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Biography 

Kevin T. Hanney, CFA, served as Senior Director of Pension Investments at United Technologies 
and RTX Corp., where he managed global pension programs with assets exceeding US$60B for 
over 17 years. Leading and advising 11 separate pension and employee benefit arrangements in 
the UK, US, and Canada, Kevin was responsible for the design and implementaƟon of risk-
balanced financing and investment strategies that increased funding raƟos by over 60% and 
yielded 10-year annualized net returns of over 9%. He is the recipient of mulƟple awards for 
innovaƟon and excellence in pensions management and was appointed by the U.S. Secretary of 
Labor in 2014 to serve a three-year term on the ERISA Advisory Council. Kevin and his work have 
been featured in the New York Times, the Wall Street Journal, Bloomberg, Pensions & Investments 
magazine, InsƟtuƟonal Investor and other publicaƟons. He was recognized in 2012 by Pensions 
& Investments magazine and the Defined ContribuƟon InsƟtuƟonal Investment AssociaƟon 
(DCIIA) as a recipient of the inaugural Innovator Awards for the LifeƟme Income Strategy, a game-
changing reƟrement savings and reƟrement income program launched earlier that year which 
now provides guaranteed lifeƟme income security to over 100,000 members and their 
beneficiaries with more than US$7B of reƟrement investments. 

Kevin holds the Chartered Financial Analyst designaƟon and has been a member of the global 
insƟtuƟonal investment community since 1993, and recently launched CapitalArts Global LLC, a 
professional pension trustee and consulƟng services firm. 

But if you ask him, he’ll probably say he’s just a simple kid from Long Island, NY. Let's Go Mets! 
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Life Is A Highway… I Wanna Ride It All Night Long* 

And to do that, I’m gonna need a reƟrement vehicle built like a well-designed motor vehicle. (Sorry for 
the hard turn there, but I had to get your aƩenƟon somehow and it kind of goes with the metaphor.) 

So, how should a reƟrement vehicle be built like a well-designed motor vehicle? 

Well, first and foremost, they should be safe and reliable. AddiƟonally, they should offer features that 
virtually everyone can afford and be relaƟvely easy to operate. They should be designed by experts and 
maintained by professionals who not only place the safety and wellbeing of parƟcipants and beneficiaries 
first, but they should also be designed to work well even when driving condiƟons change so that everyday 
people can use them effecƟvely and with confidence, both while they are working and in reƟrement. AŌer 
all, a well-designed reƟrement plan is a vehicle that offers features and benefits necessary to take 
parƟcipants and beneficiaries where they want to go and in the manner they want to ride, so that they all 
get there safe and sound. 

I believe the most important benefit a plan can offer is reƟrement income security. Not everyone agrees 
with me, but I'm know I’m not alone in this belief. Isn’t that what the "RIS" in ERISA stands for anyway? 

(Happy 50th birthday, ERISA! Bless your soul. You don’t look a day over 29.) 

When it comes to reƟrement income security, the importance and value of defaults cannot be 
overstated. Think of default features in a reƟrement plan as the base model of a motor vehicle. Very few 
people in the world are qualified to design their own motor vehicle and I'm not one of them. It’s an 
extraordinarily complicated task, and it would be easy to overlook something that I need. So, it's criƟcal 
for me and just about everyone else in the market for a motor vehicle to include a package of features that 
meet the needs we all have (safety, reliability, affordability, ease of use, etc.) without requiring each of us 
to decide which features are essenƟal and which are not. 

Take for example, that fact that we all need the ability to go in “reverse” at one Ɵme or 
another. Can you imagine what might happen if I forgot to include “reverse” when I chose 
the features for my reƟrement vehicle? I might drive right off a cliff! 

But it's also important to offer opƟons for motor vehicles that adapt to fit the personal needs and 
preferences of the people who will use them. Even if we’re only going for a short drive, every one of us 
operaƟng a motor vehicle should at least be able to adjust the seat, the mirrors, and the steering wheel 
column before we get on the road …and maybe choose a few presets or playlists for tunes if there’s Ɵme. 

Sure, some people may want the Sport package with the off-road Ɵres for their reƟrement vehicle, while 
others may prefer the Touring model. Many people might not even know what they want. This is where 
it’s paramount that they can get unbiased guidance and advice on what fits their unique needs. Otherwise, 
they might find themselves driving off the lot in a Wagon Queen Family Truckster. 

The same is true of reƟrement plans. Giving people the opportunity to add or exclude some features while 
fairly and clearly communicaƟng the pros and cons of each will go a long way toward helping them get the 
most benefit from a reƟrement plan. That’s just your basic ERISA standard of care, isn’t it? 

Not to menƟon that without those opƟons, they might just get out of the vehicle altogether… and probably 
while they’re sƟll riding down the highway! 

*Cochrane, 1991 
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Now, if we extend the metaphor to reƟrement vehicles that meet the definiƟon and requirements of a 
Qualified Default Investment AlternaƟve (QDIA) under the regulaƟons issued in 2007, we’d find that a 
typical default opƟon would be a lot like one of those base models: a reasonably reliable, fuel-efficient 
and affordable vehicle.  It works most of the Ɵme and doesn’t cost a lot. 

That might sound boring, but let’s face it, some people don’t want to pay extra for every feature in the 
premium package and many of us never figure out how to use all the opƟons anyway. Plus, seeing 
everyone else driving in the same reƟrement vehicle reinforces our sense of comfort and reduces our 
buyer’s remorse, right? 

Furthermore, most default opƟons in place today saƟsfy the QDIA requirements, because they are an 
investment fund product, model porƞolio or service “that applies generally accepted investment theories, 
is diversified so as to minimize the risk of large losses and that is designed to provide varying degrees of 
long-term appreciaƟon and capital preservaƟon through a mix of equity and fixed income exposures…” 
and “such products and porƞolios change their asset allocaƟons and associated risk levels over Ɵme with 
the objecƟve of becoming more conservaƟve (i.e., decreasing risk of losses) with increasing age.” 

So, why is it that pracƟcally no one raised an alarm when we recently saw the reƟrement vehicle equivalent 
of a highway pileup? 

Make no mistake about it, tradiƟonal investment diversificaƟon through a mix of equity and fixed income 
exposures FAILED in 2022. Default opƟons that managed reƟrement income security using only generally 
accepted investment theories suffered huge declines, and many reƟrees are sƟll trying to recoup their 
losses. 

The fact is, using only generally accepted investment theories and a mix of equity and fixed income 
exposures with the objecƟve of… well, you get the point. It’s not enough to effecƟvely manage the risks 
that threaten reƟrement income security in America. 

Please keep in mind that I am a CFA Charterholder with over 30 years of professional investment 
experience. I kneeled at the altar of Benjamin Graham’s fundamental investment analysis and drank from 
his cup. I studied generally accepted investment theories and dined with some of the Nobel laureates 
who formulated them. I know what I say now will be considered heresy by some in the investment field, 
but I am bound by a Code of Ethics and my fiduciary standard of care. We cannot solve the issue of 
reƟrement income security for ParƟcipant-Directed Individual Account Plans in this country with 
investments alone. 

Look, even the most reliable motor vehicles have been improved over Ɵme, especially when it comes to 
safety features. Forget about airbags, crumple zones, and reinforced cabin safety cages. I mean, does 
anyone else here remember when seatbelts were considered an opƟonal accessory? (In case you’re 
wondering or don’t remember, they weren’t mandatory for new vehicles in the U.S. unƟl 1968 and I can 
clearly recall that my parents’ old VW Beetle did not have them in the back seat.) 

It’s not like this problem has been ignored. I have been working on it for nearly two decades and this is 
the fourth Ɵme I have been invited to tesƟfy in the Perkins Building over the last 14 years, beginning with 
the 2010 Joint Hearing on LifeƟme Income, followed by the 2012, 2018 and now 2024 ERISA Advisory 
Councils. And that’s not even counƟng the three years I served on the Council (2014, 2015 & 2016) when 
we issued formal reports and recommendaƟons to the Secretary of Labor on very similar issues. 
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The real quesƟon is, when are we going to do something about it? 

If you're goin' my way… I wanna drive it all night long… 
(Come on, gimme, gimme, gimme, gimme, gimme, gimme, yeah!)* 

What follows is a brief descripƟon of the LifeƟme Income Strategy I helped design and implement for 
parƟcipants in the United Technologies CorporaƟon (now RTX CorporaƟon) Savings Plan. It launched on 
June 1, 2012, and has funcƟoned as the plan’s QDIA since then. I had primary responsibility for oversight 
of the LifeƟme Income Strategy and Savings Plan unƟl I leŌ RTX on June 30, 2022. However, I conƟnue to 
hold virtually all of my RTX Savings Plan assets in the LifeƟme Income Strategy and look forward to enjoying 
the protecƟon it provides me and my wife for our own reƟrement income security. 

The LifeƟme Income Strategy is an award-winning, professionally managed investment opƟon designed 
to: 

1. Build reƟrement wealth while plan parƟcipants work and save. 
2. Deliver guaranteed income when they reƟre. 
3. Keep their money invested for long-term growth. 
4. Always remain flexible so parƟcipants have opƟons if they need them down the road. 

Simply put, the LifeƟme Income Strategy is designed to protect people from the risk of outliving their 
money and remain invested for growth, all while preserving their financial flexibility. In other words, it’s 
a pension for the 21st Century. 

Think of it as a personalized reƟrement vehicle that adapts to their needs over Ɵme and automaƟcally 
insures their reƟrement income against the dangers that might be lurking around the next curve. It’s 
professionally managed to keep them on track, but parƟcipants always remain in the driver’s seat and can 
change their course at any Ɵme. 

The LifeƟme Income Strategy offers: 
- The opportunity for money to grow while people are working AND in reƟrement. 
- Income that’s guaranteed to last as long as they do … and their spouses, too! 
- The security and certainty people want now… plus the freedom and flexibility they might one day need. 

When people invest in the LifeƟme Income Strategy, professional investment managers automaƟcally 
adjust their investment mix over Ɵme. This is similar to target date funds, but the LifeƟme Income Strategy 
is personalized for EACH parƟcipant like a managed account, so the investment mix makes sense for their 
age today and in the future. For example, people who are further away from reƟrement will see larger 
allocaƟons to stocks. This emphasizes growth, not only to build wealth over the long term, but also to 
protect purchasing power and manage short-fall risk. 

At some point, most people will need to rely more on their financial capital (their money) than their human 
capital (their paycheck). And that’s where guaranteed income through the LifeƟme Income Strategy can 
make a big difference. We call these income guarantees “Income Benefits”, and they are automaƟcally 
incorporated in the LifeƟme Income Strategy as people approach reƟrement. When the markets do well, 
so will they, because Income Benefits increase not only when people make contribuƟons, but also when 

*Cochrane, 1991 
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their balance reaches new highs. We check it every year on their birthday, even aŌer they reƟre. More 
oŌen than not, people see their Income Benefits increase well into reƟrement. 

ParƟcipants always have full access to their LifeƟme Income Strategy account balance. We call this access 
a “Liquidity Benefit”. It allows people to take “early” or “excess” withdrawals. This can be a valuable 
feature to meet urgent financial needs, and oŌen encourages people to save more in the LifeƟme Income 
Strategy, because they know they will have access to their money if they really need it. However, early 
and excess withdrawals from their LifeƟme Income Strategy account balance will reduce their future 
Income Benefits proporƟonally. So, we urge parƟcipants to carefully consider all of their financial 
resources and plan features (such as a plan loan from other assets) before taking early or excess 
withdrawals from their LifeƟme Income Strategy. 

Most people tend to look at benefits of the LifeƟme Income Strategy in one of two ways: Some consider 
these benefits a criƟcal foundaƟon for their reƟrement security, providing the certainty necessary to step 
away from day-to-day work with minimal risk to the income they’ll rely on for the rest of their lives. Others 
take a more relaxed view and treat the LifeƟme Income Strategy like a “safety net” that provides the 
confidence to be financially independent and protecƟon against market declines or unforeseen expenses, 
while preserving the opƟon to change course if their needs change in the future. 

Either way, the LifeƟme Income Strategy meets parƟcipants where they are and offers the features they 
need and value most, all at a price virtually anyone can afford. 

Use of Insurer-Issued Contracts Within Qualified Default Investment AlternaƟves 

Insurer-issued contracts used within a designated investment alternaƟve intended to meet the 
definiƟon and requirements of a QDIA are presumed to offer one or more features designed to 
diminish exposure to one or more risks faced by parƟcipants in qualified plans. For example, 
some insurer-issued contracts might guarantee a fixed rate of return for a stated duraƟon and 
guarantee the minimum fixed rate of return under the contracts will not be less than zero. The 
issuers of such contracts would then be contractually obligated to repay principal and the fixed 
rate of return. Other insurer-issued contracts might guarantee a range of features including, but 
not limited to, parƟcipant rights to withdraw stated amounts from assets held in the contracts 
and to collect payments from the insurer for an equivalent or higher amount should their assets 
in the contracts be depleted at some point in the future. 

 To what degree can a fiduciary allocate assets within a target date fund (TDF) or other 
professionally managed lifecycle-based investment opƟon that otherwise meets the 
definiƟon and requirements of a Qualified Default Investment AlternaƟve (QDIA) to one 
or more insurer-issued contracts, such as fully benefit responsive investment contracts 
(FBRICs) and individually allocated group variable annuiƟes with guaranteed lifeƟme 
withdrawal benefits (Allocated VAs with GLWBs), and remain compliant with QDIA 
investment diversificaƟon requirements? 
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 If there are limits to such allocaƟons, do those limits vary in relaƟon to any point(s) along 
a lifecycle-based asset allocaƟon glide path (e.g., before/at/aŌer an expected reƟrement 
date or age, and/or at the point of reaching a final fixed allocaƟon)? 

