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EXECUTIVE SUMMARY

403(b) plans provide an important method to
save for retirement for many school district
employees. These plans allow workers to
make independent decisions as to how much
they want withheld from each paycheck

and contributed to the plan. Employees are
typically permitted to adjust their contribution
amounts during the year as necessary. School
districts can also make contributions to 403(b)
plans on behalf of their workers.

403(b) plans differ from 401(k) plans in that
school districts are frequently less involved
than private employers are in their 401(k)
plans. Individual public schools do not have
human resource departments and school
districts frequently do not have the resources
to develop a “culture of savings”in the same
way as the private sector. School-sponsored
403(b) plans typically are not subject to the
non-discrimination rules that encourage many
private employers to foster savings by lower
paid workers. Additionally, participants in
403(b) plans often have their own individual
contracts with the investment provider.
Often, a school may only collect contributions
and make its auditorium or gymnasium
available for advisors to meet with interested
employees. Thus, participants bear more
responsibility, and often need more help to
learn about how the plan works, how much
to save for retirement, and how to invest their
money in the plan.

This paper examines the impact of participant
choice in 403(b) plans. It looks at the extent to
which school district employees want choices
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in their 403(b) plans and whether providing
those choices is beneficial to them.

It finds that many participants want the ability
to receive assistance with their retirement
plans. For example, a study by the TIAA-CREF
Institute showed that 60% of near-retirement
higher education employees had consulted
with a financial professional about retirement
during the previous two years. A study by
Merrill Lynch also revealed that 34% of retirees
would recommend working with a financial
advisor early in life.

Studies showed participants have varied
preferences regarding how they want to
receive assistance. For example, a survey
by Charles Schwab indicated that 51%

of participants preferred one-on-one
consultation, while 23% preferred an online
tool. A study by ING reflected that 59%
of government workers wanted seminars
or meetings, while 66% preferred printed
materials. Multiple methods for receiving
assistance, such as those described in the
surveys, are currently available to 403(b)
participants through the marketplace.

The paper finds that participant choice is
valuable both in terms of helping workers
prepare for retirement and maintaining
participation levels in 403(b) plans. Studies
indicate that workers save more for retirement
and have greater diversification when they
have the ability to consult with a financial
professional. Additionally, researchers at the
RAND Corporation found that individuals who
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voluntarily elect to receive advice have greater

positive performance results than both
persons who do not receive advice as well as
individuals who automatically receive advice.

Data also reflects that participation in

403(b) plans declines when the number of
investment providers is reduced. In Southern
California, around 50% of workers stopped
contributing to their 403(b) plans when their
existing investment provider was no longer
available. Similarly, the number of participants

dropped by over 54% when a school district in

Colorado went from 55 investment providers
to a single investment provider model for its
403(b) plan. Nearly 40 percent of participants
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ceased participating in a 403(b) plan at a
school district in Pennsylvania when the plan
went from nineteen investment providers to a
single investment provider.

Thus, the paper suggests that school
districts should avoid reducing the number
of investment providers in order to protect
the levels of participation in 403(b) plans.
School districts that are interested in
reducing costs may want to consider
options that include using an independent
third party administrator (TPA) to administer
the plan and providing transparent
disclosure of investment fees and other
expenses to workers.
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INTRODUCTION

For many school district employees, 403(b)
plans provide an important means to save for
retirement. Participants in these plans can make
independent decisions with regard to how
much they want withheld from each paycheck
and contributed to the plan. Unlike 401(k) plans,
there is typically less employer involvement in
school-sponsored 403(b) plans. Thus, the onus
is on the worker to learn about how the plan
works, how much to save for retirement, and
how to invest their money in the plan. As a
result, school district employees often need to
receive more retirement advice for 403(b) plans
than participants in 401(k) plans.

