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This Discussion Guide is meant to convey information to help you understand 
your potential responsibilities and liabilities when providing advice concerning 
QDIAs and to give you a framework from which to help your clients and 
prospects implement a prudent process to ensure QDIA protection is secure.

WHY REVISIT YOUR CLIENTS’ QDIA(s)?
The Department of Labor (DOL) adopted regulations implementing the QDIA rules in 20071.  After 
the substantial market losses realized in 2008-2009, DOL deemed it necessary to provide additional 
guidance on selecting and monitoring QDIAs. FAQ’s were issued in 2008 and TIPS for ERISA Plan 
Fiduciaries in selecting Target Date Funds (TDFs) were issued in 2013.2

It is highly recommended that you review the QDIAs currently in your clients’ plans as well as the 
process for selecting those investments for the following reasons:

 Plan investments are coming under increased scrutiny, both from DOL and plan participants (or 
more precisely, class action attorneys recruiting those participants).

 In many cases, the plan sponsor simply selects the proprietary QDIA’s offered by the record-
keeper, without any analysis of the needs of the participants or the performance of the funds.

 While including QDIAs in a plan provides certain protections for plan fiduciaries from investment 
losses incurred by participants defaulted into those investments, plan fiduciaries are not relieved 
of their obligations to prudently select an appropriate QDIA in the first place and to monitor the 
performance and appropriateness of any QDIAs.3

 If you have not personally evaluated your clients’ QDIAs, you will likely find gaps in the 
processes and/or lack of sufficient documentation to demonstrate prudent selection and 
monitoring of the plans’ QDIAs. 

 Changes to the demographics of a plan or even behaviors of its participants may necessitate a 
reevaluation of the plan’s current QDIA – particularly if using TDFs given the DOL’s 2013 Tips.

 The issuance of final regulations defining investment advice to plans has focused more attention 
on plan fiduciaries and their responsibilities.

 Depending upon the commitments contained in your plan agreements and/or disclosures, you 
may be held to a fiduciary standard of care with respect to the advice you provide (or fail to 
provide) to your clients regarding QDIA selection and/or monitoring.

1 ERISA Regulation, section 2550.404(c)-5.
2	 See,	e.g.,	DOL	Field	Assistance	Bulletin	No.	2008-03,	“Guidance	Regarding	Qualified	Default	Investment	Alternatives”	
(April	29,	2008),	available	at:	http://www.dol.gov/ebsa/regs/fab2008-3.html;	and	DOL	Fact	Sheet,	“Target	Date	
Retirement	Funds	–	Tips	for	ERISA	Plan	Fiduciaries”	(February	2013)	(DOL	Tips),	available	at:	http://www.dol.gov/ebsa/
newsroom/fsTDF.html).

3 ERISA Regulation, section 2550.404(c)-5(b)(2).
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4  Id., section 5(c).
5  This	generally	requires	at	least	three	investment	alternatives	with	materially	different	risk	and	return	characteristic	
to	allow	a	participant	to	minimize	his/her	risk	of	large	losses	through	diversification.	ERISA	Regulation,	section	
2550.404(c)(1)-1(b)(3).

6  29 CFR 2550.404c–5.
7  29 CFR 2550.404a-1.

SUMMARY OF QDIA RULES & IMPACT  
ON ADVISORS
The QDIA rules supplement the generally applicable fiduciary rules. The requirements to receive 
this protection are4:

1. The default investment must be a qualified default investment alternative. This requirement is 
discussed below in more detail.

2. The participant must have been offered the opportunity to direct the investment of his/her 
account and failed to do so.                      

