
Understanding Retirement 
Plan Fees

Virginia L. Gibson
Attorney

Kevin E. Boercker
Senior Consultant



How are 401(k) Fees Like Icebergs?



Agenda

Why Should You Care?Why Should You Care?

Fee BasicsFee Basics

Case StudiesCase Studies

Summary and QuestionsSummary and Questions



Why Should You Care?Why Should You Care?

Fee BasicsFee Basics

Case StudiesCase Studies

Summary and QuestionsSummary and Questions



Why Should You Care?

3. Fees can have a significant economic impact3. Fees can have a significant economic impact

1. The law, DOL, and courts require you to 1. The law, DOL, and courts require you to ““carecare””

2. New written disclosure rules are coming2. New written disclosure rules are coming……

WhatWhat’’s In It For You:s In It For You:



Why Should You Care?

““A fiduciary shall discharge his duties with respect A fiduciary shall discharge his duties with respect 
to a plan solely in the interest of the participants to a plan solely in the interest of the participants 
and beneficiaries and for the exclusive purpose of and beneficiaries and for the exclusive purpose of 
providing benefits to participants and their providing benefits to participants and their 
beneficiaries and beneficiaries and defraying reasonable expenses defraying reasonable expenses 
of administering the plan.of administering the plan.””

--ERISA Section 404(a)(1)ERISA Section 404(a)(1)

The Law Says:The Law Says:



Why Should You Care?

““. . . . . . Plan fiduciaries must assure that the  compensation Plan fiduciaries must assure that the  compensation 
paid directly or paid directly or indirectlyindirectly by the plan to [the service by the plan to [the service 
provider] is reasonableprovider] is reasonable, taking into account the services , taking into account the services 
provided to the plan as well as any other fees or provided to the plan as well as any other fees or 
compensation received by [the provider]compensation received by [the provider]””

““The responsible plan fiduciaries, therefore, must obtain  The responsible plan fiduciaries, therefore, must obtain  
sufficient information . . . to make an informed decisionsufficient information . . . to make an informed decision
whether [the providerwhether [the provider’’s] compensation for services is no s] compensation for services is no 
more than reasonable.more than reasonable.””

--Advisory Opinion 97Advisory Opinion 97--15A (The Frost Opinion)15A (The Frost Opinion)

The Department of Labor Says:The Department of Labor Says:



Why Should You Care?

Sponsors breached fiduciary duty and/or engaged Sponsors breached fiduciary duty and/or engaged 
in prohibited transactions by in prohibited transactions by ……

1. Failing to monitor fees and allowing plan to pay 1. Failing to monitor fees and allowing plan to pay 
unreasonable fees unreasonable fees 

Class Action Law Suits:Class Action Law Suits:

2. Failing to understand how 401(k) vendors 2. Failing to understand how 401(k) vendors 
collect payment of their feescollect payment of their fees



Why Should You Care?

1. Required disclosures on participant statements1. Required disclosures on participant statements

2. Required disclosures to plan sponsors2. Required disclosures to plan sponsors

3. Must provide investment info to participants3. Must provide investment info to participants

CongressCongress’’ Fee Disclosure, Likely to See:Fee Disclosure, Likely to See:

4. Rules addressing 4. Rules addressing ““conflictedconflicted”” advice issuesadvice issues

5. Mandated investment options (?)5. Mandated investment options (?)

AnalogyAnalogy……



Why Should You Care?

CongressCongress’’ Fee Disclosure, Likely to See:Fee Disclosure, Likely to See:



Why Should You Care?

Fee Impact Illustration
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Why Should You Care?

1. Activities related to formation, design, or 1. Activities related to formation, design, or 
termination of a retirement plantermination of a retirement plan

2. DOL position: 2. DOL position: SettlorSettlor activities not fiduciary activities not fiduciary 
activities, not plan expensesactivities, not plan expenses

Sidebar: Plan Sponsor Sidebar: Plan Sponsor ““SettlorSettlor”” ActivitiesActivities

3. Only 3. Only ““reasonablereasonable”” plan expenses may be paid plan expenses may be paid 
out of plan assetsout of plan assets

Conclusion: Fees for Conclusion: Fees for ““settlorsettlor”” activities cannot be activities cannot be 
paid from plan assetspaid from plan assets



Why Should You Care?

