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Executive Summary
The target date selection process has dramatically changed over the last five years, aided by government regulations,
an increase in the number of target date suites and the availability of new products and glide paths. Many plan sponsors,
working with record keepers offering a proprietary target date suite, may have had only a handful — sometimes just one —
of options available during the initial selection process. This white paper offers a road map to help plan sponsors determine
whether the current target solution is the appropriate choice.
The most recent stock market downturn put target date funds under a microscope and caught the eye of the Securities and
Exchange Commission and the Department of Labor (DOL). The increased scrutiny culminated in DOL “tips” for plan sponsors
to evaluate the appropriateness of their target date funds.
This white paper is a guide for plan sponsors to establish the necessary framework to successfully select a target date suite
for their participants. Target date funds are not created equal, and plan sponsors should approach the manager selection
process with open eyes. With the strong process in place that we outline in the following pages, plan sponsors can best
determine which target date fund glide paths meet their goals and objectives.
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Developing a Plan Sponsor Road Map for Fiduciary Success
Target date funds are now used in over 88 percent of retirement plans today, according to a 2015 Profit Sharing Council of
America survey. Asset flows into target date funds continue to build momentum. Total assets in open-ended mutual fund
target date funds increased to $535 billion in the first quarter of 2015.
The rapid ascendance of target date funds is tied to a number of factors, most especially the increased desire of participants
for asset allocation assistance based on their age. Additionally, numerous behavioral finance studies reinforce the
movement towards auto contribution features, higher default deferral rates and higher caps on annual deferral escalators.
We believe that, above all, the fiduciary safe harbors offered to plan sponsors for incorporating the aforementioned auto
features, coupled with the government legislation codified in the Pension Protection Act of 200 which permit the use of
asset allocation funds to function as an acceptable qualified default investment alternative (QDIA), have quickly driven
billions of dollars of assets towards target date options.
The growth of the target date fund industry has translated into escalating allocations within defined contribution portfolio
line-ups. At the same time, plan sponsors face increased fiduciary responsibility for monitoring the performance and
appropriateness of these funds. With target date funds still relatively novel products, and few industry measurement tools
with which to evaluate them, plan sponsors are potentially exposed to fiduciary gaps surrounding the process of target date
fund selection, performance monitoring and the corresponding required documentation.
Historically, plan sponsors have relied on their investment policy statements to reference the appropriate collection of peer
groups and benchmarks to adequately select and monitor a particular manager’s performance. Many investment policy
statements, however, lack clear language dedicated to selecting and monitoring target date funds. This fiduciary gap exists
at a time when target date funds are on pace to claim the largest share of defined contribution plan asset allocations. Today,
target date funds capture nearly 65 percent of inflows into defined contribution plans. According to new research by Cerulli
Associates, target date funds will capture 88 percent of new contributions to plans by the end of 2019.
Whether because of the lack of open architecture, or just a limited number of product options, plan sponsors may have been
overly constrained when they initially selected their target date fund suite. Many plan sponsors were likely offered as few as
one target date alternative. Fidelity rolled out their open-ended mutual fund target date fund suite in 1996. Large target date
providers such as Principal (2001), T. Rowe Price (2002) and Vanguard (2003) followed suit and gathered significant market
share by encouraging their recordkeeping clients to add their proprietary target date suite.
The Department of Labor has taken notice and recently issued eight tips to help plan fiduciaries with target date fund
selection. Plan sponsors can use this guidance to determine the most prudent actions in the context of their specific plan
goals and participant needs. The eight tips are listed on the following page.
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Developing a Plan Sponsor Road Map for Fiduciary Success
Department of Labor Eight Tips

1

Establish a process for comparing and selecting target date funds

2

Establish a process for the periodic review of selected target date funds

3

Understand the fund’s investments

4

Review the fund’s fees and investment expenses

5

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

6

Develop effective employee communications

7

Take advantage of available sources of information to evaluate the target date fund
and recommendations you received regarding the target date fund selection

8

Document the process
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Developing a Plan Sponsor Road Map for Fiduciary Success
This Target Date Fund Fiduciary Road Map will supply plan sponsors with a strategy to successfully implement a manager
selection process that accommodates the current target date fund landscape and mindful of the DOL tips. The Road Map
consists of five white papers designed to outline the practical steps that plan sponsors can follow to help them identify the
target date funds that best meet the their overall plan objectives and serve the needs of their participants. The five step
process is outlined below.

Strategic Plan
Review

Determine
Appropriate Glide
Path

Selection
and
Implementation
Conduct
RFI/ RFP

Performance
Analysis

Our first paper is focused on conducting a strategic plan review and its impact on the target date fund selection. Key areas of
focus of the strategic plan review include evaluating the following:
Plan Design
Participant Demographics
Glide Path Preferences
Portfolio Construction
Expenses
On the following pages is the questionnaire to identify the plan sponsors’ goals and objectives, assess participant behavior
unique to their employees, define risk tolerance and time horizon, determine the role of diversification, evaluate asset class
and manager selection, and develop an expense policy.
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Plan Design
Question

Answer Choices

Question Type

How important is it to keep
participants in the plan after
age 65?

