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Meeting the Challenges of the
New Fee Environment
401(k) plan fees have been a key focus for the industry, with mounting regulatory
and legal pressures on plan sponsors to improve their fee analysis and disclosures.
Accurate fee assessment, monitoring and disclosure will be of growing importance
for plan sponsors going forward.
In this paper, Callan Associates provides plan sponsors with a comprehensive
overview of the current environment.
Through two case studies, we illustrate Callan’s step-by-step approach to working
with our clients to develop better fee analysis, benchmarking and disclosure.

How Did We Get Here?
The fee environment facing plan sponsors today effectively began in 2004 with the ERISA
Advisory Council Report on Fee Disclosures to Participants. The report contained a number
of key recommendations, many of which were later enacted through regulation. These recommendations included: avoiding vendors who refused to disclose fees; requiring a detailed
written analysis of fees and compensation; and several other measures intended to boost
transparency and disclosure around fees. The Government Accountability Office followed in
2006 with its own report on fees and disclosures.
The government’s heightened interest in the transparency and appropriateness of plan fees
has coincided with a surge in class action litigation surrounding the issue. Among the
charges leveled, some have alleged that plan sponsors failed to discharge their fiduciary obligations by not properly establishing or monitoring plan fee structures. Some of the lawsuits
alleged plans were using misleading benchmarks, and failed to properly and adequately dis-
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1 Impact of the PPA: Defined Contribution Plan Sponsor Survey, Callan Associates Inc., February 2008
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Callan’s Approach to Fee Analysis:
Assessing the Entire Picture
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While the bids obtained as part of this
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For some large plans that
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Given the current environment, Callan has
been increasingly focused on working with
our clients to help them better understand
and manage their plan fees. As the following case studies illustrate, we have been
successful in helping our clients not only
develop better fee analysis, but reduce
fees as well.

CASE STUDY 1
PLAN SPONSOr A: $2 BILLION COrPOrATe 401(k) PLAN
TIer 1

Target date mutual funds

TIer 2

Passive and an active sleeve for each of the major asset classes

TIer 3

More specialized funds

Although investment fees across the three

mapping those assets to the plan’s S&P 500

tiers were reasonable, recordkeeping fees

fund, which allowed the opportunity to move

were above average due to the large amount

to a lower fee share class. We also moved a

of assets in a few of the recordkeeper’s pro-

small cap growth mutual fund to a collective

prietary Tier 3 funds. Therefore, there was a

trust and shifted international equity from a

considerable amount of revenue sharing

retail share class to an institutional share

being generated even as plan assets were

class. Lastly, we negotiated further expense

growing in a very meaningful way. Moreover,

credits with the recordkeeper. The result: the

some of the Tier 3 funds duplicated the core

per-participant recordkeeping fees were

investment options in Tier 2, making them a

reduced from $240 to $150.

bad fit for the overall plan structure.

As this plan continues to grow, we will con-

Our recommendations, ultimately instituted

tinue to look for additional ways to reduce

by the client, were to: 1) Replace the current

administrative fees, such as moving some of

target maturity options with lower fee ver-

the active funds in Tier 2 into separate

sions; 2) Change the large cap value mutual

accounts using the same managers, and

fund to a separate account with the same

generically labeling the fund options so they

investment strategy; and 3) Eliminate one of

can more easily be moved into separate
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accounts over time.
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CASE STUDY 2
PLAN SPONSOr B: $5 BILLION COrPOrATe 401(k) PLAN
TIer 1

Risk-based asset allocation funds

TIer 2

17 core options

TIer 3

Several specialty options

Participant use of the Tier 1 and Tier 2

Therefore, we suggested shifting from mutual

options was quite limited with 87% of plan

fund structures into either separate accounts

assets were in Tier 3. When we analyzed the

or commingled funds. We also recommended

expense ratios, we found that fees associat-

creating generically labeled broad asset class

ed with the first two tiers were generally

options that utilized the existing underlying

below the median, but the expense ratios

managers which will help participants stay

associated with many of the specialty options

focused on their asset allocation decisions

in Tier 3 were above the median. Many of

rather than selecting funds for their current

these specialty funds were retail share class-

performance or brand name. It will also help

es rather than institutional share classes, so

to create administrative efficiencies in the

we recommended the client eliminate all the

event there is a change to the underlying

specialty options and map those assets into

managers.

the Tier 2 core options. For those participants
seeking a broader array of options outside of
what the plan structure offered, we recommended that the plan sponsor add a mutual
fund window.

Additionally, the client was able to build customized asset allocation funds in Tier 1
because of its size and, prompted by recent
QDIA regulations, opted to move from riskbased funds to target maturity funds that

These changes significantly boosted Tier 2

allow participants to more easily select the

assets creating potential economies of scale.

appropriate fund based on their age.
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Looking Ahead:
Best Practices for Plan Sponsors
We are seeing growing interest in fee dis-

accounts and company stock to ease com-

closure to participants. In fact, a recent sur-

parisons between options for participants.

vey Callan conducted found that nearly

Instructions on how and where to find addi-

one-third of plan sponsors surveyed said

tional fee information are also included for

they intended to increase their fee disclo-

those wanting more disclosure.

sure even if it is not required. While the regulatory environment remains in flux, we
have begun to see an emerging set of “best
practices” toward which we are guiding our
clients. The most effective fee disclosures
do not include an itemized list of every
expense, which would likely overwhelm
participants, but rather provide a comprehensive sense of the various applicable
fees including investment management,
administration and transaction fees. These
disclosures may also include an explanation of how revenue sharing works, and
consistent fund fact sheets with fee infor-

While monitoring, evaluating, and commu-

Nearly one-third of plan

nicating fees are challenging, we believe

sponsors surveyed said

the trend toward greater disclosure is likely

they intended to increase

to continue, particularly in light of the new
Department of Labor regulations. As the
fee environment comes under ever greater

their fee disclosure even
if it is not required.

scrutiny, accurate analysis and benchmarking will also become increasingly
important. Callan is committed to helping
our clients meet these challenges not just
through in-depth fee analysis, but also by
seeking creative ways to reduce fees and
gain investment flexibility.

mation on funds, collective trusts, separate
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