Plan Can Not Pay  Plan Can Not Pay  
((settlorsettlor))

•• Plan Design StudyPlan Design Study
•• Initial Drafting of Plan Initial Drafting of Plan 

DocumentDocument
•• Discretionary Discretionary 

Amendment / Amendment / 
RestatementRestatement

•• Employer financial Employer financial 
impact studyimpact study

•• Union negotiations Union negotiations 
relating to planrelating to plan

Plan May Pay     Plan May Pay     
(non(non--settlorsettlor))

•• Necessary Necessary 
administrationadministration

•• Communication of Communication of 
plan info to plan info to 
participantsparticipants

•• Required amendments Required amendments 
/ restatements/ restatements

•• Obtaining IRS Obtaining IRS 
determination lettersdetermination letters

•• Investment AdviceInvestment Advice
•• Trustee FeesTrustee Fees

Plan Must Pay Plan Must Pay 
(investment)(investment)

•• Brokerage Brokerage 
CommissionsCommissions

•• Surrender ChargesSurrender Charges
•• Expenses Expenses ““intrinsic to intrinsic to 

the value of the assetsthe value of the assets””



Why Should You Care?Why Should You Care?

Fee BasicsFee Basics

Case StudiesCase Studies

ConclustionsConclustions



Fee Basics

- Plan Design 
- Investment 
Analysis
- Distribution
analysis & planning
- Service provider 
selection assistance

- Investment Management
- Investment Advice
- Custodial / Trustee
- Investment education

- Employee 
Communications
- Education Meetings
- Indiv. Education

- Compliance resolution
- Plan amendments
- Plan document drafting
- Regulatory authority 
representation

- Benefit calculations
- Compliance
- Distributions
- Government tax 
forms reporting
- Participant notices
- Participant account 
record keeping
- Trust Accounting
- Audit (IQPA)

Legal Qualified
Benefit

Plan

Administration /
Management

Investment

Education

Consulting



Fee Basics

•• ComplianceCompliance
•• RecordkeepingRecordkeeping
•• Participant Participant 

Statements / Statements / 
WebsiteWebsite

•• Audit (IQPA)Audit (IQPA)
•• Trust/custodyTrust/custody

Admin /  Admin /  
ManagementManagement

•• Plan DesignPlan Design
•• Investment Investment 

AnalysisAnalysis
•• Provider   Provider   

SelectionSelection
•• Distribution Distribution 

PlanningPlanning

ConsultingConsulting

•• Employee Employee 
Communication Communication 
MaterialsMaterials

•• Educational Educational 
MeetingsMeetings

•• Individual Individual 
EducationEducation

Participant Participant 
EducationEducation

•• Asset Asset 
ManagementManagement

•• Investment  Investment  
AdviceAdvice

•• BrokerageBrokerage

InvestmentInvestment

•• Plan Document Plan Document 
Prep. and Prep. and 
Review Review 

•• Representation Representation 
before IRS or before IRS or 
DOLDOL

•• Litigation / Litigation / 
NegotiationsNegotiations

LegalLegal

Flat Amount

Time

Unit Charges

% of Assets



Fee Basics

GAO 401(k) Fee Report November 2006
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Fee Basics

Investment ManagementInvestment Management: buying / : buying / 
selling of specific assets based on stated selling of specific assets based on stated 
objectivesobjectives

Investment AdviceInvestment Advice: fund selection and : fund selection and 
monitoring, participant asset allocation, monitoring, participant asset allocation, 
educationeducation

Basic Service Categories:Basic Service Categories:

Plan Administration and RecordkeepingPlan Administration and Recordkeeping: : 
basic administration, recordkeeping, and basic administration, recordkeeping, and 
trust and custody servicestrust and custody services