1. Not a priority.

Multiple Choice

2. Somewhat important.
3. Very important.
4. Of utmost importance.
5. Don’t know.

How important is it for the plan
to serve retirement income
needs?

1. Not a priority.

Multiple Choice

2. Somewhat important.
3. Very important.
4. Of utmost importance.
5. Don’t know.

From highest to lowest, with
highest being most important,
rank the following attributes
for your plan:

1. Retaining plan participants.

Rank

2. Increasing plan enrollment.
3. Offering a wide selection of options.
4. Offering an income component in the plan.
5.	Making sure that the fund choices are cost effective for
participants.

From highest to lowest, with
highest being most important,
rank the following attributes
for your target date funds:

1.  Making sure the fund offers significant downside
protection for near term retirees.

Rank

2. Making sure the glide path of equity exposure is gradual.
3.  Making sure the fund offers a high degree of success for
retirees through retirement.
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Participant Demographics
Question

Answer Choices

Question Type

In your opinion, how do
participants behave in periods
of market volatility?

1. Exhibit very reactive behaviors.

Multiple Choice

2. Exhibit somewhat reactive to market conditions.
3. No more reactive than average.
4. Less reactive than average.
5. Don’t know.

How important is the role
of target date fund education
and communication in
executing a target date
strategy?

1. Not important.

Multiple Choice

2. Somewhat important.
3. Very important.
4. Of utmost importance.
5. Don’t know.

What are your expectations
for the growth of union
membership?

1. Union membership is likely to decline.

Multiple Choice

2. Union membership will hold steady.
3. Union membership will grow slowly, less than historically.
4. Union membership will grow quickly, more than historically.
5. Don’t know.

How much of the retirement for
the majority of participants will
be funded via their savings in
the company plan?

1. All.

Multiple Choice

2. Most.
3. More than half.
4. Less than half.
5. Very little.
6. Hardly any.
7. Don’t know.

What are your expectations
about future employer cash
flows into the plan?

1. Unlikely to change.

Multiple Choice

2. Likely to decrease.
3. Likely to remain the same.
4. Likely to increase.
5. Don’t know.
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Glide Path
Question

Answer Choices

Question Type

Do your participants require
a unique or customized glide
path?

Yes.
No.
Not Sure.

Multiple Choice

If you answered “yes” above,
why (what are the reasons you
think they might require this)?

Open Ended

If you answered “yes”
above, what might be some
characteristics of a “unique”
glide path that you think would
be important?

Open Ended

What has been your experience
with target date funds?

1. Very favorable.

Multiple Choice

2. Somewhat favorable.
3. Neutral.
4. Unfavorable.
5. N/A.

How would you characterize
your thoughts around equity
exposure in target date funds?

1. There should be a high level of equities throughout the
life of the fund.

Multiple Choice

2. Equity allocation should be much lower at retirement.
3.	Equity allocation should be much lower 20-30 years
after retirement.
4. Don’t know.

Where do you think an equity
allocation should be for a
participant 20 years away
from retirement?

Equity Allocation Scale:

Multiple Choice

1. 10%
2. 20%
3. 30%
4. 40%
5. 50%
6. 60%
7. 70%
8. 80%
9. 90%
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Portfolio Construction
Question

Answer Choices

Question Type

Are you comfortable with the
use of derivatives in a target
date fund?

Yes.
No.
Not Sure.

Multiple Choice

Based on what you know, do
you prefer “active” or “passive”
investments in the plan?

1. Active.

Multiple Choice

2. A mix of both, with a preference for active.
3. A mix of both, with a preference for passive.
4. An equal mix.
5. Passive.
6. Not sure

What is your ideal mix of
domestic/international
holdings — across all asset
classes?

Domestic/International Mix:

Multiple Choice

1. 90%/10%
2. 80%/20%
3. 70%/30%
4. 60%/40%
5. 50%/50%
6. 40%/60%
7. 30%/70%
8. 20%/80%
9. 10%/90%

What do you consider non-core
(alternative) asset classes?

1. Hedge Funds.

Circle all that apply.

3. Real Assets.

Multiple Choice

2. Private Equity.

4. Commodities.
5. International Equities.
Do you prefer a portfolio with
individual securities or a
fund-of-funds?

1. Fund-of-funds.

Multiple Choice

2. A mix of both, with a preference for fund-of-funds.
3. A mix of both, with a preference for individual securities.
4. An equal mix.
5. Individual securities.
6. Not sure.
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Portfolio Construction Continued
Question

Answer Choices

Question Type

Do you prefer a single manager
or multi-manager approach?

1. Single manager.

Multiple Choice

2. A mix of both, with a preference for a single manager.
3. A mix of both, with a preference for multi-manager.
4. An equal mix.
5. Multi-manager.
6. Not sure.

Are there any particular
investment vehicles to which
you are opposed (commingled
pool, separate account, etc.)?

Open Ended
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Expenses
Question

Answer Choices

Question Type

How important is it for the
target date funds to have
similar expenses?

1. Not a priority.

Multiple Choice

2. Somewhat important.
3. Very important.
4. Of utmost importance.
5. Don’t know.

Target date funds should have
expense ratios in what range?

