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Connecting Great Ideas and Great People

Today’s Agenda

eFiduciary Trends
eLegislation

eInvestment Expectations
eInvestment Choices

*Fees

eParticipant Attitudes
eParticipation/Deferral Rates
<Plan Sponsor Attitudes
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Fiduciary Trends
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Common Fiduciary Mistakes

Failure to:

Establish written policies and procedures
Follow policies and procedures

Do investment due diligence

Measuring & evaluating fees

Administer correctly, monitor periodically
Identify conflicts of interest

Differentiate between your corporate and your plan
fiduciary roles

8. Appropriately manage company stock
9. Give employees the help they need

10. Take action
*asae & the center
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Plan Sponsor - Next Three
Years Race

Fiduciary concern continues to be the #1 issue of importance to
plan sponsors.

Fiduciary Concerns 65%
Education/Communication
Regulatory Compliance
Sufficiency of Assets for Retirees

Investment Advice

Expenses/Fees

Employee Participation

Investment Performance

Appropriate Array of Investments
‘ - asae & the center
Source: IOMA's Annual Defined Contribution Survey, 2006 for assccialiun |e&dE|’ShID
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Common 404(c) Mistakes

Failure to:

« Communicate to participants
that the plan intends to
comply with 404(c)

* ldentify the fiduciary

|- Provide participants with
prospectuses
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Investment Monitoring Trends

Do you have a formal written Investment Policy?

B ves 71%
B no  29%

asae & the center
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Source: PLANSPONSOR Defined Contribution Survey, 2008

Investment Monitoring Trends
(continued)

When was the last time you replaced

. . How do you handle an
an investment option due to poor

underperforming investment option?

performance?

Never 17% Replace investment option 70%

Within the last year 40% Continue to monitor 53%

1 to less than 2 years 24% Add an additional investment option with 17%
the same investment style

2tolless than 5 years — Freeze investment option (no incoming 17%

5 years or longer 4% money)

Total 100% Egzse out investment option over period of | ;o
Hasn't happened 10%
Other 3%

Note: Respondents could choose more than one answer.

Source: Deloitte Consulting, 2008
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Legislation
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Impact of the Pension Protection Act (PPA)
on Automatic Enrollment

« Qualified Automatic Contribution Arrangement (QACA)

= Four key components:

— Minimum automatic employee salary deferrals, including
deferral escalators (if applicable)

— Required employer contributions
— Immediate 100% vesting not required

— Participant notices—must include information regarding the
automatic contribution arrangement

« Satisfies Actual Deferral Percentage (ADP) testing

H = Plan may not be subject to Actual Contribution
Percentage (ACP) and top-heavy nondiscrimination testing
I *asae & the center
for association leadership

L | www.asaecenter.org




Qualified Default Investment Alternative
(QDIA) Notice Regulations

= QDIA requirements

e Fiduciary may qualify for relief if
certain requirements are met

= Three types qualify as safe harbors:

— Target-date or life-cycle funds
H — Balanced funds
_ —Managed accounts
I = New QDIAs on the horizon *asae&the center
for association leadership
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Investment Expectations
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In Touch with Reality?

Expected Avg. 1988-
Annual Return 2008*
Next 20 Years
14.45% 10.7%
11.12% 8.9%
10.29% 4.5%
10.65% N/A

AP

Note: Latest data available for the expected average return for the next 20 years.
Source: John Hancock Financial Services Survey, 2003

*Ned Davis Research, Inc., “Comparative Investment Returns Over 20 Years,” asae & the center

2/29/88 — 2/29/08 for association leadership
www.asaecenter.orqg

Poor Investment Choices
Have Been Costly

11.8% Annualized Returns
1987-2007
7.6%
4.5%
3.0%
m B
; Average Lehman Average
S&P 500 Inflati
nfiation Stock Fund Aggregate Bond Fund
Investor Bond Index Investor

Past performance is no guarantee of future results.
Source: Dalbar, Inc. 2008
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Asset Class Performance

Anvwalized

1994 — 2008

Lasge Cap
Growt

Large-Cap
Value
Mid-Cap
Growth

Mid-Cap
Value

Small-Cap
Growth

small-Cap

International

Emerging
Markers

Core Bonds
Higgh Yicld
Bonds &

Real Estate
Se

Securities

Direct
Praporty
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Investment Choices
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Too Many Choices?