Fee Basics

Investment ManagementInvestment Management



Fee Basics: Investment Management

Investment VehicleInvestment Vehicle % of Plans% of Plans
AnnuitiesAnnuities 8%8%

Collective Trust FundsCollective Trust Funds 28%28%

Mutual FundsMutual Funds 91%91%

Separate AccountsSeparate Accounts 21%21%

OtherOther 10%10%

Source: Deloitte’s 2009 401(k) benchmarking survey



Fee Basics: Investment Management

WhatWhat: Pooled assets invested to meet specific : Pooled assets invested to meet specific 
objectivesobjectives

WhoWho: Funds are run by investment companies or : Funds are run by investment companies or 
business trusts regulated by the SECbusiness trusts regulated by the SEC

Mutual Funds: BasicsMutual Funds: Basics

HowHow: The pooled assets are : The pooled assets are ““unitizedunitized”” allowing allowing 
individual investors to purchase units or individual investors to purchase units or ““sharesshares””

WhenWhen: open: open--ended funds continually sell shares; ended funds continually sell shares; 
closedclosed--ended funds sell a fixed # of sharesended funds sell a fixed # of shares



Fee Basics: Investment Management

1. 1. Sales LoadsSales Loads: commissions charged upon : commissions charged upon 
purchase (frontpurchase (front--end) or sale (backend) or sale (back--end) of the fundend) of the fund

2. 2. Ongoing ExpensesOngoing Expenses: fund mgmt, admin, and : fund mgmt, admin, and 
distribution /sales costs distribution /sales costs -- the the ““expense ratioexpense ratio””

Mutual Funds: FeesMutual Funds: Fees

3. 3. Trading CostsTrading Costs: Fees associated with trading : Fees associated with trading 
securities securities -- commissions, marketcommissions, market--maker spread, maker spread, 
and market impact costsand market impact costs



Fee Basics: Investment Management

Mutual Funds: Sales Loads (share classes)Mutual Funds: Sales Loads (share classes)
ShareShare
ClassClass

FrontFront--End End 
LoadLoad

BackBack--End End 
LoadLoad

Ongoing Ongoing 
Sales ChargeSales Charge

AA
Yes, Yes, 

usually 4 usually 4 -- 6%6%
NoNo Yes, usually Yes, usually 

0.25%0.25%

BB NoNo Yes, usually 4 Yes, usually 4 --
6% 6% ““wastingwasting””

Yes, usually Yes, usually 
1.00%1.00%

CC NoNo Yes, usually 1% Yes, usually 1% 
within 1 yearwithin 1 year

Yes, usually Yes, usually 
1.00%1.00%

RR NoNo NoNo Yes, variesYes, varies



Fee Basics: Investment Management

Mutual Fund Expense Ratios
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Fee Basics: Investment Management

Mutual Funds: Obtaining Fee InformationMutual Funds: Obtaining Fee Information

Mutual fund company websites...orMutual fund company websites...or……

-- http://http://www.morningstar.comwww.morningstar.com
-- http://http://www.finra.org/fundanalyzerwww.finra.org/fundanalyzer//
-- http://http://finance.yahoo.comfinance.yahoo.com//



Fee Basics: Investment Management

Mutual Funds: Trading CostsMutual Funds: Trading Costs



Fee Basics: Investment Management

1. Rarely disclosed in prospectus or expense ratio1. Rarely disclosed in prospectus or expense ratio

2. Comparable in magnitude to the expense ratio2. Comparable in magnitude to the expense ratio

Mutual Funds: Trading CostsMutual Funds: Trading Costs

3. Positively correlated to portfolio turnover3. Positively correlated to portfolio turnover

4. Negatively correlated to fund performance4. Negatively correlated to fund performance

Source: Mutual Fund Trading Costs, Chalmers Edelen
and Kadlec, The Wharton School/Univ. Penn.



