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Among the potentially sweeping changes the SECURE [Setting Every Community Up for
Retirement Enhancement] Act ushered in is the authorization of pooled employer plans
—or PEPs. These will o!er a new way for unrelated employers to collectively participate
in a 401(k) plan—not a 403(b) or 457(b) plan, though—that is professionally run and,
thanks to economies of scale, could charge lower fees than do traditional plans.

This arrangement is a type of open multiple employer plan (MEP), meaning it covers
employees of more than one employer. The PEP option will become available for
companies to join starting this coming January.

By allowing the PEP to "le a single Form 5500 and conduct one annual audit, the
arrangement relieves much of the regulatory burden that has kept small businesses
from o!ering retirement bene"ts, experts say. The pooled plan provider (PPP) takes on
the role, historically held by employers, of plan administrator, serving as the main
"duciary of the plan and registering with the U.S. Treasury and Department of Labor
(DOL).

“There’s no question that this is the most signi"cant event to restructure the small-plan
marketplace since the PPA [Pension Protection Act of 2006],” says Bradford Campbell, a
partner with Faegre Drinker Biddle & Reath LLP, in Washington, D.C. “PEPs have the
potential to be a very signi"cant disruptor and change the way the small-business plan
marketplace works.”

The advantages to small-business owners are well-known—the lower fees, plus access
to more favorable pricing, as each owner no longer has to purchase services on his own.
Still, there is no size limit for participating employers; therefore, adviser sources say, the
actual impact of PEPs could be much larger.

“The focus on closing the coverage gap among small employers has been the headline
for folks in Washington,” says Pete Swisher, founder and president of Waypoint
Fiduciary in Lexington, Kentucky. “But [the regulation allows for] a useful plan design, so
it’s going to be adopted by anyone for whom it’s useful.”

Swisher says he expects that a “signi"cant minority” of the retirement marketplace will
shift into PEPs over the next few years, including large employers. This is because even
they may like the idea of moving some of their "duciary responsibilities to the plan
provider.

“Small employers will see a tremendous opportunity in joining a PEP because it’s a more
turnkey retirement solution,” says Michael Conte, director of retirement product
solutions for CUNA Mutual Retirement Solutions in Philadelphia. “But there’s also an
opportunity for large employers to leverage the construct of a PEP to minimize costs.”

Some "duciary responsibilities, of course, Conte says, will remain with employers,
namely to select and monitor the plan provider, to remit participant contributions in a
timely manner, and to deliver plan materials to participants. Still, with their most
burdensome responsibilities removed, many employers could be willing to consider
such a plan.

Favorable for Advisers
The potential for PEPs to become a huge market has many in the retirement industry
ready to jump in.

“Everyone we talk to—"nancial advisers, 3(38) "duciaries, 3(16) "duciaries,
recordkeepers, mutual fund families, investment houses, trustees—everybody is
clamoring to participate in PEPs,” says Richard Rausser, senior vice president at
Pentegra in White Plains, New York. “They’re all thinking they need, and want, to be a
part of this.”

The plans will present several opportunities for advisers, including to help their clients
determine whether going the PEP route makes sense and, if yes, to help them evaluate
and choose the PEP that is most suitable.

“Some advisers will develop a relationship with one or two PEPs, and that will be the way
they consult,” says Neil Lloyd, a partner with Mercer and head of its U.S. de"ned
contribution and "nancial wellness research in Vancouver, British Columbia. “Some
advisers may become an expert on all PEPs, and their role would be to choose which
one is best for a client, and maybe they develop a business that’s more focused on
monitoring PEPs.”

Besides guiding new clients, advisers should re-examine existing clients, as well, to see
which might bene"t from switching to a PEP.

“PEPs may present an opportunity for some advisers to go back and introduce a new
service model or a better outcome to plans they already have,” says Scott Matheson,
managing director of client solutions at CAPTRUST, in Raleigh-Durham, North Carolina.

