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KEY FINDINGS SUMMARY

Automatic enrollment has an edge. The number of plans using 
automatic enrollment keeps rising—as do participation rates 
and other features associated with helping participants through 
retirement, not just to retirement:

 + Higher use of target-date funds, automatic escalation and plans to 
offer a guaranteed income target-date solution.

Faulty defaults abound. Too many plans either don’t use a qualified 
default investment alternative (QDIA) or don’t use any default at all.

 + While more of the larger plans are taking advantage of QDIA 
safe-harbor protections, one in five plan sponsors overall say 
they have no default. Those without a default are less concerned 
with improving participation or helping participants with their 
investment decisions. They’re also less likely to know whether they 
are plan fiduciaries or not.

Time to transform your target-date offering. While most plans 
still use off-the-shelf target-date funds—prepackaged, proprietary 
mutual funds—larger plans are setting tomorrow’s standards today 
with various forms of customization, including the use of cost-
reducing collective investment trusts (CITs) instead of mutual funds.

 + Target-date funds with a guaranteed income stream are gaining 
appeal and interest among larger plan sponsors, and the vast 
majority said they’d consider adding such a solution at some point 
in the near future.

Room for (investment lineup) improvement. Many plans now 
offer global bond funds, but less than half of DC plans include 
diversifiers, such as real estate investment trusts (REITs), 
commodities and liquid alternatives.

 + Plan sponsors might consider incorporating diversifiers into their 
target-date fund glide paths to avoid any concerns of participants 
inadvertently allocating too much to these investments if they are 
on the core menu.

Fiduciary awareness is slipping. More than one-third of plan 
sponsors don’t realize they are fiduciaries, and that’s a higher 
percentage than we found in our 2011 survey.

 + Sponsors from the largest plans and those that use a financial 
advisor or consultant have a better understanding and awareness 
of their fiduciary responsibilities than those who don’t use an 
advisor or consultant.

DB or not DB: that is the question. DC-only plans excel in 
participation rates, and their sponsors tend to be more concerned for 
participants’ preparedness for retirement.

 + DC-only plans are more likely to offer target-date funds, and their 
sponsors tend to be happier with the current number of options 
offered in their plan. However, companies also offering DB plans 
(typically found among the larger retirement plans) use customized 
target-date funds more and are more concerned with keeping fees 
and expenses down.

The plan sponsor world is not homogenous. In fact, we found some major dividing lines in our latest survey 
and have uncovered some interesting key findings.
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ABOUT AB’S DEFINED  
CONTRIBUTION RESEARCH
Early in 2014, AB’s defined contribution team conducted a web-based survey 
of over 1,000 DC plan sponsors. The survey’s respondents comprised relatively 
equal representation from all plan sizes across the full universe of DC plans. 
Thus, the survey does not necessarily reflect the status quo for overall DC 
assets, which are more heavily weighted to the largest plans (herein referred 
to as “institutional” plans).

Here is the breakdown of respondents by plan size:

    Segment Plan Size Number of Respondents
Micro <$1 Mil. 204
Small $1 Mil.–$9.9 Mil. 211
Mid $10 Mil.–$49.9 Mil. 196
Large $50 Mil.–$249.9 Mil. 198
Institutional $250 Mil.–$500 Mil. 

>$500 Mil.
96 
105

The goal was to understand how plan sponsors feel about the current state of 
their companies’ plans, their participants and the DC industry. This publication 
includes the key findings from our survey. It comprehensively updates the 
research we last conducted in 2011.

“Target date” in a fund’s name refers to the approximate year when a plan 
participant expects to retire and begin withdrawing from his or her account. 
Target-date funds gradually adjust their asset allocation, lowering risk as 
a participant nears retirement. Investments in target-date funds are not 
guaranteed against loss of principal at any time and account values can be 
more or less than the original amount invested—including at the time of the 
fund’s target date. Also, investing in target-date funds does not guarantee 
sufficient income in retirement.
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Plan sponsors want to do the right thing. They want their employees 
to prepare for a comfortable retirement. They want to satisfy their 
fiduciary responsibilities. They want smoothly operating DC plans. 
However, DC plans are evolving, and savvy plan sponsors don’t stand 
still. Yesterday’s best practices may now be outdated, as government 
regulations and investment offerings expand. Plan sponsors are 
responding in ways that reflect their level of knowledge, company size 
and executives’ attitudes toward employees. 

SOME DIVIDING LINES, SOME TRENDS
The replies to our survey questions reflect the diverse backgrounds, 
knowledge and company sizes of the respondents. We found several 
broad dividing lines. 

Some plans use automatic features, but others take a traditional 
“hands off” approach. The dividing line is often based on plan size—
typically large versus small. But sometimes the two size extremes 
show similarities while being markedly different from midsize plans. 
Another divide arises between companies that have a defined benefit 
plan and those with only a DC plan. DC-only plan sponsors often 
lead the way on plan improvements, maybe because they recognize 
the greater burden of responsibility the DC plan bears for helping 
employees achieve suitable retirement outcomes.

Some trends from our earlier studies continue. Target-date funds, 
including more sophisticated options, keep gaining ground in total 
assets, number of participants and number of plans using them as 
their default. And even though the US economy continues to improve, 
plan sponsors and participants remain wary of workers’ prospects  
for retirement readiness.

A DIVERSE MIX OF SURVEY RESPONDENTS
The mix of respondents varies by plan size. Senior leadership or 
administrative professionals play the biggest role at micro-size 
plans, as you might expect, since the owners or CEOs at those 
companies tend to perform many roles. And while at least half our 

respondents for all plan sizes identify themselves as senior leaders 
or administrative professionals, we see the greatest concentration of 
these respondents in the smallest plans (76%). This concentration is 
also quite pronounced if we look at just the subset of the very largest 
institutional plans—those with more than $500 million in assets—
where 62% are senior leaders.1

Generally, as plan size increases, so does the professional training 
or specialization of the respondents. Human resources or benefits 
professionals become more prominent in the middle range, 
accounting for roughly one-third of respondents for plans with  
$1 million to $500 million in assets. Treasury and finance professionals 
become more involved in DC plan management at the larger end, 
accounting for 16% of respondents from institutional plans.

SENIOR EXECUTIVES PLAY A BIGGER ROLE IN  
SMALLEST COMPANIES
What’s your role in your organization? (% of respondents)

Treasury/
Finance

Professional

HR/Benefits
Professional

Senior
Leadership/

Administrative
Professional

Inst.LargeMidSmallMicroAll

59%

76%

55% 50%
58% 56%

28% 13% 34% 36%
31%

28%

13% 11% 12% 14% 11% 16%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.

