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What does the DOL Rule do?

1. Makes everyone a Fiduciary ... well almost

2. Increases Disclosure ST

3. Imposes a Best Interest Standard for :
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4. Imposes a Reasonable Compensation “*
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1975 Rule (Current Rule): 5 Part Test 2016 Rule: 4 Part Test

A person renders advice to the plan as to the val- A person makes a recommendation (renders

ue of or advisability of buying, selling, investing in advice) to a plan fiduciary, plan participant, or IRA

securities or other property owner regarding buying, selling, holding, valuing
or distribution from a plan or IRA

On a regular basis Once is enough
Pursuant to a mutual agreement, arrangement, or Pursuant to a written or verbal agreement, ar-
understanding written or otherwise, between the rangement, or understanding

plan or a plan fiduciary

That the services will serve as a primary basis for That the advice is given for consideration in mak-
investment decisions ing investment of management decision, and ...
The advice will be individualized to the plan That the advice is individualized to, or that the
based on the particular needs of the plan advice is specifically directed to, the advice

regarding such matters as, among other things, recipient.
investment policies or strategy, overall portfolio
composition, or diversification
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How do you become a Fiduciary and find
yourself subject to the Rule?

Fiduciary

Consequence?

Prohibited Transaction

¥

Prohibited Transaction Exemption

Advice Compensation

IRA or Qualified Plan
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Investment Advice*:

* Buy, Sell or Hold recommendation, including rollovers

* Management of Securities/Property (e.g., investment
policies, account type, portfolio composition, etc)

e Referral of Person to Provide Investment Advice

*The Rule also provides exceptions or carve-outs to the definition of Investment Advice
For Internal Use Only; Material Subject to Change Without Notice
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Common Prohibited Transaction
Exemptions (PTE)

Best Interest Contract

PTE 84-24 Exemption (BIC)

Which PTE depends on:
1. Account Type: IRA or Qualified Plan

2. Asset Type: Fixed Annuity, Indexed Annuity, Variable Annuity, Mutual Fund, etc
3. Compensation: Commission, Asset Based, Revenue Sharing, Marketing Fees, etc

For Internal Use Only; Material Subject to Change Without Notice
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Best Interest Contract

PTE 84-24 Exemption (BIC)

Eligible Products: Eligible Products:
® ONLY Fixed Annuities (group and * Broad range of products
individual) and Insurance Contracts
Eligible Compensation for Fiduciary e Example: indexed annuities, variable
annuities, mutual funds, etc Eligible
e ONLY Insurance Commissions, Compensation for Fiduciary
including trailer, and related employee
benefits * Broad range of compensation
structures

® Example: Assets based charge,
marketing allowance, etc
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PTE 84-24

‘ Covered Transaction: Payment of

insurance commission and related

EXEMPTION FOR COVERED employee benefits in connection
TRANSACTIONS with the sale of an insurance

contract or fixed annuity

IMPARTIAL
CONDUCT
STANDARDS

GENERAL WRITTEN
CONDITIONS DISCLOSURES
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CONTRACT REQUIREMENT DISCLOSURE REQUIREMENT

. 4

POINT OF SALE (TRANS-
ACTION) DISCLOSURE

ACKNOWLEDGE
FIDUCIARY STATUS

WEBPAGE
DISCLOSURE

IMPARTIAL CONDUCT
STANDARDS

WARRANTIES

CONTRACT
DISCLOSURES
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Some Practical Impacts

1.Non-Compliance with PTE — Regulatory
2.Contract Litigation in State Court

3.Indexed Annuity Distribution
—Must be sold through BICE
—Insurance Companies are generally reluctant to sign the BICE contract
—Incentive and varying compensation places pressure on whether adviser
recommendation was in the best interest of customers
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So What's Next?

