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INtroDuCtIoN

there is heightened awareness of fee structures of employer-sponsored 
retirement plans due to the EriSa 408(b)(2) regulation. this regulation 
has drawn increased attention to the decision-making process that 
supports these practices. For a plan fiduciary, this increased focus does 
not necessarily call long-accepted practices around fee structures and 
allocation into question. it does, however, highlight the importance of 
having a documented process in place for determining the reasonableness 
of those fees and in determining how those fees are paid. 

EriSa requires a plan fiduciary to understand the fees a plan pays, the 
reasonableness of those fees, and to understand and decide how such 
fees are paid to service providers. to further assist the fiduciary with these 
responsibilities, the u.S. department of labor (dol) released disclosure 
rules to ensure the fiduciary and plan participants receive more information 
regarding how the fees that service providers charge are structured.1

 
however, aside from EriSa’s broad definition of fiduciary duties and the 
disclosures received, little more has been provided in terms of formal 
guidance on how plan expenses may be — or should be — allocated 
among participants and beneficiaries. 

What this means is that while there are a number of ways in which plan 
fees can be paid, when it comes to fee payment and allocation, 
there is no one right answer. Instead, it becomes an exercise in 
prudence and requires the fiduciary to have a repeatable and 
defendable process in place for evaluating the impact fees have 
on plan participants.

to assist the fiduciary in developing such a process, this paper will look at 
common fee payment methods and their potential impact on different 
plan participants. We will focus on one fee payment method in particular, which is often referred to as “revenue 
sharing”; this is further defined later in this paper. With this fee payment method, the revenue sharing that is made 
available by the investment options is used by the service provider to pay plan fees.

after exploring the implications of revenue sharing, we will then offer help in developing a prudent and defendable 
process for determining the allocation of plan fees within a plan.

there has been an increased focus on retirement 
plan expenses in recent years, particularly in terms 
of the amount of fees and how they are allocated 
and disclosed. the Employee retirement income 
Security act of 1974 (EriSa) tasks plan fiduciaries, 
which includes plan sponsors, with understanding 
overall plan fees and how such fees are allocated 
among participants. unfortunately, there is very little 
formal authority to help guide a plan fiduciary in 
determining how to reasonably allocate plan fees. 

this guide prepared by the Principal Financial group® 
provides plan fiduciaries with helpful assistance in 
developing a prudent process for considering the 
allocation of plan fees. as this guide highlights, there 
are a number of ways to effectively do that. 

Ultimately, a plan fiduciary must understand whether 
any fees are being paid from plan assets. If so, a plan 
fiduciary needs to determine, through a documented 
prudent process, how to reasonably allocate these plan 
fees among participants. The development of a prudent 
process will help a plan fiduciary demonstrate that the 
allocation has been made in a reasonable manner.

Fred reish, chair,  
Financial Services EriSa team, drinker biddle®

ExEcutivE SuMMarY

IN the eND, depending on factors that are unique to each plan, each plan fiduciary will need to determine, pursuant to 
a documented prudent process, how to package plan expenses as part of their fiduciary obligations.

1  EriSa §408 (b)(2) and EriSa §404 (a)(5).
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2  Field assistance bulletin 2003-03.

uNdErStaNdiNg FEE MEthodS 
the plan fiduciary should consider how plan fees are 
charged. according to the dol in Fab 2003-03, “Where 
fees or charges to the plan are determined on the basis of 
account balances, such as investment management fees, a 
per capita method of allocating such expenses among all 
participants would appear arbitrary.” 

For example, if the recordkeeping fee is 25 basis points of 
assets, that arguably supports a pro-rata allocation of the 
fee. on the other hand, if the recordkeeper charges $100 
per participant, that may support a per-capita allocation. 

all retirement plans incur various fees for the ongoing 
operation of the plan. typically, plan fees are allocated  
or collected through one or a combination of fee  
payment methods. What follows are brief summaries  
of these methods.

BIlleD Fees

a plan fiduciary may elect to have all or a portion of the 
plan’s fees billed. this bill would typically be paid by the 
plan sponsor. Fees are not allocated among participants and 
beneficiaries nor are plan assets used to pay these fees. the 
billed fees are typically included in the plan sponsor’s annual 
budget for planned expense obligations. 

DeDuCteD Fees 

a plan fiduciary also has the option of electing to have all 
or a portion of the plan fees deducted from plan assets. 
in the case of a defined contribution plan, these fees 
reduce the amount of retirement savings in participant 
accounts either in proportion to their account balance 
(pro rata) or as a flat dollar amount. (For an example, see 
Deducted Fees table below.)

