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THE SPARK INSTITUTE ADDRESSES 401(k) PLAN FEES
AND EXPENSES IN NEW WHITE PAPER
SIMSBURY, CT, May 20 – In a white paper issued today, The SPARK Institute said that one of the greatest misconceptions about the level of fees paid by participants in 401(k) and similar retirement plans is that they are expensive and overpriced relative to the fees that are paid by investors in individual mutual funds and other retail investments.  “The SPARK Institute believes that the fees agreed to by employers and charged to participants in workplace plans are fair and reasonable when considering all of the services that are provided,” said Larry H. Goldbrum, General Counsel. “Due to economies of scale inherent in group plans, they deliver better value than comparable retail based investments such as IRAs,” he added.  The paper, “The Case for Employer-Sponsored Retirement Plans – Fees and Expenses,” is available on The SPARK Institute website at www.sparkinstitute.org/comments-and-materials.php.


The white paper also raises concerns about using mandatory automatic IRAs as an alternative to 401(k) plans and giving IRA arrangements preferential treatment.  “In many instances, IRAs are invested in the same investment funds with the same investment expenses as 401(k) and similar plans, except that participants receive more service, flexibility, education, and support through the workplace plan,” said Goldbrum. 

Another misconception addressed in The SPARK Institute paper is that lower paid workers are overcharged for plan and investment services due to the asset-based fee structure of most plans.  “The reality is that lower paid employees receive the same services and benefits as highly compensated workers, who pay a larger share of plan expenses because they typically have higher account balances,” Goldbrum noted.  “In many cases, lower paid workers in employer-based plans also have access to lower cost investment options that would otherwise be unavailable to them, and many plans provide matching contributions which generally exceed the fees paid by participants with lower balances.”


The SPARK Institute paper argues against a legislative proposal that would mandate the use of a passively managed or index fund in 401(k) and similar plans on the basis that it would reduce the fees and expenses paid by participants for plan and investment services.  “The use of index funds as a way of reducing plan costs relies on the misconception that doing so will change the economics of servicing a plan,” said Goldbrum.  “Regardless of which types of funds are used, plan service providers must have a source of revenue to cover their costs.  If revenues are reduced through the use of an index fund, then plan sponsors and service providers would have to agree to fee arrangements that imposed additional charges in order to maintain the current revenue and economics of the plan,” he said.  “The SPARK Institute believes that the wholesale use of index funds by legal mandate will not reduce fees and policy makers should not unilaterally determine which approach to retirement investing is better for American workers.”

Another “myth” addressed in the white paper is that fees and expenses in a plan administered  under a bundled service arrangement must be disclosed and broken out on an unbundled basis for plan sponsors to make necessary decisions on an informed basis.  “The bundled versus unbundled fee disclosure debate detracts attention from the real issue of providing employers with clear and understandable information to evaluate the products and services necessary to operate their plans,” said Goldbrum.. “Plan sponsors will have their own preferences toward either bundled or unbundled product offerings and they have the ability and right to request information that they deem necessary in order to evaluate service providers,” he said. “Similarly, service providers should be able to structure their products and services on an unbundled or bundled basis and price their products and services as they choose.”

The white paper is the third in a series produced by The SPARK Institute.  The first paper examined the “Benefits and Accomplishments” of employer-based retirement plans and the second installment discussed “Coverage, Participation and Retirement Security.”  They are all available on The SPARK Institute website at www.sparkinstitute.org/comments-and-materials.php.

The SPARK Institute is the leading voice in Washington for the retirement services industry.  Through the combined expertise of its member companies, The SPARK Institute provides research, education, testimony and comments on pending legislative and regulatory issues to members of Congress and relevant government agency officials. Collectively, its members serve over 62 million defined contribution plan participants. 
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