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his is a special Common 
Cents devoted exclusively 
to sharing information on 

changes in tax-deferred savings 
plans available to employees of 
WS/FCS.

By coincidence, all three of our 
tax-deferred savings plan types will 
be changing over the next three 
months, some more significantly 
than others.  In order of the signifi-
cance of the changes, the 401(k) 
Plan is changing the least, while 
the 403(b) plans are changing the 
most.  All of the changes were ne-
cessitated because of governmental 
actions.

401(k) Plan

The 401(k) Plan is a plan of the 
Teachers’ and State Employees’ 
Retirement System.  The Retire-
ment System bids out the admin-
istration of the plan, and obtains 
new bids every five years.  The 
bidding process is designed to keep 
the administration costs as low as 
possible and the plan offerings as 
competitive as possible.

The Retirement System recently 
awarded the 401(k) Plan admin-
istration contract for the next five 
year period.  The contract was 
awarded to the current administra-

tor, Prudential Retirement, so 
the administration itself is not 
changing.  However, Prudential 
Retirement’s bid included a 
proposal to save participants a 
substantial amount of money in 
terms of investment fees, which 
will necessitate changing all of 
the investment options within the 
401(k) Plan.  Instead of selecting 
investment options from among 
existing publicly traded fund 
families and paying the investment 
management fees associated with 
those fund groups, Prudential 
Retirement is hiring its own fund 
managers to invest participant 
contributions and balances.  The 
investment management fees will 
be lower than before, but the funds 
will no longer be publicly traded 
funds and the funds’ performance 
will be dependent on the skills of 
the hired fund managers.

Employees will still be able to 
choose market sectors and specific 
investment strategies among the 
fund options, and Goalmaker will 
still be available to help employees 
select a balanced portfolio of 
funds based on their individual 
risk tolerances and length of time 
before needing to withdraw their 
401(k) accumulations.  However, 
in the month of December, 
employees participating in the 
401(k) Plan will be asked to decide 
on how to switch their current 
investments to the new investment 
options.  Please take advantage 
of the opportunity to choose your 
investments, seeking professional 
investment advisor advice if you 
think it necessary.  There will be 
a few more investment options 
to choose from than are currently 
included in the 401(k) Plan.  Again, 
the Goalmaker tool can be used 
to have your investment portfolio 
automatically chosen for you based 
on your risk tolerance and time 
period before needing your money.

457 Deferred 
Compensation Plan

The 457 Deferred Compensation 
Plan is also a plan sponsored by the 
State of North Carolina for govern-
mental employees, but it is separate 
from the Retirement System.  The 
administration for the 457 Plan 
is also bid by the state every five 
years.  For a number of years, the 
plan administrator has been Great 
West Financial Services.  The bid 
this time was won by Prudential 
Retirement, which also administers 
the 401(k) Plan.

The investment options within 
the 457 Plan will change to the 
same options that are within the 
401(k) Plan, funds managed by the 
Prudential Retirement employee 
managers.  As with the 401(k) Plan, 
investment management fees will 
be lower than they have been with 
the previous investment options.  
During the month of December, all 
participants of the 457 Plan will be 
given the opportunity to transfer 
existing balances, selecting among 
the new investment options.  For 
the first time, 457 Plan participants 
will have access to the Goalmaker 
tool, which can automatically select 
a balanced investment portfolio 
based on your risk tolerance and 
time before needing your money.

General Information 
About Fees and 
Investment Performance

In the public announcement of the 
awarding of the 401(k) Plan and 
457 Plan management bid award 
to Prudential Retirement, the State 
Treasurer claims that the award will 
save North Carolina employees 
millions of dollars in fees over the 
next five years.  While technically 
true, it is important to understand 
the various types of fees and the 
other factors within tax-deferred 
savings plans that impact your 
overall return on investment.

Fees come in many shapes and 
sizes, and many are not very 
evident to participants.  Within the 



401(k) and 457 plans, little or none 
of the fees are general manage-
ment or administrative fees, which 
should be evident on your partici-
pant statements.  The majority of 
fees are investment management 
fees, and do not show up on any 
participant statements as fees.  
They simply reduce the investment 
performance that is reported (less 
money added to your balance or 
more money deducted from your 
balance than was actually the 
performance of your chosen invest-
ment).