Applicability Date: April 10, 2017 (most requirements apply)

Full Phase-In Date: January 1, 2018 (full compliance)
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INTRODUCTION

This compilation of frequently asked questions (FAQ) was developed by the Insured
Retirement Institute (IRI) to provide general information for financial advisors about the U.S.
Department of Labor’s recently adopted fiduciary rule (sometimes referred to as the “conflicts
of interest” rule). These materials are provided for informational purposes only and not for
the purpose of providing legal advice. Individual financial advisors should consult with their
firm’s legal and compliance departments to obtain guidance and direction with respect to
any particular issue or question. Use of and access to these materials does not create an
attorney-client relationship between IRl and any user. The opinions expressed below are the
opinions of IRl and may not reflect the opinions of any particular IRl member company.

Copyright © 2016 by the Insured Retirement Institute, 1100 Vermont Ave, 10th Floor,
Washington, DC 20005. All rights reserved. No portion of this document may be reproduced
without the express written consent of the Insured Retirement Institute.
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ABOUTTHE RULE

1. What does the DOL rule do?

The new fiduciary rule replaces a rule that had been on the books since 1975
to determine whether someone is a fiduciary under the Employee Retirement
Income Security Act of 1974 (ERISA). The new rule significantly expands the
universe of activities that would make someone a fiduciary under ERISA by
treating almost any suggestion about investments as fiduciary advice.

Many common activities that have not traditionally been considered
fiduciary in nature but would be under the new rule, including, for example,
recommending or suggesting that a client:

= Rollover all or part of their retirement savings from a 401(k) plan to an IRA
account, or transfer all or part of their savings from one IRA to another.

m Hire another person to provide investment advice or investment
management services.

® Transition from a commission-based brokerage account to a fee-based
advisory account.

While the new rule clearly treats the activities listed above as fiduciary advice,
the treatment of other types of activities is less certain. Here are a few
examples of activities that potentially could make you a fiduciary under the
new rule, depending on the circumstances:

®m  Giving a mere factual description of the features of an investment
product and explaining how the product can meet certain needs.

®m  Providing examples of how particular investment products could be
used to implement an individual’s asset allocation plan.

m 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.

While some of these activities could qualify as education, certain variations
might cross over into the category of recommendations and constitute
fiduciary advice. Determinations about whether specific activities will make
you a fiduciary under the DOL rule will be made by your firm.

INSURED RETIREMENT INSTITUTE | irionline.org 1
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2. What is the Best Interest Contract (BIC) Exemption?

The Best Interest Contract (BIC) Exemption would allow you and your firm to
continue to receive commissions and other types of compensation tied to
specific products if your firm meets the following requirements:

= For IRA clients, enter into a “best interest contract” with your clients
(no contract is required when you are working with an ERISA plan or a
participant in an ERISA plan), including promises that you and your firm
will act in your client’s best interest, and will receive only “reasonable
compensation” for your services.

m Establish policies and procedures to prevent material conflicts of
interest from causing violations of these promises.

= Provide your clients with general information about the best interest
standard and material conflicts of interest, with more detailed
information available upon request.

= Maintain a free website that is updated at least quarterly and provides
information about arrangements with product manufacturers and
other parties for third party payments, and information about the firm’s
business model and advisor compensation arrangements.

Your firm will decide whether it intends to use the BIC Exemption. Firms
that choose to use the BIC Exemption will develop policies, procedures and
practices you will have to follow to ensure compliance with all of these
requirements.

2 FAQ FOR FINANCIAL ADVISORS ON THE DOL FIDUCIARY RULE



3. Are there any exceptions from the DOL rule?

While the rule broadly treats almost all interactions between advisors and
clients as fiduciary advice, it does make clear that certain types of activities
would not make someone a fiduciary under ERISA:

m  General communications such as newsletters, research reports, general
marketing materials, and speeches and presentations at conferences
and widely attended events would not typically be considered fiduciary
advice.
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= You will also be able to provide educational information about financial,
investment, and retirement matters without becoming a fiduciary,
although there are some restrictions on your ability to discuss specific
investment products. For example, if you are working with a participant
in an employment-based plan, you can identify specific investments as
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.

m The rule also provides an exception for arms’-length sales transactions
(sometimes referred to as the “seller's exception”), but it is only available
if you provide advice about such transactions to an “independent
fiduciary,” which can be a bank, an insurance company, a broker-dealer, a
registered investment adviser, or a fiduciary with at least $50 million in
assets under management.