 To what extent can a fiduciary that allocates assets to one or more insurer-issued contracts 
within a professionally managed lifecycle-based investment opƟon that otherwise meets 
the QDIA definiƟon and requirements consider the degree of investment diversificaƟon 
within an insurance contract (i.e., underlying diversified investment allocaƟons), if any, as 
contribuƟng to the overall diversificaƟon of the lifecycle-based investment opƟon in 
saƟsfacƟon of QDIA investment diversificaƟon requirements? 

 To the extent insurer-issued contracts held within a professionally managed lifecycle-
based investment opƟon meet the definiƟon of “fixed return” investments as described 
under ERISA secƟon 404a-5, would a fiduciary be enƟtled or obligated to apply the fixed 
return investment benchmarking and expense disclosure requirements of secƟon 404a-5 
in part or in whole to the benchmarking and expense disclosures related to the 
professionally managed lifecycle-based investment opƟon? 

 Regardless of the nature of features included in insurer-issued contracts used within 
professionally managed lifecycle-based investment opƟons, would such insurance 
contracts be required to permit all parƟcipant-iniƟated transacƟons involving the 
professionally managed lifecycle-based investment opƟon to be processed with no 
condiƟons, limits, or restricƟons that do not otherwise apply to parƟcipant-iniƟated 
transacƟons within the qualified plan (e.g., withdrawals for benefits, plan loans, transfers 
to other investment opƟons offered through the plan)? 

Some excerpts from the Final QDIA and ParƟcipant Disclosure Rules as published in the Federal 
Register (accessed via www.federalregister.gov) which may relate to the uƟlizaƟon of insurer-
issued contracts within designated investment alternaƟves that are intended to meet the 
definiƟon and requirements of a QDIA are included here for reference, but are not intended to 
represent an exhausƟve or authoritaƟve list. Further guidance from DOL regarding these queries 
would be beneficial to fiduciaries seeking to enhance QDIAs through the use of insurer-issued 
contracts. 

Default Investment AlternaƟves Under ParƟcipant Directed Individual Account Plans 

hƩps://www.federalregister.gov/d/07-5147/p-32 

The fiŌh condiƟon of the proposal required that any parƟcipant or beneficiary on whose behalf 
assets are invested in a qualified default investment alternaƟve be afforded the opportunity, 
consistent with the terms of the plan (but in no event less frequently than once within any three-
month period), to transfer, in whole or in part, such assets to any other investment alternaƟve 
available under the plan without financial penalty. See proposed regulaƟon § 2550.404c-5(c)(5). 
This provision was intended to ensure that parƟcipants and beneficiaries on whose behalf assets 
are invested in a qualified default investment alternaƟve have the same opportunity as other plan 

https://h�ps://www.federalregister.gov/d/07-5147/p-32
www.federalregister.gov
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parƟcipants and beneficiaries to direct the investment of their assets, and that neither the plan 
nor the qualified default investment alternaƟve impose financial penalƟes that would restrict the 
rights of parƟcipants and beneficiaries to direct their assets to other investment alternaƟves 
available under the plan. This provision was not intended to confer greater rights on parƟcipants 
or beneficiaries whose accounts the plan invests in qualified default investment alternaƟves than 
are otherwise available under the plan. Thus, if a plan provides parƟcipants and beneficiaries the 
right to direct investments on a quarterly basis, those parƟcipants and beneficiaries with 
investments in a qualified default investment alternaƟve need only be afforded the opportunity 
to direct their investments on a quarterly basis. Similarly, if a plan permits daily investment 
direcƟon, parƟcipants and beneficiaries with investments in a qualified default investment 
alternaƟve must be permiƩed to direct their investments on a daily basis. 

hƩps://www.federalregister.gov/d/07-5147/p-38 

Paragraph (c)(5)(ii)(B) makes clear that the limitaƟons of paragraph (c)(5)(ii)(A) do not apply to 
fees and expenses that are charged on an ongoing basis for the operaƟon of the investment itself, 
such as investment management fees, distribuƟon and/or service fees (“12b-1” fees), and 
administraƟve-type fees (legal, accounƟng, transfer agent expenses, etc.), and are not imposed, 
or do not vary, based on a parƟcipant's or beneficiary's decision to withdraw, sell or transfer assets 
out of the investment alternaƟve. In response to a request for a clarificaƟon, the Department 
further notes that to the extent that a parƟcipant or beneficiary loses the right to elect an annuity 
as a result of a transfer out of a qualified default investment alternaƟve with an annuity feature, 
such loss would not consƟtute an impermissible restricƟon for purposes of paragraph (c)(5)(ii) 
inasmuch as the annuity feature is a component of the investment alternaƟve itself. 

hƩps://www.federalregister.gov/d/07-5147/p-72 

As noted above, the three categories of investment alternaƟves set forth in the proposal are being 
adopted essenƟally unchanged from the proposal. One organizaƟonal change appearing in the 
final regulaƟon involves the inclusion of diversificaƟon language in each of three categories, 
rather than as a separate requirement of general applicability as in the proposal (see paragraph 
(e)(4) of proposed regulaƟon § 2550.404c-5). This change accommodates the addiƟon of the 
capital preservaƟon investment alternaƟves menƟoned above that may not, given the nature of 
the investment, saƟsfy a diversificaƟon standard. 

hƩps://www.federalregister.gov/d/07-5147/p-73 

Some commenters expressed concern that the Department's approach to defining qualified 
default investment alternaƟves takes into account only products currently available in the 
marketplace and that the defining of qualified default investment alternaƟves should be based 
on more general criteria. These commenters emphasized that the regulaƟon should not sƟfle 
creaƟvity in the development of the next generaƟon of reƟrement products. While the 
Department does provide examples of products, porƞolios and services that would fall within the 
framework of the various definiƟons of products, porƞolios and services set forth in the 

https://h�ps://www.federalregister.gov/d/07-5147/p-73
https://h�ps://www.federalregister.gov/d/07-5147/p-72
https://h�ps://www.federalregister.gov/d/07-5147/p-38
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regulaƟon, these examples are provided solely for the purpose of providing the benefits 
community with guidance as to what might be included within the defined categories and are not 
intended in any way to limit the applicaƟon of the definiƟons to such vehicles. The Department 
believes that, on the basis of the informaƟon it has at this Ɵme and the comments on the proposal 
generally, the approach it is taking to defining qualified default investment alternaƟves for 
purposes of the regulaƟon is sufficiently flexible to accommodate future innovaƟons and 
developments in reƟrement products. 

hƩps://www.federalregister.gov/d/07-5147/p-74 

A number of commenters requested clarificaƟon concerning applicaƟon of the regulaƟon to 
possible qualified default investment alternaƟves that are offered through variable annuity 
contracts. Commenters explained that variable annuity contracts typically permit parƟcipants to 
invest in a variety of investments through one or more separate accounts (or sub-accounts within 
the separate account) that would qualify as qualified default investment alternaƟves under the 
regulaƟon. Commenters also requested confirmaƟon that the availability of annuity purchase 
rights, death benefit guarantees, investment guarantees or other features common to variable 
annuity contracts would not themselves affect the status of a variable annuity contract that 
otherwise met the requirements for a qualified default investment alternaƟve. Consistent with 
providing flexibility and encouraging innovaƟon in the development and offering of reƟrement 
products, model porƞolios or services, the Department intends that the definiƟon of “qualified 
default investment alternaƟve” be construed to include products and porƞolios offered through 
variable annuity and similar contracts, as well as through common and collecƟve trust funds or 
other pooled investment funds, where the qualified default investment alternaƟve saƟsfies all of 
the condiƟons of the regulaƟon. For purposes of idenƟfying the enƟty responsible for the 
management of the qualified default investment alternaƟve in such arrangements pursuant to 
paragraph (e)(3) of § 2550.404c-5, it is the view of the Department that such a determinaƟon is 
made by reference to the enƟty (e.g., separate account, sub-account, or similar enƟty) that is 
responsible for carrying out the day-to-day investment management/asset allocaƟon 
responsibiliƟes. Finally, with regard to such products and porƞolios, it is the view of the 
Department that the availability of annuity purchase rights, death benefit guarantees, investment 
guarantees or other features common to variable annuity contracts will not themselves affect the 
status of a fund, product or porƞolio as a qualified default investment alternaƟve when the 
condiƟons of the regulaƟon are saƟsfied. A new paragraph (e)(4)(vi) was added to the regulaƟon 
to clarify these principles. 

hƩps://www.federalregister.gov/d/07-5147/p-76 

The first investment alternaƟve set forth in the regulaƟon, at paragraph (e)(4)(i), is an investment 
fund, product or model porƞolio that applies generally accepted investment theories, is 
diversified so as to minimize the risk of large losses, and is designed to provide varying degrees 
of long-term appreciaƟon and capital preservaƟon through a mix of equity and fixed income 
exposures based on the parƟcipant's age, target reƟrement date (such as normal reƟrement age 

https://h�ps://www.federalregister.gov/d/07-5147/p-76
https://h�ps://www.federalregister.gov/d/07-5147/p-74
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under the plan) or life expectancy. Consistent with the proposal, the descripƟon provides that 
such products and porƞolios change their asset allocaƟon and associated risk levels over Ɵme 
with the objecƟve of becoming more conservaƟve (i.e., decreasing risk of losses) with increasing 
age. Also like the proposal, the descripƟon makes clear that asset allocaƟon decisions for eligible 
products and porƞolios are not required to take into account risk tolerances, investments or other 
preferences of an individual parƟcipant. An example of such a fund or porƞolio may be a “life-
cycle” or “targeted-reƟrement-date” fund or account.  

hƩps://www.federalregister.gov/d/07-5147/p-77 

The reference to “an investment fund product or model porƞolio” is intended to make clear that 
this alternaƟve might be a “stand alone” product or a “fund of funds” comprised of various 
investment opƟons otherwise available under the plan for parƟcipant investments. As noted in 
the proposal, the Department believes that, in the context of a fund of funds porƞolio, it is likely 
that money market, stable value and similarly performing capital preservaƟon vehicles will play a 
role in comprising the mix of equity and fixed-income exposures. 

hƩps://www.federalregister.gov/d/07-5147/p-80 

With respect to the language requiring that the investment fund, product or model porƞolio 
provide varying degrees of long-term appreciaƟon and capital preservaƟon through “a mix of 
equity and fixed income exposures,” one commenter inquired whether the Department intended 
to exclude funds that had no fixed income exposure, which, according to the commenter, might 
be appropriate for young individuals many years away from reƟrement. While the Department 
believes that such an investment opƟon may be appropriate for individuals acƟvely elecƟng to 
direct their own investments, the Department believes that when an investment is a default 
investment, the investment should provide for some level of capital preservaƟon through fixed 
income investments. Accordingly, the final regulaƟon, like the proposal, conƟnues to require that 
the qualified default investment alternaƟves, defined in paragraph (e)(4)(i), (ii) and (iii), be 
designed to provide degrees of long-term appreciaƟon and capital preservaƟon through a mix of 
equity and fixed income exposures. 

hƩps://www.federalregister.gov/d/07-5147/p-81 

The second investment alternaƟve set forth in the regulaƟon, at paragraph (e)(4)(ii), is an 
investment fund product or model porƞolio that applies generally accepted investment theories, 
is diversified so as to minimize the risk of large losses, and is designed to provide long-term 
appreciaƟon and capital preservaƟon through a mix of equity and fixed income exposures 
consistent with a target level of risk appropriate for parƟcipants of the plan as a whole. For 
purposes of this alternaƟve, asset allocaƟon decisions for such products and porƞolios are not 
required to take into account the age of an individual parƟcipant, but rather focus on the 
parƟcipant populaƟon as a whole. An example of such a fund or porƞolio may be a “balanced” 
fund. As with the preceding alternaƟve, the reference to “an investment fund product or model 
porƞolio” is intended to make clear that this alternaƟve might be a “stand alone” product or a 

https://h�ps://www.federalregister.gov/d/07-5147/p-81
https://h�ps://www.federalregister.gov/d/07-5147/p-80
https://h�ps://www.federalregister.gov/d/07-5147/p-77


   

              
                 

              
          

         

 

                 
               

               
             

               
                

               
            

              
                 

           
               

               
             

              
                  

               
                 

              
               

               

 

            
                

               
               

                 
            

            
           
                

CapitalArts Global, LLC 

“fund of funds” comprised of various investment opƟons otherwise available under the plan for 
parƟcipant investments. In the context of a fund of funds porƞolio, it is likely that money market, 
stable value and similarly performing capital preservaƟon vehicles will play a role in comprising 
the mix of equity and fixed-income exposures for this alternaƟve. 

