A large midwestern bank wanted to increase the profitability of its 401(k) sales and servicing organization. In order to do this, senior management felt they had to accomplish three goals:

1.
offer services which, in the eyes of plan sponsors, differentiate the Bank from their competitors; 
2.
provide employees with products that make investing (determining contributions and asset allocations) easy but, at the same time, appear to the employees to be well thought out and appropriate rather than a quick fix; and
3.
provide brokers and consultants, the Bank’s primary (and voluntary) sales force, a value proposition that reinforces their desire to sell the Bank’s 401(k) plan products.

The management team felt that if they could accomplish the first two goals, plan sponsors would hold them in higher regard. Thus, the Bank would increase its plan retention rate and anticipate finding sponsors more receptive if it wants to sell its other products and services to participants.

Likewise, by enabling participants to avoid what they think are the difficult and mysterious parts of retirement investing (determining contributions and asset allocations), participants would come to view the Bank as their trusted investment resource. This trust would increase the likelihood the Bank would capture IRA rollovers and the receptivity of participants to the Bank’s cross-selling efforts. 

The third goal--enhancing and reinforcing relationships with brokers and consultants-- would automatically be accomplished (assuming that compensation and service are not issues) if the first two goals are met.
Value-added services to plan sponsors: The Bank recognized that its competition, like itself, offered competent recordkeeping, a broad selection of investment offerings, and quality websites for both sponsors and participants. The Bank realized, however, that most of their competition was not helping sponsors fulfill one of their most significant fiduciary responsibilities—monitoring how each employee is using (or not using) the plan and then, depending upon what is warranted, either reinforcing the employee’s behavior or suggesting an alternative course of action. Thus, the Bank felt that it could 
clearly and positively differentiate itself by providing a process to monitor participant behavior and then reinforce or suggest alternatives to that behavior.

The Bank decided that the essence of helping sponsors fulfill their fiduciary obligations is to provide them an analysis of how their employees are using the plan on an on-going basis. This analysis would answer questions such as: Who is in the plan, and who isn’t? Does participation vary dramatically among different locations and/or by income? Where is each participant along the road to retirement? Which participants have poorly diversified accounts?
After Investment Horizons makes a “diagnosis”, the appropriate “treatment” for each employee segment or issue will be determined. Treatments will range from developing new personalized participant reports and products to workshops on issues of importance. Initially, however, the analysis and treatments is focusing on increasing participation and contributions. 
Value-added services to participants: It is well documented that all too many employees have no interest in becoming investors. Left on their own, they do not take time to plan for their retirement security. What the average employee needs, then, is a financial Mapquest--a set of directions that tells him how much to invest and how to divvy up the money in his account among the available investment options. The “directions” must be a “quick read”, make sense, and be easily implemented. The Bank felt that if it could provide these financial directions, it would accomplish its second strategic initiative.
The initial components of the program consists of two of Investment Horizons’ standard personalized participant reports and a brochure (developed jointly by the Bank and Investment Horizons) that identifies for participants several portfolios they could create using their own plan’s investment options. To help participants decide which portfolio would be appropriate for them, a risk tolerance questionnaire that could be completed in a couple of minutes is incorporated into the brochure.
During the project’s implementation phase, the report employees receive depends on whether or not they are enrolled in the plan as well as if, based upon certain assumptions, they are on target for a financially secure retirement. If participants are well on their way towards retirement security, they are sent the report entitled, The Retirement Planning Checkup. This report tells participants that even if it looks as if they are making adequate (or even excess) contributions to the plan, don’t reduce them. After all, reality and investment assumptions often aren’t in sync, thus turning over funded accounts into under funded ones.
The other employees—non-participants and those not on track for a financially secure retirement-- receive a version of the Caution report. One version is designed to encourage eligible employees to enroll in the 401(k) plan. The other version shows participants why they should increase their contributions if they hope to enjoy their retirement.
Value-added services to consultants and brokers: Consultants and brokers should greatly appreciate these new services since most of them receive compensation based upon assets in the plan. The greater the number of participants and the more they contribute, the larger is the amount of commissions and fees the consultants and brokers are paid.
The reports are encouraging participants to invest more money and how to invest that money (portfolio recommendations), thus enabling the brokers and consultants to spend time with clients with more significant assets than the typical participant. In addition, the periodic monitoring of participant behavior (data analysis) can be delivered by the broker or consultant, thus reinforcing his value in the eyes of the sponsor.
The initial results of the Bank’s program are just beginning to come in and look promising as shown in the following table. 




The Effect on Employee Behavior of 
Both Versions of the Caution Report

	
	Employees who either joined the plan or increased their contributions
	Average initial

Contribution or increase in contributions

	435 non-participants
	58 (13.3%)
	7.7%

	341 low contributors
	42 (12.3%)
	4.9 %


The Bank calculated its projected return on investment (ROI) over the next five years to be 673%. (The provider assumed the employees’ current salaries and contributions would grow at an annual rate of 3%, the annual investment return would be 8%, and the provider collected 55 basis points in fees. The ROI calculation factored in the cost of sending The Retirement Planning Checkup™ to 134 employees and the fact that some employees reduced their contributions after receiving their reports.)
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