
 

Answers to recurring questions from the 
403(b) Information Sessions 
Q: What is the impetus for these changes? Is the University being forced to do this, 
or is this voluntary? 
 

The 403(b) Investment Committee that conceived the changes to the University’s 403(b) Retirement 
Plan is a long-standing Committee. Over the years, it has carried out its fiduciary responsibility to monitor the 
Plan and its investment options. The need to consider a broad-based modification of the Plan, like the one 
that has been announced, stemmed from various changes that have been occurring in the 403(b) 
environment: 

• Following new Internal Revenue Service regulations issued in 2008, plan sponsors are now required 
to take a more active role in administering their 403(b) retirement plans. The primary result of the 
regulations was to reduce the difference between 403(b) plans and the private sector 401(k) market; 
to enhance compliance; and to establish a more structured retirement program for employees in the 
non-profit sector. Both costs and time spent to comply with the new regulatory requirements are 
reduced by having fewer vendors. 

• The evolution of the 403(b) marketplace focused the Committee on its responsibility to monitor all 
the funds offered to participants. One element of this evolutionary shift is that “more choice is not 
necessarily better.” Continuing with the current line-up of about 300 investments no longer remained 
a prudent strategy from a fiduciary perspective. By limiting the number of choices available to faculty 
and staff, the Committee is better able to monitor the funds offered to participants to ensure their 
continued viability and integrity, increasing the likelihood that employees will earn better long-term 
performance. 

• The marketplace has evolved toward what is known as an “open architecture” investment 
environment. That is, a vendor’s recordkeeping or administrative services have been de-coupled from 
their investment management services. Moving away from a bundled investment structure that relies 
predominately on each vendor’s proprietary investment products to an open architecture investment 
environment is one of the best ways the Committee can ensure that participants have access to low 
cost, top performing investments. 

• Changes in the legal and regulatory environment further emphasized the Committee’s responsibilities 
for evaluating the Plan’s fees and expenses. 

• Improvements in fee transparency and reporting requirements made it possible for the Committee to 
get a better picture of the existing fee structure and how it was affecting performance. 

Given the need for a broad re-assessment of the Plan, the Committee’s starting point was rather 
wide-open: within this new environment, create a quality, cost-effective retirement savings plan that would 
help the faculty and staff to better save and prepare for retirement. Under that broad mandate, it was quickly 
apparent to the Committee that there were two key decisions that would have to be made: 
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• First, whether to stay with multiple recordkeepers or consolidate to one (and, if so, which one). 
• Second, determine which investment options should be available to participants in the Plan. 

What type of information did the Committee take into account when making 
its decisions? 
 

 At the beginning of the process, the Committee analyzed a wide variety of information about the 
Plan and the changing 403(b) marketplace. The Human Resources department provided the Committee with 
information regarding, among other things: 

• Overview data as to where faculty and staff had their funds invested   
• How the asset distribution across different vendors (Fidelity, TIAA-CREF, and Vanguard) varied 

with tenure (e.g. retired, mid-career, new employee)  
• The number of faculty and staff that utilized more than one vendor  
• Feedback received by HR from faculty and staff regarding the complexity of the Plan and the 

overwhelming number of choices 
• Complaints from faculty and staff regarding the illiquidity of funds invested in TIAA Traditional, due 

to the 10-year “lock-up” 

In addition, the Committee conducted a request for proposal (RFP) to select an independent 
consultant experienced in these matters. The firm, Hewitt EnnisKnupp (HEK), was selected and consulted 
with the Committee throughout the process. In the initial stages, they provided the Committee with: 

• Options for structuring the Plan’s recordkeeping/administrative services 
• Some basic guidelines on industry best practices for redesigning the investment line-up  
• Helpful insights into the experiences of various other universities which were also undergoing similar 

restructurings of their 403(b) plans (or had already done so) 

Finally, the Committee received fiduciary training and legal advice from outside counsel (Barnes & 
Thornburg) relative to its responsibilities and the evolving regulatory environment for 403(b) plans. 