3. The participant must be furnished a notice regarding the QDIA within the prescribed time.                      

4. The participant must be provided with the required information regarding all of the plan’s 
investment alternatives.

5. Any participant invested in a QDIA must have the right to transfer his/her funds to any other 
plan investment alternative no less frequently than quarterly and consistent with the transfer 
right afforded to a participant who affirmatively elected to invest in the QDIA.                                                                      

6. The plan must offer a broad range of investment alternatives.5

As discussed in the Plan Sponsor Guide to QDIAs, even where these conditions are satisfied, 
the QDIA rules do not relieve a fiduciary from his or her fiduciary duties to prudently select and 
monitor any QDIA or from liability that results from a failure to satisfy these duties, including 
liability for any resulting losses.6  If you have agreed to assist, or you provide any investment 
advice relating to a plan’s QDIA selection, then you will be held to the same fiduciary standard 
of prudence as the plan’s fiduciaries.  It is, therefore, imperative that you evaluate your 
commitments and activities in this regard and take appropriate action to ensure that you and your 
clients can demonstrate that QDIAs have been prudently selected and are periodically monitored.  

At a minimum, prudence requires fiduciaries to use an objective process that gives “appropriate 
consideration to those facts and circumstances” that the fiduciary “knows or should know are 
relevant… and has acted accordingly.”7  The DOL, which is the primary regulator of fiduciary 
conduct, has expressed what it considers to be relevant information for selecting and monitoring 
TDFs in its 2013 Tips.  If your clients rely upon you to provide investment advice or make 
recommendations concerning TDFs, then your process should incorporate the DOL Tips, and 
documentation should be retained to demonstrate that your advice was prudent.

If you have agreed to 
assist, or you provide 
any investment advice 
relating to a plan’s 
QDIA selection, then 
you will be held to 
the same fiduciary 
standard of prudence 
as the plan’s 
fiduciaries.
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TIPS FOR EVALUATING CURRENT  
QDIA PROCESS
The Plan Sponsor Guide to QDIAs (Plan Sponsor Guide) will provide you and your clients (or 
prospective clients) with additional information about the rules applicable to QDIAs.  The Plan 
Sponsor Guide includes a number of open-ended questions specifically designed to serve 
as conversation starters to help plan sponsors determine whether their current processes are 
sufficient or deficient in terms of demonstrating the required due diligence and monitoring to be 
considered prudent.  

You should carefully review the Plan Sponsor Guide in advance so that you will be prepared to 
apply the solutions recommended.  The following questions and the Steps described below are 
designed to provide you with a consistent and repeatable framework for helping your clients 
(or to show how you could assist prospective clients) implement a prudent QDIA selection and 
monitoring process.

To determine how the QDIA was selected, ask the following:

 Was a prudent process used to select the QDIA?

 • Did the plan evaluate the needs of the plan and its participants when determining the QDIA? 

 • Did the plan look at more than one alternative when picking the QDIA? 

 • If applicable, did the plan compare the value of recordkeeping services separately from  
 asset management?

 • Was the basis for the fiduciaries’ decision to select a particular QDIA documented,  
 including any limitations on the universe of available QDIAs? 

 • Did the fiduciaries consider alternative recordkeeping platforms that may offer more  
 QDIA choices that better align with the needs of the plan and its participants?

 • If applicable, does the process incorporate the DOL’s Tips for ERISA Plan Fiduciaries  
 for Target-Date Funds?

 Does the process include any standards from which to monitor the QDIA?

 Does the process include the frequency at which the current QDIA will be re-evaluated with 
respect to changes in the needs of the plan and its participants?

 Does the process include relying upon an experienced third party to assist the fiduciaries in their 
selection, monitoring and replacement of the QDIA?

 Has the foregoing been documented in a way that will demonstrate the fiduciaries considered 
relevant information (or that which they should know to be relevant) to arrive at a well-informed 
decision to select, retain and/or replace the plan’s QDIA?

If the foregoing questions cannot be answered in the affirmative, it’s best to initiate a new 
selection process. Even if you or your clients believe the current QDIA is appropriate, if the 
selection process was not documented, the fiduciaries will not be protected from liability in the 
event of a DOL investigation or participant lawsuit. If the plan fiduciary can’t prove to you that their 
selection was prudent by thorough documentation, it is unlikely the DOL or a court will find that 
the selection was appropriate.

