CLIENT CASE STUDY

LESS IS MORE:

SIMPLIFYING WHILE
ENHANCING THE DC OFFERING

PUBLIC UTILITY IMPLEMENTS OCIO

The organization

A California-based utility was considering new ways to manage its defined contribution (DC)
plan investments and support participant retirement readiness. The organization sponsors a
401(k) savings plan and a 457(b) deferred compensation plan totaling more than $400 million in
assets for 2,100 employees, most of whom are civil servants who also participate in the state’s

public pension system.

The plans are overseen by a Deferred Compensation Committee whose primary motivation in
hiring a discretionary investment consultant was to allow it to focus on more strategic issues
while also implementing changes to the investment line-up that could benefit participants.

The challenges

The plans’ core investment menu primarily contained actively managed funds,
including seven U.S. equity options. There were more options than necessary to
cover the full risk/reward spectrum, and participants who wanted to use passively
managed funds did not have the ability to create a diversified portfolio.

The plans did not offer target date funds. Rather, a series of three risk-based
portfolios ranging from conservative to aggressive was used. The committee
members wanted to revisit this decision, but first they wanted to ensure that off-
the-shelf target date funds could adequately reflect the access employees had to
the state’s defined benefit (DB) plan. Heavy emphasis was placed on the selection
of the qualified default investment alternative (QDIA) because the committee was
interested in conducting a full plan re-enrollment into the new QDIA. The
committee’s view was that most of the participants were not experienced or well-
informed investors. Given this, the committee believed the best way to help
participants determine the most appropriate asset allocation was to guide most of
them to professionally managed, age-appropriate portfolios that automatically de-
risked over time, unlike the current risk-based funds where the participants were
responsible for de-risking over time.

The plans originally offered four investment tiers:

1. Risk-based funds — Conservative, Moderate and Aggressive
2. Passive core options — Fixed income and S&P 500

3. Active core options
4

Specialty options — Real return, emerging markets and a brokerage window

Some of the challenges

e More equity options
than necessary

e No target date funds

* Investment menu
needed simplification

e Selection of QDIA

e [nternal resource
constraints

* Needed to re-evaluate
capital preservation
option



To simplify the existing menu of single-manager mutual funds, the committee
wanted to explore multiple-manager investment options that could help provide
downside risk management. White-labeling the investment menu by using asset
class names instead of fund brand names was also a consideration to make it easier
for participants to understand each fund'’s investment strategy and allocate to it

properly.

The committee believed in the potential for active management to add value over
time and was committed to maintaining a well-defined mix of actively and passively
managed options. However, specific to its oversight responsibility of the actively
managed funds, the committee believed they lacked the internal resources to
implement investment decisions on a timely basis.

The committee also wanted to re-evaluate stable value as the choice of a capital
preservation option in light of the recent dramatic decline in interest rates.

The strategic solution

Russell Investments presented a comprehensive DC plan structure review, which
included education about current DC trends in menu design. The committee’s ...the best way
investment beliefs were aligned with our recommended baseline investment

structure, which includes three tiers and a streamlined active and passive mirror ?O help .

for the core menu. From a core menu standpoint, the best way to help inexperienced
inexperienced participants is to structure the core menu to simplify their decision- participants is to
making process. structure the
The Committee agreed to collapse the core investment menu down to three U.S. core menu to
equity options and two fixed income funds, eliminate the target-risk funds and simplify their

reenroll all participants into the age-based target date funds, which resulted in
most assets moving to the plan’s QDIA. Stable value was retained, supported by
our analysis of the benefits of stable value relative to other capital preservation process.
options.

decision-making

The decision to hire Russell Investments as the delegated investment consultant
resulted in several additional enhancements to the DC plans.