Fee Basics: Investment Management

Mutual Funds: Revenue SharingMutual Funds: Revenue Sharing

401(k)401(k)

CustodianCustodian
RecordkeeperRecordkeeper

““TPATPA””
BrokerBroker



Fee Basics: Investment Management

1. Various Names: Sub TAs / 12b1. Various Names: Sub TAs / 12b--1s1s

2. Usually part of the expense ratio2. Usually part of the expense ratio

Mutual Funds: Revenue SharingMutual Funds: Revenue Sharing

3. Paid to brokers, custodians, and 3. Paid to brokers, custodians, and recordkeepersrecordkeepers

4. Amounts range from 0% to approx. 1.3%4. Amounts range from 0% to approx. 1.3%



Fee Basics

Investment AdviceInvestment Advice



Fee Basics: Investment Advice

1. Investment Policy (asset allocation)1. Investment Policy (asset allocation)

2. Fund Selection and Monitoring2. Fund Selection and Monitoring

3. Performance Reporting3. Performance Reporting

Typical ServicesTypical Services

4. Investment Education4. Investment Education

5. Enrollment and/or Rollover Assistance5. Enrollment and/or Rollover Assistance

Fees:Fees: 12b12b--1 commissions paid by fund company to brokers,   1 commissions paid by fund company to brokers,   
% of assets paid by plan to registered investment advisor% of assets paid by plan to registered investment advisor



Fee Basics: Investment Advice

Average Fees for Investment Advice 
(Plans w/ >100 parts. in Pacific NW)
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Fee Basics: Investment Advice

Obtaining Fee InformationObtaining Fee Information

Form 5500 Form 5500 –– Schedule A and CSchedule A and C



Fee Basics

Plan Administration and RecordkeepingPlan Administration and Recordkeeping



Fee Basics: Plan Admin and Recordkeeping

Input Input 
•• Plan Plan type(stype(s))
•• ParticipantsParticipants
•• Plan assets Plan assets 
•• Future flowFuture flow

Fee CalculationsFee Calculations

Output Output 
•• Total $Total $
•• $ / Person $ / Person 
•• % of Assets% of Assets

All providers “calculate” the revenue needed to service a 
plan, but not all clearly disclose this data to the sponsor



Fee Basics: Plan Admin and Recordkeeping

Fee Benchmarks?Fee Benchmarks?
'All-In' Fee by Participant Count
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Fee Basics: Plan Admin and Recordkeeping

Annuity Wrap / Asset Based FeesAnnuity Wrap / Asset Based Fees
1. % of assets charged by insurance providers1. % of assets charged by insurance providers

2. Charged when revenue sharing isn2. Charged when revenue sharing isn’’t t ““enoughenough””

3. Usually disclosed to sponsors at point of sale3. Usually disclosed to sponsors at point of sale

4. Often not disclosed to participants 4. Often not disclosed to participants 

5. Incorporated into the fund5. Incorporated into the fund’’s daily share values daily share value



Fee Basics: Plan Admin and Recordkeeping

Annuity Wrap / Asset Charge Example (PTRAX)
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Fee Basics: Plan Admin and Recordkeeping

Annuity Wrap / Asset Charge Example (PTRAX)
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Fee Basics: Investment Management

1. Typical custody fees: 5 bps to 12 bps1. Typical custody fees: 5 bps to 12 bps

2. Additional Fees for 2. Additional Fees for ““ExtrasExtras””
-- Pay agent services (e.g. $15 / check)Pay agent services (e.g. $15 / check)
-- SelfSelf--directed brokerage accountsdirected brokerage accounts
-- Corporate trustee service (e.g. $2,500 / yr)Corporate trustee service (e.g. $2,500 / yr)

Sidebar: Custody FeesSidebar: Custody Fees

Note: Trade commissions apply to Note: Trade commissions apply to SDBAsSDBAs, e.g., e.g.
-- $12.95 / stock trade$12.95 / stock trade
-- $49.95 / mutual fund$49.95 / mutual fund



Why Should You Care?Why Should You Care?