Account Balance Flat-Fee example Pro-rata example

Participant A $100,000 $1,000.00 $2,580.65 

Participant B $50,000 $1,000.00 $1,290.32 

Participant C $25,000 $1,000.00 $645.16 

Participant D $12,500 $1,000.00 $322.58 

Participant e $6,250 $1,000.00 $161.29 

ToTal DeDUcTeD Fees $5,000.00 $5,000.00 

Example for illustrative purposes only.

dEductEd FEES 

A PlAN FIDuCIAry CAN eleCt to PAy or 
AlloCAte PlAN Fees IN A NumBer oF 
DIFFereNt wAys. In fact, the DOL observed in 
Field Assistance Bulletin (FAB) 2003-03 that plan 
sponsors and fiduciaries have considerable discretion in 
determining, as a matter of plan design or a matter of 
plan administration, how plan expenses will be allocated 
among participants and beneficiaries.2  
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Asset-BAseD Fees

a plan fiduciary may choose to have all or a portion  
of the plan’s fees collected as an asset-based fee.  
this amount is typically expressed as a basis point3 and 
is generally collected monthly (though some service 
providers may collect this quarterly) from participant 
accounts. the example that follows illustrates an 
annualized fee payment of 30 basis points. (For an 
example, see asset-Based Fees table below.)

reveNue shAreD wIth servICe ProvIDer

the term “revenue sharing” is frequently used to refer 
to payments that are made by an investment option4  
such as a mutual fund, or its investment manager or 
affiliates, to a service provider for employer-sponsored 
retirement plans for work in keeping track of the 
ownership of the investment option and other services. 
under securities law, for example, revenue sharing 
payments from mutual funds may be called sub-transfer 
agency fees and/or administrative service fees. in the 
retirement-plan world, the phrase “revenue sharing” may 
be used to refer to those payments. it is important to note 
that not all investment options use the term “revenue 
sharing” as a description of these, or similar payments.

this fee payment method involves having all or a portion 
of the plan fees collected through revenue sharing. 
various share classes or rate levels may be available to 
offset greater or lesser portions of the plan fee. 

No oNe rIght Fee PAymeNt methoD, But 
PruDeNt ProCess Is CrItICAl 

We’ve just introduced four fee payment methods. before 
we dive into revenue sharing and its implications in 
more detail, it’s important to note that there is no one 
right fee payment method. EriSa contains no provisions 
that specifically address how plan expenses are to 
be allocated among participants and beneficiaries.5  
Moreover, there is no regulation from the dol that 
states any of these options is required or that one option 
is considered more prudent than the others. 

instead, all that plan fiduciaries have to go by in establishing 
and documenting a prudent process is that they are 
required to discharge their duties with respect to a plan 
prudently,6 “solely in the interest of the participants and 
beneficiaries,”7 and “in accordance with the document and 
instruments governing the plan insofar as such documents 
and instruments are consistent with the provisions of [title 
i] ...”8 it is, therefore, the obligation of the plan fiduciary to 
engage in a prudent process to understand and select the 
option that is consistent with the plan document, to the 
extent applicable, and in the interest of the participants  
and beneficiaries.

the allocation of plan expenses is, therefore, a fiduciary 
decision that requires that a plan fiduciary engage in a 
prudent process.9 this process includes decisions related to 
the allocation of revenue sharing payments.

Account Balance Asset-Based Fee
Annual Fee (reflected  
as a dollar amount)

Participant A $100,000 0.30% $300.00

Participant B $50,000 0.30% $150.00

Participant C $25,000 0.30% $75.00

Participant D $12,500 0.30% $37.50

Participant e $6,250 0.30% $18.75

ToTal asseT-BaseD Fee $581.25 

Example for illustrative purposes only.

aSSEt-baSEd FEES

3  a basis point is one-hundredth of a percentage point (0.01%). basis points are used as a uniform measure or expression of various retirement plan   
 fees and investment expenses, as a percentage of asset values. the relationship between percentage and basis points can be summarized as   
 follows: 1% = 100 basis points and 0.01% = 1 basis point.
4  investment options may include mutual funds, insurance company separate accounts, collective investment trusts and other investments.
5  Field assistance bulletin 2003-03.  6  EriSa §404 (a)(1)(b).  7  EriSa §404 (a)(1).  8  EriSa §404 (a)(1)(d).  9  Field assistance bulletin 2003-03. 
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in general, under EriSa, fiduciaries must discharge 
their duties solely in the interest of the participants and 
beneficiaries and for the exclusive purpose of:

