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Executive Summary

Introduction

In October 2010 the Department of Labor (the “DOL”) issued
a final rule under Section 404 of ERISA that requires the
disclosure of certain plan and investment-related information
to participants and beneficiaries in participant-directed
individual account plans. 29 CFR §2550.404a-5 (“Rule 404a5”) establishes a standardized set of disclosure requirements
that not only present a consistent way in which to make
comparisons of a plan’s investment options but also consolidates information to make it easier for participants to access
important disclosure documents.
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In the subsequent sections of this document, the Defined
Contribution Institutional Investment Association (“DCIIA”) will
provide a framework to help identify and suggest practical
approaches for addressing the challenges of these new reporting and disclosure requirements, particularly as they apply
to non-registered investment funds and custom investment
solutions that are offered in many 401(k) plans. We recognize
that we’re in uncharted territory and there is no one way to
comply, however, we believe our membership of industry leaders can provide a reference guide of important considerations,
key resources, and best practices to meet the requirements.

The regulation requires the plan administrator to furnish the
plan and investment information to participants. However,
the plan administrator will likely rely on record keepers, fund
investment managers and other service providers to gather
and distribute this information. Therefore these participant
disclosure regulations present new data collection and reporting challenges for all those in the Defined Contribution industry,
including asset managers, record keepers, trustees and
custodians, service providers, and consultants in addition to
plan sponsor firms.
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Executive Summary

Considerations
When Using This
Guide
Investment Coverage

Organization

Securities, including mutual funds, that are registered under
the Securities Act of 1933 and/or the Investment Company Act
of 1940 (the “40 Act”) and which therefore have disclosure
documents that are approved by the SEC and FINRA already,
also have materials and prepare information that complies
with many of the DOL’s mandated disclosure rules. Mutual
funds have prospectuses, publish holdings data, disclose fees
and expenses, report a turnover ratio, and disclose trading
restrictions and other important data. For these funds, information is publicly available on the company’s website, the SEC
Edgar system, and other investment information platforms.
In fact, the DOL has adopted many of the SEC requirements for
mutual funds and requires that even with respect to non-registered funds, much of the information is provided in a manner
that is consistent with SEC Form N-1A, which sets out
registration requirements for registered investment companies.
This guide will therefore focus primarily on unregistered or
non-40 Act funds, such as: bank-sponsored Collective
Investment Funds, Separate Accounts managed by an investment manager specifically for the plan, and Custom Target
Date Funds that offer a mix of underlying investment
funds specifically chosen for the plan. Please see Section
“Complex Investment Options.”
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This guide provides an outline of the roles and responsibilities
of the primary service providers and resources a plan sponsor
and plan administrator will engage. It is organized by
investment complexity to more clearly demonstrate the many
sources necessary to support the required data disclosures and
calculations. The Matrix in Section 2 provides a high level
summary of factors to consider with complex fund structures.
The sections that follow provide more detailed information
and explanation.
Audience
While the plan administrators bear the final responsibility of
compliance with these rules, they will rely on data,
reporting and fulfillment from multiple plan service providers.
This guide is meant to be a resource for plan sponsors and plan
administrators who want to understand what resources
can be engaged and leveraged. It is also meant to assist service
providers in understanding their role and the role of other parties with whom they may need to collaborate. It should
be noted that the best approach for any plan will always
be dependent on the plan’s own facts and circumstances, and
many business models and solutions will be developed as
those within the industry establish programs to comply
with Rule 404a-5. This guide is meant to help plan sponsors,
plan administrators and plan service providers in
understanding and adapting to the new regulation, but it does
not cover all possible scenarios or solutions. We welcome input
and comments as industry participants develop more
experience with the compliance requirements of this important
DOL regulation.
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Executive Summary

Rule
Overview

Under Rule 404a-5, the plan administrator must disclose to
participants and their beneficiaries certain plan-related information as well as investment-related information,
which will include information about fees and expenses that
may be charged against their individual accounts as well
as fees and expenses that are reflected in the designated
investment alternatives (“DIA”) that are made available to them.
The fees address three specific areas: Plan Administrative
Expenses charged against plan participants’ account balances,
Individual Expenses charged when a plan participant
initiates a transaction or service and Investment Expenses attributable to the DIAs available in the plan.

3 Specific Areas for Fees
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 Plan Administrative Expenses
Participants must be provided
quarterly with an explanation of
the general administrative fees
that are charged against
their individual accounts including the method by which they
are charged, liquidating
shares or deducting dollars,
as well as the allocation basis,
pro rata or per capita. Such
expenses include: legal,
record keeping, compliance,
and accounting.
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 Individual Expenses
These are specific fees for
services or transactions that
are charged only to those
participants who make an election. Such expenses include:
loans, QDROs, advice, managed accounts. These expenses
must be disclosed at minimum
quarterly, as applicable.
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 Investment Expenses
The disclosures apply to all
designated investment alternatives, including 40 Act and
non-40 Act funds, both
variable and fixed rate return
funds and in-plan annuity
options. The fees have to be
disclosed through the following
methods: Comparative Chart,
Website, and Upon Request.
Please see Sections “Service
Provider Matrix,” “Disclosure
Requirements” and “Benchmarks” for more detailed
information.
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Service Provider Matrix
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Roles &
Responsibilities
Types of Arrangements
Data Required

Collective
investment funds

Single provider
fund-of-funds

Custom TDF or riskbased fund
(multi-manager)

Unitized separate account

Investment
Related Fees

CIF’s trustee or custodian
typically gathers all data
and calculates

Custodian, investment
manager or consultant
may calculate fees, depending on how roles are
assigned.

Custodian (or whoever calculates NAV)
will probably have the
accounting information
necessary.

