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Introduction

Overview

The economic downturn has caused many companieseteloselgvaluate thegualified retement
programsin particular their 401(k) savings plansany casesompanies have made, ormike
difficult decisions toespond to these challengimpnomidimes.As a resultnany plan sponsors
continue to struggle with the cost of the miagcbontributions under their 401(k) plamsl whether
any significant plan design changése matching contribution featungght impact employee
participation inand employee perception thfér 401(k) plas

In response, Grant Thornton LLP conduta survey &83U.S. companias April 2009%to better
understand how the current economic downturn is imp#wingatching contribution feature under
their 401(k) plans.

Executive  summary

Clearly, theamnomic downturn is causing maagnpanies to exaluate the#01(k) plan design
carefullyand in many cases, rethink tHéil (K)planstrategyBased on the survey responsesyy

plan sponsors are assessing whether or not to reduce or eliminate the matching contribution featur
under their plans.

As part of this plan design assessment, compayasant to considére potential impact of any

such change on future participation in the 401(k) plan by eligible enfpiloge@sany employees,
especially thesoa | | ehdghlpcompensated empladyeegr ou p, p ar lansbecquset e
of the matching contribution feature, a key challenge faced by plarssp@ssessing the impact of
reducing or eliminating the matching contribution featuigture plan participation rates.

Although geerating cost savings are certainly important in a tough economic climate, an ancillary
effect of a change in the company matching contrilisitioa impact on nondiscriminatiesting

and the resultant correlatiortlie benefits available under theldqdlan for key executivais

could lead to problems in how the company continues to attract, retain and motivate talent, particul
its most critical and tgperforming employees, while managing its overall benefit plan costs.

© Grant Thornton LLP. All rights reserved.
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Summary

Prevalence of  matching contribution feature in401(k) plans
Almost 87 percentf companies reported that ith401(k) plasprovided for matching company
contributions prior to 2009.

Modification of matching contribution  feature in401(k) plans

Approximatel29 percenf companies have already modified, or currently intend to modify, the
matching contribution featuretheir 401(k) plarduring the 2009 plan yeawo-thirds of thee
respondents reported that they will eliminate the match entir@g,@ardent intehto reduce, but
not completely eliminate, the matching contribution during 2009. The rebiairgent indicated
that they expect to increase the match during 2009.

Impact of  m odification of matching contribution  feature under401(k) plans
Whileappoximately34 percent of companies felt thatréuction or completdimination of the
matching contribution feature would make it less likely that the special nondiscrimination tests (the
ADP/ACP tests) for 2009 would be passggroximatel@8 percenteported that they did not expect
any significant changes in the test results between the 2008 and the 2009Allansténsercent
indicated that they felt the test results wactidallymprove during the 2009 plan year

Safe harbor 401(k) plans

Approximately onthird of companiewith a matching contribution their 401(k) plansdicded that
they currahtel 2 ah pmeApprokidately R7) percenttbieplan sponsors with a
safe harbor plan indicated that they are congideemeduction or complete elimination of the
matching contribution feature during the 2009 plan year.

Impact of m odification of match under safe harbor 401(k) plans

Approximately twahirds of companies with a safe hagdanthat are considering a miggition to
the matcHelt that the reduction or elimination of the matching contribution feature will have a
negative impact on future plan participation.

© Grant Thornton LLP. All rights reserved.



401(k) plan benefits: Rethinking plan design for challenging times 4

Automatic  enrollment 401(k) plans

Almost36 percent of companies with a matching contributicentilyrhave an automatic enroliment
feature in their 401(g)an Almost 31 percent of theplan sponsors indicated that they are

considering the reduction or complete elimination of the matching contribution feature during the 2(
plan year.

Impact of modification of match under automatic enrollment 401(k) plans

Almost 47 percent of companies with an automatic enrollment flieat@ne considering a
modification to the matdklt that the reduction or elimination of the matching contribution feature
will lead to more participants opting ouaofomatic enrolimenivhile 31 perceffelt that this would
not result in morparticipanbpt-outs

Results by  industry classification

We examinethe surveyesponses by industry classificafibe esponses wegenerallgonsistent
acrossndustrieexcept fotechnology, retail/trade, rfutr-profit and health care (many of whom are
likelynot-for-profit organizationsT.herefore, warereporting on thé&eydifferences we found reddt

to thefuturedesign bthe matching contribution feature for these specific industitesmain body

of this report.