•	 Providing benefits to participants and their 
beneficiaries, and 

•	 defraying reasonable expenses of administering  
the plan.10

EriSa requires that, in performing these duties, fiduciaries 
act with the care, skill, prudence and diligence under 
the circumstances then prevailing that a prudent person 
acting in a like capacity and familiar with such matters 
would use in the conduct of an enterprise of a like 
character and with like aims.11

reveNue shArINg IN FoCus:  
whAt PlAN FIDuCIArIes NeeD to kNow

recently plan sponsors have had a number of questions 
regarding developing a prudent process for the revenue 
sharing approach. this is why we will focus on the 
specific aspects of this approach more closely.

how reveNue Is shAreD

revenue sharing may be paid out of an investment 
option’s expense ratio (also sometimes referred to as 
the total investment expense) or by the investment 
option’s investment manager, distribution company or 
its transfer agent. regardless of the source, the payment 
is a reflection of the savings realized by the investment 
company when certain burdens, such as shareholder 
service and the maintenance of share ownership records, 
are provided by the service provider instead. these 
savings by the investment company can be passed on to 
the service provider in the form of revenue sharing.

ImPlICAtIoNs oF reveNue shArINg

revenue sharing is paid by the investment option or its 
related entities, and the source of the revenue sharing 
is the expense ratio of the investment option. this 
means the participants who are invested in the specific 
investment option ultimately bear the expense of 
revenue sharing. 

For many plans, revenue sharing is used to pay some or 
all of the plan’s recordkeeping and administrative costs. 
So, by extension, participants in such plans bear the plan 
recordkeeping and administrative costs that are offset by 
revenue sharing. 

erIsA AND reveNue shArINg

EriSa does not prohibit revenue sharing or specify 
how plan expenses should be allocated. however, the 
decisions regarding revenue sharing provided to the 
service provider and plan fees are fiduciary ones. they 
are subject to EriSa’s fiduciary duty and prohibited 
transaction rules.12 

if a plan fiduciary is unsure how a service provider defines 
revenue sharing or the sources from which this amount 
is made available, the plan fiduciary should request this 
information. a service provider should be able to identify 
and explain the amount of the plan fees assessed and the 
degree to which revenue sharing has offset those fees.

how reveNue shArINg Is APPlIeD

there are several approaches for the application of 
revenue sharing to a plan’s fee collection. Some of these 
approaches can be complicated and have unexpected 
impacts on participants. Several examples follow to 
illustrate how each approach works and potential 
implications for plan participants. 

it is important to remember that the amount of revenue 
sharing paid by an investment option can vary from one 
investment option to the next. therefore, participants 
bear different rates of revenue sharing depending on 
the investment options in which they invest. For some 
plan fiduciaries, there is a desire to “levelize” the amount 
of revenue sharing made available by the investment 
options offered in the retirement plan so that each 
investment option has the same rate of revenue sharing 
in basis points. this can be done in a number of different 
ways, and the first three approaches deal with this 
concept of levelization.

10  EriSa §404(a)(1).  11  EriSa §404(a)(1)(b).  12  Field assistance bulletin 2003-03.

the AmouNt oF reveNue shArINg vArIes 
from investment option to investment option.  
Some investment options — including company  
stock investments, self-directed brokerage accounts  
and some mutual fund share classes — provide no 
revenue sharing. 
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aPProach oNE: select investment options with zero revenue sharing

thE SElEctioN oF aPProach oNE:

Plan fiduciaries may select investment options that produce 
zero revenue sharing. this approach provides clear separation 
of plan administrative and recordkeeping fees from investment 
expenses in a simple and straightforward manner. this 
approach also allows for “levelized” revenue sharing since each 
investment option produces the same rate of revenue sharing 
— zero. 

an important consideration is that zero-revenue sharing 
investment options may also provide participants with 
access to lower cost investment options. a plan fiduciary 
may then select the fee payment method most appropriate 
for their situation (billed fee, deducted fee, asset-based 
fee, or a combination of these methods). For ease of 
comparison, this example illustrates an asset-based fee. 

•	 Avoids	revenue	sharing	as	a	fee	payment	method.	 
(this can be thought of as having levelized revenue sharing 
at zero basis points for those concerned with revenue 
sharing levelization.) 

