
INTRODUCTION

There is tremendous concern among government officials and retirement experts that American workers do not 

and will not have the resources to retire at age 65. With increases in longevity, Americans have about 40 years to 

set aside enough savings to support 25 to 30 years in retirement. And certain costs, especially healthcare costs, can 

have a devastating effect on retirement savings. As Americans reach retirement age, many are realizing, first, that 

they haven’t saved nearly enough and, second, that retirement planning was something they should have taken 

more seriously. Few have educated themselves, developed the skills, or simply taken the time to properly plan for 

retirement and/or make sound investment decisions. As a result, many seek the advice or guidance of investment 

professionals. Ensuring that interests are aligned between these two parties is critical.

The material in this whitepaper is presented for informational purposes only. The information presented is not legal, tax, or compliance advice. No action should be taken regarding any 
legal or compliance issue without consulting an attorney or other compliance professional. Millennium Trust Company acts only as a directed custodian and does not offer tax, legal, 
investment, or compliance advice.

Today, I’m calling on the Department of Labor to update the rules and requirements that retirement 
advisors put the best interests of their clients above their own financial interests. It’s a very simple 
principle: You want to give financial advice, you’ve got to put your client’s interests first.

       – President Barack Obama, February 23, 2015

RETIREMENT IN AMERICA: 
THE FIDUCIARY DEFINITION IN CONTEXT
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Federal and state governments, along with many in 

the retirement services industry, are looking for ways 

to improve Americans’ preparations for retirement and 

the overall health of the retirement system. 

In a February 23, 2015 White House-issued fact 

sheet,1 it was announced that the administration had 

asked the Department of Labor (DOL) to address a 

number of specific issues related to retirement planning 

and advice, and cited a number of areas of concern.

These include:

 >  Firms recommend inappropriate IRA rollovers to 
401(k) participants to collect fees for managing assets.

 >  Commissions encourage advisors to excessively 
churn their clients’ investments.

 >  The need to justify high fees may cause advisors 
to encourage investors to select actively managed 
funds that underperform passively managed funds, 
funds with high past returns, and/or funds with 
higher than average exposure to several forms of 
market risk. 

 >  Advisors steer investors into variable annuities or 
other complex products with high fees. 

As a result, the DOL recently proposed new regulations 

to address the changing times and to help eliminate 

conflicts of interest in retirement planning and investing.2 

The proposed regulations provide that any individual 

receiving compensation for providing investment advice 

specifically directed to a plan sponsor, plan participant 

or IRA owner, will be deemed a “fiduciary.” In addition, 

the DOL is proposing a new Prohibited Transaction 

Exemption. This would allow fiduciaries to receive 

compensation, such as 12b-1 and other referral fees, 

from third parties as long as specific requirements are 

met, including a written contract with the recipient of the 

advice. 

The proposed regulations have attracted significant 

media attention and produced some sensational 

headlines. They have also created some anxiety 

over whether institutions designed to help Americans 

achieve financial security and prepare for retirement 

are actually acting in opposition to Americans’ best 

interests. The press has fomented a tremendous 

response from the financial services industry 

with opinions about the legislation ranging from 

recommendations of full-speed-ahead to suggestions 

that any change could have a negative and radical 

impact on the retirement industry, further impeding 

Americans’ ability to save enough for retirement. 

We believe it’s a good time to step back, take a look 

at the BIGGER retirement picture, and consider how 

the DOL’s proposal may affect retirement preparation 

in the United States. 

THE STATE OF RETIREMENT IN 
AMERICA

Retirement is a relatively new phenomenon in the 

United States. From Colonial Times through the late 

1800s, people were born, they worked, and then they 

died. Average life expectancy was about 40 years 

in 1880. Company pensions evolved to encourage 

older workers to leave the workplace, but mandatory 

retirement wasn’t introduced until 1920. 

As life expectancy increased in the U.S., financing 

retirement became an ongoing concern. During the 

Great Depression, the government introduced the 

Social Security Act to provide for the welfare of older 

Americans. Those who were age 65 and older would 

receive old age benefits. It’s important to note that 

life expectancy at birth in the 1930s and 1940s was 

about 60 years, so benefits were not expected to strain 

government finances. 

Over time, defined benefit (DB) and defined contribution 

(DC) plans became essential sources of retirement 

income. The Employee Retirement Income Security Act of 

1974 (ERISA) set minimum standards for private pension 
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plans and required plan sponsors (plan fiduciaries) to 

be accountable, among other things. 