Why did the Committee decide to move to a single record-keeper? 
 

Based on what the Committee learned, there was full agreement that there would be significant 
advantages from moving to a single recordkeeper structure, including: 

• There would be more customized and consistent communication materials. 
• The enrollment process would be less confusing for participants. 
• A simpler structure would eliminate ambiguity and make it easier for participants to focus on a 

consistent effort of employee engagement and active planning, rather than passively letting their 
funds flow into the default options. 

• A single recordkeeper would allow a more centralized way for the Committee to provide plan 
documents and receive aggregated monitoring and reporting information about faculty and staff 
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investment choices and voluntary contributions. When participants are able invest across several 
recordkeepers, this becomes difficult. 

• There would be significant savings, in terms of recordkeeping fees, for participants. 
• Consolidation of assets with a single record-keeper would allow the Committee to leverage the 

economies of scale afforded by the size of the Plan to achieve low investment management fees for 
participants. 

Why was Fidelity selected as the record-keeper? 
 

Establishing appropriate processes is critical to protecting plan fiduciaries as well as maximizing the 
possibility that participants enjoy a dignified retirement. Included among the critical processes is a well-
established and documented process for selecting vendors and documenting fees.  The RFP is a critical part 
of fulfilling this fiduciary duty. In February, 2014, the Committee conducted a search for recordkeeping, 
administration and trustee services for the University’s 403(b) Retirement Plan. With the assistance of HEK, 
an RFP was crafted and five vendors were invited to participate in the process. All five vendors submitted 
proposals and based on the analysis of those proposals, the Committee narrowed the choice to three finalists 
(Fidelity, TIAA-CREF, and Vanguard) who were each invited to make presentations to the Committee. After 
careful analysis, Fidelity was unanimously ranked first by the Committee. There were many different factors 
that influenced the decision, including: 

• Fidelity’s resources and proposed service offerings were superior to the other three finalists. For 
example, they will have representatives available to meet one-on-one with each and every participant 
during the transition process. 

• Fidelity’s technology platform offers many desirable features. For example, they are able to eliminate 
nearly all paper forms, they will provide participants with access to integrated account information 
via the web and via smartphones, and they will provide very useful retirement planning tools.  

• Fidelity’s annual spending on technology and infrastructure was greater than the other finalists, by a 
large margin, which suggests that their leadership in this area will continue into the future. 

• Fidelity impressed the Committee with the analysis and communications they are able to provide. For 
example, they will pro-actively communicate with faculty and staff members who they identify as “at 
risk” in terms of being prepared for a secure retirement. They will encourage these individuals to 
increase their supplementary contributions or to meet one-on-one with a Fidelity consultant. 

• Fidelity’s fees were the lowest of the three finalists. 

Following the preliminary selection of Fidelity, the Committee took several additional steps before 
finalizing its decision.  

• First, a representative group of the Committee travelled to Fidelity’s offices in Boston to conduct an 
on-site due diligence visit as a means of double-checking the Committee’s preliminary assessment. As 
just one example, the group was able to get a better sense of the IT safeguards that are in place to 
counter potential hacking threats to Fidelity’s system. 

• Second, other universities that had hired Fidelity as record-keeper were asked (and agreed) to answer 
a series of questions about their satisfaction with the quality of service, and so forth. 

These additional steps confirmed the Committee’s belief that Fidelity was the clear choice. 
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How were the new investment options selected? 
 

With regard to the second key decision—the choice of investment options—it was clear that more 
important than the sheer number of funds was whether the options are understandable, fill a true need, and 
are likely to be used by the participants. As such, the Committee followed a very deliberate process, as 
identified in the Plan’s Investment Policy Statement, for selecting these options. 

• The Committee felt it was important to identify different asset classes, or categories of funds, that 
would be needed in order for faculty and staff to construct well-diversified portfolios that span the 
risk/return spectrum. For example, in addition to a broad based equity index fund, the Committee 
determined that there should also be an emerging markets fund, an international bond fund, a REIT 
fund, etc. 