Fiduciary Requirements for Disclosure in ParƟcipant-Directed Individual Account Plans 

hƩps://www.federalregister.gov/d/2010-25725/p-52 

In the case of designated investment alternaƟves with respect to which the return is fixed for the 
term of the investment, paragraph (d)(1)(ii) of the proposal required disclosure of both the fixed 
rate of return and the term of the investment. While no commenters opposed the proposed 
requirement, some commenters did request a clarificaƟon as to how the disclosure requirement 
applied to contracts with respect to which there is no “term of investment.” The commenters 
explain that certain contracts, while oŌen having a minimum guaranteed rate for the life of the 
contract, permit the fixed rate to change upon noƟce, but never below the minimum guaranteed 
rate. One commenter suggested that, for such contracts, the perƟnent informaƟon for 
parƟcipants and beneficiaries is the most recent rate of return, the minimum rate guaranteed 
under the contract, if any, and an explanaƟon that the insurer may adjust the rate of return 
prospecƟvely. The Department agrees. The most essenƟal informaƟon for parƟcipants who 
choose to invest in fixed investment alternaƟves is the contractual interest rate paid to their 
accounts and the term of the investment during which their monies are shielded from market 
price fluctuaƟons and reinvestment risks. The Department believes that, with respect to such 
contracts, it is parƟcularly important that parƟcipants and beneficiaries be clearly advised of the 
issuer's ability to modify the rate of return and be able to readily determine the most current rate 
of return applicable to such investment. In this regard, the Department has modified the proposal, 
at paragraph (d)(1)(ii)(B) of the final, to require the disclosure of the current rate of return, the 
minimum rate guaranteed under the contract or agreement, if any, and a statement advising 
parƟcipants and beneficiaries that the issuer may adjust the rate of return prospecƟvely and how 
to obtain (e.g., telephone or Web site) the most recent rate of return informaƟon available. 

hƩps://www.federalregister.gov/d/2010-25725/p-53 

One commenter asked whether designated investment alternaƟves such as stable value funds 
and money market mutual funds are to be treated as fixed return or variable return investments 
for purposes of the regulaƟon. The fixed return provisions of the regulaƟon are limited to 
designated investment alternaƟves that provide a fixed or stated rate of return to the parƟcipant, 
for a stated duraƟon, and with respect to which investment risks are borne by an enƟty other 
than the parƟcipant (e.g., insurance company). Examples of fixed return investments include 
cerƟficates of deposit, guaranteed insurance contracts, variable annuity fixed accounts, and other 
similar interest-bearing contracts from banks or insurance companies. While money market 
mutual funds and stable value funds generally aim to preserve principal, they are not free of 

https://h�ps://www.federalregister.gov/d/2010-25725/p-53
https://h�ps://www.federalregister.gov/d/2010-25725/p-52
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investment risk to the investor. Accordingly, such investments are subject to the variable return 
provisions of the regulaƟon, even though they rouƟnely hold fixed-return investments. 

hƩps://www.federalregister.gov/d/2010-25725/p-60 

Consistent with the proposal, paragraph (d)(1)(iv)(A)(1) requires disclosure of the amount and a 
descripƟon of each shareholder-type fee (fees charged directly against a parƟcipant's or 
beneficiary's investment, such as commissions, sales loads, sales charges, deferred sales charges, 
redempƟon fees, surrender charges, exchange fees, account fees, and purchase fees). No 
substanƟve changes were made to this provision from that which was proposed. Clarifying 
language, however, was added to the exisƟng parentheƟcal language in order to disƟnguish 
shareholder-type fees from other investment-related fees and expenses. The new language 
provides that a fee or expense is a shareholder-type fee to the extent it is “not included in the 
total annual operaƟng expenses of any designated investment alternaƟve.” Thus, the key 
disƟncƟon is how the fee is ulƟmately being paid by the parƟcipant or beneficiary. If the fee or 
expense is charged directly against parƟcipant's or beneficiary's individual investment or account, 
as is typically the case with sales loads, account fees, and the other items delineated in the 
parentheƟcal, then the fee or expense is to be disclosed as a shareholder-type fee. If, on the other 
hand, the fee or expense is paid from the operaƟng expenses of a designated investment 
alternaƟve, then the fee or expense is to be included in the total annual operaƟng expenses of a 
designated investment alternaƟve. The requirement to disclose the total annual operaƟng 
expenses of each designated investment alternaƟve is discussed below. 

hƩps://www.federalregister.gov/d/2010-25725/p-65 

Paragraph (d)(1)(iv)(A)(4) of the final rule requires a statement indicaƟng that fees and expenses 
are only one of several factors that parƟcipants and beneficiaries should consider when making 
investment decisions. The Department did not receive any comments opposing this requirement; 
in fact, this required statement is consistent with the concern raised by commenters that 
parƟcipants and beneficiaries should not be encouraged to focus “only” on fees and expenses, 
since fee and expense informaƟon must be considered in context with other informaƟon about a 
plan's designated investment alternaƟves. This required statement has been retained, unchanged 
from the proposal. 

hƩps://www.federalregister.gov/d/2010-25725/p-67 

Finally, paragraph (d)(1)(iv)(B) of the final rule provides the fee and expense informaƟon that 
must be disclosed for designated investment alternaƟves with respect to which the return is fixed 
for the term of the investment. Consistent with the proposal, plan administrators must disclose 
the amount and a descripƟon of any shareholder-type fees, and a descripƟon of any restricƟons 
or limitaƟons that may be applicable to a purchase, transfer or withdrawal of the investment in 
whole or in part. For examples of fixed-return investments, See the discussion above in this 
preamble under the heading “c. Performance data.” 

https://h�ps://www.federalregister.gov/d/2010-25725/p-67
https://h�ps://www.federalregister.gov/d/2010-25725/p-65
https://h�ps://www.federalregister.gov/d/2010-25725/p-60
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EXECUTIVE SUMMARY 
Why Are We Here Today? 

Modern DC plans are highly effective retirement “savings” vehicles 

Regrettably, many DC participants still struggle with retirement spending 

The most vulnerable often overspend when facing financial distress 

The most secure tend to curb spending until they are forced 

It doesn’t have to be this way. Plan sponsors can help… but how? 

Let’s look at some tools, tips and plan design features that can transform 
retirement “savings” plans into retirement “spending” plans 

(…and get a head start on a due diligence file that will make your ERISA legal counsel proud!) 

CapitalArts Global, LLC 
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GUEST COLUMN 

Retirees in Profile: What We Can 
Learn from Four Distinct Spending 
Segments 

warren Cormier. Pamela Hess. and oomlnlka TOrkcan 

D 11int: the pancSemic, the pace of retirement In lh8 US aooek!faled. By the thh'd 
Quaner of 2021. 50.~ of adults alJ! 55 and older were out of the workfo,ce 
and in relirement. compa,ed to 48.1% the p,IMO!Js year, acoordi'IR to the Pew 

Research Center. As this wave or Boomer 1ebrements builds-aod with GeneratlOni 
not far behind-we see an lncrea~ responsl>llty of defined contribution (DC) plans 
to help workers tlYotei accumulation and decumulation. With an eye on this future, 
the Defioed COntributJon lnstitutlonal Investment Associauon !OCH,\\ is immersed in 
oneoina researcn ana discusSions with inOustry ttiouaJlt leaoers about me rinancial 
ct'lallerlieS, ~fest~e decisions. and spencllf\& anc1 savinas patterns of retirees and 
soon-to-t>e-t:IMirees. 

On March 1-2. we hosU!d Olli annual OCUA lnnovatJOn Forum and the semi-amual 
Retirement Research Center (RRC) Summit In Qlarto«e, North carolina. lnsiantful 
sessions wnne: those two oays inclooed mall'/ on the role and need fo, rewemen1 
lncon'M! solutions and helpana reurees manaee and spend doWn tneif nest eus. The 
RRC Is WOOIVII on Oll' latest research piece; anat,sis poilti,w to rou, disdncl ierlree 
pronles that the industry and Plan 590flSOfS Should conSiOef When deSVlina llolistie 
retirement P,O&J'&ms fo, today's and tomorrow's reti'ees. We prOVide an overview of 
the study beloW. and we expect this topic to be a conli'lued focus of research n the 
COIT'llllyear. 

RESEARCH STUDY 

The OCHA RRC surveyed more than 2.000 retired 'NOl1<efs in late 2021 about their 
saqs. spendina. financial wel ness ard behavioral health. The RRC will lM)lish this 
series in summer 2022. The followq ls a preview of our llndinis, 

Cluster/factor anatys.Is was perfOfflled on attitU<tnal statements related to each 
respondent's current financial situation. cootideoce in spendire. clarity of a financial 
plan, health. and spendina In retsement. ms type or analySIS IOokS at responses 
simultaneously and klent111es lncividUals with smlar patterns~ responses. 

The anatysls foond rour asli'lct reli'ee profiles ernerae, eacn swnUar ln size and 
fOU&hly one-4'ourth of the population. These El'CIUPS are consistent internally but Sli-­
nrficantJy different from other IJOIJPS. The four Sf!ilTlents are: 

t . Confident Retl'ees 
2. Oplmistie Thnfty Reli'eu 
J. Net'o'OUsReUrees 
4. StruUllneRetJrees 

n.....,..,, ........ 1,s 

The ilustration beloW shoWs oow the four seaments differ and Where they Inter­
sect in attitudes about flnancial planl'IW)&. sDeOOin& (relatNe 10 atiilrtY) and OYeral 
cortftdeoce. 

'l'otllY("IDll-oG 
A£l,l,11V(T0 _,,, 

• Steady income. 
• Safe!)' ol my money (I cannot IOse 11 all), 
• LifetJm& Income (assurance Iha! my panner and I will rece,ve income as~ 

aswelive). 
• Control and access 10 my money. 
• Reversiblity (I am not loeked Into a ftnanclal pr()(l)ct). 
• A hlih lffleStment re!Lm. 

The analysis IOeotified three clear tiers of retiee priOritJes. In the 1op lief of reta-­
tMI irc)ortance are stead)'Income. safety, and lrfetJme Income. The second tier, wNch 
is near'Y as nlportant to retJrees, is control and access to s.M112s and balances. 
1n the third tier, retirees ilve si&niffeantly less wel&ht to reverSibiity and hi&fl return. 
These resutts do not indltate that revers«>iity and hi&f'I rewm are 8t'ltirely ooimporta,nt 
to,ewees.just that tne)'arerelativelyless ITIPOttant. 

~■1.0 

Hcflll«...- )0.1 

While each retiree seament evaluatecl appeared quite different in the overall 
analysis. the relative utiltty of these factors remained across al WOol)S. ConMenl 
Retirees. OptmistJC Thrifty RetJrees, Nenous Retuees. and SIJUiiline Retirees an 
value steady Income. safety. and lifetime Income as tne hipeSt imOOft&nce. althOUill 
the relative order varied sllahW-

IMPLICATI ONS 

The dynamic !Opie of reurement income pmefS nu:h attention in the industry. 
You can see in this lfltersection a:rapt, mat the Confident Retkee and OptmlstJc our analysis N~strates the <liVerse nature Of retJrees based on their spendf\l abihty, 

Thrifty Re twee seements w1e the most srnMarltJes: they both underspend relatJYe comfort lellel. and frlanciai means. We atsocan see l'loW retirees· sawiaanct spendq 
to lhei' abilty and have ftnanclal plans. The la12e5t differences between the l'M> behaviors are stronet, influenced btt' their health. marital staws. pneral optimism, 
woups are that Confident Retirees are better mancially Situated and want to leave and toais to leave an inhentance tor heirs. 
an inheritance to their heirs. while OpumiStiC Thrtny Reurees oo not. OptJmistic ThriftY AdditJonally. o anatysls shO-Ns that wlUloul a d1stnbution plan or structure. 
Reurees are tne happiest to be spencllna ctown thH' savinas and are optJmlstlc aboot marr, retwees a1e nan& aown until they are under nnancial stress or forced 
their ion,evity and health. to. When they dO s typically take only !he Requred MInirTUn Distribution 

Nervous anti SIJUUlinl Retiree a,-oups are similar in their 'M)(T)' about balances (RMD). The only e than the RMD is StruaaHrw Retirees. and !his 
dloppina. Howewf. NertOUS Retirees are better llnancialty situated. t,y comparison. ts out Of necessity • the hiSlorical framlrw Of defined cootn-
Ni!f\lOUs Retirees also have or ~t to haW!I 1a1ae medcal e)(penses in retirement botion plans as an a dec\lmolatlon tool) COUid be weatty 
yet have a strona desire to leave an lnhentance. The SIJUUlq Retirees are clearly lnftuencinl retirees· <1f er. retJrees mlaht be folloWlni tne 

•ciu- ....,_ar,c11a,;1:oranair- -~u...i.,1N ... ti.n1- ~-----....IL-"'::::a" :::""':::.::,"'":::,':::,e::: ... :1.:::'°"""= ~to~•-~ ~- = '""= '.=~ ·.::"""""'~ !a""'~ '"':212~·!!- !!!;..-....l....;' ;;;ommon;;;;;;;.:f•;;;"';.°""";;.:::;''°;:):i nt spendina. Theym11h1be 

M\llyM l9ducn ~ ..-leblH .. + MWlliirllll 1t111-•)11110 - · 
....... ...... ~ O,P90Pie,.t,o~holcl<,p«ilc:~ 
- -~bl.t ~ ddhnm frrw.Oltwc,,,up1 

Tt..kuftll<Alllt•-1 17 

M<Ml'llforward, Murereureeswil requrea larae,portionofthew assets !Occme 
from the ()eflned contril>utlon plans as defined benefitC<>Yl'filie cooli'lues 10 lk!clne. 
Yet. we knOW marr, ret.rees oo not knowl'IOW to manaee th.at pool. SUc>Port kS needed. 