Results by company revenues

We examinethe surveyesponses bgvel ofcompanyevenueThee was a difference in the
responses depending upon the reviewvet of the organizatiofihereforewe arereporting on thé&ey
differencesve found rel&dto the futuredesign of the matching contribution feaha®veen lower
and higher revenue companies.

Results by employee size

We examinethe surveyesponsesst he number of t h &hee wasp differerices e
in responses depending upon the employee popslagdinerefore, warereporting on théey
differences we found reddto the futuredesign of the matching contribution feature tatemaller

and larger companies

Results by publicvs. private companies

We examined the survey responsesiibjc vs. .
private (forprofit) statusThere were some f = ——
differences inesponselketweerpublic and

private companiesherefore, w are reporting on

the key differences we found e the future

design of the matching contribution feature

between public and private companies.

© Grant Thornton LLP. All rights reserved.
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Surveyesults

Prevalence of  matching contribution

feature
Prior to 2_009' did your 401(',0 pl_an prowde Prior to 2009, did your 401 (k) plan provide for matching
for matching campany contributions? company contributions?

Almost 87 percent of companies aftk

matching contribution featubefore the 2009 © Yes 87%
plan yeaunder their 401(k) plans. This hada%e
confirms thabfferingmatchingcompany
contributions in a 401(k) plan is virtually

Obest bOpractice

M odification of matching company
c ontributions for 2009 and p otential
impact of m odification on 401(k) plans

Have you already modified, or do you
currently intend to oy, the matching e oo or s o et e o, o
contribution feature during the 2009 plan

year? ® Yes 29%

Approximatel29per@nt of companies have  No60%

already revised, or currently intend to revise,® Don'tknow 11%

the matching cdnbutionfeature during 2009.

About 11 percerdf the companies have still

not decided if they will revise the match durir

2009.

The responses by industry were giyera
consistent with the overall survey responses,
with several exceptiof@espondents in the
health carera notfor-profit industries are
generally less likely to make modifications to
the matching contribution during 2008is
could reflect the genepadrception that such
organizationprovide bwersalaiesand greater
benefits to their employess making

© Grant Thornton LLP. All rights reserved.
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significant plan design changes to the match-i=

not as viable an optidRespondents in the Have you modified, or do you currently intend to modify, the
technologym d retailftrade industries are matching contribution feature during the 2009 plan year? (by industry)
generally ore likely to make modifications to

@ Al — 29%
the matching contribution during 2008is Healthcare 0%

. . Not-for-profit 7%
could reflect the fact that such organizationse tecnology I 47%
are experiencing the biggest challenges in ti Retal/trade gow

tough economic times.

There were also differences in responses byHave you modified, or do you currently intend to modify, the
. matching contribution feature during the 2009 plan year? (by revenue)
revenue lels and employee silregeneral,

the respondents with higher revenue levels &g D 29%

; ' ; Less than $250M 28%
more I_|ker to rr_lak_e modlf_lcatlons to the Createnthan 22500 =
matching contribution during 2009 larger @ Less than $500M 27%

~ . . Greater than $500M 34%
ther e s p o markfoncefiGesnore likelyt reeteren

isthatthe matctwill be modifiedluring 2009

. . Have you modified, or do you currently intend to modify, the
There was also a Sllght difference reported bmatching contribution feature during the 2009 plan year?

public and private companies, with private  (by number of employees)
companies indicating that they are more likel

e . ® Al I 29%
to ma_lke modlflcatlons tg the matching | s ihan 500 snilopess 27%
contribution feature during 2009 Greater than 500 employees 31%
@ Less than 1,000 employees S 28%

Greater than 1,000 employees 32%

How do you expect to modify the
matching contribution feature during

the 2009 plan yeé’r Have you modified, or do you currently intend to modify, the
The highest anticipatadtionreported ball matching contribution feature during the 2009 plan year?