DC plans and their sponsors face a continually evolving legal and regulatory environment. In the current 
landscape, many DC plan sponsors are adapting to new ways to reach workers, provide better investment 
solutions and guide plan participants to better retirement outcomes.

DIVERSITY IN PERSPECTIVE  
AND ACTION 

1  The total population of institutional plans is 201 (see previous page), with 105 plans having greater than $500 million. This subset of 105 plans sometimes had divergent results 
from the 96 institutional plans with $250 to $500 million. We specifically note this variance in several places through this paper.
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AUTOMATIC ENROLLMENT HAS AN EDGE
Automatic enrollment of employees into DC plans is widespread. 
Overall, 55% use automatic enrollment. This is similar to the findings 
of Aon Hewitt’s survey2 that the percentage of plans offering 
automatic enrollment has risen from 34% in 2007 to 59% now. 
However, the use of automatic enrollment remains a dividing line 
among plan sponsors, particularly when we look at plan size.

As plan size increases, so does automatic enrollment. Percentages rise 
from 34% for plans with assets under $1 million to 45% for plans with 
$1 million to $10 million and then 61% and up for larger plans. Why? 
Smaller plans have fewer resources and less time to devote to their 
plans. Also, their size may force them to rely on off-the-shelf solutions.

Automatic enrollment boosts participation. Plans that use it are more 
likely (66% vs. 49%) to have participation rates above 70%.

Plan sponsors who offer automatic enrollment see it as something 
participants want. They’re also more likely to think participants would 
prefer to have plan participation and savings rate decisions made 
for them (38% vs. 23% of plan sponsors not offering automatic 
enrollment). They’re more likely to believe participants are interested 
in “investing in a well-diversified mix of investments” (44% vs. 
34%) and more likely to rate “increasing plan participation” as very 
important (61% vs. 54%).

In contrast, plans that don’t offer automatic enrollment may feel they 
don’t want to tell employees what to do. It’s also possible that some 
firms lacking automatic enrollment still offer some retirement-income 
security through DB plans. Among companies that offer both DB and 
DC plans, those offering automatic enrollment are more likely than 
other respondents (22% vs. 13%) to say their DB plan is frozen.

2  Aon Hewitt, 2013 , “2013 Trends & Experience in Defined Contribution Plans.” 

WITH AUTOMATIC ENROLLMENT, PLAN PARTICIPATION 
RATES ABOVE 70% ARE MORE LIKELY
DC plan participation rate by automatic enrollment status  
(% of respondents)

71%–100%
41%–70%

Less than 40%

Do not o�er
automatic

enrollment

O�er
automatic

 enrollment

Overall

26%

25%

49%

66%

18%

25%

59%

11%

24%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.

LARGER PLANS MORE LIKELY TO AUTOMATICALLY ENROLL
Does your plan currently offer automatic enrollment? (% of respondents)

Don’t 
know*

No

Yes

Inst.LargeMidSmallMicroAll

55%

34%

45%

63% 61%

72%

44% 63% 53% 35% 39% 26%

2% 3% 2% 3% 0% 2%

Due to rounding, numbers may not sum up to 100%.
*Don’t know/not sure 
Source: AB Research, 2014.

Plan sponsors’ perceptions influence whether they use automatic enrollment  
and automatic escalation.

PLAN PHILOSOPHY AFFECTS FORM
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TAKING (AUTOMATIC) STEPS TOWARD RETIREMENT SUCCESS
Generally speaking, the higher the contribution rate, the better the 
participants’ odds of success in reaching their retirement goals. It’s 
great that the majority of plans help get the ball rolling with automatic 
enrollment, but the starting level for contributions is unfortunately set 
at 3% or lower by nearly half of plans using automatic enrollment. 

This may stem from a 1998 revenue ruling from the US Department 
of Labor (DOL) that mentioned 3% as an example of an automatic 
contribution rate—not as a directive. Still, 38% of our survey 
respondents say their plans start automatic enrollment at 5% or 
more—more in line with the level at which employers frequently cap 
their company matches (up to 6% dollar for dollar, according to Aon 
Hewitt). This suggests that some plan sponsors want participants to 
gain the maximum benefit.

Companies offering automatic enrollment tend to offer or seriously 
consider more features associated with plans that take a more 
hands-on approach. They’re more likely than their peers to offer a 
target-date fund (57% vs. 47%), consider automatic escalation (20% 
vs. 13%) and consider adding a guaranteed income target-date fund 
(18% vs. 9%). Interestingly, survey respondents whose plans don’t 
offer automatic enrollment are more likely to say they don’t have a 
default option in the plan (27% vs. 14%). They also more frequently 
cite “offering investment options that consistently outperform their 
benchmarks” as a key measure of plan success (41% vs. 35%).

AUTOMATIC ESCALATION STILL A TOUGH CHOICE
Automatic escalation of participants’ contribution rate is certainly 
less common than automatic enrollment. While roughly one-fourth 
of survey respondents use automatic escalation, it’s not always in 
conjunction with automatic enrollment. Only 20% of our total survey 
population use both. 

Automatic escalation may still feel like a step too far for many DC plan 
sponsors. Respondents who don’t use it may feel it’s too hands-on 
(paternalistic), or even a hardship for employees who may still be coping 
with the aftereffects of the financial crisis. But other studies have noted 
that plan sponsors often recommend a contribution rate of 10% for 
the average participant.3 That’s a lofty goal, and probably unreachable 
without the hands-on help of plan sponsors. It may be time for DC 
plan sponsors to reopen the philosophical dialogue about retirement 
outcomes with their company leaders and advisors.

LARGER PLANS ARE MORE LIKELY TO  
AUTOMATICALLY ESCALATE
Use of automatic escalation by asset size (% of respondents)

Don’t know

No

Yes

Inst.LargeMidSmallMicroAll

39%

54%

7%

33% 35%

61%62%

15%

80%

9%

78%

13%

26%

67%

7%

5% 5% 4%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.

3  Lori Lucas, Pamela Hess and Cathy Peterson, “Plan Sponsor Survey: Structuring DC Plan Automatic Features to Pump Up Retirement Savings,” Defined Contribution 
Institutional Investment Association (DCIIA), 2011.
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THE HAVE-NOTS
The trend toward greater adoption of target-date funds and other 
QDIAs continues, but some plan sponsors still haven’t embraced the 
changes ushered in by the Pension Protection Act of 2006 (PPA). 
According to our survey, one-fifth of plan sponsors lack a default 
investment altogether—more so among the smallest plans (37%) than 
the largest (13%). Along with that, our survey indicates that another 
30% of plans still use a stable-value or money-market fund as their 
default investment. 