•	 Provides	complete	flexibility	for	the	plan	fiduciary	to	elect	
to have plan fees paid in the method or combination of 
methods they decide is prudent for the plan. this includes 
being able to allocate fees as a flat dollar amount so  
each participant pays the same dollar amount, and/or to 
allocate fees as an asset-based fee so each participant  
pays the same rate as a basis point. or, the plan sponsor 
can pay all or a portion of the plan fees themselves.

•	 Narrows	the	universe	of	investment	options	from	 
which to select as there are fewer zero-revenue sharing 
investment options available (although the industry  
trend is leading to the availability of more zero-revenue 
sharing investment options).

•	 May	make	the	fiduciary	process	of	selecting	investment	
options simpler. the degree to which revenue sharing is 
intended to be used to offset plan fees is a consideration and 
is appropriate to address when selecting investment options 
for the plan. if the plan fiduciary determines not to use 
revenue sharing to offset plan fees, it may not be prudent to 
select investment options that make such amounts available.

•	 Delineates	recordkeeping	fees	from	investment	
expenses since revenue sharing is not available to offset 
recordkeeping fees. the service provider’s fees and the 
investment expenses become easily identifiable to both 
plan participants and plan fiduciary. 

•	 Results	in	simple	and	clean	participant	communication.	 
the disclosure of plan investment expense ratios, any 
deducted or asset-based plan fees, and participant 
transaction fees are all that is required by EriSa 404(a)(4).

•	 Provides	the	benefit	of	lower	cost	investment	options	 
to participants.

Account 
Balance

Investment  
option 

selected

revenue  
sharing 

Available

Asset-Based 
Fee

Net Plan Fees Paid  
by Participant  

(as dollar amount)

Participant A $100,000 investment a 0.00% 0.30% $300.00 

Participant B $50,000 investment b 0.00% 0.30% $150.00 

Participant C $25,000 investment c 0.00% 0.30% $75.00 

Participant D $12,500 investment d 0.00% 0.30% $37.50 

Participant e $6,250 investment E 0.00% 0.30% $18.75 

ToTal $193,750 ToTal $581.25

Example for illustrative purposes only.
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•	 Allows	for	a	levelization	of	revenue	sharing	as	a	basis	 
point charge. 

•	 Removes	the	option	to	levelize	participant	expenses	as	a	
dollar amount.

•	 Raises	the	issue	that	it	may	not	be	prudent	to	select	
investment options that have revenue sharing amounts 
available that are in excess of the targeted revenue for  
plan fees. 

•	 Combines	plan	administrative	and	recordkeeping	fees	from	
investment expense as revenue sharing amounts that are 
used to offset plan fees. 

•	 Requires	disclosure	of	the	fee	adjustment	rate.

•	 Requires	disclosure	of	the	actual	fee	adjustment,	as	a	dollar	
amount, that is applied to the participant’s account.

•	 May	confuse	participants	due	to	the	additional	disclosures	
of the fee adjustments and additional account transactions 
(as indicated in the table above). these fee adjustments 
and additional account transactions should be shown on 
the participant statement. 

•	 Causes	ambiguity	since	the	Internal	Revenue	Service	(IRS)	has	
not provided formal guidance regarding the concept of a 
fee adjustment and how those amounts should be reported 
or treated. a plan may be at risk of not handling the fee 
adjustment amounts in a manner that is acceptable by the irS 
and faces a higher risk of irS audit and potential fees.  

•	 Creates	the	potential	for	loss	of	returns	—	revenue	sharing	
fees are collected daily on the account balance, but an 
adjustment is typically made monthly to reach the rate 
desired. this can potentially result in a portion of the 
participant’s account being unable to earn market returns.

Account 
Balance

Investment  
option 

selected

targeted 
revenue for 

Plan Fees

revenue sharing 
Available from 

Investment 
option

Fee Adjustment to 
revenue sharing 

(Credit [-] or 
charge [+])

Net Plan 
Fees Paid by 
Participant 
(as dollar 
amount)

