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ABSTRACT 
 
1. Target Date Funds as Qualified Default Investment Accounts (QDIAs) are inflexible and designed 

for an average person at a particular age. 
2. As participants get closer to retirement, the need to properly manage their risk/return profile 

tailored to their overall financial position becomes extremely critical. The target-date suite of 
funds that were utilized before this critical time frame cannot be tailored to each participant’s 
needs. 

3. Individuals that are given access to and utilize proper investment advice show higher levels of 
confidence in their retirement planning and higher projections for their income replacement. 

4. Retirement Plan Fiduciaries need to have a sound process in place to justify the use of a Managed 
Account system in combination with a target-date series of funds. 

5. In order to avoid potential liability Plan Sponsors should rely on a qualified third-party fiduciary to 
vet and engage a Managed Account solution for their participants. 

 
 

 
The Pension Protection Act (PPA) was passed in 2006. Its passage helped pave the way for more 
modern plan design features including portfolios with a higher degree of appropriateness for 
participants to utilizes as QDIAs. Many different players in the retirement industry have attempted 
to enter the QDIA space with new ideas and products. 
 
Prior to the PPA, an estimated 70% of Plan Sponsors offered stable-value funds and money market 
funds as QDIA options. That is down to just 3% today1. Plan Sponsors have commonly moved to 
one of the three most popular QDIA types established by the final Department of Labor (DOL) PPA 
regulations for investing participant contributions: 
 
• Target date funds — Age-based options that adjust risk levels over time 
• Balanced or risk-based funds — Asset allocation funds meant to match overall participant risk 

profiles of the plan 
• Managed accounts — Investment management service that allocates contributions based on 

the age and/or target retirement date of each participant 
 

Plan Sponsors have chosen target date funds as their QDIA 72% of the time, balanced or risk-based funds 
21% of the time and a Managed Account solution 4.5% of the time.2 
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1. Inflexibility of target date funds and asset allocation funds in general 
Target date funds serve as a single investment choice for investors. They are not capable of taking 
into account the overall financial situation of an individual participant. They are incapable of shifting 
one person’s allocation to a more appropriate stock/bond mix based on whether or not the person 
has a large inheritance or a pension from another employer. They are also not capable of integrating 
a lower or higher risk tolerance on a one-on-one basis. Balanced funds and other types of asset 
allocation funds are not geared towards a risk profile that varies with age. This means they are not 
designed to deal with any variation in population of the participants. 
  
2. Older participants could benefit from access to customization 
Studies have shown that younger workers have least amount of divergence in their income for 
various education and occupation levels; this occurs in early career stages.3 During this period, when 
the group is the most homogeneous, it makes sense that a single investment strategy may be an 
appropriate fit for all. 
 
As these individuals move further along in their careers, you can see why a single investment option 
may no longer make the most sense for all. Another piece of evidence for this is the fact that peak 
earning years come at about the age of 39 for women and the age of 48 for men.4 This shows the 
need to begin to show extra attention to retirement planning as workers get older. 
 
There is a divergence in equity allocations from one target date fund series to another as the vintage 
moves closer to the present. This is another example that as one gets older target date funds may 
not be as appropriate as a tailored approach like Managed Accounts. In other words, a study of the 
multitude of target date funds shows that the 2060, 2055, 2050 and 2045 vintages tend to have a 
close level of equity exposure across most fund families. The vintages that are below those begin to 
diverge quite noticeably in the amount that each fund family believes should be held in equity 
positions for aging workers. The extremes of each are around an 80% equity allocation on the high 
side and a 22% equity allocation on the low side. 

 
We must also keep in mind that participants getting closer to retirement must deal with the 
following issues: 
• Taking Social Security. 
• Creating a spend-down strategy. 
• Choosing a tax-optimization scenario. 

 
A Managed Account solution with proper financial advice may address all these factors. 
 