Our results differ from those of other industry surveys that focus 
primarily on larger plans or are based on a single recordkeeper’s 
data. And while it’s surprising that roughly half our survey population 
doesn’t take advantage of QDIA safe-harbor protections, the large 
size and balanced demographic representation of our study make 
this finding hard to dismiss.  

PHILOSOPHICAL DIVIDE IN PLAN APPROACH
The lack of a default shows some correlation with the philosophical 
divide between the hands-on, paternalistic perspective and the 
hands-off, less guided approach. Plan sponsors with a default 
are more likely to select critical measures of plan success such 
as “improving participation” (39% vs. 30%) and “improving salary 
deferral amounts” (22% vs. 15%). They are also far more likely to rate 
“increasing plan participation” as a highly important goal (60% vs. 
47% for those without a default option). 

Respondents whose DC plans don’t have a default are less likely to 
offer automatic escalation (21% vs. 36%), and they’re more likely to 
believe that participants want to make their own participation and 
investment decisions. They’re also less likely to have an investment 
policy statement providing guidelines for fiduciaries on making 
investment decisions (41% vs. 53%). 

THE SMALLER PLANS OFTEN LACK A DEFAULT
Use of a default investment by plan size (% of respondents)

 
Inst.LargeMidSmallMicroAll

20%

37%

22%

12%

16%

13%

17%

12%
16% 21%

15%

16%

16% 6%

17% 17%

19%

22%5%

5%
6%
4%

6% 10% 4%6%

6%

5%

4% 1% 5%

12%

6%

30%
24%

31%
36%

23%

34%

Don’t know

Managed Accounts
Equity

Target-Date

Balanced or Risk-Based

No default
 

Stable Value/
Money Market

2%
2%

3%

3%

3%

3%
Bond 3%

3%3%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.

A surprising number of plan sponsors lack a default investment—or choose a default investment for  
their plan that isn’t a QDIA.

DEFAULT DISCREPANCIES
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THE HAVES: MANY GET IT RIGHT
Roughly 64% of plan sponsors whose plans have a default 
investment option say their default is also the plan’s designated QDIA. 
An even higher percentage of those offering target-date funds say 
their default option is also their designated QDIA. 

The subset of the very largest institutional plans ($500 million and 
up) are more likely (26%) than other plan sizes to use a target-date 
fund as their default option. Also, companies that offer only a DC plan 
are more likely to have a target-date fund as the default than plan 
sponsors who have a DB plan as well (21% vs. 13%).

WHY NON-QDIA DEFAULTS?
Maybe plan sponsors don’t fully comprehend the benefits of the 
DOL’s “carrot” of safe harbor for QDIAs. QDIAs act to provide legal 
protection for many situations when a participant doesn’t provide 
investment direction, including automatic enrollment. The QDIA rules 
may act as an encouragement for plan sponsors to adopt a more 
hands-on approach to guiding participants toward fully diversified 
retirement saving solutions.

Plan sponsors who use a non-QDIA default may worry that 
participants might abandon their retirement planning and saving 
when a default investment falls in value—as many QDIAs (and other 
investments) did during the financial crisis of 2008–2009. But at that 
time, participants apparently didn’t bail out of QDIAs with any greater 
frequency than at other times. Or it might be that plan sponsors not 
using QDIAs may fear legal action from participants, although the 
safe harbor protects them from liability for investment losses.

But one insight from our study suggests that the use of non-QDIA 
defaults has more to do with plan sponsors not fully recognizing 
their fiduciary status or responsibilities. Where there is uncertainty 
or a mismatch involving the plan’s default and its QDIA status, plan 
sponsors are less likely to consider themselves plan fiduciaries (48% 
vs. 70%). They tend to rate fiduciary matters as lower in importance 
(only 33% “very important” vs. 56% for those whose default is also 
their QDIA). In addition, among plan sponsors who say their default 
and QDIA are different, very few (15%) say they plan to change their 
default to a QDIA in the next two years.

Another barrier may be a lack of familiarity with QDIAs. One in five 
respondents didn’t know if their plan’s default was qualified, and half 
of plan sponsors who said an equity fund was their default mistakenly 
thought that their equity fund was a QDIA. Two-thirds of those with 
stable-value or money funds as a default said it’s their QDIA, even 
though stable-value or money funds are only valid as QDIAs for the 
first 120 days after participant enrollment. 

For companies with both DB and DC plans, their lower percentage of 
designated QDIAs (27% vs. 53% for DC-only) could stem from their 
view of their DC plans as secondary for participants. However, with more 
plans being frozen, this could become problematic for participants. 
Better education of plan sponsors and assistance by financial advisors 
and consultants could boost the use of QDIAs by showing sponsors how 
the QDIA safe harbor limits their liability as fiduciaries. 

TOO MANY PLANS DON’T MAKE THE MOST OF QDIA  
SAFE HARBOR
Is your default also your plan’s designated QDIA? (% of respondents)

Don’t
 know

No

Yes

Inst.LargeMidSmallMicroAll

64%

43%

65% 66%
72% 70%

16%

21%

11%

19%

14%

17%

19% 36% 24% 15%

14%

13%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.
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EARLY-MODEL TARGET-DATE FUNDS STILL DOMINATE
The adoption of target-date funds keeps rising according to many 
metrics: the number of plans offering them, participants using 
them and assets under management. More than half of our survey 
respondents say their plans offer target-date funds. That’s up from 
our 2009 survey response of 40%. Other industry surveys report 
higher usage of target-date funds. For example, the Investment 
Company Institute notes that 72% of plans offered target-date 
funds in 2012.4 Even in our own survey, another series of questions 
on specific investment options in DC plans (and how many in each 
category) showed that a higher 67% of respondents said they had a 
target-date fund series in their DC plans. The discrepancy may have 
to do with some plans being in various stages of target-date fund 
adoption and implementation. 

Two-thirds of our respondents that currently use target-date funds 
offer a series that uses prepackaged mutual funds—whether the 
underlying investments were all from one fund family (proprietary) or 
from several (nonproprietary). Prepackaged funds are convenient, 
but they may lack extensive asset-class diversification and carry 
unwarranted fees. Smaller plans still have limited choice in options, 
but customization and options that use funds from multiple managers 
are gradually becoming more available to smaller plans. That’s 
welcome news, because more plan sponsors recognize that no 
single asset manager excels at all possible investment styles. And 
many plan sponsors will likely be actively pursuing the DOL’s 2013 
suggestion to “Inquire about whether a custom or non-proprietary 
target-date fund would be a better fit for your plan.”