Just a few decades ago, most Americans could rely on 

a combination of Social Security benefits, income from 

traditional DB plans—which were funded and managed 

by employers—and personal savings and investments 

to provide income during retirement. Some received 

retiree health benefits provided by a previous employer 

and many had access to Medicare to cover healthcare 

needs. Costs were modest compared to today.

LONGER LIVES, HIGHER COSTS, 
AND LOW SAVINGS RATES TAX   
THE RETIREMENT SYSTEM

How times have changed! Dramatic increases in 

longevity, relatively low savings rates, and a stalwart 

belief that housing values would constantly increase 

have challenged the American retirement system. In 

the late 1900s, serious Social Security and Medicare 

shortfalls were anticipated, and pension and retirement 

costs accounted for about 5% of business revenues. 

By the early 2000s, many private and public pensions 

were underfunded, the ranks of the retired were 

swelling, and, unfortunately, many Americans had set 

relatively little aside for retirement.6 The housing bust 

and Great Recession exacerbated retirement issues 

as financial market downturns adversely affected both 

worker’s retirement savings accounts and companies’ 

abilities to meet their pension obligations.

Today, traditional pension plans are a much smaller 

factor in the retirement equation. American retirees 

rely on Social Security, Medicare, and the income 

generated from savings (often set aside in DC plans—

which are funded and managed by employees) to 

provide income during retirement. Yet, a significant 
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percentage of workers have not saved nearly enough 

for retirement. About 60% of workers interviewed 

in the Employee Benefit Research Institute’s 2014 

Retirement Confidence Survey had less than $25,000 

in savings and investments (excluding the value of their 

homes and any pension benefits).7 

THE OPPORTUNITIES AND PERILS   
OF PERSONAL RESPONSIBILITY

Just as small businesses face challenges growing into 

larger businesses, the retirement system in America is 

facing challenges as our population grows. Significant 

amounts of money are flowing into the retirement system, 

yet we’re facing a retirement crisis. People are living 

longer and the expenses related to aging—such as 

healthcare—are growing rapidly. 

Achieving retirement security in America has become, 

to a large extent, a matter of personal responsibility. 

Few people stay with companies for more than three 

to five years, and a trend toward on-demand labor 

and services has the potential to significantly alter 

employment models going forward. One outcome 

is that fewer workers may have opportunities to 

save through employers’ retirement plans. Currently, 

according to the Brookings Institute, “Only about 

half of all American workers have access to a 

payroll deduction retirement savings plan at work. 

For part-time workers, fewer than four in ten have 

the opportunity to save at work. And while these 

individuals could in theory save on their own in an 

IRA, the best estimate is that only about one in twenty  

 

eligible to contribute to an IRA actually do so on a 

regular basis.”8

The Employee Benefits Research Institute reports that 

Americans who participate in retirement plans at work 

are more likely to have saved at least $50,000 than 

those who choose not to participate in, or do not have 

access to, an employer’s plan.9 

More and more, Americans are being asked to 

shoulder the responsibilities of saving and investing for 

retirement. It is a task many have proved to be unwilling 

or unprepared to accept. Maybe it’s time for Americans 

to step up and learn about investment products and 

strategies, including how to convert savings into 

retirement income. It’s a straightforward task for 

some, and a difficult challenge for many. As a result, 

investment advice and guidance—whether provided by 

a plan sponsor or an outside advisor—remains essential 

to retirement savings success for many Americans. 

Meeting the needs of such a diverse group of 

individuals is not easy. There are retirement savers 

who prefer simple investment solutions, and those 

who opt for sophisticated investment strategies. 

Some want to minimize risk; others want to maximize 

potential reward. Some want to hire a professional to 

manage their money; others want to do it themselves. 