2007

W 2006
M 2005

More Than 21
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Source: 51st Annual Survey of Profit Sharing and 401(k) Plans, Profit Sharing Council
of America (2007)

Do Participants Take Advantage?

No. of Investment Options

Options Options
Available Used

Source: PLANSPONSOR DC Survey, 2008
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“Do It For Me” Models:
Americans Favor “Autopilot” Features

0 are glad their employer
98% offers automatic

enrollment?
76%

have a positive
99%  experience with of employees

“Do-it-for-me”

- - _
Y 0 support plans that investors*

P84 96% automatically increase

< contributions®

Retirement Income, EBRI, 2007 for association Ieadership
4 My Principal® Edge Milestones participant database, June 2007 WWW.asaecenter.or
. .org

1 Harris Interactive, “Retirement Made Simpler,” October 2007 g .
2 Deloitte’s Annual 401 (k) Benchmarking Survey (2006 edition) th t "
3 The Expected Impact of Automatic Escalation of 401(k) Contributions on asae & e cen er

Lifecycle/Lifestyle Investment
Options Gain Popularity

64.2

Percent of plans offering lifestyle and/or
lifecycle investment options

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Source: Profit Sharing/401(k) Council of America, 2008 ’ 1 .
asae & the center
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Www.asaecenter.orq




Fees
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What About Fees?

* Fees charged to a plan must be “reasonable”

* ERISA proposed 408(b)(2) regulation—in writing:

— List all services provided

— Identify compensation or fees received for each
service

— Explain how the compensation or fees are
H received (direct billing, deduction from plan
accounts or charge against plan investments)

I * asae & the center
for association leadership
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When Evaluating Fees...

 Investment Option Fees:
— Some investment options may have higher fees
— Lower fee doesn't = better performing investment options
— Cheaper not necessarily better
— Just one part of the larger picture

- Plan Fees:

— Make informed decisions

— Look at the full value of all services

— Ask which services the fees cover

— Compare all services received with total cost

Source: RE0000.848.0904, September 17, 2004 a?ﬂ?gsﬁl}l[}rﬁegdeegi%?r
1 Www.asaecenter.org
How are your 401(k) plan’s
recordkeeping/ administrative service
fees paid? Have your plan’s total annual
recordkeeping/administrative
All fees paid through investment revenue 46% service fees changed notably
Some or all of the fees are not covered by from last year?
investment revenue, so there is a direct fee 40%
that is charged
The Company pays this fee directly No 5%
This fee is allocated to participants Yes, they’ve decreased 0%
balar:’Crgsrated based on account 53% Yes, they’ve increased 1%
Total 100%

Equal dollar amount to all

participants

Both the company and the participants

pay this fee
Some or all of the fees are not covered by
investment revenue, so there are additional
fees in the form of wrap fees or added basis
point charges on the investments

Other 9%

Source: Deloitte Consulting, 2007

Total

Source: Deloitte Consulting, 2008 asae & the Cente r‘

for association leadership
1 Www.asaecenter.org




Plan Sponsor Fee
Disclosure to Participants

Disclosure of Fees

Percent of Plans
Administrative ’\/Ilg\r/]?tg;?:;t
Fees g
Fees
Only upon participant’s request 38% 30%
Disclose _peri_odical ly by written 26% 23%
communications
With participant account statements 28% 33%
Other (e.g., prospectus, summary annual 8% 14%
report, summary plan description)
Note: The Principal® encourages fee transparency .
Source: Hewitt, 2005 asae & the Center
for association leadership
L i www.asaecenter.org
Participant Attitudes
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1 |
Savings Levels

42 percent of workers think they
should save 11 percent or more of
their pre-tax salary for retirement?!