CATCHING UP WITH CUSTOMIZATION
There are alternatives to off-the-shelf, single-manager target-date 
funds. Big plans have historically had the most options, but choices 
are expanding for smaller plans.

Collective investment trusts (CITs) offer lower fees, which may 
boost returns. Like mutual funds, they’re pooled funds, but they’re 
not subject to the regulations of the Investment Act of 1940, which 
governs mutual funds—a cost reduction for CITs. CITs have gained 
market share in recent years, as technological advances have made 
their pricing and reporting easier. One plan-size restriction is that 
CITs typically require some minimum asset level.

SIGNIFICANTLY MORE PLANS OFFER  
TARGET-DATE FUNDS NOW
Do you offer a target-date fund? (% of respondents)

2014

2009

Inst.LargeMidSmallMicroAll

40%

22%

39% 38%

50% 49%
52%

33%

49% 51%

61%

67%

Source: AB Research, 2014.

4  Investment Company Institute, 2014 Investment Company Fact Book, Figure 7.10, page 133, “Target Date Funds’ 401(k) Market Share,” 2014.

Target-date funds are popular among plan sponsors, but most of them haven’t upgraded beyond the off-
the-shelf traditional varieties—prepackaged, proprietary mutual funds—even though other options might 
better serve participants, depending on plan size.

TARGET-DATE FUNDS IN  
TRANSITION
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Customized target-date funds, which are accessible mainly to 
larger plans, allow plan sponsors to use their preferred underlying 
managers, including those already vetted for the sponsor’s DB plan. 
And customized solutions can design their asset allocation to match 
specific objectives and demographics of a company’s DC plan. This 
allows them to cater to a company profile that seeks higher or lower 
risk, includes high or minimal levels of company stock, has a mix of 
union and non-union employees, and deals with other such issues.

But customization is still on the frontier for target-date funds: 
8% of respondents use fully customized target-date funds, 6% 
use semicustomized funds and 7% use prepackaged CITs. When 
respondents were asked why a plan uses a prepackaged target-
date fund of proprietary mutual funds, the typical answer was 
either that they went with a particular fund family brand or that the 
target-date fund was packaged with recordkeeper services. That’s 
understandable for many smaller plans that may lack affordable 
access to customization.

But we also asked sponsors of large plans ($50 million or more) why 
they don’t use some type of customized target-date fund structure 
that may provide lower fees, enhanced diversification and other 
benefits that prepackaged offerings lack. We were surprised by the 
answers. 

 + 37% said their plan’s investment/administration committee isn’t 
interested in these improved options.

 + Another 32% said they weren’t aware of the benefits of changing 
the structure from mutual funds as the underlying components.

 + Most surprisingly, 29% said their financial advisor or consultant 
had never brought these issues to their attention.

MUTUAL FUND TARGET-DATE FUNDS DOMINATE OFFERINGS 
ACROSS ALL PLAN SIZES
What type of target-date funds does your plan offer?  
(% of respondents)

Inst.Large Mid Small Micro All 

Prepackaged
 CITs

Don’t know

Customized
 funds† 

Prepackaged
 nonproprietary

 mutual funds

Prepackaged
 proprietary

 mutual funds

39%

32%

38%

36%

16%17%

43%

33%

2%

5%

8%

40%

29%

10%

34%

14%

8%9%

21%

32%

14%

12%
3%

18%
12%

7% 5% 6%

24%

36%

† Customized has many variations.
Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.
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THE FUTURE OF TARGET-DATE FUNDS: 
GUARANTEED LIFETIME INCOME
With more companies freezing or eliminating their DB plans, target-
date funds that offer a guaranteed income stream could be the most 
sensible solution for giving today’s workers that disappearing benefit. 
When we asked sponsors of plans with assets of $10 million or more 
about such a target-date fund, 69% found it “extremely appealing” 
or “appealing.” And our 2014 “Inside the Minds of Plan Participants” 
survey of workers shows a strong majority of them agree. 

Among current target-date fund users, 74% found this option 
appealing or extremely appealing, as did 53% of nonusers and 69% 
of non-plan participants. Further, 63% of target-date fund users 
said they were likely or very likely to invest in such an option, as did 
39% of nonusers. But perhaps most interesting, a strong 74% of 
non-plan participants said that not only would they be interested in 
this investment, but it would enhance their desire to take part in their 
employer’s DC plan. For plan sponsors who are eager to increase 
plan participation levels, this is encouraging news.

Indeed, 93% of our plan sponsor survey respondents (with DC assets 
of $10 million or more) noted that they’d consider adding such a plan 
at some point in the future. 

However, even plan sponsors who find this option appealing or 
extremely appealing hesitate to add this relatively new kind of 
target-date fund. Their biggest concerns were waiting for product 
development and cost, but a sizeable number also thought that 
participants weren’t interested and that only 40% or less of 
participants would take advantage of the fund. But those are much 
more hesitant responses than workers gave, as our participant 
survey can attest.

It’s also worth noting that in late 2014, the DOL and the IRS issued 
guidance to help remove roadblocks to guaranteed income solutions 
within DC plans. Product development has reached new levels of 
capability, and roadblocks of cost, effective communication and 
fiduciary concerns are also being removed.

MANY PLAN SPONSORS WANT TO ADD A GUARANTEED 
INCOME TARGET-DATE FUND†

(% of respondents)

 

Would not consider
 adding this type of
 investment option

More than three
 years from now

In the next
 three years

In the next
 two years 49%

32%

12%

6%

† Asked of 595 sponsors of plans with $10 million or more. 
Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.

HURDLES TO ADDING A GUARANTEED TARGET-DATE FUND
Why haven’t you added this option to your plan? (% of respondents)

Waiting for others
 to implement

Concerned about legal risk/
participation lawsuits

Fiduciary concern

Seeking safe-harbor language/
regulatory clarity

Concerned about ability
 to communicate

e�ectively to participants

Participants not asking for it

Cost

Waiting for product
 development 33%

33%

29%

21%

21%

21%

11%

19%

Source: AB Research, 2014.
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ALTERNATIVES AND GLOBAL BONDS
Most plans (58%) don’t offer any nontraditional, or alternative, 
investments as diversifiers to more traditional stocks and bonds. 
They don’t even offer REITs or commodities, which have been 
available in mutual funds, exchange-traded funds (ETFs) or 
collective investment trust formats for many years. The universe 
of diversifiers available to DC plans is expanding greatly, even in 
the two years since our last survey, and many asset-allocation and 
target-date funds incorporate them. 