This paper evaluates the impact of participant
choice in 403(b) plans. It examines the extent
to which workers prefer choice in their 403(b)
plans and the impact of having choices.
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The paper finds that school district employees
benefit from the option to receive advice,
both in terms of their preparation for
retirement and participation levels. It further
finds that data reflects a decrease in the
participation rates for 403(b) plans when the
number of investment providers is reduced.
As a result, this paper suggests that school
districts consider alternatives to reducing

the number of investment providers in order
to reduce costs. These include using an
independent third party administrator (TPA) to
administer the plan and providing transparent
disclosure of investment fees and other
expenses to workers.
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403(b) PLANS PROVIDE SCHOOL DISTRICT
EMPLOYEES WITH AN IMPORTANT METHOD
OF SAVING FOR RETIREMENT

Many employees of school districts save for
retirement through a 403(b) plan. Public
education employers primarily use 403(b)
plans as their only defined contribution plan.’

Saving Through 403(b) Plans
Participants in 403(b) plans can make independent
decisions with regard to how much they want
withheld from each paycheck and contributed to
the plan.? In most cases, employees are permitted
the flexibility to change their contribution amount
during the year to accommodate changes in their
personal needs. Employers can also make non-
elective contributions to 403(b) plans on behalf

of their workers?

Role of School Districts
School-sponsored 403(b) plans are unlike
401(k) plans in that there is typically less
employer involvement. Individual public
schools do not have human resource
departments and school districts typically
lack the resources to develop a“culture

of savings”in the same way as the private
sector. Additionally, school-sponsored 403(b)
plans frequently are not subject to the non-
discrimination rules that motivate many
private employers to encourage savings by
lower paid workers.* Furthermore, participants
in 403(b) plans often have individual contracts
with the investment provider. As a result,
schools often simply make their auditoriums
and gymnasiums available for advisors to
meet with interested employees.
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Thus, the onus is on the worker to learn about
how the plan works, how much to save for
retirement, and how to invest their money in

the plan. As a result, school district employees
often need to receive more retirement advice for
403(b) plans than participants in 401(k) plans.

Multiple Options are Currently
Available for Helping School
District Employees to Save

Three different business models are typically
used to educate school district employees
about their 403(b) plan and its invest options:
(1) independent representatives; (2) a
dedicated workforce; and (3) online tools.

Independent representatives and members
of a dedicated workforce typically provide a
hands-on approach to education. They may
meet with teachers at their schools, or even
at their homes, to discuss the importance of
saving for retirement and their options under
the plan. An independent representative

is affiliated with, but not employed by, a
financial services firm. In contrast, members
of a dedicated workforce are employed by the
financial services firm.

Under the online method, school district
employees are typically directed to a website
where materials about the importance of saving
and the plan’s investment options are available.
The fees associated with online options tend

to be less expensive as a result of the types of
services being provided to the individual.
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WORKERS BENEFIT FROM THE ABILITY TO RECEIVE
INVESTMENT ADVICE ABOUT RETIREMENT

Participants often receive guidance about
their 403(b) plans with respect to a variety
of critical issues, including the importance
of participating in the plan, the appropriate
savings rate for their financial situation, what
types of investment alternatives are available
in the plan, and which investment(s) may be
appropriate for them.?

As discussed below, studies show that many
teachers want help with retirement planning,
but have varied preferences about how they
receive information about their retirement
plans. Studies additionally suggest that
participants in retirement plans perform
better when they receive individual one-on-
one financial advice. Furthermore, research
indicates that these benefits are even more
pronounced when the ability to receive
financial advice is optional.®

Workers Want

Retirement Plan Advice

Numerous studies have indicated that
employees want assistance with their retirement
plans. A study by the TIAA-CREF Institute
showed that 60% of near-retirement higher
education employees had consulted with a
financial professional within the past two years
regarding retirement.’ The study indicated that
89% of these workers discussed investment
allocations with their advisor and 60% of them
discussed their savings rate.® A study by Charles
Schwab showed that 70% of retirement plan
participants either actually received professional
financial advice in the previous two years or had
wanted to receive advice.’
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Similarly, a survey by Merrill Lynch found that
retirees significantly valued working with a
financial advisor."” The survey asked retirees
about the number one piece of long-term
saving and investing advice they would give
their 30-year old self. Thirty-four percent of
them recommended working with a financial
advisor earlier in life.”!

