan permits an employee to reduce his taxable income
by electing each year to contribute a percentage of
salary to the retirement plan. The contributions to the
plan are not currently taxed as income of the employee,
but are held in the employee’s individual account until
retirement, separation from service, or other specified
events.

Because the contribution to 401(k) plans are wages de-
ferred upon the employees’ voluntary election, these

plans also often offer employees the right to select the
investment medium for their account from a range of
choices. It is the individual employee, rather than the
employer, who not only bears the risk of the investment
performance of his account under a 401(k) plan, but in
many cases who also selects the investment medium used
to fund the account.

An additional advantage offered by 401(k) plans is
they are more flexible than many other pension ar-
rangements. Since each eligible employee can determine
the amount of saving he does through the 401(k) plan,
these plans are likely to be more attractive at firms with
heterogenous work forces. Finally, from the firm’s per-
spective, 401(k) plans may cost less for a given level of
employer contribution per participating employee than
other DC plans. With other defined contribution plans,
the employer must contribute on behalf of all eligible
workers. Even though participation in 401(k) plans is
high, not all eligible employees participate, thereby
reducing the employer’s overall contributiohs.

Growth of Y0I(k) Plans

The growth of 401(k) plans has been phenomenal. Al-
though there were no 401(k) plans in existence prior

to 1978, by 1985 10.3 million participants had accumu-
lated $105 billion. In the mid-1980s, 401(k) plans became
increasingly popular and the trend away from DB plans
toward DC plans accelerated. This shift can now be
characterized as a shift from both defined benefit and
non-401(k) defined contribution plans toward 401(k)
plans. In 1983, only 3 percent of full-time workers
received coverage under a 401(k) plan compared with

47 percent under other types of plans. By 1993, the cover-
age rate for full-time workers under 401(k) plans had
increased to 27 percent, while coverage under other types

Figure (5

Ratio of Y0I(k] Assets to Defined Contribution Plan
fissets. 1983 and 1993

983

Total DC Assets=$261 Billion

Y - Vg

993

Total DC Assets=$1,084.6 Billion

M Total 401(k) Assets

8See NBERWorking Paper No. 45Q1. Papke, M. Petersen, J.
sions? October 1993

Poterba,401(k) Plans Replace Other Employer Provided Pen-
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of plans had fallen to 33 percent, with about 10 percent
having coverage under both a 401(k) and another type
of plan. The ratio of active 401(k) participants to DC
plan participants increased from 16 percent in 1983 to

a third in 1986, and to close to 50 percent in 1993. Simi-
larly, the ratio of 401(k) assets to DC plan assets almost
tripled during the 10-year period, from 15 percent in
1983, to 44 percent in 1993.

Among plans providing retirement benefits, 401(k)
plans are a fairly recent innovation. The Revenue Act
of 1978 added Section 401(k) to the IRS Code, ef-
fective for taxable years beginning after December 31,
1979, but this program was not widely used until the
IRS issued clarifying regulations in 1981. 401(k)

plans are available only to employees of firms that
offer such plans. Under this type of plan, participants
can elect to defer part of their income on a pre-tax
basis and have it held on their behalf in a trust until
retirement. Taxes are also deferred until distribution.
Because the saving is tax-favored, IRS rules restrict
participant access to the funds. Elective deferrals may
be withdrawn without penalty before age 59 1/2 only
upon retirement, plan termination, separation from serv-
ice, financial hardship, or disability. Otherwise, a 10
percent tax is imposed on lump-sum distributions
paid to individuals before age 59 1/2 (in addition to
income tax owed). The Tax Reform Act of 1986 (TRA-
86) permits one-time election of five-year forward
averaging for a lump-sum distribution received from

a 401(k) plan after age 59 1/2.

Employers may contribute a matching percentage of
employee contributions, make discretionary/profit-
sharing contributions, or make no contributions at all.
The TRA-86 set the employee deferral (or employee
contribution) limit at $7,000 and indexed this limit for
inflation in subsequent years. The contribution limit

was $9,240 for the 1994 tax year. The TRA-86 also
established new, tighter antidiscrimination requirements
for 401(K) plans. (See Appendix A for more technical
information on 401(K) plan features.)

Much research has been done by Poterba, Venti, and
Wise on the effect of 401(k) and IRA programs on
household saving® They concluded that contribu-
tions to both types of plans represent net additions to,
and not substitutes for, other types of personal saving.
This does not mean that IRAs and 401(k) plans are
not used for personal saving, but they are generally
used as vehicles for additional, targeted saving. In
1980, IRAs and 401(k)s accounted for less than 5 per-
cent of targeted retirement saving, and employer-pro-
vided defined benefit pension plans accounted for 59
percent. By 1988, however, 401(k)s and IRAs ac-
counted for 47 percent of retirement saving. Contrib-
utions to 401(k) plans eclipsed contributions to IRAs
as the leading form of tax-deferred individual retirement
saving after the TRA-86 limited the tax benefits of
IRAs for middle and high-income taxpayers. IRA
contributions fell precipitously after 1986 and con-
tinued to decline through 1993, while contributions

to 401(k) plans have continued their steady ascent
reaching $52.5 billion in 1991. (See Figure 16.) The
research by Poterba, Venti, and Wise indicated 401(k)
saving did not displace IRA saving, but IRA con-
tributions were curtailed as a result of the 1986 tax
reform. For many households, assets held through
401(k)s represent more than half of their financial
wealth. The high participation rate for those eligible
for 401(k)s, coupled with the tendency for most house-
holds to reach retirement age with few financial assets
other than Social Security and employer-provided
pension benefits, suggests that these accounts will play
a very important part in the economic security of
retirees in coming decades.

The rapid growth in defined contribution plans seems

to have slowed recently, however, as the number of
new DC plans increased by less than 2 percent between
1989 and 1991. While the number of 401(k) type plans
continued to increase rapidly from 1989 to 1991, the
rates of growth in 401(k) plan participants and assets
were below the rates for all types of pension plans be-
tween 1990 and 1991. Much of the rapid growth in
401(k) plan participants and assets during the mid and
late 1980s occurred among medium and large firms.

9See U.S. Department of Labor, Pension and Health Benefits of American Workers—New Findings from the April 1993 Current Popula-

tion Survey, 1994

10see NBERWorking Paper No. 4391). Poterba, S. Venti, D. WisBp 401(k) Contributions Crowd Out Other Personal Savings?

June 1993
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Figure [6
Y0I(k)* and IRA*+ Contributions. 1982 to 1993
(billions of dollars)

Source: Department of Labor, IRS
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*401(Kk) type plans (all plans with cash or deferred arrangements which file the 5500 form)

**SEP contribution totals were included prior to 1987.
***The IRA Reporter estimate

During the 1990s, the expansion rate among the medium
and large firms leveled off, indicating that a level of
maturity, or potential for high growth, in the 401(k)
market may have been reached for those segments.

In larger companies, 401(k) plans were often estab-
lished by modifying an existing profit-sharing or thrift
plan, presumably because 401(k)s provided more at-
tractive opportunities for employees to defer taxable
income. In most cases, these large companies offered a
defined benefit plan as their primary retirement bene-

fit, and the 401(k) was a supplemental plamNearly

two thirds (64 percent) of plans with 1,000 or more
participants are supplemental plans.

New 401(k) plan formation is still strong, although
most activity is occurring among small companies. Al-

most half of the very small plans with fewer than 100
participants were installed since 1990. Smaller companies
tend to use the 401(k) plan as the primary benefit for
employees.

An estimated 210,000 corporations now sponsor

401(k) plans, with 18 million active participants out

of 24 million eligible employees. The fact that these plans
allow employees to defer income, to take advantage of
employer-matching provisions where available, and

to accumulate assets at the pre-tax rate of return are some
of the factors that have made them the fastest-growing
vehicle for retirement saving during the last decade.
Assets have grown at a compound annual rate of 27 per-
cent since 1984 to reach $475 billion in 1993 and are
expected to grow by close to 15 percent per year to
reach $1 trillion in 1999. Growth in assets has slowed

1Ypid, NBERWorking Paper No. 45QPapke, Petersen, Poterba
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somewhat since 1990, not only because of a slowdown
in investment returns but also because of high penetra-
tion among eligible employees, and the resulting slow-
down in the growth of contributions among new
participants. There is an overall participation rate of 75
percent, up from 62 percent in 1986. Participation is
highly correlated with size in that it is lowest for very
small plans (those with fewer than 100 participants)
and highest among very large plans with 4,000 or
more participants.

Adding to the prospect for further growth in 401(k)
plans, as well as profit-sharing and other DC plans, are
the new rules issued by the Department of Labor in
October 1992. Under the ERISA Section 404(c), plan
sponsors can achieve fiduciary relief, and therefore a
measure of relief from liability in maintaining DC
plans, by allowing participants to control the invest-
ment of assets in their 401(k) accounts. As long as the
404(c) regulations are satisfied, no fiduciary liability
will arise for the plan sponsor by reason of the partici-
pants’ investment decisiofs.

Mutual Funds Become Active mY0ICk) Market

The increasing use of 401(k) plans is shifting some of
the burden of retirement planning from employer to
worker. In this context, it's vital that workers contribute
to their plans and thoughtfully select the investment
choices for the money they set aside. Because em-
ployees take responsibility for investment decisions

in many of these plans, itis important that they feel
comfortable with their ability to access information
about their investments. Participants want a full range
of options under their individual account plans, the
ability to transfer more frequently, and current and full
information. Increasingly, plan sponsors have come to
appreciate the advantages mutual funds can offer. They
provide access to top professional portfolio managers,
portfolio diversification, liquidity, portfolios managed ac-
cording to a well-defined policy, well-documented track
records, the diversified options necessary for compli-
ance with ERISA Section 404(c), ease of administra-

Figure a
TotalY0I(k] Plan Assets. 1984 to 1993
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Source: Access Research

Figure b
Projected Total Y0ICk] Plan Assets. (994 o 2000

(billions of dollars)

1994
1995
1996
1997

1998

1999 1,100

2000 1,265

Source: Access Research

12An ERISA section 404(c) regulation was promulgated by the Department of Labor and became effective for most plans on January 1,
1994. The regulation’s major provisions call for plan sponsors to offer employees at least three investments with wide-ranging risk and
return characteristics, the opportunity to shift from one investment to another at least once every three months, and to give participants
sufficient information to allow them to make informed investment decisions. (See Appendix B for more information on ERISA Section
404(c).)
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tion, and the necessary recordkeeping and compliance-
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of market share one year earlier. An investigation of

consulting services, and systems and procedures for com- major 401(k) market players revealed the steep increase

municating with, and educating, participants.

Mutual funds are particularly well-suited as investment
vehicles for participant-directed defined contribution
plans. For years mutual funds have been building a
solid reputation and earning the trust of investors.

They have developed the necessary technology (includ-
ing 800 numbers) and shareholder communications to
become very accessible to investors. Mutual fund com-
plexes provide a range of investment alternatives and
allow daily redemptions and purchases without
restriction, often by telephone. In addition, fund com-
panies have the refined marketing skills that are neces-
sary for educating and communicating with participants.

As a result, demand by participants and plan sponsors
for mutual fund options has increased substantially in

the last several years. The amount of 401(k) assets in-
vested in mutual funds and their share of the total market
have grown steadily each year since 1986. In 1993,
401(k) assets invested in mutual funds jumped to over
$110 billion, or 23 percent of the total 401(k) market.
This is an 80 percent increase over the $61 billion,

and an 8 percentage point increase over the 15 percent

Figure 8

Trendhne Estimates of Y0I(k] Plan Assets Invested n
Mutual Funds
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in 401(k) assets invested in mutual funds in 1993 re-
flected not only greater marketing efforts by mutual

fund companies, but also the conversion of some 401(k)
separate accounts at insurance companies to institutional
mutual funds, as well as some conversions of 401(k)
commingled accounts at commercial banks to mutual
funds.

The importance of the retirement market to the mutual
fund industry is increasing and may even be the key

to sustainable future growth in assets and earnings. As
a result, the ownership structure of the industry and
product demand have shifted a bit more toward retire-
ment-oriented programs. Assets held in retail and institu-
tional retirement accounts, of which 401(k) plans are a
major segment, have grown to nearly one third of total
mutual fund assets. In 1993, 401(k) assets accounted for
5.3 percent of total mutual fund assets and 17.3 percent
of all the retirement assets invested in mutual funds,

up from 3.7 percent and 13.8 percent, respectively, the
previous year. Cash flod&attributed to 401(k) plans

also represented a substantial 15 percent of total industry
cash flows in 1993.

13cash flows or net flows = net sales plus net exchanges.
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|. Description of Gompamies Surveyed
and Characteristics of Their Plans

Plan Formation

The formation of new 401(k) plans has been concentrated
among very small companies with fewer than 100 employ-
ees during the 1990s. Among firms with 100 or more em-

ployees that responded to the survey, 86 percent had

established their plans during the 1980s or earlier. Among

Figure (9
Type of Investment Manager Used*

(percent of respondents)

Plans Plans
Established Established

All Plans inthe 1990s before 1990
Bank 26 15 28
Insurance 27 30 26
Company
Independent. 18 16 18
Investment Firm
Mutual Fund 27 24 28
Company
Other** 20 24 19
Base = 919 181 706

* Multiple responses included

** Other investment managers include stockbrokers, trust com-

panies, inhouse managers, and all others.

small companies, 47 percent of their plans were estab-
lished in the past three years.

Plans established in the past three years are more likely
than older plans to be the primary retirement benefit
offered employees. In addition, they tend to be pur-
chased on a full-service basis and use a single invest-
ment manager. Figure 19 shows the type of

investment manager currently used by all plans estab-
lished in the 1990s compared with those used by all
plans, regardless of when they were established.

Plan Size

On average, plan size in terms of assets varies from
about $3.5 million among companies with fewer than
100 participants to $126.5 million among plans with
4,000 or more participants. Mean plan size for the five
segments is shown in Figure 20.

Mean plan size is considerably larger among those
plans that use multiple investment managers, those
that purchase investment management and plan serv-
ices on an unbundled basis, and for plans which are a
supplemental rather than a primary retirement benefit.
All of these factors are correlated with the number of
plan participants. In addition, plans utilizing mutual
fund companies and independent investment firms to
manage plan assets are larger on average than those
utilizing banks or insurance companies.
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Figure 20
Asset Size of Plan by lumber of Participants

236
221

184

159

100-249 250-999  1,000-

3,999

4,000

or more

Fewer
than 100

Number of Respondents
Mean Assets per Plan
(millions of dollars)

40ICk] Plan Ehgibibty and Participation

Access Research estimates that approximately 24 mil-
lion employees are eligible to participate in 401(k)
plans. That number equates to one fifth of all employed
workers. Most 401(k) plans are open to all employees.
Less than 4 percent of plans are designated exclusively
for management or bargaining unit employees.

The average overall participation rate among those eligi-
ble is 74.5 percent, ranging from 68 percent among em-
ployees in firms with fewer than 100 employees to 81
percent in companies with 4,000 or more employees.
Participation is highly correlated by size in terms of
participants, but when compared by plan asset size,

the average participation rate ranged only from 71 per-
cent to 78 percent as asset size increased. The differ-
ence in average participation rates by type of invest-
ment manager is insignificant, with rates of 74 per-

cent for banks, 73 percent for independent investment
firms, and 75 percent for insurance and mutual

fund companies.

Participation is also higher for plans sponsored by con-
struction, utilities, engineering, and aerospace firms. Fig-
ure 21 shows participation by industry.

Figure 2l
Plan Participant Rate by Industry

(percent)

Agriculture/Forestry/ Fisheries

Construction 78.3

Transportation 63.1

Manufacturing/Mining
Wholesale/Retail
Finance/Insurance/Real Estate
Communications
Public Utilities
Healthcare
Other

Primary vs. Supplemental Plans

Approximately 60 percent of plan sponsors say that

the 401(k) plan is their primary retirement plan for
employees. The smaller the plan, the more likely it is

to be the primary retirement benefit. This is the case
whether plan size is measured in terms of the number

of participants or plan assets (see Figure 22). Companies
using the 401(k) plan as the primary retirement benefit
have average sales of $176.5 million compared with $1.1
billion among firms offering the 401(k) plan as a supple-
mental benefit. The pivotal size where plans become
supplemental rather than primary is between 1,000 and
4,000 participants and between $10 and $50 million in
plan assets.

The 401(K) plan is also more often the primary retire-
ment plan for firms in the construction, wholesale/retail,
communications, and services sectors. It is more often
a supplemental plan for firms in the manufacturing, pub-
lic utility, or financial sectors. These differences likely re-
flect differences in firm size.
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Fiqure 22
Type of Retirement Plan by Size Segment

(percent of total respondents)

Number of
Number of Supple- Respon-
Participants Primary  mental dents
Less than 100 86 14 236
100-249 69 31 159
250-999 61 39 221
1,000-3,999 38 60 184
4,000 or more 29 70 119
Plan Assets
Less than
$1 million 8 22 121
$1-$9.9 64 36 197
million
$10-$49.9 44 54 149
million
$50 million 33 64 114
or more

Figure23

Distribution of US. Corporations and YOIk Plans by
Industry*

(percent)

All Corp-

orations 401(k) Plans
Agriculture/Forestry/Fisheries 3.4 2.1
Construction 10.9 3.7
Transportation/
Communications/ 4.3 11.0
Public Utilities
Manufacturing/Mining 9.5 35.5
Wholesale/Retail 28.1 16.7
Services 274 18.6

100.0 100.0

* The number of corporations and plans not allocable to listed
categories was not statistically significant.

Y0ICk] Plans by Industry

Contributions and Expenses

Figure 23 shows the distribution of all corporations in the  fl. Contributions
United States and of the 401(k) plan respondents by indus-

try.

Industries that tend to have large companies and many
employees, such as manufacturing and transportation,
account for a larger proportion of 401(k) plans than do
other industries. Those, like retail or construction, where
small firms proliferate, account for a lesser proportion. In
the financial and services sectors, smaller firms with
higher-than-average salary levels are also likely to have
established a 401(k) plan.

Over 84 percent of all plan sponsors make matching or
nonmatching contributions other than employee deferrals
(employee contributions) to their 401(k) plans. The inci-
dence of companies contributing to the plan increases as
plan size increases. Figure 24 shows how companies con-
tribute to the plan.

. Matchimg Contributions

Over 90 percent of plan sponsors that make employer con-
tributions to the plan match all or a portion of employee
contributions. The most common matching level, used by
more than 40 percent of sponsors that match, is 50 cents
on the dollar. The next most widely used matching levels
are 25 percent and 100 percent of the employee’s contri-
bution. Overall, about one quarter of plans which match

all or a portion of employee contributions match at the 25
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Figure 24
Contribution Behavior by Segment

e

Company Contributes

Employee

Contributes ~ Matches Matches Number of

Only 100% <100% No Match Respondents
Type of Investment Manager
Bank 12 15 66 6 235
Insurance Company 16 25 51 8 247
Independent Investment Firm 12 18 61 8 164
Mutual Fund 16 17 62 5 247
Other 16 25 54 4 181
Number of Participants
Less than 100 21 57 16 6 236
100-249 21 11 61 6 159
250-999 11 7 74 7 221
1,000-3,999 15 7 72 5 184
4,000 or more 4 11 79 5 119
Plan Assets
Less than $1 million 22 47 23 7 121
$1-$9.9 million 13 18 61 7 197
$10-$49.9 million 13 7 73 6 149
$50 million or more 6 10 76 8 114
Purchasing Behavior
Full-service 15 23 55 6 688
Unbundled 17 15 62 6 217
Number of Investment Managers
One 17 25 52 6 630
Two or more 11 11 71 6 277
Plan is:
Primary 14 34 57 7 550
Supplemental 17 11 84 4 361
Overall Number 141 193 526 54 919
Overall Percent 15 21 57 6 919
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percent level, and close to 20 percent match the em-
ployee’s contribution dollar for dollar. Small plans match
at the 25 percent level about as frequently as at the 50
percent level, and somewhat less frequently at the 100
percent level. Other segments are most likely to match at
the 50 percent level.

