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What Is Important For You To Know?
To equip you with basic knowledge of some key features, we’ve compared two types of vehicles:  1) Insurance company general account 
contracts:  group annuity contracts pledging principal protection and participant benefi t payments at book value that are backed by the 
general account of the issuing insurance company; and 2) Stable value funds: portfolios made up of bonds that are wrapped by investment 
contracts (“wraps”) issued by fi nancial institutions pledging principal protection and participant benefi t payments at book value.  The wraps 
are designed to amortize the gains and losses of the underlying bonds over time through the crediting rate.  

  Stable Value Funds and Insurance Company General Accounts - A Comparison
Today’s defined contribution marketplace offers multiple capital preservation products from which to choose.  The primary ob-
jective of these vehicles is to preserve capital and generate relatively stable returns while providing sufficient liquidity for par-
ticipant benefit payments.  Suitability for inclusion in a plan’s investment lineup should be determined based on a wide range of 
factors.  Evaluation of contract provisions is a key element in understanding these products and the differences between them.  
Many features may appear similar but upon further examination, important distinctions are present, such as the crediting rate 
calculation, contract termination, fee transparency and risk factors.  

Key Features Insurance Company
General Account

Morley
Stable Value Funds

PARTICIPANT BENEFIT PAYMENTS Yes Yes

CREDITING RATE

Reset periodically; typically quarterly, semi-annually, 
or annually.

No formula stated in contract.

Crediting rate of fund changes daily based 
upon the crediting rates of investment con-
tracts and cash equivalents held by the fund.

Crediting rate of wrap contract is reset month-
ly, formula is stated in each contract.

MINIMUM GUARANTEED RATE Varies, typically 1.00%+. None stated, though wrap contract crediting 
rate cannot go below 0.00%.

OWNERSHIP STATUS
Policyholder of insurance company, general account 
assets are owned by the insurance company.

Plan/Fund owns wrap contracts and has direct 
or benefi cial ownnership of underlying assets.

DIVERSIFICATION
Plan owns one contract from a single insurance com-
pany.

Plan/Fund owns contracts from multiple wrap 
providers and directly or benefi cially owns 
multiple underlying securities through mul-
tiple managers and mandates.

TERMINATION BY PLAN

Generally, lower of book value or market value if im-
mediate liquidation, or option to take book value over 
multiple year payout period, typically 5 years.  

Some contracts may limit certain participant transac-
tions during the payout period.

Assets in an individually managed account 
may be portable to new manager/provider.

Plan Sponsors invested in a Morley collec-
tive investment trust (CIT) must provide 12 
months advance notice, participant benefi ts 
continue to be paid and Fund’s daily crediting 
rate is earned during waiting period.

SURRENDER PENALTY
Possible penalty and/or lower crediting rate over ter-
mination payout period. None

FEE TRANSPARENCY
Insurance company earns a spread and is not required 
to disclose a fee.

Fees disclosed monthly as well as a compre-
hensive annual disclosure.
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Answers to important questions

How is the crediting rate determined? 

The formula by which the crediting rate is determined is not stated in an insurance company general account contract.  An insurer has the 
discretion to set a crediting rate based upon several assumptions made by the insurer, including asset allocation, asset risk, market yields 
and future product cash fl ows.  The amount earned by the insurer, generally referred to as the “spread”, is dependent upon investment 
performance and product cash fl ows relative to the pricing assumptions.  The spread is not revealed to the plan sponsor and will vary, 
making it diffi  cult to defi ne how future crediting rates will be determined.  

The wrap contracts in a stable value fund identify the formula that will be used to establish the crediting rate, the elements of which are 
clearly defi ned.  The formula is based upon the yield of the underlying bond fund and any gains or losses amortized over the duration of 
the bond portfolio. The crediting rates on the wrap contracts in the Morley products reset monthly, enhancing the ability of a stable value 
fund to track interest rate movements.  The overall crediting rate on stable value funds may fl uctuate slightly from day to day depending 
upon the allocation between cash holdings and wrapped assets.

What happens if the plan wants to change products?

If a plan is invested in an individually managed stable value account, the plan owns the assets, either directly or benefi cially, making them 
portable and a transition to a new manager/provider relatively seamless.  In many cases, a new manager simply assumes management of 
the current wrap contracts and underlying assets.   

If a plan is invested in a CIT, in most cases, advance notice is required by the CIT, the length of which will vary by provider.  Morley products 
have maintained a 12 month notice for plan sponsor withdrawals since its inception.  The plan participants continue to earn the daily 
rate of their CIT share class during the waiting period, do not incur termination or surrender penalties, and will be paid book value upon 
withdrawal.

If a plan invested in an insurance company general account chooses to terminate the contract, surrender penalties may apply and will 
vary by provider.  Generally, a plan sponsor can terminate the contract at the lesser of book or market value with proper notice.  The mar-
ket value of a contract will typically be lower than book value if current yields are higher than the contract’s current crediting rate, which 
could occur in a rising rate environment.  In this case, the contractholder may accept an immediate lump sum payment of the contract’s 
market value or elect to have book value paid over a specifi ed period of time, typically 5 years.  If a book value payment period is selected, 
the crediting rate applied to participant accounts might be well under market rates until the fi nal payment is made.  