As 
Basis 
Point

As 
Dollar 

Amount

As 
Basis 
Point

As 
Dollar 

Amount

Participant A $100,000 investment a 0.30% 0.30% $300 0.00% $0.00 $300.00 

Participant B $50,000 investment b 0.30% 0.31% $155 -0.01% ($5.00) $150.00 

Participant C $25,000 investment c 0.30% 0.27% $67.50 0.03% $7.50 $75.00 

Participant D $12,500 investment d 0.30% 0.30% $37.50 0.00% $0.00 $37.50 

Participant e $6,250 investment E 0.30% 0.35% $21.88 -0.05% ($3.13) $18.75 

ToTal $193,750 ToTal $581.25

Example for illustrative purposes only.

a handful of service providers now offer alternatives to plan 
sponsors that “levelize” revenue sharing by applying a fee 
adjustment to each investment option. the fee adjustment 
is either a positive or negative factor that is applied to the 
revenue sharing of each investment option to achieve 
levelization at an agreed upon rate (the illustration below 
refers to this amount as “targeted revenue for Plan Fees”). 

this approach focuses on creating an environment in which 
participants are paying the same rate of revenue sharing 
(typically in basis points) regardless of the investment 
option(s) in which they invest.

again, this example uses 30 basis points as the amount of 
plan fees for ease of comparison.

aPProach tWo: levelize by applying either positive or negative fee adjustment

thE SElEctioN oF aPProach tWo:
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aPProach thrEE: apply a negative fee adjustment to credit all revenue sharing

thE SElEctioN oF aPProach thrEE:

another approach used by certain service providers to “levelize” revenue sharing is to apply a negative fee adjustment equal to the entire 
amount of revenue sharing and then collect plan administrative and recordkeeping fees separately (as a billed fee, deducted fee, asset-based 
fee or combination). this example illustrates the implications of this levelizing approach with an asset-based fee to collect plan fees.

•	 Allows	levelization	of	revenue	sharing	as	a	basis	point	by	
offsetting revenue sharing by a negative fee adjustment. this in 
effect provides a zero-revenue sharing result, where no revenue 
sharing is used to offset plan fees.

•	 Provides	flexibility	for	plan	fiduciary	to	elect	to	have	plan	fees	
paid in the method or combination of methods they decide is 
prudent for the plan. this includes being able to allocate fees 
as a flat dollar amount so each participant pays the same dollar 
amount, and/or to allocate fees as an asset-based fee so each 
participant pays the same rate as a basis point. or, the plan 
sponsor can pay all or a portion of the plan fees themselves.

•	 Raises	the	issue	that	it	may	not	be	prudent	to	select	investment	
options that have revenue sharing amounts available if the plan 
fiduciary does not intend for revenue sharing to be used to 
offset plan fees. 

•	 Separates	recordkeeping	fees	from	investment	expenses	since	
revenue sharing is not used to offset recordkeeping fees. 
however, this separation is somewhat muddied because of the 
need to apply a fee adjustment to credit revenue sharing to the 
investment options. 

•	 Requires	disclosure	of	the	fee	adjustment	rate.

•	 Requires	disclosure	of	the	actual	fee	adjustment	as	a	dollar	
amount that is applied to the participant account.

•	 May	confuse	participants	due	to	the	additional	disclosures	of	
the fee adjustments and additional account transactions (as 
indicated in the table above). these should be shown on the 
participant statement. 

•	 Causes	ambiguity	since	the	IRS	has	not	provided	formal	
guidance regarding the concept of a fee adjustment and how 
those amounts should be reported or treated. a plan may be at 
risk of not handling the fee adjustment amounts in a manner 
that is acceptable by the irS and faces a higher risk of irS audit 
and potential fees.  

•	 Creates	a	potential	loss	of	returns	—	revenue	sharing	fees	are	
collected daily on the account balance, but an adjustment 
is typically made monthly to reach the rate desired. this can 
potentially result in a portion of the participant’s account being 
unable to earn market returns.

Account 
Balance

Investment  
option 

selected

revenue sharing 
Available from 

Investment 
option

Fee Adjustment 
to Credit 

revenue sharing 
to Participant 

Account
Asset-Based 

Fee 

Net Plan 
Fees Paid by 
Participant 
(as dollar 
amount)As 

Basis 
Point

As 
Dollar 

Amount

As 
Basis 
Point

As 
Dollar 

Amount

Participant A $100,000 investment a 0.30% $300 -0.30% ($300.00) 0.30% $300.00 

Participant B $50,000 investment b 0.31% $155 -0.31% ($155.00) 0.30% $150.00 

Participant C $25,000 investment c 0.27% $67.50 -0.27% ($67.50) 0.30% $75.00 

Participant D $12,500 investment d 0.30% $37.50 -0.30% ($37.50) 0.30% $37.50 

Participant e $6,250 investment E 0.35% $21.88 -0.35% ($21.88) 0.30% $18.75 

ToTal $193,750 ToTal $581.25

Example for illustrative purposes only.
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lACk oF “oNe rIght wAy” Allows FlexIBIlIty

Neither dol regulations nor court decisions mandate any 
particular form of allocation of revenue sharing or plan fees. 
that said, the use of revenue sharing raises fiduciary questions.