These are just three examples — Your firm will determine whether specific
activities would make you a fiduciary under the rule.

INSURED RETIREMENT INSTITUTE | irionline.org 3



4. When will the DOL rule go into effect? What is
the difference between the effective date and the
implementation date? How long will my firm and | have to
comply with the rule?
The effective date of the final rule is 60 days after its publication in the
Federal Register, or June 7, 2016. The applicability date for most parts of the

final rule is April 10, 2017. Certain parts of the BIC Exemption have a delayed
applicability date of January 1, 2018.
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5. Will I need special fiduciary insurance (E&O coverage) for
the liability imposed under the DOL rule?

While ERISA does not require fiduciaries to hold any particular type of
insurance coverage, anyone who will become a fiduciary under the DOL
rule should consider obtaining fiduciary liability insurance. Some firms hold
fiduciary liability coverage for their advisors, so you should check with your
firm to find out if you already covered.
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If your firm does not provide this type of coverage for you, you should
consider purchasing your own fiduciary liability policy. Given the specialized
nature of this type of coverage, it would be advisable to consult with a broker
who has experience and expertise dealing with ERISA fiduciary liability.

In either case, make sure you understand the coverage limits and exclusions
associated with this type of coverage. For example, certain policies may limit
coverage to the amount of any applicable surrender charges.

INSURED RETIREMENT INSTITUTE | irionline.org 5



6. What should I do if | have questions about how to interpret
or apply the DOL rule? Is it possible to ask the DOL for
additional guidance?

You should consult with your firm before attempting to contact the DOL
directly to request any guidance about the rule.
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BEING AN ERISA FIDUCIARY

1. What does it mean to be a fiduciary under ERISA, and how
does fiduciary status affect advisor compensation?

The DOL has emphasized the fact that a fiduciary under ERISA is required to
act in his or her client’s best interest. We know the vast majority of advisors
are already committed to acting in their clients’ best interest, but this is more
than just an affirmation of that commitment. It changes advisors’ legal status
and holds them to new legal obligations that go beyond doing what's right for
their clients.

Specifically, ERISA fiduciaries and their firms have a duty of loyalty, meaning
they must act solely in the interest of their clients, and a duty of prudence,
meaning they must act with the “care, skill, prudence, and diligence under the
circumstances then prevailing that a prudent man acting in a like capacity
would use.” Compliance with these duties is not judged based on outcomes
but rather on the process followed by the fiduciary.
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Moreover, ERISA fiduciaries and their firms are not allowed to

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
firms to engage in “prohibited transactions” and receive compensation
under certain conditions. Under the new rule, the primary exemption for
most situations is the Best Interest Contract (BIC) exemption, although other
exemptions (such as PTE 84-24) may also be available to allow to you receive
compensation for these recommendations. See Question 2 under “About the
Rule” for general information about the BIC Exemption.

INSURED RETIREMENT INSTITUTE | irionline.org 7



2. What are the differences between my obligations as a
fiduciary and the suitability standard I've always had to
follow? How will being a fiduciary under the DOL rule
change my responsibilities to my clients?

If you are a registered representative of a broker-dealer, FINRA rules

require that you “have a reasonable basis to believe that a recommended
transaction...is suitable for [your] customer, based on...the customer’s
investment profile.” For recommendations of variable annuities, FINRA
imposes even more stringent and detailed suitability requirements. Insurance
agents are subject to similar obligations under most states’ insurance

laws and rules when recommending insurance products, including variable
annuities as well as fixed and fixed indexed annuities (which are not covered
by FINRA rules).