One hesitation in offering these as stand-alone options on a core 
menu could be that some participants don’t fully understand the risks 
involved. As a result, they might inadvertently allocate too aggressive 
a percentage to these investments. But more investment firms 

have started addressing participant-level hurdles as they develop 
appropriate alternative and non-traditional offerings for DC plans—
sometimes by incorporating them into their target-date fund glide path.

As for fixed income, almost three-quarters (74%) of our respondents 
say their DC plans offer global bonds. This is good news. But now 
would be a good time for even more plans to “go global”: The era 
of strong returns for the US bond market is winding down as the 
economy recovers and the Federal Reserve adjusts its monetary 
policies. Global offerings, with exposure to multiple countries, provide 
diversification and the potential for improved returns.

HOW MANY MENU OFFERINGS?
Plan sponsors don’t agree on how many options a DC plan needs for 
diversification, although roughly two-thirds say the sweet spot seems 
to range from five to 15. One-fourth of our respondents call for more 
options, while a few others say “less than 5” or “don’t know.” This 
breakdown is relatively similar to the actual number of options in their 
plans, wherein the five most popular fund offerings are: stable value/
money market (95%); US equities (93%); US bonds (92%); balanced 
funds (91%); and international/global stocks (89%).

INVESTMENT MENUS IN TRANSITION 
% of plans without the following asset classes: 
(% of respondents)

Risk-based allocation
Global bond

Alternatives/non-traditional
asset classes

Inst.

Large

Mid

Small

Micro

All
58%

66%

58%

55%

55%

54%

26%

29%

21%

25%

22%

32%

29%

37%

28%

29%

26%

26%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.

Target-date funds aren’t the only area where DC plans can benefit from the evolution in investment 
offerings available today. Our survey shows room for improvement among some core menus.

EXPANDING INVESTMENT OFFERINGS

THE SWEET SPOT FOR INVESTMENT MENU OPTIONS
How many offerings are needed for diversification of a DC plan? 
(% of respondents)

Don’t
 know
More

 than 20
16 to 20

11 to 15

5 to 10

< 5
Inst.LargeMidSmallMicroAll

7% 6% 3% 5%

29%

40%

15%

9%

33%

39%

16%

8%

34% 32%

30%

19%

9%

25%

23%

9%

38%

21%

12%

12%

12%

33%

31%

17%

10%

7%

1%3%3%5%3% 2%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.
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GAP IN FIDUCIARY UNDERSTANDING
All the participants in our survey are plan fiduciaries—we deliberately 
excluded answers from those who didn’t qualify as fiduciaries based 
on their answers to screening questions in our survey.

Still, many aren’t aware of their fiduciary status. More than one-third 
(37%) of respondents say they’re not plan fiduciaries. More troubling: 
the percentage is up from the 30% reported in 2011. The confusion 
is pronounced for micro plan sponsors (nearly 50%), particularly 
if they lack an advisor or consultant. Despite these results, 70% 
of overall respondents are “confident” or “very confident” that all 
individuals who serve in a fiduciary capacity at their plan are aware of 
their status. Our results suggest they may be overly optimistic.

Human resources/benefits professionals are more likely to say 
they’re not fiduciaries (42%) than either senior executives (35%) or 
treasury/finance representatives (32%) are. It could be that they 
see others as playing a more important role in plan decisions. Also, 
respondents who said they were part of a plan’s administrative 
committee were twice as likely as other respondents to be unaware 
of their fiduciary status (20% vs. 10%).

Among plans under $50 million, sponsors without a financial advisor/
consultant are more likely to say they’re not fiduciaries than those 
who do use an advisor (30% vs. 18%). Among the same micro-to-
midsize group of plans, 79% of sponsors say it is “important” or “very 
important” to “have a financial advisor/consultant or other service 
provider act as a fiduciary.”

HOW WE DEFINED “CORE STANDARDS OF CONDUCT”  
FOR FIDUCIARIES:

 + To act solely in the interest of plan participants and 
beneficiaries, with the single purpose of providing benefits 
to them

 + To pay only necessary and reasonable expenses for 
administering the plan

 + To perform their duties with the care, skill, prudence and 
diligence of a person knowledgeable in this field

 + To minimize the risk of large investment losses by offering a 
diversified menu of investment options

 + To adhere to the terms of the documents governing the 
plan and ensure that these documents comply with ERISA 

 + To not engage in self-dealing and to avoid conflicts of interest

FEWER PLAN SPONSORS KNOW THEY ARE FIDUCIARIES
Do you consider yourself a plan fiduciary? (% of respondents)

Don’t know/not sureNoYes

2011 2014

61%

6%

58%

9%

37%
30%

Due to rounding, numbers may not sum up to 100%.
Source: AB Research, 2014.

It’s difficult for DC plans to keep up with regulatory changes if the people responsible for the plans don’t 
realize they’re responsible. Fiduciary awareness isn’t what it should be. In fact, it’s less than it was several 
years ago.

FIDUCIARY RESPONSIBILITY…  
AND RELIABILITY
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SPONSORS CARE ABOUT FIDUCIARY ISSUES
More than three-quarters (82%) of plan sponsors say fiduciary 
matters are “important” or “very important.”

Fiduciary emphasis is pronounced among sponsors offering target-
date funds. Overall, 87% of respondents whose plans have target-
date funds say fiduciary matters are “important” or “very important,” 
compared to 77% for those planning to offer target-date funds, and 
79% for those who don’t plan to offer them.

This may indicate that plan sponsors who are more concerned with 
fiduciary matters recognize the prudence of having a QDIA, such as 
target-date funds, in their plans.

RAISING FIDUCIARY AWARENESS
Training could close the gap in plan sponsors’ awareness of their 
fiduciary responsibility. Respondents who don’t consider themselves 
fiduciaries are more likely to say their organization doesn’t provide 
training (44% vs. 30% of those who do consider themselves to be 
fiduciaries). It might help if fiduciary training were made mandatory 
for plan sponsors—or at least more easily accessible.

PLAN SPONSORS UNDERSTAND THE IMPORTANCE OF  
FIDUCIARY MATTERS
(% of respondents who rate fiduciary matters as important or  
very important)

Inst.LargeMidSmallMicroAll

82%
75%

83%
88% 83% 85%

Source: AB Research, 2014.

TRAINING INCREASES AWARENESS
Those who see themselves as fiduciaries (% of respondents)

Organization does
not provide training

Organization
provides training

69%

51%

Source: AB Research, 2014.