• The Committee also thought it would be helpful to organize the Plan’s investments into “tiers” to 
help faculty and staff with different levels of time, interest, and knowledge to customize their 
portfolio to suit their needs. 

• Once the basic asset class structure was determined, the specific funds that would fill each asset class 
had to be identified. For example, which particular emerging market mutual fund would be offered in 
the Plan? 

• The consultants from HEK helped to narrow the search by identifying multiple candidates from its 
“approved” list of mangers for each asset class. In a couple of cases, the Committee asked HEK to 
identify additional options for consideration. When choosing from the funds considered, the 
Committee weighed a variety of factors. Performance was a key factor, but not the only one—other 
factors included the organization, the investment team and process, the risk management safeguards 
of the company, and, of course, investment management fees. 

In all but four of the asset categories, the Committee ended up choosing a Vanguard mutual fund. 
Several factors contributed to this decision: 

• There was consensus among the Committee that the majority of selected funds should be passively 
managed—funds that aim to replicate the movements of a specific financial index—unless there was 
a compelling case to be made for active management. In general, academic research has shown that 
indexation is a valid investment strategy as index funds, on average, have consistently outperformed 
the majority of actively managed funds over the long term. 

• Given this general preference for passive management, it is natural that many of the funds in the new 
line-up would be Vanguard funds. Vanguard has long been recognized as an industry leader in the 
management of index funds. They do an excellent job of tracking their respective indices, and their 
fees are very competitive.  

While there are clear benefits to a more streamlined investment line-up, the Committee also 
recognized that some participants would desire additional choice beyond the “core” line-up of funds. To 
accommodate these participants, the Committee decided to provide a self-directed “brokerage window” 
option (“Tier 4” of the investment line-up), which will provide participants with access to thousands of 
mutual funds from many different fund management companies, including many Fidelity and TIAA-CREF 
mutual funds that participants currently have access to. The key difference is that the investment options in 
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the self-directed brokerage window will not be subject to the same ongoing monitoring process by the 403(b) 
Investment Committee that applies to the specific funds offered as part of the plan’s investment line-up. 

What role did cost considerations play in the decision process? 
 

Costs were an important factor in the Committee’s deliberations. Excess fees and misallocated costs 
are a potential threat to the financial security of many defined contribution plan participants. Over the last 
several years, several significant lawsuits have been brought, claiming breaches of fiduciary responsibility 
based upon an alleged failure to select investment funds with the lowest cost structure (for example, choosing 
retail class shares where cheaper institutional class shares were available). 

As fiduciaries, the 403(b) Investment Committee has a legal duty to manage the fees, expenses, and 
other costs associated with the 403(b) plan. An investment with high costs must perform better than a low-
cost investment in order to generate the same return for a participant. Even small differences in fees can 
translate into large differences in returns over time. For example, if a participant invests $10,000 in an 
investment option that produces an 8% annual rate of return before expenses and has annual operating 
expenses of 1.5%, then after 20 years the participant would have roughly $38,697. However, if the investment 
option has expenses of only 0.5%, then the participant would end up with $42,479 – a 10% difference. 

It is worth noting that these savings accrue entirely to the participants, and not to the University.  

Why will TIAA-CREF funds not be available for new investments? 
 

The Committee fully recognized that TIAA-CREF has been a long-time partner with the University 
and manages many 403(b) accounts for our faculty and staff. While participants will be able to maintain the 
investments in their TIAA annuity contracts as of December 31, the elimination of TIAA mutual funds from 
the active line-up and the freeze on further contributions to TIAA annuity contracts resulted from a variety 
of factors, including: 

• TIAA-CREF investments could have continued to be part of the investment line-up if the 
Committee selected TIAA-CREF as the single recordkeeper, or decided to continue to use TIAA-
CREF in a multiple recordkeeper structure. However, the Committee identified significant benefits 
from adopting a single record-keeper structure and was unanimous in its assessment that Fidelity was 
the preferred recordkeeper.  