As an ERISA fiduciary, you will be required to act “solely in the interest of” your
clients. This is a higher standard than FINRA's suitability rule, and will require
significant changes in the way the industry does business. Your firm will
develop policies, procedures and practices you will have to follow to ensure
compliance with the ERISA fiduciary standard.
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3. Is there a difference between being a fiduciary under this
rule and being a fiduciary under the federal securities
laws?

Yes. The primary difference between these fiduciary standards is how they
treat conflicts of interest.

If you are an investment adviser under the federal securities laws, you must
either eliminate or make full and fair disclosure of all conflicts of interest that
could impact the impartiality of your advice.

By contrast, if you are a fiduciary under the DOL rule, you are prohibited from
recommending a transaction if you have a conflict of interest unless you can
qualify for the BIC Exemption or another prohibited transaction exemption
(PTE).
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Can my clients and | agree that | will not be an ERISA
fiduciary in certain situations? For example, some clients
only want advice on a one-time basis and don't need any
ongoing support.

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
fiduciary. However, if you do anything that would be considered fiduciary
activity, the rule does not appear to allow you to avoid fiduciary status simply
by including a disclaimer in the disclosures or other documents you provide
to your clients. If you are a fiduciary under the rule, the BIC Exemption does
allow you to define and limit the nature of your relationship with a particular
client. Under the BIC Exemption, you and your firm must provide certain
disclosures to your clients when they enter into the “best interest contract,’
including information about “the scope of the services provided” by you
and your firm. The disclosures also must tell the client if you and your firm
will monitor the client’s investments and inform them of any recommended
changes.

10
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5. If | am a fiduciary under the DOL rule for a particular
client’s qualified accounts, will | also be a fiduciary for
their nonqualified accounts?

Generally speaking, the DOL rule will not apply to a client’s non-qualified
accounts. However, if you advise a client to take money out of a 401 (k) plan or
other qualified account and move it into a non-qualified account, you would be
considered to be acting as a fiduciary under the rule for the recommendation
to take that distribution.

The rule is less clear in the context of holistic advice provided to a client with
different types of accounts, such as a non-qualified brokerage account and an
IRA. If your firm decides to use the BIC Exemption, the best interest contract
between the firm and your client can specify which accounts are covered by
the terms of the contract.
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6. If | become a fiduciary under the DOL rule, will I have to
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
best interest contract, depending on your firm's decision about whether it
will use the BIC Exemption. The provisions of the best interest contract can
be incorporated into an advisory agreement or into other account opening
documentation. Your firm will determine how you will be expected to operate.
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COMPENSATION

1. How will being a fiduciary under the DOL rule affect how |
am compensated?

As a fiduciary under the DOL rule, you will likely have to comply with the
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
receiving excessive compensation. This is a market-based standard, meaning
your compensation will have to be appropriate in light of the services, rights
and benefits you and your firm provide to your clients. The reasonableness of
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.”

The rule will also require your firm to establish policies and procedures to
make sure that any differences in the amount of compensation you may
receive for recommending one type of product over another (this is called
“differential compensation” in the rule) are based on “neutral factors,” such as
the extra time it takes to sell certain products over others. For example, you
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.
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Your firm will develop policies, procedures and practices to ensure
compliance with the compensation restrictions.
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2. What kinds of compensation can | receive as an ERISA
fiduciary?

If you become an ERISA fiduciary under the DOL rule, you and your firm will be
subject to ERISA's prohibited transaction rules, which forbid compensation
from any third parties and compensation that varies depending on the
particular investment being recommended. Compensation includes, but is
not limited to, direct and indirect sales commissions and advisory fees, as
well as bonuses, awards, and other similar payments. In other words, you
and your firm will generally be limited to level compensation arrangements
under an advisory relationship unless you qualify for a prohibited transaction
exemption (PTE) established by the DOL. Under the new rule, the primary
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?

“Reasonable compensation” is a vague and undefined standard, but the DOL
has held fiduciaries to ERISA plans to this standard for many years. Under
the DOL rule, to the extent you are relying on the BIC exemption, PTE 84-24

or other prohibited transaction exemptions, this standard will now have to be
applied in the IRA market as well. Advisors to IRA owners have never before
had a legal obligation to follow ERISA’s “reasonable compensation” standard,
so this will be an adjustment for that part of the industry.