The crediting rate is typically calculated on a monthly basis and determines the return participants will earn during the month.

Represents the 
yield of 

underlying fixed 
income 

portfolio.

This shows whether the portfolio has a gain or loss 
based on current value of securities. A gain (MV>BV) 

increases the yield credited while a loss (MV<BV) 
lowers it over time.

Determines how 
quickly the MV/BV 
difference will be 

recognized. Shorter 
duration will 

recognize quicker and 
vice versa.

CR = (1+Y) * (Market Value/Book Value) ^ (1/D) -1 - F
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Are the fees clearly identifi ed?

Recent regulations around fee transparency to plan participants 
have become an increasingly important component of fi duciary re-
sponsibility.  Fees associated with Morley products are transparent 
through the detailed fee table provided on fact sheets.  We also pro-
vide the annual ERISA 408(b)(2) disclosure that has information help-
ful to plans in completing their 404(a)(5) disclosure to participants.  

Fees and expenses in a general account contract are not usually as 
transparent as stable value funds.  The Department of Labor (DOL) 
excluded general account contracts from annual disclosure require-
ments which may limit a plan sponsor’s ability to compare fees on 
similar products. As we mentioned, the insurer earns a spread which 
is not revealed to the plan sponsor, making it diffi  cult to know the 
cost of buying the contract.  The spread earned by the insurer is 
based upon on the general account in total and is not attributable to 
a specifi c liability, i.e., the contract.  

Annualized Fees 

Stable Value Investment Contract Fees 
(Wrap Fees)

%

Sub-Adviser Fees %

Acquired Fund Fees %

Other Expenses %

Total Fund Level Expenses %

Trustee/Adviser Fee %

Service Provider Offset %

Total Fund Operating Expenses %
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While capital preservation is generally considered a conservative investment option, these products do carry potential risks.  Risks 
include, but are not limited to:

Credit risk – The risk that the book value guarantor will be unable to meet its obligations such as participant benefi t payments.  
When a plan sponsor enters into a general account contract, they become a policyholder of the insurer and are subject to the credit 
risk of a single insurer.  Fulfi llment of participant withdrawal requests is tied to the creditworthiness of the issuer.  CITs and indi-
vidually managed accounts are also subject to credit risk, though generally have multiple wrap providers that pledge payments to 
participants, each with underlying portfolios that are well-diversifi ed by sector, issuer and issue, further mitigating the risk profi le 
of the product.

Stable value funds are bound by guidelines that set duration limits and generally permit the purchase of investment-grade assets 
only, thereby mitigating interest rate and credit risk.  Most insurance companies invest the assets of their general accounts using 
a more broad set of guidelines that generally result in a longer duration and lower quality assets, including non-investment grade 
and illiquid assets, which may not be suitable for a capital preservation objective.  

Interest rate risk – Characterized as what may happen to the value of a bond portfolio when interest rates change.  We know that 
when interest rates rise, bond prices decrease, though the degree can vary based upon, among other factors, duration.  We men-
tioned earlier that insurance company general accounts tend to have a longer duration than stable value funds.  In the face of rising 
rates, a shorter duration portfolio may off er more protection from interest rate risk than a longer duration portfolio.   

A Word on Risk
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Visit us online at morley.com 
for the most recent quarterly market update and other insights from Morley

Contact Us

How Can Morley Help You?

We have a long and successful history of providing stable value CITs and creating innovative solutions for clients that desire a tailored 
stable value fund.  The Morley Stable Value Fund is off ered through over 30 platforms and over 200 TPAs and recordkeepers.  

Give us a call or send us an e-mail to fi nd out how our team of seasoned investment and service professionals can partner with you to 
provide a stable value solution best suited for you or your clients’ capital preservation needs.

Bill Gardner
Managing Director
gardner.bill.f@morley.com

503-484-9313

Sharon Morell
Client Por  olio Manager
morell.sharon.j@morley.com

503-484-9336

Bre   Okamoto
Rela  onship Manager
okamoto.bre  @morley.com

503-484-9360

Jim Pondel
Sr. Rela  onship Manager
pondel.jim@morley.com

312-541-4077

Audrey White
Rela  onship Manager
white.audrey@morley.com

503-484-9372

Yolanda Reyes White
Sr. Client Service Advisor
reyeswhite.yolanda@morley.com

503-484-9341



The material provides economic and investment commentary that represents the opinions of Morley Capital Management, Inc. (MCM) and such opinions should not be considered 
investment advice or an evalua  on, recommenda  on, off er, or solicita  on of any par  cular security or strategy. The opinions provided do not take into account the investment objec-
 ves, fi nancial situa  on, or needs of any par  cular investor and prospec  ve investors should consider whether any security or strategy is suitable for their par  cular circumstances, 

carefully consider the risks associated with any security or strategy (including a review of applicable disclosure documents) and, if necessary, seek professional advice before inves  ng. 