Participants Have Varied
Preferences for Delivery of Advice
Research reveals that workers have
significantly varied preferences with respect to
the delivery of retirement plan information.'
A survey by Charles Schwab showed that

51% of retirement plan participants preferred
one-on-one consultation, while 23% preferred
an online tool that provided personalized
investment selection and allocation
recommendations.’

Similar results were shown in other surveys.
The Profit Sharing/401(k) Council of America
(PSCA) found that the most common
education approaches in 403(b) plans included
on-site one-on-one meetings, which were
used by 63% of respondents for participant
education.” A study by ING reflected that 59%
of government employees who wanted their
employer to make more financial education
available to them preferred to receive this
information through seminars or meetings,
while 66% wanted printed materials and 53%
preferred online education.”



'¢ See, e.g., Brian Bell, et al., Assessing
Investment Advice Provided to
Participants in Defined Contribution
Retirement Plans, La Follette School
Workshop Reports (2010), available
at http//minds.wisconsin.edu/
bitstream/handle/1793/43882/
retirement.pdf?sequence=1
(indicating that some studies
suggest a large, positive effect given
higher levels of advice while others
find a more negligible effect).

7 "Help Wanted" White Paper, ING
Retirement Research Institute
6, available at http://ing.us/rri/
file_repository/78/Help-Wanted-
White-Paper.pdf.

®/d. at5.

“New Rules, supra at 4.

d.at 27.

2! Id. (reflecting that participants who
did not receive advice were invested
in an average of 3.7 asset classes,
compared to a minimum of 8 asset
classes for participants who received
advice).

22 Angela A. Hung & Joanne K.

Yoong, Asking for Help: Survey and
Experimental Evidence on Financial
Advice and Behavior Change, RAND
Working Paper Series WR-714-1
(2010), available at http://www.
rand.org/pubs/working_papers/
WR714-1.html.

% They also examined self-reported
patterns of advice usage by a
sample of 401(K) participants.
Although previous studies had
found positive correlations between
the use of advisors and the quality of
the individuals’ portfolios, they did
not find any correlation between
financial literacy and having used an
advisor from this approach. /d. (citing
Bluethgen et al (2008); Hackethal et
al (2009))

*The paper notes that approximately
65 percent of individuals in the
third group elected to receive
advice and that the individuals who
chose advice were significantly less
financially literate.
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Workers Frequently Perform

Better with Financial Assistance
Studies indicate that workers tend to

perform better when assisted by financial
professionals.'® A study by ING showed that
people who spent time with a financial advisor
saved significantly more for retirement. The
survey noted that:

“Individuals who spent at least some time
working [one-on-one] with a financial advisor

have saved, on average, more than twice the
amount for retirement than those who report
no time. That gap jumps to more than triple for
those who report spending a lot of time with
an advisor as compared to those who did not."””

As reflected in the following chart, the study
also indicated that people who spent more
time with a financial advisor tended to invest
more moderately than those who did not."®

Investment Style Based on Time Spent Working
with a Financial Advisor

60%

25%

16%

Conservative

A Spent Some or a Lot of Time with Advisor

Moderate

27%

Aggressive

A Spent Little or No Time with Advisor

Similarly, a study by Charles Schwab found
that professional guidance had a positive
impact on retirement plan participants.'The
study indicated that workers who received
advice increased their average monthly
deferral percentage by 5.42%.%° They found
that their savings rates nearly doubled

from 5% to 10% as a result of receiving and
implementing advice. The study also found
that 92% of investors remained invested from
July 2008 to February 2009 and their accounts
had greater diversification.”

Participants’ Behavior Improves
When They Have the Option to
Receive Assistance

Researchers found that individuals who
voluntarily elect to receive advice have greater
positive results than both persons who do

ASPPA® PENSION EDUCATION AND RESEARCH FOUNDATION

not receive advice as well as individuals who
automatically receive advice.

