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Executive Summary

Callan evaluated the administration and investment fees of the North Carolina Supplemental
Retirement Plans (“NCSRP” or the “Plans”).

Total service fees (e.g., administration, transaction fees) were benchmarked using a bidding process
with two recordkeepers whose services are reasonably on par with those currently provided to the
Plans by Empower.

Callan found the NCSRP Plans’ recordkeeping service fees are competitive and below those
proposed by other providers

Empower is receiving an estimated $11 million in annual Empower’s transaction fees are generally competitive
direct administrative revenue (base fee + transaction relative to the surveyed recordkeepers. Although
fees). Empower’s loan initiation fee is above the loan initiation

fees proposed by the surveyed recordkeepers, Empower
does not charge fees for loan maintenance or domestic
relations orders. Additionally, Empower’s total estimated
annual revenue from transactions falls below the
estimated amounts for the surveyed recordkeepers.

When comparing the estimated revenue received to the
open architecture bids provided by competing
recordkeepers, we find that Empower’s fees are below
those proposed by the surveyed recordkeepers.
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Introduction to DC Plan Fees

The starting point for any discussion around DC plan fees is to understand the total revenue needed to
provide the requested services.

Revenue is collected for administration fees, transaction fees, through investment fees, and many other
potential sources.

Fees should be reasonable and services clearly outlined.
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Types of Plan Fees

Plan-Level Administration Fees

Administration fees reflect the
services required to
administer the plan on an
ongoing basis.

Typically there is a flat per
participant fee or an asset-
based fee that is set by the
vendor.

These fees can be collected
directly from the plan
sponsor, the participant,
forfeiture accounts, or
revenue sharing, or some
combination of the above.

Additionally, separate fees
may apply for government
forms support,
communications and
education, etc.
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Participant-Level Transaction Fees

Participant transaction fees
are assessed based on an
individual’'s action: taking a
loan, requesting a distribution,
submitting a domestic
relations order (DRO),
investing in self-directed
brokerage.

These transaction fees may
generate considerable
revenue for the recordkeeper
and should be considered in
any review of plan fees.

These fees can generally be
negotiated in the context of
the overall recordkeeping
relationship.

Investment Management Fees

Investment management fees
are set at the fund level and
assessed pro-rata based on
the assets invested in the
fund.

In a mutual fund environment,
the operating expense ratio
and revenue shared are set
between the Investment
Manager and the RK;
opportunities to move to a
lower fee may be available
when plan assets in the fund
reach certain levels.
Additional share classes or
vehicles are continually being
made available and must be
carefully monitored for
eligibility.

In addition to the sources of
revenue outlined, the vendor
may also receive additional
compensation from other
sources: advice providers,
rollover partners, self-directed
brokerage relationships or
trading fees, general account-
backed fixed annuities or
“spread” products, etc.

It is important to inventory and
assess all fees as a
component of ongoing due
diligence.



Current State: Plan Characteristics Used for the Analysis

Table 1: General Characteristics as of Dec. 31, 2023 Table 2: Plan Lineup as of Dec. 31, 2023

Total Plan Assets* $16,042,078,201 Tier II: Passive Core Options

Total Participants with a Balance 346,671 NC Fixed Income Index $91,706,992 1%

Recordkeeper / Custodian Empower / BNYM NC TIPS $380,969.269 2%
NC Large Cap Index $3,913,642,891 24%

ATIER B LU B EREE R NC International Index $111,524,465 1%

Median Participant Balance $11,543 NC Small/Mid Cap Index $402,546,357 3%

Participation Rate 35% NC Inflation Responsive $561,157,779 4%

Average Deferral Rate 5% Tier Il: Active Core Options
NC Stable Value $2,417,047,977 15%
NC Fixed Income $2,331,303,195 15%
NC Large Cap Core $2,258,910,202 14%
NC International $2,447,509,697 15%
NC Small/Mid Cap Core $1,125,759,378 7%
Totals* $16,042,078,201 100%

*Exclude expense account assets.
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Current State

) Table 3: Breakdown of Current Estimated Annual Administrative Fees
Empower collects an annual recordkeeping fee of $25
per participant. This fee covers services such as Current Revenue
administration, plan sponsor and participant websites, L
. . .. a. Plan Administration Fees $8,666,775 ($25 / ppt)
call center services, most participant communications,

meetings, reporting, check cutting, etc. This fee also b. Event-based Transaction Fees $2,504,860 ($7 / ppt)
includes 18 full-time education representatives.

