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To Whom It May Concern,

The proposal made by the Employee Benefits Security Administration to improve the disclosure 

of information regarding target date retirement funds (TDF) is a good step towards educating 

workers on their retirement portfolio.  The proposal will amend two existing regulations, the 

“Qualified Default Investment Alternative Regulation” and the “Participant-level Disclosure 

Regulation.”  If adopted, the proposal will:  give a simple explanation of the structure and 

workings of a TDF, provide a graphical representation of the TDF’s asset allocation, and give an 

explanation of the importance of the date.  While this proposal is a step in the right direction, 

further action is still needed.

The proposal is overdue.  The research and case study performed by Siegle& Gale LLC reflects 

the need for the proposed disclosure.  While the language used to describe the proposal is 

“disclosure,” it could equally be labeled “education.”  If this proposal is adopted and the 

language used is simple and clear, participants will have a better understanding of what is 

happening with their portfolio, and hopefully, make better decisions going forward.  The 

information conveyed to participants should also contain the pros/cons of TDFs.  

The need for disclosure and education  

The label placed on this proposal is disclosure; however, it is nothing more than education.  The 

importance of basic education of retirement portfolios cannot be overstated.  It is widely known 

that many employees do not understand, monitor, or in some cases participate in a retirement 

plan.  This point is evident in the findings of Siegle& Gale LLC.  

Some important information from the study1:

 Only 36% of participants realized that a TDF does not guarantee income post-

retirement.

 Over half of the respondents thought different TDFs with the same number had the 

same mix of stocks and bonds (which is incorrect).
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 68% of TDF owners and 73% of non TDF owners do not know what the number in the 

TDF actually signifies.

These figures alone indicate the poor baseline knowledge for participants from the study.  The 

fact that participants do not have this basic knowledge indicates a lack of interest and concern.  

The information is readily accessible through the website of the brokers.  This can be accessed 

by anyone.  Additionally, mutual funds, including TDFs, send out mailings to the owners of the 

funds.  The prospectuses and pamphlets sent out can be difficult for the average person to read.  

Simplifying the information sent to employees will be the best way to inform participants of 

their options.  Furthermore, it is imperative the information be concise, clear, and easy to 

understand.  If the information is not presented in a quick and easy to understand medium, it 

will be discarded in the trash.

While also educating the plan participants and beneficiaries, the proposed rule when followed, 

may lead to a decrease in litigation.  The next wave of class litigation under ERISA will be claims 

for lack of information regarding investing choices.2  With the large number of investors and the 

ever increasing amount of money contributed to TDFs, it will become very important for 

companies to comply with any adopted rule. 

Disclose the Good and the Bad of TDFs

Morningstar has proposed a comment, suggesting more graphs, representing the glide scale 

used by TDFs.3This is a good suggestion, which will give employees and participants a visual of

what is going on with their investment.  However, more basic education needs to be given to 

the participants.  

Participants need to know exactly what a TDF is.  However, even more basic than the definition 

of a TDF, participants need to know some elementary concepts such as stocks, bonds, certificate 

of deposits, mutual funds, and compounding interest.  

When considering what information is disclosed, it is also useful to let plan participants know of 

certain dangers with TDFs.  There is a false sense of security that TDFs are completely safe.  

Different TDFs have different levels of risk.  Fund managers may differ on what is the 

appropriate level of risk.  The 2040 TDF at company A may be more risky than the 2040 TDF 

offered at company B.  

A reliable way to analyze an investment is to look at the history.  Past performance can be 

indicative of future performance.  Funds are managed by people.  TDFs can be managed by a 
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single person or multiple people.  Participants should be kept apprised of who the fund manager 

is.  Therefore, if the fund manager leaves the company, the participant should be made aware of 

that information.  

Volatility and risk are not terms generally associated with TDFs.  However, the average TDF with 

a 2010 date lost 22% of value in 2008.4  For the employee retiring in 2010, this is a significant 

change of circumstances that may delay plans of retiring.  While the rest of the market was also 

retracting, investors in the TDF likewise awoke to find 1/5 of their savings gone.

Picking the wrong retirement date projection may cause a significant difference in savings.  If an 

employee projects that he or she will retire in 2030, they may pick a TDF with that number.  

However, if the employee later decides to work until 2040, they have made a mistake in 

choosing the 2030 TDF.  

2000 (risk and growth)2030 (less risk and less growth)

The employee who decided not to retire in 2030, and is now working until 2040 may not realize 

the potential mistake in picking the wrong target date.

2000 (risk and growth)2040 (less risk and less growth)

The employee who did not retire at the intended date of 2030 has now misallocated his or her 

investing.  The effects of compounding interest will have major effects on minor changes in 

investing over a long period.

The investor should be apprised of all fees.  Fees are a cost many investors do not consider 

when contributing to their retirement.  TDFs are generally composed of other funds, not shares 

of companies.  These funds will hold a variety of stocks and bonds.  In addition to any fees 
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associated with buying a TDF, the investor may actually be hit with subsequent fees of the funds 

which comprise the TDF.  The investor is hit with two layers of fees, one for the TDF and another 

for the underlying funds.  With this proposed rule, the investor should not only be made aware 

of the investments within the TDF, but also any associated fees contained within the 

investments of the fund.  Investors may look at a fund’s history and decide to make monthly or 

annual contributions to that fund, incurring fees at every purchase.  If the fund charges a fee, 

that money is taken straight off the top and puts the investor at a loss from the inception of 

purchase.  

There are thousands of mutual funds which are classified by the type of investment strategy.  

Investing companies will generally compose a TDF from funds within house.  While an 

investment company may have high performing funds in some areas, it will not necessarily have 

higher performing funds in every asset class or investment strategy, yet those are the funds 

contained within the TDF.  The ideal portfolio would contain top performing funds, regardless of 

what company the funds come from. 5

All Investors, Not Just Participants:

The proposal does mention that all participants and beneficiaries will receive the information, 

whether or not they own a TDF.  This will be beneficial to employees who need more 

information on where to place their money.  Some investors have not done enough research on 

investing. Employees often guess where to place their money, some allow the employer to 

direct their money into a default plan, or the employee simply does not participate at all.  

Vanguard, one of the largest investment companies holding TDFs, claims 82% of its 401(k) plans 

have TDFs.  64% of new employees place all of their contributions into the TDF.6

With the large number of employees placing their contributions into TDFs, the monetary 

amount invested in this type of fund is growing exponentially.  In 2002, the total value invested 

in TDFs was about $15 billion dollars.  In 2011, this grew to nearly $400 billion dollars and is 

projected to reach $2 trillion dollars by 2020.7Proper investing among the population will have a 

positive snowball effect, just as poor investment decisions among the population will have a 

negative snowball effect.  If plan participants become more educated and direct their 

investments into higher returning funds, those participants will have more money for their 

retirement years.   Additionally, more money will be invested into better performing companies 

which can improve the overall economy.   

Overall:   
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The proposed rule is overdue and a step in the right direction.  However, due to the large 

number of participants, the extremely large amount of money involved, and the aggregate 

impact on the economy, it is imperative to give more baseline knowledge to the participants.  

Along with visual charts suggested by Morningstar, the information needs to give basic 

terminology, pros/cons of the investment, and implications of investment choices.  
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