










































































































































































































































































Building Futures      u Report Methodology

Copyright 2007 Fidelity Investments. All rights reserved.146

For analysis of participation rates by eligible employee characteristics (e.g., by age or compensation), the 

average participation rate within a category was calculated by dividing the number of contributing eligible 

employees in that category by the total number of eligible employees in that category. Such average rates 

are effectively employee weighted—that is, larger plans will have greater representation than smaller plans. 

Due to the complexities of nondiscrimination testing, at least three different participation rates can be 

calculated based on the underlying eligible employee base utilized: 

a) Include all eligible employees for all plans in the calculation every year 

b) Use either all eligible or all nonexcludable employees on a year-by-year basis for each plan, based 

on the basis for which that plan passed the NDT test(s) that year

c) Include only nonexcludable eligible employees for all plans for all years

Calculated participation rates will be lowest under the first method and highest for the third method, with 

the second falling in between. These methodological differences illustrate the importance of applying 

consistent methodologies when comparing changes in a particular plan’s participation rates over time, 

or between one recordkeeper and another. All weighted and unweighted participation rates calculated 

by Fidelity in this Report were based on the most conservative (i.e., yielding the lowest participation rates) 

method, listed first above.

NDT plan R/K
participants as %
of qualified plan
R/K participants

NDT plan R/K 
assets as % 

of qualified plan 
R/K assets

NDT plan and participant representation

Plan size
(R/K parts)

<25

25–49

50–149

150–499

500–999

1,000–2,499

2,500–4,999

5,000–9,999

10,000–24,999

25,000+

TotalTT

NDT plans
as % of

qualified plans

47% 50% 50% 

50% 50% 46% 

51% 51% 47% 

50% 50% 47% 

49% 49% 48% 

48% 49% 47% 

51% 51% 54% 

46% 46% 51% 

43% 41% 46% 

39% 37% 38% 

49% 43% 44% 

2006 NDT percentage of qualified

A.1

Note: R/K stands for recordkept. 
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Calculation of Deferral Rates
Deferral rates in this Report were calculated as employee pretax contributions divided by calendar year 

compensation. Full actual gross compensation was used in these calculations rather than using 401(a)(17) 

capped compensation values. All deferral rates in this Report, unless otherwise stated, were based on all 

contributing eligible employees in NDT plans. 

Deferral rates for contributing eligible employees were averaged in an employee-weighted manner for employee-weighted

analysis of both plan and employee characteristics. Deferral rates were first calculated for each individual 

contributing eligible employee within a plan and then an arithmetic mean was calculated using the 

deferral rates of those within the plan or employee demographic category analyzed.

Deferral rates were presented separately for highly compensated employees and non–highly 

compensated employees in various tables within the Report. This approach was taken because highly 

compensated employees are more likely to have their deferrals limited by the 402(g) limit, whereas 

non–highly compensated employees are more likely to have their deferrals limited by plan maximums. 

For NDT testing purposes, deferral percentages must be calculated inclusive of noncontributing eligible 

employees. Further, participation rates and deferral percentages are typically treated in tandem for such 

testing purposes. For this Report, however, participation rates and then deferral rates were considered 

sequentially as two distinct employee behaviors. 

Normalization of Participation Rates
A portion of the data in the participation rate tables and analyses presented in the auto enrollment (AE) 

section of this Report corresponds to the portion of the entire eligible employee base who worked for 

AE plan sponsors and were eligible for the AE service. The distribution of this set of AE-eligible employees 

was different from that of the entire NDT eligible employee base with respect to age, tenure, and 

compensation—variables that we have identified as important key drivers of participation rates. 

To make the auto enrollment participation rates presented in this Report representative of the entire 

NDT eligible employee base, the auto enrollment participation rates were reweighted (or “adjusted” or 

“normalized”) using the entire eligible employee base’s distribution of employees by age, compensation, 

and tenure. This procedure, in effect, allowed the analyses to show true differences in participation rates 

between the populations, rather than showing differences driven to a not-insignificant extent by differences 

in age, tenure, and compensation. 