Custodian (or whoever calculates NAV)
will probably have the
accounting information
necessary.

Investment manager or
consultant may be able
to assist but typically
does not maintain the official accounting records.

Investment manager or
consultant may be able
to assist but typically
does not maintain the official accounting records.

Investment manager,
consultant, record keeper
if fees imposed as part
of plan administration
considerations.

Investment manager,
consultant, record keeper
if fees imposed as part
of plan administration
considerations.

Investment manager,
consultant, record keeper
if fees imposed as part
of plan administration
considerations.

CIF trustee or investment
manager

Investment manager

Investment manager or
consultant

Investment manager or
consultant

Turnover Ratio

CIF trustee or investment
manager

Investment manager
or custodian

Typically plan’s custodian
(or whoever calculates
NAV) will have the
information necessary to
calculate.

Typically plan’s custodian
(or whoever calculates
NAV) will have the
information necessary to
calculate.

Quarterly Performance
of the DIA and benchmarks

CIF trustee or investment
manager

Investment manager or
custodian

Custodian

Investment manager,
consultant, or party calculating NAV for the DIA.

Identification of
Benchmarks

CIF trustee or investment
manager

Investment manager or
consultant

Any of several parties
may be involved in
selecting relevant benchmarks (plan administrator, investment manager,
consultant).

Any of several parties
may be involved in
selecting relevant benchmarks (plan administrator, investment manager,
consultant).

Record keeper or data
aggregator

Record keeper or data
aggregator

Record keeper or data
aggregator

Record keeper or data
aggregator

Record keeper or data
aggregator

Record keeper or data
aggregator

Record keeper or data
aggregator

 Total Annual
Operating
Expenses

Investment Related
Fees/Restrictions
 Shareholder-type Fees

CIF’s trustee or custodian
if the fund charges the
fees.
Investment manager,
consultant, record keeper
if fees imposed as part
of plan administration
considerations.

Investment
Description Items
 Objectives
 Principal Risks
 Principal Strategies

 Broad-based index
 Secondary

Website host

Some banks maintain CIF
web sites but most do
not since funds are not
available to the public.
Publishes the data
compiled in above
sections

4

Record keeper or data
aggregator
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Service Provider Matrix

Fee
Components

The information below outlines the components that may be applicable when
calculating the Total Annual Operating
Expense. TAOE should include whatever
fees and expenses reduce the DIA’s rate
of return. For unitized separate accounts
and custom arrangements, include all
items accrued for and taken into account
in calculating the NAV for the DIA. For
a fund-of-fund, in addition to its own
expenses, proportionately reflect the
annual expenses of the funds in which it
invests.

Types of Arrangements

Collective investment funds

Custom fund-of-funds (single provider)

 Management fees

 “Account level” investment management or glide path fees

Administrative fees (examples: custody, transfer agent,
audit/tax, fund accounting)

Operating fees (management and other fees) weighted for
each underlying fund

 Underlying fund fees for CIFs that are fund-of-funds

 Wrapper fee, if applicable

 Shareholder service fees, if applicable
Custom TDF or risk-based open architecture or multimanager fund

Unitized separate account
 Separate account management fees

“Account level” investment management or glide path fees

 Custody or fund accounting fees for unitizing
and calculating NAV

 Consultant’s fee, if applicable

 Consultant’s fee, if applicable

 Operating fees (management and other fees) weighted for
each underlying fund

 Any other expenses accrued for in the NAV

 Wrapper fee, if applicable
 Any other expenses accrued for in the NAV

DCIIA: Dedicated to Enhancing the Retirement Security of American Workers
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Service Provider Matrix

Definitions

Trustee

Total Annual Operating Expenses

The fiduciary managing a retirement plan trust or collective
investment trust. Trustees for retirement plan trusts may
be directed or discretionary depending on designation from
plan sponsor as set out in trust agreement.

Rule 404a-5 requires disclosure of the expense ratio of the
fund or investment option, before waivers and reimbursements,
for items that reduce the DIA’s rate of return. For non-registered DIAs, these expenses would typically include investment
management fees, shareholder servicing fees, separate account
expenses, custody or accounting fees, and possible record
keeping fees – whatever fees and expenses are accrued for and
taken into account in calculating an NAV for the investment.

Consultant
Independent expert who provides consultative services to a
plan sponsor on key decisions such as structuring custom
investment arrangements, plan design, investment arrays as
well as structuring custom investment arrangements.
Consultants may have an ongoing role in the plan’s operation.
Data aggregator
Firms who gather data on investment offerings from a variety
of sources and provide a consolidated, central repository
of investment information which needs to be available for participants. Examples include Morningstar, Lipper, and
Broadridge.
Custodian
Financial institution (typically a bank, may be a broker-dealer)
who holds assets, processes trades, and prices individual
securities.
Record keeper

Shareholder-Type Fees
Fees that are charged directly against a participant’s investment, such as commissions, sales loads or charges, redemption/
surrender/exchange fees, account fees, which are not included
in the total annual operating expenses of the DIA.
Turnover Ratio
Turnover is calculated at the portfolio level, and is based on the
lesser of purchases or sales of the portfolio securities for
the fiscal year by the monthly average value of the portfolio’s
securities owned by the fund during the fiscal year.
Calculations should be in accordance with Form N-1A. For
fund-of-fund arrangements, turnover ratio may be based on
the purchases and sales of units of the underlying funds.
Alternatively, it may be the weighted average of the underlying
funds’ turnover ratios.