The iOOd news Is thal while many retiees have 1r1ique challenees. we found a 
remarkable consistency of preferences across six charactenstcs re2ordill!: whal they 
want lrom an income solution. AH four see,nents valued steady income, safetY and 
llfetme income and. to a lesser e1e&ree, contrOI and access abo'R al othef financial 
plannin& factors. ThlS implieS that SOiutions and lnnovatlOns In the Indus~ wiD likefY 
address the preferences and concems of the majority or retirees. However. we know 
historically there has been a mismatch between what retirees say they want and the 
realitY of IOW annuity usaae. More needs to be done to understand the baniefs. be 
they structural Of behavbral. to bri<lae this pp between retiree wants and actions. 

see OCHA"s on1:ne Resource Library IOI' white papers and other thouiht leader­
shlpon topics~ Ufeune 1neome (https:tJdcia.org/page/Uet.melnoomel 
and Plat Deslan (https;//dcua.ora(pa2e/PlanDeslm)Matter$). 

DCIIA RETIREMENT RESEARCH CENTER 
Retirees in Profile, Journal of Retirement 2022 

“…our analysis shows that without a distribution 
plan or structure, many retirees are not spending 

down until they are under financial stress or 
forced to…” 

Full article available at: https://dciia.org/resource/resmgr/jor/Summer-22-Guest-Column_jor.pdf 

CapitalArts Global, LLC 

https://dciia.org/resource/resmgr/jor/Summer-22-Guest-Column_jor.pdf


 

    
     

  

RETIREE PROFILING STUDY RETIREMENT RESEARCH CENTER 

• DCIIA RRC's research : Profiling Retirees 

• Data Set: 

- A survey of 2,009 retirees aged 50-75. Conducted in September 2021 . 

- Retirees were asked questions related to their savings, spending, and financial and 
behavioral health. 

• Methodology: 

Cluster/Factor Analysis was used to create segments; each was statistically different but 
internally consistent. Four distinct segments emerged . 

MaxDiff Conjoint Analysis was used to gauge prioritization of preferences for retirement 
spending. 

MEDIAN UTILITY WEIGHTS 

Steady Income 

Safety 

Lifetime Income 

Control and 
Access 

Reversibuity I 1.0 

High Return I 0.1 

10 

RETIREMENT RESEARCH CENTER 

28.9 

G,~E'f!l'l'led,ary .-,e,igflUJ wlfnot add up lo f()OII\, 

SEGMENTATION 

Nervous / 
Unsure 

®2':'21 DCIIA ~oE.n~;iR2:m-Eff"£1!ISM:w1o/ 

RETIREMENT RESEARCH CENTER 

Has a Plan 

Overspending Relative to Ability 

3 

MEDIAN UTILITY BY SEGMENT RETIREMENT RESEARCH CENTER 

27.2i- 26.8 26.6 28.0 

28.7 25.3 

19.6 20.2 

Hi h Investment Return 0.1 0.2 0 .1 0.1 0.1 

11 

STEADY + SAFE + LIFETIME INCOME 
Everybody Wants Some (…I Want Some, Too!) 

Creative Credit: DLR/EVH CapitalArts Global, LLC 

Padams-Lavigne.Allison@dol.gov
Cross-Out

Padams-Lavigne.Allison@dol.gov
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Report to the Honorable Thomas E. Perez, 
United States Secreta1y of Labor 

Model Notices and Plan 
Sponsor Education on 

Lifetime Plan Participation 

~o\"ember 2015 

2015 ERISA ADVISORY COUNCIL REPORT 
Participant Communications & Sponsor Education 
Much of this presentation is based on the work 

of the 2015 ERISA Advisory Council, which 
undertook a request from DOL to develop 
sample participant communications (model 
notices) and educational material for Plan 
Sponsors encouraging participants to 
remain in employer-sponsored retirement 
plans as a means to fund retirement after 
leaving active service. 

In doing so, the Council identified several plan 
features and effective practices that 
facilitate continuing plan participation and 
responsible retirement spending. 

A complete copy of the Council’s report and its 
appendices is currently available at: 

https://www.dol.gov/sites/dolgov/files/EB 
SA/about-ebsa/about-us/erisa-advisory-
council/2015-model-notices-and-plan-
sponsor-education-on-lifetime-plan-
participation.pdf 

Source: www.dol.gov CapitalArts Global, LLC 

www.dol.gov
https://www.dol.gov/sites/dolgov/files/EB


THE LABOR “POOL” 
Different Strokes for Different Folks 

 

    
  

      

 
 

             

           

             

         

            

How do your plan participants compare to U.S. averages? How about to each other? 

Participant How many are: Financially Fragile, Sole Earners, Single Parents, Care Givers, etc.? 

Profile What proportion of net take-home pay do your active participants spend? (All of it?) 

How large are the unfunded “liabilities” of your plan participants? Analysis 
How does your “savings” plan facilitate the spending required to fund those liabilities? 

Creative Credit: Blair, Stewart (aka, Stone) 1968 CapitalArts Global, LLC 
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TOOLS FOR PLAN DESIGN 
The Retirement Policy Statement 

Define settlor (not fiduciary) objectives for offering retirement benefits 

Outline basic principles used in the design & delivery of employee benefits 

Describe how the key features of benefits are expected to meet objectives 

Identify internal/external constituents who have authority, influence and 
accountability for design, implementation & oversight 

Examples of Retirement Policy Statement objectives 

Address needs of all plan participants regardless of their persona type 

Emphasize defaults with automatic enrollment & automatic escalation 

Encourage continuing plan participation after leaving active service 

Simplify choice architecture across a broad range of key options 

Designate low-cost investment options with institutional fees 

Offer guidance and tools that address saving & spending 

Support participant access to secure retirement income 

CapitalArts Global, LLC 
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FIRST THINGS FIRST 
Allow Partial & Periodic Withdrawals 

Review plan documents 

Consult with administrator/RK’er 

Identify eligible withdrawal types 

Determine sequences by source 

Adjust by age, plan status, etc. 

(See Appendix for Full-Sized Sample) 

Consider retirement income options & plan features when defining withdrawals 

Many retirement “savings” plans only allow terminated vested participants and 
retirees to take full distributions! 

CapitalArts Global, LLC 



 

       
    

      

   
   

        

           

         

       

   
       

  
 

  
 

    
   

   
   

OFFER PLAN LOANS FOR TV/RETIREES 
Repayment of Existing & Initiation of New Loans 

Maximum Maximum 
Loan Type Available Amount Number of Loans Fee Interest Rate Repayment Frequency 

General Purpose $50,000.00 2 $30.00 9.25% Monthly 
Primary Residence $50,000.00 1 $30.00 9.25% Monthly 

Choose Loan Type Modeling Results 
(General Purpose or Primary Residence) Loan Type General Purpose Primary Residence 
Repayment Frequency Loan Amount $10,000.00 $50,000.00 
Monthly Interest Rate 9.25% 9.25% 
Interest Rate Loan Fee $30.00 $30.00 
9.25% Repayment Frequency Monthly Monthly 
Requested Loan Amount$ Number of Repayments 60 180 
($1,000.00–$50,000.00) Repayment Amount $208.81 (monthly) $514.60 (monthly) 
Loan Duration First Repayment Date 1/15/2024 1/15/2024 
(1–60 months) Total Repayment Amount $12,528.60 $92,628.00 

Prevent unwanted leakage at time of separation from service 

Reduce or eliminate incentive to leave plan in times of financial distress 

Enable access to funds needed for urgent and/or unexpected expenses 

Facilitate loan repayment via EFT/ACH and/or coupon books 

CapitalArts Global, LLC 



     

     
      

          

          

htt~.s:/lwww.irs.gov[~ub[i rs--
Designat ed Roth 

t ege/rollover chart.pcff Tr.a ditional SIMPLE Governmental Qualified Plan 403(b) 
Rot h IRA. SEP-IRA A.emu nt ( 401k, 

IRA IRA. 457(b) (Pre-Tax) (Pre-Tax) 
403b or 457b) 

Roth IRA. Yes No No No No No No No 

Tra dit ional IRA Yes Yes Yes Yes Yes Yes Yes No 

SIMPI..EIRA Yes Yes Yes Yes Yes. Yes Yes No 

SEP- IRA Yes Yes Yes Yes Yes Ye,s Yes No 

Government al 457(b) 
In Pl:an 

Yes Yes Yes Yes Yes Yes Yes 
Conversion 

Qualified Plan (Pre--Ta x) Yes Yes Yes Yes 
ln Pl a,n 

Ye•s Yes Yes 
Conversion 

493{b) (Pee-Tax} 
In PlaR 

Yes Yes Yes Ye.s Yes Ye.s Yes 
Gonversion 

Designat ed Roth Account 
Yes No No No No No No Yes 

(401k, 403b or 457b) 

SHOULD I STAY (…OR SHOULD I ROLL?) 
Accept Rollover Contributions from Eligible Sources 

(See Appendix for full chart with footnotes and www.irs.gov for latest updates) 

Enhance web-based workflow and emphasize training for all call center reps! 

Creative Credit: Jones / Strummer 1981 CapitalArts Global, LLC 

www.irs.gov


 

       

    

      

     

      

     

 

   

Congratulations, Lily! 

"Congratulations? For what?" you might ask. 

Well, for starte rs, you might not know it Li ly, but you are one of a very exclusive group _ 
You are a participant in YY ' • • ' 
not everyone can say. Y 
plan. (And lets face it, 

And what's more, one 
stay in it for just abou 
just any lifetime: YO 
something to say abo 
have some ideas abo 

For now, though, yo 
valuable privileges. 

Here are some oft 

0 The award-winni 
a 21st Century p 

□ Our highly-rated, 
advice 

□Your choice of the 

0 Including the highly compe 1 Ive ere 
stable value fund 

□Virtually unlimited access to listed securities through our brokerage window 

□ Our new EZ-consolidation service which makes it a breeze to combine 
your other retirement assets like IRAs, old 401 (k) balances, qualified 
retirement plan payouts , and other eligible accounts all under one roof. 
We can even consolidate spousal accounts , too! 

And these are just a few of the benefits that come with participation in the 
Financial Independence Plan. Contact one of our live representatives today 
and ask how you can take advantage of these valuable features and more! 

Impact of Taking Your Money Out Now ... 

Your Account Balance as of July 24, 2015 

Minus Federal Income Tax 

$12,345 

-S2,469 

S90.000 

S80,000 

570.000 

xes) 

out now) 

Plan . .. 

plan or 

-S617 

-$1 ,234 

-$1 ,234 

Only 
$6,791 

$81 ,654 

d Taxes & Penalties: 
$5,554!!! 

seo.ooo Vs. 
$50,000 

$40,000 

$30,000 

S20.000 

510.000 

S-

V our l>«ounl Bcbf'<o 
TOday 

Potential 
Growth! 

1'"0q,,/ ., s Q 10 '< ,., Te Te <o -q <<1 <s <s Jo 

Years to Rebrement 

COMMUNICATE! 
Do It Early. Do It Often. Don’t Wait. 

Promote the advantages of remaining “In-Plan” 

It’s never too early to share success stories 

Use simple, concise language & examples 

A picture is worth a thousand words 

Illustrate the value of lower fees 

Membership has its privileges 

Creative Credit: Hanney 2015 CapitalArts Global, LLC 



 

      
          

                 

                         
  

    

      
      
        

              

                      

                             
          

           

                              
       

                       
                       
         

                        
                     

      

                           
                            

      

   

COMMUNICATIONS 
Give Me One Reason To Stay Here 

It Pays to Keep Your Money in the Financial Independence Plan! 

Where can you enjoy great investment choices, lower fees and control your own financial security? Learn More Inside. 

[Inside] 

When your employment at PrudentCo ends, you have decisions to make about some of your benefits, including what to do with the money in your Financial 
Independence Plan account. 

Generally, you have four choices. 

1. Keep Your Money Right Where It Is 
2. Roll It Over To Another Employer Plan 
3. Roll It Over To an Individual Retirement Arrangement (IRA) 
4. Withdraw Your Money (a 10% federal early withdrawal tax penalty will apply before age 55) 

There are pros and cons to each option. In fact, speaking to a qualified financial advisor before you decide is a good idea. 

Fortunately, you don’t have to decide right now. You can keep all of your money in the Financial Independence Plan until you reach age 73 or later, and even then, 
you can take it out a little bit at a time. 

3 Smart Reasons to Keep Your Money In the Financial Independence Plan 

“I Like My Plan Features And Funds” - We can see why. The Financial Independence Plan offers a unique mix of choices – all of which are available to you for as 
long as your money stays in the Plan. 

“I Want Control Over My Money” - With Flexible Loans, Rollover Contributions and Distributions, the Financial Independence Plan offers a range of options to 
meet unexpected expenses, consolidate retirement savings and maintain your income, now and in the future. Your financial needs today might be very different 
from your future needs. Who knows what tomorrow may bring? 

“I Need A Steady Retirement Income” – Well, we pioneered modern Lifetime Income features offered through the Plan. You won’t find many of these anywhere 
else and they’re designed to pay you a secure and steady income throughout retirement, while giving you the freedom to change your mind. 

And Here’s One That’s a No Brainer 

“I Want Lower Fees” – Does anyone really want to throw away their hard-earned money? We sure don’t and we’re pretty sure you don’t either. So, the Financial 
Independence Plan offers savings and investment features with some of the lowest fees in the world. We use the scale and buying power of the Plan to negotiate 
on behalf of everyone in it, including you. 