Fee BasicsFee Basics

Case StudiesCase Studies

Summary and QuestionsSummary and Questions



Case Study 1

Plan DetailsPlan Details
Type SEP IRA Assets $800,000
Participants 15 Flow $125,000

““DisclosedDisclosed”” FeesFees
Admin $12 contract charge Inv. Adv ??
Inv. Mgmt. ??

Actual FeesActual Fees
Admin 1.25% / $10,012 Inv. Adv 0% / $0.00

Inv. Mgmt. 0.84% / $6,400 TotalTotal 2.05% / $16,4122.05% / $16,412

Contract included a 1.25% annuity wrap fee, plus 
a contingent deferred sales charge of up to 7%



Case Study 2

Plan DetailsPlan Details
Type 401(k) Assets $1,480,000
Participants 25 Flow $125,000

““DisclosedDisclosed”” FeesFees
Admin $3,600 / year Inv. Adv ??
Inv. Mgmt. ??

Actual FeesActual Fees
Admin 0.65% / $9,600 Inv. Adv 0% / $0.00

Inv. Mgmt. 0.48% / $7,100 TotalTotal 1.13% / $16,7001.13% / $16,700

Mutual funds paid 0.41% in “revenue sharing” to 
cover “shareholder servicing”



Case Study 3

Plan DetailsPlan Details
Type 401(k) Assets $5,200,000
Participants 94 Flow $500,000

““DisclosedDisclosed”” FeesFees
Admin $0 / year Inv. Adv 0.55% / $28,600
Inv. Mgmt. 0.96% / $50,120 Total 1.61% / $78,720

Actual FeesActual Fees
Admin 0.30% / $15,600 Inv. Adv 0.55% / $28,600

Inv. Mgmt. 0.66% / $34,520 TotalTotal 1.61% / $78,7201.61% / $78,720

Mutual funds paid 0.30% in “revenue sharing” to 
cover shareholder servicing



Case Study 3 – Revenue Sharing Issues

$100,000$100,000Account Balance

Participant 1Participant 1 Participant 2Participant 2
Fund Moderate Allocation Target Date

Expense Ratio 0.53% 1.04%
“Revenue Sharing” 0.08% 0.43%

Admin Fees $100,000 x 0.08% = $80 $100,000 x 0. 43% = $430

Beware of target date funds, it’s common practice 
to add to fund lineup because of revenue sharing



Why Should You Care?Why Should You Care?

Fee BasicsFee Basics

Case StudiesCase Studies

Summary and QuestionsSummary and Questions



1.1. You need to pay attention to plan feesYou need to pay attention to plan fees

2. Providers have incentive (and ability) to hide 2. Providers have incentive (and ability) to hide 
admin and recordkeeping fees in investment feesadmin and recordkeeping fees in investment fees

SummarySummary

3. Get total cost broken down into three categories3. Get total cost broken down into three categories
-- Investment ManagementInvestment Management
-- Investment AdviceInvestment Advice
-- Administration and RecordkeepingAdministration and Recordkeeping



1.1. Mutual Fund Trading CostsMutual Fund Trading Costs

2. Revenue Sharing2. Revenue Sharing

Three Icebergs to Lookout For:Three Icebergs to Lookout For:

3. Annuity Wrap or Asset Based Fees3. Annuity Wrap or Asset Based Fees



ConclusionConclusion

““II’’d rather d rather knowknow some of the questions some of the questions 
than all of the answersthan all of the answers..””

-- James ThurberJames Thurber

““The ability to ask the right question is more than The ability to ask the right question is more than 
half the battle of finding the answer.half the battle of finding the answer.””

--Thomas J. WatsonThomas J. Watson



Questions



Thank You! 

Spectrum Pension Consultants, Inc.
6402 19th Street West
Tacoma, WA 98466
253.565.2100 - Phone
253.566.9440 - Fax

www.spectrumpension.com

Copyright © 2009 Spectrum Pension Consultants, Inc. All rights reserved.

http://www.spectrumpension.com/
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