Tracks activity and balances at the individual participant
level. Interacts with custodian/ trustee to aggregate trades
at the plan level.
Investment Manager
The firm or individual responsible for implementing the investment strategy and trading decisions.
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Complex Investment Options

Overview

The Department of Labor defines DIAs as “any investment
alternative designated by the plan into which participants and
beneficiaries may direct the investment of assets held in,
or contributed to, their individual accounts.” There is no
question that mutual funds (registered under the 40 Act) and
bank-sponsored collective investment funds are DIAs when
these are made available by the plan as standalone investment
options in which participants may directly invest. There are
differing opinions about how to treat more complex investment
options like custom asset allocation portfolios and separate
accounts. Until future regulations settle this question,
DCIIA believes it is prudent to consider a broad list of unregistered alternatives as governed by Rule 404a-5 if participants
can choose to invest their accounts in these arrangements,
even though they are not technically structured as standalone
investment vehicles, including:

3

 Separate Accounts
 Custom Multi-Manager Strategies
(including unitized or model portfolios)
 Custom Target Date Funds
 Managed Accounts
These complex investments present other administrative and
interpretive challenges to consider, such as:
 Fee and expense calculations consistent with SEC Form N-1A
 Aggregate fee of the underlying funds in the DIA
 List of assets held within the DIA
 Calculations for Managed Accounts or personalized investment
allocations
 Principal Objective, Strategy and Risks
 Annual Turnover Ratio
 Determination of Issuer

DCIIA: Dedicated to Enhancing the Retirement Security of American Workers

Example Fund-of-fund with underlying fund and security level holdings disclosure.
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Complex Investment options

Fee & Expense
Calculations
As with 40 Act funds, non-40 Act funds have multiple
components to the expense ratio, however, they may not be
disclosed or calculated in the same manner. For instance:

Since non-40 Act funds haven’t previously calculated
expenses using the SEC’s prescribed methodology, the DOL
has provided a transition period.

Management fees are deducted from the 40 Act fund, but
 If the historical expense information is not available, a
non-40 Act fund fees may be:
reasonable estimate may be used to calculate the 5 and 10
Charged directly to the fund, or
year average annual returns.
Negotiated separately and invoiced directly to the plan. After 10 years, all non-40 Act funds will have a consistently
Annual operating expenses for a fund-of-fund must, in addition
applied expense calculation included in returns.
to its own annual operating expenses, proportionately reflect
The transition period continues for plan years beginning before
the annual operating expense of the funds in which it invests.
October 2021, after which time the 1, 5, and ten year return
Administrative expenses such as audit, transfer agency, custody,
or other fees charged by fund service providers may be paid
by the plan sponsor or charged to the investment option.

calculations need to include total annual expenses calculated
according to the prescribed methodology.

Administrative expenses may include fee caps, reimbursement
arrangements, rebates, or subsidies. Note that Rule
404a-5 requires the disclosure of total annual operating
expenses before waivers and reimbursements.
Funds and service providers often calculate and provide
additional performance and fee disclosures in addition to what
the DOL requires, such as: net expenses after fee caps,
waivers or reimbursements, or a more detailed breakdown of
the components of the fund’s annual operating expense
(management fee, shareholder service fees, administrative
expenses, underlying or acquired fund fees).
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Complex Investment options

Principal Objective/
Strategy & Risks
The SEC requires 40 Act funds to present principal
objectives or goals, investment strategy and risks within
the fund’s prospectus. Although many non-40Act funds
already disclose this important information in participant and
plan sponsor materials, it’s not mandatory. The Rule is
prompting many fund trustees and managers to review and

supplement their existing materials resulting in new or revised
fund profiles, fund summaries or other participant-friendly
documents. Others intend to rely on existing fund documentation, including the fact sheet, Declaration of Trust,
investment policy statement, or annual financial report as the
source for this information.

Annual Turnover
Ratio
An Annual Turnover Ratio is required for each DIA, including
target date funds and other fund-of-funds. Ideally these
multi-fund products will employ a consistent calculation methodology. However, a turnover ratio is not required for
money market funds and other investment products with
similar investment objectives. Presumably the funds that do not
need to include turnover ratio include STIFs (bank-sponsored
collective investment funds that are short term investment
funds valued on an amortized cost basis rather than at markto-market value) and stable value funds.

DCIIA: Dedicated to Enhancing the Retirement Security of American Workers

DCIIA understands that in the mutual fund industry, as set
forth in the N-1A, the calculation of turnover ratio for funds-offunds is based on the rate of purchases and sales of the
underlying funds. Another option for determining the turnover
ratio of a fund-of-funds is to calculate a weighted average
using the stated turnover ratios of the underlying funds.
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Complex Investment options

Determination
of Issuer
Identification of a DIA is not always clear where the
These distinctions are important because:
investment alternative consists of multiple investment products The issuer’s name is usually associated with the investment
from different investment managers and/or if the selection
alternative.
of the underlying investment products is not decided by an
investment manager but ultimately resides with the plan spon- Participants will recognize the issuer as the responsible party
for the investment alternative.
sor, plan investment committee, or a consultant.
The issuer is likely to be the Investment Manager or Investment The issuer is generally responsible for compiling and providing
certain investment-related information required under
Adviser, if:
the regulation, such as description of the DIA’s objective, strat Investment selection is managed by a section 3(38) investment
egies, and risks.
manager (such as the case for a separate account managed
specifically for the Plan).
The adviser has investment discretion regarding the allocation
and also selects the underlying managers or funds used in a
multi-manager strategy, or the glide path or underlying funds
used in a target date or similar fund-of-funds structure.
 The adviser gathers the expense information of each of the
managers or funds within the option and calculates the option’s expense ratio, describes the option’s principal strategies,
objectives and risks. In other words, where the adviser essentially takes on the role of administering a fund.
The issuer is likely to be the Plan Sponsor, if:
The option is constructed or recommended by a section 3(21)
investment advisor.
The
plan sponsor or plan committee retains investment

discretion over the selection of funds/managers.
The plan sponsor or plan committee obtains glide path or other
advisory services from an investment advisor regarding custom
target date funds, but the plan sponsor or committee actually
selects the underlying funds or establishes the glide path that
corresponds to the asset classes in the model constructed by
the target date adviser.
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Disclosure Requirements