Participants in retirement plans of all types want 

different things. Consequently, passing legislation or 

setting regulations that are neither too restrictive nor 

too broad is a difficult endeavor.
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THE COMPLEXITIES OF THE SYSTEM

No matter how naïve or sophisticated, all Americans 

are required to navigate the complexities of today’s 

retirement system, which is akin to a Rube Goldberg 

machine, replete with moving parts, including:

 > Qualified and non-qualified retirement plans 

 >  Tax incentives for saving for retirement and penalties 
for early withdrawal

 >  Smaller employer retirement plans (including SIMPLE, 
SEP IRA, Solo 401(k) and payroll deduction IRAs)

 >  Individual IRAs (for people who do not have the 
opportunity to save in an employer’s plan or want to 
save more)

 >  Advice, guidance, tools, and resources that encourage 
saving and facilitate investment decision-making   

 >  Diverse financial products and investments that meet 
a variety of financial goals from income generation 
to wealth accumulation

 >  Education and resources that provide opportunities 
for Americans to learn about planning, saving and 
investing for retirement

The American retirement system generally requires 

the support of networks of professionals who make 

retirement plans available, ensure plans are in 

compliance with legal and tax regulations, and provide 

financial education and advice to participants. These 

networks may include plan sponsors, ERISA attorneys, 

consultants, recordkeepers, third party administrators, 

financial advisors and investment brokers, custodians, 

fund companies, annuity providers, accountants, and 

others. Each plays a different role, which is important 

to recognize when considering the definition and 

applicability of fiduciary standards.

In addition, various components of the system are 

regulated, supervised, and supported by governmental 

agencies and industry watchdogs. These include the 

Internal Revenue Service (IRS), the Securities and 

Exchange Commission (SEC), Financial Industry 

Regulatory Authority (FINRA), the Department of Labor 

(DOL), the U.S. Government Accountability Office 

(GAO), state regulators, and others.

THROUGH 2014: $21.5 TRILLION   
IN RETIREMENT ASSETS

Although it is generally agreed that many Americans 

have not saved enough for retirement, the value of 

assets in retirement plans is considerable. In March 

2015, Spectrem Group estimated that total retirement 

assets, including public and private sector plans and 

IRA holdings, were about $21.5 trillion in 2014, a 

9.6% increase over the previous year.10 To put the 

amount in context, U.S. gross domestic product (GDP), 

which is the value of all goods and services produced 

in the United States each year, was about $17 trillion 

at the end of 2014.11 

Retirement Assets
(in Billions) 

Source: Spectrem Group
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In general, Americans need to step up 
and learn about investment products 
and strategies, including how to convert 
savings into retirement income.
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SAVINGS IN DB PLANS

In the private sector, the value of assets in DB plans 

is about $3.2 trillion. The adverse circumstances 

created by the last economic downturn exacerbated 

DB plan underfunding. Since underfunded amounts 

appear as liabilities on corporate balance sheets, 

some companies have opted for de-risking measures, 

which reduce unfunded liabilities, while others have 

simply chosen to terminate the plans. When companies 

can’t make pension payments to individuals covered 

by terminated plans, the Pension Benefit Guaranty 

Corporation (PBGC) assumes responsibility for 

payments. The PBCG is funded with terminated plan 

assets, bankruptcy recoveries, and premiums paid by 

remaining DB plans. 

SAVINGS IN DC PLANS 

DB plans have been replaced to a large extent by 

DC plans, which hold nearly $6.8 trillion in assets. 

Participants make most of the contributions to DC 

plans, and all of the investment decisions. DC plans 

have been used to help attract and retain talented 

employees. They often are used to help motivate 

employees and improve productivity, and, most 

importantly, they offer tax incentives that encourage 

employees to save for retirement.12 In addition, there 

are no unfunded liabilities with DC plans. 

401(k) plans have been the most popular type of DC 

plans. Assets in 401(k) plan accounts exceeded $4 

trillion during 2014, and have grown by about 12% 

a year since 2009.13 Rapid growth of assets may be 

attributed to the recovery of financial markets, as well 

as the steady pace of new plan adoption. There are 

more than 642,000 401(k) plans in the United States 

with about 52.7 million participants.14  

SAVINGS IN IRAS

IRAs held $7.4 trillion at the end of 2014.15 Most of 

that money was invested in mutual funds or through 

self-directed brokerage accounts. IRA assets have grown 

by about 11.4% a year since 2009, according to 

Spectrem Group, which believes IRAs will be the fastest 

growing retirement savings option, as Baby Boomers 

continue to retire and rollover their savings.

There are many types of IRAs in the market, and they 

help retirement savers accomplish a variety of goals. 

For example: 

 >  Simplified Employee Pension (SEP) IRAs and SIMPLE 
IRAs provide smaller employers low cost retirement 
plan alternative s.