“Reasonable compensation” has traditionally been interpreted and applied
by the DOL as a market-based standard. Compliance with this standard will
be determined based on whether your compensation is in line with amounts
being received by others in the market in connection with recommendations
of similar products, as well as the services, rights, and benefits you and
your firm provide to your clients. This standard does not dictate any specific
amount of compensation you and your firm can receive, but it can be
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.

Ultimately, each firm will make its own decision about the meaning of
“reasonable compensation” and the policies and procedures needed to satisfy
this standard.
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Will I have to follow the rules in the BIC Exemption if | 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 an ERISA Fiduciary,” as a fiduciary under ERISA, you will not be allowed
to receive compensation that varies depending on the specific product

being recommended or compensation from third parties unless you satisfy
the requirements of a “prohibited transaction exemption” (PTE). The BIC
Exemption is one example of a PTE, but others may be available depending
on the particular transaction. The DOL designed the rule to try to drive most
transactions through the BIC Exemption.

Depending on the specific situation, you and your firm may be able to avoid
the need to use the BIC Exemption or another PTE by using a levelized fee
structure instead of commission-based compensation. This would mean that
you and your firm will be paid a fixed amount, at either the account level or the
product level, regardless of the specific products or actions you recommend
to your clients.

Even if you only receive level fee compensation, you will still have to comply
with the BIC Exemption in many cases. For example, you will need to use the
BIC Exemption if you recommend that a client or potential client rollover all
or part of their retirement savings from a 401(k) to an IRA, or from one IRA
to another (because you would receive compensation if the client decides to
rollover that you would not otherwise receive). In these instances, you and
your firm may be able to rely instead on the so-called “Level Fee Fiduciary”
exemption, a much less burdensome version of the full BIC Exemption (some
people call this “BIC Lite").

BIC Lite requires acknowledgement of fiduciary status, a warranty of
compliance with the best interest and reasonable compensation standards, and
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
circumstances, however, because it requires that advisors only receive level
fees and no other compensation be paid to the firm or any of its affiliates.

Your firm will decide whether it will seek to avoid using the BIC Exemption by
using only levelized fee arrangements.

16
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5. How will the DOL rule impact my relationships with
existing clients? Can | continue to advise clients on
existing investments (including recommendations about
subaccount switches) and can | continue to receive trail
commissions?

As noted in Question 4 under “About the Rule,’ you and your firm will have to
begin complying with the DOL rule for both new and existing clients by April
10, 2017. Under the rule, there are a few possible ways for you to continue
servicing your existing clients and receiving compensation with respect to
those clients after that date.

Some of the services you provide may not make you a fiduciary in the first
place, so those would not be impacted by the rule. For services that are
fiduciary in nature, you may be able to continue providing those services for
existing accounts without relying on the full BIC Exemption as long as you
meet certain requirements.

This is referred to as “grandfathering,” and the industry is still working to
understand the implications of this provision. Your firm will ultimately decide
whether and how its advisors may be able to rely on this provision.
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In order to receive new compensation for any transactions you recommend
after April 10, 2017, you and your firm will have to either structure the
relationship in a way that avoids any “prohibited transactions” (see Question
1 under “Being an ERISA Fiduciary”) or satisfy the requirements of the BIC
Exemption. Until January 1, 2018, the rule allows firms to satisfy the best
interest contract requirement with respect to existing clients without having
your clients actually sign best interest contracts. Instead, your firm can send
a notice to existing clients informing them of the additional rights they have
under the BIC Exemption. This is called “negative consent.”

Your firm will decide whether and how to enter into best interest contracts
with existing, active clients for services to be rendered from that point
forward. An important consideration for firms will be whether you are
receiving trail commissions, and if so, whether you are providing any ongoing
services in exchange for those trails.
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THE BIC AND PTE 84-24

1. Who has to sign the “best interest contract” and when
does it have to be signed? What if more than one financial
institution is involved in a particular transaction, such as
a variable annuity transaction (which involves the insurer,
the broker-dealer, and the insurance agency)?