These enhancements included:
1. Re-tiering the DC plan menu

2. Consolidating style-based U.S. equity funds (i.e., growth and value) into core
multi-manager/multi-style funds

Consolidating emerging markets and developed markets equity

De-branding the investment menu by using asset class names instead of brand
name funds

5. Re-enrolling participants into the new target date funds
6. Adding more passively managed options

Accordingly, responsibilities and tasks that were once the purview of the
committee and investment staff were transferred to Russell Investments as the
outsourced chief investment officer (OCIO) for both the 401(k) and 457(b) plans.
The Investment Policy Statement, which governs the committee’s responsibilities,
was also updated by Russell Investments to reflect the external resources gained
through the OCIO arrangement and the new balance of roles and responsibilities to
ensure all parties remain fully aligned and accountable.
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Exhibit 1: Simplifying options while increasing investment manager diversification
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Exhibit 2: Consolidating style-based equity funds into core multi-manager funds

Individual style-based What’s inside multi- What
equity funds manager funds participant
sees
Investment Style Momentum growth
Value Blend Growth
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a S Asset
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Results

The “less-is-more” investment menu accommodates the investment needs of most plan
participants. The resulting plan structure simplifies participant investment decisions and
maintains economies of scale with plan assets invested in fewer options. The multiple-manager
funds allow complexity to be embedded into the funds, rather than being presented directly to
participants, resulting in increased diversification with fewer fund options. The fiduciary
oversight provided by Russell Investments shifts the responsibility for selecting underlying
fund managers away from the committee and ensures constant monitoring of investment

managers and asset allocations.

The enhanced plan was delivered at a lower price tag. The investment fees paid by participants
were reduced by $921,000 annually, which represented a 47% reduction in cost. Custom
communications were created by the plans’ recordkeeper together with Russell Investments to
explain the changes and to highlight the benefits of the new plan design to participants.

QUESTIONS?

Call Russell Investments at
or visit russellinvestments.com/DC

IMPORTANT INFORMATION

Nothing contained in this material is intended to constitute legal, tax,
securities, or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. The
general information contained in this publication should not be acted
upon without obtaining specific legal, tax, and investment advice from a
licensed professional.

This case study represents a unique situation faced by a California-based
utility seeking to simplify its DC plan investment menu while allowing the
committee to focus on more strategic issues. Case studies are problem-
solving stories. We select a situation that is indicative of problems clients
in this category are facing. The recommendations described do not
represent a standard strategy or set of recommendations made for all
advisory clients with similar issues. Each client has unique requirements,
challenges, and constraints, and our advisory solutions are tailored to
each client’s specific needs. Every client’s situation, experience and
needs are different, and Russell Investments does not imply that the
solution herein is appropriate for any other client.

The case study provided is for illustrative purposes only and is meant to
provide an example of a type of financial issue a client may have and our
process and a methodology to address it. Individual client results will
vary based on individual circumstances and market conditions. The
results presented were based on a period of fluctuating marketing
conditions and the underlying asset allocation, market criteria and
assumptions, or the investment advice/strategy followed may have
changed materially. There is no guarantee that all clients will experience
the same results.

The information expressed herein represents the current, good faith
views of the author(s) at the time of original publication, and has not
been updated. Any predictions, opinions, and other information
contained in this material are subject to change continually, without
notice.

Nothing contained in this material is intended to constitute legal, tax,
securities or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. The
general information contained in this publication should not be acted
upon without obtaining specific legal, tax and investment advice from a
licensed professional.

Please remember that all investments carry some level of risk, including
the potential loss of principal invested. They do not typically grow at an
even rate of return and may experience negative growth. As with any
type of portfolio structuring, attempting to reduce risk and increase
return could, at certain times, unintentionally reduce returns.

Diversification and strategic asset allocation do not assure profit or
protect against loss in declining markets.

Russell Investments' ownership is composed of a majority stake held by
funds managed by TA Associates Management, L.P., with a significant
minority stake held by funds managed by Reverence Capital Partners,
L.P. Certain of Russell Investments' employees and Hamilton Lane
Advisors, LLC also hold minority, non-controlling, ownership stakes.

Frank Russell Company is the owner of the Russell trademarks contained
in this material and all trademark rights related to the Russell
trademarks, which the members of the Russell Investments group of
companies are permitted to use under license from Frank Russell
Company. The members of the Russell Investments group of companies
are not affiliated in any manner with Frank Russell Company or any
entity operating under the “FTSE RUSSELL" brand.

Copyright © 2024 Russell Investments Group, LLC. All rights reserved.
This material is proprietary and may not be reproduced, transferred, or
distributed in any form without prior written permission from Russell
Investments. It is delivered on an "as is" basis without warranty.
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