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HIDDEN 401(K) FEES: HOW DISCLOSURE CAN
INCREASE RETIREMENT SECURITY

WEDNESDAY, OCTOBER 24, 2007

U.S. SENATE,
SPECIAL COMMITTEE ON AGING,
Washington, DC.

The Committee met, pursuant to notice, at 10:32 a.m., in room
SD-628, Dirksen Senate Office Building, Hon. Herb Kohl (chair-
man of the committee) presiding. -

Present: Senators Kohl and Smith.

OPENING STATEMENT OF SENATOR HERB KOHL, CHAIRMAN .

The CHAIRMAN. This hearing will come to order. -Good morning.
I would like to welcome our witnesses and thank them for their
participation. We are here today to bring attention to an important
issue affecting the retirement security of millions of Americans.

More and more Americans are relying on 401(k) plans to provide
their retirement income. Although these plans have only been
around since the 1980’s, they now cover over 50 million people and
exceed $2.5 trillion in total assets. Out of private sector workers
that have any type of retirement benefit, two thirds have only their
401(k) savings to secure their financial well being into their retire-
ment. ~

Although 401(k)s have become the primary pension fund for
most Americans, there are few requirements for fund managers to
tell participants how much they are paying in fees. Most fees are
either absent or obscured in participant statements and investment
reports. Not surprisingly, we will hear today that fewer than one
in five participants know the fees they are paying. .

Unfortunately, the lack of disclosure and the lack of under-
standing can have serious consequences for an individual’s retire-
ment savings. The slightest difference in fees can translate into a
staggering depletion in savings, greatly affecting one’s ability to
build a secure retirement.

According to the Congressional Research Service, families who
save their retirement funds in high fee accounts could have one-
quarter less in retirement than those who work for employers who
offer low-fee accounts. For couples who save their entire lifetime,
the CRS study found that an annual fee of 2 percent could reduce
savings by nearly $130,000 compared to a more reasonable fee of
0.4 percent. :

Investigations by this Committee have found that fees at 2 per-
cent or higher are not uncommon. One small business owner we
talked to with contract fees around 2 percent, and most of the
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plans assets in a money market account had a net return that was
almost a negative 1 percent a year. The small business owner was
distressed when he finally discovered the high charges, and was
ready to cancel his 401(k) plan altogether.

Giving small business owners all the facts in an easy-to-under-
stand manner will help them find lower cost options and make it
more likely that they will offer retirement savings plans to their
employees.

Fees are not the only factor that 401(k) participants should con-
sider when deciding how to invest their savings. A wise investor
should diversify portfolio and consider a funds risk and return.

But while returns are unpredictable and will fluctuate from year
to year, fees are something that are fixed, are known in advance,
and could be easily controlled by plan enrollees. Furthermore, we
believe there is a basic right for consumers to clearly know how
much products and services are costing them.

This week, Senators Harkin and myself are introducing the De-
fined Contribution Fee Disclosure Act of 2007. This bill will help
shed some light on these fees by requiring complete transparency
to both employers and participants. This will allow employers to be
able to negotiate with pension fund managers in order to get the
lowest possible fees for their employees.

Participants will be able to make informed choices between in-
vestment options and potentially increase their retirement savings
by thousands of dollars. Ultimately, this legislation will help to
lower costs for everyone by fostering competition among pension
managers. ®

So, we welcome our witnesses as we discuss the importance of fee
disclosure to employers and plan participants and consider its im-
pact on the retirement savings of older Americans.

We turn now to my able Ranking Member and my friend, Gordon
Smith, from Oregon.

OPENING STATEMENT OF SENATOR GORDON H. SMITH,
RANKING MEMBER

Senator SMITH. Thank you, Chairman Kohl. I appreciate your
holding this important hearing. Our topic today is hidden 401(k)
fees and how disclosure can increase retirement security.

Oneof my priorities on this Committee has been to ensure that
Americans are financially secure in retirement. With uncertainty
surrounding Social Security and the shift from employer-sponsored
defined benefit plans to defined contribution plans, more and more
of the responsibility for preparing for retirement rests on one’s own
shoulders. Unfortunately, though, American retirement savings
rate for 2006 was a negative 1 percent. This is the lowest rate since
1933 during the Great Depression.