* Only a small minority (11 percent)
actually save this much in real lifel

* While eight in 10 employees had
started saving for retirement, almost
half of them had saved less than

$25,0007

1

12007 314 Quarter The Principal Financial Well-Being IndexSM

22008 Employee Benefit Research Institute (EBRI) h "
Retirement Confidence Survey a?ﬂ?e?ss&l!imrﬁegdeerrs}hEJer

www.asaecenter.org

Do Participants Think They Will
Have Enough for Retirement?

Worker Confidence in Having Enough Money to Live
Comfortably Throughout Their Retirement Years

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
25% 22% 23% 21% 24% 25% 24% 27% 18%

47% 41% 47% 45% 44% 40% 44% 43% 43%

18% 18% 19% 17% 18% 17% 17% 19% 21%

0% 17% 10% 16% 13% 17% 14% 10% 16%

1
a
-

E .'Qr- a
, . . asae & the center
Source: 2008 Retirement Confidence Survey, EBRI for association Ieadership
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50% of Workers Expect to Live Comfortably on
70% or Less of Their Pre-Retirement Income

Workers Retirees

Percent of Workers
Percent of Retirees

Don't Less than 50-70% 70-85% 85-95% 95-105% 105% or Refused
Know  50% more

2 oA
Source: 2006 Retirement Confidence Survey, Employee Benefit Research Institute asae &the Center
for association leadership

www.asaecenter.org

Easy Ideas To Save Money?
(Share With Your Staff)

Bring/make coffee at work instead of buying it $29.453.63

daily
Eat a brown bag lunch daily $147,268.17
Rent a movie instead of going to the theater $21,730.58

twice a month

Eat dinner at home one more time a week
instead of going to a restaurant $176,721.81

Give yourself a manicure instead of visiting the
salon monthly $16,312.78

1 Savings over 30 years if invested in a financial vehicle averaging 8% per year, asae & the Center
compounded annually. for association leadershi
Source: GE Center for Financial Learning P

www.asaecenter.orgq




Participation/Deferral Rates
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Participation and Average
Deferral Rates

Defined Contribution

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

Participation

78% 80% 76% 7% 84% 84% 85%
Rate

Average
Deferral Rate

M
Source: 51st Annual Survey of Profit Sharing and 401(k) Plans, Profit Sharing asae & the Cente r‘
Council of America (2007) for association leadership

L ] www.asaecenter.orgq

5.3% 5.2% 5.2% 5.4% 5.4% 5.4% 5.6%




Participation Rates

Percentage of Wage and Salary Workers Ages 21-64 Who Participated in an Employment-
Based Retirement Plan, by Annual Earnings and Race/Ethnicity, 2007

80% |
white  [lBlack [l Other [l Hispanic
70% foond
o
E5%sang
some :
60% - m
550
50% S0 25%:
A2y,
40% i
1%
30% 20
P
24% 4%
20% 9% tad
E 15%
il 1%
10% % o
o
i II)M I I

Lo Than$5000 S5,00099999  MO000-514599  SIS0U0-15997  S20000529599  SI0000-39999  SALOODAREIR 50,000 o Mare

Annual Earnings

Source: Employee Benefit Research Institute estimates from the 2008 March asae & the Center‘

Current Population Survey for association Ieadel'sllip
www.asaecenter.org

Participation Rates
Participation Rates by Age Group

70% 71% 70% 3% 73% 73%
70% 2 |

£0% 59% 59% 59%
50% —— i Ly
40%
30%
20% —— =
10% —

0%
<35 35-49 50-64 65+

Source: The Total View: 2007 Retirement Plan Trends and Forecast; The Principal
Financial Group
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Average Salary Deferral Rates
Average Salary Deferral Rates by Participant Age

