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INTRODUCTION
This compilation of frequently asked questions (FAQ) was developed by the Insured

of interest” rule). These materials are provided for informational purposes only and not for

any particular issue or question. Use of and access to these materials does not create an
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ABOUT THE RULE
ABOUT THE RULE

1. What does the DOL rule do?

Many common activities that have not traditionally been considered
recommending or suggesting that a client:
Rollover all or part of their retirement savings from a 401(k) plan to an IRA
Hire another person to provide investment advice or investment
management services.
advisory account.
the treatment of other types of activities is less certain. Here are a few

Giving a mere factual description of the features of an investment
product and explaining how the product can meet certain needs.
Providing examples of how particular investment products could be
used to implement an individual’s asset allocation plan.
Counseling a recent retiree about his or her likely income replacement
needs and the features available under various annuity products that
could help meet those income replacement needs.
might cross over into the category of recommendations and constitute

INSURED RETIREMENT INSTITUTE | irionline.org

1

ABOUT THE RULE

2. What is the Best Interest Contract (BIC) Exemption?
continue to receive commissions and other types of compensation tied to

(no contract is required when you are working with an ERISA plan or a

compensation” for your services.
interest from causing violations of these promises.
Provide your clients with general information about the best interest
information available upon request.
Maintain a free website that is updated at least quarterly and provides
information about arrangements with product manufacturers and
business model and advisor compensation arrangements.

practices you will have to follow to ensure compliance with all of these
requirements.
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3. Are there any exceptions from the DOL rule?
ABOUT THE RULE

While the rule broadly treats almost all interactions between advisors and

advice.

part of an asset allocation model as long as you list all of the options
available in the plan within each asset class. This is not permitted if you
are working with an IRA owner.

if you provide advice about such transactions to an “independent

assets under management.
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ABOUT THE RULE

4. When will the DOL rule go into effect? What is
the difference between the effective date and the
comply with the rule?
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the liability imposed under the DOL rule?
ABOUT THE RULE

coverage to the amount of any applicable surrender charges.

INSURED RETIREMENT INSTITUTE | irionline.org

5

ABOUT THE RULE

6. What should I do if I have questions about how to interpret
or apply the DOL rule? Is it possible to ask the DOL for
additional guidance?
directly to request any guidance about the rule.
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BEING AN ERISA FIDUCIARY

and holds them to new legal obligations that go beyond doing what’s right for
their clients.

circumstances then prevailing that a prudent man acting in a like capacity
would use.” Compliance with these duties is not judged based on outcomes

receive compensation from any third parties in connection with their
recommendations or compensation that varies depending on the particular
investment being recommended. These are considered “prohibited
transactions.” The DOL can provide exemptions to allow individuals and

compensation for these recommendations. See Question 2 under “About the
Rule” for general information about the BIC Exemption.
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act in his or her client’s best interest. We know the vast majority of advisors

2. What are the differences between my obligations as a

change my responsibilities to my clients?
BEING AN ERISA FIDUCIARY

require that you “have a reasonable basis to believe that a recommended

imposes even more stringent and detailed suitability requirements. Insurance
agents are subject to similar obligations under most states’ insurance

by FINRA rules).
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laws?

BEING AN ERISA FIDUCIARY

could impact the impartiality of your advice.

qualify for the BIC Exemption or another prohibited transaction exemption
(PTE).
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ongoing support.
BEING AN ERISA FIDUCIARY

You and your clients can agree to structure your relationships in a manner
that would not require you to engage in activities that would make you a

by including a disclaimer in the disclosures or other documents you provide

including information about “the scope of the services provided” by you
will monitor the client’s investments and inform them of any recommended
changes.
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The rule is less clear in the context of holistic advice provided to a client with

the terms of the contract.
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BEING AN ERISA FIDUCIARY

to take that distribution.

operate under advisory agreements with my clients?
Advisors who engage in activities that would typically require an advisory
agreement may be able to operate under either an advisory agreement or a

BEING AN ERISA FIDUCIARY

will use the BIC Exemption. The provisions of the best interest contract can
be incorporated into an advisory agreement or into other account opening
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COMPENSATION
am compensated?
requirements of a prohibited transaction exemption (PTE) to receive
compensation for the advice you provide to your clients. This will apply to
both existing and new clients. The BIC Exemption and most other PTEs
impose a “reasonable compensation” standard that will prohibit you from

make sure that any differences in the amount of compensation you may
receive for recommending one type of product over another (this is called

may only be able to receive a higher commission for recommending a variable
annuity rather than a mutual fund if you actually spend more time working
with your clients to make sure the annuity is in their best interest and helping
them understand the product you are recommending.
compliance with the compensation restrictions.
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your compensation will depend on the particular facts and circumstances at
the time of the recommendation. See Question 3 under “Compensation” for
more information about “reasonable compensation.”

from any third parties and compensation that varies depending on the

under an advisory relationship unless you qualify for a prohibited transaction

COMPENSATION

exemption for most situations is the Best Interest Contract (BIC) Exemption.
See Question 2 under “About the Rule” for more information about the BIC
Exemption.
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3. What does “reasonable compensation” mean?

applied in the IRA market as well. Advisors to IRA owners have never before
so this will be an adjustment for that part of the industry.
“Reasonable compensation” has traditionally been interpreted and applied
be determined based on whether your compensation is in line with amounts
being received by others in the market in connection with recommendations

“reasonable compensation” and the policies and procedures needed to satisfy
this standard.
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COMPENSATION

expected to target at least true outliers (compensation that is far out of line
with the market). The reasonableness of your compensation will depend on
the particular facts and circumstances at the time of the recommendation.

