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1) Defining profitability

2) Applying a plan profitability evaluation process
3) Managing and enhancing plan profitability

4) Practical applications for your retirement plan practice
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Adapt or Die: Changing the Competitive Landscape

e What was no longer is
e Breaking through tradition

e |fyou don’t adapt, you will die
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Expectations of Retirement Plan Advisors... Survey Says

What do you expect to happen fo the size of your

Do you have a written business plan that govems
practice over the next 12 months?

your practice?

20 2012 A
ves Teaen  sea% 8ew o Soymesame o o..2B3% 50.2% 39% O
No 361%  4l.6%  150% © .oowinnumberofadvisss 278% 301% B3k ©
"""""""""""""""""""""""""""""""""""""""""""""""""""""" row in numiber of support staff J78% 3% -157%
IDecline innumberof advissrs  09%  1.0%  7.3% ©
1Decline innumber of support staff  00%  0.2%  na ©

2011 2012

*2012 PLANADVISER Retirement Plan
Adviser Experience Survey
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Expectations of Retirement Plan Advisors... Survey Says

What is your top concem for your practice today? What is the exit strategy for your business?
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*2012 PLANADVISER Retirement Plan
Adviser Experience Survey
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Be Profitable. Be Efficient.

5 Reasons to Assess Plan Level Profitability

1) Tra nsparency The ultimate goal of your advisory
practice is to make a profit.

2) Valuation

... And not all plan business, is the
right business

3) Efficiency
4) Pricing

5) Consolidation

To Value Each Plan Correctly
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Defining Profitability

Profit Maximization: The short run or long run process by which a firm
determines the price and output level that returns the greatest profit

Two approaches:

1. The total revenue — total cost approach simply states that profit = revenue —
cost and focuses on maximizing this difference

2. The marginal revenue — marginal cost approach is based on the fact that total
profit reaches its maximum point where marginal revenue equals marginal cost
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Defining Profitability

Total Revenue — Total Cost
= Profit

A Costs
TC TR

TR = Total Revenue

TC = Total Cost

A = Total Profit Curve

B = Total Cost Curve

C = Total Revenue Curve

Maximum Profit is achieved when
Cis>or=Bas illustrated by A

Marginal Revenue — Marginal Cost
= Marginal Profit
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Price
A MC

ATC

P \\ —’f D=AR=MR
\g _/‘y

B

: -
Q Quaritity

A = Total Profit Curve Q = Optimum Quantity

(MR = MC) MC = Marginal Cost
B =Total Cost Curve ATC = Average Total Cost
C =Total Revenue Curve  pagc = Total Economic
D = Demand Curve Profit

(AR = MR)
P = Price
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http://en.wikipedia.org/wiki/File:Profit_max_total_small.svg
http://en.wikipedia.org/wiki/File:Profit_max_marginal_small.svg

Defining Retirement Plan Practice Profitability

Firm Affiliation:

e Wirehouse
* Independent

* RIA

Business Focus:

e Retirement Specialist | a{ ql_ Q5g4 £

e Wealth Manager

e m—
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Staying Ahead of the Curve

e Only1/3" of retirement plan advisors know the gross and net margins for their
overall DC business, and even fewer (about 1/5% of retirement plan advisors) know
this on a plan-by-plan basis

Retirement Advisors Gross Profit by DC plan Net Profit by DC plan

Serviced Serviced

| know it well 31% 21%

Don’t know, but would love to 33% 37%

*Source: H&W/Sway Research 2012 Retirement Advisor Survey
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Applying a Plan Profitability Evaluation Process

Evaluation
of Asset,
Revenue
and Cost

Characteristics

Anticipated
Profitability of
1, 3, 5 year
Periods
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Determining Revenue Sources

Revenues

e Current plan assets

* Number of eligible participants and actual participatants
e Salary deferrals and projected annual contributions
e Potential to increase contributions through enhanced education or advice services
e Matching or profit sharing contributions
e Additional services:
e Education and enrollment meetings

e Fund selection and monitoring
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Building Your Revenue Stream... Survey Says

2012 PLANADVISER Experience Survey

,:venlzga annual charge for services to refirement plans, How advisers are paid for qualified plan business
y plan size
2011 2012
STMM SSMM  S20MM  SSOMM | | e
- - - Commissions'12b-1s 62 4% 55.8% -10.458%
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- - o e
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] r * 5 8
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More than 100 BPS 7.5% 09% 0.0% 0.4% * Regardless of ossel size
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Earning Your Target Billable Hourly Rate

Assume you work 50 hours per week and 50 weeks per year:

$100 an hour = $250,000 per year

$250 an hour = $625,000 per year

S300 an hour = $750,000 per year

S400 an hour = $1,000,000 per year
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Analyzing Your Cost Structure

e Travel costs for an on-site visit with a geographically removed client
e Educational materials and support
» Staff time devoted to frequent calls, prep work, benchmarking and/or fund analysis

» Special licenses or certificates maintained to support a block of plans
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Structuring Your Costs... Survey Says

2012 PLANADVISER Experience Survey

Plan services offered as part of retainer or annual service
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Turning Around an Unprofitable Plan

Consider the What, How, Who and Why

is the current plan design structure?

am | determining the service model?

Who

is responsible for implementing these services?

Why do | want to take on this plan?
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What? Evaluating the Current Plan Design Structure

5 Plan Design Ideas to Turn Around an Unprofitable Plan

1) Less Restrictive Eligibility Did You Know?