Comparative
Chart

4
4

The Department of Labor has prescribed a format for disclos-  Name of investment
ing important fee and performance information that facilitates  Total annual operating expense as a percent and as a dollar
consistency and comparison across all fund types. It must be
amount per $1,000 invested
provided in hardcopy prior to the initial investment in the plan’s  Shareholder fees such as: loads, redemptions fees, transaction
DIA and at least annually thereafter. The Comparative Chart
restrictions
has four sections:
Annuity Options
Performance for Investments with a Variable Rate of Return
The table is applicable to those plans that offer an in-plan
Both 40 Act and non-40 Act funds apply to this category. The
annuity option or a Lifetime Income product. The required
table groups equity and bond funds separately. The required
data is:
data is:
Name of the product/option
Name of investment
Objectives and Goals of the product
Name of index
Pricing factors
Investment type or category
Restrictions and fees
The DIA‘s 1, 5, 10 calendar year periods (or the life of the
 Website address to obtain additional information
alternative, if shorter)
Trailing returns of a broad-based, securities market index for
the same periods
Website address to obtain additional information
Performance for Investments with a Fixed Rate of Return
These funds have a negotiated or set rate of return for a specific time period. These fund types may include: guaranteed
investment/interest contract (GICs), unitized investment trusts
(UITs), certificates of deposit (CDs), etc. The required data is:
Name of investment
Investment type or category
Fixed return percent and term
Other important information about the fees or return
Website address to obtain additional information
Fees and expenses
The table lists the fees and expenses of the funds listed in
Tables 1 and 2. Both the Total Annual Operating Expense and
any Shareholder-type Fees must be disclosed. The required
data is:
Example Tables 1 and 3 of the Comparative Chart.

DCIIA: Dedicated to Enhancing the Retirement Security of American Workers
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Disclosure Requirements

Website
Requirement
The Department’s requirement to maintain a website to provide  Plan administrator participant websites include the security
access to information for each investment alternative has
features necessary to ensure that only eligible investors have
created a frenzy of activity. Investment managers and colaccess to the investment information.
lective fund trustees are reviewing their fund documents and
related investment disclosures, such as fact sheets, newsletters, and prospectuses, while plan sponsors and administrators
are changing plan websites and working with record keepers
and data aggregators to ensure all of the required data will be
available. DCIIA has identified the key concerns around this
communication method. We also recognize that business practices are evolving and additional concerns may surface.
Website Host
Ultimately the DOL places responsibility for compliance with
Rule 404a-5 on the plan administrator. It does not require
each investment option or investment provider to have its own
website. While the DOL acknowledges that the plan administrator may also use the website addresses provided by
the issuers of the designated investment alternatives, DCIIA
suggests that a plan’s participant website, typically maintained
by the plan administrator or record keeper, is the most
common and best-equipped host because:
 Staying within the plan’s website helps ensure participants are
directed to materials pertinent to the funds and share classes
available to them.
Fund company websites present information on all the fund
family’s funds and share classes—information that is often
confusing and meaningless for a participant with limited investment options.
Collective fund sponsors, non-40 Act funds, and separate
accounts managers typically do not maintain public websites
for their investment offerings due to securities and banking
law advertising restrictions.

Example One way to assemble required information is through a fact sheet.

Many collective fund and separate account products are only
available to retirement plans, therefore, the firms responsible
for managing these investments avoid publishing investment
content on public sites accessible by ineligible investors.
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Data Requirements
An objective of Rule 404a-5 is to ensure participants receive
uniform information for each of the plan’s investments, regardless of whether it’s a 40 Act or non-40 Act fund. Therefore,
asset managers and collective fund trustees will be required to
calculate and/or describe information in a manner consistent
with SEC Form N-1A or N-3. The data required includes:
 Name of Issuer
Quarterly performance
Benchmark name and returns
Fee and expense information
Annual Turnover Ratio
Principal objective and strategy
Principal risks
 Portfolio holdings
 Glossary of Terms
Data Sources
There are several approaches for gathering investment data
for the website:
 Spreadsheets, data feeds or PDF files from each investment
manager to the record keeper.
 Spreadsheets or data feeds from each investment manager
using the SPARK-issued file formats.
Links from the record keeper website to the manager’s public
or private website for certain information created by the
manager. For example, principal risks.

Example A glossary of investment terms is required.

Data feeds or PDF files from a third party data aggregator or
consultant.
Presentation Options
 Fact sheets are a common display method. Many 40 Act and
non-40 Act fund managers already create fund profiles
today and can enhance the pages with the additional required
information while controlling the content.
 Other firms, like data aggregators, consultants, software firms,
or record keepers can also facilitate the production of
profile pages to ensure consistency across all fund firms and
investment types.
 Web-pages or micro-sites to aggregate all of the disclosures
required under the Rule: investment disclosures, plan fees and
participant activity fees. Examples of applicable documents
include:
Comparative Chart
Fund prospectus or financial statements
Fact sheets
Summary Plan Description
Glossary of Terms
Quarterly Plan Fee disclosure

DCIIA: Dedicated to Enhancing the Retirement Security of American Workers

13

Disclosure Requirements

Information
Required To Be
Provided Upon
Request
The disclosure rules require that certain information be made
available upon the request of a participant.
Documents

Valuation
A statement of the value of a share or unit of each designated
investment alternative as well as the date of the valuation.
While collective funds subject to Reg 9.18 are required to
determine the fund’s value at least once every three months,
the Department of Labor suggests striking a NAV at least
monthly as a best practice. This information may be provided
by:

