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Target Date Funds

The DOL and SEC held joint-hearings on
target date funds (TDFs) in 2009. In 2010,
we expect them to provide some guidance
for plan sponsors and some form of
required disclosures for the managers of
these funds to their investors.

Since last yearOs market downturn, when
many investors close to retirement
experienced steep losses, TDFs have
come under scrutiny, leading many
decision-makers to question their
selection. Some of the confusion around
which target date funds to select for a
defined contribution retirement plan is
whether the investment manager has
designed their funds to serve the investor
beyond the target date, through death.
Such funds have become known as

OthroughO funds as opposed to OtoO funds,

which are designed to end at the target
date stated in the name of the fund.

The year 2008 was disastrous for TDFs,
with the average 2010 fund losing 25%
because the typical 2010 fund held 45
percent in equities - a big surprise to many
as their portfolio was two years away
from the Otarget date.O

Amid the controversy, one key theme has
emerged: the importance of an effective
fiduciary process that allows decision-
makers to identify the target date funds
that are appropriately aligned with the

goals and needs of the plan, as well as the Going through a documented process RTINS ETIH=R(al= N o] =01 [Talo P L)

behavior of the planOs participants.

Evaluating the differences among TDFs,
however, can be challenging for investment
fiduciaries. There is a wide range of TDFs
to chose from and they each have different

investment Ophilosophies.O TDFs are assetresponsibilities by substantiating its decis

allocation funds that can not be
categorized within a Morningstar style
box.

Sample Target Date Fund
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I Employ sophisticated investment
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effectiveness of your target date fundg
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decision-making process
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I Consider new, alternative asset clas
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These types of funds have a unique rc
when offered in a 401(k) Plan. Retireme
plan fiduciaries will need to understand t
trade-offs between maximizing retur
versus managing volatility.

Remember :

ERISA Prudent Rule states that
Pduciaries must act with the care, skil
prudence and diligence under the

analyzmg and comparing the TDFs availz
in the market place, helps to begi
identifying the ones that more closely ali
with the particular needs and goals of t
plan and the demographics of the emplo
population. This helps the fiduciary fulfill

prudent man acting in a like capacity
and familiar with such matters would
use in the conduct of an enterprise of
like character and with like aims. [ERI
2404(a)(1)(B)]

for selecting one family of target date fun
over others available to them.
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