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In-plan annuities: A solution 
for retirement income security?

Although they haven’t yet taken the retire-
ment plan market by storm, so-called 
“in-plan annuities” are gaining acceptance 

among 401(k) plan sponsors. Annuities are insur-
ance products that pay out income in the future and 
are popular for those who want a steady retirement 
income stream. Whether in-plan annuities can fit 
into your qualified retirement plan is a question you 
need to consider. 

What are the numbers?
In 2014, LIMRA, a life insurance industry data-
gathering organization, reported that total assets 
“covered by an in-plan 
guarantee” grew 31% during 
the previous two years, even 
though the actual dollars — 
about $3 billion — represent 
just a small fraction of the 
401(k) asset universe. Also, 
while about 2.3 million plan 
participants have an in-plan 
annuity option available to 
them, the proportion who’ve 
used that opportunity is 
small. With this type of 
growth, in-plan annuities 
may become a fixture on  
the 401(k) landscape.

The trend is likely to be buttressed by IRS Notice 
2014-66, published in October 2014, giving the 
agency’s stamp of approval for in-plan annuities to 
be used as a component of a target date fund. That 
means they can become part of a qualified default 
investment alternative. With an annuity element 
automatically built into the investment lineup, 
many participants could wind up with an in-plan 
annuity absent an affirmative action on their part 
to reject it.

What are the choices?
In-plan guaranteed alternatives generally are one 
of three annuity formulas:  

1. Deferred fixed annuity. This is the simplest 
choice. Plan participants purchase the annuity 
contract with their regular plan contributions. The 
formula calculates the guaranteed future income 
based on the interest rates and actuarial assump-
tions in place at the time of each contribution. 
The participant must begin taking the annuity at 

With an annuity element automatically 

built into the investment lineup, many 

participants could wind up with an 

in-plan annuity absent an affirmative 

action on their part to reject it.
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retirement. If he or she dies before the annuity is 
fully distributed, heirs may not recover any of the 
“wasted” contributions. By the same token, if the 
retiree lives to 100 years old, he or she comes out 
ahead of the game.

2. Guaranteed minimum income benefit (GMIB). 
To limit the risk that the interest rate and  
actuarial conditions will end up giving the  
retiree too little to live on, the annuity industry 
offers a GMIB. Under this option, the participant 
must annuitize the benefit at retirement. Regard-
less of the cumulative impact of low interest  
rate trends or life expectancy data, a GMIB  
guarantees the retiree a minimum benefit. And  
if investment performance of the underlying 
investment portfolio exceeds assumptions built 
into the original pricing model, the retiree can 
enjoy a higher benefit. 

3. Guaranteed minimum withdrawal benefit 
(GMWB). As implied by its name, a total amount 
the retiree can take out has a fixed minimum, 
based on total contributions. The formula guaran-
tees income amounts subject to a specified  
withdrawal rate, such as 5%. With a GMWB,  
participants maintain control over the account.

Some in-plan products, such as “systematic  
withdrawal plans,” provide no guarantees. This 
option allows retired participants to determine  
the amount and frequency of their retirement 
income stream. Although not new, the model 
hasn’t been popular, according to the Institutional 
Retirement Income Council (IRIC), possibly 
because of its variability of long-term security, 
depending on the periodic withdrawal amounts 
chosen by retirees.

Is it time for an in-plan annuity?
One potential benefit of offering an in-plan annu-
ity, according to IRIC, is reducing retirement plan 
expenses. This option may slow the number of roll-
overs, leading to more plan assets, which can give 
sponsors more leverage to negotiate favorable fee 
structures from plan service providers. 

Fiduciary responsibilities 
with in-plan annuities
As their name suggests, in-plan annuities can  

be part of 401(k) plans, thus coming under the 

fiduciary oversight obligations. Offering in-plan 

annuities requires more responsibility and perhaps 

complexity on the plan administrator’s part, but 

represents a serious effort on the employer’s part 

to safeguard a portion of retirees’ income.

Alternatively, out-of-plan annuities are made 

available to plan participants only when they 

retire. In this scenario, the plan provides retirees 

access to an annuity shopping mechanism, not 

unlike a public health care insurance exchange, 

and the transaction is between the retiree and 

the insurance carrier issuing the annuity. The 

purchase of these annuities isn’t a taxable event, 

as they’re similar to an IRA rollover.