           If the selection 
process was not 
documented, the 
fiduciaries will not be 
protected from liability.
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8			See	DOL	Fact	Sheet	“Getting	it	Right	–	Know	Your	Fiduciary	Responsibilities”	available	at:	https://www.dol.gov/sites/
default/files/ebsa/about-ebsa/our-activities/resource-center/fact-sheets/fs052505.pdf.	

QDIA SELECTION PROCESS

Once you have identified the current QDIA process is deficient, the following five steps will help 
to ensure you have a consistent and repeatable approach to guide clients through an enhanced 
process. 

Step 1 
Assess Needs of the Plan Participants: Demographics, Behaviors & 
Sophistication 

Many clients believe they know their participant demographics and objectives, but the reality 
is there is often a gap between what the client believes the participants need and what the 
participants actually need or want. Depending on how long it has been since the current QDIA 
was selected, there may also have been demographical shifts or changes in behaviors that 
should be identified, documented and applied to the evaluation process.

In order to identify relevant information about the plan’s participants, it would be prudent to 
conduct a needs assessment.  At a minimum, the assessment should consider the following 
information:

 Ages

 Compensation levels

 Plan contribution rates

 Equity allocation percentages

 Withdrawal patterns: whether participants typically cash out their investments at retirement or 
stay invested in the plan and make periodic withdrawals during retirement.

Once this information is documented, the Participant Demographics Report is designed to 
facilitate a comparison for you and your clients by providing objective data about the participants’ 
current allocations versus where generally accepted investment principles would suggest they be 
based upon the demographical information.  

This step is critical and will go a long way to show that the plan’s fiduciaries, which may include 
you, have taken the time to understand the particulars about the plan versus adopting a one-size-
fits-all approach. 

Step 2 
Research and Evaluate: Gather Data on Available QDIA Options

Once you understand the needs of the participants, you should gather the necessary information 
on QDIA providers with investment strategies and/or philosophies that align with those needs.  
According to the DOL, fiduciaries should:

 “Present each prospective [QDIA] provider identical and complete information regarding the 
needs of your plan...

 Compare the information you receive, including fees and expenses to be charged by the various 
[ ] providers for similar [investments]...

 Note that plan fiduciaries are not always required to pick the least costly provider. Cost is only 
one factor to be considered in selecting a service provider.”8
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Using the standardized questions set forth in the request for information (RFI) will help you scale 
the delivery of this important step by generating predictable output from which you can assist 
your clients make meaningful comparisons of the value provided by the QDIA in alignment with 
the needs documented in Step 1.

Be sure to include all of the RFI responses in the client’s fiduciary files so that it can be later used 
to show that sufficient due diligence was conducted prior to selecting the QDIA. 

Step 3 
Select a QDIA Provider & Document the Selection Process  

Once all the relevant information has been obtained, it’s time to evaluate the data, determine the 
type of QDIA most appropriate for each client’s plan and select the QDIA to be used. 

The following should be considered:

Type of QDIA.  Evaluate which type of QDIA best matches the plan’s needs and goals. The three 
types of QDIA’s are: a target-date fund, a balanced fund and a managed account. Each type has its 
own advantages and disadvantages and these are further reviewed in the Plan Sponsor Guide. TDFs 
are the most popular QDIA and are readily available on most record-keeping platforms. 

Document the basis upon which the plan fiduciaries determined a particular QDIA type to 
be in alignment with the needs of the plan.

Performance & Risk.  Analyze the QDIA’s performance and risk factors as further discussed in 
the Plan Sponsor Guide. Look carefully at each TDF glidepath, particularly at or near the TDF’s 
assumed retirement age. Compare the impact of equity allocation at the retirement date against 
the withdrawal patterns of participants from the needs analysis in Step 2. 