 >  Solo 401(k) plans offer enhanced contribution 
amounts to help sole proprietors save more in a 
short amount of time.

 >  Individual IRAs offer Americans who are not 
covered by employers’ plans a tax-advantaged way 
to save for retirement.

One very important function of IRAs is preventing 

leakage of retirement plan assets. IRAs allow plan 

participants to preserve the tax-deferred status of 

their plan savings. In general, retirement assets leak 

from retirement plans through plan loans, hardship 

withdrawals, and cash distributions taken when an 

employee leaves service. During 2015, a report from 

the Center for Retirement Research at Boston College 

found that about 1.5% of assets leak out of retirement 

401(k) plans and IRAs each year.16 

Clearly, significant assets are flowing through the 

system, yet many Americans have not saved nearly 

enough to maintain their standards of living throughout 

retirement. In part, this is because not all Americans 

realize they have access to a range of individual 

retirement savings vehicles. In addition, not all of 

those who can participate in qualified retirement plans 

choose to do so. DC plans, DB plans, and IRAs may 

not be perfect solutions, but they are definitely helping. 

The same can be said of Social Security benefits.
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TAKING STEPS TO IMPROVE 
RETIREMENT SECURITY

In a recent speech, President Obama indicated that 

his administration planned to take actions to protect 

Americans’ retirement security. He noted, “…Most 

workers don’t have a traditional pension. A Social 

Security check often isn’t enough on its own. And while 

the stock market is doing well right now, that doesn’t 

help folks who don’t have retirement accounts. As a 

consequence, too few Americans at or near retirement 

have saved enough to have peace of mind.”17 

In fact, at the end of 2014, the National Retirement 

Risk Index showed that 53% of households are 

“at risk” and may be unable to maintain their pre-

retirement standard of living throughout retirement.18 In 

an effort to improve retirement security, the President’s 

speech suggested: 

 >  Enhancing tax incentives for businesses that start 
Automatic IRAs or other retirement plans or add 
automatic enrollment to their current plans. 

 >  Building on My Retirement Account (MyRA), 
which expands access to retirement savings 
accounts by giving about 30 million additional 
workers opportunities to save (up to $15,000 
in a government bond account) through payroll 
deduction plans.

 >  Encouraging employers to allow part-time 
employees who have met specific service 
requirements to make voluntary contributions to 
employers’ plans. 

He also commented on the importance of protecting 

Americans from unscrupulous financial advisors. 

“And the challenge we’ve got, is right now, there are 

no uniform rules of the road that require retirement 

advisors to act in the best interests of their clients -- and 

that’s hurting millions of working and middle-class 

families. There are a lot of very fine financial advisors 

out there, but there are also financial advisors who 

receive backdoor payments or hidden fees for steering 

people into bad retirement investments that have 

high fees and low returns. So what happens is these 

payments, these inducements incentivize the broker to 

make recommendations that generate the best returns 

for them, but not necessarily the best returns for you. 

They might persuade investors, individuals with savings, 

to roll over their existing savings out of a low-fee plan 

and into a high-cost plan. They might even recommend 

investments with worse returns simply because they get 

paid to recommend those products.”19 

THE DIFFERENCES BETWEEN A ROLLOVER 
IRA AND AN AUTOMATIC ROLLOVER IRA
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Although the SEC has stringent regulations in place to 

protect investors, on April 14, this year, the DOL issued 

a notice of proposal for rulemaking. The department 

will invite public feedback about establishing new rules 

to protect retirement investors. Here are the key issues 

under discussion:

COST OF INVESTMENTS 

Rollovers to IRAs are a particular focus of the 

government. The White House suggested the expenses 

associated with investment choices available through 

IRAs might be costing investors billions of dollars each 

year. Analysis released by The White House Council 

of Economic Advisers suggested that conflicted advice 

costs investors up to $17 billion each year. Those 

findings were disputed in a report released by the 

Securities Industry and Financial Markets Association 

(SIFMA). Regardless, concerns about the cost of 

conflicted advice were echoed in the DOL proposal.

The White House has suggested that plan participants 

leave their assets in employer retirement plans until 

they retire, and need to tap into their savings for 

income, instead of rolling them over into IRAs. While 

it’s true that economies of scale mean DC plan costs 

and investment options may be less expensive, this is 

not always true. 

