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This paper was developed for TD Ameritrade Institutional by Integrated
Retirement Initiatives and is intended for retirement plan sponsors.
Integrated Retirement Initiatives, LLC, is a separate firm not affiliated
with TD Ameritrade. The information contained in the paper was not
independently verified and TD Ameritrade makes no representations
about the accuracy of such information. The information provided is
current as of the date the paper was published, however, the laws
and regulations relating to retirement plans and retirement plan service
providers, including the laws and regulations referenced in this guide,
are subject to interpretation as well as legislative and regulatory change.
Neither Integrated Retirement Initiatives nor TD Ameritrade provides
legal or tax advice. Any guidance included in the paper is not tailored to
the particular circumstances of you or your plan. You must evaluate the
appropriateness of the information and guidance for you or your plan
and consult professionals to address your specific circumstances. This
paper is intended only to provide education and you should consult your
own legal and compliance advisors and obtain their prior approval and
authorization before utilizing the information.
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Executive summary
When an employer designs a retirement plan and selects investment options for its employees, it
seeks to designate options that accommodate the distinctive demographic characteristics of its
workers. The challenge is that each employee presents a unique picture in terms of:

1

Age

4

Risk tolerance

2

Net worth

5

Availability of outside assets

3

Investment expertise

6

Retirement income objectives

Expanding the core investment menu so that it contains options that can accommodate the full
spectrum of investors may not always be the best solution. Studies in behavioral economics have
indicated that too many plan menu choices may have a negative effect on plan participation rates.1
Self-Directed Brokerage Accounts (SDBAs) are one alternative for providing employees more choice
and more control over their investment portfolio, without complicating the core investment options
offered to participants. Given the growing focus on retirement income strategies, SDBAs may also
play an increasingly important role by giving participants access to a diverse investment mix that
enables them to leave assets in the plan through their retirement years.
The Department of Labor (DOL) is also paying attention to SDBAs. In August 2014, the DOL
published a Request for Information Regarding Standards for Brokerage Windows in ParticipantDirected Individual Account Plans (RFI) to gather information concerning the use of brokerage
windows. The DOL will use the information gathered through the RFI process to determine whether
regulatory guidance on fiduciary requirements and regulatory safeguards for SDBAs are needed.2
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What’s driving the
growing attention
on SDBAs?
Background
A “Self-Directed Brokerage Account” (SDBA), sometimes referred to as a “Brokerage
Window,” allows plan sponsors to offer investment options that are outside the plan’s
core investments and enable more sophisticated investors, or participants working
with an advisor, to create a uniquely personal investment portfolio using plan assets.
The greater choice and control can be very appealing to certain participants.
Some of the early SDBA solutions were essentially retail brokerage accounts that
used employer-sponsored retirement plan assets and were not administratively
integrated with the retirement plan to any significant degree. SDBA products have
evolved over the years so that today there are now SDBA solutions that are more
closely integrated with the recordkeeping service provider to enhance a participant’s
overall retirement plan experience.
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Accommodating the needs of a broad spectrum
of investors
Each employee has his or her own set of unique financial needs. As a plan sponsor
builds the plan’s core investment line-up, the intention is to provide investment
options to address the varied savings needs of the employees. It is not uncommon
for plan sponsors to find they have a few – sometimes very important – employees
who desire a great deal of investment flexibility. For example, the plan may lack
a small cap growth fund that the employee considers critical to their investment
portfolio or perhaps an employee is adamant about having access to individual
stocks. Expanding the investment line-up to accommodate these requests may not
be an optimal solution for the general employee population. Studies in behavioral
economics have indicated that too many core plan menu choices can have a
negative effect on plan participation rates.1
One option for expanding investment flexibility for financially sophisticated
participants is to add an SDBA option to the plan. The SDBA allows participants
to set up a brokerage account through which they can use their plan assets to
purchase investments that are not included in the plan’s core line-up (e.g., individual
stocks, socially responsible investments). This option enables more experienced
investors to pursue their investment strategies without adding a large number
of complex additional investment options to the plan. A brokerage window may
also be appealing if some participants have engaged an investment advisor or
investment manager to design an investment strategy for their plan assets and
desire more freedom in their range of investment options. Keeping the number
of core investments to a reasonable number may also help simplify investment
communications and education efforts – which can have a positive impact on
plan costs. There is another way the SDBA option may impact plan costs. If a plan
sponsor wants to pursue a passive, low-cost investment strategy (e.g., offer primarily
passive, indexed investment choices), the SDBA feature gives participants who want
to pursue actively managed investment strategies access to the investments they
desire via the brokerage window.
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Building an investment menu
Let’s look at a simple scenario that illustrates how the SDBA can support a plan’s
investment objectives when there is wide range of investment experience and
objectives across the employees participating in the plan.
Assume a medical organization has 575 employees: doctors, nurses, administrative
and financial personnel, and janitorial staff. The employees have a broad spectrum of
investment experience, ages, and income levels. For example, some of the doctors
have significant assets outside the plan and have advisors they would like to consult
regarding their plan investments. On the other end of the continuum, some of the
employees have limited assets outside the plan and little investment experience.
To accommodate the broad spectrum of participant investment objectives
and experience levels, the medical clinic’s advisor suggests a three-tiered
investment menu.