There are ways to get or determine 
the investment management fees 
being charged (usually an annual 
percentage of your total funds 
invested), but it requires reading a 
huge prospectus, comparing your 
returns to published returns of that 
fund, or asking a knowledgeable 
representative of the investment 
provider.  Investment management 
fees vary by fund, and range from 
as little as less than 1 percent to as 
much as 5 percent.

Fees are only half (or less) of 
the story, however.  Your overall 
return on investment is the key to 
how much money you have when 
you retire.  The fund performance 
matters at least as much as does the 
investment management fees you 
are charged.  Simplistically, a fund 
that “earns” 10 percent and charges 
5 percent in fees is no different 
in terms of your overall money 
accumulation than a fund that earns 
6 percent and charges 1 percent in 
fees.  In both cases, your money 
would grow by 5 percent.

Whether the change in fund man-
agement processes, which will save 
investment fees, ends up benefitting 
participants will be determined by 
the funds’ investment performance 
as compared to those that were 
previously available and which 
charged higher fees.  We cannot 
predict fund investment perfor-
mance.  Therefore, we recommend 
that participants monitor your in-
vestment growth over time (which 
you should be doing anyway) in 

comparison to other alternatives, 
and seek professional investment 
advisor advice if necessary.

403(b) Plan Changes

The most substantive changes are 
those effective January 1, 2009, for 
our 403(b) plans.  Due to changes 
in IRS regulations that require 
employers to more closely monitor 
403(b) plans, WS/FCS needed to 
significantly reduce the number 
of 403(b) plan providers.  Based 
on a Request for Proposal (RFP) 
process, the Board of Education 
has approved five primary 403(b) 
providers for elective, payroll-de-
ducted, tax-deferred contributions.  
Those five providers will be:

The Hartford
American Century Funds
Horace Mann
ING
Security Benefit Group

These five providers were 
selected based on a combination 
of lowest fees, best investment 
options, lowest surrender charges, 
and availability of a ROTH 
after-tax vehicle.  Below are brief 
summaries of why these five 
providers were selected.

The Hartford – 5 Current 
Participants

According to a well known, well 
respected independent investment 
advisor who offered his services 
to help review the proposals, The 
Hartford offers the best selection of 
mutual funds of all the proposals.  
Their fees are higher than some of 
the others, but with high perform-
ing mutual funds, participants can 
“afford” slightly higher fees.  There 
are no surrender charges and it 
offers a ROTH after-tax invest-
ment.

Both Wachovia Securities and 
Edward Jones have proposed as 
brokers for The Hartford.

American Century 
Investments – No Current 
Participants

This is the only “no load” mutual 
fund company to provide us a 
proposal (most others have decided 
to get out of the 403(b) business 
due to the new IRS regulations).  
Since they are “no load” and 
have no agent commissions, their 
fees are going to be low, with no 
surrender charges.  This provider 
was recently selected as one of a 
few recommended providers for 
school districts throughout the state 
of Florida.

Employees would be serviced 
through a 1-800 number or website, 
but they do have salaried regional 
representatives who will help us 
with marketing and employee 
support.

Horace Mann

Their 403(b) product has gone from 
one of the highest fee products ten 
years ago to one of the lowest fee 
products today, with no surrender 
charges.  The product also includes 
some quality mutual fund invest-
ments.  Their local agents routinely 
meet with many school system 
employees for other insurance 
needs and are very willing and able 
to discuss 403(b) needs as well.

ING (ING acquired 
Northern Life)

The mutual fund selections within 
this product appear to have the 
lowest expenses/fees and quality 
fund choices.  They are one of 
three recommended companies 
offering a ROTH after-tax option 
and one of two offering a fixed 
annuity product for those who want 
guaranteed investment growth.  
Their surrender charges are 5 
percent, ending after five years.