respondentis the complete elimination of the" > ¥* "t

matchii approximately twthirds of the S L ——
companies reported that this is their intent Public A 25%
during 2009This couse of action will generate ¢/ et T —
the most cash savings for the plan sponsor.
Another22percent intend to redubet not
completely eliminate the mat&pproximately
63percent of these companies indictiatl
the reductiompercentageill be more than 50 @ ciminate match 67%

percentof the current match, and Reduce match 22%

approximatel@7 percenteported that the @ inergessiinaich 1%

reduction percentage will be less than 50

percenpf the current matcln any event,

there may beompliance issues that need to t

considered in connection with the modificatic

of a matchingontribution under a 401(k) plan

such as the effect on a plands safe harbor
and challenges in passing nondiscrimination

How do you expect to modify the matching contribution feature
during the 2009 plan year?

© Grant Thornton LLP. All rights reserved.
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tests if employees decide to reduce their
contributions.

Interestinty, even in these tough economic
times, 11 perag of the respondents reported
that they expect to increase the match during

20009.
What impact do you expect this action

What impact do you expect this action to have on the results of the
to ha_ve (_)n _the _reSUItS of the ADP/ACP ADP/ACP nondiscrimination tests for the 2009 plan year?
nondiscrimination tests for the 2009 plan

year? ® No significant change 38%
The highest percentage response was a bit  Less likely wil pass tests 34%

surpisingfi 38 percendf all respondents @ More likely will pass tests 10%
indicated that they did not expect any RN MR
significant changes in the nondiscrimination

test results between the 2008 and 2009 plan

yearsThis implies that the use of a matching
contribution at leastor this group of [an

sponsorsdoes not have any direct correlation

to higher levels of plan participation.

Approximately 34 percent felt that the

reduction or complete elimination of the match

would make it less likely that the tests would be

passed in 2009, while 10 paténdicated that

they felt the test results would improve in 2009

(which correlateedmost exactly the 11

percent of the companies who reported that

thar match would be increased during 2009).

Safe harbor 401(k) plans

Does your 401(k) plan have safe harbor
feature with a matching contribution?
Approximately onthird of companiewith a

Does your 401(k) plan have a “safe harbor” feature with a
matching contribution?

matching contributiomdicated that they ® Yes 34%
currently offer a safe harbor 401(k) plan to  nNo48%
their employeebslot surprisingly, ® Don't know 18%

approximately 48 percent indicated ttieit
401(k) plan is not a safe harplan.For the
other companieshe respondentgere not
surewhethertheir plan was a safe harbor plar
or not

© Grant Thornton LLP. All rights reserved.
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Modification of matching company

c ontributions for 2009 and p otential
impact of m odification on safe harbor
401(k) plans

Are you considering the reduction or
elimination of your matching
contribution?

Approximatel27 percentf thecompanies ® Yes 27%
that currently sponsor a safe harbor pidima  No69%
matching contributioimdicated that thegre =~ ® Don'tknow 4%
considering the dection or elimination of the

matching contribution feature during 2009.

This is slightly less than the general percent:

of all respondentshoare considerinte

reduction or complete elimination of the match

during 200929 percent)which is surpriisg,

Are you considering the reduction or elimination of your matching
contribution?

because many cases a safe harbor match isare you considering the reduction or elimination of your
more generous than a reafe harbor match. Matching contribution? (by industry)
In addition, there may be unique compliance

. . . ® Al — 27%
issues that need to be considered in conneci® Heaiticare 0%
with the modication of amatching s .’#g’g;;’;,zg“ ——
contribution under safe harbor@L(k) plan Retail/trade 50%

such as requirements to notify the plan

participants and amend the plan
Are you considering the reduction or elimination of your
. . . matching contribution? (by revenue)
The responses to this question by industry w

consistent with the responses to the generale ai [as— 27%

. : : s : Less than $250M 22%
question regarding the potential modification ¢ ;e than s250m 33%
the matching contributioedtureSponsors of @ Less than S500M — 22%