Clearly, Americans need to save more for retirement. I have been
working over the past few years on ways to help Americans do just
that. For example, I worked to enact legislation that would encour-
age employers to adopt automatic enrollment in 401(k) plans. This
is a simple idea that has been shown to increase plan participation
significantly. ’

I was very pleased that we were able to enact automatic enroll-
ment as part of PPA—that is Pension Protection Act, if any of you,
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like me, get too many alphabets around here—and I am confident
that provision is helping to increase participation rates in 401(k)
plans. »

Now, I am pushing for other proposals to increase Americans’ re-
tirement savings. For example, one of my bills would require em-
ployers to allow long-term, part-time employees to make contribu-
tions to their 401(k) plans. However, the goals of these proposals
may be undermined by excessive 401(k) plan fees. .

Fees are one of many factors, such as investment risk and diver-
sification, that participants should consider when investing in a
401(k) plan. But excessive fees can undercut Americans’ retirement
security by reducing their savings. Simple as that. :

In light of this, I was very disturbed to hear about AARP’s recent
survey results on 401(k) participants, their awareness and under-
standing of fees. About- two-thirds of the respondents stated that
they do not pay fees, and when told that 401(k) providers typically
charged fees for administering the plans and that the fees may be
paid by either the plan sponsor or participants, 83 percent then ac-
knowledged that they do not know how much they pay in fees.

Clearly, 401(k) participants need additional information on plan
fee and expenses. However, it is important that, as we get them
more information, we don’t overwhelm them. The additional infor-
mation need to be concise, meaningful and readily understandable.

If we bombard participants with too much information, they will
do what most people would do—they will ignore it. Since any new
disclosure requirements will carry costs for participants, over-
loading them helps no one. ‘

So, I am pleased that the Labor Department has begun a series
of regulatory initiatives to increase transparency and disclosure of
plan fees and expense information. I look forward to hearing more
about these initiatives today, and I would like to continue to work
with the Labor Department to ensure that participants have the
fee information they need to make prudent investment decisions.

Thank you, Senator Kohl.

The CHAIRMAN. Thank you very much, Senator Smith.

We are pleased to welcome our first panel here this morning. The
first witness will be Barbara Bovbjerg. Ms. Bovbjerg is the director
of Education, Workforce and Income Security Issues, for the U.S.
Government Accountability Office. At the GAO, she oversees eval-
uative studies on age and retirement income policy issues, includ-
ing social security, private pension programs, and the Employee
Benefit Security Administration of the Department of labor.

Our second witness will be Brad Campbell. Mr. Campbell is the
assistant secretary of Labor for the Employee Benefit Security
Administration, which oversees more than 700,000 defined con-
tribution retirement plans that cover almost 150 million Ameri-
cans. In this capacity, he is responsible for the administration and
enforcement of Title I of the Employee Retirement Security Act,
which is known as ERISA. He has been with the Department of
Labor since 2001. .

We welcome you both, and, at this time, we will take your testi-
mony.

Ms. Bovbjerg.
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STATEMENT OF BARBARA BOVBJERG, DIRECTOR, EDU-
CATION, WORKFORCE AND INCOME SECURITY ISSUES, U.S.
GOVERNMENT ACCOUNTABILITY OFFICE, WASHINGTON, DC

Ms. BOVvBJERG. Thank you very much, Mr. Chairman, Senator
Smith. I am pleased to be here today to speak about disclosing fee
information to 401(k) participants and providing better fee and cost
information to 401(k) sponsors, because fees can significant erode
an individual’s 401(k) savings, as you noted.

Information about the fees being charged is important because
we expect individuals to be responsible for making wise decisions
about their accounts. Sponsors, as fiduciaries, need the information
necessary to make plan design and administration choices that are
in the best interest of the participants.

Today I will present information about how such disclosure
might take place. I will speak first about what information could
be most useful, and then about how such information might be pre-
sented. My statement is drawn from our work last year on 401(k)
fees and from reports we have issued over the last several years,
addressing the presentation of financial information.