When compared across segments, plans which match
most frequently at the 25 percent level include:

m those with 100 or fewer participants,

m those with plan assets less than $1 million,
m full-service purchasers,

m primary plans, and

W insurance company customers.

When compared across segments, plans which match
more frequently at the 50 percent level include:

m those with 1,000-3,999 participants,

m those with plan assets of $10-$49.9 million,

m those using multiple investment managers, and
m supplemental plans.

Customers of insurance companies match employee con-
tributions at the 100 percent level more frequently than
customers of other types of investment managers.

2. Linits on Matching Contributions

Over three fourths of plans that match all or a portion of
employee contributions have set a limit on the amount
they will contribute as matching contributions. The range
across all segments analyzed for plans that set limits on
the amount they will match is 74 percent of respondents
for the smallest plans to 79 percent for the largest.

The most frequently-used method of establishing the
maximum matching contribution is to limit matching

to a designated percentage of the employee’s compensa-
tion contributed to the plan. The most frequently used
limit is 6 percent of employee compensation, with limits
lower than this being more common than those set
higher. The median maximum amount is 5.3 percent.
Figure 25 shows the maximum proportion of the em-
ployee’s compensation that is matched for all of the
segments analyzed. The percentages refer to plans that
responded that their maximum match level is a percent
of employee compensation.

3. Amount Contrbuted to the Plan

The overall median total plan contribution is about
$360,300 annually. This figure represents both
employer and employee contributions. However, this
typical contribution amount varies considerably among
plans. The median total contribution for very large
plans with over 4,000 participants is over $15 million,
while for very small plans with fewer than 100 partici-
pants, it is slightly over $38,000. Median contributions
are considerably higher for plans that are supplemental
retirement benefits rather than primary benefits. The
fact that supplemental plans are concentrated among
larger companies accounts for this.

Other segments that are characterized by larger plans
also have higher median total contributions, i.e., those
with multiple investment managers, those that purchase
on an unbundled basis, and those that use an independ-
ent investment firm to manage assets.

On average, employer contributions account for about
35 percent of the total contributions made to 401(k)
plans. The proportion contributed by the employer is
higher among those plans that do not offer a matching
contribution (such as in profit-sharing plans) and among
those that purchase services on an unbundled basis. The
proportion contributed by the employer is also higher
among customers of banks or independent investment
firms than among customers of mutual fund or insurance
companies.

On a per-participant basis, the median company contri-
bution is between $600 and $900 across all segments
analyzed with two exceptions. Very large plans with
assets of $50 million or more and customers of inde-
pendent investment managers contribute $1,200 per
participant. The median contribution overall is $800.
As one would expect, per-participant contributions are
higher for plans that match than for those which do not,
and for those segments which are characterized by, or
concentrated among, larger companies.

4. Typical fAiccount Balances

The median overall plan assets per employee, or typical
account balance, from this survey is $15,900. (The mean
is $36,000.) The typical balance varies by segment. Very
large plans with assets of $50 million or more tend to
have the highest median account balances of $35,300.
In contrast, plans with many participants (4,000 or more)
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Figure £5
Maximum Match Level of Employer Contributions by Segment
(percent)
Number of

1-3% 4-5% 6% 7%+ Respondents
Type of Investment Manager
Bank 21 25 38 16 131
Insurance Company 22 31 30 16 135
Independent Investment Firm 26 30 33 11 84
Mutual Fund 23 25 39 10 121
Other 28 29 30 13 104
Number of Participants
Less than 100 30 24 24 20 115
100-249 21 36 33 10 77
250-999 32 26 25 13 119
1000-3999 11 34 42 12 98
4000 or more 17 23 47 13 75
Plan Assets
Less than $1 million 22 32 29 15 59
$1-$9.9 million 26 28 30 16 108
$10-$49.9 million 18 36 36 11 84
$50 million or more 19 18 52 11 65
Plan is:
Primary 28 30 25 14 290
Supplemental 15 25 45 15 190
Purchasing Behavior
Full-service 24 28 30 16 359
Unbundled 20 28 41 10 117
Number of Investment Managers
One 23 30 30 15 319
Two or more 23 25 39 13 160
All Companies with Matching Contributions 23 08 33 14 484

Determined by Maximum Percentage

with Matching Contributions

Determined by
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Figure 26
Employer Contributions per Participant by Segment

(percent of respondents where company contributes to plan, median in dollars)

$500 to $1,000 to More than Number of
Less than $500$999 $4,999 $5,000 Median Respondents

Type of Investment Manager
Bank 17 11 12 5 800 205
Insurance Company 18 11 13 5 700 208
Independent Investment Firm 11 8 18 7 1200 143
Mutual Fund 15 11 16 4 900 208
Other 18 12 15 5 700 152
Number of Participants
Less than 100 16 14 11 5 700 185
100-249 15 7 14 3 800 126
250-999 17 8 9 4 600 196
1,000-3,999 15 10 17 6 900 155
4,000 or more 15 14 19 7 900 114
Plan Assets
Less than $1 million 26 20 12 3 600 94
$1-$9.9 million 24 16 20 4 800 172
$10-$49.9 million 25 13 19 12 800 129
$50 million or more 11 14 24 11 1200 107
Purchasing Behavior
Full Service 14 11 11 9 800 583
Unbundled 20 9 20 6 800 180
Number of Investment
Managers
One 15 11 11 5 700 521
Two or more 17 10 18 5 900 246
Plan is:
Primary 16 8 13 4 700 471
Supplemental 15 14 14 6 800 299
Ao e o ow 5w
who Contribute
to Plan 16 11 13 5 800 776
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have the smallest median balances of onlySkX1,0ne pos- Fiqure 2]
sible reason for this is that some very large plans (in terms of

participants), such as those for certain types of manufacturing Plan Assets per Employee by Seqment
companies, have more low-salary employees than high-salary

(median in dollars)
employees.

When compared by attributes other than size, customers

. . . Overall 15,900
of insurance companies who have typical account bal-

ances of $13,300, and plans using a single investment ~ Type of Investment Manager

manager and have balances of $14,800 have the lowest Bank 17,200

median account balances. This is not surprising because

these attributes are generally representative of small com- Insurance Company 13,300
panies. Independent investment firm clients with typical ~ Independent Investment Firm 19,200
account balances of $19,200, and plans with multiple in- Mutual Fund 15.500
vestment managers and balances of $18,600 have the
highest. Conversely, these attributes are common among Other 17,400
large companies. Number of Participants
B. plan Expe“ses Less than 100 15,300
100-249 16,500
A large number (47 percent) of the 401(k) plan respon-
250-999 17,800

dents did not indicate what their total plan expenses are.

Among those who did, total plan expenses range from an 1,000-3,999 16,600

average of less than $5,000 for very small plans with 4,000 or more 11,900

fewer than 100 participaréto an average of over
$400,000 for very large plans with 4,000 or more partici- Plan Assets

pants. As was the case for plan contributions, segments | gss than $1 million N/A

that are characterized by larger plans also have higher me- -~
. . . . . $1-$9.9 million 14,100
dian plan expenses, i.e., those with multiple investment

managers, those that purchase on an unbundled basis, an$10-$49.9 million 17,800

those that use an independent investment firm. Total plan $50 million or more 35.300

expenses are also higher for customers of mutual funds
(most often larger companies) and for those plans that ~ Number of Investment Managers

match employee contributions. One 14,800
Findings for per-participant expenses are somewhat Two or more 18,600
different, however. Across most segments analyzed, me- . s
dian per-participant plan expenses cluster in the

Primary 16,000

$50-$75 range. They are lower for plans with:

m 1,000 or more participants, and Supplemental 15,800
m mutual fund investment managers.

The segments in which median per-participant plan
expenses are $75 or more are plans with:

m fewer than 250 participants,

m assets of $1-$9.9 million,

m services purchased on an unbundled basis, and
| “other” investment managers.

14Excludes a small portion of high-asset small plans
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Figure 28
Plan Expenses per Participant by Seqment

(percent of all respondents, median in dollars)

Number of
<$20 $20-$49 $50-$74 $75-$99 $100+ Median Respondents

Type of Investment Manager
Bank 5 7 8 3 18 77.40 235
Insurance Company 9 12 12 5 15 60.20 247
Independent Investment Firm 6 13 4 3 18 68.60 164
Mutual Fund 8 15 5 4 13 47.40 247
Other 5 12 7 6 22 82.00 181
Number of Participants
Less than 100 4 9 9 4 23 89.00 236
100-249 6 8 8 5 20 83.40 159
250-999 5 13 6 4 15 60.60 221
1,000-3,999 9 18 5 5 12 46.50 184
4,000 or more 10 12 7 3 13 49.00 119
Plan Assets
Less than $1 million 5 15 12 6 24 72.20 121
$1-$9.9 million 6 13 10 8 28 85.70 197
$10-$49.9 million 10 23 7 6 22 52.80 149
$50 million or more 12 13 11 4 17 56.70 114
Purchasing Behavior
Full-service 6 12 7 3 16 64.40 688
Unbundled 6 13 8 7 20 74.80 217
Number of Investment Managers
One 6 12 8 3 16 63.80 630
Two or more 7 13 5 7 19 75.40 277
Plan is:
Primary 6 11 7 5 16 70.10 550
Supplemental 7 14 8 3 17 61.10 361
All Respondents 6 12 7 4 17 66.40 919
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Figure2d

Payor of Plan Expenses by Segment

(percent of all respondents)

Type of Investment Manager Company Plan Both
Bank 55 22 20
Insurance Company 67 11 22
Independent Investment Firm 59 18 23
Mutual Fund 61 16 23
Other 60 19 20
Number of Participants

Less than 100 73 13 14
100-249 70 10 18
250-999 58 20 20
1,000-3,999 54 19 26
4,000 or more 55 20 24
Plan Assets

Less than $1 million 70 17 12
$1-$9.9 million 61 16 22
$10-$49.9 million 57 22 22
$50 million or more 58 20 22
Purchasing Behavior

Full-service 65 15 18
Unbundled 54 20 26
Number of Investment Managers

One 67 15 17
Two or more 53 20 26
Plan is:

Primary 64 16 19
Supplemental 61 16 22
All Respondents 63 16 20
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Close to 63 percent of plan sponsors pay all plan ex-
penses, while less than 20 percent charge all expenses
to the plan (participants). The remainder share expenses
between the plan sponsor and participants. Employers
with plans having fewer than 250 participants and with
assets less than $1 million more frequently pay all ex-
penses. Full-service plans, those using a single invest-
ment manager, and customers of insurance companies
also pay all plan expenses more frequently than other
segments. These attributes are normally representative
of small plans.

40ICk) Plans: How Plan Sponsors See the Marketplace
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ll. nvestment MManagement Service
and Investment Preferences

Type of Provider Used

Market share for investment management services
varies by plan size. Results are basically the same
whether size is measured by number of participants or
level of assets. Insurance companies are most frequently
used as investment managers among very small firms
with fewer than 100 participants. Banks and insurers
have about equal shares and are used most often in the
100-249 participant segment. Among plans with
250-999 participants, mutual fund companies are used
by close to 30 percent of plans, followed by banks

and insurance companies, each used by one quarter of
plans. Independent investment firms are used less often
than the other types of major providers, particularly
among smaller plans. Mutual fund companies are the
leading providers among mid- to large-sized plans
(those with 250 or more participants). Banks are the
second leading provider in the largest of plan segments
(those with 1,000 or more participants), used by one
third of plan respondents, followed by independent
investment counselors.

On the basis of plan assets, insurance companies have
the largest share among very small plans with less than
$1 million (36 percent). Insurance companies and banks
lead in the $1-$9.9 million segment used by 31 percent
and 29 percent of plans, respectively. Mutual fund
companies and banks lead in the $10-$49.9 million seg-
ment. Mutual fund companies also have the leading
share among very large plans with over $50 million in
assets. Trust companies also provide significant plan
investments in the largest plan segment as evidenced
by 16 percent of respondents with assets exceeding

$50 million. Also significant in the smallest segment
are brokerage firms, providing investment management to
11 percent of respondents.

Among plans that purchase on a full-service basis,

banks, insurance companies, and mutual funds have ap-
proximately equal shares. Companies that purchase on
an unbundled basis split their business among banks

(27 percent), mutual fund companies (30 percent), and
independent investment counselors (33 percent). Among
plans that use multiple investment managers, mutual fund
companies have the largest share (38 percent), followed
by independent investment counselors (32 percent).

Companies that use the 401(k) plan as the primary re-
tirement benefit are more likely to use insurance com-
panies (32 percent) as the investment manager than
other types of firms. Conversely, among those com-
panies using the 401(k) as a supplemental benefit,
mutual fund companies and banks have the largest
share. Figure 30 shows the type of investment manager
used by each segment.

Satisfaction with Investment Manager

Over 80 percent of respondents in all size segments
say they are “very” or “somewhat” satisfied with the
service and performance delivered by their investment
managers. Only 4 percent of respondents express dis-
satisfaction with their investment managers.

The degree of satisfaction expressed did not differ sig-
nificantly by plan size. However, a slightly higher inci-
dence of small plans (those with $1-$9.9 million in assets)
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Figure 30

Type of Investment Manager Used by Seqment*

(percent of all respondents)

Indepen-
dent Mutual
Insurance Investment Fund In- Trust Stock- Number of
Bank Company Counselor Company house Company broker  Other** Respondents
Number of Participants
Less than 100 17 34 14 18 1 6 11 6 236
100-249 31 32 16 13 1 6 6 1 159
250-999 24 25 14 29 2 11 7 2 221
1,000-3,999 33 21 27 39 1 11 4 2 184
4,000 or more 33 17 21 41 2 14 3 2 119
Plan Assets
Less than $1 million 17 36 14 19 1 6 11 4 121
$1-$9.9 million 29 31 15 19 2 7 8 2 197
$10-$49.9 million 33 26 22 40 1 7 6 3 149
$50 million or more 26 15 25 44 2 16 4 2 114
Plan is:
Primary 23 32 16 21 2 9 9 4 550
Supplemental 31 20 19 36 1 10 3 1 361
Purchasing Behavior
Full-service 26 29 13 26 1 8 6 3 688
Unbundled 27 20 33 30 3 14 10 3 217
Number of Investment Managers
One 26 27 12 22 1 7 6 2 630
Two or more 27 26 32 38 2 14 8 3 277
All Respondents 26 27 18 27 2 9 7 3 919

* Multiple responses included

** |n this table, “Other” does not include Trust Company, Stockbroker, and Inhouse manager categories,
but represents all others unspecified mentions.
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expressed dissatisfaction (8 percent) than did very large
plans (those with over 4,000 participants or plan assets
of $50 million), where no respondents expressed dissatis-
faction.

About 89 percent of plans using mutual fund compa-
nies or independent investment firms said they were
very or somewhat satisfied with their investment man-
ager. This did not differ significantly from those using
banks, insurance companies, or “other” types of manag-
ers. Figure 31 summarizes the satisfaction responses
by type of investment manager.

40ICk) Plans: How Plan Sponsors See the Marketplace

one investment manager to switch investment managers.
There is no significant difference in the likelihood of
switching expressed based on the type of investment
manager used. At 17 percent, those plans with assets of
$10 to $49.9 million indicate a stronger likelihood of
switching than the smallest and largest plans do.

Service issues are mentioned more frequently than other
factors as the reason for switching. Just over half of
those indicating a likelihood of switching cite these as
the reason. The desire for more investment options is
the most frequently cited service issue prompting parti-
cipants to change investment providers. Among the
different types of investment providers, plans

Figure 3l
Satisfaction Level with Investment Manager by Type

(percent of all respondents)
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that use

insurance companies, independent invest-
ment firms, and “other” types of investment
managers have the largest share of respond-
ents wanting more options. Other service
issues mentioned include poor administra-
tion (14 percent), inadequate information,
and untimely service (9 percent each). Invest-
ment return is the reason mentioned by 28
percent of those likely to switch. Cost (8 per-
cent), convenience and change (6 percent
each), and a desire to switch to a full-service
approach (5 percent) are also reasons men-
tioned for switching.

Plans with fewer than 1,000 participants or
less than $10 million in assets mention
service issues more frequently, and cost less
frequently, than do larger plans. There are no
other significant differences in the reasons
given for a desire to switch across segments.

Types of Investment Uehicles Used

Commingled account®sr accounts holding
funds from more than one plan, are the

Likehhood of Switching Investment Manager

When asked the likelihood that they would switch in-
vestment managers in the next 12 months, about 10
percent of respondents answer in the affirmative.
Those plans that purchase services on an unbundled
basis and those using multiple investment managers
are more likely than those using full-service plans and

most frequently offered type of investment

account in 401(k) plans. About three quarters of all spon-
sors include commingled accounts

in their investment line-up. Mid-and large-sized plans,
with 250-3,999 participants or assets of $10-$49.9
million, are the heaviest users of commingled accounts.
Eighty to ninety percent of bank, insurance company,
and mutual fund customers offer commingled funds to
their participants. Customers of independent invest-
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ment firms and “other” investment managers offer of three. Clients of insurance companies and invest-
commingled funds to their participants less frequently ment firms offer a median of four options. This comp-
than those who use different types of managers. ares with five offered by plans that use mutual fund

i companies to manage their investments.
Separately-managed accounts funds holding only

the assets of one plan, are offered by a range of 20 to 25 The proportion of plan sponsors having only a single

percent of plans in segments having fewer than 1,000 investment option is greatest for small plans with less
participants or less than $50 million in assets. Among than 250 participants and those with assets less than
the largest plans (i.e., over 4,000 participants or $50 $10 million. Single-investment-option plans are more
million in assets), about 40 percent of plans in each likely to be full-service plans and to use a bank or

segment use separately-managed accounts. Unbundled  “other” type of investment manager. Plans with only
purchasers, plans using two or more investment manag- one option are less likely to have a matching contrib-
ers, and customers of independent investment firms ution or to use a mutual fund or insurance company
are the heaviest users of separately-managed accounts. as investment manager.

Variable annuity contractare used most frequently Plans offering seven or more investment options repre-
by smaller plans, particularly those with up to 250 sent 16 percent of all plans. Those most likely to offer
participantst® Company stock is used most frequently seven or more options are the largest plans (i.e., over
by very large plans with more than 4,000 participants 4,000 participants or $50 million in assets), and use
and $50 million in assets. mutual funds or insurance companies as investment

managers. Unbundled purchasers and plans using
banks as investment managers are least likely to offer
seven or more investment options. Figure 32 sum-
marizes the number of investment options offered

by segment.