i Greater than S500M 38%
safe harbo401(k)plans in the health care and

not-for-profit industries are less likely to modify

the matChmg contribution feature1 while Are you considering the reduction or elimination of your
sponsors of safe harb@1(k)plans in the matching contribution? (by number of employees)
technology and retail/trade industries are mo
. ® Al | E— 27%
Wllllng to Change the match. Less than 500 employees 26%
Greater than 500 employees 28%
i . @® Less than 1,000 employees —— 22%
Differences in responses by plan Sponsors W Greater than 1,000 employees 38%

safe harbo401(k)plans were also noted
depending upon revenue levels and employee
populationAs with the case of the responses
by all companies, plan sponsors with higher
revene and larger workforces are more likely
to modify the matching contribution under
their safe harbor 401(k) plans than companies
with lower revenue and smaller workforces.

© Grant Thornton LLP. All rights reserved.
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Do you think that taking this action will

have a negative impact on future plan Do you think thgt'tak?ng this action will have a negative impact on
L. . future plan participation?

participation?

Approximatelywo-thirdsof thecompanies ® Yes 65%

with a safe harbonatching contributioplan No 19%

felt that thereduction or elimination of the @ Don'tknow 16%

matching contribution feature during 2009 wi

have a negative impact on future plan

participationThis is gnificantly higher than

the general percentage of all responddrts

are considering the reduction or complete

elimination of the match during 2@68ly 34

percenbf all respondentglt that the

modification of the match would make it less

likely thathe ADP/ACP tests would be

passed during 200Bjoweverpecausa

many cases a safe harbor match is more

generous than a ngafe harbor matgcht is

logical that any changes to a safe harbor match

would have moradverse participation

consequences toetld01(k) plan

Automatic  enrollment 401(k) plans

Does your 401(k) plan haversautomatic

enrollment feature with a matching Does your 401(k) plan have an automatic enroliment feature with a
. . matching contribution?

contribution?

Almost37percent of plan sponsoxéth a ® Yes 37%

matching contribution currently have an No 59%

automatic enrollment feature feir 401(k) @ Don't know 4%
plansNot surprisingly, approximately 59

percenbf respondents reported that their

401(k) plans did not provide for automatic
enrollmentThefact that37percent of plan
sponsordiavean automatic enrollment feature

may implythat auto enrbhent plans are

becoming more and more prevalent (and, for

the respondents to this survey, are even slightly

more popular than safe harbor plans).

© Grant Thornton LLP. All rights reserved.
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Modification of matching company
c ontributions for 2009 and p otential
impact of m odification on automatic
enrollment  401(k) plans

Are you considering the reduction or
elimination of your matching
contribution?
Approximatel\B1percenpf thecompanies @ ves31%
that currently sponson @automatic enroliment = No62%
401(k)planindicated that thegre considering @ Portknow 7%
the reductin or elimination of the matching

contribution feature during 200Bhis is

comparable tthe general percentage of all
respondenta’hoare considering the reductior

or complete elimination of the match during

Are you considering the reduction or elimination of your
matching contribution with automatic enroliment?

2009 29percent)
Are you considering the reduction or elimination of your

Similar to the responsle)s companies with a matching contribution with automatic enroliment? (by industry)

safe harbor plan, the responses to this quest,

) ) _ Al — 31%
by industry wergenerallgonsistent with the Healthcare 0%

. . Not-for-profit 10%
responses to the general question regardingg Technology N 100%
potential modification to the matching Fancilservicesibaning 41%

contribution feature&Sponsors of automatic
enrollmen401(k) plans in the health care and
not-for-profit industries are less likely to
modify the matching contribution feature,
while sponsors of automatic enroliment 401(k)
plans in the technology dnthncial
services/bankingpdustries are more willing to
change the match.

Differences in responses by plan sponsors with
automatic enrollment 401(k) plans were also
noted depending upon revenue levels and
employee populatioAs with the case of the
responses by all companies, plan sponsors with
higher reveme andin certain casdarger
workforces are more likely to modify the
matching contribution under their automatic
enroliment 401(k) plans than companies with
lower revenue and smaller workfarces
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