Figure 1: Three-tiered investment menu
Core investments

■■ Select a menu of core investments for those employees who want to build their own portfolio
from options that have been selected by the plan sponsor, keeping the number of options in
check to avoid choice overload.
■■ Provide employee education and planning resources to support employees in making
investment selections.

Professionally-managed investments

■■ Provide professionally-managed investment options, such as target-date funds or
managed accounts, for those employees who are inexperienced investors.
■■ Evaluate whether to use the professionally-managed investment options as the default
investment for those employees who fail to make investment selections. Consider the
options available as qualified default investment alternatives (QDIAs), which provide plan
fiduciaries added protection against fiduciary challenges.

Self-Directed Brokerage Account (SDBA)

■■ For the plan’s more sophisticated investors, open a brokerage window with access to a
broad range of investment options.
■■ The SDBA provides a solution for employees who have their own advisor or who have a
specific investment focus that may not be appropriate to include in the core investment
line-up (e.g., socially responsible investments, individual equities, ETFs or mutual funds).

FOR PLAN SPONSOR USE ONLY – NOT FOR FURTHER DISTRIBUTION
800-765-8298 | tdainstitutional.com

One Pathway to More Personalized Investment Portfolios

7

The new “in-plan rollover” option
Today, most participants who retire or change jobs take their assets out of the
employer plan. Billions of dollars in assets are leaving retirement plans each year and
being rolled over to an IRA, a retail account.3
A 2013 Government Accountability Office (GAO) study concluded that in some
cases, plan participants could benefit from leaving assets in the plan.4 Some of the
benefits commonly associated with leaving assets in the plan versus rolling it to an
IRA include:

1

2

3

4

Fiduciary oversight – Plan fiduciaries are subject to the high standards
mandated by the Employee Retirement Income Security Act of 1974
(ERISA) when managing the retirement plan and are required to act in the
best interests of plan participants and beneficiaries. IRA owners are
considered the plan fiduciary, responsible for selecting IRA service
providers and investments.
Fee disclosures – DOL regulations require plan sponsors to provide
participants fee information intended to make it easier for participants
to understand and compare fees related to plan investments and
administrative services.5 IRAs are not subject to the DOL fee
disclosure requirements.
Protection from creditors – ERISA protects retirement plan assets from
the reach of a participant’s creditors. While protection of certain assets
varies from state to state, many IRAs and other accounts can be reached
by creditors.
Access to loans – Most retirement plans permit participants to take a loan
from their plan account. Loans give participants the option to use their
savings in the near term but restore their retirement nest egg so that it is
available when they need it. Loans are not permitted from IRAs.
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Both the DOL and IRS, recognizing some of the benefits of leaving assets in an
ERISA-covered retirement plan, have examined how they can adapt retirement
plan rules to help participants keep more assets in the plan. One example is the
Treasury regulations that make it easier for plans to include qualified longevity annuity
contracts (QLACs) that enable participants to create a retirement stream of income.6
Another example is the expanded Roth in-plan rollover option that allows participants
to more freely roll over assets from one type of account within the plan, such as
pre-tax deferrals, to a Roth account.7 In-plan rollovers result in participants paying
taxes on the assets at the time of the in-plan rollover, but open the door to tax-free
savings (if the distribution from the Roth account meets certain requirements). This
flexible conversion option was previously only available within an IRA. By allowing
participants to adjust the tax character of their plan assets, it becomes more feasible
for participants to build tax diversification and estate planning strategies while assets
remain in the employer-sponsored retirement plan.
Access to an SDBA may make leaving assets in the plan even more appealing to
plan participants. A plan’s core investment line-up may not provide a sufficiently
flexible range of investments to accommodate a participant’s retirement income or
estate planning strategy. Because expanding the investment line-up may not be
appropriate for the other plan participants, an SDBA may offer a solution.
By opening a brokerage window and “rolling” assets into the SDBA, the participant
(and a wealth manager) will be able to diversify and personalize the participant’s
investment portfolio to meet his or her unique objectives – without losing the benefits
associated with holding assets in an ERISA plan.
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When is an SDBA a
good fit for a business?
Plan sponsors considering whether an SDBA is a good fit for their plan should look
at the distinctive demographic characteristics of its workers. Plan attributes that favor
an SDBA option include:

1

Financially sophisticated plan participants who desire more flexibility and
diversity in the investment options available through the retirement plan.

2

Participants who wish to engage their own registered investment advisor
to build a personalized investment portfolio using plan assets.

3

Plans that have a sufficient investment menu to accommodate employees
who are not likely to use the SDBA options (e.g., core investments,
professionally-managed investments).

4

Plan sponsor is open to allowing participants to leave assets in the plan
through retirement years.

5

Plan sponsor is comfortable offering diverse investment options.
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What special considerations
should be factored into the
SDBA decision?
Plan sponsors considering adding an SDBA option for their plan should consider
the SDBA impact on their fiduciary responsibilities and on their participants’
investment behavior.