Security Benefit Group

This product has no surrender 
charges, low expenses/fees for 
their mutual fund investments, 



and a good variety of mutual fund 
investments.  This product also 
offers a ROTH after-tax option 
and a fixed annuity option.  This 
product is a successor product to 
the NEA Valuebuilder product and 
has only recently been marketed in 
WS/FCS.  Local representative(s) 
currently marketing and supporting 
the NEA Valuebuilder product will 
be marketing and supporting the 
Security Benefit Group product.

The really excellent news is that 
by WS/FCS having pre-screened 
these five providers, employees can 
be assured that they are participat-
ing in one of the lowest cost, best 
quality products available in the 
entire 403(b) market.  Unfortu-
nately, over 900 employees are 
currently participating in 403(b) 
products for which payroll-
deducted contributions will not be 
allowed after December 31, 2008.  
If you are one of those participants, 
please carefully read the following 
information and all other communi-
cations we send you in the coming 
months.

What to do if Your 403(b) 
Provider is No Longer 
Available for Contributions 
1/01/09

First and foremost, please under-
stand that we are not recommend-
ing that you rollover, transfer, or 
otherwise do anything with the 
money you currently have invested 
in your 403(b) product.  Some 
products have surrender fees or 
charges that would significantly 
reduce your savings if you rolled 
over or transferred your money.  
You may leave your existing 
balances in your current product(s) 
for as long as you desire.  Only 
your contributions through payroll 
deduction after December 31, 2008 
are restricted to the five providers 
listed above.

If you do decide to rollover your 
existing money into one of our five 
approved products (or to any other 
non-approved product), it is very 
likely that your employer (WS/

FCS) will have to sign an informa-
tion-sharing agreement to enable 
you to do so.  We will gladly sign 
the information-sharing agreement 
to enable you to rollover your 
funds, but we cannot encourage or 
approve of your rollover of funds.

If you are currently having a 403(b) 
payroll deduction, you should 
have received a personalized letter 
from Mr. Crutchfield explaining 
your options and the ways to 
obtain information about the five 
tax-deferred annuity providers.  As 
stressed in that letter, we advise 
that you not rush into any decision 
about what to do with your current 
money and that, instead, you 
learn all you can about the five 
payroll-deducted products so you 
can continue your payroll deducted 
contributions uninterrupted in 
January.

Factors Favoring Rolling 
Over Existing Funds to 
One of the Five Approved 
Providers

You should not even consider 
rolling over your existing 403(b) 
savings into one of the five 
approved providers’ products 
unless ALL of the following factors 
apply to you:

• You are dissatisfied with the 
growth of your 403(b) savings, 
due to the performance of the 
investment options, excessive 
fees, or both;

• You are convinced that your 
403(b) savings would grow 
faster/better in one of the five 
approved provider products;

• You would not incur surrender 
charges or other fees that re-
duced your savings amount be-
cause of the rollover of monies 
(some of the current products al-
low a percentage of accumulated 
balances, such as 20 percent per 
year, to be withdrawn or rolled 
over without surrender charges);

Again, we strongly recommend 
that you not move hastily to 
rollover existing 403(b) savings.  
Making sure the above three 
conditions apply to you will require 

some research and consultation.  
Having money in multiple 403(b) 
products is not a bad idea at all 
and might have advantages.  If you 
know or are already working with 
an independent financial advisor, 
please talk with that person before 
making any decisions.  If you have 
a sizeable amount invested in a 
403(b) product and do not currently 
have an independent financial 
advisor, it might be wise to begin 
working with an independent 
financial advisor before making 
any decisions.

How to Find Out about 
the Five Approved 403(b) 
Providers and their 
Products

WS/FCS is offering the following 
ways to find out about the five 
approved 403(b) providers and 
their products:

• This issue of Common Cents
• Videos on Cable 2 (schedule to 

be communicated later in Octo-
ber)

• Promotional materials sent to 
your work site

• Regional 403(b) “Fairs” (sched-
ule to be communicated later in 
October)

Again, the good news is that all 
five providers and their products 
have been pre-screened to be 
among the best in the market, 
and we will monitor the services 
provided by the representatives to 
make sure that you receive proper 
services for your 403(b) needs.

