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The Entrepreneurship Issue



What is all the noise lately regarding 
fee disclosure for retirement plans? 
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“Price is what you pay. Value is what 
you get.”—Warren Buffett

The “noise” is about the 408(b)(2) pro-
vider-fee disclosure to retirement plan 
sponsors and the 404(a) fee disclosure to 
retirement plan participants. You should 
care if you are an executive in a com-
pany that sponsors a retirement plan, or 
a participant in a retirement plan.

1. 408(b)(2)–Covered Service 
Provider(CSP)* fee disclosure to plan 
fiduciaries. Retirement Plan Sponsors 
should use this information to deter-
mine whether the fees charged for the 
services rendered to the plan and its 
participants are reasonable. The effec-
tive date: July 1, 2012.

2. 404(a)—Participant fee disclo-
sure. This requires enhanced annual 
and quarterly disclosure to plan partici-
pants to help them make choices. The 
effective date: August 30, 2012.

This year, 2012, may be the first time 
plan sponsors get a true look at the rev-
enue from their retirement plans. Many 
plan participants may be shocked to 
learn they are paying fees in their 
plans—a 2011 AARP survey showed that 
a large majority of plan participants did 
not think they paid any.

Historically, a mismatch has occurred: 
Companies that sponsor a retirement 
plan were charged with knowing their 
retirement plan fees and determining 
whether they were reasonable, but CSPs 

were not required to disclose their fees. 
Also, participants needed information 
to make investment decisions, but dis-
closures were not required.

So, now what? We believe fee dis-
closure is a positive movement that 
will create consistency and transpar-
ency in the retirement plan market. 
But disclosure is only part of the issue. 
Because plan sponsors are charged 
with determining whether their fees 
are reasonable, they should bench-
mark their plans and compare their 
fees to like plans, in terms of plan 
assets, participants, etc. Such bench-
marking services are available for a 
fee. Sponsors may also be able to have 
their current advisor/broker provide 
this service. 

Yet, not all benchmarking services 
are created equal. Sponsors should 
know the size of the database used for 
the benchmarking report. Some pro-
viders are new to this business and do 
not yet have the scale for an adequate 
benchmark. One solution is to request 
proposals from other providers Plan 
sponsors should know that:

• While providers are in business to 
make a profit, the least expensive plan is 
not necessarily the best.

• No two retirement plans are identical.
• The most important goal is achiev-

ing a balance among fees, revenue 
and service.

• Consulting fees can be paid directly 
by the plan sponsor or in some cases 
by the plan if it is a legally permissible 
plan expense.

• Investment fees typically are embed-
ded in the fund’s overall expense ratio 
and are paid proportionately by partici-
pants in the fund.

• Administration fees can be paid by 
the plan sponsor directly or allocated 
back to the plan.

FaCtorS that Drive FeeS
The characteristics of the plan, the 
investments offered and the services 
received all impact companies’ fees. 
Determining factors include plan size, 
type, and average balance; plan com-
plexity; payroll frequency and format; 
transaction volume; fund type and asset 
allocation; cash flow into revenue-pro-
ducing funds; and scope of services.

Many attributes define a successful 
plan. As part of their obligation to make 
decisions in the best interest of their 
plan participant, fiduciaries should 
ensure that the fees are reasonable 
compared to the value received. 

Here again, reasonableness does 
not always equate to the lowest fees. 
With the new transparency, plan par-
ticipants and sponsors will be able to 
make more informed decisions about 
their retirement plans.  

By Timothy E. Flatley

*Covered Service Provider (CSP)—any service provider that paid $1,000 or more from plan assets. For example: accounting, auditing, actuarial, appraisal, banking, 
consulting, custodial, insurance, investment advisory, legal, recordkeeping, securities or other investment brokerage, third party administration, valuation services, etc.

Securities offered through Purshe Kaplan Sterling Investment, member FINRA/SIPC, headquartered at 18 Corporate Woods Blvd., Albany, NY 12211. Not FDIC 
insured. Not bank guaranteed. May lose value, including loss of principal. Not insured by any state or federal agency. Past performance may not be indicative of 
future results. Different types of investments involve varying degrees of risk. Therefore, it should not be assumed that future performance of any specific investment 
or investment strategy (including the investments and/or investment strategies recommended and/or undertaken by Sterling Investment Advisors Ltd.) will be 
profitable. Rankings and/or recognition by unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee 
that he/she will experience a certain level of results if Sterling Investment Advisors Ltd. is engaged, or continues to be engaged, to provide investment advisory 
services, nor should it be construed as a current or past endorsement of Sterling Investment Advisors Ltd. by any of its clients. Rankings published by magazines and 
others are generally based exclusively on information prepared and/or submitted by the recognized advisor.

The Delaware Valley region is defined as the following counties: Pennsylvania—Berks, Bucks, Chester, Delaware, Montgomery, Philadelphia;  
Delaware—New Castle; Maryland—Cecil; and New Jersey—Atlantic, Burlington, Camden, Cape May, Cumberland, Gloucester, Mercer, Ocean, Salem.
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Sterling Investment Advisors Ltd. is featured in Worth® 2012 Leading Wealth Advisors™, a special section in every edition of Worth® magazine. All persons and firms appearing in this section 
have completed questionnaires, have been vetted by an advisory group following submission by Worth®, and thereafter paid the standard fees to Worth® to be featured in this section. The  
information contained herein is for informational purposes, and although the list of advisors presented in this section is drawn from sources believed to be reliable and independently reviewed, 
the accuracy or completeness of this information is not guaranteed. No person or firm listed in this section should be construed as an endorsement by Worth®, and Worth® will not be  
responsible for the performance, acts or omissions of any such advisor. It should not be assumed that the past performance of any advisors featured in this special section will equal or be an 
indicator of future performance. Worth®, a Sandow Media publication, is a financial publisher and does not recommend or endorse investment, legal or tax advisors, investment strategies or 
particular investments. Those seeking specific investment advice should consider a qualified and licensed investment professional. Worth® is a registered trademark of Sandow Media LLC.   
See “About Us” for additional program details at http://www.worth.com/index.php/about-worth.
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