Copies of prospectuses or summary prospectuses for funds or
other investments registered under applicable securities laws
(such as mutual funds that are registered under the 40 Act) or
similar documents that are provided to investors by unregistered funds. Solution options for unregistered funds include:
The sponsoring bank if the fund charges a management fee
 Fact sheet documents that contain information that correthat is accrued as part of the fund’s NAV.
sponds to information contained in a mutual fund summary
 The record keeper or custodian if the plan is charged an exprospectus.
ternally negotiated fee. Many collective funds do not charge a
For Collective Trust Funds, a copy of the fund’s “written plan”
management fee at the fund level. Rather, each plan is charged
within the meaning of 12 CFR §9.18(b)(1) or similar state law.
an externally negotiated fee. The plan administrator may
require a plan-specific NAV calculation that accounts for the
Alternatively, when neither of the above exists, copies of the
fund’s
operating expenses, along with the externally charged
documents and other materials used by a plan fiduciary to
management
fee, and possibly other fees such as custody and
prudently select and monitor the designated investment alterrecord
keeping.
native.
Existing organizational and descriptive documents.

Portfolio Holdings

 Additional disclosures to address the various items that may
not have been previously included in the standard documents.

A list of all the assets comprising the portfolio of each designated investment alternative which constitutes plan assets
under ERISA regulations, and value of each such asset.

 Declaration of Trust document, which establishes the collective
trust and describes the responsibilities of the trustee.
 Investment guidelines or investment policy statements (IPSs),
typically include a description of the investment’s objectives,
strategy, risks and eligible investments. For target date funds,
an IPS may also include participant contribution and withdrawal
assumptions as well as a chart or graph of the glide path.
Copies of financial reports to the extent such materials are
provided to the plan.

The annual financial statements contain a schedule of investments, including a fair value for each investment, within a collective investment fund.
Plans that have separately managed accounts should be
receiving a list of account holdings as part of their custody
statements, and/or as part of the reporting provided by the
investment manager for the separate accounts.

 Collective funds prepare audited annual financial reports that
are made available to investing plans as required under OCC
regulations (12 CFR §9.18).

14
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Benchmarks

The Department of Labor’s participant disclosure regulations
have generated questions, concern, and debate among the
many industry leaders regarding many of the new fee and
performance components and delivery methods now required.
As with any new Department of Labor regulation, time will tell
how these disclosure requirements are ultimately interpreted
and enforced. In the meantime, we at DCIIA think it still makes
sense to define some reasonable best practices for comply-

5
5
5
ing with the new regulations. This is not to imply that “onesize-fits-all.” Rather we use “best practices” to help shape the
general discussion.

One of the key matters to be addressed under the new
regulations is how to determine and use the most appropriate
benchmarks.

Rule Summary

A benchmark must be an appropriate broad-based securities
market index and it may not be administered by an affiliate
of the investment issuer, its investment adviser, or a principal
underwriter, unless the index is widely recognized and used.
Rule 404a-5 itself only requires performance information for a
broad-based securities market index. However, the regulation
also permits a plan administrator to include additional information that the plan administrator determines is appropriate,
provided the information is not misleading or inaccurate. In
the case of designated investment alternatives that have a mix

DCIIA: Dedicated to Enhancing the Retirement Security of American Workers

of equity and fixed income exposure (such as balanced funds
and target date funds), a plan administrator may want to blend
the returns of more than one appropriate broad-based index
and present the blended returns along with the returns of the
required benchmark. The blended returns should be representative of the actual holdings of the designated investment
alternative over a reasonable period of time.
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Benchmarks

Issues

 Interpretation of “widely recognized and
used” index for new/unique strategies
 Identification of an appropriate
broad-based securities market index
for a single strategy fund
 Identification of an appropriate broadbased securities market index for an
asset allocation, target date, or multistrategy fund
 Actual vs. target holdings for the blended
benchmarks

New or Unique Strategies
While it is clear the intention of the Rule is to preclude the
creation of new indexes solely to support an individual fund’s
performance, some newer strategies may not have a corresponding index that is widely recognized or used. For instance,
a target date or risk fund with a customized glide

path may be difficult to benchmark because of its unique asset allocation. Funds with a tactical tilt may also be difficult
to compare to an index. To overcome such obstacles, DCIIA
suggests that the designated index reflect the broad-based,
investable universe, such as: S&P 500 or Russell 1000.

Index Strategy for Single Strategy Funds

Index Strategy for Multi-Strategy Funds

For single strategy 40 Act and non-40 Act funds, DCIIA
suggests ranking the method for assigning an appropriate
benchmark in the following order:

For multi-strategy 40 Act and non-40 Act funds, DCIIA
suggests the following ranking for assigning a single broadbased market index:

40 Act Funds

Non-40 Act Funds

Primary

Prospectus
Primary

Managerchosen

Secondary

Category or
Style-based

Tertiary

Broad Asset Classbased

1

First choice
Prospectus Primary, defined
as the first index listed in the
document for comparisons or
benchmarking the fund or the
manager’s selected index.

40 Act Funds

Non-40 Act Funds

Primary

Prospectus
Primary

Manager or consultant-chosen

Category or
Style-based

Secondary

Category or
Style-based

Category or
Style-based

Broad Asset Classbased

Tertiary

Broad Asset Classbased

Broad Asset Classbased

2

Second choice
Category or style assigned
index, i.e., a third-party’s
methodology, Morningstar’s or
Lipper’s fund categorization,
to designate a market based,
static index.