3. Potential for increasing positive outcomes 
According to a recent LIMRA study, 30% of investors who have a written retirement plan score 
themselves 10 out of 10 in terms of feeling prepared for retirement, compared with only 4% of 
investors who don’t have a written retirement plan.5 
 
A recent study by Morningstar and Morningstar Canada outlined five key planning techniques: 

1.  Total wealth approach to asset allocation 
2.  Use of liability-relative optimization 
3.  Allocation to a guaranteed lifetime withdrawal benefit 
4.  Dynamic mortality updating for withdrawals 
5.  Tax-efficient asset allocation and withdrawal strategy 
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By using these five techniques (relative to a typical 20% equity/80% fixed income portfolio), participants 
closer to retirement were able to improve their retirement income by about 22% (or produce the 
equivalent of 1.59 basis points for alpha). Managed Accounts could offer a solution that would include all 
five of these techniques.6 
 
4. Fiduciary oversight of a Managed Account system 
Any fiduciary to an ERISA retirement plan must exercise strict oversight for any investment 
decisions. The QDIA selection could be considered the most important investment fiduciary act. 
 
The Department of Labor states, “The plan fiduciary must prudently select and monitor an 
investment fund, model portfolio or investment management service within any category of 
qualified default investment alternatives in accordance with ERISA’s general fiduciary rules. For 
example, a plan fiduciary that chooses an investment management service that is intended to 
comply with paragraph (e)(4)(iii) of the final regulation must undertake a careful evaluation to 
prudently select among different investment management services.”7 
 
Managed Accounts are generally not the same as collective investments like CITs or 1940 Act 
Mutual Funds. Typically, the Managed Accounts are constructed from the various Designated 
Investment Alternatives of the plan that is employing them. They are also personalized to the unique 
needs of the participant, assuming there is a proper methodology to tailor the allocation based on 
various data sets, such as age, risk tolerance, income, outside assets, tax bracket, etc.  
 
By their very nature, Managed Accounts do not lend themselves to the same type of return 
comparison as the collective investments mentioned earlier. This means that a fiduciary must 
develop a specialized set of information gathering and oversight for a Managed Account program. 
The following are points of oversight that should be considered: 
 

• Suitability of the Designated Investment Alternatives for the plan. 
• Are there multiple Managed Account managers that can be chosen on a given platform or 

is the only choice that of the Record Keeper? 
o If multiple choices are offered, then more than one manager should be measured 

and considered for usage. 
• The cost of the Managed Account overlay. 
• The age at which participants are defaulted from the target date suite to the Managed 

Account service. 
• Does the Record Keeper allow the participant to opt out of the service? 
• Glidepath design and construction. 
• Asset allocation methodology of the manager. 
• Participant Advice methodology of the manager. 
• History and credentials of the manager. 
• Delivery mechanism for tailored advice. 

o Number of investment advisor representatives available for one-on-one 
consultations. 

o Qualifications of the investment advisor representatives. 
 

5. Rely on a Prudent Expert to engage and oversee a proper Managed Account solution 
A measure contained in section 404(a)(1)(B) of the Employee Retirement Income Security Act 
(ERISA) requires the fiduciary of a defined contribution retirement plan to use "care, skill, prudence 
and diligence", and to act in the same way that someone "familiar with such matters" would act. The 
"familiar with such matters" language has been interpreted to mean "expert". 
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The proper vetting and oversight of any investment is a long and difficult process for the typical 
Plan Sponsor to achieve. The systems, tools and resources required to oversee a proper Managed 
Account program is even more difficult. Plan Sponsors are experts in their own businesses and 
organizations, but they are not often experts in the investment world and the ever-changing 
landscape of retirement plans. 
 
If Plan Sponsors are truly interested in having a retirement plan benefit that is capable of helping 
their workers retire in a timely and dignified manner, then they should consider the usage of a 
Managed Account program for their participants. Whether this program is considered the default 
for all ages or for workers as they get older and their situations become vastly more complex, a 
proper vetting and oversight will be required. 
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The discussion of all investments in this paper are for illustrative purposes only.  
The research, views and opinions contained in these materials are intended to be educational, may not be 
suitable for all investors and are not tax, legal, accounting or investment advice. Readers are advised to seek 
their own tax, legal, accounting and investment advice from competent professionals. Information contained 
herein is believed to be accurate; however, it may be impacted by changes in the tax, legal, regulatory or 
investing environment.  

 
LeafHouse Financial Advisors is a federally-registered investment adviser. More information can be found  
at www.adviserinfo.sec.gov. Diversification and asset allocation does not ensure a profit and does not protect 
against loss in declining markets.  
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