• Following the Committee’s decision to utilize Fidelity as the Plan’s single recordkeeper, it was TIAA-
CREF, not the Committee, that ruled out the possibility of offering TIAA-CREF investments as part 
of the new investment line-up. Specifically, TIAA-CREF does not allow Fidelity to provide 
recordkeeping services for their annuity investments. Moreover, Fidelity and TIAA-CREF do not 
have the required sales agreements in place to make each other’s mutual funds available in the core 
line-up of funds.  

• Even though the Committee did not select any TIAA-CREF investments as part of the new fund 
line-up, it was cognizant that some participants would prefer to stay with TIAA-CREF. As such, 
participants who still have assets invested in one of the 10 TIAA-CREF annuities at the end of 2014 
will be able to keep those assets in place. The nature of the contract for those 10 annuities is such 
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that only the individual participant, and not the University, must direct that the balances be 
transferred to the new fund line-up. 

• Moreover, some TIAA-CREF mutual funds will still be available to participants through the Plan’s 
self-directed “brokerage window” option (“Tier 4” of the investment line-up) 

• In the past, one of the perceived benefits of TIAA-CREF was that it offered an easy option for 
annuitizing payouts at the time of retirement. However, the marketplace has changed and the 
Committee believes that TIAA-CREF no longer has an advantage in this area. In particular, Fidelity 
offers an “annuity mart” whereby participants can utilize a competitive bidding process to obtain 
annuitizing quotes involving several leading insurance companies. 

• The Committee recognized that the TIAA Traditional fixed annuity has been an important option 
for many plan participants, reflecting a desire for a “guaranteed” rate of return. The Committee 
believes that the MetLife fixed annuity is a more attractive option on the new line-up. Specifically, it 
has the same minimum 3.0% guaranteed crediting rate as the TIAA Traditional Annuity, but it is a 
fully liquid investment (unlike the TIAA Traditional Retirement Annuity, which has a 10-year payout 
period for lump-sum withdrawals). 

Why is there no “Socially Responsible” fund in the new investment line-up? 
 

The Committee considered including a socially responsible fund in the new line-up, but several 
factors led the Committee to opt against it: 

• There are such a broad variety of types of Socially Responsible funds (environmental, tobacco-free, 
etc.) that it is difficult to choose a single fund that would suit the preferences of all participants. 

• There are significant legal issues associated with offering socially responsible investment options. 
Current legal authority generally requires the 403(b) Investment Committee to select investment 
options for the Plan based solely for the purposes of providing benefits to participants and 
beneficiaries. The purpose of supporting plan participants’ retirement cannot be subverted to 
support socially responsible goals.  

• To invest in a socially responsible fund, the Committee must determine that the fund is competitive 
with funds of a similar style that do not have a socially responsible objective, on the basis of 
investment return, risk, expenses, management stability and other relevant factors. In essence, a 
socially responsible fund may be used if it is also a good sound investment based on traditional 
investment criteria, independent of any socially responsible objectives. Because managers of Socially 
Responsible funds choose from a more limited pool of potential investments, many suffer from 
performance issues.  

• Participants will have access to socially responsible funds through the Plan’s self-directed “brokerage 
window” option (“Tier 4” of the investment line-up). Given the variety of available options, 
participants might be better able to find a fund that aligns with his or her preferences. 

Nevertheless, in light of the feedback that the Committee has received, it is giving further 
consideration to adding this fund category to the fund line-up. 
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Future Communications 
 

The Committee hopes that this Q&A document will help to clarify some of the questions that have 
arisen since the changes were announced. In order to continue the process of communicating about 
these changes, a detailed transition guide will be mailed to homes in early September. Also, the 
403(b) transition website, www.netbenefits.com/nd  is being continually updated.   
 

 
 
 
 
 
 
 
 
 
 
July 2014 
 
 
The information contained herein has been provided by the University of Notre 
Dame. 
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