If your firm decides to rely on the BIC Exemption for advice to IRA owners, the
“best interest contract” has to be signed by the firm and your client; individual
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
required for advice provided to qualified plans, participants or beneficiaries.

According to the DOL, only one financial institution (a bank, an insurance
company, a broker-dealer or a registered investment adviser) must sign the
“best interest contract.” Generally speaking, the financial institution with the
most direct ability to supervise your business activities will be in the best
position to ensure compliance with the requirements of the BIC Exemption
and should therefore sign the contract. So, for example, if you are a registered
representative of a broker-dealer firm and you recommend a variable annuity,
the broker-dealer firm will likely sign the best interest contract with your
client. The insurance company that issues the variable annuity would not also
have to sign the contract.

Each firm will establish policies and procedures its advisors will have to
follow with respect to the execution of best interest contracts.
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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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2. How does the rule impact my client’s ability to sue me if
they are unhappy with their investment results?

By requiring that your firm enter into a “best interest contract” with your
IRA clients, the BIC Exemption provides your clients with the ability to seek
a legal remedy against your firm for a breach of the terms of that contract,
including the commitments to act in your client’s best interest and receive
only “reasonable compensation.”

To be clear, though, ERISA's best interest standard is not a “hindsight”
standard or a guarantee of positive investment results. Rather, it is based

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
investment results, they will need to show more than just sub-par investment
performance to prove that you or your firm failed to satisfy the best interest
standard.

The BIC Exemption does allow your firm to include a mandatory arbitration
clause in the best interest contract, and to disclaim punitive damages.
However, the contract cannot include a limitation of liability or a waiver of
clients’ right to participate in a class action suit.

In addition to your client’s ability to seek a legal remedy, the DOL (or the
Treasury Department, for IRAs) may impose penalties if you or your firm fail to
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 | 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
clients’ investment objectives, risk tolerance, financial circumstances, and
needs. This is an important part of meeting the best interest standard, but

it is not enough. You will also have to make recommendations the way a
prudent expert would, and put your own interests (and those of your firm, any
affiliate, any related party, or any other party) to the side when arriving at your
recommendation.

The DOL has made clear, however, that the best interest standard does not
require you to determine the best product available in the entire marketplace
to meet a client’s needs. The standard is “best interest”, not “best possible
product.”

Documentation will be critical to protecting yourself and your firm against any
future claims by any client that alleges you did not act in their best interest.
This could include keeping track of the following:

m Information you have about your clients (including information clients
may have declined to provide)

m The universe of products you considered to potentially meet their needs
®m  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.

Your firm will develop policies and procedures to ensure compliance with
the best interest standard, including the firm’s requirements with respect to
documentation.
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4. | understand there are new disclosure requirements under
the BIC Exemption. What do | need to know about those?

If you or your firm intends to use the BIC Exemption, your firm will be required
to notify the DOL in advance of that intention and must conform to data
retention and recordkeeping rules.

In addition, the BIC Exemption does impose significant disclosure
requirements. General information about the best interest standard and
material conflicts of interest must be provided when your firm enters into
best interest contract with your client, and when your client executes a
recommended transaction. Your clients will have the ability to obtain more
detailed information about fees and compensation upon request. Your firm
will also have to maintain a free website that is updated at least quarterly
with information about arrangements with product manufacturers and other
parties for third party payments, and information about the firm's business
model and advisor compensation arrangements.

Your firm will be responsible for satisfying these disclosure requirements,
and will establish policies and procedures you will have to follow to ensure
compliance.
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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?