Researchers at RAND Corporation examined
the circumstances in which individuals
improve their financial behavior as a result of
receiving advice.”> They randomly assigned
individuals to one of three groups and asked
them to perform a portfolio allocation task.??
Participants in the first group did not receive
any advice. Those in the second group all
received the same financial advice. Individuals
in the third group only received advice if they
asked for it

Their research indicated that individuals
who voluntarily choose to receive advice
performed better than all other participants,
even though the individuals in this group
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were significantly less financially literate. As significantly fewer mistakes in terms of the
indicated below, participants in the third amount of equity and with respect to the
group who elected to receive advice made diversification of their portfolios.?®

1%t Group: 2" Group: 3 Group:

olstler No Advice Unsolicited Advice Elected No Advice Elected Advice

Zero Equity 37.6% 37.1% 46.1% 27.6%
Underdiversified 13.2% 10.4% 19.3% 4.4%
Too Aggressive 1.4% 1.5% 2.7% 1.1%
% Hung & Yoong, supra at Tables 22
and 27. Too Conservative 65.5% 65.3% 65.8% 56.2%

»|d. at 2.

Thus, the ability of participants to choose whether  ability. One interesting implication for policymak-

they received financial advice had a significant ers is that expanding access to advice can have
impact on their performance. Researchers at positive effects (particularly for the less financially
RAND Corporation found that “individuals who literate)...”®" Thus, they found that it is important
actively solicit advice ultimately improve perfor- that participants have the ability to decide and

mance, in spite of negative selection on financial elect whether to receive financial advice.
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* Internal Revenue Service, Revenue
Procedure 2007-71.

* As of January 31, 2008, participants
were making contributions to 194
investment providers for the plan
Seventy-eight of these investment
providers were deselected.
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IMPACT OF OPTIONS ON

PARTICIPATION IN 403(b) PLANS

Many school districts recognize the importance
of increasing participation in their 403(b) plans.
As noted by the TIAA-CREF Institute, “Given the
current pressures on other components of public
teacher retirement benefits, it is important for
school systems to increase participation in and
contributions to [403(b)] plans.?””

Although further research would help validate
the results, data indicates a correlation between a
reduction in the number of investment providers
and a decrease in the level of participation by
workers in 403(b) plans, which does not appear
to be caused by alternate factors. Thus, the data
suggests that fewer workers participate in 403(b)
plans when the number of available investment
providers is reduced.

Participation Declined When
Number of Investment Providers
Was Reduced in California

An analysis of employees in fifty-five school
districts in Southern California shows that over
50% of workers stopped contributing to their
403(b) plans when their existing provider was
no longer available. Guidance issued by the
Internal Revenue Service generally permitted

employers to cease permitting 403(b) plan
contributions to any investment providers
that did not agree to coordinate information
(known as “deselected investment providers”)
if certain requirements were satisfied.?

As a result of this guidance, many 403(b)

plans reduced their number of investment
providers during 2008. Workers were no
longer permitted to make contributions

to deselected investment providers and
therefore needed to choose a different
investment provider to continue making
403(b) contributions. It is important to note
that although the school districts did not want
to reduce choice, we understand that they felt
obligated to deselect vendors who would not
agree to coordinate information with them in
order to maintain the integrity of the plan.

As indicated in the following chart, nearly three
times as many workers in these school districts
stopped making contributions to their 403(b)
plans when their preferred investment provider
was no longer available.?” From January 31, 2008
to January 31,2009, 19 percent of workers ceased
making contributions when there was no change
in the investment provider that they were

Decrease in
Participation Due to
Reduced Choice
From January 199
2008 to 2009 '

Participants with Selected Vendors

56%

Participants with Deselected Vendors
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* As of January 31,2008, there

were 10,613 participants making
contributions with investment
providers who not later deselected.
As of January 31, 2009, there
remained 8,608 participants of this
group.