Calculation of Personal Rate of Return
Personal rate of return indicates how well a participant’s defined contribution plan assets have performed in 

aggregate. Fidelity’s cumulative total personal rate of return calculation takes into account asset allocation, 

investment performance, and certain positive and negative cash flow activity throughout the return 

period, such as exchanges, dividend reinvestments, interest earnings, expense ratios, and market value 

adjustments. Personal rates of return are not risk adjusted; that is, they measure investment performance 

but do not reflect the underlying volatility or appropriateness of the participant’s investment options.
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For each participant, a given return period is divided into subperiods that end immediately before, 

and begin immediately after, the cash flow activities that are excluded from the personal rate of return 

calculation. These excluded cash flow activities comprise contributions, withdrawals, loans, forfeitures, 

redemption fees, and plan fees. For each of these subperiods, a subperiod return is then calculated using 

the following formula:

 Balance at End of Subperiod
R

 Balance at End of Subperiod Balance at End of Subperiod
i
 = 
i Balance at Start of Subperiod

 – 1

The returns for each of these subperiods are then geometrically combined into a cumulative total 

personal rate of return for the entire return period using the following formula:

Personal Rate of Return = (1 + R
1
) x (1 +R

2
) x … x (1+R

N
) – 1

In addition to participant-level personal rates of return, this Report provides analysis of plan-level rates 

of return. Plan-level returns are an important measure of plan performance, similar to participation and 

deferral rates. Plan-level returns are calculated in an identical manner as personal rates of return, but with 

all participants present at any time during the analyzed return period being treated in aggregate. These 

returns are considerably more complex in their interpretation than are participant-level returns because 

of additional factors that affect them. These factors include corporate actions, participant turnover due 

to new and departing participants, and changes in investment options offered. Plan-level returns in effect 

reflect a constantly changing set of participants, investment choices, and exchange behavior throughout 

the return period.

Investment Options 
For this Report, all assets held in Fidelity-recordkept plans are grouped into eight mutually exclusive 

asset classes:

Domestic Equity: U.S. equity mutual funds, commingled pools, and separate accounts, both actively 

managed and indexed.

International Equity: International or world equity mutual funds, commingled pools, and separate 

accounts, both actively managed and indexed.

Blended: Mutual funds, commingled pools, and separate accounts composed of at least two asset classes, 

one being an equity, and the other either a fixed-income or money market. Included in the blended 

category are lifecycle funds, lifestyle funds, balanced funds, and “strategies” (i.e., funds of funds, pools, 

and separate accounts) meeting the above conditions.

Fixed-income: U.S. and international fixed-income mutual funds, commingled pools, and separate 

accounts, both actively managed and indexed.

Short-term: Money market mutual funds, commingled pools, and separate accounts.

Stable Value: GICs, BICs, synthetic GICs, and “mixed portfolios” (consisting of GICs, BICs, and/or synthetics 

in combination with a fixed-income mutual fund, commingled pool, or separate account).
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 The plan sponsor company’s own securities, whether accounted for on a share or unitized 

basis. These also include balances in other companies’ funds that may be held by participants in their 

defined contribution account as a result of a corporate action (e.g., a merger or acquisition).

Other: Securities not falling into the above categories, the vast majority of which have historically been 

self-directed brokerage vehicles within defined contribution plans. For the years 2003–2006, the “Other” 

asset class consisted entirely of self-directed brokerage.

An additional category overlapping a subset of the above eight categories was used to help analyze asset 

allocation:

Equities: Includes all assets in the domestic equity, international equity, and company stock asset classes, 

as well as the equity portion of blended investment options. For the small portion of blended assets for 

which a precise equity share was not known, the overall average was applied.

Default Investment Options Analyses 
Building Futures’ default investment option–related tables are aggregated figures from Fidelity’s corporate 

DC recordkeeping participant base in plans that had a known default option as of December 31, 2006. 

At this snapshot in time, some participants may have had assets in their plans for a few days, while others 

may have had them for more than 10 years. Due to the nature of how and when default options affect 

participant behavior, it is critical to understand participant use of default options at, or close to, their date 

of participation in their plan. The date of participation used for participants was the month in which they 

first had an account balance in their plan on Fidelity’s recordkeeping system. 

Retirement Income Indicator
Fidelity’s DC Retirement Income Indicator (RII) is an income replacement ratio and is based on a projection 

calculated as:

(After-tax annual income in retirement) / (after-tax salary in the year prior to retirement), with all calculations 

made in 2006 real dollars.

