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WASHINGTON REPORT 13-17: The Department of Labor Issues Advisory to Assist ERISA Plan Fiduciaries 

When Selecting and Monitoring Target Date Retirement Funds.    

 

MARKET TREND: Target date retirement funds have become an increasingly popular investment option in 401(k) plans 

and other employee-directed retirement plans.  ERISA plan fiduciaries should become well-informed regarding the material 

provisions of any current or contemplated target date retirement fund, as well as all other current or contemplated 

investment funds available under the plan, to satisfy their fiduciary obligations under ERISA. 

 

SYNOPSIS: The advisory issued by the Department of Labor provides guidance that should be followed by ERISA plan 

fiduciaries when selecting and monitoring target date retirement funds. 

 

TAKE AWAYS: The advisory issued by the Department of Labor highlights the importance of identifying the differences 

between target date retirement funds, including the fees and investment strategies of each.  In addition, this guidance 

should be applied to the selection and monitoring of other investment funds by ERISA plan fiduciaries, other than target 

date retirement funds.  

 

 

 

MAJOR REFERENCES: “Target Date Retirement Funds – Tips for ERISA Plan Fiduciaries,” U.S. Department of Labor, 

February 2013. 

  

 

 



OVERVIEW 

  

Target date retirement funds (“TDFs”) have become an increasingly popular investment option in 401(k) plans and other 

employee-directed retirement plans. TDFs can be attractive investment options for employees who do not want to actively 

manage their retirement savings. TDFs offer a long-term investment strategy based on holding a mix of stocks, bonds and 

other investments that automatically changes over time as the participant ages.  A TDF’s initial asset allocation, when the 

target date is a number of years away, usually consists mostly of stocks or equity investments, which often have greater 

potential for higher returns but also can be more volatile and carry greater investment risk.  As the target retirement date 

approaches (and often continuing after the target date), the fund’s asset allocation shifts to include a higher proportion of 

more conservative investments, like bonds and cash instruments, which generally are less volatile and carry less investment 

risk than stocks. 

 

The U.S. Department of Labor (the “DOL”) issued an advisory that provides general guidance to assist ERISA plan 

fiduciaries in selecting and monitoring TDFs and other investment options in 401(k) plans and other participant-directed 

individual account plans.  The advisory notes that there are considerable differences among TDFs offered by different 

providers, even among TDFs with the same target date, including different investment strategies, glide paths (that is, the 

manner in which the TDF’s asset allocation will shift over time as the participant ages), and investment-related fees.  Thus, 

the focus of the guidance issued by the DOL is on the steps that can help ERISA plan fiduciaries understand these 

differences when selecting and monitoring a TDF as an investment option for their plan. 

 

1. Establish a process for comparing and selecting TDFs. 

  

ERISA plan fiduciaries should engage in an objective process to obtain information that will enable them to evaluate the 

prudence of any investment option made available under the plan.  This should include consideration of how well the TDF’s 

characteristics align with eligible employees’ ages and likely retirement dates.  

  

2. Establish a process for the periodic review of selected TDFs. 

  

ERISA plan fiduciaries are required to periodically review the plan’s investment options to ensure that they should continue 

to be offered.  At a minimum, the review process should include examining whether there have been any significant changes 

in the information fiduciaries considered when the option was selected or last reviewed. 

  

3. Understand the fund’s investments – the allocation in different asset classes (stocks, bonds, cash), 

individual investments, and how these will change over time. 

  

ERISA plan fiduciaries should understand the principal strategies and risks of the fund, or of any underlying asset classes or 

investments that may be held by the TDF, including an understanding of the fund’s glide path, when the fund will reach its 

most conservative asset allocation and whether that will occur at or after the target date.  

  



4.  Review the fund’s fees and investment expenses. 

 

ERISA plan fiduciaries should understand the significant variation among TDF costs, both in the amount and types of 

fees.         

  

5.  Inquire about whether a custom or non-proprietary target date fund would be a better fit for your plan. 

 

ERISA plan fiduciaries should understand the costs and benefits of offering a pre-packaged product which uses only the 

vendor’s proprietary funds as the TDF component investments, versus offering a “custom” TDF which incorporates the 

plan’s existing core funds in the TDF.  

 

6. Develop effective employee communications. 

 

ERISA plan fiduciaries must provide appropriate information about TDFs in general, as a retirement investment option, and 

about individual TDFs available in the plan.  For this purpose, ERISA plan fiduciaries must take into consideration the final 

fee disclosure regulations issued by the DOL on February 12, 2012.  The advisory indicates that the DOL is also working on 

regulations to improve the disclosures that must be made to participants specifically about TDFs.  

  

7. Take advantage of available sources of information to evaluate the TDF and recommendations you 

received regarding the TDF selection. 

 

ERISA plan fiduciaries should review the increasing number of commercially available sources for information and services 

to assist plan fiduciaries in their decision-making and review process.     

 

8. Document the process.   

 

ERISA plan fiduciaries should document the selection and review process, including how they reached decisions about 

individual investment options. 

 

SUMMARY & TAKE AWAYS 

 

The guidance issued by the DOL should be followed by ERISA plan fiduciaries to ensure that they satisfy their expected 

fiduciary conduct with respect to the selection and maintenance of TDFs. In addition, the aforementioned guidance should 

be followed with respect to the selection and maintenance of other investment options, besides TDFs.  Therefore, even if an 

ERISA plan fiduciary does not intend to select or maintain TDFs as investment options under the plan, this guidance issued 

by the DOL should still be relevant to those ERISA plan fiduciaries.  

  

             

 



For more information about the topic discussed in this Washington Report, please contact Albert Gibbons 

at algibbons@algibbons.com 

 

In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT BE USED, BY 

YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE IMPOSED BY THE INTERNAL 

REVENUE SERVICE. 

 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 

of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

 

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR MARKETING OF THE 

TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN ADVICE, AND, BASED ON THE 

PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK ADVICE FROM AN INDEPENDENT TAX ADVISOR. 
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