4. Will I have to follow the rules in the BIC Exemption if I only
receive fees or other forms of levelized compensation?
Does it make a difference if the levelized compensation is
at the account level or the product level?
As explained in Question 2 under “About the Rule” and Question 1 under

being recommended or compensation from third parties unless you satisfy
the requirements of a “prohibited transaction exemption” (PTE). The BIC
on the particular transaction. The DOL designed the rule to try to drive most
transactions through the BIC Exemption.

COMPENSATION

the need to use the BIC Exemption or another PTE by using a levelized fee

to your clients.

BIC Exemption if you recommend that a client or potential client rollover all
to another (because you would receive compensation if the client decides to

people call this “BIC Lite”).

documentation of the reasons the arrangement is considered to be in the best
interest of the retirement investor. BIC Lite is only available under very limited

using only levelized fee arrangements.
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5. How will the DOL rule impact my relationships with
existing clients? Can I continue to advise clients on
existing investments (including recommendations about
subaccount switches) and can I continue to receive trail
commissions?
begin complying with the DOL rule for both new and existing clients by April
servicing your existing clients and receiving compensation with respect to
those clients after that date.

COMPENSATION

existing accounts without relying on the full BIC Exemption as long as you
meet certain requirements.

whether and how its advisors may be able to rely on this provision.
In order to receive new compensation for any transactions you recommend
relationship in a way that avoids any “prohibited transactions” (see Question
1 under “Being an ERISA Fiduciary”) or satisfy the requirements of the BIC
interest contract requirement with respect to existing clients without having
a notice to existing clients informing them of the additional rights they have
under the BIC Exemption. This is called “negative consent.”

services in exchange for those trails.
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5)& BIC "/% PTE 84-24
1. Who has to sign the “best interest contract” and when

advisors do not have to sign. The contract has to be signed by the time your
client decides to execute a transaction you recommended. No contract is

THE BIC AND PTE 84–24

most direct ability to supervise your business activities will be in the best
position to ensure compliance with the requirements of the BIC Exemption

client. The insurance company that issues the variable annuity would not also
have to sign the contract.
follow with respect to the execution of best interest contracts.
See Question 6 under “Being an ERISA Fiduciary” for information about the
impact of the contract requirement for registered investment advisers.
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they are unhappy with their investment results?

including the commitments to act in your client’s best interest and receive
only “reasonable compensation.”

on the facts and circumstances at the time of the recommendation. While
clients may still try to bring a legal action if they are unhappy with their

standard.

clients’ right to participate in a class action suit.
THE BIC AND PTE 84–24

act in your client’s best interest or comply with the promises included in the
best interest contract.
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3. I already have to make sure the investments I recommend
to my clients are suitable. What more is required to satisfy
the “best interest” standard?
Suitability requires that your recommendations be appropriate to your

it is not enough. You will also have to make recommendations the way a

recommendation.
require you to determine the best product available in the entire marketplace
product.”
future claims by any client that alleges you did not act in their best interest.
This could include keeping track of the following:
THE BIC AND PTE 84–24

Information you have about your clients (including information clients
may have declined to provide)
The universe of products you considered to potentially meet their needs
Your reasons for recommending particular products over others
Any information you provide to your clients to help them understand the
recommended products and the basis for your recommendations.

documentation.
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4. I understand there are new disclosure requirements under
the BIC Exemption. What do I need to know about those?
to notify the DOL in advance of that intention and must conform to data
retention and recordkeeping rules.
requirements. General information about the best interest standard and

recommended transaction. Your clients will have the ability to obtain more
will also have to maintain a free website that is updated at least quarterly
with information about arrangements with product manufacturers and other
model and advisor compensation arrangements.
and will establish policies and procedures you will have to follow to ensure
compliance.
THE BIC AND PTE 84–24

INSURED RETIREMENT INSTITUTE | irionline.org

21

5. What is PTE 84-24 and how is this exemption used? What
are the disclosure requirements and other conditions for
selling products covered by this exemption?

receipt of sales commissions by advisors from the insurance company.

annuities such as single premium immediate annuities (SPIAs) and deferred
similar products would not be covered.

THE BIC AND PTE 84–24

to satisfy certain requirements:
Act in your client’s best interest
Receive only “reasonable compensation” for your services.
Provide your clients with information about the sales commission
you will receive from the insurance company for the recommended
the recommended annuity contract.

procedures and practices you will have to follow to ensure compliance with all
of these requirements.
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803,*/(8*5)$-*&/54
1. How will the DOL rule impact my ability to provide
education to my clients?
While the rule broadly treats almost all interactions between advisors

and general strategies for managing assets in retirement.
Model asset allocation portfolios for hypothetical clients with different
Interactive investment materials plan participants or IRA owners can
or estimate how much retirement income could be generated by a
hypothetical account balance.

WORKING WITH CLIENTS

model.
to use the education exception.
See Question 3 under “About the Rule” for more information about the
exception for educational communications and other exceptions from the
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2. How will the DOL rule impact my ability to recommend
Providing advice about rollovers is one of the many common activities that

prohibited transaction exemption in order to recommend that a client rollover

advice about rollovers.
recommendations under the rule:
the full BIC Exemption.

(some people call this “BIC Lite”). See Question 4 under “Compensation”
for more information about BIC Lite.
If you are recommending a rollover and also recommending that
the rollover proceeds be used to purchase a “Fixed Rate Annuity

WORKING WITH CLIENTS

recommendation.
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3. How will the DOL rule impact my ability to recommend my

have (including any limitations on the universe of products you can offer). In
offer proprietary products.

to ensure compliance with these special rules.

WORKING WITH CLIENTS
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4. Will different rules apply depending on whether I am
working with a small plan or a large plan?

WORKING WITH CLIENTS

are working with a plan or IRA client that is represented by a sophisticated
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