PLAN SPONSORS WITH TARGET-DATE FUNDS TAKE 
FIDUCIARY CONCERNS MORE SERIOUSLY
(% of respondents who rate fiduciary concerns as important or  
very important)

 

 

Respondents who don’t plan
 to o�er target-date funds

Respondents who plan
 to o�er target-date funds

Respondents
 with target-date funds 87%

77%

79%

Source: AB Research, 2014.
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Seventy percent of plan sponsors think their participants aren’t 
saving enough for retirement. This result ties in with survey results 
showing that plan sponsors think participants

 + don’t know how much they need to save (67%)

 + don’t understand their investment options (58%)

 + won’t accumulate enough money to retire (58%)

These perceptions suggest that participant education should be a 
priority. On a related note, “increasing knowledge about retirement 
income needs/withdrawal rates” was the second most popular goal 
for plan sponsors’ communications programs, following “increasing 
overall knowledge of the plan.” 

WILL PARTICIPANTS BE ABLE TO RETIRE?
While plan sponsors worry about participants knowing how much 
they need to retire, sponsors sense that their participants are actually 
more worried about whether or not they will ever retire. When we 
asked plan sponsors what they believe to be their participants’ 
greatest worry, 68% of sponsors said participants likely worry most 
that they’re not accumulating enough money in the plan to retire. But 
fewer sponsors (58%) believe that this presumed participant worry is 
actually true.

But fear is a potent catalyst—for action or inaction. If participants 
can’t picture themselves crossing the finish line to retirement, that 
could hurt both them and their companies. Participants might neglect 
or even abandon their savings efforts altogether. And companies 
could suffer because workers who can’t retire will be unhappy, less 
dynamic and, quite likely, less productive.

While plan sponsors perceive participants as saving for future goals, 
our participant survey suggests that their long-term concerns are 
mixed with more pressing, everyday concerns. Plan sponsors see 
participants’ top reasons for saving in the plan as financing retirement 
(81%), paying for future healthcare (49%) and having money for an 
emergency (45%). Plan participants in our survey agree on saving 
for retirement (85%) as the top concern, but next on their list is being 
debt free (33%) and then having money for an emergency (24%). 
Paying for healthcare is number four (21%) on the list, despite the 
fact that healthcare is expected to account for a large chunk of older 
retiree spending. Another immediate concern, “paying bills,” is the 
fifth most popular choice, and it ranked quite closely at 19% with 
healthcare and emergencies.

PLAN SPONSORS’ GREATEST WORRIES
Which three issues worry you most about your participants?  
(% of respondents)

 

Participants do not
 understand their

 investment options

Participants will not
 accumulate enough money

 in the plan to retire

Participants do not
 know how much they need

 to save in the plan
 to meet retirement needs

67%

58%

58%

Source: AB Research, 2014.

For more and more American workers, DC plans are their primary retirement savings vehicle. Yet most DC 
plan sponsors think their participants don’t understand how much they need to save, which makes plan 
sponsors worry that participants won’t be able to retire.

PLAN SPONSORS WORRY ABOUT 
PARTICIPANTS



 INSIDE THE MINDS OF PLAN SPONSORS 15

TOP SUCCESS MEASURES
When we asked plan sponsors to identify the top three critical 
measures of success for their plan, employee confidence in retiring 
and investment understanding outranked all other choices.

Curiously, the subset of the very largest institutional plans—those 
with over $500 million in assets—and the smallest plans (under $1 
million in assets) showed a higher concern for “having employees 
feel confident about a comfortable retirement,” 53% and 56%, 
respectively. Response rates for plans with assets between the two 
extremes clustered around 42%.

For most plan sizes, roughly 40% of respondents say improving plan 
participation was a top critical measure. But only 29% of the smallest 
plans (under $1 million) chose this.

The smallest plans showed a greater concern than other plan sizes 
for reducing plan administrative costs (39% vs. 33% for combined 
other sizes). This may be because plan administrative costs are higher 
for these plans, which can’t benefit from economies of scale and may 
be pushed into investments with higher fee structures. Fees can be a 
disproportionately bigger burden for these plans.

Plans with $1 million to $10 million in assets were more concerned 
than all other plan sizes with “improving employee understanding 
of investment options” (47%) and “consistently outperforming 
investments” (45%). It’s possible this is due to their smaller number 
of employees—two-thirds of these companies have fewer than 100 
employees. But while smaller, these companies may have increased 
in size past a threshold where human resources and benefits 
professionals start to participate as plan sponsors in significant 
numbers (34% vs. 13% for companies with less than $1 million). And 
these benefits professionals may be focused on a plan success factor 
that they perceive as most easily improved in a cost-effective manner.

BIGGEST PLANS, BEST PARTICIPATION
Close to half (42%) of plans overall have high levels of employee 
participation, which means a participation rate above 81%. But 
numbers are much better for institutional-sized plans. This is 
perhaps because these plan sponsors can afford the luxury of having 
specialists devoted to different roles for their plans. In addition, 
they’re likely to have bigger budgets for promoting plan participation, 
and they’re more likely to offer automatic enrollment than any other 
sized plans. 

PARTICIPATION IS HIGHER AT INSTITUTIONAL PLANS
Plans reporting participation rates above 80% (% of respondents)

Inst.LargeMidSmallMicroAll

42% 40% 39% 40% 41%

49%

Source: AB Research, 2014.

CONFIDENCE ABOUT RETIREMENT TOPS SPONSORS’  
SUCCESS MEASURES
(% of respondents)

 

46%

41%

37%

37%Improving participation

O�ering investment options that
consistently outperform their benchmarks

Improving employee understanding
 of their investment options

Having employees feel confident about
 their prospects for comfortable retirement

Source: AB Research, 2014.

Plan sponsors are concerned about their participants achieving a comfortable retirement. Plan size 
influences their focus when it comes to defining success. 

DEFINING PLAN SUCCESS
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DC-only plan sponsors may worry more about participants, but 
they’ve channeled that worry into better participation results than 
sponsors with both DB and DC plans. By and large, we see roughly 
the same percentages for both plan sponsor groups who say their 
participation rates are below 60%. Then the two groups diverge, with 
the most noteworthy split at the top—the 91%–100% participation 
rate, which is generally considered to be full participation. Here, DC-
only plans have strikingly better results that are nearly 10 percentage 
points higher than those for companies with both a DB and a DC plan.

Why such a divergence? First of all, slightly more than three-quarters 
of DC-only plan sponsors attest that their DC plan serves as the sole 
retirement vehicle for most plan participants, whereas the majority 
of respondents with both DB and DC plans view the DC plan as a 
supplemental savings vehicle. 

That was certainly the initial reasoning behind the development of DC 
plans, but times (and business conditions) have changed dramatically. 
Today, more companies either don’t offer a DB plan or are freezing 
their current one. The associated costs and future liabilities have 
made DB plans nearly infeasible.

With that in mind, we find there are insights to be gained from DC-
only companies that can help those plan sponsors (and companies) 
who still maintain a DB plan but may be contemplating a change.