But first let me speak about the “what,” what information to pro-
vide. Although it is clear that participants need basic fee informa-
tion, it is not so clear what information is most relevant to them.

Most would agree that participants at least need to know what
direct expenses are charged to their accounts. In our earlier report
on this topic, we recommended that participants at least get infor-
mation that allows them to make comparisons across investment
options within their plans. We suggested that expense ratios could
meet this need in most instances.

Industry professionals we have contacted suggested additional
investment-specific needs might easily be disclosed as well, includ-
ing sales charges, surrender charges, wrap fees, things of that na-
fure. Some also suggest that participants receive information on re-
turns net of fees to encourage the participant to consider fees in
the context of returns rather than just focusing on fee levels alone.

However, as I will note in a moment, when I move to discussing
the format for disclosure, keeping it simple is really important if
participants are to read and make use of the information provided.
Participants are not the only parties who need better information.
Plan sponsors would benefit from a broad range of information as
they seek to fulfill their roles as fiduciaries.

In addition to information on plan fees, sponsors need informa-
tion, for example, on service providers’ business arrangements and
revenue-sharing options to ensure that plans’ fees and expenses are
reasonable and not affected by conflicts of interest. In our prior
work, we also made recommendations to require plan service pro-
viders to offer sponsors information of this nature.

Some have also suggested that sponsors and participants may
not know how to evaluate fees they are paying absent some sort
of benchmark for comparison. Because participants have no control
over investment options available to them, benchmarks may be
most important for the sponsors, as they make decisions that affect
plan costs.

But whether or not benchmarks are provided, a consistent ap-
proach to fee and cost disclosure, one that allows comparison across
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options within a plan and across plans overall, because people do
move around, would benefit both participants and sponsors.

Let me move now to the format in which fee information might
be disclosed. In prior work we found that certain practices help
people understand complicated information. The use of simple lan-
guage, straightforward and attractive layout, brevity and multiple
means of distribution are all key to documents the general public
will obtain, read and comprehend.

Distribution, layout and document length determine whether
people will even look at the information. If they can’t obtain the
disclosure easily, for example if it is provided only electronically
and they don’t have regular access to a computer, they will almost
certainly never read it. Or if it is too long, crammed with text or
in tiny, tiny typeface, even if participants receive it, experience
with other disclosures suggests they won’t read it.

Yet even the most attractively designed document must still be
written in accessible and simple language, and provide only the
most basic and important information if it is to be read and under-
stood. Clearly, design and means of conveying 401(k) fee informa-
tion will be crucial to achieving not just disclosure, but also im-
proved participant understanding.

To conclude, 401(k) participants, and even sponsors, need better
and more consistent information about plan fees. Focusing on the
most basic fee information, providing it in a way that participants
will read and understand it, and being consistent in its provision
across plans will be key. Providing information of this nature will
not only inform plan participants in making retirement, saving and
investment decisions, it may also have the salutary effect of sharp-
exlling competition and, in the end, reducing fees charged to 401(k)
plans.

That concludes my statement, Mr. Chairman. I hope that my full
statement can be submitted for the record.

[The prepared statement of Ms. Bovbjerg follows:]
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PRIVATE PENSIONS

401(k) Plan Participants and Sponsors Need Better
Information .on Fees

What GAO Found

Fee disclosure serves different functions for plan participants and sponsors.
Studies have shown that 401(K) participants often lack basic knowledge about
the fees associated with their plan. Participants need information about the -
direct expenses that could be charged to their accounts. As we previously
recomumended and most experis agree. the expense ratio-—a fund’s operating
fees as a per of its ts—is a fund ] piece of information for
participants. Plan sponsors, in contrast, need a range of fee information to
fulfill their fiduciary responsibilities. Sponsors need addmoml information on
service providers, investment opti andr sharing arrang to
assist them in monitoring plan fees and determining whether they continue to
be reasonable in light of the services provided. Labor has ongoing efforts
designed to help participants and plan sponsors understand the importance of
plan fees and the effect of those fees on retirement savings.