— Plan fees identified in the table are point-in-time Total Est. Revenue Received by Recordkeeper $11,171,635 ($32/ ppt)
calculations based on participant counts and plan
assets as of Dec. 31, 2023. For transaction fees, c. Trust & Custody (T&C) Fees $1,170,599 ($3 / ppt)
volume was estimated based on the average number
of annual transactions over 2021, 2022, and 2023. Total Estimated Fee incl. T&C Fees $12,342,234 ($36 / ppt)

— Empower charges fees for certain event-based
transactions, which are covered in the “Transactions”
section of this report.

— NCSRP utilizes Bank of New York Mellon (BNYM) as
an external custodian. Invoiced fees for BNYM’s
custody services in 2023 were ~$1.2 million ($3 per
participant).

Separate fees may be incurred for items such as one-off

projects or custom communications (e.g., plan provision

changes, additional processing). These fees may vary
each year, depending on the number and scope of
projects.

~
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Project Scope

As part of its governance responsibilities, NCSRP Board and Staff seek to evaluate the Plans’ service fees

and investment fees on a regular basis.
To do this, NCSRP Board and Staff engaged Callan to provide the following:

Develop a complete inventory of Conduct a competitive Review the investment

all plan fees recordkeeper fee assessment management fees

Collect and summarize all plan fees, — Benchmark the fees currently paid — In the analysis presented to the

including: for the administration of the Board and Staff May 23, 2024,
NCSRP Plans Callan confirmed investment fees

— All explicit charges
are competitive and reasonable,

and the Plans are accessing the
lowest cost vehicles.

— Vendors to provide an open
architecture fee bid based on the
detailed scope of services

— Transaction fees
— Indirect revenue
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Service Fee Evaluation

In evaluating service fees, Callan asked two recordkeepers to complete a mini-survey. The recordkeepers were
asked to provide pricing for the Plans, using participant counts and plan assets as of Dec. 31, 2023. For

transaction fees, volume was estimated based on the average number of annual transactions over 2021, 2022,
and 2023.

— The recordkeepers that responded to the mini-survey have the ability to handle the complexities of the Plans and have
significant experience with similar DC plan types and sizes.

— The surveyed recordkeepers were asked to provide the revenue they would require to recordkeep the Plans on a per
participant fee basis assuming an open architecture investment structure (i.e., no proprietary fund requirements).

« To provide pricing, they were given information on the Plans’ assets, investment structure, participant levels and statistics,
features, and complexities.

— Table 4 on the following slide provides the results of the mini-survey, including the recordkeepers’ quoted administrative fees. It
also includes any adjustments based on certain services the Plans would be expected to use that were not included in the
quoted/base fee.

Callan 10



Total Estimated Administrative Service Fees

Table 4: Fee Benchmarking

Empower
Nationwide Voya Current
Quoted Administrative Fee $52 $29 $25
Total Administrative Fee in Dollars (est.) $18,123,190 $10,053,459 $8,666,775
Event-Based Transaction Fees $4,175,067 $3,197,608 $2,504,860
Education Fees' $2,426,697 $2,426,697 $0
Total Estimated Fee to RK in Dollars $24,724,953 $15,677,764 $11,171,635
Total Estimated Fee to RK (per participant) $71 $45 $32
Trust & Custody Fees Included Included $1,170,5992
Total Estimated Fee incl. T&C Fees in Dollars $24,724,953 $15,677,764 $12,342,234
Total Estimated Fee incl. T&C Fees (per participant) $71 $45 $36

1 Nationwide and Voya priced 18 full-time education representatives outside the quoted administrative fee. Amounts for Nationwide and Voya represent
estimated costs for 18 representatives at a rate of ~$0.40 per representative per NCSRP participant. Education fees for Empower are bundled within the
quoted administrative fee and therefore not broken out separately.

2 Represents invoiced fees for BNYM'’s custody services in 2023

The surveyed recordkeepers were asked to provide the base amount of revenue they would require to administer the Plans
assuming an open architecture investment structure (i.e., no proprietary fund requirements).

— Estimated annual administrative fees received by Empower are below the fees proposed by the surveyed
recordkeepers.