3

Third choice
Broad asset class-assigned
index, for example:
US Equity: S&P 500
Non-US Equity: MSCI EAFE
Fixed Income: BarCap US
Aggregate Bond

For target date, balanced, or other asset allocation funds, several well-known and industry-recognized providers offer broadbased indexes for comparisons. They include Dow Jones, S&P, and Morningstar.
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Example Comparison to two benchmarks for all of the time periods.

Actual vs Target Allocations
Rule 404a-5 only requires performance information for a
broad-based securities market index. However in addition to
these benchmark returns, the Department of Labor permits
blended benchmark returns if the blended benchmark is representative of the actual holdings of the designated investment
alternative over a reasonable period of time and provided that
the additional benchmark returns are not inaccurate or misleading. (DOL Field Assistance Bulletin 2012-02, Question 16)
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Important
Considerations
The previous section outlined DCIIA’s suggested process for
assigning a benchmark. We recognize, however, that there are
practical considerations a plan sponsor must keep in mind
when choosing an index. When describing index factors, we
have limited our comments to performance related data
without consideration to other portfolio or operational metrics. DCIIA has indentified the following important factors to
consider:

aggregator and perform the calculations in-house.
 License the pre-calculated returns from the data
provider/aggregator.
 Obtain the data directly from the index provider.
One challenge with all of these methods is that often providers
do not disclose the full performance history of their indexes.
They typically report only five to seven years of data. The Rule
is prompting many firms to expand their performance history.

Sophistication of the participant
Rule 404a-5 makes an assumption that all plan participants
understand not only what an index is but how to use it. While
some participants are savvy investors, it’s likely that far more
do not understand the fundamental basics of investing. When
presenting investment performance and comparison data,
DCIIA suggests including a defining statement, such as:
“An index is an unmanaged portfolio of specified securities and
is not available for direct investment. Unlike a fund, the performance of an index assumes no initial or ongoing costs, fees, expenses, or taxes. The actual investment option may be invested
in different securities than represented in the index. An index is
used for comparative purposes only to benchmark the fund’s
performance. There is no guarantee the fund will achieve the
same investment return as the index.”
In addition, the definition of the actual index or group of indexes being presented should be made available, as well as a
statement indicating the selection criteria.
Inception dates
A unique change to the display of index performance includes
not only standard trailing return time periods, but also a since
inception return. This time period requires a specific calculation using the unit value of the index as of the inception date
of the fund. Plan sponsors are likely to have several options for
satisfying this new data point:

Licensing rights
Individual indexes
Index providers often require both the data aggregator and
external user to secure a license for their data in order to
distribute this information. Many data aggregators license the
right to include performance comparisons within the tools or
products that reside on the aggregator’s website or servers;
the license, however, does not extend to the end client.
In effect, it means that if a firm wants to expose the index data
on its own created/supported website, fact sheets, or other
reports, it would need to obtain a separate license from the
index provider.
For example:
Morningstar or Lipper fact sheets contain index comparisons.
Provided that data is not extracted from the product page,
these fact sheets can be distributed without an additional
index license to plan participants through a provider portal,
employer website, enrollment kit, or other methods. However,
if a firm received a data feed with this information to create
fact sheets internally, the firm would need to have a separate
license with the provider.
Another consideration is an aggregator’s coverage of smaller or
unique index types or non-US coverage. Many aggregators only
license extensive rights with large index providers and have
limited access to other firms or index types.

 License the daily return index data from a data provider/
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 Composite/aggregate indexes
Additional challenges are presented with blended indexes,
most significantly with calculation methodology, coverage,
performance history, and licensing. Plan sponsors can often
rely on the asset manager or consultant to calculate an
aggregate return history using the specified index weightings
or can employ a data provider/aggregator to generate the
returns. However, many index providers require a license to use
their data to create and benchmark a custom investment.
A data aggregator is simply facilitating the calculation and
providing a consistent methodology, but is not providing a
 license for the derived data. Benchmark providers work with
consultants, custodians, or asset managers to ensure the appropriate index return information is available for both standard and blended indexes.
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Appendix

Form N-1A
Guidelines for
Benchmarks
Rule 404a-5 consistently references SEC Form N-1A for
instructional guidance for fulfilling the disclosure requirements.
DCIIA’s benchmark suggestions look to regulatory precedent
to support our position, SEC Form N-1A, and the thought
leadership of other industry participants.
Below is a summary of our key findings:
SEC Form N-1A
http://www.sec.gov/about/forms/formn-1a.pdf
The N-1A instructions for index selection are on page 55:
5. Appropriate Index
For purposes of this Item, an “appropriate broad-based securities market index” is one that is administered by an organization that is not an affiliated person of the Fund, its investment
adviser, or principal underwriter, unless the index is widely
recognized and used. Adjust the index to reflect the reinvestment of dividends on securities in the index, but do not reflect
the expenses of the Fund.
6. Additional Indexes
A Fund is encouraged to compare its performance not only to
the required broad-based index, but also to other more narrowly based indexes that reflect the market sectors in which
the Fund invests. A Fund also may compare its performance to
an additional broad-based index, or to a non-securities index
(e.g., the Consumer Price Index), so long as the comparison is
not misleading.
The N-1A instructions for the display of index data can be
found on page 17:
(2) Risk/Return Bar Chart and Table.
(i) Include the bar chart and table required by paragraphs (b)
(2)(ii) and (iii) of this section. Provide a brief explanation of
how the information illustrates the variability of the Fund’s
returns (e.g., by stating that the information provides some
indication of the risks of investing in the Fund by showing
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changes in the Fund’s performance from year to year and by
showing how the Fund’s average annual returns for 1, 5 and
10 years compare with those of a broad measure of market
performance. Provide a statement to the effect that the Fund’s
past performance (before and after taxes) is not necessarily an
indication of how the Fund will perform in the future. If applicable, include a statement explaining that updated performance
information is available and providing a Web site address and/
or toll-free (or collect) telephone number where the updated
information may be obtained.
(ii) If the Fund has annual returns for at least one calendar year,
provide a bar chart showing the Fund’s annual total returns
for each of the last 10 calendar years (or for the life of the
Fund if less than 10 years), but only for periods subsequent
to the effective date of the Fund’s registration statement.
Present the corresponding numerical return adjacent to each
bar. If the Fund’s fiscal year is other than a calendar year,
include the year-to-date return information as of the end of the
most recent quarter in a footnote to the bar chart. Following
the bar chart, disclose the Fund’s highest and lowest return for
a quarter during the 10 years or other period of the bar chart.

