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Expertise and Efficiency: The Rise of OCIO
Services in the Defined Contribution Space

Plan sponsors have faced increasing complexity in their roles as plan stewards.
Regulatory changes, shifting participant demographics, and turbulent markets
have all contributed to the challenges of managing defined contribution (DC)
plans. As they seek solutions to better serve their organizations, Outsourced Chief
Investment Officer (OCIO) services are gaining traction as a valuable tool in their
arsenal. Recent surveys of defined contribution plan sponsors and consultants
reveal that OCIO services are more regularly considered and utilized than in
years past. In this note, we highlight some findings of recent surveys, examining
how OCIO services appear to be on the rise within the defined contribution space.

Why are DC sponsors looking to OCIO?

Since 2019, there have been significant changes in the defined contribution industry.
First, the regulatory environment has undergone considerable changes, including
the 2019 SECURE Act! “These changes in the DC industry have also increased the
interest in and usage of governance models that delegate some level of fiduciary
responsibility to external providers.”? In a recent study conducted by PGIM, 17% of DC
plans surveyed have or are considering selecting OCIO services.?
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Under the Employee Retirement Income Security Act of 1974 (ERISA), US corporate DC
plans must outline rules that protect plan participants and define fiduciary roles and
rules.Under ERISA rules, plan sponsors may electto use non-discretionary investment
consultants, discretionary OCIO providers, and discretionary administrative service
providers to help construct, monitor, and administer defined contribution plans#
Unlike a non-discretionary consultant, “a 3(38) OCIO often will exercise discretion
broadly across the plan’s investment program.”

Accordingto the PGIM study, DC plan sponsors cited a variety of reasonsfor delegating
some or all fiduciary and decision-making authority to OCIO service providers. The
top six reasons (in ranked order) for hiring an OCIO included: 1) desire for expertise
in institutional quality implementation, 2) a perception of reduced fiduciary risk, 3)
limited investment experience of the plan sponsor, 4) limited time of the plan sponsor,
5) limited resources of the plan sponsor, 6) lower expenses® A similar PIMCO survey
found that plan sponsors selected the OCIO governance model to reduce their total
workload and because they believe that the OCIO model could reduce fiduciary risk
as well as reduce fees’

Plan sponsors may implement a full or limited OCIO governance model. In the latter
approach, OCIO fiduciary responsibilities may cover the entire plan's investment
selection and monitoring or may be limited to a single investment product like a
custom target date fund.®2 The PGIM survey found that OCIO services were most likely
used for third-party target date funds, the selection of single manager funds, as well
as the selection and monitoring of multi-manager funds. OCIO services were also
used for the implementation of income and distribution strategies?® Rather than giving
an OCIO full discretionary authority for an entire plan, surveys appear to indicate
that plan sponsors have thus far preferred to implement a limited OCIO governance
model.
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Are OCIO services right for your plan?

According to the PGIM survey, DC OCIO’s believed that most plan sponsors hired them
to first and foremost reduce their fiduciary risk.° But surveys indicate that the variety
of custom and novel investments coming to market may mean an OCIO's investment
expertise may be desired by DC plan sponsors Indeed, concerns regarding plan
sponsor fiduciary risks may prevent sponsors from implementing new investment
vehicles, according to PGIM.2 This would explain their desire to seek the investment
expertise offered by OCIO providers.

In general, plan sponsors appear to be satisfied with the use of OCIO services in
various capacities. According to PGIM survey 74% of sponsors using OCIO are very
happy with outcomes™

Conclusion

As the landscape of defined contribution plans continue to evolve with increasing
complexity, plan sponsors face mounting challenges in fulfilling their fiduciary
responsibilities. The growth in plan assets and changing regulatory environment
may contribute to an increase in the level of expertise and specialized investment
knowledge that may be difficult to maintain internally. By leveraging OCIO services,
plan sponsors may be able to streamline the decision-making processes and enhance
the overall management of their plans.
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Disclaimers

This document is for general information and educational purposes only, and must
not be considered investment advice or a recommendation that the reader is to
engage in, or refrain from taking, a particular investment-related course of action.
Any such advice or recommendation must be tailored to your situation and objectives.
You should consult all available information, investment, legal, tax and accounting
professionals, before making or executing any investment strategy. You must exercise
your own independent judgment when making any investment decision.

All information contained in this document is provided “as is" without any
representations or warranties of any kind. We disclaim all express and implied
warranties including those with respect to accuracy, completeness, timeliness, or
fitness for a particular purpose. We assume no responsibility for any losses, whether
direct, indirect, special or consequential, which arise out of the use of this presentation.

All investments involve risk. There can be no guarantee that the strategies, tactics,
and methods discussed in this document will be successful.

Data contained in this document may be obtained from a variety of sources and may
be subject to change. We disclaim any and all liability for such data, including without
limitation, any express or implied representations or warranties for information or
errors contained in, or omissions from, the information. We shall not be liable for any
loss or liability suffered by you resulting from the provision to you of such data or
your use or reliance in any way thereon.

Nothing in this document should be interpreted to state or imply that past results
are an indication of future performance. Investing involves substantial risk. It is highly
unlikely that the past will repeat itself. Selecting an advisor, fund, or strategy based
solely on past returns is a poor investment strategy. Past performance does not
guarantee future results.
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