In order of preference, rank the
following as means of keeping
expenses reasonable.

1. 10-30bps

OR

0.10%-0.30%

2. 30-50bps

OR

0.30%-0.50%

3. 50-70bps

OR

0.50%-0.70%

4. 70-90bps

OR

0.70%-0.90%

5. 90-110bps

OR

0.90%-1.10%

6. 110-130bps OR

1.10%-1.30%

1. Zero revenue investment options.

Multiple Choice

Rank

2. Use of revenue-generating funds.
3. Use of levelized “wrap fee” for recordkeeping.

Conclusion
Strategic Plan
Review

Determine
Appropriate Glide
Path

Selection
and
Implementation
Conduct
RFI/ RFP

Performance
Analysis

The strategic plan review is step one of the five step process and lays the foundation for selecting an appropriate glide
path. Our next white paper will focus on the glide path selection process using the metrics established in the strategic
plan review. Glide paths are not all created equal, and a proper target date fund selection process will allow plan
sponsors to conduct a fair performance analysis amongst suitable product offerings. The underpinning of a sound
process begins with establishing goals and objectives during the strategic plan review. The remaining steps towards
selecting an appropriate target date series are organized around successfully completing the strategic plan review.
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Chris Karam
Chief Investment Officer
As Chief Investment Officer, Chris Karam helps clients pursue financial confidence by creating
strategies within a disciplined review process. He and the team at Sheridan Road apply the best
practices of institutional and private wealth management to their clients’ portfolios.
Chris and the team partner with their clients to develop a sound strategic plan and review its
effectiveness using a proprietary scoring system that emphasizes risk management, downside
risk management and controlling expenses.
Passionate about investing and understanding the impact of global events on the capital markets, Chris enjoys explaining
complex market concepts in a way that is accessible and easily understood. He authors white papers and plan sponsor guides
to share thought leadership and deliver actionable insights. Chris believes that clients achieve better outcomes when they
make informed decisions about investing and follow a sound fiduciary process
He has earned advanced certifications which demonstrate his commitment to his craft. The Certified Investment
Management Analyst (CIMA®) designation signifies a high level of consulting competency with asset allocation, ethics, due
diligence, risk measurement, investment policy and performance measurement. He earned his B.S. in Decision Science from
Miami University.
Unique Accomplishments
Top 50 Advisor Under 40 – National Association of Plan Advisors 2016
Top 20 Rising Stars in Wealth Management – Institutional Investor 2008
2016 NAPA award recipients are nominated and voted on by industry peers and selected by a NAPA member committee
based on business profile and industry leadership potential.
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The principal value of a target fund is not guaranteed at any time, including at the target date. The target date is the approximate date when investors
plan to start withdrawing their money. No strategy assures success or protects
against loss.
Investing involves risks, including possible loss of principal.
Because of their narrow focus, sector investing will be subject to greater volatility than investing more broadly across many sectors and companies.
International investing involves special risks such as currency fluctuation and political instability and may not be suitable for all investors.
Fund of hedge funds involve special considerations and risks not associated with an investment in traditional mutual funds. Each fund’s investment
program is speculative and includes risks inherent with an investment in securities, as well as specific risks associated with the use of leverage, short
sales, options, futures, derivative instruments, investments in “ junk bonds”, non-US securities, illiquid investments and limited regulatory oversight.
Each fund is a non-diversified fund and invests in Hedge Funds that may invest a substantial portion of the assets managed in an industry sector.
Higher fees, potential investor income qualifications and strategy limitations must be considered in any suitability determination.
Investing in private equity is subject to significant risks and may not be suitable for all investors.
The fast price swings in commodities and currencies will result in significant volatility in an investor’s holdings.
Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to
availability and change in price.
Derivatives are not suitable for all investors and certain options strategies may expose investors to significant potential losses such as losing the
entire amount paid for the option.

Investors should consider the investment objectives, risks, charges and expenses of the investment company carefully
before investing. The prospectus and, if available, the summary prospectus contain this and other important information
about the investment company. You can obtain a prospectus and summary prospectus from your financial representative.
Read carefully before investing.

Sheridan Road is an independent investment consulting and retirement advisory
firm serving clients nation-wide from offices located throughout the country.
Our Mission is to be the premier institutional investment consulting firm that
consciously leads others on a sound financial path. We strive to make an impact
on the lives of our team members, our clients and the communities in which we
serve. We will offer innovative strategies delivered by responsive, friendly and
knowledgeable professionals to create an enriching client experience.

Sheridan Road Financial, LLC
707 Skokie Boulevard, Suite 400
Northbrook, IL 60062
847-205-9073
www.sheridanroad.com

© 2017 Sheridan Road Financial, LLC: All Rights Reserved. Securities offered through LPL Financial. Member FINRA / SIPC . Investment advice offered
through Sheridan Road Advisors, LLC a registered investment advisor. Sheridan Road Advisors, LLC and Sheridan Road Financial, LLC are separate entities
from LPL Financial. Sheridan Road is an independent investment consulting and retirement advisory firm serving clients nation-wide from offices located
throughout the country.
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