Whether participants receive only basic expense ratio information or more
detailed information on fees, presenting the information in a clear, easily
“. comparable format can help participants understand the content of the
disclosure. GAQ's prior reports found that certain pracﬁces help people
understand complicated information. For 1e, using clear 1 and a
straightforward layout in a brief document can enhance the accessibility of
ﬁnanclal infom\aﬂon Also, providmg graphics and less text can both attract

ion and make detailed information more quickly and easily
understandable.

P o Survey on of Feos

Doyouknawhownmh!nfeesandexpsnsesyouampaymg
for your 401{k) plan?

Sourca: AARP'S Survey of 401{K) Participants’ Awareness and Undaratanding of Fees. July 2007.




Mr. Chairman and Members of the Committee:

I 'am pleased to be here to discuss how best to disclose fee information to
401(k) participants and plan sponsors. Fees can significantly decrease
participants’ retirement savings over the course of a career. For 401(k)
participants, even a small fee deducted from a worker’s assets today could
represent a large amount of money years later had it remained in the
account to be reinvested. For plan sponsors, understanding the fees being
charged helps fulfill their fiduciary responsibility to act in the best interest
of plan participants.

Given that fees can have a large impact on an individual's account balance
over time, it is important that both participants, as investors, and plan
sponsars, typically the employer, receive the fee information necessary to
make informed decisions. The Department of Labor (Labor) is currently
drafting regulations on the disclosure of fees to participants, and Congress
is now considering legislation to improve such disclosure. These efforts
have generated debate about the type of fee information participants and
sponsors may need, and the amount and format of fee information that
should be disclosed. As Congress considers these issues, you asked us to
provide information about the way fees could be disclosed to benefit
401(k) participants and sponsors. My remarks today will focus on 1) the
information on fees that could be most useful for plan participants and
sponsors and 2) how such information can be presented to participants so
that it i3 easily understandable.

To describe the fee information that should be provided to 401(k) plan
participants and sponsors, we relied on our previous work that examined
the types of fees associated with 401(k) plans and who pays these fees,
how information is disclosed to participants, and Labor's oversight of fees,
We also used information from Labor and from industry experts on the
subject of fee disclosure to participants. To consider how such fee
information should be provided to participants, we reviewed ourp
work on the understandability of Social Security and other disclosures,
and utilized available industry information on the subject. We conducted
our review from September 2007 through October 2007 in accordance with
generally accepted government auditing standards.

3

In summary, fee disclosure serves different functions for plan participants
and sponsors. Participants need information about the direct expenses
that could be charged to their accounts. As we previously recommended
and most experts agree, the expense ratio—a fund's operating fees as a
percentage of its assets—is a fundamental piece of information for plan

GAO-08-95T




participants. Some experts also recommend that other types of fees be
disclosed, such as certain types of annual fees, and fees that are not
necessarily investment-specific. Plan sponsors, in contrast, need a range of
fee information to fulfill their fiduciary responsibilities. Thus, sponsors
need additional information on service providers, investment options, and

I sharing arrar ts to fulfill their duties as fiduciaries. Such

information assists them in monitoring pian fees and determining whether
the fees charged continue to be reasonable in light of the services
provided. Labor is currently considering what fee information should be
provided to participants and what format to enable participants to easily
compare fees across a plan’s various investment options. The agency also
has ongoing efforts designed to help participants and sponsors understand
the importance of plan fees and the effect of those fees on retirement
savings.

Whether participants receive only basic expense ratio information or more
detailed information on various fees, presenting the inforration in a clear,
easily comparable format can help participants understand the content of
the disclosure. The language, layout, length, comparability, and
distribution are among the important considerations that can inform the
design of fee disclosure. In our prior reports on helping the public
understand Social Security publications and on more effective disclosures
for credit cards, we found that certain practices help people understand:
complicated information. For example, using clear language and a
straightforward layout in a brief document can enhance the accessibility
of financial information. Further, providing graphics and less text can both
attract recipient attention and make detailed information more quickly and
easily understandable.