Some advisers may choose to create a PEP to sell to clients and serve as the pooled plan
provider. Other advisers may opt not to build and sell plans themselves, but to focus on
3(38) "duciary work, selecting PEPs’ investment menu, or to serve as a third-party
administrator (TPA). Large advisory "rms may choose to take on some or all of these
roles in-house.

“No matter where "rms sit, whether they’re a "nancial adviser, a recordkeeper or a
mutual fund manager, they’re going to be working together to put the program in
place,” Rausser says. “The biggest question is: Who will be the PPP?”

Once PEPs are up and running, there should continue to be opportunities to bring on
new clients, including new small businesses.

Challenges for Advisers
While PEPs hold out many opportunities for advisers, they also present challenges. Chief
among these could be a surge in competition for clients. If 100 employers can work with
just one adviser rather than 100 separate advisers, that could leave 99 advisers without
that potential business, Campbell says.

Plus, he says, advisers are not the only ones who can serve as a PPP. Many
recordkeepers are well-equipped for, and interested in, doing so, along with
broker/dealers (B/Ds), banks and insurance companies, etc. Some of these large
institutions may opt to market their plans directly to employers, cutting out the adviser
entirely.

According to Rausser, no matter who sits on top as the PPP, one of the biggest
challenges to launching PEPs will be establishing the scale necessary to make them
viable. The PPP could have trouble accessing lower prices, due to the fact it is essentially
starting from scratch.

“There are costs associated with getting a PEP ready: the document selection, getting a
platform, getting it cost competitive without having any dollars in there,” Matheson says.
He conjectures that the "rst to buy in will “be established smaller plans that are
interested in the "duciary risk transfer or the cost savings.” From there, advisers “can
pick up the incremental new business, with clients where it’s their "rst money in and
[the participants’] "rst deferrals.”

The "rst generation of PEPs is apt to be fairly bare-bones, giving employers few options
for customizing their plan for their workers, Campbell says.

“At least at the beginning, PEPs won’t be terribly #exible,” he says. “To get the concept
o! the ground and running e$ciently, the initial PEPs may have some limited features.
But as the PEP market develops, we may start to see more customization.”

The more complex a plan gets, the more regulatory guidance it may need, Campbell
adds. This is a further reason the earliest plans will likely be less sophisticated.

Still another challenge advisers will face is the potential revenue impact. There is much
potential for new business, but the whole purpose of PEPs is to create a less expensive
structure. That means existing clients that move into a PEP will probably expect to
receive discounted prices.

“PEPs are a less expensive structure, so someone is going to get paid less, whether it’s
because they get disintermediated or because the simple weight of purchasing power
leads to accelerated fee compression,” Swisher observes.

Why Choose an Open MEP?
Myth Reality

Open MEPs are
a low-cost
retirement plan
alternative.

Open MEPs are likely to come in many “models,” as plan
providers create their own version of a multiple employer
plan. Pricing will depend on the size of the plan, its design
and the level of services provided

Employers are
able to totally
o%oad plan
administration.

While open MEPs are certain to take a large chunk of the
administrative burden o! the shoulders of small-business
owners, not every task can be outsourced. At a minimum,
employers will likely be required to submit timely payrolls,
receive and update participant deferral and loan changes,
and monitor outstanding loans.

Open MEPs
relieve
employers of
their "duciary
responsibilities.

Open MEPs are designed to relieve small-business owners of
many of the "duciary responsibilities of implementing and
managing a plan, but not all. For example, timely submission
of payrolls, and tracking deferral and loan changes are a
"duciary responsibility, and one that employers will likely
continue to handle under a MEP. It’s important for them to
review any services agreement with the 3(16) "duciary to
understand what is and what is not covered under the
agreement.

Source: MassMutual, “Open Multiple Employer Plans”

What’s Next?
As PEPs will not come to market until the beginning of next year, advisers have several
months to prepare. Key to those preparations will be for the adviser to have "rst
decided what his best role will be, whether to serve as a PPP, act as a 3(38) "duciary,
provide another service, or do some combination.

Advisers not creating a PEP on their own will need to connect with service providers that
are—to learn more about their PEPs and also to potentially align themselves to work
with one of these providers in the future.