Opt-out rates for employees who
are defaulted into their retirement
2) Automatic Enrollment/ Escalation plans are less than 5%*

*Source — Profit Sharing Council of America, 2011

2) Stretching the Employer Match
3) Safe Harbor 401(k)

4) New Comparability Profit Sharing Contribution
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Case Example: The Impact of Plan Design on Profitability

* XYZ Corporation has 200 employees with average compensation of $50,000

e The matching contribution will be dollar for dollar (100%) on the first 3% of pay
deferred into the plan

 The advisor receives 12b-1 fees based on total plan assets

Scenario 1

* Average deferrals at 5%  Auto enroll/ escalation starting at 6% in year
one with 1% step ups for years 2 and 3

* Eligibility restrictions to years of service
and age  Eligibility restrictions removed

* This is a hypothetical plan example meant
for illustrative purposes only.

FOR ADVISOR USE ONLY. NOT FOR PUBLIC DISTRIBUTION. NUVEEN INVESTMENTS




The Growth Rates are Good - But Can Be Better

Plan Asset Growth Rates

4,400,000 —+-Scenario 1 Scenario 2

4,000,000

3,600,000

Plan Assets

3,200,000

2,800,000

2,400,000 . : |
Year 1 Year 2 Year 3

e This is a hypothetical plan example meant for illustrative purposes only.
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Maximizing the Revenue Growth Potential

Plan Revenue Growth Rates

$16.000 - —-Scenario 1 Scenario 2
15.0% increase
in revenue
15,000 . growth

14’000 | 9.3% increase in /

revenue growth
13,000 - /
12,000 /

4.2% increase in
revenue growth

Plan Revenue

11,000 -

10,000 i

Year 1 Year 2 Year 3

e This is a hypothetical plan example meant for illustrative purposes only.
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How? Determining the Service Model

Tips to Ensure an Effective Service Model

. Why do they h lan? .
y o they have a plan Did You Know?

— Align your service model with the motivations of the

employer for sponsoring a plan. A recent survey showed that
participants in plans with
educational communications after

*  Areyou leveraging your recordkeeper relationships? enrollment were 6x more likely to

. : increase their deferral rates
—  Have you considered moving the plan to a record keeper f

that you have scale with?

e What's the frequency?

—  How often have you committed to applying these services?

—  Alternatively, you may consider other mediums of communication for contact in between the in
person visits
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Building an Effective Team

Providing better client service and meeting the

s Retirement Plan Advisor
needs of plan sponsors and participants

Practice Structure*

 Increased productivity, creativity, efficiency and
clearer work objectives

J Enhanced communication

e  Motivated staff

e Higher levels of job satisfaction M Part of a Team

Individual Advisor Practice
. Less stress

*2012 PLANADVISER Retirement Plan Adviser Experience
Survey
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Who? Implementing the Service Model

Outsource, Delegate or Do It Yourself?

Review your service model Core Services

—  This will determine the skill sets required
of your team members

. Identify the core and non-core services

— Identify the core services which will be personally
handled by you

— Assign remaining services to a functional role
within your team

Non Core

. Consider the billable hourly rate of each team member ... Own Outsource Delegate

. Determine what, if anything, will need to be outsourced

— Assign someone internally to be responsible for managing the vendor relationship

. Leverage the support of your service providers

—  Many offer extensive tools, programs and articles that can be utilized with your clients
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Guidelines for Adding Resources

e Reaching a certain threshold of retirement plan clients
e Reaching a certain threshold of retirement plan assets

e Enhancing your service model based on evolving plan client needs
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Why? Considerations to Take on a Plan

Indirect Revenue Potential

] ?
Cross-sell other products to the plan sponsor and/or Did You Know:

net worth employees Nearly one in four retirement

plan advisors said they get most

- of their new clients from referrals
Value of the plan sponsor client as a referral source or from existing clients

gateway to other clients
*Source — PLANADVISER Experience Survey, 2012

Attain a client in a target market in which you seek to develop a presence and expertise

Learn from and use the client as a success story with other target clients
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Using the Intel to Enhance Efficiency and Prospecting Efforts

e Use the findings of your plan evaluations to proactively target new prospects based on
their attributes such as:

— Firm’s financial condition
— Business type

— Plan assets

— Employee count

— Expected financial return

e Ifthere are plans you would not take on again, identify and document those attributes
that make them unattractive

e  Prioritize existing clients who don’t meet your profitability criteria for the resources that
they are consuming. If you cannot reevaluate their service or pricing model, you may need
to forgo the relationship
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Factoring in the Variables

1) Competition

2) Strength of demand

3) State of the economy

4) Market position (brand recognition)

5) Substitutes
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Create an Ongoing Process to Review Your Plans’ Profitability

4 Steps to Manage Profitability with Periodic Review and Adjustment

1) After completing plan evaluations, review the metrics that have the greatest impact on

plan profitability within your practice

2) Identify and document those actions that were successful and contributed to profitability,

and those that were not
3) Consider the What, How, Who and Why to turn around an unprofitable plan

4) Share success metrics with plan sponsors, such as an increased average account balance,
increased plan participation rates, and more appropriate investment diversification across

participant balances to illustrate your ‘DC alpha’
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This presentation is provided for information and educational purposes only.

The statements contained herein are based upon the opinions of Nuveen Investments. All
opinions and views constitute the judgments as of the date of writing and are subject to
change at any time without notice. This information contains no investment

recommendations and should not be construed as specific tax, legal, financial planning or

investment advice.

Certain information was obtained from third-party sources, which we believe to be reliable,

but is not guaranteed.
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