During the process, 201 investment
providers would not agree to
coordinate information with the
employer and were therefore
deselected. Participants were
contributing amounts to 78 of
these investment providers as of
January 31, 2008. As of January 31,
2008, there 846 participants who
were making contributions to
investment providers who were later
deselected. As of January 31,2009,
there remained 376 participants

of this group. ** Jefferson County
School District R-1, Record Keeping
Services for Tax Sheltered Annuity
403(b) Request for Proposal (RFP)
#22649 (Issued June 21, 2010);
Jefferson County School District R-1,
Tax Sheltered Annuity 403(b), 403(b)7,
and 457 Plan Request for Proposal No.
21282 (Issued Sept. 16, 2005).

Participation dropped from

118 employees participating at
approximately $37,347 per month
in September 2008 to 72 employees
participating at approximately
$25,680 per month in September
2010, reflecting a decline in
participation of 38.98 percent.
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using for their 403(b) investments.*® However, 56
percent of workers ceased making contributions
during this same time period when the
investment provider they had been using for their
403(b) investments was no longer available.*'

Thus, the reduction in available investment
providers correlated to a reduction in
participation by workers in these 403(b) plans.

Participation Significantly
Declined When a Single
Investment Provider Model Was
Adopted in Colorado

Data reveals that the number of participants
substantially dropped when a single
investment provider model was adopted by the

Jefferson County School District in Colorado
(known as “Jeffco Public Schools”).*?

Jeffco Public Schools had previously utilized up
to fifty-five investment providers for its 403(b)
plan.3® As of January 1, 2006, they selected

a sole investment provider for the district’s
403(b) plan and redirected all contributions to
the new investment provider.3* As indicated

in the chart below, data provided from 2004
through 2009 reflects a significant decline in
participation.® The number of contributing
participants dropped by approximately

54% from 2004, when multiple investment
providers were available to 2009 when a single
investment provider approach was used.*

Contributing Participants in Jeffco Public Schools
403(b) Plans

Dec. 31,2004

Dec. 31,2007

Dec. 31, 2008 Dec. 31,2009

Participation Declined When the
Number of Investment Providers

Was Reduced in Pennsylvania
Similarly, data reflects that the number of

workers at a school district in Pennsylvania
who participated in the 403(b) plan was
significantly reduced when the school district
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switched to a single investment provider
approach. The Indiana Area School District in
Indiana County, Pennsylvania had nineteen
investment providers in September 2008. By
September 2010, after it switched to a single
investment provider, nearly 40 percent of
participants ceased participation in the plan.?’
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Participation in e
403(b) Plan Before
and After Change to
Single Investment
Provider Model
Sep. 2008 Sep.2010
Impact of Complexity on However, this hypothesis is inconsistent
Participation with the above data that showed declines
At least one research paper has suggested in participation in 403(b) plans when the
that increased choice may result in lower number of investment providers is reduced.
* Clark & Richardson, supra at 14 participation by workers in 403(b) plans due As a result, the data does not support the

“Id. at 7.
to "plan complexity.®®” Although this research suggestion that the availability of numerous

was primarily focused on plan fees, it suggests  investment alternatives has negatively
that having numerous investment choices for  impacted participation in 403(b) plans.
teachers creates a process that is too complex

and therefore may be responsible for fewer

workers participating in 403(b) plans.*
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PROTECTING CHOICE

Given workers'significant interest in having
the ability to receive financial advice and
the positive outcomes related to choice,
policymakers should protect the ability of
school district employees to choose the
investment providers that suit their needs.
For example, some participants want a very
low-cost option with limited service, while
others want to work closely with an advisor
on a one-to-one basis and are willing to pay
for that level of service. In order to accomplish
this, workers need to be given adequate
information to make informed decisions
about their 403(b) plans.

Some states are considering options with

the objective of reducing the cost of 403(b)
plans.®® The data reflects that 403(b) plans
should be structured as efficiently as possible,
but without eliminating choice.

