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ITEM NAME: Supplemental Income Plans Proposed Fund Line-up Change 
 
PROGRAM:  Supplemental Income Plans 
 
ITEM TYPE:  Action 
 
RECOMMENDATION  
Approve the recommended Supplemental Income Plans (SIP) proposed investment 
fund line-up change.  
 
EXECUTIVE SUMMARY 
The SIP proposed investment fund line-up change identifies the process and 
methodologies for recommending a change to the existing fund line-up that will better 
meet the needs of plan participants. This item is in connection with Agenda Item 8a 
for the May 13, 2013, Investment Committee.  
 
STRATEGIC PLAN 
The agenda item supports the California Public Employees’ Retirement  
System (CalPERS) Strategic Plan to improve long-term pension and health benefit 
sustainability. The approval of the new fund line-up will enhance participant customer 
service experience and support retirement savings and will help the SIP program be 
competitive in the market place. 

 
BACKGROUND  
The SIP consists of the CalPERS 457 Plan, State Peace Officers and Firefighters’ 
Plan, Supplemental Contributions Plan, and Placer County 401(k) Plan. In early 
2012, RV Kuhns surveyed employers and members about their supplemental savings 
preferences, and reviewed the competitive environment for supplemental savings 
plans and investment offerings including information on SIP plan strengths and 
opportunities for improvement.  
 
ANALYSIS 
As reported in last month’s Pension and Health Benefits Committee (PHBC), in early 
2012, RV Kuhns conducted a strategic review of the SIP Program design and fund 
line-up, to gauge the value proposition and competitiveness of the CalPERS 457 
Plan. During the review, they surveyed employers and members about their 
supplemental savings preferences and conducted a competitive environment review 
for 457 plans.   
 
This information was then reviewed by a project team consisting of the Customer 
Services and Support leadership team and the Investment Office in order to develop 
a recommendation for the fund line-up changes.  
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The team began by drafting guiding principles for the investment fund line-up based 
on the RV Kuhns research and Investment Office strategic priorities. The guiding 
principles include: 

• An appropriate range of investment options intended to avoid an overly 
complex fund line-up that might confuse the average participant  

• A cash equivalent option is important 
• Custom Target Date Funds should be in the SIP fund line-up  
• Self-Directed Brokerage windows provide choices for participants looking for 

choice beyond the SIP fund line-up 
• Costs matter to participants 
• Passively managed funds are less costly and generally preferred by 

participants 
• Investment management could be internal or external 

o Internal capabilities 
o Costs 
o Operational risks 

 
The team directed RV Kuhns to recommend an investment fund line-up based on 
these principles. RV Kuhns identified that a good design is one that meets the needs 
of different investor groups. In structuring the investment menu, this is accomplished 
by dividing the menu into tiers to serve the needs of different participant types. The 
two basic types of investors are “do-it-yourself” and “do it for me” and are based on 
differing levels of investment knowledge and desire for involvement in the investment 
process.   

 
The current fund line-up consists of fund choices that include Target Retirement Date 
funds, Risk-Based Funds and a selection of Core Funds that are both passive and 
actively managed funds. The new fund line-up is comprised of a smaller number of 
passively managed funds. The chart on Attachment A identifies the changes between 
the existing fund line-up and the proposed new fund line-up.  
 
The new fund line-up incorporates the elements from RV Kuhns’ research and 
analysis, as well as the project team’s guiding principles. The proposed investment 
fund line-up is intended to offer a diverse range of alternatives with materially 
different risk and return characteristics with broad market exposures, while avoiding 
an overly complex fund line-up. For the self-directed plans under the SIP, the fund 
line-up will include the following three tiers of options: 
 
• Tier I consists of Target Retirement Date (TRD) Funds which are designed for 

participants who do not wish to make active asset allocation decisions.  The asset 
allocation of the TRD funds will change over time relative to the participants’ age 
and retirement date expectancy. The TRD will also serve as the “default” 
investment option for participants. 
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• Tier II consists of Core Funds which are designed for participants who wish to 

actively design their own asset allocation based on their individual circumstances 
by making choices from a pre-determined menu of core investments. The Core 
funds are intended to offer an appropriate range of investment alternatives that 
are passively managed and provide exposure to major asset classes.  The Core 
investment fund line-up will include the following major asset classes: 
1.) U.S. Equity; 
2.) International Equity; 
3.) U.S. Short-term Fixed Income; 
4.) U.S. Fixed Income; 
5.) Cash Equivalent; and, 
6.) Inflation Hedging/Real Asset. 

 
• Tier III is the Self-directed brokerage window, which is generally designed for 

investors with investing experience and who are comfortable choosing from a 
wide spectrum of investments utilizing a Self-Directed Brokerage Account 
(SBDA). This tier is only available to participants of contracting agencies that 
contract for this option. The investments available under a SBDA are not 
endorsed, monitored, or selected by CalPERS staff or the Board. 
 

The tiered approach allows the participant to choose the investment option that best 
suits their needs. Communications can be structured to address each tier type to 
make it specific and meaningful for the participant. A communication plan is being 
developed to coordinate an extensive, consistent message regarding the fund line-up 
changes. The plan will utilize multiple media streams to help ensure that participants 
are able to make investment choices that best fit their desired result. 

 
Next steps 
Upon approval today of the investment fund line-up, the Investments Office will bring 
back to the June Investment Committee the second reading of the Investment 
policies for approval. In June, we will also bring an information item to the PHBC on 
the pricing for the funds and an update on the communication plan. Once the 
investment fund line-up has been approved by the Board, the fund line-up change will 
be scheduled for October 2013. 
 
BENEFITS/RISKS 
The new investment fund line-up requires changing the existing fund line-up with new 
funds where participants will be given an opportunity to select a new fund. If 
participants’ contributions are invested in a fund that will be removed, they can 
control how those assets are redirected by affirmatively instructing the transfer of 
such assets to another investment fund offered under the SIP. If participants do not 
provide affirmative instructions, their assets will be mapped to the applicable new 
investment fund. 
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To help ensure that participants understand their options and the new fund line-up, 
staff is developing an extensive communication plan with multiple communications to 
participants to request that participants provide affirmative instruction if they do not 
want their assets mapped to the applicable replacement fund. 
 
ATTACHMENTS 
Attachment A - Simplified Investment Fund Lineup 
 
 
 
 
 
 
 
 

_________________________________ 
KAREN DeFRANK, Chief 

Customer Account Services Division 
 
 
 
 
 
 

_________________________________ 
ANN BOYNTON  

Deputy Executive Officer 
Benefit Programs Policy and Planning 
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