DOL Releases Proposed Regulations Related to Default Investment Options in Automatic Enrollment Arrangements

On September 27, 2006, the Department of Labor’s (DOL) Employee Benefits Security Administration published proposed regulations, which provide guidance regarding the types of investments that will qualify as default investment options for plan participants subject to automatic enrollment provisions.  According to the proposed regulations “qualified default investment alternatives” must meet the following five criteria.  In general, they 
1)  must limit the investment in employer securities (with some exceptions);
2)  may not impose financial penalties or otherwise restrict the ability of a participant or beneficiary to transfer his or her investment from the qualified default investment alternative to any other investment alternative available under the plan;
3)  must be either managed by an investment manager, or an investment company registered under the Investment Company Act of 1940;

4)  must be diversified so as to minimize the risk of large losses; and

5)  must be limited to the use of one of three types of investment products, where the types are based on the participant’s age, the target level of risk appropriate for participants of the plan as a whole, or determined by an investment management service.
Other conditions also apply in order for the employer to receive fiduciary relief through the use of qualified default enrollment alternatives.

The DOL is seeking written comments on the proposed regulations, which must be received by the DOL on or before November 13, 2006.  The DOL is proposing to make this regulation effective 60 days after publication of the final rule in the Federal Register.

Readers may access the proposed regulations through the following link.
http://a257.g.akamaitech.net/7/257/2422/01jan20061800/edocket.access.gpo.gov/2006/pdf/06-8282.pdf
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