(iii) If the Fund has annual returns for at least one calendar year,
provide a table showing the Fund’s (A) average annual total
return; (B) average annual total return (after taxes on distributions); and (C) average annual total return (after taxes on
distributions and redemption). A Money Market Fund should
show only the returns described in clause (A) of the preceding
sentence. All returns should be shown for 1-, 5-, and 10- calendar year periods ending on the date of the most recently completed calendar year (or for the life of the Fund, if shorter), but
only for periods subsequent to the effective date of the Fund’s
registration statement. The table also should show the returns
of an appropriate broad-based securities market index as
defined in Instruction 5 to Item 27(b)(7) for the same periods.
A Fund that has been in existence for more than 10 years also
may include returns for the life of the Fund. A Money Market
Fund may provide the Fund’s 7-day yield ending on the

DCIIA: Dedicated to Enhancing the Retirement Security of American Workers

date of the most recent calendar year or disclose a toll-free
(or collect) telephone number that investors can use to obtain
the Fund’s current 7-day yield. For a Fund (other than a Money
Market Fund or a Fund described in General Instruction C.3.(d)
(iii)), provide the information in the following table with the
specified captions.
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Appendix

Benchmarking:
Sample
Assignments

Morningstar has licensing rights to
distribute this index data within the tools
and products supported/generated by
Morningstar.

Sample of Morningstar Category-based and Broad Asset Class-based index assignments
Asset Class

Category Name (max 25)

Broad Asset Class

Secondary/Category Index

Alternative

Bear Market

ML USD LIBOR 3 Mon CM

S&P 500 TR

Alternative

Currency

ML USD LIBOR 3 Mon CM

ML US Treasury Bills 3 Mon

Alternative

Long-Short

ML USD LIBOR 3 Mon CM

S&P 500 TR

Alternative

Market Neutral

ML USD LIBOR 3 Mon CM

IA SBBI US 30 Day TBill TR USD

Alternative

Equity Precious Metals

ML USD LIBOR 3 Mon CM

MSCI World/Metals&Mining USD

Balanced

Conservative Allocation

Morningstar Moderate Target
Risk

Morningstar Moderately Cons Target
Risk

Balanced

Convertibles

Morningstar Moderate Target
Risk

ML Convertible Bonds All Qualities

Balanced

Moderate Allocation

Morningstar Moderate Target
Risk

Morningstar Moderately Aggr Target
Risk

Balanced

Retirement Income

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate Income

Balanced

Target-Date 2000-2010

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2010

Balanced

Target Date 2011-2015

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2015

Balanced

Target Date 2016-2020

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2020

Balanced

Target Date 2021-2025

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2025

Balanced

Target Date 2026-2030

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2030

Balanced

Target Date 2031-2035

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2035

Balanced

Target Date 2036-2040

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2040

Balanced

Target Date 2041-2045

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2045

Balanced

Target-Date 2050+

Morningstar Moderate Target
Risk

Morningstar Lifetime Moderate 2050

Balanced

World Allocation

Morningstar Moderate Target
Risk

MSCI World NR USD
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Asset Class

Category Name (max 25)