“This year is about [the various players] understanding the potential that PEPs have—
both good and bad—and "guring out whether there’s a role for them and their practice
and how it will a!ect their business,” Campbell says. “It’s not just about whether PEPs
are good or bad for your client, but it’s also about what it means for your practice and
whether you need to make changes.”

Before next January, the Treasury and DOL may also provide further guidance, including
additional information on potential ERISA [Employee Retirement Income Security Act]
issues, necessary exemptions, and services a PPP may outsource. Still, Campbell says,
there may be less such guidance this year than some advisers would like.

“The election is going to a!ect the regulatory agenda and timing,” he says. “If Trump is
re-elected, that will have one e!ect. If not, there’s a bigger delay while the new
administration "gures out what it wants to do and what policies it wants to keep or
change, and where it is in that process.”

Those who are planning to create PEPs must start considering their plan design and
working on plan documents, as well as identifying potential clients and a sales and
marketing plan to reach them.

“What’s the magic that’s going to make new clients or plans in general join these things?”
Rausser says. “They’re going to be like any other retirement plan structure, in that
they’re going to need to be sold. Don’t think that, just because you built it, potential
clients will knock on the door and ask to be in one.”

PEP Rally
Advisers expect enthusiasm from clients as pooled employer plans
become available for wholly unrelated businesses.

Pooled Employer Plans (PEPs), a type of open multiple employer plan (MEP), are
authorized to begin next January 1. PEPs will help close the retirement plan coverage
gap, by letting small businesses that have nothing in common jointly provide a 401(k)
plan for their workers. MEPs allow only -similar businesses to pool resources for this
purpose. By permitting the PEP to "le a single Form 5500 and conduct one annual audit,
the arrangement relieves much of the regulatory burden that has kept many small
businesses from o!ering retirement bene"ts. Most small businesses have not been
o!ering a plan.

Some experts say PEPs are the most signi"cant event to restructure the small-plan
marketplace since the Pension Protection Act of 2006. Plan sponsor interest in open
MEPs has been growing, which means many sponsors will likely consider PEPs.
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The smaller the sta! a business has, the less likely that the business
will have a retirement plan for its employees.

Small-Businesses O!ering a Retirement Plan
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71% of businesses without a retirement plan reported that
plan setup is too expensive.

63% of workers 65 and older still contribute to their plan.

Source: SCORE Association

Multiple-Employer Plan Growth

Source: Cerulli Associations

If that trend continues, now that more employers will have access to
a plan, PEPs could make a huge di!erence for employees.

Projected Increase in Retirement Savings with a PEP
In a simulation that projected savings for 35- through 39-year-old workers who would
otherwise be ineligible for an employer-sponsored plan, use of open MEPs—including
PEPs—resulted in signi"cantly greater savings for retirement.
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*Quartiles represent the distribution of years in the workforce without eligibility for an employer-sponsored
retirement plan.

Source: Employee Bene!t Research Institute
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Keeping Up With the Workplace
Black Americans need more representation in the financial advisory field.
By Judy Faust Hartnett
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Art by Lars Leetaru

The "nancial advising industry has not only a scarcity of women but a well-known
diversity gap. In 2018, only 5% of "nancial advisers identi"ed as black or African
American, slightly less than 7% as Asian and 6.6% as Hispanic or Latino, says the Bureau
of Labor Statistics’ Current Population Survey (CPS).

Based on self-reported data provided to the Certi"ed Financial Planner (CFP) Board of
Standards Inc., less than 3.5% of all 80,000 Certi"ed Financial Planners in the U.S. are
black or Latino—signi"cantly less than the representation of blacks and Latinos in the
U.S. population.

The adviser industry has, similarly, not kept up with the current U.S. workforce. Today’s
employees span more generations and are much more diverse and better educated
than ever before. Numerous studies show that more diversity across a company’s
workforce leads to better results.

Millennials, for example, who will make up 75% of the American workforce by 2025, the
2018 Deloitte Millennial Survey found, believe working and collaborating with people
from varied backgrounds will make a company smarter, richer, more creative and more
successful.