WHAT’S ON TOP OF YOUR SUCCESS LIST?
In choosing three top measures of success from a list  of nine, both 
groups of plan sponsors share the same top three. But the top 
priority for DC+DB sponsors is having employees feel confident 
about a comfortable retirement (47% versus 40% for DC-only). 
DC-only sponsors felt that improving employee’s understanding of 
their investment options was most important (45% versus 37% for 
DB+DC plans). 

Their emphasis on fees is different, too. While not a top-three 
measure for either group, reducing plan investment costs was 
selected by 31% of DB+DC plan sponsors, but only by 24% of  
DC-only respondents.

DC-ONLY PLANS MORE LIKELY TO HAVE HIGHER 
PARTICIPATION RATES
What range best describes your current DC plan participation range?

91-10081-9061-800-60

32%
29%

34%

20% 20%18%

28%

19%

Participation rate ranges (%)

DC
Only

DB+DC

Source: AB Research, 2014.

DC plans increasingly play the dominant role in workers’ retirement saving and spending. So we looked at 
many of our respondents’ attitudes and perspectives from the standpoint of whether their company had 
both a DB and a DC plan, or if it only had a DC plan.

DB OR NOT DB…WHAT ARE THE 
QUESTIONS?
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WHAT’S ON TOP OF YOUR WORRIES LIST?
As a worry, fees again have a greater relative importance for DB+DC 
sponsors, with 45% of them selecting that response while only 32% 
of DC-only respondents chose it. 

Both groups were most worried that participants don’t know how 
much they need to save in the plan to meet retirement needs 
(62% of DB+DC sponsors versus 68% of DC-only sponsors). A 
more striking difference is their concern that participants won’t 
accumulate enough money in the plan to retire: while half the 
DB+DC sponsors agreed with that, a much stronger two-thirds of 
DC-only sponsors chose that response. 

Both the success measures and the worries appear to reflect the 
retirement income cushion that is a hallmark of DB plans. But as 
these become less practical components of a company’s benefits, 
plan sponsors should recognize the experience of DC-only plan 
sponsors: that participants need more investment understanding, 
more guidance and, probably, more hands-on help to achieve a 
comfortable retirement.

DIFFERENT OUTLOOKS ON TARGET-DATE FUNDS
DC-only plans are more likely to offer target-date funds (57% vs. 
50%) and to use them as their plan’s default investment. DB+DC 
plans default to a balanced fund (15%) or an equity fund (10%) more 
often than DC-only plans, which used those funds at a rate of 10% 
and 2% respectively. Perhaps this is a legacy of balanced and stock 
strategies being core components of traditional pension plans—and 
of the fact that traditional pension plans don’t use target-date funds.

Although DB+DC plans lag DC-only plans in using target-date 
funds, this could change. Our DB+DC respondents indicate that 
their companies will add target-date offerings at a faster pace in the 
future. Among DC-only plans, 13% say they have plans to add target-
date funds, while 26% of DB+DC plans intend to do so. However, 
that may mostly be the result of more DC-only plans already having 
target-date funds. 

FEES MATTER MORE TO SPONSORS WITH DB AND DC PLANS
Worry over high investment management and plan fees/expenses. 
(% of respondents)

AllDC-only plansDB-DC plans

32%

41%
45%

Source: AB Research, 2014.
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EDUCATE PLAN SPONSORS
Plan sponsors will benefit from education that reduces their risks and 
updates them on the latest developments. Fiduciary responsibility 
should be a focus. A significant minority of plan sponsors aren’t aware 
that they’re fiduciaries, as we discussed earlier (see pages 12–13).

While plan sponsors want more support from service providers (advisors, 
consultants, recordkeepers and others) on many issues, our respondents 
gave a strikingly high importance to receiving more support with their 
fiduciary challenges. Only fee transparency and investment reviews 
outranked it, and fee transparency issues are closely tied to fiduciary 
responsibility in the current climate of fee scrutiny. Help with these issues 
would more likely fall to the advisors or consultants plan sponsors use, 
rather than their recordkeepers, so there appears to be a great need—
and opportunity—for advisors and consultants. 

Despite wanting more understanding and guidance through 
fiduciary responsibility reviews, 36% of respondents don’t provide 
training to ensure that all of the plan’s fiduciaries understand their 
responsibilities. This may be partly because they don’t have in-
house training staff with the time or training skills to tackle fiduciary 
responsibilities. Advisors and consultants could help close this gap, 
too, reducing a source of risk—including potential litigation—for 
plan sponsors.

Plan sponsors may also need education about the broad range of 
investment options now available. Some may shy away from newer, 
more complex investments such as alternatives or guaranteed-
income target-date funds, because they’re not familiar with them. 
Once they understand the potential of these investments, they may 
become more open to using them for their participants’ benefit.

Many plan sponsors, especially sponsors of plans with less than $50 million in assets, need help navigating 
the complexity of DC plans. Financial advisors and consultants who educate plan sponsors on some of the 
thorniest issues can stand out from their competitors.

HOW ADVISORS AND CONSULTANTS  
CAN STAND OUT

SERVICES THAT MATTER MOST
How important are each of the following services to you? 
Respondents rated importance on a scale from 1 (not at all important) 
to 10 (extremely important). (% rating 8, 9, 10)

Legislative
 updates

Periodic satisfaction
check-ins with you/

your organization

Employee plan/investment
education and

 enrollment meetings

Plan design or
 compliance updates

Fiduciary responsibilities
 review

Ongoing monitoring and reviews
of investment options

Plan fee reviews/
fee transparency 69%

65%

63%

62%

56%

50%

43%

Source: AB Research, 2014.
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FEES TAKE CENTER STAGE
It’s significant that “plan fee reviews/fee transparency” topped 
the list of importance of services offered by advisors, consultants, 
recordkeepers and other plan providers. This was fairly consistent 
across plans of different sizes, which may reflect plan sponsors’ 
understanding of how important reasonable fees are to fulfilling their 
fiduciary responsibilities. While “reasonable” doesn’t always mean 
“lowest,” keeping fees in check will help reduce the risk of litigation.

This emphasis on fees reflects the Department of Labor’s issuance 
of new fee-related guidance in recent years. This includes its 2009 
guidelines for enhanced disclosure on Form 5500 of direct and 
indirect compensation paid by some larger plans (generally with 
100+ participants) and its 2012 rules that require service providers 
to make robust fee disclosures to plan sponsors and plans to disclose 
fee and investment information to participants. Class action lawsuits 
against large plan sponsors and their service providers have also 
turned up the heat on fees.