Here the plan sponsor is responsible for the 

administrative processes to facilitate the rollover 

transactions. According to a report by the Institu-

tional Retirement Income Council (IRIC), out-of-

plan annuities limit the employer’s responsibility 

to ensuring that the annuity purchasing service 

provides retired participants with accurate infor-

mation to navigate the process.



Having a retirement plan committee isn’t  
a legal requirement for plan sponsors. 
However, it’s considered a best practice. 

In the absence of a committee, by default the  
corporation itself becomes a fiduciary — an  
amorphous proposition. Should you consider  
forming a committee? Let’s take a closer look  
at the benefits.

Creating a productive committee
Retirement plan committees tend to fall into two 
categories: 1) a disinterested collection of people 
who hold periodic rubber-stamping sessions, or  
2) an engaged governing mechanism safeguarding 
the plan participants’ interests and fulfilling its 
fiduciary mandate. How can you make sure yours  
is the latter?

Start by making sure potential members fully under-
stand the role of the committee, their fiduciary status 
and the implications of being a fiduciary. Members 
should sign a document accepting their appointment 
on the committee. Be clear with them about the 
legal consequences of failing to properly oversee the 

plan. Cultivate a positive attitude by reminding the 
members that they play a critical role in the success 
of the retirement plan. For many employees, this  
is one of the only vehicles they have toward saving 
for retirement.

Organizing the committee
The two most common reasons to form a retirement 
plan committee are to:

1. Help the plan select and monitor vendors, and 

2. Avoid ERISA compliance breaches.  

Both are ripe for possible litigation. For example, 
given ERISA’s complexity, inadvertent noncom-
pliance can occur. With these stakes, properly  
setting up the committee is crucial. To start, 
establish a charter. These are similar to corporate 
bylaws. Charters should:

K  Describe the committee’s authority and  
responsibilities,

K  Lay out how members can be named  
and replaced,
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Upcoming compliance deadlines: 
6/30   Deadline for processing corrective distributions for failed actual deferral percentage / 

actual contribution percentage (ADP/ACP) tests from plan with eligible automatic 
contribution arrangement (EACA) without 10% excise tax 

7/29  Summary of material modifications is due (210 days after the end of the plan year in 
which the amendment was adopted)

7/31  Form 5500 is due for calendar year plans or a request for an extension on Form 5558
7/31  Form 5330 to report excise tax on prohibited transactions and excess 401(k) plan con-

tributions is due

COMPLIANCE ALERT

Why retirement plan  
committees are a best practice



5

K  Set how often the committee will meet (quarterly 
is recommended), and

K  Identify its members, typically by title rather than 
name (to avoid frequent charter amendments as 
people move in and out of particular jobs).

Be realistic about the charter’s elements, such as 
the frequency of meetings. For some matters, rou-
tinely violating the charter may put you at greater 
risk than not having one in the first place.

In addition to overall committee responsibilities, 
it’s helpful when members have specific areas of 
responsibility on the committee. This can help 
avoid having important matters go unnoticed. But 
remember, even though a committee with individ-
ual member responsibilities limits the possibility of 
lapses, it doesn’t guarantee that lapses won’t occur.

Establishing an IPS
If the committee’s mandate covers overseeing plan 
asset investments, it should establish and enforce an 
investment policy statement (IPS). The IPS should 
strike a balance: The more narrowly you define the 
policy, the more you tie your investment manag-
ers’ hands. In contrast, an overly broad IPS may 
increase the chances that investments will stray 
into hazardous territory. The IPS should describe 
how the committee will monitor plan investments’ 
actions relative to that policy statement. 

ERISA holds plan fiduciaries to a high standard of 
prudence. For example, it’s generally not sufficient 
to oversee the investments in your plan’s retirement 
portfolio the same way you manage your personal 
investments. Thus, the committee charter should 
include criteria for the hiring — and firing — of 
qualified experts to help the committee undertake 
its responsibilities. 