Creative Credit: Chapman 1995 CapitalArts Global, LLC 



 

   

    

1. Plan sponsors are encouraged to develop a philosophy on lifetime plan participation. 

2. Communications should aim to be simple, concise, engaging and easily understood, 
while making sure participants have enough information and tools to make informed 
decisions. Consider the use of graphics and charts to make communications visually 
appealing. 

3. Plan sponsors are strongly encouraged to communicate the benefits of the plan 
through various channels at all stages of employment, upon separation and thereafter. 

4. Sponsors should look at various forms of written and electronically disseminated 
information, tailored to their population. 

5. Sponsors are encouraged to remind participants of the features of the plan so they 
can make informed decisions when comparing them to alternatives outside of the plan. 

6. Sponsors may consider using stories that describe the consequences of actions. 

7. Communications can be developed directly by the plan sponsor, acquired from one or 
more service providers associated with the plan, or other sources deemed to be 
credible and accurate. 

8. Messages can be general and/or specific, but should be factual to the best 
knowledge of the plan sponsor and/or service provider responsible for the development 
of the communications 

9. The completeness and accuracy of communications should be based on the facts 
and circumstances prevailing at the time of development. However, plan sponsors have 
a duty to periodically review, revise, and/or replace communications which are deemed 
to be outdated, inaccurate, inapplicable, or inappropriate at the time of the subsequent 
review. 

10. Communications may include accurate numerical values and other factual content 
which is subject to change so long as the date on which the values or other facts were 
collected is clearly disclosed. 

11 . Communications may include estimates I projections I forecasts so long as they are 
clearly identified as such and all material assumptions are clearly disclosed. 

12. Communications may include text. tables, charts, and graphs depicting current 
factual values and estimates I projections / forecasts as well as comparisons of any of 
the forgoing so long as each is clearly delineated as s..u.cil and material assumptions are 
clearly disclosed. 

13. Communications may be in static, variable, and/or interactive formats so long as all 
disclosure requirements are met. 

14. Language, illustrations, and images used in communications may be of a 
persuasive nature, but should fairly represent comparisons, avoid glaring omissions of 
pertinent information and avoid derogatory, defamatory, or exploitive content. 

15. Communications should frame decisions in terms that reflect the wider context of 
benefits derived from lifetime plan participation . To the extent that a decision may 
preclude further participation in the plan, that should be clearly stated . 

16. When various choices are presented to participants, sponsors should consider the 
order in which they are provided and the impact that may have on participant decision 
making . 

17. Communications should be culturally competent to the extent possible with respect 
to the intended audience and consider specific socio-economic characteristics of a 
given plan population. 

18. It is recommended that communications be tailored to segments or a subset of a 
broader audience 

19. The contents of any communications tailored under this guidance should be 
segmented into standalone elements which may be used in whole or in part. 

20. Plan sponsors are also encouraged to stress that participants stay in touch with the 
plan sponsor to confirm or update contact and beneficiary information. 

COMMUNICATIONS 
20 Principles for Plan Sponsors 

Source: ERISA Advisory Council 2015 CapitalArts Global, LLC 
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Allow partial withdrawals for participants who have separated from service 
Q: How does this facilitate retirement spending? 

A: Participants who are permitted to access their retirement savings through partial or periodic withdrawals are 
more inclined to hold most of their assets in their retirement plan over the long term and use it as a source of 
periodic retirement income and/or emergency funds. Research shows that limiting eligible withdrawals for 
former employees to only full distributions encourages active employees to curtail their savings and to leave 
the plan entirely after separation from service. 

Q: How would the plan allow for this? 

A: Sponsors are encouraged to check and, if necessary, amend their plan documents to allow for partial or 
periodic withdrawals. Many sponsors adopt prototype documents which only allow for full account 
distributions, particularly for terminated or retired participants. Such changes are considered “settlor” functions 
and do not constitute a “fiduciary” decision under ERISA. Plan sponsors are also encouraged to check with 
their plan record keeper around withdrawal capabilities and costs to administer such forms of distributions. It is 
common for plans to establish a withdrawal hierarchy for partial distributions. In other words, it may be 
necessary to establish the order in which money will be withdrawn from the plan based on how the money was 
originally contributed, and this order may vary based on the age and employment status of a participant. 
Additionally, plan sponsors may need to re-negotiate fees charged for participant distributions, including those 
associated with the generation of Form 1099-R, check-writing and electronic fund transfers. 

Q: I’m concerned about the costs of periodic distributions, either incurred by the participant, or to the plan. 

A: Sponsors should negotiate distribution costs with their plan administrator and ensure they are fair and 
reasonable. In many cases, plan sponsors can obtain waivers or volume discounts for recurring distributions, 
such as monthly or quarterly payments under a systematic withdrawal feature. Fees for recurring payments 
can sometimes be as low as or lower than the cost of taking a withdrawal from a bank ATM. Plans can pass 
this expense through to participants if it is deemed reasonable in relation to the benefits of the feature. 

Source: ERISA Advisory Council 2015 CapitalArts Global, LLC 



 

  
   

re-1987 after t ax contributions amount 

list ed on statement. 

Post-1986 after t ax cont ributions (IRS 

requ ires prorated earn ings t o be 

distributed. ) 

No t ax liability. No suspension. 

Income t ax on earn ings, plus 10% penalty tax if 

before Age 59 1/2. No suspension. 

Ro llover contributi ons, i f any ( excluding Income t ax on enti re amount ( excluding after tax 

after t ax amount s rolled into t he Plan, but amounts rolled over t o the Plan, but including 

including invest ment earn ings on such 

amounts). 

invest ment earn ings on such amounts), plus 10% 

pena lty t ax if before Age 591/2. 

Vested Automatic Company Contributions Income t ax on enti re amount. No suspension. Not 

plus earn ings. eligible for in-service withdraw als before Age 59 

1/2. 

Vest ed Company Mat ching Contributions 

plus earn ings (after five years of Plan 

participation). 

Before t ax contributi ons plus earn ings 

before December 31, 1988 ( earn ings after 

December 31, 1988 are not eligible for in­

service withdraw als). 

Roth 401(k) cont ributions plus earn ings. 

Income t ax on enti re amount, plus 10% penalty t ax 

i f before Age 59 1/2. No suspension. 

Income t ax on enti re amount, plus 10% penalty tax 

and must apply for hardship withdrawal if before 

Age59 1/2. 

Income t ax on earn ings unless it has been at least 

five years since first Rot h 401(k) cont ribution. The 

invest ment earn ings portion of the w ithd rawa l is 

subj ect t o income t ax and, i f app licable, t he 10% 

early w ithdraw al penalty. 

Profit sharing contributions plus earn ings, Income tax on entire amount. No suspension. 

if applicable. 

Terminated Vested and/or Retirees 

Pre-1987 after t ax contributi ons amount 

list ed on stat ement . 

Post-1986 after tax contributions (IRS 

requ ires prorated earn ings to be 

dist ributed. ) 

No t ax liability. 

Income tax plus 10% penalty t ax on earn ings if 

t erminat ed before the beginning of the calendar 

year in which the 55th birthday occurs. 

Rollover Contributions (i f any, exclud ing Income t ax on entire amount ( excluding after t ax 

after t ax amounts rolled over to the Plan, amounts rolled over to t he Plan, but includ ing 

but including investment earings on such 

amounts) . 

investment earn ings on su ch amount s) plus 10% 

penalty t ax i f t erminated before the beginning of 

t he ca lendar year in wh ich t he 55t h birthday occurs. 

Vested Automatic Company Contributions Income t ax on entire amount plus 10% penalty tax if 

plus earn ings. 

Vest ed Company Matd1 ing Cont ributions 

plus earn ings. 

Before Tax Contributi ons plus earn ings. 

Roth 401(k) Cont ributions plus earn ings. 

t ermindat ed before the beginning of the ca lendar 

year in which the 55th birthday occurs. 

Income t ax on entire amount plus 10% penalty tax if 

t ermindat ed before the beginn ing of the ca lendar 

year in w hich t he 55th birthday occurs. 

Income tax on enti re amount plus 10% penalty tax if 

t ermindat ed before the beginning of the ca lendar 

year in which the 55th birthday occurs. 

Income tax on earn ings plus 10% pena lty t ax unless 

it has been at least f ive years since fi rst Roth 401(k) 

contribution and you have reached age 59 1/2, 

become totally and permanently disab led, or died. 

Profit sharing contributions plus earnings, Income tax on entire amount. No suspension. 

if applicable. 

PARTIAL & PERIODIC WITHDRAWALS 
Sample Withdrawal Hierarchy Tables 

CapitalArts Global, LLC 



 

          
            

      

               
                 
                

               
                 

         

                
                

              
     

                 

                
             

           

                    
                  

    

Allow continuation of existing loan repayment schedules for participants with 
outstanding loans at time of separation as well as initiation of new loans 

Q: How does this promote retirement spending? 

A: Allowing loan payments to continue after separation from active employment facilitates repayment of the 
funds into the retirement account and avoids leakage. Participants are often forced to pay off outstanding plan 
loans or, more commonly, take an unwanted distribution from an employer-sponsored plan at the time they 
separate from active employment with a plan sponsor. Unwanted distributions represent a form of leakage 
which may potentially erode an individual’s retirement security, as well as create a financial hardship for most 
participants who are required to pay resulting taxes and penalties. 

Allowing participants to initiate loans post termination eliminates an incentive for participants to leave the plan 
when facing financial difficulty. Offering continued access to their savings in an emergency will permit 
participants to address urgent needs, while facilitating loan repayment may avoid penalties and taxes 
associated with early and/or excess withdrawals. 

Q: How are loan repayments processed for terminated participants since they are no longer on the payroll 
system? 

A: Automated electronic payments via ACH payment are now offered by the vast majority of record keepers. 
Coupon books are often still available for those who wish to pay via check. 

Q: Are there any costs associated with loans and loan payments post-employment? 

A: There may be costs associated with initiating a loan as well as loan payments. These costs can also be 
negotiated with the plan record keeper and could be passed on to the individual taking the loan, if appropriate. 

Source: ERISA Advisory Council 2015 CapitalArts Global, LLC 



 

          
         

      

                
                 

                
            

                
              

                
       

               

          
              

                   
                       

                   
                   
       

           

                   
             

                  
        

    

Allow inactive participants to “roll-in” assets from all eligible sources, 
including DB plans, and simplify the process for doing so 

Q: How does this promote retirement spending? 

A: Most participants change jobs several times during their working lives, and typically establish more than 
one retirement account. Qualified plans, IRAs and taxable savings accounts are just a few of the financial 
resources they must manage in retirement when many are often faced with declining cognitive ability and 
diminished capacity. Consolidating accounts within a single well-designed retirement plan, where permitted, 
can greatly simplify this onerous task and maximize purchasing power by minimizing fees and complexity, not 
to mention provide the added benefit of professional fiduciary oversight. This also reduces unintentional 
leakage by keeping the participant in the retirement plan system when low account balances spread across 
multiple plans might otherwise result in forced distributions. 

Q. I have been told that allowing rollovers into the plan exposes the plan to risks 

A. IRS Rev. Rul. 2014–9 (https://www.irs.gov/irb/2014-17_IRB/ar05.html) describes simplified due diligence 
procedures for safe harbor protection. These procedures are generally sufficient: 1) employee certification of 
the source of the funds, 2) verification of the payment source (on the incoming rollover check or wire transfer) 
as the participant’s IRA or former plan, 3) if the funds are from a plan, looking up that plan’s Form 5500 filing, if 
any, in the Department of Labor’s EFAST2 database for assurance that the plan is intended to be a qualified 
plan. It’s not necessary to obtain a letter from the distributing plan when its qualified status can be checked 
using the online Department of Labor filing search. 

Q: What are some ways to support low balance participants upon termination? 

A: There are a few things to consider. For one, communication and education can help reinforce the benefits of 
preserving retirement assets for these individuals. Additionally, plan sponsors can consider reducing the 
automatic force out limits as allowed by regulations. Finally, sponsors can work with their providers on ways to 
support simple, efficient and plan-to-plan transfers to encourage account consolidation. 

Source: ERISA Advisory Council 2015 CapitalArts Global, LLC 

https://www.irs.gov/irb/2014-17_IRB/ar05.html


 

   

 

ROLLOVER CHART 

fj 'G:i Roll To ~. Roth IRA Traditional SIM PLE IRA SEP-I RA Governmental 

- ~~J J 

IRA 457(b) 

B12tb 1B8 Yes2 No No No No 

Icas:iitigcal IBB Yes3 Yes2 Yes2• 7 , after Yes2 Yes4 

two years 

~IMeL.~ 1B8 Yes3, after Yes2 , after Yes2 Yes2 , after Yes4 , after 
two years two years two years two years 

~~e-1B8 Yes3 Yes2 Yes2• 7 , after Yes2 Yes4 

E two years 
0 
~ 

Yes3 LL Governmental Yes Yes 7 , after Yes Yes - ~ two years -0 
~ g1i1111iti~'1 e111c 1 Yes3 Yes Yes 7 , after Yes Yes4 

(pre-tax) two years 

~ Yes3 Yes Yes 7 , after Yes Yes4 

(pre-tax) two years 

Designated Yes No No No No 
Bgtb a,,guct 
(401 (k), 403(b) 

or 457(b)) 

1Qualified plans include, for example, profit-sharing, 40l(k), money purchase, and defined benefit plans. 
2 Only one rollover in any 12-mouth period. 
3Must include in income. 
4Must have separate accounts. 
5Must be au in-plan rollover. 
6Auy nontaxable amounts distributed must be rolled over by direct tmstee-to-trustee transfer. 