The RII charts in this Report are based on plan sponsors’ Fidelity-recordkept plan data, as well as salary 

and eligibility data from Fidelity’s NDT client data. Excluded from these calculations are other sources 

of savings and income such as defined benefit plans, IRAs, previous employer DC balances that have 

not been rolled to a Fidelity DC plan, other personal savings, annuities, homeowner’s equity, and other 

household income and savings.
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Following are key parameters used in the RII projections:

•  Real annual wage growth of 1.5%

•  Retirement at age 65

•  Life expectancy to age 92 for men, age 94 for women, and age 93 if gender was unknown, based on 

actuarial tables8

•  Employees with projected annualized 2006 salary of less than $10,000 were excluded

•  Salary capped at $1,500,000 for purposes of federal tax and Social Security calculations

•  Current federal tax schedules apply in future years and assume participant is single with 

no dependents9

•  State tax rate of 5%

•  2006 IRS contribution limits, specifically the 402(g) limit of $15,000 ($20,000 for catch-up-eligible 

participants) and the 415(c) limit of the lesser of $44,000 or 100% of compensation

•  250 Monte Carlo simulations of asset class performance were utilized to grow assets 

•  The Fidelity Freedom Funds’ rolldown schedule for asset allocation applies only for employees 

100% invested in a lifecycle option(s), based on the employee’s date of birth

•  Current outstanding loan amounts are excluded

To calculate RII values, a bottom-up approach was taken, calculating RIIs for individual employees. 

For each employee, the following procedure was used:

•  Employee salary was projected forward through time of retirement.

•  Employee and employer contributions were projected forward, holding them flat at their 2006 

levels as a percentage of 2006 salaries, although enrollment in the Annual Increase Program was 

taken into account.

•  Monte Carlo simulations based on historical index performance were utilized to project asset 

growth, taking into account contributions, withdrawals, and participant asset allocation as of 

12/31/06, as well as annual rebalancing to maintain 12/31/06 asset allocation. Participants 100% 

invested in lifecycle options were also rebalanced annually, but following the Fidelity Freedom 

Funds’ rolldown schedule. Contributions were assumed to be made each year until the year of 

retirement, with withdrawals then commencing for each year through the year of assumed life 

expectancy. 

8 According to the 2000 Individual Annuitant Mortality Table, the source of these estimates provided by the Society of 
Actuaries, men and women have approximately a 25% chance of living longer than these ages.

9 Despite current maximum marginal federal tax rates being low relative to historic rates, the impact is minimized due to 
RII’s numerator and denominator both being on an after-tax basis. Income in retirement is assumed to be taxed at a rate 
corresponding to that for 65% of the preretirement salary. No taxes other than those specifically referred to herein are taken 
into account in the RII calculation. Those taxes that are taken into account are estimated based on a variety of assumptions. 
The actual tax liability for any individual will depend on his or her specific circumstances and could have a material effect on 
the amount of after-tax assets available from a defined contribution plan upon retirement.
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 Minimum required distributions were excluded from this calculation.

11 Participants’ assets were categorized into the Monte Carlo’s three asset categories (equity, bond, and cash) as follows based 
on the Building Futures asset categories described earlier in this methodology section: domestic equity, international equity, 
and company stock were treated as 100% equities. Fixed-income and stable value were treated as 100% fixed-income. Short-
term was treated as 100% cash. Blended options were treated as 60% equity and 40% fixed-income. “Other,” which consisted 
of 100% self-directed brokerage in 2006 in the Building Futures data set, was treated as 75% equity and 25% fixed-income.

•  An iterative calculation was performed to determine the real dollar amount that could be withdrawn 

each year in retirement that would result in the employee depleting his or her Fidelity DC assets at 

the assumed life expectancy.10

•  The RII for the employee for that Monte Carlo simulation was calculated using the above RII 

formula, with the withdrawal amount representing the income in retirement resulting from Fidelity’s 

DC plan assets.

•  The steps above were repeated for each of the 250 Monte Carlo simulation asset growth “paths” 

of equity, fixed-income, and short-term investment options.11

•  Two RII values were assigned to each employee based on the distribution of his or her RII values. 