PTE 84-24 is an exemption from the prohibited transaction rules that allows
fiduciaries to receive “insurance commissions” for recommendations to
purchase “fixed-rate annuity contracts.” This exemption only covers the
receipt of sales commissions by advisors from the insurance company.
Revenue sharing payments, administrative fees, marketing payments

and other similar types of compensation are not covered by PTE 84-24.
Historically, all types of annuities could be sold under this exemption, but
the DOL significant narrowed the scope of PTE 84-24 when it adopted

the fiduciary rule. After April 10,2017, PTE 84-24 will only be available for
recommendations of “Fixed-Rate Annuity Contracts,” which are simple fixed
annuities such as single premium immediate annuities (SPIAs) and deferred
income annuities (DIAs). Variable annuities, fixed indexed annuities, and other
similar products would not be covered.

To rely on PTE 84-24 for sales of “Fixed-Rate Annuity Contracts,” you will have
to satisfy certain requirements:

m Actinyour client’s best interest
m Receive only “reasonable compensation” for your services.

m Provide your clients with information about the sales commission
you will receive from the insurance company for the recommended
transaction, as well as any charges or fees that may be imposed under
the recommended annuity contract.

Your firm will decide whether to use PTE 84-24 for fixed annuity
recommendations. Firms that choose to use PTE 84-24 will develop policies,
procedures and practices you will have to follow to ensure compliance with all
of these requirements.
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While the rule broadly treats almost all interactions between advisors

and clients as fiduciary advice, it does make clear that you can provide
educational information about financial, investment, and retirement matters
without becoming a fiduciary. This includes education about:

The terms or operation of a 401(k) plan or IRA, including, for example,
the benefits of participating and increasing contributions, the impact of
early withdrawals, and available distribution options.

General financial and investment concepts, estimating future retirement
income needs, determining investment time horizons and risk tolerance,
and general strategies for managing assets in retirement.

Model asset allocation portfolios for hypothetical clients with different
time horizons and risk profiles.

Interactive investment materials plan participants or IRA owners can
use to estimate retirement income needs, evaluate distribution options,
or estimate how much retirement income could be generated by a
hypothetical account balance.

In general, talking about specific investment products will cause you to cross
the line from education (which would not make you a fiduciary) to advice
(which would make you a fiduciary). There are limited circumstances when
you may be able to include specific investment options in an asset allocation
model.

Your firm will establish policies and procedures you will have to follow in order
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
definition of fiduciary.
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Providing advice about rollovers is one of the many common activities that
have not traditionally been considered fiduciary in nature but would make you
a fiduciary under the new rule. This means you will typically need to rely on a
prohibited transaction exemption in order to recommend that a client rollover
all or part of their retirement savings from a 401(k) plan to an IRA account,

or transfer all or part of their savings from one IRA to another. Your firm will
decide how it intends to treat rollover recommendations, and will develop
policies, procedures and practices you will have to follow when providing
advice about rollovers.

There are a few ways your firm might choose to treat rollover
recommendations under the rule:

As with any other type of recommendation, the firm could choose to use
the full BIC Exemption.

The firm could instead use the so-called “Level Fee Fiduciary”
exemption, a much less burdensome version of 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
Contract,’ the firm may allow you to rely on PTE 84-24 for the entire
recommendation.
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If you are only able to offer your firm’s proprietary products, special rules
will apply under the BIC Exemption. As with the full BIC Exemption, these
special rules will require that you and your firm comply with the best interest

standard (see Question 3 under “The BIC and PTE 84-24") and the reasonable

compensation standard (see Question 3 under “Compensation”), and tell
your clients about any material conflicts of interest you or the firm may
have (including any limitations on the universe of products you can offer). In
addition, your firm will have to take certain steps to support the decision to
offer proprietary products.

These special rules may also apply if you can offer both your firm’s
proprietary products as well as products issued by other firms.

Each firm that offers proprietary products will adopt policies and procedures
to ensure compliance with these special rules.
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4. Will different rules apply depending on whether | am
working with a small plan or a large plan?

While the rule does not differentiate between small and large plans, if you

are working with a plan or IRA client that is represented by a sophisticated
independent fiduciary, you may be able to avoid fiduciary status. Your firm will
decide if you qualify for this exemption and, if so, how to comply.
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