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Overview of QDIA Landscape




A Quick Look Back

e Pension Protection Act of 2006

 Importance of QDIAs

e Why TDFs?
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Organic Growth Rate by Year
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Organic Growth Rate by Strategy
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Proliferation of Product

Available 5 years ago with a 3-year track record

Your Equity Exposure score
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Proliferation of Product

Available 3 years ago with a 3-year track record
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Proliferation of Product

Available today with a 3-year track record

Your Equity Exposure score
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Market Dominance
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Where Are We Today?

Current Trends Key Drivers Outcome

- Fee Compression
- 408(b)(2) & 404(a)(5) - Fee & Service Justification

- Index Funds & ETFs - Open Architecture Platforms
- Transparency - Benchmarking

Fee Awareness

- Fund Bias Exposure
Fund Choice Lost Decade Market Returns _ Participant Advice

Share Class Litigation - Unrestricted Fund Choice

- Emerging CIT & ETF Solutions - Low Cost Alternative Options
. . . - 408(b)(2) Fiduciary Status - RIA Involvement
Fiduciary Oversight _ 3(21) & 3(38) Services - MEP s:!ut.:n:— o
- Regulatory Enforcement - Expanding Role of the Expert



Investment Challenges of TDFs
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Investment Challenges of TDFs

 Loss Potential > Loss Capacity

e Conflicting Definitions of Success
e TDFs Are Not Created Equal

* Glide Paths

e Due Diligence



What’s Normal about Glide Paths?
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MarketGlide: Average Glide Path
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Investment Due Diligence Process

e Documented Due Diligence of:
— Asset classes and sub-asset classes

e Underlying holdings (and attribution)
— Withdrawal and/or reinvestment assumptions of TDF

— Glide Path
* |nvestment rationale for Glide Path
e Analysis of Glide Path stability

e Degree of tactical asset allocation

Source: Morningstar: Target-Date Series Research Paper- 2012 Industry Study. Morningstar, Inc. May 2012.



Investment Due Diligence Process

e Documented Due Diligence of:
— Stress Testing
— If proprietary, evaluation of underlying funds/mgrs.
— Understanding what drives returns

— Manager Compensation

Rewarding Performance

Short-Term Long-Term Gathering Assets
12 7 3

Source: Morningstar: Target-Date Series Research Paper- 2012 Industry Study. Morningstar, Inc. May 2012.



Estimated volatility (%)
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Conviction in Their Own Ideas?

e Do Fund Managers Actually Invest in Their Own Funds?

— Per the Morningstar study...

* “Intwo separate 2011 studies, Morningstar found a correlation between managers who
invested substantial sums in their funds and superior relative fund performance.”

e “Of the 38 series...managers of 18 have zero dollars invested... Most fund managers don’t invest
a dime in the mutual funds they run. But given the importance and growing prominence of
target-date funds...this low co-investment is disappointing.”

e “Across the industry, just one manager...meets the highest industry standard...owning shares
worth more than $1 million. One other manager... owns shares in two of [his] funds, with one
investment valued between $500,000 and $S1 million while the other is worth between $10,000
and $50,000.”

Source: Morningstar: Target-Date Series Research Paper- 2012 Industry Study. Morningstar, Inc. May 2012.



Fiduciary Challenges of TDFs




Plan Sponsor Awareness

Prudence Still Reigns

— “[N]Jothing in [the regulation relieving fiduciaries of liability for losses resulting from a
participant’s investment in a QDIA] shall relieve a fiduciary from his or her duties under part 4
of title | of ERISA to prudently select and monitor any qualified default investment
alternative...”

e Fiduciary Disconnect

e Balancing QDIAs with Participant Education/Communication

Source?: Field Assistance Bulletin No. 2008-03 — Guidance Regarding Qualified Default Investment Alternatives (29 CFR 2550.404c-5), www.erisarulesandregulations.com/2008/04/field-assistance-bulletin-no-2008-03.html



Fiduciary Challenges

e Alignment with Plan Goals

— Risk tolerance of participants

— Retirement readiness and needs of participants

e Decision Making

— How do | choose?

— How do | monitor? What things do | even look for?

e Additional attention for QDIAs

 Direct competition with fund lineup




What Are You Paying For?

e Active vs. Passive
— Active Share
— lIsit a‘closet indexer’?