In some cases, the investments available in a 401(k) 

plan might be more expensive than the investments 

available in an IRA. In addition, leaving assets in 

a plan may be impractical for plan sponsors or for 

participants. For instance, leaving assets behind in a 

former-employer’s plan could:

 >  Limit participant investment choices: People can’t 
always get the products or services they need inside 

their 401(k) plans. In particular, more sophisticated 
investors often want access to a more diverse 
investment menu.20 

 >  Limit income availability: Some plans are not set up 
to allow people to keep assets in the plan once they  
leave the company and many retirement plans do 
not offer systematic withdrawals.6

 >  Increase plan administrative costs: Plans that do 
offer systematic withdrawals sometimes charge the 
same amount for recurring electronic transfers that 
they do for a single distribution check. This can 
increase plan costs.

 >  Increase costs for current participants and sponsors: 
During the past decade, millions of participants 
in workplace plans have separated from their 
employers and have left their accounts behind. Many 
have moved and have become ‘missing.’ This may 
negatively affect costs for plan sponsors and current 
plan participants. Unfortunately, current rules offer 
little specific guidance on how to divvy up the plan 
administration costs. 

 >   Impede ERISA compliance: Plan sponsors are 
required to communicate with all participants equally. 
If a participant is missing and his or her account 
remains in the retirement plan, the plan may have a 
compliance issue. 

 >  Inhibit asset consolidation: Individuals who accrue 
multiple accounts over their careers may be unable 
to consolidate their accounts by rolling over savings 
from one employer’s plan into the next. They may 
lower costs by consolidating assets into an IRA via 
rollovers.

Don’t lose sight of the fact that IRA rollovers 
have benefits, too.

There are many ways that IRAs can benefit plan 

participants. For example, plan sponsors have the 

option to send small distribution checks to terminated 

employees. The Profit Sharing Council of America’s 

55th Annual Survey of Profit Sharing and 401(k) Plans, 

found that 42% of plans simply cashed out participant 

Leaving assets in a plan may be 
impractical for plan sponsors or for 
participants.
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account balances of less than $1,000. Cashouts often 

entail mailing a check to the participant’s last known 

address. If the check does not reach the participant, 

or is not cashed, then the assets are not invested with 

the potential to grow. Uncashed distribution checks 

likely represent billions in retirement savings that are in 

limbo. In addition, until the check is cashed or rolled 

over, the plan sponsor continues to have a fiduciary 

responsibility for these funds because they are still 

considered plan assets. 

Transferring accounts with assets of less than, or equal 

to $5,000 via an automatic rollover to an IRA may be 

preferable because rollovers that meet Safe Harbor 

regulations satisfy a plan’s fiduciary duty under ERISA. 

The rollover marks a final break between the plan and 

the rolled over account. Of course, this means plan 

sponsors need to select rollover providers with care. 

In our opinion, the GAO’s suggestion that a taskforce 

explore the possibility of establishing a National 

Pension Registry to help track retirement assets is a 

good one. Any tool that helps reunite participants with 

their retirement assets is beneficial.

 COSTS, CONFLICTS OF INTEREST, 
AND CHURNING

The vast majority of American retirement savers have 

relatively little understanding of financial markets and 

investing strategies. Yet, retirement plans require a high 

level of participant engagement with complex financial 

information. The current state of financial literacy in the 

U.S., and the field of behavioral economics, suggest 

that participant engagement should not be expected to 

improve. Consequently, most Americans would benefit from 

helpful investment advice and thorough financial planning. 

The White House is concerned that conflicts of interest 

affect investment advisors’ behavior and that advisors 

often act opportunistically, to the detriment of their 

clients, because they receive commissions from product 

providers. The White House, which assumed investors 

earn an average annual return of 6%, stated, “And 

an investor receiving conflicted advice who expects 

to retire in 30 years loses at least 5% to 10% of his 

or her potential retirement savings due to conflicts, 

or approximately 1 to 3 year’s worth of withdrawals 

during retirement.”21 

The White House suggested that potential losses could 

be as high as $8 to $17 billion per year. In the midst 

of such shocking numbers, it’s easy to lose sight of 

the fact that not all financial advisors offer conflicted 

advice. One would expect this to be the exception, not 

the rule. Not only are there rules in place to prohibit 

conflicts but most financial advisors want to build lasting 

relationships with their clients. Delivering investment 

recommendations that deliver subpar performance is 

unlikely to help them meet this goal.22 

There are differing opinions about why Americans are 

not more successful when saving and investing. The 

government appears to believe a significant impediment 

to investors’ success is misguided investment advice. 