“We know that the majority of Millennials identify as nonwhite,” says Kathleen Zemaitis,
head of adviser diversity and inclusion at LPL Financial in Denver. Communities,
especially those Millennials gravitate to, are evolving, she notes.

The inadequate number of minority advisers to help these young workers is
problematic—whatever the client’s or potential client’s race, she and other sources say.

“The fastest growing segment of marriages are of mixed ethnicity. If we aren’t re#ecting
these changes, we won’t be able to guide our investors with retirement and "nancial
needs,” Zemaitis says.

To address this challenge, LPL launched an Advisor Inclusion Council (AIC), a diverse
group of representatives from "nancial "rms and institutions to work along with LPL
leaders. The council has identi"ed and is working to advance three primary goals within
the adviser industry: to attract more "nancial professionals who re#ect the changing
marketplace; to help "nancial professionals grow their business by engaging new
investor markets; and to create inclusive opportunities for "nancial professionals to
connect, learn and share best practices.

‘Chocolate Chips in Vanilla Ice Cream’
Lee V. Bethel, president at Comprehensive Bene"t Services Inc., and associated with LPL
Financial, in Washington, D.C., has been in the advisory business for over 30 years. He
talks about his experience at "nancial conferences: “More often than not, I’ll be one of
the few African Americans there. And it sometimes takes a minute, I don’t want to say ‘to
be accepted,’ but for people to realize you’re there because you’re quali"ed to be there.”
He says minorities attending conferences often connect with each other but feel
overwhelmed by the sea of other advisers.

The image Bethel uses—“chocolate chips in vanilla ice cream”—to describe being one in
a sea of others resonates with Zemaitis, who notes that she has shared that with
leaders at LPL. Now that she is aware, “I can’t go to a conference ever again and not see
that visual. So, it’s helpful for those who may not see that.”

Bethel has nine professional designations. He says, “I did that for two reasons: one, to
show that I can be quali"ed at what I do, and two, to show my clients that we’ve taken
the time to arm ourselves with the education to be as knowledgeable as possible so we
can guide them in an advisory capacity.”

The 2019 Elite Advisor Poll by BNY Mellon’s Pershing surveyed advisory "rm leaders and
revealed that 59% of those at the country’s most pre-eminent registered investment
adviser (RIA) and institutional "rms are satis"ed with their e!orts to hire women or
ethnic minorities; 41% are “not entirely satis"ed.”

When it comes to implementing initiatives that will help them reach and attract a
diverse talent pool, advisory "rms still have work to do, according to the poll. Twenty-
eight percent of respondents are expanding recruiting e!orts to include schools with a
more diverse student base; 2% are measuring progress on diversity; 9% are o!ering
diversity training; and 14% are reviewing job descriptions to remove any unconscious
biases from the hiring and development process. Forty-seven percent, however, take
none of these initiatives.

So how can "rms increase diversity, speci"cally in the area of ethnic minorities? “One of
the main ways is by proactively creating a diverse professional network and cultivating it
over time,” says Christina Townsend, managing director and head of adviser solutions
platform strategy at Pershing in Philadelphia. “By cultivating, welcoming and advancing
people who have a variety of backgrounds and experiences, we can make our
companies stronger, more competitive and ever more resilient.”

An Indirect Career Path
Rickie Taylor, a black regional director at Retirement Plan Consultants in Philadelphia,
broke into his career indirectly, after, in 1997, a Prudential adviser at a career fair tried
to recruit him. “I was pre-med, but I scored in the top 25% in the country on a ["nancial]
aptitude test.”

When he got married, Taylor says, he and his wife had money to invest, and he
remembered the connection he had made with the Prudential adviser. Taylor eventually
joined him, in 1999.

Taylor says he quickly realized how di$cult the adviser role was. He began by selling
annuities and life insurance. In that job, “you start with people you know,” he explains.
“The African American community doesn’t have a lot of access to investable assets. I was
the only African American on that team, and, overall, I’ve typically been the only African
American at the "rms where I’ve worked.”