The material represents informa  on available at the  me of produc  on, no forecast based on the opinions expressed can be guaranteed, and such opinions and data may be subject 
to change without no  ce. Although the informa  on is obtained from sources deemed to be reliable, neither MCM nor its affi  liates can guarantee the accuracy of the informa  on.

The Morley Stable Value Funds (Funds) are Collec  ve Investment Trusts (CITs) maintained by Principal Global Investors Trust Company (PGI Trust Co.).  PGI Trust Co. serves as the 
trustee and has retained MCM to serve as the investment adviser. Both MCM and PGI Trust Co. are wholly owned subsidiaries of Morley, which is a wholly owned subsidiary of the 
Principal Financial Group. There is no assurance that the Funds will achieve their stated objec  ves and an investment in the Funds involves risk, including the possible loss of the prin-
cipal amount invested.  Before inves  ng carefully consider the Funds’ investment objec  ves, risks, and charges.  Please contact Morley for addi  onal informa  on including disclosure 
documents, trust documents, fee schedules, fund characteris  cs, and standardized performance data.

Inves  ng involves risk, including possible loss of principal. Fixed-income investments are subject to interest rate risk; as interest rates rise their value will decline. Fixed-income invest-
ment op  ons that invest in mortgage securi  es, such as commercial mortgage-backed securi  es, are subject to increased risk due to real estate exposure.

The off ering of the Units has not been registered under the U.S. securi  es laws or the laws of any applicable jurisdic  on. Therefore, Par  cipa  ng Trusts will not have the benefi t of the 
protec  ons for registered securi  es aff orded by the Securi  es and Exchange Commission (“SEC”) under the Securi  es Act of 1933 (“1933 Act”) (which, among other things, requires 
specifi ed disclosure in connec  on with the off ering of securi  es). Neither the SEC nor any state securi  es commission has approved or disapproved of the Units. Units of par  cipa  on 
in the Fund are not deposits or obliga  ons of, or guaranteed by or insured by, Principal Global Investors Trust Company or any affi  liate, are not insured by the Federal Deposit Insurance 
Corpora  on or any other federal or state government agency, and may lose value.

Disclosures

Amortize – The gradual release of a value over a period of time. For purposes of this publication, amortize refers to the gradual release of the gain or loss ex-
perienced by a bond portfolio over the duration of the portfolio through the crediting rate of a wrap contract.

Book Value – The value of an original investment plus accrued interest minus withdrawals and expenses.

Benefi cial ownership – An entity experiences the features of ownership of an asset, such as receipt of income or changes in value, though the title is held by 
a diff erent entity.

Collective investment trust (CIT) – A fund off ered by a bank or trust company that combines the assets of unaffi  liated plans, in this case retirement plans, into 
a large pool for investment purposes.  A CIT off ers, among other benefi ts, the opportunity for smaller plans to invest in assets they may not otherwise be able 
to due to minimum size requirements.

Duration – The measure of the price sensitivity of a fi xed income security to a change in interest rates, commonly presented in years. The duration of a portfolio 
is a weighted average of the duration of all securities within the portfolio.

ERISA 408(b)(2) – The Department of Labor Employee Benefi ts Security Administration released a rule in 2012 under the Employee Retirement Income Security 
Act of 1974 (ERISA) regulations Section 408(b)(2) that requires service providers to annually disclose information to plans regarding the services they provide 
and the compensation associated with such services. The rule was designed to provide standard methodologies when calculating and disclosing expense and 
return information in hopes of achieving uniformity across investment options available within plans.

ERISA 404(a)(5) – The Department of Labor Employee Benefi ts Security Administration released a rule in 2012 under the Employee Retirement Income Security 
Act of 1974 (ERISA) regulations Section 404(a)(5) that requires plan sponsors to annually disclose information to participants regarding investment options 
available within plans.  The rule was designed in an eff ort to prepare participants, by providing uniformed information, including fees and expenses, to make 
informed decisions about the investments available to them within their plan.  

Market Value – The value of a security determined by the price at which the security can be sold or bought in an open market.

Participant – An individual participating in a retirement plan off ered by a current or past employer/plan sponsor who is eligible to receive benefi ts from the 
plan(s).

Participant benefi t payment – Retirement plans permit withdrawals by participants, individuals participating in the plan, under certain circumstances which 
may vary by plan.  Eligible benefi t payments typically include, though are not limited to, a participant’s death, disability, retirement, termination of employ-
ment, and hardship. 

Plan sponsor – The entity, typically an employer, that establishes a retirement plan for the benefi t of its employees. 

Spread – The diff erence between two prices or rates or return.  For purposes of this publication, spread is the diff erence in the rate of return earned on the 
general account of an insurance company and the rate of return paid on a contract issued by the insurance company that is guaranteed by its general account.

Yield – The rate earned on a security based on the value of the security’s interest and dividends paid to investors, typically expressed as an annual rate.

Glossary of Terms
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