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A guide published by the National Association of 
Government Defined Contribution Administrators (NAGDCA) 
describes best practices for public DC plan fiduciaries.

A public employee defined contribution retirement 
plan has many moving parts. Plan sponsors need 
to be aware of their responsibilities and how best 
to serve their members. 

The National Association of Government Defined Contri-
bution Administrators (NAGDCA) has published a Defined 
Contribution Best Practices Guide designed to help public 
plan sponsors learn the basic requirements to run or improve 
their plan and understand their fiduciary responsibilities.

Under the leadership of then-president Tom Mueller, in 
2012 NAGDCA’s Publications Committee and Government 
Defined Contributions Best Practices Task Force collaborat-
ed to develop the guide. 

“We looked at what the main subject areas were and want-
ed to give new or smaller plans a resource to look through 
and understand things they needed to do, questions they 

needed to ask, an idea of the legal counsel needed, etc.,” said 
Tracy Tucker, association director of NAGDCA. 

Six major areas unfolded where further resources were 
needed:

•	 Plan administration
•	 Plan governance
•	 Plan design
•	 Communication/participant education
•	 Plan sponsor education
•	 Plan transition.
An overview of each section follows.

Plan Administration
A plan sponsor first should decide whether to use a 

bundled or unbundled plan approach to providing record-
keeping, administration, investments, etc. With a bundled 
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approach, more common for smaller 
plans, one provider delivers all of the 
plan’s services.

An example of an unbundled ap-
proach is one in which the plan spon-
sor partners with a recordkeeper and 
investment managers individually. This 
approach doesn’t limit the plan’s invest-
ment options.

Consultants also are suggested for 
plan sponsors if staff doesn’t have ex-
pertise in certain areas. It’s important 
that plan sponsors receive the right 
kind of counsel, especially in the areas 
of tax, legal, investments and auditing.

Plan Governance
The key to having an efficient and ef-

fective plan is strong governance. Who 
will oversee the plan? What is the role 
of a fiduciary? What should be includ-
ed in a plan document?

Best practice is to establish a board 
or committee, typically made up of five 
to nine members who are elected or ap-
pointed.

Key responsibilities of the board in-
clude:

•	 Facilitating and promoting the 
benefits of the plan among em-
ployees and emphasizing the im-
portance of plan participation

•	 Designing the plan investment 
menu and monitoring the invest-
ment options

•	 Approving plan administrative 
and investment policies

•	 Approving changes to the plan’s 
services and features

•	 Establishing a communications 
and education plan

•	 Overseeing and monitoring the 
delivery of services to the plan in 
coordination with any estab-
lished plan goals and objectives

•	 Procuring plan services and eval-
uating performance of any hired 
service providers or consultants

•	 Providing ongoing input on the 
plan services being delivered.

The board should meet regularly 
to discuss issues, with those meetings 
documented. Documentation should 
include these items to show the board 
followed its procedures and was pru-
dent in its decision making:

•	 Attendees
•	 Start and end times
•	 Summary of discussion
•	 Actions taken.
Another important area of gover-

nance is fiduciary responsibility. Many 
people don’t understand their role as 
a fiduciary and how to fulfill their re-
sponsibilities. Committee or board 
members should be trained on this 
highly important area. NAGDCA’s Fi-
duciary Education Resource Center 
and programs and resources available 
through the International Foundation 
of Employee Benefit Plans are among  
education sources available.

The Best Practices Guide explains 
that individuals/plans are considered 
acting in a fiduciary capacity if they:

•	 Exercise discretion with respect 
to the management of the plan or 
its assets

•	 Have discretionary authority or 
responsibility in the administra-
tion of the plan

•	 Provide investment advice for 
compensation.

Among the first duties of fiduciaries 
is to act in the interest of plan partici-
pants and their beneficiaries and make 
sure the plan selects diversified invest-
ments with reasonable fees.

If a plan’s governing body doesn’t 
have expertise in certain areas, it’s im-

portant to hire that expertise through 
consultants, attorneys or investment 
advisors and custodians. Fiduciary in-
surance is another way plans can pro-
tect themselves.

Fiduciaries must make sure the plan 
document is administered correctly. 
The plan document, which is required 
and, as a best practice, is submitted for 
approval by the Internal Revenue Ser-
vice (IRS), is the blueprint that governs 
the plan. It defines the offerings and 
operational procedures, and the plan 
sponsor must administer the plan in 
compliance with the document. The 
document must stay up to date with 
the IRS Code, Treasury regulations 
and plan provisions. Failure to comply 
with this document could jeopardize 
the plan’s tax status and its participants’ 
rights.