Even so, ERISA enforcement generally places an 
emphasis on sound (and prudent) decision-making 
processes, rather than outcomes. For example, if 
the retirement committee follows a thorough vet-
ting process for picking an investment manager, 
and that manager subsequently delivers disastrous 
performance, a court will generally find that plan 
fiduciaries acted prudently. However, if the com-
mittee failed to act when the investment manager 

deviated radically from the agreed-on investment 
strategy, courts may not be so forgiving.

Documenting committee actions
Documentation of the committee’s actions is 
critical. Remember, in a litigation situation, the 
absence of committee minutes highlighting its 
deliberations and decisions leaves the committee 
on thin ice. The lack of minutes can also convey 
the message that plan oversight isn’t up to an ade-
quate standard. A Department of Labor examiner 
may consider this in an investigation or review. 

However, the existence of minutes alone doesn’t 
guarantee that fiduciaries and committee members 
will be cleared of wrongdoing in litigation or an 
investigation. Rather, the content of the minutes 
matters. Make sure your committee meeting minutes 
are based on the author’s contemporaneous meet-
ing notes, not compiled from memory days later. 
Similarly, circulate and approve minutes soon after 
the meeting has taken place while the attendees’ 
memories are fresh.

Because the minutes may be read someday by an 
opposing attorney or federal auditor, they must 
be accurate and stick closely to the basic facts. 
This includes the core elements of discussions and 
what decisions were made, and not a blow-by-blow 
reporting on all that was said. Not only would 
that hold the potential to provide ammunition for 
opponents in litigation, but it would make minutes 
less useful to committee members.

It is time for a committee?
Remember, if a committee member has any  
control over plan management or its assets, that 
member is considered a fiduciary. If you don’t  
have a plan committee in place, now may be  
the time to create one. 
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Maintaining data security is a significant 
part of running any business. Breaches 
are inevitable — although not at every 

organization. Now is the time to ask your service 
providers about their data security. 

Ask the right questions
Many retirement plan fiduciaries focus their oversight 
of retirement plan service providers on investment 
performance and competitiveness of fees. But it’s  
just as important to ask about data security. Don’t 
limit your inquiry to the vendor’s own databases — 
ask about the protection of data passed between the 
vendor and your plan and its participants.

Ask to review your contract’s security provisions 
together with your vendor. Also be sure to discuss 
whether the vendor has had any breaches of its 
systems. And inquire about any upgrades to the 
data system and whether these upgrades have been 
through data security testing.

Make an annual review
Because of the highly technical nature of 
data security procedures, sponsors and general 

consultants typically aren’t equipped to make a 
personal assessment of the procedures’ adequacy. 
The good news is that they don’t have to.

The American Institute of Certified Public 
Accountants (AICPA) created an industry audit-
ing standard known as Statement on Auditing 
Standards (SAS) No. 70 (Service Organizations) 
in 1992. This standard laid the foundation and 
provided guidance to auditors who issued audit 
reports on the controls over transaction processing 
by service organizations. Many in the account-
ing industry continue to use the phrase “SAS 70” 
generically to refer to this type of audit.

Auditors now refer to successor AICPA standards 
that provide standards and guidance for the  
following service control organization (SOC) 
reports: SOC 1/SSAE No. 16 (Reporting on  
Controls at a Service Organization) and SOC 2 
(Reporting on Controls at a Service Organization  
Relevant to Security, Availability, Processing  
Integrity, Confidentiality, or Privacy). 

According to the AICPA, undergoing such an 
audit requires an in-depth examination of the 
provider’s control objectives and control activi-
ties. This often includes controls over information 
technology and related processes. 

Get the report
Plan sponsors can request a copy of a vendor’s 
SOC 1 or SOC 2 report. If the report indicates the 
service provider’s controls are inadequate, a vendor 
may not share the report with customers until it 
obtains a passing report in a subsequent audit. If 
a service provider cannot provide an audit report, 
find out why. It may be as simple as the service 
provider being small and not believing it can afford 
it. That may or may not be a red flag, depending 

It’s time to ask
CHECKING YOUR SERVICE  
PROVIDERS’ DATA SECURITY SYSTEM
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on what other insights about the vendor have been 
gleaned through the regular due diligence process.