If a significant percentage of participants request distributions on or shortly after their retirement 
dates, then a more conservative allocation would be prudent to avoid subjecting them to 
sequence risk and unnecessary volatility. Alternatively, if the plan fiduciaries determine that 
participants are better served with a glidepath that allows for more asset growth during 
retirement, then participants should be educated so they understand that the TDF is designed  
to be held through retirement.   

Document the basis upon which the plan fiduciaries determined that a particular QDIA 
aligns with the needs of the plan and other RFI responses.

Fees and Expenses.  Benchmark the fees and expenses with similar investments.  As discussed 
in the Plan Sponsor Guide, evaluate the issues that arise if a record-keeper’s proprietary TDFs are 
being considered.

Document the basis upon which the plan fiduciaries determined it was appropriate to 
include any QDIAs with above-average fees (e.g., expected value in terms of performance 
and/or risk management).

Target-date funds are the 
most popular QDIA and are 
readily available on most 
record-keeping platforms. 
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Step 4 
Implement the QDIA

Once the QDIA has been selected it must be added as a designated investment alternative to 
the plan and designated as the plan’s QDIA (and the current QDIA, if any, needs to be removed).  
Beyond the legally required participant notices, effective communication with employees is 
paramount so they have all the information they need to make prudent decisions concerning the 
plan’s designated investment alternatives, including the plan’s QDIA.

Consider re-enrolling all participants in the plan.  Re-enrollment is a process in which participants’ 
current account balances and future contributions are invested in the plan’s QDIA unless 
participants opt-out by a predetermined deadline before the effective date of the re-enrollment.  
The opt-out provision lets participants choose not to participate in the re-enrollment.

Through a re-enrollment, participants may benefit from better overall asset allocation and placed 
into an investment that may be more suitable for their investing acumen and habits.  To determine 
if a re-enrollment may be appropriate, you can generate a Plan Allocation Analysis in which 
participants’ ages are graphed against their respective equity allocation. 

Step 5 
Monitor the Selected QDIA

Consider how the selected QDIA will be monitored and whether the criteria in the current investment 
policy statement (IPS) or other written guidelines adopted by the plan will suffice for the chosen 
QDIA.  If not, the IPS should be supplemented to include monitoring criteria specific to the QDIA. 

Document both the monitoring of the QDIAs performance in accordance with the IPS and 
the fiduciaries’ periodic review of the QDIA selection process itself (e.g., in light of changes 
to participant demographics and behaviors, changing market conditions, etc.).  

As the plan’s advisor, you can help your clients demonstrate that they satisfied 
their fiduciary obligations by adopting and implementing an objective and 
prudent QDIA selection and monitoring process.  The foregoing approach 
will provide a consistent and repeatable framework allowing you to generate 
predictable results over time – saving you and your clients’ valuable time while 
more effectively managing fiduciary risk.
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relied upon for, investment, accounting, legal or tax advice. 

Managing Money, Making An Impact

American Century Investments® is a leading asset manager focused on delivering investment 
results and building long-term client relationships while supporting research that can improve 
human health and save lives. It’s how we and our clients together Prosper With Purpose.™

Every day people are increasingly focused on investing to make the world a better place for 
themselves, their families, their organizations and the world at large. It is possible to live a 
more meaningful and impactful life and give back something that’s more valuable than money. 

When you invest with us, you can also invest in the future of others and have the potential 
to impact the lives of millions. That’s possible because of the distinct relationship with the 
Stowers Institute for Medical Research, which owns more than 40% of American Century. Our 
dividend payments provide ongoing financial support for the Institute’s work of uncovering the 
causes, treatments and prevention of life-threatening diseases, like cancer. 

From proactive consulting to regulatory defense and remediation, Retirement Law Group 
assists employers and plan fiduciaries with all aspects of plan design, operation and 
management.
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