403(b) 
Designated 

Qualified Roth Account 
Plan1 (pre-tax) (401(k), 

(pre-tax) 403(b) or 
457(b)) 

No No No 

Yes Yes No 

Yes, after Yes, after No 
two years two years 

Yes Yes No 

Yes Yes Yes3•5 

Yes Yes Yes3•5 

Yes Yes Yes3•5 

No No Yes6 

7Applies to rollover contributions after December 18, 20 15. For more information regarding retirement plans and rollovers, visit Tax Information for 
Retirement Plans. 

IRS Eligible Rollover Chart 

Source: www.irs.gov 2023 CapitalArts Global, LLC 

www.irs.gov


 

           

    

Step 1: Determine Eligibility to Roll-Into New Plan 

Step 2: Complete Forms to Roll-Into New Plan 

7 
Step #3: Determine Requirements to Roll Out of Old Employer Plan 

I 
© 

~ell, 
!!~ 
l]lffl'lhllblJl'o .. ~ 

Mllll11r l'a 

f---------,1 r;ull'~etm 
Dl'llt1twtlll'I 
~,,oldllli 

(Gmplete,:L. 

'""" [tll'tr111Ul.ll:TI 
Jo,n,,O,~er- lnfo 

J>l~ble) 

""' ,.,,,._,~ 
-<o...i.Cn•ti. 
OlhUIOfo!O 
,_.,P1a1I.: 

~ J 1 SEmd CC{Tlpkjb9d ~~11 TI)m1 t;, ol;J pl.,.-i 1"81Clool kBeP9r 
2 E1m.re dlslrlbullon check Is seflt lo yoor 11ew l)IIWI s recoo:1 ..... , 

1 If from you,"'- compk;c,.td C~tnbut1011 Form.check 
l1J)Q all ~•rad ~8fWO!k 

II II f,om cjjj plan fe(;Ofd ~eE!pE!f mid COO'flleled 
Cootnbu1100 FOOTI aoo au reQ1med l)ilperwort 

CootiK:I new pltln 1econ:l kseper lD '18ffly rac,e1pe of afl 
t eqi.-ed docllllel'llBCiOn 

Com1111Ui4 .,, .. 
tlrnllllhJf.o:11'1 

F«m.Olll11lnfo 
l•h1:~:illt.11111• 

Current Rollover Process for Qualified Plans is Complex, Opaque and Poorly Understood 

Source: Cormier 2015, Written Testimony CapitalArts Global, LLC 



 

          
      

      

              
              
               

 

             

             
            

              
              

             
            

         

            

              
            

   

    

Make available investment guidance, advice, managed account services, financial planning 
services, and other helpful tools and calculators 

Q: How does this promote retirement spending? 

A: Whether the plan participant is accumulating or in the retirement years, these services 
can provide tools and services needed to help manage retirement assets. Many such tools 
and services are integrated with the plan record keeper, making use of them relatively easy 
for participants. 

Q: What should I consider from a fiduciary perspective if I add these services? 

A: The Pension Protection Act of 2006 expanded the availability of fiduciary investment 
advice to participants in defined contribution plans, subject to safeguards and conditions. 
The DOL took additional action in 2011 and broaden the availability of investment advice 
when it published its “Final Rule to Increase Workers’ Access to High Quality Investment 
Advice.” Fiduciaries should also consider that, while most advisory service providers will take 
fiduciary responsibility for their advisory services rendered, plan fiduciaries are still obligated 
to prudently select, monitor and, if necessary, replace such providers. 

Q: How can I find out who offers such services in the marketplace? 

A: Many plan record keepers have made available one or more advisory services providers. 
DC Plan consultants and advisors are good sources, as are industry publications that publish 
advisory services provider guides. 

Source: ERISA Advisory Council 2015 CapitalArts Global, LLC 



 

          
     

         

              
             

              

    

Continue access to educational information, including ongoing seminars, webinars, and 
workshops for terminated and retired participants 

Q: Do I increase my administrative costs by doing this? 

A: Many providers will make such existing services available to terminated participants for no 
additional charge. Additionally, webinars, which can be recorded and available on an ongoing 
basis, are an excellent way to reach participants who no longer work for the company. 

Source: ERISA Advisory Council 2015 CapitalArts Global, LLC 



 

   
   

 

   
  
    

A Closer Look At 
Building Retirement "Spending" Plans 

(Part Two) 

Kevin T. Hanney, CFA 
October 17, 2023 
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EXECUTIVE SUMMARY 
Why Are We Here Today? 

Modern DC plans are highly effective retirement “savings” vehicles, and 
ERISA requires fiduciaries to minimize the risk of large losses with 
diversified investment options like target date funds, but… 

How do we protect people when diversification fails? 

Let’s look at how capital preservation and lifetime income features can help 
transform retirement “savings” plans into retirement “spending” plans and 

protect those who are the most sensitive to losses 

(…and add more to that due diligence file that will make your ERISA legal counsel proud!) 

CapitalArts Global, LLC 



 

    
 

       

       

         

        

        

         

      

    

   

FUNDAMENTAL CONCEPTS 
Questions for employers & fiduciaries 

Which choice best describes most people in a 401(k) plan? 

a) Today’s Valued Employees & Tomorrow’s Esteemed Retirees 

b) Risk Tolerant & Savvy Investors 

c) Disciplined & Frugal Savers 

Which choice best describes the typical 401(k) plan? 

a) A Secure Retirement Benefit That Can Pay People For Life 

b) An Investment Portfolio That They Manage On Their Own 

c) A Savings Account They Draw From Sparingly In Retirement 

Are the answers to these questions in sync? 

CapitalArts Global, LLC 



 

    

 
 

 
 

   

     
FINANCIAL SECURITY OVER A LIFETIME 

Mortality Risk 
Employment Risk 

Human 
Capital 

Financial 
Capital 

Phased 
Retirement? 

Saving Spending Transition 

Needs & Risks Change Over Time 

Longevity Risk 
Inflation Risk 

CapitalArts Global, LLC 



 

     
  

 

 

       
 

 
 

 

 

  
  

 

        
       

           

   

  

RETIREMENT INCOME ALTERNATIVES 
A Balance Between Control & Certainty 

Control Certainty 

Most retirement income alternatives fall along a spectrum of control and certainty 

Periodic Income Traditional 
Withdrawals Alternatives Income Annuity 

Complete 
Control 

Many Options 
No Guarantees 

Degrees Of 
Control 

Blend Flexible 
Features & 

Options 

No 
Control 

Guaranteed 
Income* 

* And nothing else 

Security & Certainty combined with Freedom & Flexibility 
We Can Offer the Best of Both Worlds 

Source: Hanney 2009 

CapitalArts Global, LLC 



 

  

 
   

     

   

   

 

 

 

 

           

        

FEATURES OF EFFECTIVE SOLUTIONS 
Multiple Perspectives 

Participants & Plan Sponsors & 
Beneficiaries Fiduciaries 

Principal / Income Protection  
Growth / Upside Potential  
Emergency Access  
Portability   
Competitive Pricing   
Fiduciary Oversight   
QDIA Compliant  

Service providers need to invest time & resources to make this successful! 

Consider implementation costs and constraints. Negotiate accordingly! 

Source: Hanney 2006 

CapitalArts Global, LLC 



 

     
    

         

  

  

  

  

  

        
           

     

        
      

          
       

    

ENHANCE QDIA & CORE LINEUPS 
Capital Preservation & Lifetime Income Features 

QDIAs can incorporate fixed return investments & income annuities to: 

 Reduce day-to-day volatility 

 Increase compound returns 

 Expand spending capacity 

 Reduce expense ratios 

 Improve success rates 

Sponsors should consider including a guaranteed investment contract, 
stable value fund or money market fund as a designated investment 
alternative in the core fund menu 

3(38) fiduciaries should utilize insurance instruments in combination 
with investments to deliver professionally managed solutions 

Financial planning and online advice tools must incorporate the benefits 
of insurance in a comprehensive retirement spending plan 

Source: EAC 2015, Hanney 2023 

CapitalArts Global, LLC 



 

    
  

    

APPENDIX A: Fully Benefit-Responsive Investment Contracts and Conu-act Value 
Definitions From the Master Glossary of the Codification 

full,· Btn,61-Rt~ponsiw InwsrmHt Contract : 

An 1m~tmen1 colllraet 1s collSidem:i fully bentfit-r~nm-e tf all of !he followmg cmma are 
met for tha1 co~ct, analyzed on au mdmdual b.isu· 

a.. Tot lD\"estmtD.I contract is effected directly betwttn the plan and !he wutr md 
prohllms !he plan from usigw.ng or selling the contracl or its procttds 10 another party 
wnbout the consent oftht issuer. 

b. EltMI' of lhe followmg conditions WSts: 

I. Tot reparment ofprinc1pal and interest atdited to parriapants in the plan IS a 
fu:wx:ial obliganon of tbt issuer of the investm~t contt1ct. 

Append ix - Exa mple lllurtraUng Dtsdosures About Fully Beneflt-Responstve Investment 
Contracts 
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FIXED RETURN INVESTMENTS 
Fully Benefit Responsive Investment Contracts 

https://www.fasb.org/document 
/blob?fileName=EITF_15-

C_IssueSum1_2015_03_05.pdf 

https://dart.deloitte.com/USDART/ 
home/publications/archive/deloitte 
-publications/heads-up/2015/fasb-
issues-asu-employee-benefit-plan 

Source: FASB 2015, Deloitte 2015 

CapitalArts Global, LLC 

https://dart.deloitte.com/USDART
https://www.fasb.org/document


 

     
   

         
    

   
      

        
     

  

TARGET DATE FUND VOLATILITY 
FBRICs Reduce Risk & Increase Return 

Fully Benefit Responsive Investment Contracts (FBRICs) are GICs used in place of 
money markets, short and intermediate bonds. Traditional FBRICs eliminate the 
day-to-day volatility of traditional fixed income portfolios by applying book value 
accounting and guaranteed crediting rates to the calculation of daily unit prices 
(NAVs). However, FBRICs that allocate a prudent portion of assets to equity and 
other diversifiers go further to utilize principles of modern portfolio theory and 
improve investment efficiency, reducing risk and increasing compound returns. 
Incorporating diversified FBRICs into traditional TDFs can create more secure 
retirement outcomes for plan participants, especially when combined with 
systematic withdrawals. 

Target Date Funds can utilize FBRICs & Systematic Withdrawals to: 
Reduce risk and increase return 
Incorporate guaranteed crediting rates 
Combine book value & market value accounting 
Include a floor that guarantees principal invested in FBRICs 
Introduce a low-cost retirement income alternative 

Source: Hanney 2023 

CapitalArts Global, LLC 



 

     
   

  

  

  
  
  

 

         

$15.00 30.00% 

$14.00 25.00% 

$13.00 20.00% 

$12.00 15.00% 

$11.00 10.00% 

$10.00 5.00% 

$9.00 0.00% 

$8.00 -5.00% 

$7.00 -10.00% 

$6.00 -15.00% 

$5.00 -20.00% 

- 250-Day Percentage Change (Right Scale) - 250-Day Percentage Change with Managed Volatility (Right Scale) 

- Target Retirement 2005 Fund (Left Scale) - Target Retirement 2005 Fund with Managed Volatility (Left Scale) 

TARGET DATE 2005 FUNDS 
20 Years of Volatility in Rolling Yearly Returns 

2005 TDF 2005 MVTDF 

Average 250-Day Return 4.74% 4.98% 
Highest 250-Day Return 27.05% 13.63% 
Lowest 250-Day Return -17.63% -4.26% 
Standard Deviation 6.27% 2.40% 

67% Growth / 33% Fixed Income 27% Growth / 73% FBRICs 

Source: Hanney 2023 

CapitalArts Global, LLC 
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TARGET DATE 2005 FUNDS 
Retirement Spending During the Financial Crisis 

2005 TDF+FBRICs 
2005 TDF 
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ng
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Peak to Trough Declines 
Annual Spending Rate 2005 MVTDF 2005 TDF 

$40,000 -9% -23% 
$60,000 -11% -24% 
$80,000 -13% -26% 

Source: Hanney 2023 
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LIFETIME INCOME STRATEGY v1.0 
Design objectives 

Design an investment portfolio glide path: 

Consistent with needs of all participants 

Consistent with Qualified Investment Default Alternative (QDIA) status 

Seek 100% replacement rate in combination with 

Social Security 

DB / DC Company Contributions 

Source: Hanney 2023 

CapitalArts Global, LLC 



 

   
  

  

  

 

  

    

   

     

    

   

    

SOURCING RETIREMENT INCOME 
Fiduciary / sponsor preferences 

Ongoing price discovery 

Insurer competition 

Capacity & constraints 

Leading indications of solvency risk 

Adaptable to changing conditions 

Integrate new insurers / enhanced benefits 

Conform to new regulatory requirements 

Diversification of issuer risk 

State guaranty association “Safety Net” 

Source: Hanney 2023 

CapitalArts Global, LLC 
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Best's Credit Rating 
Methodology 
Global Life. and Non-Life ,,..■ran« Edition 
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Source: Hanney 2023

INSURER SELECTION & OVERSIGHT 
Selection criteria and ongoing due diligence 

Firm-Level Characteristics 

Industry position 

Diversification of business lines 

Familiarity with income products 

Reserves / Capital Strength 

Risk-Based Capital Statistic (RBCS) 