Active Share
100-85% 84-70% 69-55% 54-0%
26 5 6 8

e Open vs. Closed
— Proprietary (closed) platforms
— Mixed platforms
— Open-architecture platforms

Closed Mixed Open
24 10 7

Source: Morningstar: Target-Date Series Research Paper- 2012 Industry Study. Morningstar, Inc. May 2012.



How Much Are You Paying?

e  What’s normal? What’s high? What’s low?

Net Expense Ratiol

Average High Low
0.83% 1.31% 0.18%

Asset Class Comparisons?

Average High Low
Large Cap Core 1.26% 2.05% 0.10%
Intermediate Bond 0.90% 1.72% 0.10%
Balanced Allocation 1.38% 2.15% 0.25%

Source': Morningstar: Target-Date Series Research Paper- 2012 Industry Study. Morningstar, Inc. May 2012.
Source?: fi360



DOL: TDF Tips for ERISA Fiduciaries

e Establish a process for comparing and selecting investments.
*  Establish a process for the periodic review of selected TDFs.

e Understand the fund’s investments — the allocation in different asset classes, individual
investments, and how these will change over time.

e Review the fund’s fees and investment expenses.

* Inquire about whether a custom or non-proprietary target date fund would be a better fit for your
plan.

* Develop effective employee communications.

* Take advantage of available sources of information to evaluate the TDF and recommendations you
received regarding the TDF selection.

*  Document the process.

Source: DOL



Trickle-Down Effect

e  Shift of Burden

 Depends on your fiduciary status

— Non-fiduciary
— 3(21)
— 3(38)

e  Opportunity or Threat




Where Do We Go From Here




Rethinking QDIAs

 Redefining “Success”

e Drivers of QDIAs

e Solution rather than Product
e Manage Risk Exposure

*  Prudent, Conflict-Free, Transparent



Best Practices for Sponsors & Advisors

e Back to Basics (mostly)
e (QDIAs Are Different
e Justification of Fees

e Process over Outcomes

Good Outcome Bad Outcome

Good Process Deserved Success Bad Break

Bad Process Dumb Luck Poetic Justice




Contact Information

Aurum Advisory Services
6685 Beta Drive
Mayfield Village, Ohio 44143

440-605-1900 Phone
866-605-1901 Toll Free
440-605-0200 Fax

www.aurumadvisory.com

Eric N. Wulff — Managing Director, Principal
440-605-7277 Direct

Michael T. McKeown, CFA, CPA — Director of Research
440-605-7211 Direct

Jacob C. Adamczyk, AIF® — Associate Vice President
440-605-7279 Direct




Important Disclosures

This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any
security/instrument, or to participate in any trading strategy. Any such offer would be made only after a prospective investor had completed its
own independent investigation of the securities, instruments or transactions, and received all information it required to make its own
investment decision, including, where applicable, a review of any offering circular or memorandum describing such security or instrument. That
information would contain material information not contained herein and to which prospective participants are referred. This material is based
on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may
change. We make no representation or warranty with respect to the accuracy or completeness of this material. Aurum Wealth Management
Group and/or Aurum Advisory Services has no obligation to provide updated information on the securities or information mentioned herein.

Estimates of future performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes
to any assumptions may have a material impact on any projections or estimates. Other events not taken into account may occur and may
significantly affect the projections or estimates. Certain assumptions may have been made for modeling purposes only to simplify the
presentation and/or calculation of any projections or estimates, and Aurum Wealth Management Group and/or Aurum Advisory Services does
not represent that any such assumptions will reflect actual future events. Accordingly, there can be no assurance that estimated returns or
projections will be realized or that actual returns or performance results will not materially differ from those estimated herein. This material
should not be viewed as advice or recommendations with respect to asset allocation, any particular investment, or any tax advice. Persons
should not use any information contained herein or linked presentations as a primary reason for investment or tax decisions.




Additional Announcements

frduciary insights

* Take advantage of everything fi360 has to offer. Visit our
Events Calendar at http://www.fi360.com/events-calendar to
view upcoming training events, webinars, speaking
appearances, and more!

e Gain insight into regulatory developments and stay current on
industry trends by signing-up for fi360’s e-newsletter at
http://info.fi360.com/sign-up-for-fi360s-e-newsletter.
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frduciary insights
@ e Continuing education credit for the CFP® certification and AlF and
\ AlIFA designations will be processed automatically.

 Visit the fi360 Blog for a follow-up post to answer your questions:
http://blog.fi360.com.

e Arecording of this webinar will be available soon in the archive
(www.fi360.com/webinars) and in the Designee Portal.

e Email resources@fi360.com with any additional questions or
comments.
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