— The NCSRP utilize BNYM as an external custodian. The surveyed recordkeepers included trust & custody fees within their
base pricing. Inclusive of fees paid to BNYM for T&C services, the NCSRP’s total estimated fee for administrative services
also falls below those of the surveyed recordkeepers.

— See slides 12—-13 for additional information on participant event-based transaction fees.

Additionally, separate fees may be incurred for one-off/non-routine projects.

Like Empower, the bidding providers may receive indirect revenue from sources such as rollovers.
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Transaction Fees

Table 5. Comparison of Quoted Transaction Fees

Empower
Nationwide Voya Current
Loan Initiation $50 $50 $60
Loan Maintenance $50 $25 $0
DROs $0 $350 $0
Table 6: Comparison of Applied Transaction Fees
Empower
Nationwide Voya Current
Loan Initiation $2,087,383 $2,087,383 $2,504,860
Loan Maintenance $2,087,683 $1,043,842 $0
DROs $0 $66,383 $0
TOTALS $4,175,067 $3,197,608 $2,504,860

Empower’s event-based transaction fees are generally competitive relative to the surveyed recordkeepers.

— Although Empower’s loan initiation fee is above the loan initiation fees proposed by Nationwide and Voya, Empower does not
charge fees for loan maintenance or domestic relations orders.

— Additionally, Empower’s total estimated annual revenue from transactions falls below the estimated amounts for Nationwide
and Voya.

Certain transactions, such as withdrawals and distributions, can create float income.

— Float income in DC plans is generated when money that flows in and out of the plan is temporarily held in an interest-bearing
account while awaiting investment or payout. It is important for plan sponsors to understand how float income is handled in
their DC Plans, particularly as interest rates rise.

— NCSRP retains the amount generated via float, which was $1.8 million over the three-year period ended Dec. 31, 2023.
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Transaction Fees Considerations

Plan sponsors can consider the following questions in assessing
transaction fees in DC Plans:

» How often are participants engaging in each type of transaction?

» How common is it to assess a fee for the transaction?

» What does the recordkeeper normally charge for such transactions?
» What are typical fees for such transactions across the industry?

» If the fee is on the high end of the range, are there any special circumstances
(such as customization or manual processing) that can be documented?

» What is better for participants: a slightly higher administration fee that covers
all transactions, or a lower fee that excludes transactions?
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Indirect Fees

In addition to the direct fees charged by the recordkeeper, there may also be indirect fees
(i.e., fees that are not explicitly charged to participants).

Managed account services can create indirect revenue, a portion of which may be retained by the
recordkeeper. The NCSRP do not currently offer managed accounts.

In addition to these amounts, the recordkeepers may receive indirect revenue from sources such as
rollovers and/or float. The NCSRP retain the amount generated via float.
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Observations and Recommendations

Service Fees

Based on this analysis, the total fees Empower currently
charges for administering the Plans, which include the
administration fees and any individual transaction fees,
are below the fees proposed by two other recordkeepers
who could administer the Plans in a reasonably similar
fashion.

Additionally, inclusive of fees paid to BNYM for T&C
services, the NCSRP’s total estimated fee for
administrative services falls below those of the surveyed
recordkeepers.

North Carolina should continue to monitor the services
and fees on a periodic basis.

Callan
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Framework and Methodology

Factors to Consider in Evaluating the

SEEUEL) 70 (R Reasonableness of Plan Administrative Fees

(o)

Q

— The administrative and transactional — Complexity / number of plans
fees assessed by Empower.

4

— Services provided by the recordkeeper

»

— The competitiveness of investment S— — Number of participants ‘,
management fees within the Plans. —— — Number/type of investment options —

— Assets
— Number of payroll feeds
— Unique plan features

— Benchmarking a defined contribution plan’s recordkeeping costs is an imperfect process, since every plan has unique features
that must be taken into consideration. It is important to recognize that many factors feed into pricing of administration
services, including those listed above.

— The recordkeepers that participated in the mini-surveys were given information on the Plans’ assets, participant levels and
statistics, features, complexities, etc.

— The surveyed recordkeepers were asked to provide the revenue they would require to recordkeep the Plans given an open
architecture investment structure (i.e., no proprietary fund requirements). They were asked to provide a flat per participant fee
for recordkeeping services.

— Investment management fees were benchmarked against Callan’s proprietary fee database.
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Important Disclosures

Information contained in this document may include confidential, trade secret and/or proprietary information of Callan and the client. It is incumbent upon the user to maintain such
information in strict confidence. Neither this document nor any specific information contained herein is to be used other than by the intended recipient for its intended purpose.