Three quarters of total respondents say they feel itis
important to offer a choice among the types of invest-
ment vehicles in the plan. The affirmative response
increases with plan size from close to 60 percent in
the smallest segment to 86 percent in the largest. This
opinion is most widespread among unbundled pur-

chasers, those using multiple investment managers,
supplemental plans, and mutual fund customers. EHIS" SEEtII]I'I L"]LI[C] |]I.IEI|I|:ICEI|'.II]I'I

ERISA Section 404(c) establishes provisions that

allow a plan sponsor to be relieved of fiduciary responsi-
bility for participant investment decisions. To qualify,

the plan must meet a variety of requirements including
offering participants at least three diversified invest-
ment alternatives with different return/risk character-

Interestingly, the proportion of respondents that feel
variable annuity contracts should be offered exceeds
the proportion that currently use this vehicle. The
proportion that feels other types of vehicles should

be offered is approximately equal to the current usage of

each type.

istics and sufficient information to make informed

investment decisions. Eighty-three percent of all plan
"l.lTI'Il]E[' l]f |I1UES|'.TI'IEH|'. [IptIUHS UffEf‘Ed sponsors say they intend that their plan pass invest-

ment control to participants and qualify under this
The median number of investment options offered to provision. Moreover, a range of 76 percent to 90
401(k) plan participants is four in all plan size segments. ~ Percent of all types of investment management cust-
The average number is five. Bank customers offer the omers intend to seek plan qualification under Section
fewest number of investment options, with a median 404(c). Specifically, more mutual fund and insurance

15variable annuity contracts are popular among small plans for several reasons. They are used frequently by brokers who sell prototype
plans to small companies, particularly independent brokers, insurance agents, and financial planners. The annuity wrap on this type of
product provides a marketing allowance to compensate brokers, and asset-based administrative fees to pay the service provider. These
commissions and fees on variable annuities enable the provider to sell the plan less expensively than with other types of vehicles and to
make a profit on administering and managing assets for small plans. The asset-based fees which are charged to the plan (participants)
also make plan expenses more manageable for small companies.
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Figure 32

Nlumber of Investment Options Offered by Segment

(percent of all respondents)

Number of

0-1 2-3 4-5 6+ Respondents
Type of Investment Manager
Bank 11 32 43 13 235
Insurance Company 3 22 38 37 247
Independent Investment Firm 6 28 a7 19 164
Mutual Fund 2 13 46 39 247
Other 8 24 43 23 181
Number of Participants
Less than 100 9 22 41 26 236
100-249 11 25 37 25 159
250-999 3 26 47 23 221
1,000-3,999 2 24 42 32 184
4,000 or more 3 17 48 33 119
Plan Assets
Less than $1 million 6 22 46 27 121
$1-$9.9 million 7 27 43 23 197
$10-$49.9 million 3 28 41 28 149
$50 million or more 5 18 42 34 114
Plan is:
Primary 7 24 43 25 550
Supplemental 4 22 43 31 361
Purchasing Behavior
Full-service 7 22 40 30 688
Unbundled 3 28 50 18 217
Number of Investment Managers
One 7 23 42 27 630
Two or more 2 24 46 29 277
All Plans 6 23 43 27 919
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company customers indicate they intend to seek The third tier is composed of aggressive growth and
gualification than plans managed by other types of government bond funds which are offered in about 36
investment managers. percent of plans. Over a quarter of plans offer equity

The segments least interested in qualifying are very
small plans with fewer than 100 participants and very
large plans with over 4,000 participants. Seventeen per-
cent of the smallest size plans and 15 percent of the
largest size plans do not intend to qualify.

Investment Direction

Participants direct the investment of their own contri-
butions in about 80 percent of 401(k) plans. Directing
the investment means that the participant decides

which options to invest his contributions and account
balance within the choices selected by the plan sponsor.
The plan sponsor retains investment control in about

14 percent of plans, and both participants and the plan
sponsor control some investments in the remaining

6 percent.

Across size segments, plans with fewer than 250 parti-
cipants are less apt (75 percent), and plans with
1,000-3,999 participants are more apt (88 percent), to
give participants investment control than are other seg-
ments. The highest incidence of split investment control
is among very large plans with 4,000 or more partici-
pants (14 percent) and $50 million or more in assets
(11 percent).

Plan sponsors more often retain investment control in
plans that are the primary retirement benefit for employ-
ees. Mutual fund and insurance company customers
give participants investment control more frequently
than do plans using other types of investment managers.

Types of Investment Options Offered

Growth funds and guaranteed investment contracts
(GICs) are the most commonly-offered investment op-
tions. Over half of all respondents listed growth funds
and GICs as investment options offered by their plans.
Ranking second in usage are equity income, balanced,
and money market funds. Each of these is available in
close to half of all plans.
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Figure 33
Types of Available Investment Options by Segment

(percent of total responses in each segment)*

Number of

Equity Balanced Fixed Income Other** Responses
Overall*** 39 9 42 10 4,280
Type of Investment Manager
Bank 35 11 43 11 976
Insurance Company 38 9 44 9 1,216
Independent Investment Firm 38 10 41 11 721
Mutual Fund 44 9 39 8 1,285
Other 37 10 41 12 808
Number of Participants
Less than 100 34 8 45 13 1,001
100-249 42 9 44 6 717
250-999 40 10 41 7 1,008
1,000-3,999 42 10 39 9 931
4,000 or more 37 9 40 14 623
Plan Assets
Less than $1 million 36 9 42 12 536
$1-$9.9 million 40 10 44 6 909
$10-$49.9 million 41 11 40 8 732
$50 million or more 41 9 38 12 584
Plan is:
Primary 37 9 43 10 2,464
Supplemental 40 10 40 10 1,781
Purchasing Behavior
Full-service 38 9 43 10 3,251
Unbundled 39 11 40 10 970
Number of Investment Managers
One 38 9 42 10 2,902
Two or more 40 10 41 9 1,314

* Excludes “none” and “don’t know” responses
**Qther investment options include annuities, real estate, company stock, unspecified types of stock and bond funds, and all others.
***Qverall figures in this table are not weighted.
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Figure 34
Avallable Investment Options Added in the Past Year by Seqment

(percent of responses in each segment)*

Number of

Equity Balanced Fixed Income  Other** Responses
Overall*** 47 14 32 7 684
Type of Investment Manager
Bank 40 20 32 8 119
Insurance Company 50 14 31 6 177
Independent Investment Firm 44 17 32 7 124
Mutual Fund 50 14 31 4 229
Other 47 10 33 10 143
Number of Participants
Less than 100 39 11 38 12 217
100-249 52 14 30 4 83
250-999 52 15 31 2 154
1,000-3,999 55 16 24 5 132
4,000 or more 44 16 34 5 97
Plan Assets
Less than $1 million 39 12 37 12 130
$1-$9.9 million 53 13 32 2 139
$10-$49.9 million 60 15 21 4 106
$50 million or more 46 19 34 1 74
Purchasing Behavior
Full-service 47 13 34 6 528
Unbundled 47 18 28 8 152
Number of Investment Managers
One 46 13 34 6 517
Two or more 50 16 28 7 167
Plan is:
Primary 45 12 35 8 413
Supplemental 50 17 28 5 265

*Excludes “none” and “don’t know” responses
**Other investment options include annuities, real estate, company stock, unspecified types of stock and bond funds, and all others.
***Qverall figures in this table are not weighted.

Page 40



40ICk) Plans: How Plan Sponsors See the Marketplace

index and corporate bond funds. International/global
equity and fixed income index funds are offered by 18
percent of plan sponsors compared with one in five
sponsors offering company stock. Least used are inter-
national/global fixed income funds, offered by only 4
percent of plans.

Equity options or investments (excluding company
stock) represent 39 percent of the total responses re-
garding investment choices available to plan partici-
pants. Fixed income funds account for 42 percent, and
balanced funds represent 9 percent. Company stock,
annuities, real estate, unspecified types of stock and/or
bond funds, and other investments make up 5 percent
of responses given, and plans answering “don’t know”
or “none” account for the rest. Figure 33 shows the
categories of investment options available by segment.
Information on specific types of investments follows.

Types of Options Added in the Past [2 Months

Approximately 30 percent of plan sponsors added in-
vestment options over the past 12 months. At about one
quarter of respondents, fewer bank customers added
options than customers of mutual fund companies

(36 percent), insurance companies (33 percent), or
independent investment firms (34 percent). The in-
cidence of having added new options was about equal
across all other segments analyzed.

Almost half of the investment options added by plan
sponsors over the past 12 months were equity funds.
Growth and aggressive growth funds were added most
frequently (12 percent), followed by international/

global equity funds (10 percent), and equity index funds
(7 percent). Equity income funds were the type of equity

option added least frequently. Balanced funds represented

14 percent of the options added, fixed income funds 32
percent, and company stock 2 percent.

About one third of plan sponsors that added options

added either a balanced fund, growth fund, or aggressive

growth fund. Government bond and international/global
equity funds were added by over 20 percent of respon-
dents. Fixed income index funds, international/global
fixed income, and company stock options were added by
fewer than 7 percent of plan sponsors.

Types of Options Sponsors Are Planning to Add

Sixteen percent of plan sponsors say they are planning
to add options over the next 12-18 months. Sponsors
of larger-sized plans expressed greater interest in add-
ing options. One in ten very small plan sponsors (with
under 100 participants) intend to add funds, compared
with close to one third of very large plan sponsors

(with 4,000 or more participants). Also more likely to
add funds are plans with over $10 million in assets
(25-30 percent), those which purchase services on an
unbundled basis (23 percent), those using two or more
investment managers, and supplemental plans (20 per-
cent). There is no variation by type of investment man-
ager currently used.

One quarter of plan sponsors that intend to add invest-
ment options say they are planning to add interna-
tional/global equity funds. About one fifth say they
plan to add aggressive growth or balanced funds.
Growth, equity index, corporate bond, and interna-
tional/global fixed income funds are mentioned by
over 10 percent of sponsors planning to add a fund.
Six percent or fewer say they are planning to add
company stock, money market, international/global
fixed income, or GICs.

Equity funds represent 43 percent of the options spon-
sors say they intend to add, with international/global
equity and aggressive growth funds each accounting

for about one third of this total. Balanced funds repre-
sent 11 percent of the options sponsors say they will
add, fixed income funds, 27 percent, and company stock,
3 percent. The “other” mentions (mostly “not sure”)
represent 16 percent of all options sponsors say they
plan to add.

Distribution of Assets by Type of Investment

Assets were weighted according to the distribution of
assets by plan size in the sample (see Appendix C)

with results showing total market asset distribution by
type of investment as follows. GICs account for 30
percent of all assets in 401(k) plans, almost three times
the amount in growth funds. Company stock ranks
second to GICs with about 16 percent of assets, and
growth funds are third with 11 percent. These three are
the only types of investment options with over 10 percent
of assets.
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Figure 35
Avallabiity of Additional Investment Options in the Nlext [2 to I8 Months by Segment

[ . .
Investment Options Planning to Add

Fixed Number of

Equity Balanced Income Other** Responses
Overall*** 43 11 27 19 270
Type of Investment Manager
Bank 48 13 24 15 71
Insurance Company 45 10 31 14 84
Independent Investment Firm 49 11 19 21 53
Mutual fund 50 9 23 18 66
Other 41 14 27 18 51
Number of Participants
Less than 100 43 8 33 18 40
100-249 41 9 28 22 32
250-999 37 11 35 18 57
1,000-3,999 41 13 25 21 68
4,000 or more 52 11 19 18 73
Plan Assets
Less than $1 million 42 4 42 12 26
$1-$9.9 million 49 12 25 14 65
$10-$49.9 million 39 13 32 17 72
$50 million or more 46 12 20 22 59
Purchasing Behavior
Full-service 38 8 31 23 170
Unbundled 52 15 21 12 100
Number of Investment Managers
One 41 8 31 20 165
Two or more 49 14 21 16 100
Plan is:
Primary 41 7 32 20 127
Supplemental 45 13 23 18 141

*Excludes “none” and “don’t know” responses

*Excludes “none”and “don’t know” responses
**QOther investment options include annuities, real estate, company stock, unspecified types of stock and bond funds, and all others.
*** Qverall figures in this table are not weighted.
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Figure 36
Difference in Distribution of Plan Investment over Three Years by Segment

fnarrant nf accate)

3-Year Change in % of Assets by Fund Category

Equity Balanced Fixed Income Other*
Overall** 8 2 -12 2
Type of Investment Manager
Bank 4 2 -2 0
Insurance Company 7 1 -5 -1
Independent Investment Firm 7 0 -9 -1
Mutual Fund 10 0 -8 1
Other 13 0 -5 0
Number of Participants
Less than 100 7 -1 -3 -1
100-249 8 1 -7 0
250-999 7 -1 -5 -2
1,000-3,999 9 1 -5 -2
4,000 or more 10 3 -9 5
Plan Assets
Less than $1 million 6 -1 1 -1
$1-$9.9 million 10 2 -6 2
$10-$49.9 million 11 -2 -4 -2
$50 million or more 8 1 -5 1
Purchasing Behavior
Full-service 9 1 -5 -1
Unbundled 5 -1 -7 3
Number of Investment Managers
One 8 0 -6 0
Two or more 9 1 -6 -1
Plan is:
Primary 7 0 -5 -1
Supplemental 10 1 -7 1

*Other investment options include annui-
ties, real estate, company stock,,

*Other investment options include annuities, real estate, company stock, unspecified types of stock and bond funds, and all others.
**Qverall distribution of asset figures and differences are weighted; segment distribution differences are not weighted.
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Figure 3Na
Distribution of Y0I(k ) Assets By Type of Investment Manager. (990
(nercent)
Insurance Investment Mutual Fund

Banks Companies  Firms Companies Other
Growth 5.2 3.7 8.5 5.7 34
Aggressive Growth 53 5.2 4.2 3.8 4.0
Equity Income 5.1 4.7 55 8.7 7.1
Equity Index Fund 4.0 25 3.0 4.0 3.8
International Global Equity 0.3 0.2 0.0 0.0 0.7
GICs 24.2 53.1 32.3 46.0 38.1
Corporate Bonds 4.5 0.6 3.6 1.6 29
Government Bonds 5.6 2.6 5.1 31 6.3
International Global FI 0.6 0.0 0.0 0.1 0.6
Fl Index Funds 3.9 7.5 4.3 3.9 2.4
Money Market 9.8 1.6 8.8 6.3 29
Balance Funds 4.6 4.1 5.6 4.5 4.2
Company Stock 21.3 7.3 15.3 10.9 21.1
Other 5.8 6.9 3.8 1.4 2.5
Total 100.0 100.0 100.0 100.0 100.0

In total, fixed income funds, a category which includes
bond and income funds, money market funds, and
guaranteed funds (such as GICs), account for 45 per-
cent of assets, equity funds (excluding company stock),
28 percent, and balanced funds, 7 percent. Over the
past three years, these figures represent a considerable
shift in investment from fixed income to equity funds.

In 1990, fixed income funds accounted for over half

of all assets, and equity funds less than 20 percent.
Lower interest rates, and perhaps better education of
plan participants concerning the benefit of long-term
investing in equities caused investment in GICs to drop
by more than 8 percentage points. Fixed income index
funds’ share of assets decreased by nearly 2 percentage
points. This shift in investing from fixed income funds

to equities is good news for income-adequacy concerns
because of the historically higher returns earned by
equity investments over time. Investment in growth
funds jumped nearly 5 percentage points while the pro-

portion of balanced funds and company stock invest-
ments grew by almost 2 percentage points each. Equity in-
come funds’ share of the pie increased more than 1
percentage point as money market funds’ share declined
by the same amount. Other types of investment options
have remained relatively constant. Figure 36 shows the
change in distribution of assets by investment type over
the past three years.

The trend toward more equity investment options is true
across all types of investment managers between 1990
and 1993, however, the distribution of assets and the
magnitude of the shift varies among managers. See
Figure 37 for the distribution of 401(k) assets by type

of investment manager during the two periods.
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Figure 3Tb
Distribution of Y0I(k ) Assets By Type of Investment Manager. 1993
(percent)
Insurance Investment Mutual Fund

Banks Companies Firms Companies Other
Growth 7.1 12.7 10.3 13.8 9.1
Aggressive Growth 4.4 4.7 5.1 4.8 5.0
Equity Income 4.8 4.8 6.3 10.2 7.9
Equity Index Fund 5.4 5.0 3.3 4.4 4.6
International Global Equity 0.7 0.3 0.4 1.7 1.2
GICs 26.7 41.9 27.6 31.8 30.4
Corporate Bonds 3.7 1.7 3.2 1.6 2.6
Government Bonds 4.3 5.1 4.2 24 6.6
International Global Fixed Income 0.4 0.0 0.2 0.3 0.7
Fixed Income Index Funds 3.2 3.2 2.1 1.7 1.6
Money Market 6.4 2.8 49 5.9 3.5
Balance Funds 5.3 6.2 9.2 6.1 6.9
Company Stock 23.0 5.0 17.0 13.3 17.3
Other 4.6 6.6 6.3 1.9 2.6
Total 100.0 100.0 100.0 100.0 100.0

Analysis by Each Type of nvestment Option

Plan sponsors were asked what investment options are
offered in their company’s plan, whether any of the
options were added in the past 12 months, and whether
they are planning to add any additional options in the
next 12-18 months. They were also asked approximately
what percent of total plan assets are currently invested

in each of the investment options available in the plan
and for the investment breakdown three years ago. The
following is an analysis of responses by type of option.

A. Guaranteed Investment Contracts (6ICs)

|.Current GIC Offerings

GICs are offered by 58 percent of 401(k) plans, more
than any other type of investment option. GIC usage
increases with plan size, both in terms of number of
participants and plan assets (see Figure 38). More cus-
tomers of insurance companies, plans with over 4,000
participants, and those using multiple investment man-
agers offer a GIC than do other respective segment
counterparts. Bank customers and plans with fewer
than 100 participants or less than $1 million in assets
offer GICs less often than other plans. GICs are repre-
sented nearly equally in primary and supplemental
retirement plans and among full-service and unbundled
purchasers.
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Figure 38
Availability of GICs by Segment

Guaranteed Investment Contracts

Sponsors Sponsors Added Sponsors Number of
Offering 1993 in Past Year* Planningto Add  Respondents
Overall 58 5 1 919
Type of Investment Manager
Bank 47 2 0 235
Insurance Company 81 5 0 247
Independent Investment Firm 52 6 1 164
Mutual Fund 58 6 1 247
Other 51 6 1 181
Number of Participants
Less than 100 47 7 0 236
100-249 57 3 1 159
250-999 60 5 1 221
1,000-3,999 61 4 2 184
4,000 or more 71 3 1 119
Plan Assets
Less than $1 million 47 7 0 121
$1-$9.9 million 59 5 1 197
$10-$49.9 million 60 3 2 149
$50 million or more 65 3 1 114
Purchasing Behavior
Full-service 58 6 1 688
Unbundled 58 3 1 217
Number of Investment Managers
One 54 6 1 630
Two or more 66 3 1 277
Plan is:
Primary 56 6 0 550
Supplemental 61 3 1 361

* Would include additions going

back to Fall of 1992.