9.9%
10% 9.30459-5%
o 8.4% B.4% 8:6%
8% -
7% - 6.8%5 705679
6%
I 2004
5% [ 2005
4% L I 2006
3%
2%
1%
0%
<35 35-49 50-64 65+
Source: The Total View: 2007 Retirement Plan Trends and Forecast; The asae &the center
Principal Financial Group for association |e&dEI’S|lIﬂ
www.asaecenter.orqg

Average Account Balances
Average Account Balances by Participant Age

$90,000 [~ W 2004
W 2008
$80,000 [~ W
$60,000 [~
$40,000 [~ 337071
$20,000 [~
$12705 S13052 gi2413

0 35 3549 5064 65+
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Source: The Total View: 2007 Retirement Plan Trends and Forecast; The
Principal Financial Group
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401(k) Plan Stats by Industry

Participation Rates by Industry Category

80%
70%
60%
50%
40% - [ 2004
I 2005
30% I 2006
20%
10%
Transportation, Other iu'[mmuti Services Finances, Retall Wnuiesm]inu!murmu Cunslnmlmr Mining. Agricutture,
Comm, Unilities, (Organization Insurance, Trade Trade Forestry,
and Sanitary and and Fishing
Services feal Estate

asae & the center
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Source: The Total View: 2007 Retirement Plan Trends and Forecast; The
Principal Financial Group

Money Talks - Offering Incentives
Participation Rates by Stated Match

80%
70%
60%
50%

2004
e = 2005
30% - I 2006

20%

10%

25% Match 50% Match 75% Match 100% Match

—asae & the center

for association leadership

Source: The Total View: 2007 Retirement Plan Trends and Forecast; The Principal
Financial Group
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Can Plan Design
Affect Participation?

Automatic Enrollment Increases Most Common Default Investment
Participation Rates Options in Automatic Enrollment Plans
50— 48.7%
77%
40 -
30
21.0%
20
16.0%
Annual Earnings Under 25
<$30,000 10~
[ Befare Automatic Enrollment [ After Automatic Enroliment

Source: “Measuring the Effectiveness of Automatic 0 e e ey Oher Moy

Enrollment,” Vanguard Center for Retirement

Research. December 2007
Source: 51st Annual Survey of Profit Sharing and 401(k) Plans,

Profit Sharing Council of America (2007)

asae & the center
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www.asaecenter.orqg

“Do It For Me” Models:
Auto Enrollment Increases Participation...

Average Participation by Enrollment Selection

80%

75%

Participation
continued to

75% e 73%

70% : :
increase with
Ba% ro0s use of an
60% i
- il automatic
55% . 2006 enrollment

feature.

50% —

Auto Enrollment*  Standard Enrollment

*Have adopted auto enroliment for newly hired employees. : asae & the center

Source: The Total View: 2007 Retirement Plan Trends and Forecast; The Principal for association Ieadership

Financial Group ;
www.asaecenter.orq




Beware of the Dark Side......
= The “Default Effect”

= Initially, 80% accepted the default savings rate
and the default investment option

= Three years later, over half still invest at the
default savings rate and default investment
option

= Participants tend to anchor at the low default
savings rate and in a conservative default
investment option

Source: “Individual Responsibility and the Imperfect Investor: The Need for th "
I Automating the 401(k) Plan,” Benefits Quarterly, Fourth Quarter 2005 a§ae & t BI Cderl;lhter
‘ Or association leadersnip

L j www.asaecenter.org

“Do i1t for me” Solutions = Results

W'thou? Automatic
Automatic
Enrollment
Enrollment
New Hire Initial Participation 45% 86%
New Hire Avg Employee Deferral 2 8% 3.6%
Rate
. ; .
Contribution Allocation 100% 21% 67%
Investment Default

Based on new employees hired between January 1, 2004, and September 31, 2006, as
of December 31, 2006.