ERISA fiduciary considerations
Selecting and monitoring plan investments is a fiduciary responsibility. Therefore,
deciding to add an SDBA option to a plan and selecting a provider to perform SDBA
services are also fiduciary decisions.
In many cases, however, a plan sponsor may have only one or two SDBA options
that are available through the plan’s recordkeeper. Most recordkeepers will engage in
the process of evaluating SDBA options and integrating only with a select few. Even
though options may be limited from a practical standpoint, the plan sponsor must
follow a prudent process in evaluating the SDBA services.
Some of the considerations plan sponsors may wish to include in their due diligence
process when evaluating a recordkeeper’s SDBA feature include:

1

Make sure there are no discriminatory barriers to SDBA access. For
example, setting a high minimum amount to open an SDBA may be
impermissible if only a few highly compensated employees or owners
could satisfy that threshold requirement.

2

Identify any potential conflicts of interest with the SDBA provider.

3

Evaluate the nature and quality of services relative to the fees charged
for the SDBA services to confirm the fees are reasonable.
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4

Make certain adequate fee information can be provided by the
SDBA provider to enable the plan sponsor to satisfy the participant
fee disclosure requirements. Although an SDBA is not considered a
“designated investment alternative” subject to the detailed investment
information requirements, certain plan-related information is
required including:
■■ A disclosure when initially eligible and then annually explaining the
SDBA option and describing any fees that may be charged against
a participant’s individual account if they open an SDBA and notifying
participants where they can obtain additional information.
■■ A quarterly statement disclosing the amount of any fees actually
charged against a participant’s account in connection with the SDBA.8

5

Confirm they are otherwise complying with all regulatory and
legal obligations.
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As with any due diligence activity, a plan sponsor should keep a written record of
the steps they followed in evaluating the SDBA provider and establish a process and
schedule with their recordkeeper for monitoring the SDBA provider.
The DOL is currently exploring whether it should provide additional guidance
regarding the fiduciary duties related to selecting an SDBA and an SDBA provider.
Pending any additional guidance, plan sponsors may want to review the DOL’s
suggested list of variables to consider when selecting service providers – Tips for
Selecting and Monitoring Service Providers for Your Employee Benefit Plan
(www.dol.gov).9
A more in-depth discussion of the fiduciary considerations in deciding to offer an
SDBA is provided in a white paper entitled Offering a Brokerage Window, drafted
by attorneys Fred Reish and Bruce Ashton, and is available compliments of
TD Ameritrade Institutional. The white paper also analyzes the impact of the
participant fee disclosure rules on fiduciaries who offer SDBAs.

Plan design considerations
The plan document may need to be amended to accommodate the SDBA feature.
If the plan document limits the range of permissible investments, for example, an
amendment may be necessary. If a plan sponsor’s objectives for the SDBA include
retirement income opportunities from the plan, an amendment may also be in
order. Many plans restrict the types of distributions offered and do not permit partial
distributions or may charge a distribution fee for every payout, making a monthly or
quarterly stream of payouts costly.
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DOL RFI: What Will It Mean for SDBAs?
In August 2014, the DOL published a Request for Information Regarding Standards for Brokerage Windows in ParticipantDirected Individual Account Plans (RFI).2 The purpose of the RFI is to gather information that will help the DOL better
understand how SDBAs are being used today and “determine whether, and to what extent, regulatory standards or other
guidance concerning the use of brokerage windows may be necessary to adequately protect participants’ retirement
savings.”10
The RFI contains 39 questions covering a broad range of issues related to the use of SDBAs including:
■■ The scope of investment options typically available through an SDBA.
■■ Demographic and other information about participants who commonly use SDBAs.
■■ The process of selecting an SDBA and a provider for a plan.
■■ The costs of SDBAs and the kind of information about SDBAs and underlying investment options
typically available and disclosed to participants.
The RFI is not the DOL’s first foray into SDBA guidance. In 2012, the DOL issued Field Assistance Bulletin (FAB 2012-2) to
address a number of issues stemming from ERISA 404a-5 participant disclosure regulations. The DOL initially indicated that
certain investments selected through the SDBA would be subject to the detailed performance, fee, and other investmentrelated information for options available through the brokerage window.
In response to retirement industry input and other comments explaining the challenges presented by that new requirement,
the DOL revised its position, issuing FAB 2012-2R to confirm that a brokerage window is not a “designated investment
alternative” under the participant-level fee disclosure requirements.8 Currently, the brokerage window disclosure
requirements include:
■■ A description of the brokerage window.
■■ An explanation of fees that may be charged.
■■ A statement of the dollar amount of fees actually charged to the participant’s account.
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Summary
A growing number of employers have concluded that an SDBA option is a solution
for providing more investment choice for sophisticated investors within their plan,
without complicating the core investment options offered to less experienced
investors. An increased focus on retirement income strategies, combined with the
DOL’s exploration of SDBA usage, will ensure SDBAs remain the subject of intense
discussion and increased interest over the coming months.
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