*Would include additions going back to Fall of 1992
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2. 6IC Additions in the Past 2 Months Pigure 39

Over the past year, GICs were added as an investfrowth Fund Huﬂ||a|]|||tg hg SEgTI'IEI]t
ment

option by 5 percent of plan sponsors. Plans adding®@rcent of total respondents)
GIC in the past year were concentrated in the folloy

) ) < Sponsors  Sponsors  Sponsors
ing: plans with fewer than 100 participants or less Offering Addedin  Planning
than 1993 Past Year* to Add
$1 million in a_ssets, a smgl_e mvestr_nent manager., Overall 55 10 5
and those which are the primary retirement benefit
for Type of Investment Manager
employees. Independent investment firm and mutugank 40 4 3
fund customers were most inclined to add GICs at
. Insurance Company 56 9 2

percent, compared with bank customers at 2 perce

Independent Investment Firm 54 12 3
3.6IC Additions in the Next [2-18 Months Mutual Fund o8 1 )
Almost 1 percent of plan sponsors who intend to acother 54 8 2
options over the next 12-18 months say they will —

Number of Participants
add
a GIC. This figure is relatively consistent across all Less than 100 45 11 1
segments. 100-249 58 7 1
Y. 6IC Assets 250-999 58 13 1
GICs account for 30 percent of all assets invested 1:000-3,999 64 6 1
401(Kk) plans. In terms of participants, mid- and 4,000 or more 51 9 7
large-sized plans have 26 percent or more of their

Plan Assets
current
assets invested in GICs, whereas very small plans Less than $1 million 52 14 0
vest less, 18 percent, of their assets in this option. ¢;_¢9 9 million 57 10 2
Similarly, plans with assets valued at $1 million or —
more have between 28 and 33 percent of assets in®10-$49.9 million 61 o 1
vested in GICs, $50 million or more 59 8 5
compared W|th_ 1_9 percent for small companies WItrPurchasing Behavior
less than $1 million.

Full-service 55 10 1
These figures represent a decline from three years

Unbundled 54 9 4
ago when GIC assets accounted for about 38 perci
of 401(k) assets. Mid- to large-sized plans had a Number of Investment Managers
range of _ One 55 12 1
30 to over 38 percent of assets in GICs three years
ago. The decline in the proportion of assets held in Two or more 55 S 4
GICs Plan is:
was greatest among mutual fund customers, which—

Primary 53 11 1

Supplemental 58 8 3
decreased from 42 to 30 percent, and least among

bank
customers, which increased from 22 to 27 percent.

*Would include additions going back to Fall of 1992
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Other research by Access Research indicates the Piqure 40

steady drop in interest rates over the past few year

and loss of confidence by participants in the stabilirf"']"eg Market Fund Avallabiity by Seqment
of certain

) ] ] (percent of total respondents)
insurance companies are major factors that drove

this ) Sponsors  Sponsors  Sponsors
decline. Offering  Addedin  Planning
. . o 1993 Past Year* to Add

The proportion of assets held in GICs is highest
among Overall 48 5 1
insurance company customers (42 percent), Very Type of Investment Manager
large plans with 4,000 or more participants or over K 43 s 1
$50 million in assets (32-33 percent), and those wit an
multiple investment managers (34 percent). GICs dnsurance Company 44 3 0
count for a smaller proportion of ass_et_s among Ve, jenendent Investment Firm 46 > 0
small plans with fewer than 100 participants or less
than $1 million in assets. Mutual Fund o1 7 0

Other 43 4 1
B.Growth Funds

Number of Participants
[.Current Growth Fund Offerings Less than 100 50 7 0
Growth funds are offered by approximately 55 100-249 50 3 1
percent of 401(k) plans. The.small_est and largest 250-999 43 4 1
plans offer a growth fund option slightly less
often than plans with 100-3,999 participants. In ~ 1,000-3,999 49 S 1
terms of assets, plans with at least $10 million 4,000 or more 45 4 1

offer a growth fund option more often than smaller

plans. Mutual fund customers offer growth funds Plan Assets

with more frequency and bank customers with Less than $1 million 47 7 1
less frequency than customers of other types of $1-$9.9 million 51 4 0
investment managers.

$10-$49.9 million 46 2 2
2. 6rowth Fund Additions in the Past I2 Months $50 million or more 48 . 0
About one third of plan sponsors who added an  purchasing Behavior
option over the past year added a growth fund. ,

Full-service 50 5 1

At 11 percent each, more plans with 250-999
participants, with a single investment manager, ~ Unbundled 43 3 1
and which are the primary retirement benefit for

employees added a growth fund than their respec-
tive segment counterparts. When compared by typ
of investment manager, fewer bank customers thartwo or more 44 2 1
others added a growth fund. At 12 percent each,

Number of Investment Managers

One 50 6 1

. . Plan is:
more customers of investment firms and mutual
funds added this type of fund. Fourteen percent ~ Primary 47 5 1
of small plans with assets below $1 million added Supplemental 48 4 1

a growth fund in the past year. This was higher tha

larger plans with assets equaling $1 million or mor¢ Vould include additions going

*Would include additions going back to Fall of 1992

Page 48



40ICk) Plans: How Plan Sponsors See the Marketplace

J.Planningto Add a Growth Fund m the Next 2-18 Months ~ Figure Yl

Eleven percent of plan sponsors who intend to addEquity Income Fund Availability by Segment

one or more investment choices say they will add

a growth fund in the next year or so. The largest

plans with over 4,000 participants (7 percent), or (S)?fc;?ifgs igggfﬁf ﬁra?]r;]siro]gs
more than $50 million in assets (5 percent), and 1993 Past Year* to Add
those that use multiple investment managers or pu

(percent of total respondents)

chase services on an unbundled basis (4 percent ©Vera! 44 4 1

each), are the most likely to add a growth fund. OniType of Investment Manager

one percent of plans with fewer than 4,000 partici-

. 39 2 3
pants and two percent or less of those with plan as
sets less than $50 million are likely to offer growth Insurance Company 42 4 0
funds. Independent Investment Firm 46 6 2
Y. GrowthFund Assets Mutual Fund 53 6 2
Growth funds account for 11 percent of 401(k) ~ ©ther 41 5 L
assets, up from about 7 percent three years ago. Number of Participants
The increase in the prpporuon of assets held |.n Less than 100 34 5 0
growth funds was realized across all types of in-
vestment managers. 100-249 47

With 15 percent each, the proportion of assets 250-999 45

plans with 250-999 participants or $10-$49.9

W NP W

4

3

held in growth funds is highest among mid-size  1,000-3,999 51 5
4,000 or more 49 4

million in assets. This amount represents an in-
crease for these mid-size plans from 13 percent ~ Plan Assets

and 7 percent, respectively, three years ago. Mutug_ess than $1 million 37 5 3

fund company customers have a larger proportion

. 1-$9.9 million 48 5 2

of assets in growth funds (13 percent) than do $1-$
either bank, independent investment firm, or $10-$49.9 million 50 7 1
“other” investment manager customers (between 7¢5q million or more 53 2 3
and 9 percent), and about the same as insurance : :
company clients. Purchasing Behavior

Full-service 44 4 1
C. Money Market Funds

Unbundled 46 5 3
|. Current Money Market Fund Offerings Number of Investment Managers
Nearly one half of all plans offer money market  One 42 4 1
funds. Fifty-one percent of mutual fund customers w0 oF more 48 5 3

offer money market funds compared with a range

of 43 to 46 percent of bank, insurance company, Planis:

independent investment firm, and “other” invest-  primary 39 4 1

ment manager customers. Representing nearly hal
Supplemental 52 4 3

of all respondents, full-service plans are slightly
more apt than unbundled plans to offer these funds* Would include additions going

Fewer mid-size plans, with 250 to 999 participants |, to Fall of 1992.
and $10 million to $49.9 million in assets, offer

money market funds than other size segments.
*Would include additions going back to Fall of 1992
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2. Money Market Fund Additions m the Past I2 Months Figure 42

About one in six plan sponsors who added an in-  Balanced Fund HUﬂIlﬂhllltg hg SEgTI'IEI]t
vestment option over the past year added a money

market fund. More of the smallest plans, with (percent of total respondents)

fewer than 100 participants and assets of less than Sponsors  Sponsors  Sponsors
million, and the largest plans, with assets of %‘;e;”g éggfse'gr* gTdnéng
$50 million or more (7 percent) added a money

market fund than mid-sized plans, with assets of Overall 43 10 3

$10-$49.9 million (2 percent). More plans using Type of Investment Manager

a single investment manager added a money

market fund than plans using multiple managers. Bank 44 10 4

A larger proportion of bank and mutual fund Insurance Company 45 10 3

customers added money market funds than in-

. . Independent Investment Firm 46 13 4
surance company or independent investment
firm customers. Mutual Fund 49 13 2
Other 43 8 4

J. Money Market Fund Additions in the Nlext [2-18 Months

Number of Participants

Only 4 percent of plan sponsors that intend to

add an option over the next 12-18 months say Less than 100 34 10 L
they will add a money market fund. This propor- ~ 100-249 40 8 2
tion is not significantly different across the seg-  554.g99 48 10 3
ments analyzed.

1,000-3,999 53 11 5
Y. Money Market Fund Assets 4,000 or more a5 13 .

Money market fund assets account for just over 5 pPlan Assets

cent of all 401(k) assets, down from just unde

o .. Less than $1 million 41 12 1
r 7 percent three years ago. Mid-sized plans with 1!
249 participants hold the highest proportion $1-$9.9 million 46 9 4
of assets in money market funds compared with  ¢10-$49.9 million 53 11 6

other size segments. When compared by size in

terms of assets, the proportion of assets held in $50 million or more ar 12 6

money market funds is highest for mid- to large-  Purchasing Behavior

sized plans with assets between $10-$49.9 mill-
ion. Assets held in money market funds are also

Full-service 42 10 2

higher among plans which use a single investment Unbundled 48 12 7

manager than among plans which use multiple marumber of Investment Managers

agers. Insurance company customers have a

. . One 41 11 2
lower proportion of assets held in money market
funds than do the customers of other investment mTwo or more 49 10 5
ager types. Planis:
0. Equity Income Funds Primary a1 9 2
Supplemental 48 13 5

|. Current Equity Income Fund Offerings

* Would include additions going

Equity income funds are offered by 44 percent of
401(k) plans. These funds are second only to

growth funds in their prevalence as an equity op-  *would include additions going back to Fall of 1992
tion. Only about one third of small plans (i.e.,

back to Fall of 1992.
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fewer than 100 participants or less than $1 mill-
ion in assets) offer equity income funds, com-
pared with 50 percent or more among larger
plans. Over half of mutual fund customers offer
equity income funds compared with a range of 39
to 46 percent for clients of other type investment

managers. At 52 percent, more supplemental 1993 Past Year* to Add
plans offer equity income funds than do primary Overall 37 7 >
plans (39 percent).

Type of Investment Manager
2. Equity Income Fund Additions in the Past I2 Months Bank 2 4 1
About 14 percent of plan sponsors that added an  |nsurance Company 35 7 3
option over the past year added an equity income )

- Independent Investment Firm 36 8 1

fund. Fewer very large plans, with assets of $50
million or more (2 percent), added an equity in- Mutual Fund 40 8 0
come fund than smaller plans. More mid-size plans‘Other 35 6 1
with assets of $10-$49.9 million, added this Number of Participants
option (7 percent) than any other size category. Less than 100 34 9 5
More mutual fund customers than bank customers
or insurance company customers added an equity 100-249 37 6 1
income fund. 250-999 34 5 2
3. Planning to Add an Equity Income Fund m the 1,000-3,999 39 5 1
llext [2-18 Months 4,000 or more 44 9 1
About 9 percent of plan sponsors that intend to Plan Assets
add an option say they will add an equity income | oqs than $1 million 39 10 3
fund. Supplemental plans and those with 100-249 —
and 4,000 or more participants are more likely $1-39.9 million 36 ’ 2
than primary or smaller plans to add an equity in-  $10-$49.9 million 38 5 3
come fund. No insurance company customers $50 million or more 36 7 >
plan to add equity income funds, whereas 3 per-
cent of bank customers, and 2 percent of inde- Purchasing Behavior
pendent investment firm and mutual fund Full-service 37 7 2
customers say they will add this option.

Unbundled 37 7 1

Y. Equity Income Fund Assets

40ICk) Plans: How Plan Sponsors See the Marketplace

Figure 43
Government Bond Fund Availabity by Segment

(percent of total respondents)
Sponsors  Sponsors  Sponsors
Offering Added in  Planning

Number of Investment Managers

On average, equity income fund assets account for One 38 8 2

about 7 percent of all 401(k) assets, up from 6
percent three years ago. Very small plans with
fewer than 100 participants hold nearly twice as
many assets in equity income funds as do very
large plans with 4,000 or more participants. Insur-
ance company and bank customers hold a lower
proportion of plan assets in equity income funds
compared with customers of independent invest-
ment firms, mutual funds, and “other” investment
manager types.

Two or more 34 4 1
Plan is:

Primary 35 6 2

Supplemental 39 7 1

* Would include additions going

back to Fall of 1992.

*Would include additions going back to Fall of 1992
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€. Balanced Funds f. Government Bond Funds

[.Current Balanced Fund Offerings [.Current Government Bond Fund Offerings

Balanced funds are offered by 43 percent of 401(k) plans. Government bond funds are offered by 37 percent

More than half of plans with 1,000 to 3,999 participants of 401(k) plans. Forty percent of mutual fund company

or plans with $10 to $49.9 million in customers offered government bond funds

assets offer balanced funds. More supplemental plans and compared with 34 percent for bank, and 35 percent for in-
those using multiple investment managers offer balanced surance company and “other” investment

funds than do primary plans or those using a single invest- manager customers. At 38 percent, more plans

ment manager. with single investment managers offer a government bond
fund than plans with multiple investment
2. Balanced Fund Additions m the Past 2 Months managers.

About one third of plan sponsors that added an invest-
ment option over the past year added a balanced fund,
more than any other type of option. The interest in adding ¢.6overnment Bond Fund Additions in the Past 2 Months
balanced funds appears to be related

to the attempt to help make asset allocation easier

for plan participants. Fewer small- to mid-size plans, with
100 to 249 participants and assets of $1-$9.9 million, pri-
mary plans, and customers of “other” investment manag-
ers (i.e., stockbrokers, trust companies, and inhouse
managers) added a balanced fund than other respective

About 22 percent of plan sponsors that added an in-
vestment option over the past year added a govern-
ment bond fund. More of the largest and smallest
plans (i.e., those with over 4,000 and fewer than 100
participants) and those which use a single investment
manager added a government bond fund. When com-
pared by asset size category, 10 percent of small plans

counterparts. _ i
with less than $1 million added government bond
3. Balanced Fund Additions in the Next 218 Months funds compared with 5 to 7 percent of larger plans.
Customers of mutual funds and independent invest-
Just under 20 percent of plan sponsors that intend ment firms were twice as likely as bank customers

to add an option say they will add a balanced fund. Only  to have added a government bond fund.
international/global equity and aggressive growth funds

are mentioned more often as likely 3. Government Bond Fund Additions in the Nlext [2-18 Months
additional funds. Multiple investment manager

and unbundled purchasers are more than twice as likely as
single investment manager and full-service purchasers to
add a balanced fund in the near future. Supplemental
plans are less likely than primary

plans to add a balanced fund.

Nine percent of plan sponsors that intend to add an
option say they will add a government bond fund.
There are no significant differences across plan size
segments. Insurance company customers are three
times as likely to add a government bond fund than
are bank, independent investment firm, mutual fund,
Y.Balanced Fund Assets and “other” investment manager customers.

Balanced fund assets account for about 7 percent 4. Government Bond Fund Assets
of 401(k) assets, up from close to 5 percent three years
ago. The percentage of assets invested in

balanced funds is lowest among the largest plans, those
with at least 4,000 participants and $50 mill-

ion in assets. Balanced funds also account for a higher
proportion of assets among independent

investment firm customers and a lower proportion among
bank and mutual fund customers.

Government bond fund assets account for 5 percent of
401(k) assets, essentially unchanged from three years
ago. While government bond funds account for be-
tween 4 and 5 percent of plan assets among bank, inde-
pendent investment firm, and insurance company
customers, they make up more than 6 percent of plan
assets among customers of “other” investment manag-
ers. Mutual fund customers invest the least with 2
percent of assets. Government bond funds make up 6
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Figure Y4

Aggressive Growth Fund Availability by Segment

(nerrant nf tntal reennndentq)

Sponsors  Sponsors  Sponsors
Offering Added in  Planning
1993 Past Year* to Add
Overall 35 9 4
Type of Investment Manager
Bank 25 4 5
Insurance Company 40 12 5
Independent Investment Firm 29 7 3
Mutual Fund 47 13 3
Other 33 8 3
Number of Participants
Less than 100 32 9 2
100-249 37 7 3
250-999 38 11 2
1,000-3,999 38 9 6
4,000 or more 30 8 8
Plan Assets
Less than $1 million 35 12 3
$1-$9.9 million 35 10 6
$10-$49.9 million 38 11 6
$50 million or more 33 9 7
Purchasing Behavior
Full-service 36 9 3
Unbundled 31 7 6
Number of Investment Managers
One 35 10 4
Two or more 35 8 4
Plan is:
Primary 34 8 4
Supplemental 36 10 4

* Would include additions going

back to Fall of 1992.

*Would include additions going back to Fall of 1992

40ICk) Plans: How Plan Sponsors See the Marketplace

percent of plan assets for small plans with less than
$1 million in assets compared with 3-5 percent for
larger-size segments.

6. Aggressive Growth Funds

[.Current Aggressive Growth Fund Offerngs

Aggressive growth funds are offered in 35 percent of
401(k) plans. More customers of mutual funds and
in-

surance companies offer aggressive growth funds
than

do customers of the other types of investment manag-
ers. There is no significant variation in the use of ag-
gressive growth funds among full-service and
unbundled purchasers and across plan assets. More
mid- and large-size plans of 100 to 3,999 partici-
pants

offer an aggressive growth fund than do the very
large plans with at least 4,000 participants, or the
very small plans with fewer than 100 participants.

2. Aggressive Growth Fund Additions in the Past I Months

About 30 percent of plan sponsors that added an in-
vestment option over the past year added an aggres-
sive growth fund. Only growth and balanced funds
were

added more frequently. More mid-size plans with
250-999 participants added an aggressive growth
fund than either larger or smaller segments. How-
ever, across asset-based size segments, there was no
significant

variation among plans in the addition of an aggres-
sive growth fund. At approximately 12 percent of to-
tal

respondents each, the percentage of mutual fund and
insurance company customers adding an aggressive
growth fund was more than the percentage of inde-
pendent investment firm and “other” investment
manager customers, and three times the percentage
of bank customers.

3 Aggresswe Growth Fund Additions in the Next [2-18 Months

Almost one quarter of plan sponsors who intend to
add

an investment option over the next year say they will
add an aggressive growth fund. Only international/
global equity funds are mentioned more often. Bank
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Figure 45

Corporate Bond Fund Avallability by Segment

(nercent of total resnondents)

Sponsors  Sponsors  Sponsors
Offering Added in  Planning
1993 Past Year* to Add
Overall 30 5 2
Type of Investment Manager
Bank 26 3 3
Insurance Company 33 5 4
Independent Investment Firm 26
Mutual Fund 34 6 2
Other 28 4 1
Number of Participants
Less than 100 34 6 1
100-249 28 3 1
250-999 32 5 2
1,000-3,999 24 2 3
4,000 or more 29 7 4
Plan Assets
Less than $1 million 30 9 3
$1-$9.9 million 36 4 3
$10-$49.9 million 32 5 4
$50 million or more 27 4 4
Purchasing Behavior
Full-service 32 5 2
Unbundled 24 3 3
Number of Investment Managers
One 31 5 2
Two or more 28 4 2
Plan is:
Primary 32 5 2
Supplemental 27 3 3

* Would include additions going

back to Fall of 1992.

*Would include additions going back to Fall of 1992

and insurance company customers are more likely
than other investment manager-type customers to
add an

aggressive growth fund. Similarly, unbundled purch-
asers were twice as likely as full-service purchasers
to

add this fund type.