In addition to the plan document, 
several other documents can help de-
fine a plan and ensure smooth opera-
tions. Having all of these documents is 
considered best practice:

•	 Bylaws for charter documents 
and boards and committees 
outline the governance of the 
plan and procedural responsibili-
ties, for example, how a chair is 
elected, how many meetings will 
be held, etc.

•	 A policy manual spells out who 
is responsible for overseeing ad-
ministrative policies and how to 
carry out those policies.

•	 An investment policy statement 
provides information on the 
plan’s investment options, how 
they are selected and monitored, 
etc.  

•	 Enabling legislation is the offi-
cial language that approves the 
plan. It could be from a state law.

public dc plans



august 2015 benefits magazine 45

Plan Design
Even though plans must follow IRS regulations in regard 

to administration, there are still many options to consider 
when designing a plan. These include participant services, 
plan features and investment lineup.

Plans should be simplified in design and offer fewer invest-
ment options so that participants are not overwhelmed with 
choices. To make it easy for participants to enroll in a plan, 
plan sponsors may want to consider creating an easy enroll-
ment or automatic enrollment process where participants are 
placed into a qualified default investment alternative. 

Participant Services

Retirement plan sponsors should decide whether to offer 
optional services such as:

•	 Hardship/unforeseeable emergency withdrawals
•	 Loans
•	 Investment advice.
Hardship/unforeseeable emergency withdrawals occur 

when a participant faces a financial hardship that would have 
a severe impact on his or her life. Note that these withdrawals 
can result in leakage from retirement savings. 

Loans are another optional plan feature. Best practices for 
loans include restricting the number of loans a participant 
may take at one time and clear guidance on the rules and 
features of the loans, including repayment requirements. 
Loans could encourage enrollment, but participants need to 
be educated that the plan is for retirement purposes, not for 
borrowing money.

What should plan sponsors provide in terms of invest-
ment advice? One approach is through managed accounts 
from the plan’s recordkeeper or consultants. Using managed 
accounts adds an additional cost to the plan and usually has 
low participation. Fee transparency is paramount for provid-
ing investment advice. Participants need to know the associ-
ated compensation received by those providing the advice.

Plan Features

Four key areas of retirement plan features are rollovers, 
Roth options, automatic plan features and employer match.

Plan sponsors need to make a policy decision as to wheth-
er to allow or encourage rollovers into and rollovers out of the 
plan. Rollovers out may result in increased fees for partici-
pants, so plan sponsors might want to encourage participants 
to remain in the plan now and through retirement to access 

the plan’s benefits. Plan sponsors should be aware that money 
rolling over from different types of accounts, such as 401(k)s, 
maintains the rules of the original plan. These rules can affect 
when a participant can withdraw money without penalty.

A best practice in plan features is to provide additional 
savings opportunities for participants. Roth options allow for 
posttax accumulation instead of pretax deferrals. Plan spon-
sors should realize this option adds complexity because of 
the different tax rules. Any plan offering a Roth should also 
provide education and tools to help participants understand 
these options.

Automatic enrollment and automatic contribution fea-
tures, along with an employer match, also have been proven 
successful in achieving higher participation and contribu-
tion rates.

Ohio Deferred Compensation, in conjunction with be-
havioral finance experts from the National Association of 
Retirement Plan Participants (NARPP), has created a simple, 
one-page, opt-in/opt-out form for state of Ohio employers 
and other non-state employers that wish to use it to encour-
age retirement savings. The form is easy to understand and 
shows the concept of growing pretax dollars over time as an 
illustration. Participants who opt in are also enrolled in the 
SMarT autoescalation program unless they check a box to 
opt out. More than 60% of Ohio Deferred Compensation’s 
enrollments are through this form.

The state of South Dakota has successfully implemented 
automatic enrollment for state employees in its supplemental 
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457 retirement savings plan. Employees are enrolled auto-
matically when they start their job but have an opportunity 
to opt out with no penalty. The opt-out rate has been ex-
tremely low, with more than 90% of those autoenrolled stay-
ing in the plan. The result has been participation doubling 
within a few years.