REVIEW TARGET-DATE FUND OPTIONS AND FEES
Advisors and consultants can help sponsors review their target-date 
fund choices and fees, as new options become available every year. 
What was state of the art two years ago may no longer be the best 
available. For example, glide paths using multi-managers, diversifiers 
and combinations of active and passive styles are no longer confined 
to the largest plans—many of these strategies are affordable for 
midsize plans, too. Better target-date fund choices can help plan 
sponsors help participants be better prepared for retirement. 

INVESTMENT AND FIDUCIARY ISSUES
“Ongoing monitoring and reviews of investment options” and 
“fiduciary responsibilities review” also rank highly. Like fee reviews, 
these services speak to the importance of fiduciary responsibilities. 
It’s important for plan sponsors to make carefully considered choices 
about all aspects of their plans.

PLAN SPONSORS VALUE PLAN FEE REVIEWS/ 
FEE TRANSPARENCY
(% rating 8, 9, 10)

Inst.LargeMidSmallMicroAll

69% 67%
71% 71% 68% 67%

Source: AB Research, 2014.
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AUTOMATIC ACTIONS BOOST PARTICIPANTS’  
RETIREMENT PROSPECTS
Plan sponsors want participants to achieve good retirement 
savings results. In our survey, the most popular measurement of 
plan success is “having employees feel confident about prospects 
for a comfortable retirement” (46%). That’s probably why many 
automatically default their participants into sound strategies by using 
techniques such as automatic enrollment (55%) and offering a QDIA 
as the plan’s default investment (64%).

There are more steps that could boost participants’ retirement 
readiness without requiring them to take the initiative. For example, 
more plans could offer automatic escalation of savings rates or default 
investors into a target-date fund. As the pricing of more sophisticated, 
customized target-date funds declines with their broader availability 
and use, more plans could adopt a format that might offer lower fees 
and better diversification than prepackaged proprietary mutual funds, 
which are used by 36% of overall respondents. 

Why aren’t these techniques used more broadly? Sometimes it’s an 
issue of philosophy. Plan sponsors are wary of imposing their choices 
on participants, particularly since DC plans started with a do-it-
yourself ethic. Another factor is that when a company offers both a 
DB and a DC plan, the income security offered by the DB plan may 

make the use of these techniques seem less urgent. Plan sponsors 
without DB plans do more with their DC plans and are more likely to 
offer target-date funds, both in general and as their QDIA.

Finally, sometimes plan sponsors simply aren’t aware of newer 
techniques, which gives their financial advisors and consultants an 
opening to distinguish themselves through education. Education may 
be particularly important at smaller firms, where it’s hard for executives 
who cover many roles to keep up on the latest developments.

CAUSES FOR CONCERN
Our biggest area of concern is an apparent decline in survey 
respondents’ awareness of their roles as fiduciaries. Plan sponsors 
care about their fiduciary responsibilities, but there are gaps in their 
understanding of this issue. More than one-third of survey respondents 
say they’re not plan fiduciaries, even though we screened out 
respondents who don’t qualify as fiduciaries. This percentage rose by a 
statistically significant amount from our 2011 survey.

However, four out of five plan sponsors say fiduciary matters are 
“important” or “very important.” Clearly, they want to do the right thing. 
This makes us optimistic that fiduciary awareness can improve. We 
believe that offering more fiduciary training is an important next step 
for plan sponsors and their service providers.

Plan sponsors are improving their plans, with innovations often working their way down from the largest 
plan sizes. There’s still ample room for improvement.

PLANS EVOLVE TOWARD GREATER AUTOMATION,  
BETTER OFFERINGS



 
APPENDIX

A. WHY YOUR DEFAULT INVESTMENT MATTERS
Qualified default investment alternatives (QDIAs) are capturing most 
of the assets of younger savers today. And many in the industry 
expect that within 10 years, QDIAs will likely account for the vast 
majority of DC plan assets. 

DEFAULT NECESSITIES AND REPERCUSSIONS
When participants don’t choose an investment option for their plan 
assets, most DC plans automatically invest those assets in a default 
investment option. Before the Pension Protection Act of 2006 (PPA) 
and subsequent regulations in 2007, plan sponsors didn’t have safe-
harbor protection from fiduciary liability for any default investment 
option. So they typically employed extreme caution and used low-
risk/low-return options that were unlikely to lose money.

The PPA has changed that by extending fiduciary safe-harbor 
protection to QDIAs that “include a mix of asset classes consistent 
with capital preservation or long-term capital appreciation or a 
blend of both.” The Department of Labor (DOL) clarified this in 2007, 
giving the safe-harbor nod to three types of diversified options: a 
target-date retirement fund product or model portfolio; a target-risk 
fund or model portfolio (such as a balanced fund); or an investment-
management service that allocates a participant’s assets among the 
plan’s alternatives based on the participant’s age, target retirement 
date or life expectancy. The DOL also lets plans use stable-value or 
money-market funds as a temporary QDIA, but only for the first 120 
days after an employee begins contributing.

Default safe-harbor protection applies to many situations when a 
participant doesn’t provide investment direction, including automatic 
enrollment; when plans eliminate an investment option or if there’s 
a change in service provider; or if a participant rolls over assets 
from another plan without indicating an investment choice for those 
assets. The QDIA safe harbor and other government-sanctioned 
encouragements can help only if plan sponsors are aware of them. 

THE BENEFITS OF QDIA
Not only do QDIAs provide safe-harbor protection for plan sponsors, 
but these investment vehicles also often provide better asset 
allocation for participants than they might construct on their own. As 
more plans continue to adopt automatic enrollment, the selection of a 
default option will increase in importance.

B. HOW WE DEFINE A “GUARANTEED STREAM OF INCOME”
A guaranteed stream of income, as we defined it in our survey, would 
be based on a percentage of a participant’s higher account balance in 
the years leading up to retirement. It would give participants

 + an income stream that will last as long as they live

 +  the potential to increase the size of their income stream with gains 
in investments

 +  income protection in down markets because the size of the secure, 
guaranteed payments will never decrease

 +  the flexibility to take all or part of their money out of their account 
at any time without incurring withdrawal fees

C. HOW WE DEFINE TARGET-DATE
“Target date” in a fund’s name refers to the approximate year when a 
plan participant expects to retire and begin withdrawing from his or 
her account. Target-date funds gradually adjust their asset allocation, 
lowering risk as a participant nears retirement. Investments in 
target-date funds are not guaranteed against loss of principal at 
any time, and account values can be more or less than the original 
amount invested—including at the time of the fund’s target date. Also, 
investing in target-date funds does not guarantee sufficient income 
in retirement.
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