Financial strength ratings 

Credit ratings 

Hedging Practices / Risk Management 

Frequency of guarantee valuation & mark-to-market 

Static / dynamic hedging mix 

Hedging instruments / counterparties 

Legal / Contract Language 

Structure of guarantee 

Entity backing guarantee 

CapitalArts Global, LLC 
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LIFETIME INCOME STRATEGY v1.0 
Investment & Insurance Allocation 

Al
lo

ca
tio

n 
%

 

100% 

90% 

80% 

70% 

60% 

50% 

40% 

30% 

20% 

10% 

0% 

Phase-In Period 

20 25 30 35 40 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 65 70 75 80 85 90 95 100 

Age 

Traditional Investment Portfolio - Custom allocation, low fee e.g. 5 bps, no secure income 

Secure Income Portfolio - 60% equity/40% bonds, higher fee e.g. 120 bps, secure income 

Complete solution over lifecycle 
As a young saver, invest in low cost, traditional global portfolio 
As a pre-retiree, acquire & build secure income, maintain investment portfolio 
As a retiree, collect lifetime income with confidence, maintain investment portfolio 

CapitalArts Global, LLC 
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LIFETIME INCOME STRATEGY v1.0 
Procuring Guaranteed Income 

Phase-In Period 

48 49 50 51 52 53 54 55 56 57 58 59 60 61 62 63 
Age 

Traditional Investment Portfolio - Custom allocation, low fee e.g. 5 bps, no secure income 

Secure Income Portfolio - 60% equity/40% bonds, higher fee e.g. 120 bps, secure income 

Income accumulation trend line (R-squared = 0.986) 

Percentage of final income accrued 

CapitalArts Global, LLC 
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LIFETIME INCOME STRATEGY v1.0 
Projected Income Levels 
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96% 
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50% 
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58% 

65 70 75 80 

Age 

85 90 95 

Lifetime Income Strategy 
50th Percentile 

Lifetime Income Strategy 
25th Percentile 

Lifetime Income Strategy 
5th Percentile 

Target Retirement Strategy 
50th Percentile 

Target Retirement Strategy 
25th Percentile 

Target Retirement Strategy 
5th Percentile 
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LIFETIME INCOME STRATEGY v1.0 
Projected Account Balance @ Retirement 
$1,400,000 

$1,200,000 

$1,000,000 

$800,000 

$600,000 

$400,000 

$200,000 

$-

Account Balance at Retirement 

$103,169 

$77,467 

$52,561 

Expected Impact of Insurance Fees < 10% 

50th 25th 5th 

Target Retirement Strategy Lifetime Income Strategy 

CapitalArts Global, LLC 
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VALUATION METRICS 
Money’s Worth Ratio & Annuity Equivalent Wealth 

Extensive academic literature 

Complex calculations, but intuitive 

Facilitate product comparisons 

One part of a multi-faceted analysis 
MWR AEW 

Investment Only (126 bps) 1.00 $ 100,000 
SPIA, 7.95% Payout 0.93 $ 165,129 
SPIA, 6.95% Payout 0.81 $ 134,745 
Plain VA/GLWB, 5% Rate 

High fee (280 + 75 bps) 0.90 $ 109,071 
Base case (237 + 75bps) 0.92 $ 111,064 
Low fee (129 + 75 bps) 0.99 $ 117,007 
Very Low Fee (126 bps)* 1.03 $ 120,678 
Very Low Fee + Ratchet* 1.06 $ 124,298 

* Estimates by Hanney, 2023 

Source: Steinorth & Mitchell 2014 
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ANALYZING INCOME ALTERNATIVES 
Compare Features Using NPV Analysis 

A
N

P
V

* 
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S

$1
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0 
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Income Benefit Death Benefit Liquidity BenefitIncome Benefit Death Benefit Liquidity Benefit 

*Actuarial Net Present Value 

100% 100% 100% 96% 96% 97% 
88% 86% 87% 

78% 76% 76% 

5% 5% 5% 
6% 6% 6% 

9% 8% 8% 

10% 9% 10% 

17% 18% 16% 17% 17% 15% 

15% 19% 18% 
21% 25% 23% 

$1.22 $1.23 $1.21 $1.19 $1.19 $1.18 
$1.12 $1.13 $1.13 

$1.09 $1.10 $1.09 

A B C A B C A B C A B C 

Age 
48 

Age 
52 

Age 
60 

Age 
65 

$1.40 

$1.20 

$1.00 

$0.80 

$0.60 

$0.40 

$0.20 

$0.00 

Source: UTC 2018 
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Employee Benefits Security Administration lSPAkOL 1 .... 

Lifetime Income Calculator 

Overview 

Workers part1c.ipatmg in drJlMd contribution plans, l1kr, 4D1{k} plans or similar savmg,; plans, arr, responsiblr, for managing the1r 

retirement sav,ngs while employed and dunng their retirement years. 

Showmg participants their retiremenl plan account balance as level monthly payments for their \iletime will help them asseu their 

re111emN1t readmess and plan tor the11 rettremenL As dMCribed 1n an advance notice of PfOposed rulNl'\ak1ng {ANPRM), the 

Department of Labor is conS1dering PfOpO'Sing a rule that pension benefit statements include the participant's account balance as a 

single sum as well as an estimated hfrl1me income stream of level payments using both the participant's current account balance and 

the proJ~ted account balance at rehremenL For married participants, the statement also must include JOmt and survivor Ii fell me 

income payments. 

Usingas.sumpt10ns dMCribed in the ANPRM (noted below), this. ~ illustrates an annu1tiz.at1on approach to estimate the 

monthly lifetime income streams based on both the participant's current account balance and on the pt"ojected value of the account 

balance at rtt,remenL For both balances, the calculat01 develops two level hfet.ime payments: one fOf the life ol the participant (w,th 

no benriits to any survivors} and the second for the joint hves of the participant and the spouse with a fifty percent survivor's benefit 

for the spouse's lifetime. 

This calculator uses a simphfied computation (e.g., annual coritribut1oos, m,d-year retirement). Depending on the comment-s r~etved 

in response 10 the ANPRM, the next version of the calculator may provide a more precise computation {e.g., monthly contr1butt0ns, 

relirl!ment in a specified month). 

How the Calculator Works 
The calculator uses the sare harbor assumptions descubed in the ANPRM for estimating future contributions. investment earnmgs, 

and inflation: 

Conlribut,ons contmue to Retuement Age at the Current Annual Contribution amount increased by 3 percent pt'!" year. 

lnvfflment returns are 7 percent per year (nomlnall. 

An inflation rate ol 3 percent per year Is used ford1scount1ng the prqected account balance to today's dollars. 

In converting the account balances into lifetime income streams, the calculato, uses the sale harbor annuity conversion assumptions 

Lifetime Income Calculator 
View Instructions 

'All fields are required 

Retirement Age 65 

Cu rrent Account Balance$ 100,000 

Current Annual Contribution$ 0 

Years to Retirement 0 

Statement Date (MM/DD/YYYY) 09/30/2023 

-■ 
Calculation Results 

Value at Lifetime Income/Month for Participant 

Retirement Age With No Survivor Benefit 

Current Account $100,000 $610 

Balance 

Projected $101,923 $622 

Account Balance 

Lifetime Income/Month with Joint & 

Survivor Annuity 

Participant Spouse with 50% 

$564 $282 

$575 $288 

All of the results shown are estimates, not guarantees, of the level of the account balance or of the lifetime income 

streams of payments. The U.S. Department of Labor does not monitor or save data you enter on line, and you cannot 

save calculations online. You may save your results by printing a copy or copying/pasting a copy into a text document 

on your computer before terminating your session. 

DOL LIFETIME INCOME CALCULATOR 
Safe Harbor Illustrations 

https://www.dol.gov/agencies/ebsa/laws-and-regulations/rules-and-
regulations/advanced-notices-of-proposed-rulemaking/lifetime-income-calculator 

CapitalArts Global, LLC 

https://www.dol.gov/agencies/ebsa/laws-and-regulations/rules-and


 

    
    

     

  

  

   

   

   

   

   

  

   

   

   

 

THE ALPHABET SOUP OF ANNUITIES 
How Many Can You Name? 

DIA Deferred Income Annuity 

FIA Fixed Indexed Annuity 

GLWB Guaranteed Lifetime Withdrawal Benefit 

GMAB Guaranteed Minimum Account Benefit 

GMDB Guaranteed Minimum Death Benefit 

GMIB Guaranteed Minimum Income Benefit 

GMWB Guaranteed Minimum Withdrawal Benefit 

MYGA Multi-Year Guaranteed Annuity 

QLAC Qualified Longevity Annuity Contract 

RILA Registered Index Linked Annuity 

SPIA Single Premium Immediate Annuity 

VA Variable Annuity 

Sources: Hanney, Education.com, Bing AI 2023 

CapitalArts Global, LLC 
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TAIi!£ OF COHT£NTS 

WHAT IS AN ANNUfTY> ......................................................................................................................................... 1 

When Annuities St•n to Mike Income Payments ........................................................................................... 1 

How Defer~ Annuities Are Alike ............................................................................. - ................................... 1 

How Deferred Annuities Are C>iffe:re.nt ·-·-··-·-·-·-·····--··-•--o-•-·-·····--··-·-·-··-···-··-----.. 2 
HOW OOES THE VALUE OF A DEFERRED ANNUITY CHANGE> .................................................................................. • 
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fixed Indexed Annuities ......................................................... - ... - ................................................................. 4 
ViriabJe..,.UIJ,.,._ ___________________________ 5 

WHAT OTHER INFORMATION SHOULD YOU CONSIDER? ........................................................................................ 6 

fees, cruirges, •nd Adjustmenu ...................................................................................... - ............. - ..... 6 

How Annuities Ma e Payments ··-··-·-·-··-·-·-··-·-·-··-·-·-··-·-·-··-·-·-·-··-·-·-··-·-·-··-·-·-··-·-·-··-·-····· 7 
How Annuities Are nxed .......................................................................................................... - ..... 8 

fin<fmg •n Annuity Th.it's Right for You ........................................................................................ - ..... 9 

Questions You Should ASl<. .................................................................................................................. 9 
When You Rec@ftie Your Annuity eon·trxt __________________________________________________________________________ 10 

NAIC ANNUITY GUIDES 
Publicly Available Reference Material 

https://content.naic.org/sites/default/files/ 
publication-anb-lp-consumer-annuities.pdf 

Source: www.naic.org 

CapitalArts Global, LLC 

www.naic.org
https://content.naic.org/sites/default/files


 

  
  

    

GROUP ANNUITY CONTRACTS 
Common insurance terminology 

Guaranteed investment contract - a type of annuity contract issued by a life insurer: a. 
that is a funding vehicle typically issued to a retirement plan; and b. under which the 
life insurer accepts a deposit or series of deposits from the purchaser and guarantees 
to pay a specified interest rate of return on the funds deposited a specified period. 

Synthetic guaranteed investment contract - a group annuity contract or other 
agreement issued by a life insurer that establishes the life insurer's obligations by 
reference to a segregated portfolio of assets that the life insurer does not own. 

Allocated - A group annuity contract or certificate under which the company establishes 
and maintains individual account records or investment account balances for the 
participants. 

Unallocated - A group annuity contract in which the funds are held as a whole and not 
allocated to specific participants. 

Book Value - Book value is used to realize and stabilize the market value of the portfolio 
by setting a fixed rate of return over regular periods within the term of the contract. 
The fixed rate of return is a function of past differences between market values and 
book values. 

Market Value - What the assets in the portfolio are worth in the market. 

Source: Texas Department of Insurance 

CapitalArts Global, LLC 



 

 

        

   

       
     

       
  
        
    

     
    

ANNUITIES 
All NOLHGA"s member guaranty assooations offer resadent pchcyhokiers $250.000 or mote l"I benefits fot ~, 
The gua~nty assoc~uon WW5 of some states bmlt the interest rate that may be covered by the as.sooat>on. 