Background

.According to Labor's most recent data, an estimated 41 million

participants in 401(k) plans are permitted to direct the investment of all or
a portion of their plans’ accounts from among the choices offered by their
plans. As participants accrue eamings on their investments, they-also-pay
a number of fees, covering expenses, commissions, or other charges
associated with 401(k) plans. Over the course of the employee’s career;
fees may significantly decrease retirement account balances. For example,
even a l-percentage point difference in fees can significantly reduce the
amount of money available for reti t. Figure 1 an employee
of 45 years of age with 20 years until retirement changes employers and
leaves $20,000 in a 401(k) account until retirement. If the average annual
net retum is 6.5 p t—a 7 percent ir ¢t return minus a 0.5
percent charge for fees—the $20,000 will grow to about $70,600 at

GAO-08-95T
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retirement. However, if fees are instead 1.5 percent annually, the average
net return is reduced to 5.5 percent, and the $20,000 will grow to only
about $58,400. The additional } percent annual charge for fees would
reduce the account balance at retirement by about 17 percent.

Figure 1: Effect of 1 Percentags Point in Higher Annual Fees on a $20,000 401(k)
Balance invested over 20 Years

Account batance (in doftars)

1 2 3 4 5 & 7 8 8 10 11 12 13 14 15 18 17 13 19 20
Years
wewme  Accumutated account batance with 0.5 percent charge for fees
e e Accumulated account batance with 1.5 percent chargs lov fees
Source: GAO analysis.

Currently, most participants are responsible for directing their
investments among the choices offered by their 401(k) plans, but may not
be aware of the different fees that they pay. According to industry
professionals, participants are often unaware that they pay any fees
associated with their 401(k) plan. In fact, studies have shown that 401(k)
participants often lack basic knowledge about the fees associated with
their plan. As shown in figure 2, in a recent nationwide survey, 83 percent
of 401(k) participants reported not knowing how much they pay in fees.
When asked whether they pay any fees for the 401(k) plan, less than one-
fifth (17%) said they do pay fees. As figure 3 shows, almost two-thirds




responded that they do not pay fees (65%) and 18% stated that they do not
know.!

Figure 2: Participants’ Resp to Survey onA of Feaa

Do you know how much In fees and expenses you are paying
for your 401{k) plan?

Bource: AARPS Survey of 401(k) var Foes, July 2007,
‘AABP" M: 401(k) Parti ! and U ding of
(WasbinstOn.DC July 2007). AARP da

survey of 1,584 401(k) plan participants ages 25 and older. 'ﬂwmeywnsﬂelded!rmn
JmmmmlmmmbymwledgeNetwoﬂdeenloM Califomia, to
of its online panel. The overall sample was designed to
be nationally representative o“m(k) plan participants age 26 and older.

GAO-08-95T



Figure 3: Participants’ Response to Survey Question on Awarensss of Fees
Do you know whether you pay any fees for your 401(k) plan?

Paid faes

18% Did not know

Paid no foes
Source: AARP'S Survey of 401(x) Particioants’ Awareness and Undarstanding of Fees, July 2007.

Industry professionals agree that making participants who direct their
investments more aware of fees would help them make more informed
investment decisions.

Enacted before these types of plans came into wide use, the Employee
Retirement Income Security Act (ERISA) of 1974 establishes the
responsibilities of employee benefit plan decision makers and the
requirements for disclosing and reporting plan fees, Typically, the plan
sponsor is a fiduciary.’ A plan fiduciary includes a person who has
discretionary authority or control over plan management or any authority
or control over the management or disposition of plan assets.‘ ERISA
requires that plan sponsors responsible for managing employee benefit
plans carry out their plan responsibilities prudently and solely in the
interest of the plan's participants and beneficiaries. Plan sponsors, as

?20 USC. §§ 1001-1461.
* Any person who makes investment dacisions with respect to a qualified employee benefit

plan’s asscts is generally a fiduciary. The duties the person performs for the plan rather
than their title or office determines whether that person is a plan fiduciary. 29 U.S.C. §

1002(21XA).
120 US.C. § 1002(21).