•	 Should investment options that offer revenue sharing be 
included in the plan’s investment lineup?

•	 if so, how should revenue sharing be used?

•	What amount is appropriate?

•	 how should these matters (such as the fee adjustments 
described in approaches two and three) be communicated  
to participants? 

DeveloPINg A ProCess For DetermININg  
whAt Is PruDeNt For your PlAN

in particular, the plan fiduciary should consider the impact of 
allocation of plan fees to participants. again, it is important to 
note that there is no one-size-fits-all approach. there are many 
considerations that need to be evaluated since an approach 
selected for one plan may not be the right choice for another. 

regardless of the revenue sharing approach selected, it 
is important that the plan fiduciary both understand and 
document any decision and the process used to arrive at the 
chosen approach.

whAt Is A PruDeNt ProCess?

to engage in a prudent process, the fiduciary must gather and 
analyze the facts that are relevant to the decision and make an 
informed and reasoned decision.13

When considering revenue provided to the service provider, 
generally, in Fab 2003-03, the dol confirmed that the 
allocation of plan expenses among participants is a fiduciary 
act, which requires that the fiduciary act prudently. to address 
these fiduciary obligations, the dol indicated that the two 
principal issues typically under consideration relate to the 
extent to which expenses:

•	 Should be allocated pro rata or per capita, and

•	 can be charged to a particular participant, as opposed  
to the plan as a whole 

•	 Allows	for	revenue	sharing	to	be	used	to	offset	plan	fees	
to the extent revenue sharing is available, thus lowering or 
eliminating the amount of billed, deducted, or asset-based 
fees required. 

•	 Introduces	flexibility	in	the	investment	selection	process,	
which may make a larger universe of investments 
options available. however, a prudent process must still 
be established for determining the acceptable range 
of revenue sharing for investment options. does not 

accommodate a precise levelization of revenue sharing or 
fees as a basis point or dollar amount. 

•	 Results	in	simple	fee	disclosure	for	participants	—	the	
disclosure of plan investment expense ratios, any deducted 
or asset-based plan fees, and participant transaction fees 
are all that is required.

•	 Eliminates	the	need	for	fee	adjustments	as	used	in	
approaches two and three.

Example for illustrative purposes only.

Perhaps the most common method in 
the industry is for the service provider 
to use the revenue sharing amounts 
that are received from the investment 
options to offset plan fees. Plan 
fiduciaries select investment options 
that may produce varying amounts of 
revenue deemed reasonable based on 
the expected amount of plan fees (i.e., 
acceptable range of revenue sharing). 

For instance, in this example, the total 
weighted average amount of revenue 
sharing received by the plan is used to 
offset the plan’s fees of 30 basis points. 

aPProach Four: select investment options with an acceptable range of revenue sharing

thE SElEctioN oF thiS aPProach:

Account 
Balance

Investment  
option 

selected

revenue  
sharing 

Available

revenue sharing 
reflected as a 
Dollar Amount

Participant A $100,000 investment a 0.30% $300.00

Participant B $50,000 investment b 0.31% $155.00

Participant C $25,000 investment c 0.27% $67.50

Participant D $12,500 investment d 0.30% $37.50

Participant e $6,250 investment E 0.35% $21.88

ToTal $193,750 ToTal
0.30%  

(weighted 
average)

$581.88

13  EriSa regulation Section 2550.404a-1(b)(1).
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we hAve IDeNtIFIeD teN key 
CoNsIDerAtIoNs that help in determining plan 
fiduciary needs and participant considerations relative 
to the collection of plan fees. Although not an  
all-inclusive list of such needs and considerations, it 
can be useful in assisting a plan fiduciary to develop 
and document a prudent process. 

tEN coNSidEratioNS For a PrudENt 
ProcESS oN FEE PacKagiNg

1   PArtICIPANt use oF servICes

Participants do not always use the services available 
to them in the same manner or to the same degree. 
one participant may rely on a website to receive plan 
information, whereas another participant may use a 
call center. Some participants may utilize education 
resources, such as enrollment meetings, whereas others 
may not. at different points in a participant’s career, he 
or she may rely more (or less) on available services. For 
this reason, a levelized revenue sharing approach may 
not be a critical need for that particular plan.

