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NEW BUSINESS OPPORTUNITIES: Bundled DB Plans & Managing CFO Risk.  A Sales Idea by Wendy Foster, Director Of New Business For DB Plans at NYLIM.
One of the most important trends happening in the retirement plans industry today is in the sleepy world of defined benefit (DB) plans.  The move to “bundle” DB plan services with a single provider offers plan sponsors the same revolution in administrative ease and enhanced participant servicing that bundled DC plans delivered more than 20 years ago.  

Financial advisors should take note of this trend because a bundled approach to DB plans could create new opportunities to expand existing 401(k) relationships and help advisors gain access to new   prospects with a differentiating business proposition.

HOW BIG IS THE DB MARKET
Compared to 401(k) plans, the DB plan market doesn’t get much coverage, but it is a significant market and DB plans are asset rich.  According to SPARK, the “total”, public and private, DB plan market is far bigger than the 401(k) market.  Most large 401(k) plan sponsors also offer DB plans and the market consists of:
· More Than 40,000 DB Plans
· $4.8 Trillion In Assets
As you can see, DB plans represent a tremendous and untapped market for advisors willing to market a bundled solution.   Most 401(k) plan assets have already been “locked” into a bundled platform, but DB plans are still generally administed by multiple service providers.  The asset management decisions are also generally separate from the service decisions.
In addition to providing advisors with the solution to marry assets and plan services, a bundled approach to DB plans also   improves efficiency and provides strong risk management tools for sponsors.  
WHAT IS BUNDLED DB
At NYLIM, the bundled DB solution is positioned as a tool to help CFOs and Treasurers manage the risks associated with offering a DB plan to employees.  Specifically, a bundled approach to DB plans enables CFOs to:

· Better Coordinate Asset Management Strategies With Current & Future Liabilities.
· Better Risk Control Through The Integration Of DB Plan Administration With   A   Single Provider.
· Better Employee Retention Through Increased Marketing/Awareness Of The DB Plan Benefit.
· Better Planning Tools Via Faster Reporting & Valuation.

Bundled DB plans deliver enhanced services, enable participants    to better predict future benefits and the capability to calculate future retirement income scenarios through on-line DB/DC projection modeling tools.  Rather than waiting weeks for actuary follow up, bundled DB plans can also provide participants with   same day information.
In short, bundled DB represents “DB gone daily.”

GETTING THE CFOs ATTENTION
Unlike many 401(k) sales, the DB sale begins and ends with the CFO.  The CFO may or may not realize it, but there are real risks associated with DB plans.
For example, DB plans sit on the books of the company.  Unlike 401(k) plans, DB plans can be a company liability.  In other words, plan performance can have a direct impact on the company’s share price and bottom line.  The DB plan is also the single largest asset for some companies and definitely something that can keep a CFO up at night.
Unlike 401(k) plans, companies bear the market risk with DB plans, not participants, and CFOs are growing increasingly concerned about market risk and funding requirements.
Weak equity markets and low interest rates have taken a bite out of DB plan assets in recent years and many CFOs are being forced to make unexpected contributions to their DB plans.
The contributions could be significant for some companies and represent dollars that could have been spent elsewhere if the markets were more favorable.  In short, the contribution holiday for CFOs is over and CFOs become frustrated when actuaries notify them of a required contribution in the middle of their fiscal year.
CFOs and pension committee members are fiduciaries and responsible for overseeing DB plan investments.    Recent legislative proposals have also put these fiduciaries more squarely in the cross-hairs and advisors that offer solutions that assist fiduciaries with their obligations and mitigate risk are likely to be well received. 
Additionally, the fee-for-service approach associated with the unbundled service model results in more price volatility.    Actuaries can bill at $500 plus per hour and the CFO faces   year-to-year DB plan costs that are unpredictable and difficult to budget for.  
The lack of coordination inherent in the unbundled model could also result in the overpayment of benefits to participants, adding to the cost “surprises” the CFO seeks to control.

· DB Plan Performance Can Have  A Direct Impact On Share Prices & The Bottom Line

· CFOs Are Concerned About Market Risk & Increased Funding Requirements

· Legislative Proposals Highlight Fiduciary Responsibilities

· Sponsors Are Looking For A Business Solution Rather Than A Product Sale
In summary, CFOs will pay attention to financial advisors that deliver a solution that helps them manage market risk, control costs and better retain employees.

A LACK OF BUNDLED DB PLAN PROVIDERS 
The trend towards bundled DB plans is still emerging, but most of the major DC plan providers have not responded with a truly bundled solution.      A few of the major insurers, including NYLIM, have,  however, offered advisors a bundled DB plan solution for a number of years  and a differentiating marketing opportunity. 
Some providers are more broker friendly than others and while a major direct sold fund company also offers a bundled DB plan program, they do not currently market the program through brokers.
Many observers believe the move to bundle DB plans will accelerate rapidly over the next five years and while    new providers could   emerge,   advisors pursuing these opportunities today face an uncluttered market with few competitors. 
Advisors marketing a bundled approach to DB plans also have    significant opportunities to expand their business, cross-sell and leverage existing 401(k) clients.
WHAT TO LOOK FOR IN A BUNDLED DB PLAN PROVIDER
When reviewing full service capabilities, financial advisors should look to providers that offer true integration of all DB plan services, including:

· In-House Actuarial  Services Included In The Bundled Package
· Investment Management & Support Services
· Investment Flexibility Via Mutual Funds, Separate Accounts & Collective Trusts

· State-Of-The-Art Technology Platforms That Include On-Line Access

· Communications Services For Sponsors & Participants 
· Administration Services For DB Plans

· Trust Capabilities

· Government/Compliance Services With DB Plan Expertise

In conclusion, marketing a bundled DB plan solution is a natural extension of a financial advisor’s existing relationship with their 401(k) plan clients.  As mentioned, most large 401(k) plan sponsors also offer DB plans and a combined 401(k)/DB solution could yield significant cost savings, overall service enhancements and financial rewards for the advisor. 
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