GAO-08-95T
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fiduciaries, are required to act on behalf of plan participants and their
beneficiaries. These responsibilities include

» selecting and monitoring service providers to the plan;

* reporting plan information to the govemment and to participants;

* adhering to the plan’s investment policy statement and other plan
dot ts (unless inconsi with ERISA);

* identifying parties-in-interest to the plan and taking steps to monitor
transactions with them;

* selecting investment options the plan will offer and diversifying plan
investments; and

-+ ensuring that the services provided to their plan are necessary and that

the cost of those services is reasonable.

In our November 2006 report on 401(k) fees, we found that the fee
information that ERISA requires 401(k) plan sponsors to disclose is
limited and does not provide participants with an easy way to compare
investment options.® All 401(k) plans are required to provide disclosures
on plan operations, participant accounts, and the plan’s financial status.
Although they often contain some information on fees, these documents
are not required to disclose the fees borne by individual participants.
Overall, we found that the information currently provided to participants
does not provide a simple way for them to compare plan investment
options and their fees, and are provided to participants in a piecemeal
fashion.

Additional fee disclosures are required for certain—but not all—plans in
which participants direct their investments. ERISA requires disclosure of
fee information to participants where plan sponsors seek liability
protection from investment losses resulting from participants’ investment
decisions. Such plans—known as 404(c) plans—are required to provide
participants with a broad range of investment alternatives, descriptions of
the risks and historical performance of such investment alternatives, and
information about any transaction fees and expenses in connection with

‘GAO, Private Pensions: Changes Nesded To Provide 401(k) Plan Participants and the
Department of Labor Bettér Information on Fees, GAO-07-21 (Washington, D.C.:
November 16, 2008).

GAO-08-95T




14

buying or selling interests in such alternatives.* Upon request, 404(c) plans
must also provide participants with, among other information, the expense
ratio for each investment option. Plan sponsors may voluntarily provide
participants with more information on fees than ERISA requires,
according to plan practitioners. For example, plan sponsors that do not
elect to be 404(c) often distribute prospectuses or fund profiles when
employees become eligible for the plan, just as 404(c) sponsors do. Still,
absent requirements to do 5o, some plan sponsors may not identify all the
fees participants pay. )

Some participants may be able to make comparisons across investment
options by plecing together the fees that they pay, but doing so requires an
awareness of fees that most participants do not have. Assessing fees
across investment options can be difficult for participants because the
data are typically not presented in a single docurnent which facilitates
comparison. However, most 401(k) investment options have expense
ratios that can be compared; according to industry data, the majority of
401(k) assets are in investment options, such as mutual funds that are
generally required to present the expense ratio in a prospectus.

Plan sponsors, on the other hand, may cwrrently receive some information
on an investinent option's expenses that includes management fees,
distribution and/or service fees, and certain other fees, such as accounting
and legal fees. These fees are usually disclosed in the fund’s prospectus or
fund profile. In addition to investment fees, sponsors may receive
information about fees for administration and other aspects of plan
operations. Sponsors can also have providers fill out the Form 5500, which
ultimately gets filed with Labor.” Generally, information on 401(k) fees is

¢ ERISA Section 404(c) generally provides relief for plan fiductarles of certain individual
Mphm,aﬂ\aswl(k)plmu,ﬁvmuabmwfubsamﬁﬁmmmmmt
decisions made by plan participants and beneficiaries. 29 U.S.C. § 1104(c). Tplermenting
WpMM@IaWMWMa).%CFRiMMI

7 The Form 5600 includes information on the plan’s sponsor, the features of the plan, and
Unmbadpmdpm&mfmnahopmﬂdammspednch\tommﬂon,suchasphn
assets, liabilities, and financial ctd Flling this form satisfiea the

it for the plan to file annual reports concerning, among other
things, the financial condition and tion of plans. Labor uses this form as a tool to
monitor and enforce plan sponsors’ responaibilities under ERISA.

GAO-08-05T
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reported on two sections of the Form 5500, Schedule A and Schedule C.*
However, our November 2006 report stated that the form is of little use to
plan sponsors and others in terms of understanding the cost of a plan.’