Policyholder Protection: Annujty Benefits 

The Safety Net 

1 :=:=ra:.~~~:=:i-~ ~.=:~~~a:'plUtlS':~~ 
p:anNd bf flt nuw or u:dlr .t.dl.. 11 boa by h a:mxt 

l CllimlawsSJ!.albnuty01X1rJC1.._llb1S2SO.O:Obnlcfml. 
0 -.tn~hS250JXObnkrmt~lfl!~11Mnld.lt.auyac~s:t&a.1S.XO.lm ~ 
tO b~Nbn!lt11 U.10.talbmletnd~nlbatru:atc ... bta-nutadbm:lmfllll arb1plhldmrt11ntdlm 1O,-s. 
II lbtientn~~m:l,lmftUtflal-.111Ncastdt:r..1UefllGllmtrl1mntslSS'sJ,b it.lasSI,.._ 
12 bNN.lloty hSSOO.axlbnfillail~lfbftllf1SinP'JOl.lm.&lhrMJis....-.111tll.OCDlimlWa 

A Foundation of Protect ion 
A tnelllQ·s ~fo and hClalth 1nsuranco and amu1•. 

ty poicyhok:kn ~. powwtul friend-one 
\lfflOH PlOSOl'ICO IS ICl!lt. Only In llmOS 01 ttOU 

bla If ttlOlr lf'l5l.lrot IS ~od 11'1 ~bOn {Similar to 
il~f'ly ~~). rll'SIOOlllSOII/NOf'/St.ltO. 
the Dts.trict ol~ omd Puerto Rico' Qfl cooot 
on their th •I'd he.Ith tnsur71CO~iffllY ~­
lion to proVIOCI protcicuon lot both 10e.11 .no nation.II 
~UDns. ThQw g.,;J~ty ;issoc:a.t,ons prOVldo ;a 

Qfllty nut: fOf ~ COMUfflQf'S. 11n$111"0 U1o1t 

Q19ble rMICklnts c:ontruo to rQCQJVo imur;aou1 coY­
•~ w,thout 1ntllfrupbon 

WI lho taco of .an S\Sl.lfor ~ INt .itrcict.s. 
~ In ~ st.itos. ono of tho 9,Qr¥1ty 
sys1Qffl·s grGatest strangths bocomes e.'ldenl-lho 
SQ.IIT'NSS coopgration of st4'.o guar.rty assoc1o11JOnS 
WOfl<ing t~twr to proYldo protoc:taon to poucy 
l'IOlo«s across tNI country. Evon i"I sucn .i mu1tt­
st.11acomp;1ny1-Ht:t.lhllgu;ir.inly.1UOC1,;1tlOl'lsys-
1em sbnds rwdy-lhll ~1111ty net ts sacura 

E.ich st.ta·s gu.r.ni:y .i:uoc_._uon ~w ,s ~ on 
.i ~ or tha NalJOn.11 As~,on or lnsur.aneo 
Corrvmslcnars' LJfo .ind Hoiltn tnsu~e Guilr.inty 
Assoc_,_bon Hodell Act, Wr.c:h ha bclGr'I updatud SIIY 

~ timm since its UNtlon In 1971 B«:.iuse of thrs. 
tho co,e c,otoctions or.orea by the guar.inty syMom 
~!Qty Mt ;ira $1JT111.lr no m.ittor whero pobC:yh)ldors 
llvct.1 Some st.ates provldo ;idctuonal banefit leYQls 
tothllrrllS!Cklnls.but:i:stho~l"lthlsbrocture 
~s~le. the tound.it10n of cover~ prOVldod by 
tho gl.Qr.irty .issoc ... uon systam strQt.chcls across 

""'""'°" 
1·s niport:..int to note tNt ~ .isS0C.1o1tion 

protocbon sorvm .is .. •floo(' .iind not .a "at<l>ng.. Ln 

Olhcir words. poilcytlokklrl Mi .illways tQCQIVO IOOS 

GUARANTY SYSTEM 
AT A GLANCE 
• Guaranty assoc,at,ons ,n all~ statos 

tho Dtstrct ol Columbia, and Ptmrlo R,co 

• E:ach stato·s ~w based on a Modal Law 
dovolOpod by !ho NallOt'\dl A!.50Coat,on 
of 1nsuranc9 Comm,ss,onQrs 

• t-'..n,mum OOneflt l!Wols ,n CIVfX'Y stato ­
som11 stat,z; off11r mo,o prohx::t,on 

• Foundation ol covvrag11 shotch11S 
across the f\ilhon 

ol thCllr COWflld pollcy banofd.s up to lhll ~ly 
auoci-tJoti's C:OVQr,igQ leYQI PollcJllS w.th benllf1ts 

tllghOrth.intM~ty.iuoc.atlon'S~klWlt 
~ .. cb6n to tOCQIW.il sl\ilraol thoW banefits 1rom 
thar~.issatsln lhllti<µd.iled~rty Also. 
gwr¥\ly ~uon COYr.l'JII le.'C!IS afO .ippl181:J 00 

aWJM50f\P8f"~b.slsPollcyho6dars 
who~ rocorved ~ranlY .rssoc...tion protectJOn 
are aliglblo to roceivo tho grne pro1oc:Uon .-, 
In Iha unhlcQly awnt th.it U,oy ~ ii pollcy w th 
.rothllr IOSU'Qf tNC ~ llqudiilad 

With ~ 40 ye,;irs of axpgnanc:e tho ~ilnty 
5YStam ~laty nat hils grown strongcll' 11'11ough tha 
~ and ,t stands r~-ilS always-to protact 
pollcyholdars d ttar ccmp.ny filrls 

\ Tht~~Ln•~~~•na1~_,._.oJNOOG4 rornvot-onlhlPl.wlollcll 
alOCDID\Cll7■1rr..M4 
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A WORD ABOUT NOLHGA 
National Organization of Life and Health Insurance Guaranty Associations 

A voluntary association made up of the 
life and health insurance guaranty 
associations of all 50 states and the 
District of Columbia. 

Founded in 1983 as a mechanism to help 
provide protection to policyholders 
when an insurance company insolvency 
affects people in many states 

Source: www.nolhga.com 2023 
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Add capital preservation & fixed return investments to QDIAs / core menus 

Q: How does this promote retirement spending? 

A: Participants moving into retirement are often concerned about stability and capital preservation. While 
almost everyone would like to see the value of their assets continue to grow, near retirees and retirees are 
most sensitive to the risk of loss. The availability of investment options with the primary objective of capital 
preservation, and that have been selected and made available in the qualified plan environment by a plan 
sponsor after thoughtful consideration/due diligence, should be attractive to such participants. Pairing partial 
withdrawals in the form of periodic payments (aka “systematic withdrawals”) with a capital preservation option 
can provide secure and steady retirement income for many years. 

Q: What are some types investment options focused on capital preservation? 

A: Stable value funds, guaranteed investment contracts, and money market funds are a few such examples, 
generally available to plan participants. Many forms of insurance contracts are also available within and 
outside of plans. Fixed annuities with guarantees for principal preservation are available in some retirement 
plans and variable annuities with guaranteed lifetime income are available in others. Guaranteed investment 
contracts have been utilized within target date funds for many years and additional development is currently 
underway. 

Q: But we auto-enroll into a QDIA. Aren’t capital preservation options ineligible for Safe Harbor protection? 

A: QDIA regulations explicitly allow for the inclusion of annuities and insurance features within TDFs: “The 
availability of annuity purchase rights, death benefit guarantees, investment guarantees or other features 
common to variable annuity contracts will not themselves affect the status of a fund, product or portfolio as a 
qualified default investment alternative when the conditions of the regulation are satisfied.” See paragraph 
(e)(4)(vi) of Default Investment Alternatives Under Participant Directed Individual Account Plans, aka the “Final 
QDIA Rule”, published October 24, 2007. https://www.federalregister.gov/documents/2007/10/24/07-
5147/default-investment-alternatives-under-participant-directed-individual-account-plans 

Source: ERISA Advisory Council 2015 

CapitalArts Global, LLC 

https://www.federalregister.gov/documents/2007/10/24/07


 

          

      

                
                  

                
               

             

          

                  
     

               
               

                  
        

                  
                  

      

                  
                 

            
                   

                  
 

    

If not already available, consider adding an option for lifetime income 

Q: How does this promote retirement spending? 

A: Lifetime income options (as described here) are designed to generate income in retirement through a 
service or product that has been evaluated by the plan sponsor. Plan sponsors may choose among a broad 
range of options for producing steady retirement income. However, it is important for plan sponsors interested 
in lifetime plan participation to understand the differences between them and which lifetime income options 
allow participants to keep some or all of their retirement savings in the plan. 

Q: How can I find out more about lifetime income options? 

A: There are several sources of information for plan sponsors to learn more about lifetime income options and 
how to distinguish one from another. 

One source is the Department of Labor’s Employee Benefits Security Administration (EBSA) web site. Its 
extensive collection of helpful information includes the Joint Request for Information (RFI) on Lifetime Income 
issued by DOL and the Treasury Department in 2010, along with the broad range of submissions the agencies 
received in response. It’s an excellent place to start. 

More useful background and observations may be found in the reports issued by the 2012 and 2018 ERISA 
Advisory Councils on the topic of Lifetime Income, as well as the reports on Lifetime Plan Participation issued 
by the 2014, 2015 and 2016 Councils. 

In addition to information posted on the EBSA web site, the GAO issued several relevant reports, including in 
2016 with its report “401(K) PLANS: DOL Could Take Steps to Improve Retirement Income Options for Plan 
Participants” (GAO-16-433). Several of the recommendations in this report were subsequently implemented 
via the 2018 ERISA Advisory Council’s report on Lifetime Income Solutions as a QDIA and the passage of the 
SECURE Act in 2019 with its a fiduciary safe harbor for the selection of a “guaranteed retirement income 
contract” provider. 

Source: ERISA Advisory Council 2015 

CapitalArts Global, LLC 



 

           

             

                    
                  

                    
                

                  
                

                
                

   

                    
                 

                
               

                
                  

         

                 
         

              
              

                
    

    

If not already available, consider adding an option for lifetime income (cont’d) 

Q. What should I consider as a fiduciary in regard to lifetime income options? 

A: While debate over fiduciary concerns and regulatory guidance get a lot of attention in the media, this area is 
widely misunderstood. In fact, DOL and Treasury have published a lot of guidance on this subject over the 
years in an effort to clear up misconceptions. What’s more, Section 204 of the SECURE Act went a long way 
to clarify and simplify the required standard of care for fiduciaries selecting lifetime income options and 
facilitates satisfying the standard of care by defining a fiduciary safe harbor for the selection of a “guaranteed 
retirement income contract” provider. A fiduciary is deemed to have satisfied conditions of the safe harbor 
regarding the adequacy of the insurer’s financial capabilities upon receipt of a specified set of written 
representations from the insurer, barring any disclosure of a change in the insurer’s condition or other 
information to that affect. 

As a general matter, the selection of a lifetime income option should be performed in the same manner as the 
selection of other plan service providers. Here, the Department of Labor has indicated that a fiduciary should 
engage in an objective process that is designed to elicit information necessary to assess the provider’s 
qualifications, quality of services offered, and reasonableness of fees charged for the service. The process 
also must avoid self-dealing, conflicts of interest, or other improper influence. While not exhaustive, a plan 
fiduciary would also want to consider the fiduciary status of the lifetime income option provider, and how that 
might extend to some or all aspects of the offering. 

In addition, plan fiduciaries would also want to consult any specific DOL guidance that applies to the 
assessment of any specific kind of service provider or product. 

For example, DOL Field Assistance Bulletin No. 2015-02 (Selection and Monitoring under the Annuity 
Selection Safe Harbor Regulation for Defined Contribution Plans) addressed some uncertainty related to the 
2008 rule for selection of annuities in participant-directed plans by providing guidance to sponsors on the 
scope of their fiduciary obligations. 

Source: ERISA Advisory Council 2015 
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If not already available, consider adding an option for lifetime income (cont’d) 

Q: What other guidance from DOL or other agencies is available? 

A: The U.S. Department of the Treasury (Treasury) and the Internal Revenue Service (IRS) issued regulations 
regarding longevity insurance in the form of qualifying longevity annuity contracts in Internal Revenue Bulletin 
2014-30, making them accessible to the defined contribution (DC) and individual retirement account (IRA) 
markets for the first time. Those regulations were reinforced with the passage of the SECURE Act in 2019. 
However, Congress expanded the limits for QLACs with the passage of SECURE 2.0 in 2022 by repealing the 
previous 25% limit on retirement plan balances for the tax-free transfer of assets on the purchase of a QLAC 
and increasing the previous $125,000 limit on premiums that may be applied to the purchase of a QLAC up to 
$200,000 (adjusted for inflation each year). Since a QLAC is a deferred income annuity, which is not subject to 
RMDs until age 85, this change expanded the value of assets that can be shielded from RMDs. 

Separately, in November 2014, the IRS issued guidance that enables qualified defined contribution plans to 
provide lifetime income by offering, as investment options, a series of target-date funds that include deferred 
annuities among their assets, even if some of the TDF vintages within the series are only available to older 
participants. IRS Notice 2014-66 (https://www.irs.gov/pub/irs-drop/n-14-66.pdf) provides that if certain 
conditions are satisfied, a series of TDFs in a defined contribution plan will be treated as a single right or 
feature under the Internal Revenue Code non-discrimination rules. 

In addition, the DOL sent a letter to the IRS confirming that TDFs serving as QDIAs may include annuities 
among their fixed income investments. The letter also describes how fiduciary requirements can be satisfied 
when a plan sponsor appoints an investment manager that selects the annuity contracts and issuer 
(http://www.dol.gov/ebsa/regs/ILs/il102314.html). 

Source: ERISA Advisory Council 2015 

CapitalArts Global, LLC 
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If not already available, consider adding an option for lifetime income (cont’d) 

Q: Where can I find out more about what might be available in the marketplace now or in the future? 

A: A good place to start would be with other members of the DCIIA Plan Sponsor Institute who have spent 
years working with lifetime income solution providers and whose work has been recognized by DCIIA and 
Pensions & Investments Magazine through their annual Innovator awards. The PSI is an excellent forum for 
the exchange of ideas and benchmarking that so many plan sponsors find crucial in their due diligence 
processes. 

Additionally, this topic has been a focus of DOL for a long time and remains a high priority on its regulatory 
agenda. Consequently, it is a developing area in the world of defined contribution pensions. While a number of 
innovative solutions are currently available, such as non-guaranteed options like systematic withdrawal 
services and managed accounts, and guaranteed options like annuity-based solutions, others are currently 
under development, and we expect to see even more in the future. 

Keep in touch with your record keeper and your plan advisor or consultant (if you work with one) as they may 
be aware of new lifetime income options coming to the market. There are also several trade organizations with 
web sites which may offer helpful information as well. 

Source: ERISA Advisory Council 2015 

CapitalArts Global, LLC 