When financial advisors were asked about their 

greatest challenges, they said it was clients reacting 

emotionally to market fluctuations.8 Investors said, “They 

are confused about the balance of risk and return in 

investment decision making. And if forced to choose, 

more than three-quarters (78%) would side with safety 

over outperformance.”23 

In our opinion, the GAO’s suggestion 
that a taskforce explore the possibility 
of establishing a National Pension 
Registry to help track retirement assets is 
a good one. Any tool that helps reunite 
participants with their retirement assets is 
beneficial.
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Perhaps it’s time to acknowledge that anyone who 

wishes to retire, and maintain a certain standard of 

living throughout retirement, must take responsibility for 

the success (or lack of success) of his or her retirement 

plan. Employers can offer plans and automatically enroll 

employees; however, they cannot force employees to 

take an interest in choosing investments or managing 

accumulated assets efficiently. Financial advisors can—

and should—make recommendations that are in the 

best interests of their clients; however, they cannot force 

clients to act on those recommendations. 

The DOL proposal 

On April 14, 2015, the DOL released its highly 

anticipated proposal. 

The proposal would:

 >  Amend the definition of investment advice.

 >  Define anyone who gets paid for providing 
individualized investment advice or 
recommendations (to a plan sponsor, plan 
participant, beneficiary, or IRA owner) with regards 
to a retirement investment decision as a fiduciary 
under ERISA and the federal tax code, regardless 
of his or her official title. A fiduciary must provide 
impartial advice that is in the client’s best interest.

 >  Create a new prohibited transaction exemption 
called the ‘Best Interest Contract Exemption.’ The 
legally binding contract between advisors and 
individuals would allow investment firms and 
advisors to retain what are now common methods 
of receiving compensation—commissions, revenue 
sharing, 12b-1 fees—but the contract must contain 
a number of specific provisions all of which are 

designed to require advisors to act in their clients’ 
best interests. As with any prohibited transaction, an 
excise tax would be charged to advisors and firms 
that violate the contract.

 >  Establish order taking without investment advice as 
a non-fiduciary activity.

 >  Preserve plan participants’ and IRA owners’ access 
to education.

While many in the financial industry agree with the 

need for a consistent fiduciary standard (brokers 

currently are compensated by commission and are 

subject to a suitability standard of client care, while 

Registered Investment Advisors (RIAs) often charge fees 

for advice and are subject to a fiduciary standard of 

client care), some wonder why the change is necessary 

and predict the change will have a detrimental 

impact on small and mid-sized investors who will find 

investment advice less available.

SEC rules currently prohibit conflicts of 
interest

During a February 20, 2015 speech,24 Daniel 

Gallagher of the Securities and Exchange Commission 

(SEC) pointed out that the SEC has comprehensive 

oversight authority with respect to investment advisors 

and broker-dealers, and has rules in place that:

 >  Require clear disclosure to investors about payments 
and fees, including incentive fees

 >  Prohibit the use of manipulative, deceptive or 
fraudulent practices 

 >  Require significant diligence about investors and 
their needs

 >  Limit performance fees

 > Regulate advertising

 >  Expressly prohibit churning client accounts (the SEC 
has sophisticated tools in place to monitor such activity)

Perhaps it’s time to acknowledge that 
anyone who wishes to retire, and maintain 
a certain standard of living throughout 
retirement, must take responsibility for the 
success (or lack of success) of his or her 
retirement plan.
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How do we determine what is in the 
investor’s best interest?

Some experts have stated that holding anyone who 

gives investment advice, or makes recommendations, 

to the fiduciary standard will ensure they act in their 

clients’ best interests. However, defining exactly what 

is in a client’s best interest is very challenging for a 

number of reasons. For one, financial markets are 

unpredictable. As the standard disclaimer says, “Past 

performance is not indicative of future results.” 

For instance, the tremendous volatility of financial 

markets prior to and during the Great Recession 

caused the financial industry to re-evaluate the benefits 

of asset allocation and the efficacy of age-based 

investments, such as target-date funds. Many experts 

came to the conclusion that effective asset allocations 

should move beyond the traditional 60-40 allocation 

to stocks and bonds. Some financial products that 

have the potential to improve diversification, so-

called alternative assets, are more complex, offer 

less liquidity, or have higher costs. So, advisors must 

ask, is it in a client’s best interests to include these 

investments? Would investors be better off in low cost 

index funds or Certificates of Deposit or Treasuries? 