The “average market” scenario was the median RII value, corresponding to a 50% chance of 

employees’ outliving their Fidelity DC plan assets. The “poor market” scenario was the 10th 

percentile RII value, corresponding to a 90% chance of not outliving their Fidelity DC plan assets 

Volatility of the stocks (domestic and foreign), bonds, and short-term asset classes is based on the historical 

annual data from 1926 through the most recent year-end data available from Ibbotson Associates, Inc. 

Stocks (domestic and foreign), bonds, and short-term are represented by the S&P 500® Index, U.S. 

Intermediate Term Government Bonds, and 30-day U.S. Treasury bill, respectively. The Monte Carlo 

market return data used to generate the RII charts in this Report were used to project retirement readiness 

based on historical asset class performance. Our analysis assumes a level of diversity within each asset 

class consistent with a market index benchmark that may differ from the diversity of a participant’s actual 

portfolio. Annual returns assume the reinvestment of interest income and dividends and the rebalancing of 

the portfolio every year. Note: The returns do not reflect the impact of any transaction costs or management 

and servicing fees; if these had been included, each participant’s projected income replacement rate 

would have been lower. Past performance is no guarantee of future results.

The S&P 500® Index, an unmanaged, market capitalization–weighted index of common stocks, is a 

registered service mark of The McGraw-Hill Companies, Inc., and has been licensed for use by Fidelity 

Distributors Corporation or its affiliates.

RIIs for two categories of employees were examined in this Report. The first was active participants, those 

working for the plan sponsor and with a Fidelity DC account balance as of the end of 2006. The second 

category was eligible nonparticipants, those working for the plan sponsor but without a Fidelity DC 

account balance as of the end of 2006. All RII calculations were based on individuals at the plan level; those 

in multiple plans were treated separately for each plan. All RII projections in this Report were calculated on 

a static base of 12/31/06 employees and exclude the impact of new and departing employees.
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Certain RII bar charts in this Report consist of three components. Current DC Status represents the 

RII resulting from the 12/31/06 Fidelity DC account balance coupled with 2006 employee and employer 

behavior continuing through retirement—employee and employer contribution rates, asset allocation, 

and auto increase program usage. Auto Solutions/Full Engagement represents the potential for 

improvement with full employee engagement and by assuming full and immediate adoption of a 

complete “auto” bundle by all eligible employees and active participants—100% enrollment, 100% 

lifecycle option usage, employee auto increase program with 6%12 initial contribution rate increasing to 

a 10% cap, and 3.5%13 employer contribution rate. Social Security income projections were based on 

date of birth and projected preretirement income, and assumed that the 2006 Social Security benefits 

schedule continues to apply going forward. 

Age, plan size, and industry RII charts were produced by calculating mean values for all employees in a 

cohort. For RII charts in which active participants and eligible nonparticipants were combined, statistical 

sampling was used to ensure appropriate representation within each age group and plan segment. 

This procedure was necessary because NDT eligible nonparticipant data were from 2005 and had to 

be combined with 12/31/06 active participant data. It was assumed that the ratio of employees in these 

two categories remained constant between the end of 2005 and the end of 2006.

12 Greater than 6% and current employer contribution rate.

13 Greater than 3.5% and current employer contribution rate.

Before investing in any mutual fund, please carefully consider the investment objectives, risks, charges 
and expenses. For this and other information, call or write Fidelity for a free prospectus. Read it carefully 
before you invest.

Strategic Advisers, Inc., a subsidiary of FMR Corp., manages the Fidelity Freedom Funds.®Strategic Advisers, Inc., a subsidiary of FMR Corp., manages the Fidelity Freedom Funds.Strategic Advisers, Inc., a subsidiary of FMR Corp., manages the Fidelity Freedom Funds.

Past performance is no guarantee of future results.

Stock plan recordkeeping and administration are provided by Fidelity Stock Plan Services.

Brokerage products and services are offered through Fidelity Brokerage Services LLC, Member NYSE, SIPC.

Workplace retirement savings plans are provided by Fidelity Investments Institutional Services Company, Inc., 82 Devonshire 
St., Boston, MA 02109, through December 31, 2007, and by Fidelity Brokerage Services LLC, Member NYSE, SIPC, 100 
Summer Street, Boston, MA 02110, on or after January 1, 2008.  
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To see an online version of the Report, go to http://buildingfutures.fidelity.com.
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