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Over the past decade, defined contribution plans have trended towards simplification in fund menu design.
Plan sponsors have moved towards core investment offerings in stock and bond funds, combined with a suite
of target retirement date funds, leaving out more speculative asset classes.
For the majority of participants, this core menu and target retirement date
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Despite the trend towards simplification, brokerage accounts are becoming more common in defined
contribution plans. In 2001, only 12% of large employer plans included brokerage windows. That number
grew to 29% in 2011 and to 40% in 2015. Although these brokerage windows are being offered more
frequently, they are typically used by a very small percentage of participants, with only 1%-4% of participants
investing through brokerage windows.1
A brokerage window can open up the world of investment options unless restricted by the plan sponsor.
One of the major issues that can arise from an unrestricted brokerage window occurs when participants
invest in Managed Limited Partnerships (MLPs) and Limited Partnerships (LPs). These types of investment
can cause increased fiduciary liability and reporting complications for plan sponsors.
MLPs and LPs conduct business in energy, pipelines, and natural resources. These investments take advantage
of a partnership structure, which allows the MLPs to pass income directly to the investor without being
taxed at the partnership level. As compared to traditional corporations, taxes are paid at the corporate level,
and investors pay taxes on dividends received from the corporation. The partnership structure utilized by
LPs and MLPs also allows for tax breaks for items such as depreciation and intangible drilling costs.2
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When a retirement plan invests in MLPs, the income and tax structure creates Unrelated Business Income. This
is defined by the IRS as a business activity meeting three requirements:
• It is a trade or business
• It is regularly carried on
• It is not substantially related to furthering the exempt purpose of the organization3
The Unrelated Business Income rules were enacted by the IRS in the 1950s to prevent charitable organizations
from gaining an unfair advantage over competitors when engaging in active trades because of their tax status.
These rules were later expanded to include all exempt organizations, including retirement plans.4
So why does this matter to plan sponsors? If a participant were to use the SDBA to invest in an MLP, Unrelated
Business Income Tax would be owed by the retirement plan.
Unrelated Business Income in excess of $1,000 would require a plan to file a form 990-T and potentially owe
Unrelated Business Income Tax. Income from MLPs is reported on K-1s, which can be complex and aren’t always
released in a timely manner. Errors or non-compliance with form 990-T can result in back taxes, penalties and
interest being owed. Along with the IRS issues, record keepers may charge additional fees for the reporting and
administration that goes along with collecting K-1s and filing the 990-T.2
So what should the plan sponsor do? To ensure that there are no UBIT or 990-T issues, the plan sponsor should
start with the following steps:
• Verify if the plan offers an SDBA
• Review the SDBA document to see what restrictions, if any, are in place to limit the types of securities and
transactions participants can purchase
–– If the SDBA allows for MLPs and LPs, verify if any Unrelated Business Income has been generated
–– If so, verify that all 990-T forms have been filed and all Unrelated Business Income Tax has been paid
• Consult your ERISA counsel to determine if it would be appropriate to limit the type of investments the
SDBA allows
Whether or not these types of investments are being utilized by plan participants, the plan sponsor should
review brokerage account documents and determine if an SDBA feature is prudent for their plan, and if any
restrictions should be placed on the allowable investment types. Limiting the self-directed brokerage accounts
to exclude MLPs and LPs may help plan sponsors decrease costs and complications for their year-end reporting.
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Fiduciary Investment Advisors, LLC (“FIA”)
FIA is an independent institutional consulting group with over 20 years of investment consulting experience.
FIA is an employee owned firm with 100% of the firm’s revenue derived from fees clients pay for investment
advice. Our mission is to provide customized investment consulting services to assist our clients in achieving
their investment and financial objectives, while fulfilling their fiduciary obligations. Our clients include corporate
retirement plans, endowments & foundations, public plans and private clients. Our consulting services include:
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Investment Policy Statement Review/Creation
Retirement Service Provider Search (RFI/RFP)
Plan Benchmarking
Investment Menu Analysis and Design
Total Plan Fee Analysis (full fee disclosure)
Fiduciary Governance Consulting
Investment Fund Performance Measurement, Analysis and Reporting
Risk-Based Model Portfolio Construction
Employee Communication and Education
Asset Allocation Analysis
Investment Manager Searches
Liability Driven Investment (“LDI”) Strategies for Pension Plans
Quarterly In-Person Meetings with Finance/Investment Committees
Strategic Guidance on Relevant Topics of Interest
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product
(including the investments and/or investment strategies recommended or undertaken by Fiduciary Investment Advisors, LLC), or any
non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding
indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.
Moreover, you should not assume that any discussion or information contained in this newsletter serves as the receipt of, or as a
substitute for, personalized investment advice from Fiduciary Investment Advisors, LLC. To the extent that a reader has any questions
regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with
the professional advisor of his/her choosing. Fiduciary Investment Advisors, LLC is neither a law firm nor a certified public accounting
firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the Fiduciary Investment
Advisors, LLC’s current written disclosure statement discussing our advisory services and fees is available for review upon request.
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