Even experienced financial professionals don’t agree 

on the ‘best’ course of action in all situations.

In a far simpler example, the GAO and DOL disagree 

about which investment option is appropriate for 

automatic rollover IRAs.25 The GAO believes target date 

funds, which are a default investment in many 401(k) 

plans, should also be the default for automatic rollover 

IRAs. They based their findings on a study that was 

done in the United States during a prolonged period of 

low interest rates. It found that automatic rollover IRA 

returns were too low to offset the cost of inflation and 

custody fees. 

The DOL disagreed. Safe Harbor rules currently require 

that automatic rollover IRAs be invested conservatively to 

preserve principal and provide immediate liquidity. The 

DOL thinks the limited investments available under the 

Safe Harbor rules are appropriate because Congress’ 

intent was to preserve assets that were transferred out 

of plans. While investing for growth may help preserve 

principal over the long-term, it could expose investors to 

greater volatility and result in a loss of principal in the 

short-term. 

GENERATING INCOME IN 
RETIREMENT

When it comes to generating retirement income, 

defining what is in a client’s best interest may be 

equally challenging. Annuities sometimes have 

higher fees and higher commissions than traditional 

investment products. However, many annuities offer 

something that traditional investment products do not—

guaranteed income for a specific period, a lifetime, or 

the combined lifetimes of spouses. With increases in 

longevity, some people may feel a guaranteed income 

is worth the higher cost.

Annuities are already included in measures used to 

evaluate Americans’ retirement preparations. The Center 

for Retirement Research at Boston College calculates the 

National Retirement Risk Index. This index measures the 

percentage of working-age households that are at risk of 

being unable to maintain their pre-retirement standard of 

living in retirement, by assessing 401(k) assets, financial 

wealth, and housing values, then uses that amount to 

purchase an annuity at retirement to provide a lifetime 

payment that increases with inflation.26 

Last year, the IRS and Treasury Department approved 

a rule change allowing the use of deferred income 

annuities in target date funds available in DC plans. 

Investment News reported, “Treasury will permit 

When it comes to generating retirement 
income, defining what is in a client’s best 
interest may be equally challenging.
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deferred annuities to be offered at prices that vary with a 

participant’s age. That means discrimination rules would 

no longer apply if the plan includes both people who 

are younger than the age limit for the annuity and those 

who qualify for the annuity. The Department also will 

allow retirement plan participants to mix annuities with 

other savings vehicles.”27 

The change is expected to help participants manage 

retirement saving and retirement income needs.

CONCLUSION

There is good reason for the government, employers, 

and individuals to be concerned about Americans’ 

retirement preparedness. The authors of Falling 

Short: The Coming Retirement Crisis and What to 

Do About It wrote, “Many of today’s workers will 

lack the resources to retire at traditional ages and 

maintain their standard of living in retirement. Solving 

this problem is a major challenge because risk and 

responsibility have shifted from government and 

employers to individuals.”28 

They concluded that there are only three options 

available that will solve our retirement income 

problem. We can reduce our standard of living in 

retirement, save more during our working years, or 

work longer and spend less time in retirement. 

The measures the government is suggesting may 

help retirement investors accumulate larger nest eggs 

over time. In fact, the DOL’s proposal suggests that it 

will “lead to gains for retirement savers in excess of 

$40 billion over the next 10 years,”29 a guarantee 

that is no more certain than the performance of any 

investment over a period of years. 

While we encourage a healthy debate, we believe it’s 

important to look at the big picture and understand 

how various changes may affect the overall retirement 

system, and how those changes may ultimately affect 

retirement savers. If we accept these proposals at face 

value without delving deeper, especially as we’re 

approaching an election year, we may implement new 

rules and accept amendments that do not produce 

desired outcomes. 

During the past two decades, the responsibility for 

saving enough to retire comfortably has been shifted 

firmly onto the shoulders of individual Americans. We 

need to ensure that they have what they need to be 

successful, including access to sound financial advice, 

thorough investment education, diverse investment 

vehicles, and the freedom to make decisions that are 

in their best interests—whatever that means for each 

individual American.

ADVANTAGES OF IRAs
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 >

 >

 >
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