Administrative Efficiencies Can
be Gained Without Taking Away
Teachers’ Choices

403(b) plans can and should be structured

to lower investment fees and administrative
expenses, while providing school district
employees with the ability to select the advisor
and level of service that best suits their needs.
Fees and expenses can be reduced without
forcing workers to give up the ability to choose
the right providers for them.

For example, school districts may want to
use a single third party administrator (TPA) to
reduce fees and administrative complexity.
There are many instances where hiring a
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single TPA may be the right solution to
provide efficiencies and reduce administrative
costs to the school district. In order to allow
teachers to have the choice to select the right
provider for them, it is important that the TPA
be independent to avoid conflicts of interest.
For example, utilization of an independent
TPA will ensure that educational materials
provided to public school employees are
product neutral.

States could also implement a state-wide
403(b) program with certain “core” investment
providers that must be offered, and allow each
school district to select additional investment
providers they think are appropriate for their
workforce. These additional options would

be administered by the state program'’s
independent TPA, and any administrative

fee or disclosure requirements would be the
same as for the state-selected investment
providers. This would promote competition
between investment providers to the benefit
of school district employees while reducing
the administrative burden for the districts.

This approach would also allow workers to
keep their retirement savings in one place. A
study by Fidelity reflected on the importance
to investors that retirement savings be held
in a single account.*' If states prohibit or
discourage school districts from using their
current investment providers, school district
employees will often have to maintain
multiple 403(b) accounts.
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“ Information about the IBC Model

Plan is available at http://www.
themodelplan.com

* The Model Plan FAQ, available at

http://www.themodelplan.com/
faql.htmlifaql.

“These types of disclosures will be

required for 401(k) plans under the
regulations to Employee Retirement
Income Security Act of 1974
(“ERISA") sections 404(a) and 408(b)
(2), which are designed to provide
plan fiduciaries and participants
with relevant information about the
services provided to the plan and
the fees paid for those services.
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To protect choice, any state-wide 403(b)
program should also not restrict the ability
of a school district to negotiate the terms
and conditions of their arrangements with
investment advisors or favor investment
providers selected by the state. Workers in
different school districts are unique. This will
provide teachers and other public employees
with a wide array of retirement savings
options to suit their needs.

A structure similar to the one proposed here
is already being used in Florida by the IBC
Model Plan.** Florida’s four major education
associations formed the IBC to help Florida
K-12 employers reduce costs and satisfy the
tax code’s requirements for 403(b) accounts.*?

Workers Need the

Right Information to

Make the Best Choice

School district employees need to be given
adequate information to make informed
decisions about their 403(b) plans. This
information should include the services that
will be provided under the various offerings
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so participants can choose the option that
best suits their needs. For example, some
participants want a very low-cost option with
limited personal service, while others want
to work closely with an advisor on a one-on-
one basis and are willing to pay for that level
of service. The right advisor can be of great
assistance in helping an employee to plan
and save for retirement, to be an informed
consumer, and to select the investment
product that is best suited to that participant’s
unique needs.

In order to accomplish this, workers should
be able to easily compare the services being
offered to them and the costs associated with
those services.** There should be transparent
disclosure of investment fees and all other
expenses so that workers clearly understand
what they are paying and what they are
getting in return. The National Tax Sheltered
Accounts Association (NTSAA) is working with
other organizations, including the National
Education Association (NEA), on creating a
403(b) Model Disclosure Form.
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CONCLUSION

Many school district employees want the
option to receive assistance and benefit
from multiple options, both in terms

of their preparation for retirement and
participation levels. Researchers have found
that performance improves when individuals
have the ability to elect to receive advice.
Additionally, data reflects that there is often
a decrease in the participation rates for
403(b) plans when the number of investment
providers is reduced.
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As a result, school districts should consider
alternatives to reducing the number of
investment providers in order to minimize
costs. These include using an independent
third party administrator (TPA) to administer
the plan and providing transparent disclosure
of investment fees and other expenses to
workers. Policymakers can allow school district
employees to continue to have the options
they prefer, while accomplishing their objective
of reducing cost and administrative complexity.
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