Some of the decision factors 
important to some employees 
include:

• Availability of a variety of low 
cost, quality mutual fund invest-
ment options

• Availability of respon-
sive, knowledgeable local 
representative(s)

• Availability of a fixed annuity 
(guaranteed interest-bearing) 
product

• Availability of a ROTH after-tax 
product



Summary

We know that change is not 
easy, and we know that financial 
products are often complicated 
and confusing.  We do everything 
we can to help you make informed 
decisions.  Please take advantage 
of the information we provide and 
the opportunities for obtaining 
additional information (such as 
the 403(b) fairs).  The changes in 
the 401(k) Plan and the 457 Plan 
were not of our choosing, but they 
have the potential to be beneficial 
to all participants, and require 
very little effort in order to deal 
with the changes.  The 403(b) 
changes were set in motion by 
IRS regulation changes, but they 
have allowed us to insure a quality 
selection of products for you, and 
we are thrilled with the quality of 
the five products approved by the 
Board of Education for your use.  
If anything, you should be less 
hesitant than ever about using one 
of these payroll-deducted savings 
plans to supplement your future 
retirement income needs.  Nearly 
everyone reading this publication 
should be investing some amount 
monthly in one of these products.
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• Working with a reputable, finan-
cially secure provider

• Recommendations of indepen-
dent, knowledgeable financial 
advisors

Whatever your decision factor(s), 
we strongly encourage you to make 
an informed decision.  The Request 
for Proposals process has made five 
of the best quality 403(b) products 
available to all WS/FCS permanent 
employees, and utilizing a 403(b) 
product is an excellent method of 
saving for retirement.

Traditional, Tax-deferred 
403(b) Savings versus 
ROTH, After-tax 403(b) 
Savings

Political campaign advertisements 
are notorious for distorting the 
truth.  One that really bothers your 
school finance director is the one 
that claims the current administra-
tion’s tax cuts were only for the 
richest Americans and corpora-
tions.  We saved a copy of the 2001 
federal income tax withholding 
tables, and the following is a 
comparison of how much in federal 
income taxes employees owed 
in 2001 and in 2008 on compa-
rable amounts of annual earnings, 
claiming one exemption:

Despite the political rhetoric, these 
are substantial income tax savings 
today versus seven years ago.  The 
bad news is that, with the current 
economic conditions, it is very 
doubtful that tax rates will stay at 
their current lower rates for long, 
no matter who is elected to federal 
offices in November.

Your finance director also is not 
swayed by the published advice of 
many reputable financial advisors 
regarding the decision between 
tax-deferred or after tax (ROTH) 
savings.  Most are far too simplistic 
in their analysis, advising anyone 
to use the ROTH after-tax invest-
ment if they think their income 
taxes will be higher when they 
retire than they are now.  Their 
common advice is that younger 
employees should use the ROTH 
simply because income tax rates 
will be going up in the future.

Income tax rates are just one thing 
to factor into your decision.  One 
of the greatest features of payroll-
deducted retirement savings plans, 
including the 403(b), the 401(k) 
and the 457 deferred compensation 
plans, is the ability to save money 
consistently month after month 
over your entire employment term.  
Over a 30-year career, the com-
pounding of investment earnings 
is an unbelievably powerful factor 
in accumulating money.  When 
you use a traditional tax-deferred 
savings vehicle, you not only 
get the compounded earnings on 
the out-of-pocket money you are 
saving, you get the compounded 
earnings on the federal and state 
income taxes you are not having to 
pay.

Because the compound earnings 
feature is so powerful over longer 
periods of time, and much less 
powerful over shorter periods of 
time, your finance director favors 
traditional tax-deferred savings 
for younger employees and ROTH 
after-tax savings for employees 
closer to retirement, especially 
those that plan to have at least as 
much annual taxable income when 
retired as while working.

Annual Salary  
$24,000, Single 
$24,000, Married 
$48,000, Single 
$48,000 Married

2008 Federal 
Income Taxes
$2,328.00 
$1,272.00 
$7,008.00 
$4,728.00

2001 Federal
Income Taxes 
$2,808.00 
$2,232.00 
$8,568.00 
$5,832.00

Difference
-$480.00
-$950.00
-$1,560.00
-$1,104.00