2   PArtICIPANt ACCouNt BAlANCes

asset-based charges and revenue sharing will result in 
different dollar amount charges based on the size of the 
participant’s account. the plan fiduciary may want to 
consider the appropriateness of this type of disparity.

consider the highest participant account balance and 
the lowest participant account balance that were referred 
to previously on page 2. (For an example, see Participant 
account Balances table below.)

3   PArtICIPANt sAvINgs BehAvIor

a plan fiduciary should consider how plan fees and 
the collection methods used might impact participant 
deferral and investment behavior. 

For example, would a flat per-head collection deter 
participants who need to save more for retirement from 
deferring into the plan as a result of the fee? consider as 
an example the impact a flat deducted fee might have 
on the savings behavior of a newly eligible participant, or 
one with a low account balance. (see Participant savings 
Behavior table below).

ParticiPaNt accouNt balaNcES

ParticiPaNt SaviNgS bEhavior

Account 
Balance

Investment  
option selected

Asset-Based  
Fee

reflected as a 
Dollar Amount

Participant A $100,000 investment a 0.30% $300.00

Participant e $6,250 investment E 0.30% $18.75

Account 
Balance

Investment  
option selected

Deducted  
Fee

reflected as a 
Percent of Account 

Balance

Participant A $100,000 investment a $120.00 0.12%

Participant e $6,250 investment E $120.00 1.92%

Example for illustrative purposes only.

Example for illustrative purposes only.
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4   PArtICIPANt soPhIstICAtIoN 

the sophistication level among participants may vary 
significantly. Part of a fiduciary’s role is to establish 
whether participants are sophisticated enough to 
understand the concepts of the approach you’ve 
selected. in the examples provided by approach two 
and approach three, for instance, this means considering 
whether a participant might mistake an adjustment for 
an investment gain or loss and whether or not such 
an adjustment might adversely affect the investment 
selection decisions of that participant as a result.

5   PArtICIPANt CommuNICAtIoN NeeDs 

Knowing what type of communications will be of 
benefit to participants to understand the plan’s fees 
and collection methods is another key consideration. if 
additional communications are necessary, this may incur 
a cost with some service providers.

For example, since participant disclosure and plain-
language explanation of fees are the responsibility of 
the plan, a plan fiduciary should carefully consider to 
what degree the selected approach might complicate 
disclosure requirements and resulting communication 
needs. a key purpose of EriSa 404(a)(4) disclosure notice 
is to make plan fees clear to participants. therefore, 
a plan fiduciary should take care to ensure they are 
meeting the spirit of the regulation when selecting 
any fee packaging approach, particularly when fee 
adjustments to revenue sharing are being made.

6   PArtICIPANt ACCouNt ImPACt

in the instance of a fee adjustment made to revenue 
sharing, such as those shown in approach two and 
approach three, a plan fiduciary should understand:

•	 how frequently fee adjustments are made.

•	 if adjustments are not made daily, a portion of the 
participant’s account is not available to receive market 
return and the participant may call into question the 
appropriateness of this approach as a result.

7   INvestmeNt seleCtIoN

When it comes to selecting the plan’s investment 
options, the plan fiduciary should be aware of how much 
revenue sharing is available and should consider the 
prudence of selecting investment options that produce 
revenue sharing that is not intended to be used to offset 

plan fees. the plan fiduciary should determine the goal 
around use of revenue sharing. is the goal to minimize 
revenue sharing in order to access the lowest investment 
expense? use revenue sharing to reduce billed, deducted 
or asset-based fees? if so, in what amount? how 
important is simplified participant disclosure?  

8   PlAN sIze: ImPACt oN AvAIlABle ChoICes 

the marketplace may not make investment options 
available uniformly, and certain revenue sharing 
approaches or fee collection methods may simply not 
be available for certain sizes of retirement plans. For 
example, a start-up plan may not meet the minimum 
asset requirements for investment options that result in 
zero revenue sharing as outlined in approach one or 
qualify for the revenue sharing fee adjustments approach 
described in approach two and approach three.

9   PlAN DemogrAPhICs

a plan fiduciary should ask if there are any special 
or unique needs that a large number of participants 
may have that could be factors in the decision 
making process. For example, does the plan fiduciary 
need to consider participants who might require 
additional resources to make the selected approach 
understandable? For example, does the plan need to 
consider participants with English as a second language?