After you receive a vendor’s SOC 1 or SOC 2 
report, keep copies on file. This can help establish 
that plan fiduciaries sought and received informa-
tion confirming the quality of the service provid-
er’s data security controls. 

Now is the time
Even though it’s unlikely that plan participants 
would sustain a financial loss if the files of a plan’s 
service provider were hacked, the service disruption 
might be more than a minor inconvenience. Also, a 
data breach may result in a deterioration in service 
quality. Before you enter into any agreement with a 
vendor, be sure you have all the information. 

PBGC updates premium rates and payment deadlines
Earlier this year, the Pension Benefit Guaranty Corporation 
(PBGC) announced several changes affecting defined- 
benefit pension sponsors in 2015, including changes to 
annual premium rates and scheduling. Sponsors of qualified 
defined-benefit plans subject to ERISA’s plan termination 
insurance rules must file with and pay to the PBGC annual 
plan termination insurance premiums.

For single-employer defined-benefit plans, the PBGC 
charges two types of premiums:

1. Flat-rate premium. This is a fixed amount per participant. 
For single-employer plans, the PBGC raised the rate in 2015 
by 16% to $57, up from $49.

2. Variable-rate premium. This is based on how well the 
plan is funded. In 2015, the rate jumped to $24 per $1,000 
of unfunded vested benefits, up from $14, and the cap was 
bumped up to $418 times the number of participants.

The PBGC also announced that the premium payment schedule transition rule for small pensions (generally with 
100 or fewer participants) is now fully phased in. The premium due date now coincides with Form 5500 due dates. 
Thus, generally for calendar year plans, the due date is October 15.

In addition to the premium rate and payment changes, the PBGC made the following announcements:

Risk-transfer activity reporting. Pension plans must now report information about the number of former employees 
involved in certain recent risk-transfer activities — such as annuity purchases and lump-sum windows. Because the 
reporting requirement for 2015 applies to a longer period than for subsequent years, plans may report reasonable esti-
mates instead of exact counts.

Look-back rule approval. PBGC approval is required to start using the look-back rule in 2015 if the plan opted out in 
2014. Approval is also required, with limited exceptions, to opt out of the look-back rule starting this year. The PBGC has 
expanded its look-back rule instructions to clarify the exceptions and to provide information on how to request approval.



More than just  
your benefit plan auditor

W e are more than just your benefit plan auditor. 
Insero & Company has grown into one of the 
largest tax, accounting and business advisory 

practices in Upstate New York. We provide the depth 
and breadth of resources typically available only through 
national firms and the service — oriented perspective  
you expect from your local service providers. More  
importantly, we can help you reduce costs and save money. 
A few of our key service offerings are outlined below.

Temporary Resources
Many companies have downsized their accounting group, 
but still have the same reporting requirements. In the 
event you need temporary resources to get through a tight 
deadline or need to fill a vacancy caused by downsizing 
and/or due to maternity leaves, our Outsource Accounting 
Services Group can help your team with anything from 
routine monthly accounting support to assisting with  
complex transactions.

Our dedicated outsource team is experienced and can 
assist you with your monthly, quarterly, and year-end 
closing process. We can tackle the accounting to  
assimilate an acquisition or divestiture of a business 
unit, and we can also prepare account reconciliations, 
auditor support packages, calculation of tax provision, 
financial statements, and tax returns.

Technical Research
We are becoming the technical research department for 
many companies. Our team has national firm experience 
and can help you through the most technical of issues. 
We can also research and lead the adoption of new  
technical accounting pronouncements. As part of  
our service, you can count on our team to prepare all 
required memos and journal entries for your audits.

Sarbanes/Internal Audit
We have a superior SOX/Internal Audit group that has 
helped many companies with initial SOX implementation, 
as well as subsequent years’ compliance. Our experience 
ranges from full turnkey outsource SOX and internal  
audit solutions to co-sourcing with internal teams or a  
lead Big 4 firm. We will help you reduce your key controls 
and related testing and ultimately reduce your SOX and 
internal audit fees.

Go with the experts
We would welcome the opportunity to discuss your 
audit or other needs and put our expertise to work for 
you. Please call us today at 585-454-6996 and let us 
know how we can be of service.
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