Y. Aggressive Growth Fund Assets

Aggressive growth fund assets account for 4 percent
of 401(k) assets, up from about 3 percent three years
ago. The proportion of assets held in aggressive
growth funds is higher among smaller plans. There is
no significant variation for the average across other
segments.
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Figure Y6 H. Corporate Bond Funds
Equity Index Fund Availabihty by Segment [.Current Corporate Bond Fund Offerings
(percent of total respondents) Corporate bond funds are offered in about 30 per-
Sponsors  Sponsors  Sponsors cent of 401(k). plans. Full-service purc.hasers, very
Offering  Addedin  Planning small plans with fewer than 100 participants, and
1993 Past Year* to Add those with assets of $1-$9.9 million are the most
overall o8 5 5 apt to offer these funds compared with their seg-
ment counterparts. At one third of respondents
Type of Investment Manager each, more mutual fund and insurance company
Bank 31 5 2 customers offer corporate bond funds than bank
or independent investment firm customers.
Insurance Company 30 5 2
Independent Investment Firm 23 4 3 c.CorporateBond Fund Additions in the Past I2 Months
Mutual Fund 37 8 2 About 15 percent of plan sponsors that added an
Other 18 6 > option over the past year added a corporate bond
— fund. More full-service purchasers than unbundled
Number of Participants purchasers added this type of fund. More plans
Less than 100 15 3 0 with less than $1 million in assets added a corpo-
r i .
100-249 ” 4 1 ate bond fund thgr) did other segments. In terms
of number of participants, more very small- and
250-999 28 5 1 large-size plans than mid-size plans added this
1,000-3,999 36 10 2 fundtype.
4,000 or more 46 7 6 3. Corporate Bond Fund Additions in the llext [2-18 Months
Plan Assets About 13 percent of plan sponsors that intend to
Less than $1 million 17 3 0 add an option say they will add a corporate bond
$1-$9.9 million o5 6 2 fund. At 4 percent of total requndents, insurance
— company customers are more likely than all other
$10-$49.9 million 32 7 3 investment manager-type customers to add a
$50 million or more 46 6 4 corporate bond fund. Very large plans with at

least 4,000 participants are the most inclined, and
small plans with less than 250 participants are the
Full-service 27 5 1 least inclined to add corporate bond funds. Across
Unbundled 30 6 4 other segments, there is no significant variation
from the average.

Purchasing Behavior

Number of Investment Managers

One 26 5 1 Y. Corporate Bond Fund Assets

Two or more 33 5 3 Corporate bond fund assets account for about

Plan is- 2 percent of 401(k) assets, down from close to 3
percent three years ago. Assets of this type invest-

Primary 24 4 1 ment represent a slightly higher proportion among

Supplemental 34 8 3 primary plans and small plans with assets of $1-$9.9

million. The proportion is slightly lower among
supplemental plans and very large plans with over
back to Fall of 1992. 4,000 participants and more than $50 million in
assets. The share of assets in corporate bond funds

* Would include additions going

*Would include additions going back to Fall of 1992
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is also slightly lower among mutual fund and insur- Flgur'e Y]
ance company customers.

Company Stock Avalabihty by Segment

|. Equity Index Funds
(percent of total respondents)
I. Elll'[‘EI'It qulltg ||'Idex Flll'ld UffEf‘II'IgS Sponsors Sponsors Sponsors
o . Offering Added in  Planning
Equity index funds are offered in about 28 percent 1993 Past Year* to Add
of 401(k) plans. The use of this type of option in-
: : Overall 21 2 1
creases with plan size as measured by both numbe
of participants and plan assets. Usage is higher  Type of Investment Manager
among supplemental plans, those using multiple Bank 26 3 1
investment managers, and plans with a matching
contribution. Use is lower among primary plans, ~ Insurance Company 11 0 1
those with a single investment manager, and plans |ndgependent Investment Firm 25 4 1
without a match. More mutual fund customers offer
o . Mutual Fund 25 2 1
an equity index fund than customers of independen
investment firms and “other” managers. Other 26 2 1
2. Equity Index Fund Additions in the Past 12 Months Number of Participants
Less than 100 10 1 1
About 18 percent of plan sponsors that added an
option over the past year added an equity index ~ 100-249 11 2 1
fund. More large plans with 1,000 or more partici- 250-999 15 1 1
pants and mid-size pl_an_s with at least $1 million in 1,000-3.999 28 3 2
assets added an equity index fund last year than
did smaller plans. The equity index fund option 4,000 or more 55 3 1
was added by more supplemental plans than Plan Assets
primary ones.
Less than $1 million 7 2 1
3. Equity Index Fund Additions m the llext [2-18 Months $1-$9.9 million 12 1 1
About 10 percent of plan sponsors thatintendto ~ $10-$49.9 million 27 3 3
add an investment choice in the next year or so SaYg50 million or more 49 1 0

they will add an equity index fund. No sponsors of

very small plans with assets less than $1 million ~ Purchasing Behavior

and fewer than 100 participants say they are Full-service 19 2 1

planning to add this type fund. Among larger

. ; Unbundled 28 2 1
companies, those very large plans with 4,000 or
more participants are most inclined to add an Number of Investment Managers
equity index fund. Unbundled purchasers are four one 17 1 1
times as likely as full-service purchasers to add
Two or more 28 3 0

an equity index fund. Supplemental plans and

multiple-investment-manager plans are more likely Plan is:

to add an index fund in the near future (by a mary 14 5 1

multiple of three to one) than are primary and single
investment-manager plans. Supplemental 31 2 1

* Would include additions going

back to Fall of 1992.

*Would include additions going back to Fall of 1992
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Y. Equity Index Fund Assets Fiqure 48

Equity index fund assets account for 4 percent of - [nternational /Global Equity Fund Availabiity by Seqment
401(k) assets, only slightly changed from three

years ago (less than one half of 1 percentage
point). The proportion of equity index fund assets

(percent of total respondents)

Sponsors  Sponsors  Sponsors

increases substantially from smaller plans of fewer Offering  Addedin  Planning
than 100 participants to larger plans with more that 1993 Past Year* to Add
1000 participants. overall 18 7 4
J. [:l]ITIde'Ig Stock Type of Investment Manager
|. Current Company Stock Offerings Bank 1 4 3

) ) Insurance Company 17 6 6
Company stock is offered in about 21 percent of

Independent Investment Firm 13 6 5

401(k) plans. The percentage of plans offering

company stock grows substantially as plan size in-Mutual Fund 25 9 5

creases in terms of both participants and assets.

. . . her 20 10 4
Supplemental plans are twice as likely as primary

plans to offer company stock. At 11 percent of re- Number of Participants

spondents, insurance company customers offer | o« than 100 17 7 4

company stock less than half as frequently as the

customers of any other type of investment manageloo'249 21 6 1
Unbundled purchasers and multiple-investment- 250-999 16 5 5
manager plans offgr company stqck more often 1,000-3,999 21 10 4
than counterparts in their respective segments.

4,000 or more 17 8 8
2. Company Stock Additions in the Past I2 Months

Plan Assets

About 6 percent of plan sponsors adding new Less than $1 million 20 8 4
investment options over the past year added com- -
pany stock. More large plans with 1,000 or more $1-$9.9 million 18 8 5
participants and customers of banks and independ$10-$49.9 million 18 8 7
ent investment firms added company stock than $50 million or more 18 5 5
other segments.

Purchasing Behavior
J. Company Stock Additions in the Next [2-I8 Months Full-service 19 8 3
About 6 percent of plan sponsors thatintendto  Unbundled 15 5 7
add a fund _say they will add cpmpany stock. Mid- Number of Investment Managers
and large-size plans, those with 1,000 to 3,999
participants and $10 to $49.9 million in assets, are One 18 8 4
more apt to add company stock in the future than Two or more 18 7 4
are the other size segments. :

Planis:
4. Company Stock Assets Primary 18 6 4
Company stock accounts for 16 percent of 401(k) Supplemental 18 8 5

assets, up from 14 percent three years ago. The

o * Would include additions going
proportion is upwardly skewed for very large plans

and is over 21 percent among plans with 4,000 or Pack to Fall of 1992.

more participants and over $50 million in assets, *Would include additions going back to Fall of 1992
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compared with between 1 and 7 percent for smallenﬁgure 1]
plans. Many of the 401(k) plans in these segments

were established by adding a salary reduction feat frited Income ndex Fund Auailability by seqment
to a long-standing thrift or profit-sharing plan. Com'(percent of total respondents)
pany stock was, and continues to be, a common m~

dium for company contributions to the plan. The

proportion of assets in company stock varies substi

Sponsors  Sponsors  Sponsors
Offering Added in  Planning
1993 Past Year* to Add

tially among investment manager-type customers.
Bank customers have the greatest proportion with ©verall 19 2 1

23 percent, "Othel’" and |ndependent |nVeStment f|rrType of Investment Manager

clients have 16-17 percent, and mutual fund users,

13 percent. Insurance company customers have th ank 22 2 0

smallest proportion of assets in company stock  Insurance Company 19 1 1

with only 5 percent.

Independent Investment Firm 17 2 1
K. International / Global Equity Funds Mutual Fund 13 2 1
Other 20 3 1

|. Current International / Global Equity Fund Offerings

Number of Participants

International/global equity funds are offered in

18 percent of 401(k) plans. This option is offered €SS than 100 20 8 0
twice as often by mutual fund customers as by banl100-249 17 0 1
or m_dept_a\ndent m_ve;tment firm customers. There 5 e0-999 18 3 1
no significant variation among other

4,000 or more 17 3 1
2. International/ Global Equity Fund Additions in the
Past I2 Months Plan Assets
Almost one quarter of plan sponsors adding an op- Less than $1 million 7 3 !
tion over the past year added an international/ $1-$9.9 million 18 1 1
global equity fund. Tgn percent of Ia.rge plans with $10-$49.9 million 17 1 1
1,000 to 3,999 participants added this fund type, —
compared with just 5 to 6 percent of small- to mid- $50 million or more 15 2 1
size plans with 100 to 999 participants. At 9 per-  purchasing Behavior
cent of respondents, twice as many mutual fund .

Full-service 20 2 0

customers added this fund type as bank customers
Six percent of plans which use insurance companieUnbundled 15 3 1

and independent investment firms and 10 percent \,ber of Investment Managers

of “other” investment manager-type customers

added this type of option. One 19 2 1
Two or more 18 2 1
3. International/ Global Equity Fund Additions in the -
Next 12-18 Months Plan is:
) Primary 18 2 1
Over one quarter of plans that intend to add an
Supplemental 19 2 1

investment option say they will add an interna-

tional/global equity fund. This type of option is * Would include additions going

the most frequently-mentioned fund that plan
sponsors say they intend to add. Large-size plans
of at least 4,000 participants are twice as likely as

back to Fall of 1992.

*Would include additions going back to Fall of 1992
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plans with fewer participants to add this fund type. Fiqure 50

Large plans with $10-$49.9 million in assets are

also more likely to add this type of fund than plans International / Global Fixed Income Fund Availability by Seqment
in pther size segment§. Unbundled purchasers a.re (percent of total respondents)

twice as apt to add this fund type as are full-service

purchasers. Sponsors  Sponsors  Sponsors
Offering Added in  Planning
4. International / Global Equity Fund Assets 1993 Past Year* to Add

International/global equity funds account for about e/ 4 1 2

1 percent of 401(k) assets, up from less than one Type of Investment Manager

quarter of 1 percent three years ago. The share of

. . Bank 3 1 1
assets held in this type fund by customers of
mutual funds and “other” investment managers is  Insurance Company 3 1 2
substantially greater than the proportion among  |ndependent Investment Firm 2 1 2
customers of banks, insurance companies, or
Mutual Fund 5 2 2

independent investment firms. Insurance comp-

any customers show the smallest proportion com- Other 7 2 4

pared to all other segments. Number of Participants

L. Fixed Income Index Funds Less than 100 6 3 2
[.Current Fixed Income Index Fund Offermgs 100-249 6 ! !
o _ _ 250-999 3 1 3

Fixed income index funds are offered in 19 percent
of 401(k) plans. Twenty percent of full-service 1,000-3,999 3 0 2
purchasers and 22 percent of bank customers 4,000 or more 4 1 4
offer this option, compared with 15 percent of

Plan Assets
unbundled purchasers and 13 percent of mutual
fund customers. Less than $1 million 5 3 3

1-$9.9 milli 5 2 2

2 Pixed Income Index Fund Addihons nthe Past R Months -39 milion

$10-$49.9 million 3 0 3
About 7 percent of plan sponsors adding an op- —
tion over the past year added a fixed income $50 million or more 4 0 s
index fund. No small plans with 100-249 partici-  Purchasing Behavior
pants added this option, whereas 3 percent each .

Full-service 5 2 2

of plans with fewer than 100 participants, with

250-999 participants, and with 4,000 or more Unbundled 2 1 3

participants added this type of fund. When com-  number of Investment Managers

pared by asset size, 3 percent of plans with under

$1 million added this fund compared withjust ~~ °"° 4 ! 2

1-2 percent of larger plans. More customers of Two or more 4 1 3

“other” type investment managers added a fixed

Planis:
income index fund than the remaining investment —
manager-type customers, and more than three ~ Primary 5 2 2
times as many as customers of insurance companitsupplemental 3 1 3

* Would include additions going

back to Fall of 1992.

*Would include additions going back to Fall of 1992
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3. Fixed Income Index Fund Additions n the Next 12-18 Months

Just 4 percent of plan sponsors that intend to add

a fund over the next year say they will add a fixed
income index fund. There is no significant variation from
this across the segments analyzed.

4. Fixed Income Index Fund Assets

Fixed income index fund assets account for over

2 percent of 401(k) assets, down from 4 percent three
years ago. For very large plans with at least 4,000 partici-
pants, just 1 percent of plan assets are

invested in this fund type, whereas the smaller funds have
between 4 and 5 percent invested. Similarly, very large
plans with assets of $50 million or more have only 1 per-
cent of plan assets in this kind of fund compared with
higher levels for smaller segments.

M. International / Global Fixed Income Funds

|. Current International / Global Fixed Income Fund Offerings

Only 4 percent of 401(k) plans offer an interna-
tional/global fixed income fund. More small- to

mid-size plans, with fewer than 250 participants

and assets below $10 million, than larger plans

offer this type of option. Five percent of full-serv-

ice purchasers and primary plans offer this fund

type compared with 3 percent of supplemental plans and
2 percent of unbundled purchasers. More customers of
“other” types of investment managers

offer this type of fund than clients of banks and in-

3. International / Global Fixed Income Fund Additions in the Next
2-18 Months

About 14 percent of plan sponsors that intend to
add a fund over the next year say they will add an
international/global fixed income fund. At 4 per-
cent each, very large plans with at least 4,000 par-
ticipants and those employing “other” investment
managers are twice as likely as smaller funds and
traditional investment managers to add this fund
type in the future.

4. International / Global Fixed Income Fund Assets

International/global fixed income fund assets
account for one quarter of 1 percent of 401(k)
plan assets, unchanged from three years ago.

Nl. Other Fund Types
|.Current Offerings of Other Fund Types

“Other” types of investment options offered in-

clude annuities, real estate, and various unidenti-

fied types of bond and stock funds. One quarter

of plans offer at least one of these options. More very
small plans with fewer than 100 participants

or assets less than $1 million offer these type opt-

ions than larger plans. More full-service purchas-

ers and single-investment-manager plans offer “other”
types of funds than unbundled purchasers and multiple-in-
vestment-manager plans.

surance companies. The percentage of all respondents thag- Other Fund Type Additions n the Past [2 Months

are mutual fund customers offering an interna-
tional/global fixed income fund, 5 percent,

is greater than all the investment manager-type
customers except the “other” segment.

2. International / Global Fixed Income Fund Additions in the Past 2
Months

Just 4 percent of plan sponsors that added a fund over the
past year added an international/global

fixed income fund. At 3 percent of all respond-

ents, more very small plans with fewer than 100
participants and less than $1 million in assets

added this fund choice in the past year than did

any other size segments. No large plans with over $10 mil-
lion in assets added an international/

global fixed income fund.

About 10 percent of plan sponsors adding a fund over the
past year added another type of fund

than discussed previously. More very small plans with
fewer than 100 participants and less than $1

million and more customers of “other” investment manag-
ers added these options.

3. Other Fund Type Additions in the Next [2-18 Months

About 28 percent of plan sponsors that intend to

add an investment choice over the next year mentioned a
type other than those just examined. The number of plans
intending to add other options

grew as plan size increased. There was no signif-

icant difference in these mentions across other

segments analyzed.
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Y. Assets in Other Types of Funds

Assets in “other” types of funds account for about 5
percent of 401(k) assets, unchanged from three years
ago. They account for a much higher proportion (over
15 percent) in very small plans, those with fewer than
100 participants and assets less than $1 million. The
percentage of “other” fund assets in primary plans,
single-investment-manager plans, and full-service plans
are substantially higher than their respective segment
counterparts. These characteristics are also typical of
small plans.

40ICk) Plans: How Plan Sponsors See the Marketplace
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Plan sponsors were asked whether their plan obtains
investment management, recordkeeping, and other ad-
ministrative services from a single full-service provider
or from two or more companies selected to provide spe-
cific services (unbundled approach). They were further
asked which of these approaches would be their prefer-
ence and why, and whether they would consider obtain-
ing all plan services through an “Alliance Program.”

An “Alliance Program” is an arrangement among a
group of service providers including an investment firm
to jointly offer a “full-service” package. Sponsors were
also asked if they would be more likely to consider an
Alliance Program if it meant they could make funds
available from a variety of investment managers to plan
participants.

Distmbution Between Bundled and
Unbundled Services

. Full-service Buyers

About 80 percent of small- and mid-size plans with
fewer than 1,000 participants or less than $10 million in
assets purchase investment management, plan record-
keeping, and other administrative services on a full-
service basis. As plan size increases, this percentage
drops. Of very large plans with at least 4,000 partici-
pants and $50 million in assets, 60 percent purchase
on a full-service basis. Full-service purchasing is also
more prevalent among primary plans, single-invest-
ment-manager plans, and insurance company customers.
Fewer clients of independent investment firms purchase

40ICk) Plans: How Plan Sponsors See the Marketplace

lll. Purchasing Behavior
and Preferences

on a full-service basis than do customers of any other
type investment manager.

Over 90 percent of plans that currently purchase on a
full-service basis say that their approach is preferred.
Less than 2 percent of full-service purchasers indicate a
preference for using an unbundled approach. Conversely,
over 20 percent of those using two or more providers
would prefer full service, while just 60 percent of un-
bundled purchasers prefer two or more providers. Over
18 percent of unbundled purchasers and 6 percent of
full-service purchasers indicate no preference.

The primary reason full-service purchasers give for
their preference is convenience, which is cited by over
80 percent of full-service purchasers. The most fre-
guently-mentioned convenience factor across all seg-
ments is the ease of administrative control. Seventeen
percent of full-service purchasers cite service factors
(number of investment options, quality of administra-
tion/management, access to information) as the reason
they prefer that approach, and 5 percent cite cost fac-
tors. More of the larger plans (i.e., those with 1,000 or
more participants and $50 million or more in assets)
mentioned service and cost factors than did smaller plans.
Mutual fund customers mentioned cost more than the
patrons of other investment manager types, and clients
of insurance companies mentioned it the least.