10   the PlAN DoCumeNt’s role 

it bears noting that the plan fiduciary should consider 
what the plan document allows. if the plan document 
outlines a method for allocating expenses, the plan 
committee must follow that method unless it violates 
EriSa or is imprudent to do so. 

With respect to the manner in which revenue 
sharing should be used for plan administrative and 
recordkeeping fees, the dol has no expectation 
that this should be covered in a plan document. 
additionally, there could be concerns with adding such 
language to a plan document, particularly as there 
are not industry standards that make revenue sharing 
uniform. By writing a provision in a plan document 
regarding revenue sharing, a plan fiduciary may be 
jeopardizing plan qualification if the approaches set 
forth in the plan document are unavailable. 
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in addition, in Fab 2003-03, the dol also notes  
the following with respect to making an expense  
allocation decision:

•	 Prudence in such instances would, at a minimum, require 
a process by which the fiduciary weighs the competing 
interests of various classes of the plan’s participants and the 
effects of various allocation methods on those interests. 

•	 a method of allocating expenses would not fail to  
be “solely in the interest of participants” merely  

because the selected method disfavors one class of 
participants, provided that a rational basis exists for the 
selected method. 

•	 if a method of allocation has no reasonable relationship to 
the services furnished or available to an individual account, 
a case might be made that the fiduciary breached his 
fiduciary duties to act prudently and “solely in the interest 
of participants” in selecting the allocation method.

again, it’s important to note that there is no regulation that 
promotes or suggests any option discussed in this paper is 
better than any other. 

instead, it is the obligation of the plan fiduciary to carefully 
evaluate fee payment methods — including revenue sharing 
— to understand the potential impact each method may 
have on plan participants based on their:

•	 account balances.

•	 understanding of plan fees.

•	 Knowledge of investment-related fees.

•	 Election of investment options.

only after considering these factors can a plan fiduciary 
make an informed decision that is beneficial to participants 
and beneficiaries. to demonstrate that the plan fiduciary 
engaged in a prudent process, it is critical that the 
criteria used in making the decision are documented and 
maintained in the fiduciary file. 

as with any fiduciary obligation, the plan fiduciary should 
regularly review the fee payment method that has been 
selected to ensure it remains appropriate. Whenever possible, 
it is considered a best practice to create a repeatable — and 
defendable — process that may be used for future searches 
and reviews.

   Five steps to a more Prudent Process 

step 1     Know the plan participants’ needs.

step 2     assess the payment methods and revenue sharing approaches available to the plan. 

step 3     review the plan document and investment policy statement. 

step 4     decide on a fee collection and revenue sharing approach and then document the process. 

step 5     communicate to foster participant understanding.
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According to the DOL’s discussion of allocating plan expenses, prudent 
consideration of allocating expenses involves two main principles. 
These principles can provide guidance to the plan committee in making 
revenue sharing decisions.

•	 ➢consider the interests of different classes of participants.

•	 ➢consider how the method of allocation will affect each class.

PriNciPlES oF PrudENcE

Plan fiduciaries need to 
consider whether the 
method of allocation has a 
reasonable relationship to 
the services being provided 
to the participants.

the Bottom lINe? 

With these principles in mind, the plan fiduciary must consider how allocating 
fees affects different classes of participants and how that fee allocation may 
impact different-sized accounts. that being said, the dol makes it clear that the 
decision does not have to benefit all participants equally. rather, the important 
point is that the plan fiduciary has gone through the process and provided a rational basis for their decision. 

Similarly, when applying the principle to revenue sharing allocation, the plan fiduciary should weigh the interests of 
participants who invest in investment options with high revenue sharing payments relative to those who invest in 
non- or lower-revenue sharing investments. For example, brokerage accounts and company stock typically do not 
generate revenue sharing. 

as a result, if revenue sharing is used to offset the entire recordkeeping fee, then those participants who invest in 
company stock or other non-revenue sharing investment options may not bear any of the plan’s recordkeeping cost 
but benefit from the service. 

that being said, according to Fab 2003-03, the fact that a decision favors one group of participants over another 
does not necessarily mean it is imprudent. the plan committee may, after reviewing the facts and circumstances, 
determine that it makes sense to allocate the revenue sharing pro rata, even if some investment options could be 
viewed as subsidizing others.