The content of this document is particular to the client and should not be relied upon by any other individual or entity. There can be no assurance that the performance of any
account or investment will be comparable to the performance information presented in this document.

Certain information herein has been compiled by Callan from a variety of sources believed to be reliable but for which Callan has not necessarily verified for accuracy or
completeness. Information contained herein may not be current. Callan has no obligation to bring current the information contained herein.

Callan’s performance, market value, and, if applicable, liability calculations are inherently estimates based on data available at the time each calculation is performed and may later
be determined to be incorrect or require subsequent material adjustment due to many variables including, but not limited to, reliance on third party data, differences in calculation
methodology, presence of illiquid assets, the timing and magnitude of unrecognized cash flows, and other data/assumptions needed to prepare such estimated calculations. In no
event should the performance measurement and reporting services provided by Callan be used in the calculation, deliberation, policy determination, or any other action of the client
as it pertains to determining amounts, timing or activity of contribution levels or funding amounts, rebalancing activity, benefit payments, distribution amounts, and/or performance-
based fee amounts, unless the client understands and accepts the inherent limitations of Callan’s estimated performance, market value, and liability calculations.

Callan’s performance measurement service reports estimated returns for a portfolio and compares them against relevant benchmarks and peer groups, as appropriate; such service
may also report on historical portfolio holdings, comparing them to holdings of relevant benchmarks and peer groups, as appropriate (“portfolio holdings analysis”). To the extent that
Callan’s reports include a portfolio holdings analysis, Callan relies entirely on holdings, pricing, characteristics, and risk data provided by third parties including custodian banks,
record keepers, pricing services, index providers, and investment managers. Callan reports the performance and holdings data as received and does not attempt to audit or verify
the holdings data. Callan is not responsible for the accuracy or completeness of the performance or holdings data received from third parties and such data may not have been
verified for accuracy or completeness.

Callan’s performance measurement service may report on illiquid asset classes, including, but not limited to, private real estate, private equity, private credit, hedge funds and
infrastructure. The final valuation reports, which Callan receives from third parties, for of these types of asset classes may not be available at the time a Callan performance report is
issued. As a result, the estimated returns and market values reported for these illiquid asset classes, as well as for any composites including these illiquid asset classes, including
any total fund composite prepared, may not reflect final data, and therefore may be subject to revision in future quarters.

The content of this document may consist of statements of opinion, which are made as of the date they are expressed and are not statements of fact. The opinions expressed herein
may change based upon changes in economic, market, financial and political conditions and other factors. Callan has no obligation to bring current the opinions expressed herein.

The information contained herein may include forward-looking statements regarding future results. The forward-looking statements herein: (i) are best estimations consistent with the
information available as of the date hereof and (ii) involve known and unknown risks and uncertainties. Actual results may vary, perhaps materially, from the future results projected
in this document. Undue reliance should not be placed on forward-looking statements.

Callan is not responsible for reviewing the risks of individual securities or the compliance/non-compliance of individual security holdings with a client’s investment policy guidelines.

This document should not be construed as legal or tax advice on any matter. You should consult with legal and tax advisers before applying any of this information to your particular
situation.

Reference to, or inclusion in this document of, any product, service or entity should not necessarily be construed as recommendation, approval, or endorsement or such product,
service or entity by Callan. This document is provided in connection with Callan’s consulting services and should not be viewed as an advertisement of Callan, or of the strategies or
products discussed or referenced herein.
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Important Disclosures (continued)

The issues considered and risks highlighted herein are not comprehensive and other risks may exist that the user of this document may deem material regarding the enclosed
information. Please see any applicable full performance report or annual communication for other important disclosures.

Unless Callan has been specifically engaged to do so, Callan does not conduct background checks or in-depth due diligence of the operations of any investment manager search
candidate or investment vehicle, as may be typically performed in an operational due diligence evaluation assignment and in no event does Callan conduct due diligence beyond
what is described in its report to the client.

Any decision made on the basis of this document is sole responsibility of the client, as the intended recipient, and it is incumbent upon the client to make an independent
determination of the suitability and consequences of such a decision.

Callan undertakes no obligation to update the information contained herein except as specifically requested by the client.

Past performance is no guarantee of future results.
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