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Suggestions for managing risk
In 403(b) plans

Since the July 2007 release of Internal Rev-
enue Service regulations affecting the status
of 403(b) plans, many plan sponsors have yet
to get their arms around the changes that go
into effect beginning in 2009.

For those plans subject to ERISA, the
change in the regulatory environment pro-
vides a timely opportunity for plan sponsors
to determine how they can better manage the
risk associated with their plans.

Reducing number of plan providers

As part of the new regulations, all plan
sponsors must have a written plan document
in place by January 1, 2009, that describes
the investment options available in the plan.
Likewise, this document must outline plan
features that include eligibility, benefits,
contribution limits and rollovers. Plans must
also identify which party will be responsible
for coordinating loan and hardship with-
drawal compliance with IRS regulations to
avoid potential violations.

For plans that offer multiple investment
providers, coordinating this information is
not simple. An ideal solution would be to
reduce the number of plan providers; how-
ever, organizations need to consider whether
deferred sales charges, surrender charges or
restrictions on fixed interest type accounts
would have a significant negative impact on
plan participants.
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Develop an investment policy
statement

While developing an Investment Policy
Statement is not mandated by the IRS regu-
lations, organizations and their investment
committees can benefit from preparing and
reviewing this document on a regular basis.
An IPS helps organizations to meet their fidu-
ciary responsibilities by documenting guide-
lines for conducting prudent reviews, selecting
and monitoring investment options, increasing
the likelihood of sound decision-making and
timely action. For organizations interested in
actively choosing and monitoring investment
options for their participants, the IPS can iden-
tify what factors may result in an investment
replacement, such as poor investment perfor-
mance or relatively high expenses.

The IPS also should outline the duties of
the parties responsible for the plan’s invest-
ments and related services. As service provid-
ers to the plan may change over time, the IPS
may need to be updated to adequately capture
the roles and responsibilities of these entities,
including any plan fiduciaries.

Consider fiduciary liability
coverage

Fiduciary liability policies provide cover-
age for claims stemming from violations of
ERISA, as well as administrative errors and
omissions in the areas of advising, records
handling and plan participant enrollment.
Insurance cost may be an issue for smaller
organizations, however, regardless of your
organization’s size, you need to understand
what liability you may be exposed to and
whether insurance may be a cost-effective
solution to mitigating the risk.

The new IRS regulations present a chal-
lenge to nonprofit organizations seeking to
understand and comply with the new require-
ments. The next six months provides an op-
portunity to review the potential risks and in-
efficiencies that may be present in your plan
and move toward a solution that mitigates
your risk, while improving employee satis-
faction with your plan.

B Michael A. Schork Jr. is a senior investment
adviser with Hylant Financial Services in Ann
Arbor. Mike has over 25 years of experience
specializing in qualified retirement plan con-
sulting and investment management for non-
profit organizations, foundations, corporations,
private clients and charitable trusts. Mike can
be reached for comments at (734) 662-1297, or
via e-mail at mike.schork@hylant.com.
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