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Offboarding Employees from Your 401(k) Plan

A full two-thirds of employees don'’t receive guidance on
managing their retirement plan benefit while offboarding.
Leaving 401(k) or 403(b) balances behind can result in
orphaned accounts that sit unmonitored and unmanaged
by participants for years — as opposed to remaining an
active part of their retirement planning.

But this type of neglect can also hurt organizations, which
are required to continue servicing such accounts — and
pay for those services. And a fiduciary’s obligations can
increase significantly should a participant eventually “go
missing.” While there are reasons an organization may
prefer retaining past employees’ funds, such as access to
lower fees for larger plans, it's nonetheless important to

<

L advise participants appropriately about managing their

retirement accounts upon termination for reasons you may not have even considered.

Offboarding Options

In 2021, the average amount of money left behind in 401(k) accounts by former employees was more than $55,000, and the total amount
of neglected funds across the U.S. exceeded $1.35 trillion. While there are reasons a departing employee might choose to leave their
money in an old retirement plan (such as lower fees, better creditor protection or access to advisory services), it also happens when they
don’t realize that the funds can be rolled into an IRA or another employee-sponsored plan.

Others may be confused about how to begin the process of moving their money to a new retirement account and don’t want to risk a
misstep. And some offboarding employees mistakenly view their retirement plan funds as “free money” when they leave a company and
seek a termination withdrawal — not realizing the hefty penalties they'll face.

Have a Retirement Benefit Offboarding Plan

The rise in popularity of auto-enrollment may increase the number of retirement accounts that fall under participants’ radar over time. A
strong offboarding protocol should include a clear set of guidelines for accessing, managing and transferring 401(k) balances, including
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contact information for plan sponsors and fiduciaries as well as an overview of benefits. It may also be helpful to provide a summary
statement of account balances.

The Relationship Continues

Guiding former employees toward better management of their retirement benefits isn’t just a way to make sure they get their money — and
get you off the hook. Care and attention to this important aspect of employee benefits at the conclusion of their tenure can leave a lasting
impression on someone you've forged a relationship with for years.

The relationships we build don’t simply dissolve when employment changes, and demonstrating continuing concern for workers’ financial
well-being as they exit can help cement your organization’s reputation — and even help attract future talent. Show your employees you
continue to value the investment they’ve made in your organization — and not just in their retirement account — by assisting them during
this critical time.

Sources:

https://www.shrm.org/resourcesandtools/hr-topics/benefits/pages/ebsa-clarifies-obligations-to-missing-retirement-plan-participants.aspx
https://401kspecialistmag.com/401k-advice-a-key-part-of-offboarding-process/
https://www.aarp.org/retirement/planning-for-retirement/info-2022/find-forgotten-401k-and-other-

money. html#:~:text=How%20would%20you%20like%20to,their%20employer%2Dsponsored%20retirement%20assets.

Three Risk Considerations for Utilizing Retirement Assets

Various solutions exist to reinforce retirees’ ability to manage the
drawdown of the wealth and effectively use their assets and
maintain a comfortable standard of living. The portfolio
management can be guided and informed by plan sponsor, but
the participant has some key considerations regarding longevity
and liquidity risks. Below, we break down these areas and
provide a piece of communication for you to share with your
participants to get them thinking their long-term plans for
prudent utilization of the retirement assets.

Investment Risk

To support participants and help provide retirement income,
there must be diversified portfolios (through lifecycle) alongside
prudent investment management. Managing the risk level of ;
their portfolio in retirement is a very important step. S .

If the risk is too high, they may end up in a market downturn that could be deleterious to their assets. Conversely, if they de-risk excessively,
they might not have the ability to grow their assets for the length of time that they need to. Many personal advisors would recommend an
equity exposure at about half of assets or less. But this will vary based on a participant’s personal financial situation and risk tolerance.

Longevity Risk

Given that life expectancy continues to expand, participants will periodically want to reevaluate their risk level. This evaluation should be
commensurate to the retiree’s age and health conditions (and maybe even hobby engagement, in case they plan to do a lot of skydiving or
mountain biking in retirement). Every stage may carry some different risk, so it's worthwhile to set a yearly calendar reminder to think about
longevity risk.

Liquidity Risk
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Liquidity risk deals with a participant’s immediate access to cash. Some investment products are not immediately able to be turned into
liquid assets—or they cannot be liquidated without a financial penalty—and this can restrict participants’ access to their wealth and cause
some stress. When retirees have investments, some of them are easy to turn into cash and some are not. Typically, the majority of
investments in a 401(k) menu are mutual funds, which are liquid. The only nonliquid component in a 401(k) plan is either a fixed income
portfolio or an annuity, which makes liquidity risk less of a factor in 401(k) programs than in outside portfolios because of the different types
of possible investments.

We stand ready to take a deeper dive into risk consideration and management at any time you feel the need. We hope you find the
attached communication useful for passing along to your participants to help them think about how they can feel confident and educated
when it comes to considering risk and managing their retirement income.

Four Plan Design Features to Help You Attract and Retain Talent

According to Morgan Stanley at Work’s September Plan
Sponsor Research Results, plan design is a fast-rising
differentiator that's driving employee enroliment and

— supporting talent strategy in many companies.

401(k) plans remain a strong essential workplace benefit, as
you well know. As plan sponsors see other benefits evolving
to meet the more complex scenarios presented by the
changing economic climate, they are emphasizing the need
for a competitive plan with a range of features to meet the
evolving financial needs of a diverse workforce.

So what exactly does that look like? What range of features
can make your 401(k) plan stand out among other retirement

benefits that might entice your top talent to stick around?

1. The plan design. Employees are more likely to participate when the plan shows evident strategy and thoughtfulness in its design.
Features such as match, profit sharing, and Roth encourage enrollment because it allows a participant to feel closer to their entire
paycheck.

2. The match amount. If you'’re matching 5% or more, you're going to see significantly higher participation rates. If you’re matching
at 3%, it can still feel like a warm benefit. 2% and below feels a little like the company could take it or leave it, and that will be how
the participant feels about the benefit—and possibly their long-term status at the company.

3. The auto features. Autoenrollment points them to the benefit. Automatic employer contribution increases the value of the benefit.
Automatic escalation raises awareness about the power of savings (and compounding). Automatic reenrollment reminds them of
the benefit in case they waived contributions early on and might like to reconsider after becoming more established in the
company.

4. The education. How do you feel about your education program? Do participants have access to an advisor? When there is a
financial advisor available and involved, participation goes way up.
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Morgan Stanley at Work’s full Plan Sponsor Research Results 2022 is chock full of insightful charts and data that can give you more ideas
on how your plan design can boost your attraction and retention rates.

We'd love to hear how you're feeling about your plan design and how we can work together to make it a stellar part of your talent strategy.

Sources:

https:/Awww.napa-net.org/news-info/daily-news/plan-sponsors-prioritizing-401k-plan-design-part-talent-strategy
https:/Amww.morganstanley.com/content/dam/msdotcom/atwork/pdfs/plan-sponsor-research-results.pdf
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