While plan sponsors may receive information on investment and other
fees, they may not be receiving information on certain undisclosed
business arrangements. We previously reported that several opportunities
exist for business arrangements to go undisclosed, given the various
parties involved in creating and administering 401(k) plans. Problems may
occur when pension consultants or other companies providing services to
a plan also receive compensation from other service providers. Without
disclosing these arrangements, service providers may be steering plan
sponsors toward investment products or services that may not be in the
best interest of participants. In addition, plan sponsors, being unaware, are
often unable to report information about these arrangements to Labor on
Form 5500 Schedule C. Our November 2006 report recommended that
Congress consider amending ERISA to require that service providers
disclose to plan sponsors the compensation that providers receive from
other service providers.

H.R. 3185, the 401(k) Fair Disclosure for Retirement Security Act of 2007,
was introduced in Congress on July 26, 2007, and H.R. 3765, the Defined
Contribution Plan Fee Transparency Act of 2007, was introduced on
October 4, 2007. The first bill if enacted would, among other things, amend
ERISA to require detailed fee disclosures from service providers to plan
sponsors, as well as from plans to participants, and establish additional
specific requirements related to the selection of investment options by
404(c) plan sponsors. It would also require Labor to take various steps
related to the enforcement of these requirements and would create
statutory penalties for failure to comply. The second bill would amend the
Internal Revenue Code to impose taxes on any defined contribution plan

'SchedlﬂeAisnsedtoreponleesm\dmmmisdmmpaldtobmktmu\dsalesngmmfor
selling | h Ci onlhefeupmddirecuyto
service p for all other i , but fees di d
from retums. ScheduleCnlsoidenﬂﬂessenioepmvldemwiﬂ\feesinexmo“s(!mby
name.

'IabofsERISAAdvhoryCmmleoangGmuponPlanMandReporﬁngonFom
SEOOmuwwmiscondmmmﬁngﬂmonud\ereuMmbmedexpudWmdm
paid from plan assets are deemed reportable. Many of the fees are associated with
mdividualhwmnunopdmhﬂnwl(k)pmauﬂnsammnlhmd,andmdeducted
from investment returns and not reported to plan sponsors or on the Forma §500.
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administrator failing to provide plan participants with prescribed
information about plan fees and expenses, and on any plan service
provider failing to provide defined contribution plan administrators
prescribed information about plan fees and expenses. Both bills suggest
that a satisfactory disclosure to participants would include a statement

plaining that ir ts should not be selected based solely on the
level of fees charged but also on careful consideration of a range of factors
including the altematives' risk level, historic returns, and investment
objectives.

Basic Fee Information

Fee disclosure serves different functions for plan sponsors and
participants. Participants need fee information to make informed |

is Important for decisions about their investments—primarily, whether to contribute to the

artici mak plan (and at what level) and how to allocate their contributions among the ‘
P CIpants tO N e investment options the plan sponsor has selected. As we previously |
Informed Decisions recommended and most experts agree, the expense ratio is a fundamental ‘

nso piece of information for plan participants. Plan sponsors, as fiduciaries, |

but Pla'n SpO s must consider a range of information, in addition to info;-maﬁon on fees,
Reqmre Broader such as hiring and supervising plan service providers, selecting investment
Information options, and reviewing the reasonableness of plan fees.
Participants Need Fee Although it is clear that participants require fee information to make
Information to Make informed decisions, it is not so clear what fee information is most relevant.
Informed Comparisons Better disclosure of fee information is important because participants in
and Decisions gbout How 401(k) plans generally receive less information and guidance from
to Direct their Inve: ents investment professionals regarding their investment decisions than direct

investors. According to industry experts, participants need to be given
information about the direct expenses that could be charged to their
accounts. .

In our 2006 report on fees, we found that fees are charged by the various
outside companies that the plan sponsor hires to provide a number of
services necessary to operate a plan. Services can include

« investment management (i.¢., selecting and managing the securities
included in a mutual fund; marketing the fund and compensating-
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brokers who sell the fund;* and providing oth