Plans that currently purchase services on an unbundled
basis but would prefer a full-service approach men-
tioned convenience issues less often, and cost more
often, as the key reason for their preference.
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B. Unbundled Buyers Figure 5|

Unbundled purchasing is used by 18 Purchasing Behavior and Preferred Purchasing Method by Seqment

percent of small- and mid-sized plans (percent of total respondents)
with fewer than 1,000 participants,

and by 25 percent of plans with assets

less than $50 million. Over 35 percent

Purchasing Method

; Unbund- # of
of larger plans use this approach. Eull Service  led Respondents
Only 60 percent of unbundled pur- Overall 75 24 919
chasers prefer their current approach
compared with 92 percent of full-sery- ' YP€ Of Investment Manager
ice buyers whose preferred purchas- Bank 75 24 235
ing met.hod is full service. The Insurance Company 80 18 047
proportion who say they prefer an
unbundled approach is Consistent|y Independent Investment Firm 55 44 164
lower than the proportion who cur- Mutual Fund 72 26 247
rently purchase on that basis. For
full-service purchasers, these propor- Other 66 34 181
tions are relatively equal. Twenty-one Number of Participants
percent of plan sponsors that currently Less than 100 85 15 236
use an unbundled approach indicate
they would prefer to purchase from a  100-249 84 15 159
full-service provider. 250-999 75 23 221
Better service is the factor most fre-  1,000-3,999 65 32 184
guently mentioned by unbundled 4,000 or more 59 40 119
purchasers for their preference, cited
by 75 percent of unbundled purchasers?'an Assets
preferring two or more providers. Less than $1 million 78 22 121
Within the servu;e category, the most $1-$9.9 million -7 22 197
frequently-mentioned reason is that
service is better when obtained from ~ $10-$49.9 million 65 34 149
a variety of providers, with each firm  ¢50 million or more 60 37 114
being an expert in its own area of
specialization. Other factors men- Number of Investment Managers
tioned include convenience (about21 One 84 14 630
percent) and cost (about 8 percent). TWo or more 54 a4 277
Small plans with 100-249 participants
mentioned cost at least twice as often Planis:
as other plan size segments, and the  primary 80 19 550
largest plans with more than $50 mil-
lion in assets mentioned it the least. Supplemental 69 29 361
Small plans with assets of $1 -$9.9 Preferred Purchasing Behavior
million mentioned service less often Full Service Unbundled No Preference
than other plan segments. )

Preferred Purchasing No # of
Plans that currently purchase services Method Full-service Unbundled Preference Respondents
on a full-service basis but would prefer gyerall 74 15 10 919

an unbundled approach, mentioned
service equally as often as they men-
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tioned convenience issues as a reason to switch. Figure

51 profiles plan sponsors by purchasing behavior.

lumber of Investment Managers Used

The incidence of using multiple investment managers
is correlated with plan size, purchasing behavior, and
the type of manager used. Usage of multiple managers
increases from about 13 percent among very small
plans with fewer than 100 participants to over 50 per-
cent among very large plans with 4,000 or more partici-
pants. Conversely, the use of single investment pro-
viders drops from 86 percent for very small plans with
fewer than 100 participants to almost half that amount
(47 percent) for very large plans with 4,000 or more

participants. This pattern is similar across size segments.

Less than one quarter of full-service purchasers use
multiple investment managers compared with 57 per-
cent of unbundled purchasers. Plans using multiple
managers more often use mutual fund companies,
independent investment firms, or “other” managers,
and use banks or insurance companies less often.

Almost 90 percent of plans currently using a single in-
vestment manager say they prefer to continue with a
single manager. Only 8 percent express interest in
having two or more investment managers. Interest in
moving to multiple investment managers from a single
investment provider grows as plan size increases.

Interest in “Alhance Programs”

Respondents were asked whether they currently obtain
or would consider obtaining all plan services through
an “Alliance Program.” An Alliance Program is defined
as an arrangement among a group of service providers
to jointly offer a “full-service” product. At least one

third of plan sponsors answered in the affirmative for
all plan sizes, investment manager types, and purch-
asing behavior. Among sponsors of very small plans
with fewer than 100 participants and assets less than
$1 million and unbundled purchasers, almost half ex-
pressed interest in buying from an Alliance Program.

40ICk) Plans: How Plan Sponsors See the Marketplace

Close to one quarter of respondents indicated they would
be more interested in an Alliance Program if it meant
they could make funds available from a variety of in-
vestment managers. Interest in this approach or possibil-
ity declined with size of plan, indicating more interest
among large plans.
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lU. Source of and Satisfaction

Type of Prowider Used

When asked the type of company that provides their
current recordkeeping and plan administrative services,
about 60 percent of plans say they purchase record-
keeping and plan administrative services from the same
type of firm they use for investment management.
Among companies utilizing different providers for

these services, over 60 percent use benefit consultants
or third-party administrators. Inhouse recordkeeping

is used by 14 percent of plans that purchase on an un-
bundled basis, and by 22 percent of plans that use
different firms for recordkeeping than their invest-

ment manager. No other provider has a share over 10
percent.

About one quarter of plans that purchase recordkeep-
ing and investment management on a full-service basis
say they also use a benefit consultant or third-party
administrator for some plan administrative services.
Sixty-nine percent of unbundled purchasers use a
benefit consultant or third-party administrator.

Satisfaction with Providers

As was the case for investment management services,
over 80 percent of all respondents say they are satisfied
or very satisfied with the recordkeeping and adminis-
trative services they receive. Only 6 percent of respon-

with Recordkeeping and
Admimstrative Services

dents express dissatisfaction with recordkeeping and ad-
ministrative services.

Plans that use a full-service provider express a slightly
higher level of satisfaction, 84 percent, than those that
purchase services on an unbundled basis, 78 percent.

Very small plans with fewer than 100 participants and
small- and mid-size plans with less than $10 million in
assets are more likely to express dissatisfaction than
are the largest plans, those with over 4,000 participants
or $50 million in assets. Fewer mutual fund customers
expressed dissatisfaction than did customers of insur-
ance companies or independent investment firms.

ikelihood of Switching

About 10 percent of respondents indicate they are

likely to switch plan recordkeepers over the next 12
months. Plans that purchase service on an unbundled
basis are nearly twice as apt to switch than are full-serv-
ice plans. Dissatisfaction with service is cited by over
60 percent of sponsors as the reason for an intention

to switch providers. Other issues mentioned include
convenience (by 17 percent), cost (by 10 percent), and
the desire to move recordkeeping services to the invest-
ment provider or a full-service provider (both by about

5 percent). The specific service issues mentioned include:

W poor customer service (by 23 percent),

m slow/untimely provision of participant
statements (20 percent), and
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m inaccurate recordkeeping (15 percent).

Very small plans with fewer than 100 participants

cited timely statement delivery as the basis for their
desire to switch recordkeepers more often than other size
segments. More large plans with 1,000-3,999 patrtici-
pants mentioned poor customer service. Mid-size plans
cited poor recordkeeping.

More supplemental plans than primary plans say cost is
the reason for their desire to switch. More primary plans
list poor customer service and slow statements. Clients
of insurance companies give poor customer service as
a reason for dissatisfaction; customers of independent
investment firms cite poor recordkeeping and slow
statements; bank patrons want more convenience; and
mutual fund customers are dissatisfied with cost.
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U. Prowider Selection Critera

Plan sponsors were asked to rate a number of factors that
might affect their choice of service provider by the level

of importance on a scale of one (not at all important) to
five (very important). The relative importance of selection
criteria varies considerably across the segments analyzed.
The overall ratings for selection criteria are shown in Fig-
ure 52. The variations by segments are discussed in the
following sections.

S1ze Seqments

Very large plans with 4,000 or more participants and
assets of $50 million or greater rate the following fac-
tors more important than do smaller plans:

m daily valuation and transfer frequency,

m monthly reconciliation of financial statements,
| plan sponsor on-line account inquiry,

m availability of a loan provision,

THPE of Investment Iﬂanager' m telephone transfer of funds capability, and

m toll-free numbers for participant use.

The largest plans place less importance than do the
smallest plans on:

m plan expenses,

m preparation of government reports, discrimination
testing, and plan monitoring,

M a local servicing representative, recordkeeper, or
investment manager,

W assistance with employee enrollment, and
m plan design consulting.

Mutual fund customers place greater importance on the
factors listed below than do clients of the other types of
investment managers:
m recordkeeping capabilities,
m frequency of participant statements,
m wide range of investment alternatives,
m daily valuation and transfer frequency,
m availability of a loan provision,
m monthly reconciliation of financial statements,
m toll-free number for participant use, and
m telephone transfer of funds capability.
Plans using banks, insurance companies, independent
investment firms, mutual fund companies, and other
investment manager types all ranked the following fac-
tors as very important in affecting their choice of a
service provider: recordkeeping capabilities, compli-
ance monitoring, discrimination testing, and invest-
ment performance. On the other hand, bilingual
communications, local investment manager, plan
design consulting, and local recordkeeper were the
least important factors used to select a service provider. M frequency of participant statements,

m plan design consulting,

m having a local investment manager, and

Purchasing Behavior Segments

Full-service purchasers and plans using a single invest-
ment manager place greater importance on the factors

listed below than do unbundled purchasers or multiple-

manager plans:

W preparation of government reports,

m toll-free numbers for plan sponsor and
participant use,
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Figure 52 m daily valuation and transfer frequency.

Plans purchasing services on an unbundled basis and

Factors Considered n Selecting a Service Provider by those using multiple investment managers place greater

Level of Importance importance on the following:
(mean score®) m monthly reconciliation of financial statements,
m availability of loan provision,
Recordkeeping capabilities 4.6 | quality of participant statements, and
Investment performance 46 | plan design flexibility.
Quality of participant statements 4.5
Plan monitoring to maintain compliance 4.5 pl"lmﬂl"!:l Us. Suppleme“tal pIﬂI'IS
Discrimination testing 4.4 Plans that are the primary retirement benefit for em-
Range of investment alternatives 4.2 ployees place great importance on:
Plan expenses 12 m quality and frequency of participant statements,
m preparation of government reports, discrimination
Preparation of government reports 4.1 testing, and maintaining compliance,
Plan design flexibility 3.9 m plan expenses,
Monthly reconciliation of financial statements 3.9 m assistance with employee enroliment, and
Toll-free number for plan sponsor use 38 [ !ocal service representative, recordkeeper, and
investment manager.
Toll-free number for participant use 38 Supplemental plans place great importance on:
Frequency of participant statements 3.8 m monthly reconciliation of financial statements,
Availability of a loan provision 3.8 m availability of a loan provision,
Plan sponsor on-line account inquiry 3.6 m plan sponsor on-line inquiry,

m telephone funds transfer capability,

Full-loan administration 3.6 . .
m daily valuation and transfer frequency, and
Customized employee communications material 3.6 m plan design flexibility.
Telephone transfer of funds capability 34
Plan design consulting 34
Local service representative 3.5
Assistance with employee enrollment 3.3
Daily valuation and transfer frequency 3.2
Local recordkeeper 3.1
Local investment manager 2.8
Bilingual communications 2.3

*Mean score, with 5 equaling very important and 1 equaling not
important
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Frequency of Participant Statements

Participant statements are issued quarterly by nearly
three quarters of all 401(k) plans. Among mid- and
large-size plans, with 250 or more participants and with
assets of $10 million or more, the proportion issuing
statements quarterly is about 80 percent or higher.
Twenty-three percent of all plans issue statements only
semiannually or annually. Smaller plans are more likely
to issue statements only semiannually or annually than
are larger plans.

The percent of respondents issuing statements quar-
terly or more frequently is highest among mutual fund
and insurance company customers and lowest among
bank customers. Plans using multiple investment man-
agers and supplemental retirement plans also have a
higher proportion issuing statements quarterly or

more frequently. Plans using a single investment man-
ager and primary plans also issue statements quarterly
but have a higher percentage sending them less fre-
guently (semiannually or annually) than do other
segments.

Comparison of the respondents’ preferred frequency

of issuing statements with current practice indicates
the likelihood of about a 5 percentage point net in-
crease in the proportion of plan sponsors issuing
monthly statements, and a corresponding 2 percent-
age point decrease in the proportion issuing statements
semiannually or annually. There was no change in

the proportion of plans issuing statements quarterly.

Overall, 9 percent of plan sponsors say they are con-
sidering a change in how often statements are issued.
Small plans with fewer than 100 participants or with
assets of under $10 million, are more likely than larger

40ICk) Plans: How Plan Sponsors See the Marketplace

Ul. Plan Services

plans to say they are considering a change. Figure 53
shows the proportion of plan sponsors considering a
change by segment.

Frequency of Reallocation of Participant
Contributions

Over 97 percent of 401(k) plans allow participants to
periodically change the allocation of future contribu-
tions among investment options. The frequency with
which the plan allows reallocation is highly correlated
with plan size. Overall, 21 percent of plans offer daily
reallocation of participant contributions. The propor-
tion is over 30 percent among very large plans with
4,000 or more participants and assets of $50 million
or more and among mutual fund customers. It is less
than 10 percent among bank customers. Another 54
percent of plans allow reallocation of contributions
on a weekly, monthly, or quarterly basis, and 21 per-
cent allow this activity only semiannually or less fre-
qguently. Smaller plans generally allow reallocation
less frequently than do larger plans.

A higher proportion of full-service plans and those
using a single investment manager allow reallocation
daily (24 percent) than do unbundled plans or those
using multiple managers (11 percent and 14 percent,
respectively). However, more full-service and single-
manager plans also said that they allow reallocation of
contributions semiannually or less frequently than
other respective segment counterparts. Almost a third
of mutual fund company customers offer daily realloca-
tion, the highest of all investment managers. Mutual
fund company customers are also the least likely to re-
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figure53
Frequency of Account Statement Issuance by Seqment

Preferred Frequency

Issuing Statements

Monthly or Considering

Quarterly Changing Frequency Monthly Quarterly Semiannually
Overall 76 9 9 72 11
Type of Investment Manager
Bank 69 11 7 65 16
Insurance Company 78 7 9 73 13
Independent Investment Firm 76 9 9 71 12
Mutual Fund 88 7 7 83 5
Other 77 9 12 71 11
Number of Participants
Less than 100 64 13 13 60 14
100-249 65 11 8 67 20
250-999 81 6 5 78 10
1,000-3,999 91 7 8 84 4
4,000 or more 86 8 7 76 8
Plan Assets
Less than $1 million 69 10 15 59 12
$1-$9.9 million 70 13 7 73 14
$10-$49.9 million 87 7 5 83 9
$50 million or more 88 7 5 81 5
Purchasing Behavior
Full-service 75 9 7 73 12
Unbundled 81 11 12 70 9
Number of Investment Managers
One 74 10 8 72 13
Two or more 82 8 10 74 8
Plan is:
Primary 74 10 10 69 13
Supplemental 81 8 7 77 8
Overall base = 919

Overall base=919
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strict reallocation of contributions to a semiannual or

less frequent basis. For semiannual or annual reallocation,
banks and other investment manager types have the high-

est response.

Comparison of the respondents’ preferred frequency of
allowing reallocation of contributions with current prac-
tice indicates a net increase of about 4 percentage points
in the use of daily valuation, an increase of about 4 per-
centage points in those permitting monthly reallocation,
and a corresponding decrease in the proportion allowing
reallocation quarterly and semi-annually.

Overall, 16 percent of plan sponsors say they are con-
sidering a change in how often participants are allowed
to reallocate contributions. Among very small plans
with fewer than 100 participants or assets of less than
$1 million, only about 10 percent are considering a
change. Among larger plans, the proportion consider-
ing a change is closer to 20 percent.

The proportion considering a change is also higher
among supplemental plans, unbundled purchasers, plans
using multiple investment managers, and bank cus-
tomers than among other segment counterparts. Figure
54 shows the proportion of respondents considering a
change in the frequency participants are allowed to
change the allocation of future contributions.

Frequency of Investment Transfers

Ninety-five percent of 401(k) plans allow participants

to transfer money among the investment options. The
proportion drops to about 92 percent of very small

plans with fewer than 100 participants, 87 percent of
plans which lack employer matching contributions,

and 91 percent of plans with a bank as investment man-
ager. The proportion increases to 99 percent for mutual
fund and insurance company customers, and 98 percent
for plans with multiple managers.

About one quarter of plans allow transfers on a daily
basis. The proportion is lower (16-18 percent) among
small plans with 100-249 participants and assets of
$1-$9.9 million. At 36 percent of respondents, more
mutual fund customers offer daily transfers, and
fewer bank customers offer them (10 percent), than
clients of other investment managers. Larger plans

40ICk) Plans: How Plan Sponsors See the Marketplace

permit transfers on a semiannual or annual basis less
often than they permit them on a more frequent basis.

Comparison of the respondents’ preferred frequency

of permitting transfers among investment options with
current practice indicates a net increase of about 4 per-
centage points each in the use of daily valuation and in
those permitting monthly transfers. There is a correspond-
ing decrease in the proportion allowing transfers quarterly
and semiannually.

Overall, 17 percent of plan sponsors say they are con-
sidering a change in how often participants are per-
mitted to transfer among investment options. Among

very small plans with fewer than 100 participants or
assets of less than $1 million, only about 10 percent are
considering a change. Among larger plans, the proportion
considering a change is closer to 20 percent. The propor-
tion considering a change is higher among supplemental
plans, unbundled purchasers, plans using multiple invest-
ment managers, and bank customers than among their seg-
ment counterparts.
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Figure 54
Frequency of Contribution Reallocation by Segment

[nnraant Af tatal racnandante)

Allowing Reallocation Preferred Frequency

Overall base=919 Semi-

Daily/ annually/ Considering

Weekly / Annually/ Changing Semi

Monthly  Qtrly Other Frequency Daily Monthly  Qtrly annually
Overall 33 42 21 16 24 15 37 14
Type of Investment Manager
Bank 23 42 27 24 18 15 36 18
Insurance Company 36 41 21 15 24 17 38 12
Independent Investment Firm 23 52 21 20 20 13 43 13
Mutual Fund 49 40 9 14 37 17 32 6
Other 26 45 23 14 16 20 40 13
Number of Participants
Less than 100 28 29 36 9 17 11 29 28
100-249 22 43 30 15 16 9 43 20
250-999 30 50 17 18 22 17 43 9
1,000-3,999 39 50 10 23 33 17 39 4
4,000 or more 56 37 3 18 40 24 28 1
Plan Assets
Less than $1 million 31 31 34 12 18 14 31 26
$1-$9.9 million 31 43 21 20 21 16 39 12
$10-$49.9 million 36 50 12 25 35 14 38 6
$50 million or more 44 44 8 23 40 16 33 4
Purchasing Behavior
Full-service 35 38 23 13 26 13 36 16
Unbundled 27 53 17 27 21 22 40 7
Number of Investment Managers
One 33 38 24 13 26 12 34 16
Two or more 33 51 16 27 21 23 43 8
Plan is:
Primary 28 41 26 12 20 12 39 18
Supplemental 41 42 15 22 32 19 33 8
Overall base = 919
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Figure 55
Frequency of Investment Transfers by Seqment

(percent of total respondents)

Al NN

Permitting Transfers Preferred Frequency

Daily/ Considering

Weekly/ Semi- Changing Semi-

Monthly — Qtrly annually  Frequency  Daily Monthly — Qtrly annually
Overall 34 40 19 17 26 15 36 11
Type of Investment Manager
Bank 23 39 26 25 18 16 36 15
Insurance Company 36 43 17 17 28 14 38 11
Independent Inv. Firm 21 52 18 18 17 13 46 7
Mutual Fund 51 38 9 14 41 16 32 5
Other 29 42 19 17 20 17 38 12
Number of Participants
Less than 100 35 26 28 10 25 12 27 20
100-249 24 38 28 13 18 11 37 19
250-999 27 52 16 21 23 15 44 9
1,000-3,999 40 48 9 22 33 17 39 2
4,000 or more 50 38 9 19 38 19 33 2
Plan Assets
Less than $1 million 33 33 25 12 23 15 31 17
$1-$9.9 million 30 42 21 23 22 14 39 11
$10-$49.9 million 37 50 10 24 36 15 36 6
$50 million or more 44 40 11 23 37 15 35 4
Purchasing Behavior
Full-service 37 36 19 13 29 13 34 13
Unbundled 25 52 19 30 21 20 42 6
Number of Investment Managers
One 35 35 21 14 29 12 32 14
Two or more 31 53 13 25 22 20 46 5
Planis:
Primary 31 38 19 12 23 13 37 15
Supplemental 39 42 10 23 32 17 34 6
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Ull. Participant Communications

Respondents to this survey were asked to rate 14
different participant communications methods as
“very effective,” “somewhat effective,” or “not
effective” for enrollment communications and for
ongoing communications. A summary of the overall
ratings is shown in Figures 56 and 59. The following
is a discussion of each method. Ratings for the size

Figure 56

Enroliment Commumcation Methods by Level of
Effectiveness*

(percent of total respondents)

o : Very Somewhat Not

(number of participants) and investment manager seg Effective  Effective  Effective

ments are shown in Figures 57 and 60 and Figures :

58 and 61. Group meetings 64 23 11
Individual account 59 23 14
statements

Enrollment Commumcation Methods Individual meetings 51 30 16

". Gl‘l]llp ﬂ]eetmgs Brochures 49 43 6
Toll-free access to a service 39 34 22

Group meetings were rated “very effective” by 64 representative

percent of plan Sponsors. Very small plans w!th Video presentations 34 20 21

fewer than 100 participants rated group meetings

second to individual account statements. Across Company newsletter 30 46 19

plan asset size, investment manager type, and pur-  Sjide presentations 30 43 22

chasing behavior segments, group meetings were

- . . Investment newsletter 29 50 16
rated highest in effectiveness for enrollment com-

munications. Small- to mid-size plans with 100-999  Payroll stuffers 29 45 23

participants and assets of $10-$49.9 million rated Prospectus 24 36 36

the approach higher, while very small plans with

fewer than 100 participants, and very large plans Toll-free access to an auto- 36 36

. . mated voice response system

with more than 4,000 participants rated group

meetings somewhat lower. There was no significant Posters 19 43 33

variation across other segments. i
Interactive PC 17 33 39

B. Individual Account Statements

Individual account statements were ranked second

illustrations

Overall base = 919
* Levels do not add to 100 because of nonresponse.

across most segments and first among very small plar
with fewer than 100 participants. Very large plans with
4,000 or more participants rated statements less effec-
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tive than brochures or toll-free access to an automated
response system. Customers of insurance companies
and “other” investment managers rated individual
account statements higher than did customers of banks,
mutual funds, or independent investment managers.