Source: “Measuring the Effectiveness of Automatic Enrollment,” Vanguard -
Center for Retirement Research, December 2007 asae & the Center
¢ for association leadership

L | www.asaecenter.orgq




Plan Sponsor Attitudes

asae & the center
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Most Important Reason For Switching
Service Providers
By Plan Assets
Base: excludes switches due to merger/acquisition

$25M
$2.5M $5M $100M
Total % | <$2.5M to <85M | to <825M <$1tgo|\/| N
Services 34% 33% 29% 38% 53% 43%
!nvestments (net of next two 2% 2% 200 29% 19% 14%
items)
Poor fund performance 13% 13% 11% 17% 14% 7%
Wanted better variety of funds 10% 9% 11% 14% 5% 6%
Cost 19% 18% 26% 17% 5% 14%
Source: 2006 Brightworks study -
asae & the center

for association leadership

www.asaecenter.orgq




Most Important Changes to Plan in Coming Year
by Total Plan Assets ($ million)

$3 and $3.1to | $10.01to | $30.1to $80.1 to
Under $10 $30 $80 $250
Increasing participation 60% 53% 69% 71% 33%
Increasing match 20% 12% 8% 21% 20%
Adding investment options 20% 12% 23% 14% 20%
Eliminating investment options 10% 0% 8% 0% %
Replacing a fund 20% 18% 38% 21% %
Post-retirement advice 0% 18% 23% 14% 13%
Changing plan structure
(bundled, partially unbundled, 20% 12% 0% 7% 0%
etc.)
COGIPASTIEEIE 20% 24% 23% 21% 67%
communications
Adding Investment advice 0% 18% 8% 0% 7%
Improv!ng employee asset 10% 29% 15% 14% 270
allocation
Reducing fees 30% 29% 15% 14% 27%
Source: IOMA, Plans in Transition, 2006 asae & the Center.

for association leadership
www.asaecenter.org

Changing Drivers for
Switching Service Providers

Top Three Traditional Drivers for Top Three Emerging Drivers for
Switching Service Providers Switching Service Providers

We wanted a service We wanted better
provider that was easier to - 47% investment advice for our _ 55%

work with participants

We wanted a service provider

investment cost in our plan our fiduciary exposure

We wanted to reduce the We wanted a broader
overall cost of our 401(k) - 40% choice of fund families in - 42%

program the investment line-up

Source: 2006 Brightworks Study

asae & the center

for association leadership
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Disclosure

No part of this presentation may be reproduced or used in any form or by any means, electronic or
mechanical, including photocopying or recording, or by any information storage and retrieval system,
without prior written permission from the Principal Financial Group®.

While this presentation may be used to promote or market a transaction or an idea, it is intended to
provide general information about the subject matter covered and is provided with the understanding
that The Principal is not rendering legal, accounting or tax advice. It is not a marketed opinion and may
not be used to avoid penalties under the Internal Revenue Code. You should consult with appropriate
counsel or other advisors on all matters pertaining to legal, tax or accounting obligations and
requirements.

Asset allocation does not guarantee a profit or protect against a loss. Investing in real estate, small-
cap, international, and high-yield investment options involves additional risks.

Insurance products and plan administrative services are provided by Principal Life Insurance
Company, a member of the Principal Financial Group® (The Principal®), Des Moines, 1A 50392.

© 2009 Principal Financial Services, Inc. r
PQ 8606 A-2 | 02/2009 | #2417032010 | #4159042010 | #3468042010 | #3739042010 | #1929032011 asae & the center
f for association leadership
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Questions?

WE'LL GIVE YOU AN EDGE®

asae & the center
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Contact Information

Vince Rainforth

VP - Business Development, Tax-Exempt
Principal Financial Group
Rainforth.Vince@principal.com
630-705-0665

SEE YOU NEXT YEAR!

¥ Annual Meeting & Expo
August 21 - 24, 2010 asae & the center
L Los Angeles, CA for association leadership
|

www.asaecenter.org




