DOL Publishes Final Qualified Default Investment Alternative Regulations
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The DOL has just issued final regulations relating to qualified default investment alternatives (QDIAs) and state law preemption for automatic contribution arrangements (ACAs). The new regulations follow and generally improve upon the proposed regulations issued last year. QDIAs give a fiduciary protection for certain investments if the plan allows participants to direct their investments and the participant chooses not to do so. The new regulations are effective December 24, 2007.

The final regulations allow three main types of QDIAs: life-cycle funds, balanced funds, and managed accounts. Any investment which follows the key principles of these arrangements will qualify, even if the investment is included within an annuity.

The new rules add two other QDIAs for limited situations. For the first 120 days after a participant’s first elective contribution, a plan can use a money market fund or other vehicle designed to preserve principal. However, after 120 days, the plan must move the money to one of the three main QDIAs to qualify for fiduciary protection. This rule is designed to interface with Eligible Automatic Contribution Arrangements (EACAs) which go into effect in 2008. Under a EACA, a participant has 90 days to withdraw automatic deferrals.

The new rules also allow stable value funds purchased prior to December 24, 2007 to serve as QDIAs. However, new money after December 23 would need to go into one of the three main QDIAs.

Like the proposal, the final regulations require an annual notice to participants at least 30 days before the start of each year. The plan should give an initial notice 30 days before a participant enters the plan or before the date of the first investment in a QDIA on behalf of a participant. However, for a new participant in an EACA, the employer may provide the notice on the first day of eligibility and the employer would have fiduciary protection from that first day. For subsequent years, the employer would need to comply with the 30-day notice requirement. Plans that wish to take advantage of the QDIA rules effective January 1, 2008 should give the notice no later than December 2, 2007. The final regulations require that the notice explain the QDIA and any automatic contribution feature associated with the plan.
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