C. Indiwidual Meetings

Individual meetings were rated “very effective” by

about half of the plan sponsors. Insurance company cus-
tomers rated individual meetings higher than customers
of the other investment manager types, while “other”
investment manager clients rated them lower than the
rest. Small-to mid-size plans with 100-999 participants
and $1-$49.9 million in assets also rated individual
meetings higher than average.

D.Brochures

Brochures were rated “very effective” by almost half
of plan sponsors. Full-service purchasers, plans using
a single investment manager, and customers of insur-
ance and mutual fund companies rated brochures
higher than did other segments.

E. Toll-free Access toa Service Representative

Just under 40 percent of plan sponsors rated toll-free
access to a service representative as “very effective.”
This approach was rated highest by very large plans
with 4,000 or more participants and lowest by mid-size
plans with 250-999 participants. Very small plans with
assets of less than $1 million and very large plans with
more than $50 million in assets rated toll-free access
to a service representative higher than did small- to
mid-size plans with assets of $1-$49.9 million. At more
than 40 percent of respondents each, full-service pur-
chasers, plans using a single investment manager,
and customers of independent investment firms also
rated this approach higher than average. Bank cus-
tomers rated it lower (33 percent) than average.

All segments except very large plans with over 4,000
participants rated toll-free access to a service repre-
sentative higher than access to an automated voice re-
sponse system.

f.Uideo Presentations

Video presentations were ranked sixth in effectiveness,
with 34 percent of plan sponsors rating them “very
effective.” Among mid-size and large plans with 250

or more participants and assets of $10 million or more,
over 40 percent of the sponsors rated them “very effec-
tive.” Supplemental plans, unbundled purchasers, and
plans using multiple investment managers rated video
presentations more effective than did primary plans,
full-service purchasers, or plans using a single invest-
ment manager. Moreover, 40 percent of mutual fund
customers rated video presentations “very effective,”
compared with 30 percent of clients of independent in-
vestment firms.

Large plans with 1,000 or more participants or assets
of more than $10 million rated video presentations
more effective than slide presentations. Smaller plans
rated the two equally effective.

6. Shde Presentations

Overall, slide presentations were rated less effective
than video. However, this is due to the ratings of large
plans with at least 1,000 participants and more than
$10 million in assets, and plans that use multiple in-
vestment managers. In other segments, the proportions
rating slide and video presentations “very effective”
were relatively similar.

H. Company Newsletter

The company newsletter was ranked eighth among

the communications approaches with 30 percent of plan
sponsors rating it “very effective.” It was rated highest
by very large plans with over 4,000 participants, by
large plans with $10-$49.9 million in assets, by plans
with multiple investment managers, and by bank cus-
tomers. It was rated lowest by small plans with 100-249
participants, by plans that use single investment man-
agers, and by customers of mutual fund companies.

|. nvestment Newsletter

Investment newsletters were rated “very effective” by
29 percent of plan sponsors, with small plans rating
them lower and large plans rating them higher. Twenty-
three percent of bank customers considered investment
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newsletters to be very effective compared with about 30
percent of other investment manager segments.

J.Payroll Stuffers

Twenty-nine percent of plan sponsors rated payroll
stuffers as “very effective.” Small plans with fewer than
250 participants or assets less than $10 million rated
them higher than did larger plans. Payroll stuffers were
also rated higher by full-service purchasers, plans using
a single investment manager, and primary plans than by
unbundled purchasers, multiple-manager, or
supplemental plans.

K. Prospectus

Fewer than one quarter of plan sponsors rated prospec-
tuses “very effective.” They were rated highestamong

40ICk) Plans: How Plan Sponsors See the Marketplace

very small plans with fewer than 100 participants and
assets less than $1 million and by customers of inde-
pendent investment firms. They were rated very effect-
ive by fewer respondents than all of the other approaches
in the very large plan segment (with 4,000 or more par-
ticipants and assets over $50 million).

L. Toll-free Access to an Automated Uoice Response
System [URS)

Overall, 22 percent of plan sponsors rated toll-free
access to an automated VRS “very effective.” However,
almost half of very large plans with over 4,000 partici-
pants rated this approach “very effective.” Very large
plans with assets over $50 million and supplemental
plans also rated toll-free access to an automated VRS
higher than did smaller and primary plan segments.

Figure 51
Enroliment Commumcation Methods by Plan Size

(percent of total respondents answering “very effective”)

Number of Participants

Less than 4,000 or

100 100-249 250-999 1,000-3,999more
Group meetings 56 72 70 65 56
Individual account statements 60 62 65 55 48
Individual meetings 46 60 55 a7 48
Brochures 51 48 50 46 52
Toll-free access to a service representative 42 39 31 38 45
Video presentations 22 29 41 40 44
Company newsletter 28 22 31 32 39
Slide presentations 24 30 40 27 27
Investment newsletter 27 26 27 36 30
Payroll stuffers 33 35 29 24 24
Prospectus 29 22 28 20 19
Toll-free access to an automated voice response system 18 13 17 22 50
Posters 23 18 17 17 19
Interactive PC illustrations 11 15 22 18 25
Base = 236 159 221 184 119
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Figure 58

Enrollment Commumeation Methods by Type of Investment Manager

(percent of total respondents answering “very effective”)

Independent
Insurance Investment ~ Mutual Fund
Bank Company Firm Company Other
Group meetings 63 65 60 67 66
Individual account statements 53 63 58 54 61
Individual meetings 52 61 51 51 46
Brochures 43 53 46 50 43
Toll-free access to a service representative 33 40 43 38 40
Video presentations 36 34 30 40 34
Company newsletter 32 31 31 29 25
Slide presentations 31 28 23 34 30
Investment newsletter 23 28 30 31 32
Payroll stuffers 29 28 29 26 29
Prospectus 22 20 30 24 25
Tobee scces o ot o m oa w o
Posters 23 22 13 15 14
Interactive PC illustrations 15 19 25 20 13
Base = 235 247 164 247 181

With 24 percent of respondents, mutual fund customers

. Interactive PC lllustrations

rated this system higher than plans using other investment

manager types.

M.Posters

Nineteen percent of plan sponsors rated posters as a
“very effective” approach for participant communica-
tions. Full-service purchasers, plans using a single in-
vestment manager, and bank and insurance company
customers rated posters higher than did unbundled
purchasers, multiple-manager plans, customers of mu-
tual funds, independent investment firms, and “other”
investment managers. Small plans rated posters higher
than did large plans.

Seventeen percent of plan sponsors rated interactive
PC illustrations as “very effective.” Among very small
plans with fewer than 100 participants and assets less
than $1 million, this figure drops to about 10 percent.
Supplemental and multiple-manager plans rated PC
illustrations higher than did primary or single-manager
plans. Customers of independent investment managers
rated this approach 10 percentage points higher than
did customers of banks and “other” investment man-

ager types.
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Figure 59

Ongoing Communication Methods by
Level of Effectiveness™

(percent of total respondents)

Very Somewhat Not

Effective Effective Effective
Group meetings 43 39 16
phwmet w2
Individual meetings 41 37 20
Brochures 42 48 8
'rl'eorilr ;r:een?z;(i:veess to a service 44 33 18
Video presentations 26 43 27
Company newsletter 31 46 19
Slide presentations 20 47 29
Investment newsletter 34 49 13
Payroll stuffers 28 46 23
Prospectus 20 38 38

Toll-free access to
an automated voice 27 37 29
response system

Posters 15 47 34

Interactive PC

. . 16 35 38
illustrations

Overall base =919

* Levels do not add to 100 because of honresponse.

Ongoing Commumications Methods
. Indiwidual Account Statements

Individual account statements are seen as the most
effective ongoing communications tool by a wide
margin across all segments except very large plans
with 4,000 or more participants. Even though these
very large plans rate individual account statements as
the number one choice in effectiveness, they also con-

40ICk) Plans: How Plan Sponsors See the Marketplace

sider toll-free access to an automated voice response
system nearly as effective.

B. Toll-free Access to a Service Representative

Forty-four percent of plan sponsors rate toll-free access
to a service representative as “very effective.” Very

small plans with fewer than 100 participants and assets
less than $1 million rate the effectiveness of this ap-
proach higher than do plans of larger sizes. Plans using
a single investment manager rate toll-free accessto a
service representative higher than do multiple-invest-
ment manager plans. Bank customers rate this approach
lower than do other investment manager segments.

All segments, except very large plans with over 4,000
participants, rate toll-free access to a service repre-
sentative higher than access to an automated voice
response system. A slightly higher proportion of the
very large plan respondents prefer the toll-free access
to an automated voice response system.

C.Brochures

Forty-two percent of plan sponsors rate brochures

“very effective” for ongoing communications. This

rating is inconsistent across all size segments. Full-serv-
ice purchasers and plans using a single investment man-
ager rate brochures higher, while bank customers rate
them lower, than do other respective segments.

D.Group Meetings

Overall, 43 percent of plan sponsors rate group meet-
ings as a “very effective” method of ongoing communi-
cations. Small- to mid-size plans with 100-999
participants and assets of $1-$49.9 million rate this
approach higher than do the smallest or largest plans.
Among these small- to mid-size plans, group meetings
rank second only to individual account statements as
an effective ongoing communications approach. Un-
bundled purchasers rate group meetings higher, and
insurance company customers rate this approach lower,
than do other segment counterparts. At 46 percent of
respondents in their respective segments, banks and
independent investment firm customers rated this
method higher than did plans which use the remaining
investment-manager types.
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€. Indwidual Meetings

Overall, 41 percent of plan sponsors rate individual
meetings “very effective” for ongoing communica-
tions. Small- to mid-size plans with 100-999 partici-
pants and assets of $1-$49.9 million rate this approach
higher, and very small plans rate it lower, than other
size segments. Fewer customers of “other” investment
managers rate individual meetings as a “very effective”
method compared with clients of the remaining invest-
ment manager types (35 percent). Bank, insurance
company, and independent investment firm customers
rate them higher, with 43 percent of respondents in
each segment saying they are “very effective.” Forty
percent of mutual fund company-managed plans

give individual meetings the superior rating for
effectiveness.

f.Investment Newsletter

About one third of plan sponsors rate investment
newsletters as a “very effective” method of ongoing
communications. The rating of this approach is lower
among small- and mid-size plans with less than 1,000
participants or $10 million in assets. Larger plans rate
investment newsletters higher. Thirty-eight percent of
unbundled purchasers rate them “very effective,” com-
pared with slightly less (32 percent) for full-service
purchasers. There is no significant variation in ratings
across other segments.

6. Company Newsletter

About 30 percent of plan sponsors rate company news-
letters as “very effective” for ongoing communications.
Among small plans with fewer than 250 participants

or assets less than $1 million, the rating drops to less
than 25 percent. About 40 percent of very large plans,
with 4,000 or more participants and large plans with
assets of $10-$49.9 million rate this approach “very
effective.” Supplemental plans rate company news-
letters higher than primary plans; customers of “other”
investment managers rate this approach lower than do
other investment-manager segments.

H. Payroll Stuffers

Twenty-eight percent of plan sponsors rate payroll stuf-
fers “very effective” for ongoing communications.

Small plans with 100-249 participants and assets of
$1-$9.9 million rate payroll stuffers higher, while very

large plans (more than 4,000 participants and $50
million in assets) rate them lower than other size seg-
ments. Primary plans, full-service purchasers, and
plans with a single investment manager rate payroll
stuffers higher than do supplemental plans, unbundled
purchasers, or those using multiple managers. There
is no significant variation among customers of the
different investment managers.

|. Toll-free fAccess to an Automated Uoice Response
System [URS)

Twenty-seven percent of plan sponsors rate toll-free
access to an automated VRS as “very effective” for
ongoing communications. Very large plans with 4,000
or more participants and assets of $50 million or more
rate it much higher than do small plans with 100-249
participants and assets under $1 million. Supplemental
plans rate this approach higher than do primary plans.
Twenty-nine percent of mutual fund customers and
“other” investment firm customers rank access to this
system “very effective.” At 23 percent of respondents,
bank patrons rank it the lowest among investment man-
ager types.

J.Uideo Presentations

Just over one quarter of plan sponsors say video pres-
entations are “very effective” for ongoing communica-
tions. Small plans with fewer than 250 participants or
assets less than $1 million rate videos lower than do
larger plans. Unbundled purchasers and plans using
multiple investment managers rate video presentations
more effective than do full-service purchasers and plans
with a single investment manager. More bank customers
rate them “very effective” (31 percent), while fewer
insurance company customers rate them in this manner
(23 percent) than other investment-manager types.

Large plans with 1,000 or more participants and assets
of more than $10 million rate video presentations
higher than slide presentations. Smaller plans rate the
two as about equally effective.

R.Shde Presentations

About 20 percent of plan sponsors rate slide presenta-
tions “very effective” for ongoing communications. Mid-
size plans with 250-999 participants rate slide
presentations higher than do smaller or larger plans.
Very small plans with assets less than $1 million rate
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Figure 60
Ongoing Communication Methods by Plan Size

(percent of total respondents answering “very effective0)

Number of Participants

Less than 100 100-249 250-999 éggg 4,000 or more
Group meetings 34 50 48 43 38
Individual account statements 72 70 72 75 58
Individual meetings 35 48 44 39 38
Brochures 41 40 45 41 38
Toll-free access to a service representative 49 42 39 46 46
Video presentations 17 21 31 31 34
Company newsletter 24 23 34 35 40
Slide presentations 16 21 28 17 17
Investment newsletter 29 30 31 42 40
Payroll stuffers 30 34 27 23 22
Prospectus 21 22 22 16 18
Tobien sccees o o ot 2w w w s
Posters 16 15 16 15 13
Interactive PC illustrations 8 13 19 21 27
Base = 236 159 221 184 119

Page 1

slide presentations lower, and those with assets of $10-
$49.9 million rate them higher, than other asset-based
segments. There is no significant variation across other
segments.

L. Prospectus

About 20 percent of plan sponsors rate the prospectus
“very effective” for ongoing communications. Very
small plans with assets less than $1 million rate the pro-
spectus higher than do larger plans. Customers of inde-
pendent investment firms rate the prospectus highest
among investment manager types. Supplemental plans
and those using a single investment manager rate it
higher than do primary plans or users of multiple
managers.

M. Interactive PC lNustrations

About 16 percent of plan sponsors say interactive PC
illustrations are “very effective” for ongoing communi-
cations. The perceived effectiveness of this approach is
highly correlated with plan size. Among very small
plans with fewer than 100 participants and assets less
than $1 million, less than 10 percent rate this approach
in a superior manner compared with about one quarter
of very large plans with 4,000 or more participants and
assets of $50 million or more. In addition, unbundled

purchasers (22 percent) and customers of independent in-

vestment firms (26 percent) rate interactive PC illustra-
tions higher than do full-service purchasers and
customers of other type investment managers. With 13
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percent of respondents, fewer customers of “other”
investment managers (i.e., stockbrokers, trust comp-
anies, and inhouse managers) rate this approach
“very effective” than any of the other investment man-

ager types.
l. Posters

Only 15 percent of plan sponsors rate posters “very
effective” for ongoing communications. Full-service
purchasers and single-investment-manager plans rank
posters higher than do unbundled purchasers or multi-
ple-investment-manager plans. Bank customers rate
posters higher, while clients of independent invest-
ment firms rate them lower, than customers of the
remaining investment manager types.
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Figure 6l
Ongoing Communications Methods by Type of Investment Manager

(percent of total respondents answering “very effective”)

Independent
Insurance Investment Mutual Fund
Bank Company Firm Company Other
Group meetings 46 39 46 43 44
Individual account statements 65 72 70 70 71
Individual meetings 45 43 43 40 35
Brochures 34 43 41 44 39
Toll-free access to a service representative 37 46 48 45 44
Video presentations 31 23 24 29 28
Company newsletter 32 32 32 35 25
Slide presentations 23 17 16 22 21
Investment newsletter 30 35 37 35 34
Payroll stuffers 26 27 27 26 28
Prospectus 17 17 25 21 19
Tobee scces o ot s m om m
Posters 18 15 10 14 12
Interactive PC illustrations 16 17 26 18 13
Base = 235 247 164 247 181
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Appendices
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Overview

Section 401(k) is the section of the Internal Revenue
Code (IRC) that governs “cash or deferred arrange-
ments” (CODASs) that are part of qualified profit-shar-
ing or stock bonus plarié.Although retirement plans
with cash or deferred arrangements were available
prior to the enactment of Section 401(k) in the Reve-
nue Act of 1978, the real growth in CODAs occurred
after that time, and especially after the IRS regulations
governing 401(k) plans were originally issued in
1981-1982.

The feature of 401(k) CODAs that distinguishes them
from most other retirement plans is that eligible em-
ployees can elect to have certain payments either paid
directly to them in cash or contributed on a tax-deferred
basis on their behalf to a qualified profit-sharing or
stock bonus plan. Thus the name “cash or deferred
arrangements.” The payments may be a portion of
normal salary—the employee may agree to reduce

his or her normal salary and have the amount of the
reduction applied as a contribution to the trust. The
payments may also be bonuses or other amounts in
addition to normal salary.