Investments

Managing investments is an important fiduciary respon-
sibility, and fiduciaries have many different considerations 
when evaluating investment options.

Best practice states that investments should be stream-
lined and kept simple for participants. Too many options can 
cause “decision paralysis” and lower participation rates. 

Plans need to consider account structure and fees associ-
ated with mutual funds, managed account fees and fee trans-
parency. Disclosure of fees is considered a best practice.

In any case, a plan should have an investment policy state-
ment that guides the selection and monitoring of options. This 
statement should set guidelines for the plan and include an ex-
ecutive summary/purpose of the statement and roles/responsi-
bilities of key players, including staff and board members. 

Communication/Participant Education
Retirement and financial concepts can be difficult to 

comprehend. It’s important to communicate information on 
these concepts in a way participants will understand.

The Best Practices Guide suggests helping participants un-
derstand:

•	 Plan features and benefits, such as tax deferral versus 
tax-free accumulation, emergency hardship withdraw-
als, etc.

•	 The importance of saving for retirement
•	 Investment terminology, concepts, options and fees

•	 Contribution limits
•	 The retirement plan distribution or payout phase.
Plan participants are flooded with a variety of messages 

on various topics every day, so a range of communication 
methods should be used to reach them, including:

•	 One-on-one counseling
•	 Website and web-based tools
•	 Call center
•	 Group meetings
•	 Webinars and videos
•	 Social media
•	 Newsletters
•	 Targeted e-mails.
A plan sponsor should evaluate its communication tac-

tics annually to determine whether participants are receiving 
and understanding the information.

Plan Sponsor Education
Providing and encouraging professional development op-

portunities for the plan sponsor board is crucial so its mem-
bers remain good fiduciaries. 

NAGDCA best practices in plan sponsor education in-
clude:

•	 Understanding key issues in the industry
•	 Networking
•	 Staying abreast of regulatory and legislative updates
•	 Making a commitment to ongoing fiduciary profes-

sional development and training.
Board members can further their professional develop-

ment through organizations such as NAGDCA, the Inter-
national Foundation and peer networks; by periodically re-
viewing websites of IRS, the Department of Labor and the 
Securities and Exchange Commission; and more.

Plan Transition
Ultimately, a plan sponsor’s fiduciary responsibility is to 

perform its duties in the best interest of participants, includ-
ing ensuring that they are getting services and investments 
for reasonable costs. Periodically, plan sponsors should con-
duct a market search for providers and decide if changes 
need to be made.

If a plan sponsor decides to switch recordkeepers or in-
vestment providers, it needs to create a transition plan. This 
plan typically covers 90-120 days and outlines the roles and 
responsibilities of various parties. Legal counsel should be 
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•   Understand fiduciary responsibilities and document everything.

•   Focus on plan design features that will make participants  
successful.

•   Use outside experts when needed.

•   Keep plan design and investment options simple for participants.

•   Fees should be reasonable and equitable.
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involved to review and approve con-
tracts and assist in other matters during 
the transition. 

Before creating the transition plan, 
the plan sponsor must decide:

•	 What approach the plan will 
take—bundled or unbundled

•	 What the final investment lineup 
will be

•	 Who the recordkeeper will be
•	 What the timing of the transition 

will look like.
The authors suggest breaking the 

transition plan into three parts:
 1. Pretransition
•	 Begin 20-week transition period.
•	 Schedule meetings with the plan 

sponsor and previous provider.
•	 Coordinate and define the com-

munications strategy. Be as trans-
parent as possible so that partici-
pants understand what is going 
on.

•	 Schedule transition workshops.
•	 Execute conversion programs.
 2. Transition
•	 Schedule and have a one-day 

blackout.
•	 Complete final reconciliation of 

converted files.
•	 Execute wires for all balances to 

transfer assets.
•	 Execute trades completing transi-

tion.
•	 Notify plan of results and totals.
 3. Posttransition
•	 Test plan accounts.

•	 Activate voice-response unit and 
secure website.

•	 Mail participant confirmations.
•	 Mail participant and plan state-

ments within 20 days of the end 
of the quarter.

In addition to the NAGDCA Best 
Practices Guide, plan sponsors are also 

urged to review and use Employee Re-
tirement Income Security Act (ERISA) 
requirements as best practices, even 
though public plans are not governed 
by ERISA. 

The full version of the NAGDCA 
Best Practices Guide is available at www 
.nagdca.org. 
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