Broad Asset Class

Secondary/Category Index

Commodities

Commodities Agriculture

DJ AIG Commodity TR USD

Morningstar Agriculture Commodity
TR

Commodities

Commodities Broad Basket

DJ AIG Commodity TR USD

Morningstar Long-Only Commodity TR

Commodities

Commodities Energy

DJ AIG Commodity TR USD

Morningstar Energy Commodity TR

Commodities

Commodities Industrial Metals

DJ AIG Commodity TR USD

Morningstar Metals Commodity TR

Commodities

Commodities Miscellaneous

DJ AIG Commodity TR USD

Morningstar Long-Only Commodity TR

Commodities

Commodities Precious Metals

DJ AIG Commodity TR USD

DJ AIG Precious Metals TR USD

International Stock

Diversified Emerging Mkts

MSCI EAFE NR USD

MSCI EM NR USD

International Stock

Diversified Pacific/Asia

MSCI EAFE NR USD

MSCI Pacific NR USD

International Stock

Europe Stock

MSCI EAFE NR USD

MSCI Europe NR USD

International Stock

Foreign Large Blend

MSCI EAFE NR USD

MSCI AC World Ex USA NR USD

International Stock

Foreign Large Growth

MSCI EAFE NR USD

MSCI EAFE Growth NR USD

International Stock

Foreign Large Value

MSCI EAFE NR USD

MSCI EAFE Value NR USD

International Stock

Foreign Small/Mid Growth

MSCI EAFE NR USD

MSCI World Ex USA NR USD

International Stock

Foreign Small/Mid Value

MSCI EAFE NR USD

MSCI World Ex USA NR USD

International Stock

Global Real Estate

MSCI EAFE NR USD

MSCI World/Real Estate NR USD

International Stock

Japan Stock

MSCI EAFE NR USD

MSCI Japan NR USD

International Stock

Latin America Stock

MSCI EAFE NR USD

MSCI EM Latin America NR USD

International Stock

Pacific/Asia ex-Japan Stk

MSCI EAFE NR USD

MSCI AC Far East Ex Japan NR USD

International Stock

World Stock

MSCI EAFE NR USD

MSCI World NR USD

Municipal Bond

High Yield Muni

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni California Int/Sh

BarCap Municipal

BarCap Municipal California Exempt
TR

Municipal Bond

Muni California Long

BarCap Municipal

BarCap Municipal California Exempt
TR

Municipal Bond

Muni Massachusetts

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni Minnesota

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni National Interm

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni National Long

BarCap Municipal

BarCap Municipal 20 Yr 17-22 TR USD

Municipal Bond

Muni National Short

BarCap Municipal

BarCap Municipal 3 Yr 2-4 TR USD

Municipal Bond

Muni New Jersey

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni New York Int/Sh

BarCap Municipal

BarCap Municipal New York Exempt
TR

Municipal Bond

Muni New York Long

BarCap Municipal

BarCap Municipal New York Exempt
TR

Municipal Bond

Muni Ohio

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni Pennsylvania

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni Single State Interm

BarCap Municipal

BarCap Municipal 10 Yr 8-12 TR USD

Municipal Bond

Muni Single State Long

BarCap Municipal

BarCap Municipal 20 Yr 17-22 TR USD

Municipal Bond

Muni Single State Short

BarCap Municipal

BarCap Municipal 3 Yr 2-4 TR USD

Taxable Bond

Bank Loan

BarCap US Agg Bond TR USD

BarCap Govt/Credit 1-5 Yr TR USD

Taxable Bond

Emerging Markets Bond

BarCap US Agg Bond TR USD

Citi ESBI Capped Brady USD

Taxable Bond

High Yield Bond

BarCap US Agg Bond TR USD

ML US HY Master II

Taxable Bond

Inflation-Protected Bond

BarCap US Agg Bond TR USD

BarCap US Treasury US TIPS TR USD
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Asset Class

Category Name (max 25)

Broad Asset Class

Secondary/Category Index

Taxable Bond

Intermediate Government

BarCap US Agg Bond TR USD

BarCap US Government TR USD

Taxable Bond

Intermediate-Term Bond

BarCap US Agg Bond TR USD

BarCap US Govt/Credit 5-10 Yr TR
USD

Taxable Bond

Long Government

BarCap US Agg Bond TR USD

BarCap US Government Long TR USD

Taxable Bond

Long-Term Bond

BarCap US Agg Bond TR USD

BarCap US Govt/Credit Long TR USD

Taxable Bond

Multisector Bond

BarCap US Agg Bond TR USD

BarCap US Universal TR USD

Taxable Bond

Short Government

BarCap US Agg Bond TR USD

BarCap Government 1-5 Yr TR USD

Taxable Bond

Short-Term Bond

BarCap US Agg Bond TR USD

BarCap Govt/Credit 1-5 Yr TR USD

Taxable Bond

Stable Value

BarCap US Agg Bond TR USD

USTREAS T-Bill Cnst Mat Rate 3 Yr

Taxable Bond

Ultrashort Bond

BarCap US Agg Bond TR USD

USTREAS CD Sec Mkt 6 Mon

Taxable Bond

World Bond

BarCap US Agg Bond TR USD

Citi WGBI NonUSD USD

U.S. Stock

Communications

S&P 500 TR

DJ US Telecom TR USD

U.S. Stock

Consumer Discretionary

S&P 500 TR

S&P 1500 Cons Discretionary TR

U.S. Stock

Consumer Staples

S&P 500 TR

S&P 1500 Cons Staples TR

U.S. Stock

Equity Energy

S&P 500 TR

S&P 1500 Energy TR

U.S. Stock

Financial

S&P 500 TR

DJ US Financial TR USD

U.S. Stock

Health

S&P 500 TR

DJ US Health Care TR USD

U.S. Stock

Industrials

S&P 500 TR

S&P 1500 Industrials TR

U.S. Stock

Large Blend

S&P 500 TR

Russell 1000 TR USD

U.S. Stock

Large Growth

S&P 500 TR

Russell 1000 Growth TR USD

U.S. Stock

Large Value

S&P 500 TR

Russell 1000 Value TR USD

U.S. Stock

Leveraged Net Long

S&P 500 TR

DJ Wilshire 5000 Full Cap TR USD

U.S. Stock

Mid-Cap Blend

S&P 500 TR

S&P Midcap 400 TR

U.S. Stock

Mid-Cap Growth

S&P 500 TR

Russell Mid Cap Growth TR USD

U.S. Stock

Mid-Cap Value

S&P 500 TR

Russell Midcap Value TR USD

U.S. Stock

Miscellaneous Sector

S&P 500 TR

Russell 3000 TR USD

U.S. Stock

Natural Res

S&P 500 TR

S&P North American Natural
Resources TR

U.S. Stock

Real Estate

S&P 500 TR

DJ Wilshire REIT TR

U.S. Stock

Small Blend

S&P 500 TR

Russell 2000 TR USD

U.S. Stock

Small Growth

S&P 500 TR

Russell 2000 Growth TR USD

U.S. Stock

Small Value

S&P 500 TR

Russell 2000 Value TR USD

U.S. Stock

Technology

S&P 500 TR

NYSE Arca Tech 100 TR

U.S. Stock

Utilities

S&P 500 TR

DJ Utilities Average TR USD
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About DCIIA
The Defined Contribution Institutional Investment Association (DCIIA) is a nonprofit association dedicated to enhancing the retirement security of American
workers. To do this, DCIIA fosters a dialogue among the leaders of the defined
contribution community who are passionate about improving defined contribution
plan design. DCIIA members include investment managers, consultants, law firms,
record keepers, insurance companies, plan sponsors, and others committed to
the best interests of plan participants.
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