Appendix - Basic Features
of a40I(k] Plan®

Regulation
. Contmbutions

As noted, Section 401(k) plans allow employees to
make elective contributions to a retirement plan on a
tax-deferred basis. While 401(k) plans can be funded
exclusively with employee deferrals (or contributions),
employers can contribute as well. Employers may
make discretionary profit-sharing contributions to
401(k) plans regardless of whether the employee elects
to make deferral contributions, they may match em-
ployee deferral contributions on a dollar-for-dollar, per-
centage, or fixed amount basis, or they may make both
discretionary and matching contributions. Some plans
also allow employees to make after-tax contributions.

Specific contribution formulas vary from plan to plan,
but in all cases total employee pre-tax deferrals, em-
ployer contributions, and employee after-tax contribu-
tions are subject to limits set forth in the Internal
Revenue Code.

For example, the maximum limit for pre-tax employee
deferrals to a 401(k) plan was set in the Tax Reform
Act of 1986 at $7,000, which, when indexed for infla-
tion, is equal to $9,240 in 1994.

16This is not intended to be an exhaustive discussion of the legal requirements for 401(k) plans. Please consult legal counsel with legal

questions on 401(k) requirements.

170ther types of plans can include CODAs. For example, cash or deferred arrangements can be included in IRC Section 457 govern-
ment plans and IRC Section 403(b) plans maintained by public educational institutions and certain tax-exempt organizations. Different
IRS requirements apply to those plans, and they are not included in this study.
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B.Income Tax Deferral

Income taxes on employee contributions are generally
deferred until the funds are withdrawn from the plan at,
or before, retirement. Not all taxes are deferred,
however. The employer must pay FICA (Federal Insur-
ance Contribution Act) and FUTA (Federal Unem-
ployment Tax Act) taxes with respect to the
employee’s pre-tax elective contributions and the
employee will continue to pay FICA tax on those
amounts. The taxation of employee deferrals by state
and local governments rests with those jurisdictions.

C.Nondiscrimination

Retirement plans must satisfy certain nondiscrimina-
tion, coverage, and eligibility requirements, among
others, to qualify for tax advantages under the Internal
Revenue Code. Those requirements are designed in
part to ensure that plans that discriminate in favor of
highly compensated employees do not receive the tax
advantages of “qualified” plans. In addition to those
general tax qualification requirements, 401(k) plans
must also satisfy a special nondiscrimination test
called an “actual deferral percentage” (ADP) test. The
ADRP test strictly limits the total contributions that can
be made by highly compensated employees compared
to all other employees covered under the plan. “Highly
compensated employees” are defined in the Internal
Revenue Code as 5 percent owners of the employer,
employees with compensation over specified limits,
and officers who receive compensation in excess of 50
percent of the limit set forth in Section 415(b)(1)(A).

D. Distmbutions

Various technical rules govern when distributions may
be made from a 401(k) plan. An amount attributable

to elective contributions may not, in general, be dis-
tributed before the employee’s death, disability, separa-
tion from service, or attainment of age 59 1/2, except
upon plan termination or sale of the business or sub-
sidiary employing the employer. In appropriate cases,
such distributions can be rolled over into an IRA or
another qualified plan. In addition, participants may
make withdrawals from these plans based on “hardship,”
and in some cases, depending on the provisions of the
plan, may borrow from the plan.

Uesting

All employee contributions in 401(k) plans are immedi-
ately vested by law. Employer matching contributions
and other employer contributions are subject to the same
type of vesting schedule as applicable to other tax-quali-
fied retirement plans.

Expenses

While there are a variety of ways 401(k) service provid-
ers structure the fees they charge plan sponsors, the fol-
lowing breakdown is a fairly common approach for
out-of-pocket costs. Investment management fees,
charged as a percentage of assets, are not regarded as
“plan expenses.” However, those providers with rela-
tively high sales/marketing charges will often offer
reduced fees in the categories listed below. In effect,
they are using less visible asset charges to stabilize

the cost of services. In many cases, the investment man-
ager will pay a subsidy to the recordkeeper. There may
also be inhouse costs (i.e., legal expenses and so forth)
which are not included in any of these charges.

1. Start-up Fees:Ranging from $1,000-$3,000 on
average, these fees cover the cost of enrollment activities
(e.g., group or individual meetings, written information,
transferring assets, and so forth).

2. Annual Per-participant Charges: This fee typically
ranges from $15-$40 per participant per year. The
services covered include participant accounting and
reporting, plan sponsor reporting, and ongoing em-
ployee communications (e.g., newsletters, telephone
inquiries to a customer service representative or a
voice response unit, and so forth).

3. Loan Fees:These include origination and adminis-
trative fees and are often charged through to the par-
ticipant. A typical fee might be $75 to set up the loan
and $25 per year outstanding.

4. Transaction Charges:These might be levied if the
sponsor wants to make deposits more frequently than
monthly or in a nonstandard format (e.g., a direct feed
from the plan sponsor’s payroll system).

5. Trustee Charges:A trustee charge of five to ten
basis points might be charged for 1099 preparation
and other trustee services.
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ERISA Section 404(c) provides that if participants ex-
ercise “control” over their plan assets, the plan sponsor
will not be held liable for any losses incurred by the
participant as a result of the participant’'s control of

those assets. The Department of Labor in 1992 exercised
its authority to issue regulations on the requirements plan

sponsors must satisfy for participants to be deemed to
have “control” over their plan assets. Compliance with
the ERISA Section 404(c) regulations is optional, and
failure to comply will not subject the plan sponsor to
any adverse action by the Department of Labor or par-
ticipants. However, fiduciaries of plans that do not
comply will not be relieved from liability for the results
of their participants’ investment decisions. Section
404(c) regulation applies to virtually all participant-
directed retirement plans established by employers for
their employees, including 401(k) and profit-sharing
plans. The regulations became effective for most plans
beginning on January 1, 1994. State and local plans
with grandfathered 401(k) plans are not subject to
ERISA Title | and, hence, these regulations are not
applicable to them.

Appendix B: ERISA Section
404{c) Requlations

To comply with the ERISA Section 404(c) regulations,
plans must offer a diversity of investment vehicles

and must permit changes in investments at least quar-
terly. At least three investment options with different
risk/return characteristics must be offered by the plan.
And, the retirement plan must offer diversification
within and among such alternatives. Participants must
also be given adequate information to make informed
investment decisions. Even if plan sponsors comply
with ERISA Section 404(c), they will continue to be
responsible as ERISA fiduciaries for selecting and
hereafter monitoring the investment vehicles that they
offer to plan participants. And, of course, fiduciaries
remain liable for losses that result from failure to

carry out participants’ investment instructions in a pru-
dent manner.
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Appendix C: Research Methodology
lleighting 5chemes

Typical Account Balances Distribution of Assets by Type of Option

The typical account balances were estimated by Access  Total market asset distribution by fund type was esti-

Research using the distribution of participants by plan mated using the distribution of assets by plan size as

size as weights according to the following scheme: follows:

Number of Participants Percent Number of

Less than 100 15 Participants Total Assets Percent

100-249 8 (billions)

250-999 13 4,000 or more $316 67

1,000-3,999 7 1,000-3,999 34 7

4,000 or more 57 250-999 52 11
100-249 24 5

Using these weightings, the survey gives the following less than 100 48 10

breakdown of typical account balances:

Account Size Percent
Less than $10,000 40
$10,000-$19,999 27
$20,000-$49,999 25
$50,000 or more 9
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Appendix D: Y0I(k ) Questionnaire

Questionnaire ID No.:

DATE:

INTERVIEWER:

RESPONDENT INFORMATION

TELEPHONE NO:

NAME:

COMPANY:

TITLE:

CITY/STATE/ZIP:

NOTE: VERIFY THAT NAME ON LIST IS THE PER-
SON RESPONSIBLE FOR DAY-TO-DAY ADMINI-
STRATION OF THE COMPANY'’S 401(K) PLAN.

Hello, my name is .
I’'m calling on behalf of the Investment Company Insti-
tute, a national industry association of investment com-
panies. The purpose of this call is to learn what is
important to you in making decisions about your 401(k)
plan. With this information we can help investment
companies provide better products and services to com-
panies like yours. This interview will take about 10
minutes. Can you do it now?

Yes/Now:

Reschedule: Date/Time

1. Does your company offer a retirement plan that is

a 401(k) plan; that is, a qualified plan that allows partici-
pants to reduce their taxable earnings by contributing a
portion of their salary to the plan?

a. Yes—Continue

b. No—Terminate Interview

2. In what year was this plan adopted?
1993

1992
1990-1991
1986-1989

1985 or Earlier

3. Is this plan available to all company employees who
meet eligibility criteria or is it a plan for only manage-
ment or union employees?

a. Open to all employees
b. Management plan
C. Union employees’ plan

4. Is this plan the primary retirement plan for employees,
or is it a secondary or supplementary plan?

a. Primary

b. Secondary/supplemental

5. How many employees are eligible to participate in the

No: Reason for Refusal:

plan?
(Fill in number)
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5a. How many employees do participate in the plan?
(Fill in numberor Participation Rate %)

6. What is the approximate total value of the assets in the
plan?
$ (Fill in number)

7. Does the company make any contributions to the plan?
a. Yes—Ask question 7a

b. No—Skip to question 8

7a. Does the company match all or a portion of the
employee contributions?

a. Yes—all

Ask question 7b & 7c¢

b. Yes—a portion

C. No—Skip to question 7d

7b. How is the matching amount determined?

% of employee contributions
Other:

7d. Does the company make any other contributions
to the plan?

(Interviewer Note: An example of another type con-
tribution would be an annual profit-sharing contribution.)

a. Yes
Ask question 7e
No

7e. What was the approximate dollar amount of the com-
pany’s total contribution to the plan in the most recent
plan year?

$ (Fill in number) Ask question 7f

7f. Approximately what proportion of the total dollar con-
tribution is company, not employee, money.

% (Fill in percent)

8. What was the approximate dollar amount of plan ex-
penses in the most recent plan year?

$ _ (Fillin number)

7c. Is there a maximum on the amount of the company
matching contribution?

a. Yes—Ask question 7¢(1)
b. No—Skip to question 7d

7¢(1). How is the maximum matching contribution
determined?

a. Match applies only to the first $
of employee contribution.

b. Match applies only to the first %
of the employee’s compensation contributed to the plan.

¢. Maximum matching amount is $ per
Ask question 7d

9. Who pays the plan expenses: the company, the plan it-
self, or both?

a. Company
b. Plan
C. Both

10. Now | would like to learn about the investment
options available to participants in your plan. How many
different investment options are available in your plan?

(Fill in number)

11. Are all of these options provided through the same in-
vestment manager or do you use multiple investment
providers?

a. One investment provider—Ask question 11a

b. Two or more investment providers—Skip
to question 12
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11a. Would you prefer to offer investment options from

by allowing plan participants to direct the investment of

just one investment manager or to offer funds from two or their individual accounts, providing the plan offers them

more managers?
a. One

b. Two or more

12. Which of the following best describes the structure of
the investment vehicles available in your plan?

(Mark all that apply below)

13. Do you feel it is important to offer participants a
choice among these types of investment vehicles?

a. Yes—Please specify
(Mark all that apply below)
b. No

Question 12/Question 13

Commingled accounts (that is, accounts holding funds
from your plan as well as from other depositors) offered
by a:

a. a. Bank,

b. b. Insurance Company, or
C. C. Mutual Fund

d. d. Separately managed

accounts (that is, funds holdingly the assets of your
company'’s plan)

e. e. Variable Annuity Contracts

f. f. Other (Please specify)

14. Who directs how contributions to the plan will be in-
vested, the participant or the company?

a. Participants
b. Company
C. Both

15. Do you intend that your plan qualify under ERISA
Section 404(c)?

(Interviewer Note Section 404(c) allows retirement
plan fiduciaries to limit their investment responsibilities

at least three diversified investment alternatives and suffi-
cient information to make informed investment decisions.)

a. Yes

b. No

16. Which of the following investment options are offered
in your company’s plan?

17. Were any of these options added within the past 12
months? (specify)

18. Are you planning to add any additional investment op-
tions within the next 12-18 months?

(specify)

19. Approximately what percent of total plan assets are in-
vested in each of the investment options currently avail-
able in your plan?

19a. Approximately what percentage of total plan assets
were invested in each of the investment options available
three years ago?

Interviewer Note: Refer to question 10 for number of in-
vestment options offered to participants

Question 16. 17. 18. 19. 19a.
a. Growth - _ _ % _ %
b. Aggressive

Growth o % %
c. Equity Income _ . _ % _ %
d. Equity Index

Fund o % %
e. International/

Global Equity . % %
f. Guaranteed Fund

or GIC . _  _ % _ %
g. Corporate Bond . % %
h. GovernmentBond % %
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i. International/
Global Fixed Income % %

j- Fixed Income

Index Fund Y% %
k. Money Market % %
|. Balanced Fund % %
m. Company Stock % %

Other (please specify)

n. % %
0. % %
p. - _ % _ %
g. No/None NA _  _ NA N/A

20. What type of company provides your current plan in-
vestments?

a. Commercial Bank—Local

=3

Commercial Bank—National or Regional
Insurance Company
Independent Investment Counselor

Mutual Fund Company

-~ o o o

Stockbrokerage Firm

Trust Company

5 Q@

Other (Please specify)

21. Using a 5 point rating scale where 5 means
“very satisfied” and 1 means “not satisfied at all”,
how satisfied are you with the performance and
service you receive from your current investment
provider?

5 4 3 2 1

22. Again, using a 5 point rating scale, where 5 means
“very likely” and 1 means “not likely at all”, how likely is

it that you will change investment providers over the next
12 months?

5 4 3 2 1

If response 5 or 4—Ask question 23

If response 3, 2 or 1—Skip to question 24

23. What are the reasons for your desire to switch invest-
ment providers?

24. How frequently does your plan permit a participant to
re-allocate his or her future contribution among the invest-
ment options?

24a. What would be your preferred frequency for allow-
ing re-allocation of future contributions?

24. Current 24a. Preferred

a. a. Daily

b b. Weekly

c C Monthly

d d. Quarterly

e e Semi-annually
f f Annually

g g. Other

24b. Are you considering a change in how often partici-
pants can re-allocate contributions?

a. Yes

b. No

25. How frequently does your plan permit transfers be-
tween investment alternatives?

25a. What would be your preferred frequency for trans-
fers between investment alternatives?

25. Current 25a. Preferred

a. a. Daily
b. b. Weekly
C. C. Monthly
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d. d Quarterly

e e Semiannually

f f Annually

g. g. Transfers are not allowed
h. h Other

26. Are you considering a change in the frequency that
transfers are permitted?

a. Yes

b. No

27. How frequently do participants receive account state-
ments?

28. What would be your preferred frequency for issuing
account statements?

27. Current 28. Preferred

a. a. Monthly

b b Quarterly

C. c Semiannually

d. d Annually

29. Are you considering a change in the frequency that
statements are issued?

a. Yes

b. No

30. Does your plan obtain investment management,
recordkeeping, and other administrative services
from a single full-service provider, or from two

or more companies selected to provide specific
services?

a. One full-service provider

b. Two or more providers

31. Which of these approaches would you prefer?
a. One full-service provider

b. Two or more providers

C. No preference

32. Why is that?

33. Do you, or would you consider, obtaining all
plan services, as well as investment management, through
an “Alliance Program;” that is, an ar-
rangement among a group of service providers and
an investment firm to jointly offer a “full service” pack-
age.
Yes

No

34. Would you be more likely to consider an Alliance Pro-
gram if it meant you could make funds from a

variety of investment managers available to plan
participants?

a. Yes

b. No

35. What type of company provides your current
recordkeeping and plan administrative services?

a. __ Commercial Bank—Local

b. Commercial Bank—National or Regional

C. Insurance Company

d. Benefit Consultant or Third-Party Administrator
e. __ Mutual Fund Company

f. Stockbrokerage Firm

g. Trust Company

h. Your Own Company/In-house

i. Other (Please specify)

36. Using a 5 point rating scale where 5 means “very satis-
fied” and 1 means “not satisfied at all”’, how

satisfied are you with the performance and service

you receive from your recordkeeping provider?

5 4 3 2 1
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37. Again, using a 5 point rating scale, where 5 means

“very likely” and 1 means “not likely at all”, how likely is

it that you will change recordkeeping providers over the
next 12 months?

5 4 3 2 1
If response 5 or 4—Ask question 38

If response 3, 2, or 1—Skip to question 39

38. What are the reasons for your desire to switch record-
keeping providers?

I. Availability of a loan
provision 5 4 3 2 1

m. Plan sponsor on-line
account inquiry 5 4 3 2 1

n. Toll-free number for
plan sponsor use

0. Monthly reconciliation of
financial statements 5 4 3 2 1

p. Full-loan administration 5 4 3 2 1

g. Plan monitoring to

39. Now | would like to read you a list of factors that
might affect your choice of a service provider. Please tell
me how important each is to you using a 5 point scale
where 5 means “very important” and 1 means “not impor-
tant at all.”

Read list—Rotate and mark starting point

Very Not At All

Important Important
a. Plan design consulting 5 4 3 2 1
b. Plan design flexibility 5 4 3 2 1
¢. Range of investment
alternatives 5 4 3 2 1
d. Assistance with
employee enrollment 5 4 3 2 1
e. Customized employee
communications materials 5 4 3 2 1
f. Recordkeeping capabilites 5 4 3 2 1
g. Plan expenses 5 4 3 2 1
h. Local service rep. 5 4 3 2 1
i. Local recordkeeper 5 4 3 2 1
j- Local investment manager 5 4 3 2 1
k. Daily valuation and
transfer frequency 5 4 3 2 1

maintain compliance 5 4 3 2 1
r. Discrimination testing 5 4 3 2 1

s. Preparation of

government reports 5 4 3 2 1
t. Investment performance 5 4 3 2 1

u. Frequency of participant
statements 5 4 3 2 1

v. Quality of participant
statements 5 4 3 2 1

w. Toll-free number for
participant use 5 4 3 2 1

X. Telephone transfer of
funds capability 5 4 3 2 1

y. Bilingual communications 5 4 3 2 1

40. | am going to read you a list of methods for
communicating with employees. Please tell me whether
you think each is very effective, somewhat

effective or not at all effective for communicating

with employees about the plan.

This question has two parts. How effective do you
consider each item for communicating enrollment
information to employees and how effective do you con-
sider each for ongoing communications.

Read list—Rotate and mark starting point

How effective is this method:
for enrollment communications?,
for ongoing communications?
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Enroliment Ongoing d. Communications
Very Somewhat Not Very Somewhat Not e. Manufacturing or Mining
. f. Wholesale or Retail
a. Group meetings . .
o g. Finance, Insurance, or Real Estate
b. Individual )
meetings h Services
. i. Public Utili
c. Slide present- E— y
ations L I Other (Please specify)
d. Video present-
ations THANK YOU FOR YOUR COOPERATION

e. Interactive PC
illustrations

f. Brochures
g. Posters
h. Payroll stuffers

i. Company
newsletter

j. Prospectus

k. Individual
account statements

I. Toll-free access to a
service representative

m. Toll-free access to an
automated voice
response system

n. Investment
newsletter

41. How many total employees does your company have?
(Fill in number)

42. What is the total annual sales of your company?
$ (Fill in number)

43. What is the principal industry in which your company
does business?

a. Agriculture, Forestry, or Fisheries
b. Construction
C. Transportation
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