Taylor has found that, in the retirement plan space, minority business owners often
have been inadequately educated when their plans were set up. When he comes in to
review plan documents and investment lineups, he does a cost comparison and then
runs a hypothetical illustration based on accurate information provided by the U.S
Census. “What I often uncover is that these plan sponsors don’t know what a safe
harbor plan is or even have a good understanding of deferral amounts.” He educates
these business-owner plan sponsors about how a retirement plan can work harder for
their business and its employees.

What Taylor has encountered points to the value of minority advisers. While minority
business-owners can get help from any adviser, one from the same racial or ethnic
group may be better able to understand them and build their trust.

Asked whether people of color or from minority ethic groups—either plan sponsors or
participants—would like to see plan advisers who look like them, Zemaitis says,
“Advisers need to understand participants’ experience, their backgrounds, their cultural
nuances, to be able to give them the best "nancial plan they can. We need to change the
face of our industry to re#ect those communities because each one—and each investor
group within it—has di!erent needs.”

“A diverse sta! can attract a more diverse group of clients,” notes Sheryl Rowling, head
of rebalancing solutions at Morningstar, as well as a principal at Rowling & Associates in
San Diego. “If most "rms are trying primarily to attract white male clients, there are
many opportunities for going after minority populations. Of course, Hispanic clients
don’t require Hispanic advisers, nor do women necessarily need to work solely with
women. Yet, won’t minority prospects be inclined to check out a "rm that includes a
more diverse mix of employees? Targeting niche markets should not be a primary
reason for a diverse sta!. But the potential is certainly a plus.”

If plan sponsors lack a diverse committee, could that impede minority advisers from
being hired? Should it be a best practice for sponsor committees to include various
minorities? 

“Yes!” says Zemaitis. “Diverse committees, diverse slates, etcetera, widen the net for
more opportunities. Representation is key to moving the needle to a more inclusive
work environment. Having a diverse set of voices in a room helps to mitigate
unconscious bias and brings diversity of thought into decisionmaking for more holistic
business outcomes.” 

James Brewer, founder of Envision Wealth Planning in Chicago, advocates for racial
diversity in the "nancial planning profession. A black man, he helped plan the inaugural
Vision Conference of the Association of African American Financial Advisors (AAAA, aka
Quad-A), in 2015. Last year’s conference sponsors included TD Ameritrade, T. Rowe
Price, and Flexshares. Quad-A was created to address the needs and concerns of African
American "nancial advisers and a$liated professionals. 

Taylor sits on the Quad-A board as membership director and is also on the board of the
Financial Planning Association (FPA) of New Jersey as director of diversity and inclusion.
His idea to recruit minorities into the adviser business is “to hit the ground running with
high school students and college students.”

“Quad-A is having conversations with students at some of the historically black colleges
and universities [HBCUs] such as Delaware State and Clark Atlanta University,” he says.
“Our mentorship programs let students know what’s available once they graduate.” He
says he is also considering setting up student program content and internships.

Rowling concurs as to the value of providing instruction. “To have more quali"ed,
diverse job candidates, diversity initiatives must begin at the educational level, even
before the college and university level. After all, if there’s not much in the tunnel, there
won’t be much to choose from,” she says.

RIAs can help in#uence and encourage minority students to pursue education and a
career in "nance, Rowling notes and suggests multiple ways to do this: Present at
schools—middle schools, high schools, community colleges and universities; write
articles in publications targeting varied young audiences; donate to targeted causes;
sponsor a scholarship for minority students; and o!er internships at the high school or
college level.

When hiring, she says, “Advertise in a variety of paper or online publications and
resources. Be sure to note that your "rm welcomes diversity. When interviewing,
consider how a candidate’s unique perspective can add value to the team. If you have
two equally quali"ed candidates and one is a minority, I say hire the minority person.
Or, if you have the #exibility, hire both!”

Tagged: workplace diversity
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Pooled Strength
PEPs should be a boon to small employers—how advisers, too, can gain
from these plans. 

By Beth Braverman
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