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Have You Conducted a Fee Equalization/Levelization?
Bill Tugaw, Governmental Plan Practice Leader
Fees in defined contribution (DC) plans can be complicated. Historically, fees have not been fully and simply disclosed, but the
industry is changing towards greater and more understandable disclosure.
Simply put, there are two basic types of fees: administrative and investment-related. The investment-related fees are deducted
from earnings on participant accounts and will vary from one investment to the next. These fees are paid to the firms that are
making decisions about how the various funds are invested in the market. Participants will pay different investment-related fees,
as the fees are based on where the participant chooses to invest their assets.
Administrative fees are also deducted from participant accounts. If the plan has not implemented a fee equalization (also known as
fee levelization), administrative fees will also vary from one investment to the next. Administrative fees are designed to pay for
administrative-related activities associated with recordkeeping participant accounts. Such activities can include marketing,
statements, education, processing contributions and withdrawals, issuing required tax forms and meetings with local
representatives.
Fee equalization addresses the equity of the administrative fees being charged to participants. Unlike the duties associated with
investment management, duties associated with administering participant accounts do not change depending on where a
participant has directed his or her investments. Arguments can easily be made that administrative fees should be the same for all
participants because they have the same recordkeeping requirements. In our experience, regardless of investment selection,
account value, contribution level – the administrative duties are equal for all participants, so the administrative fees should also be
equal.
We believe that every plan sponsor should consider a fee equalization structure in their plans, so participants share equally in the
cost of administering this important benefit.

About the Author, Bill Tugaw
Bill has over 30 years of diversified financial services experience and specializes in public sector 457(b)
Deferred Compensation, 403(b), 401(k), 401(a) defined contribution plan consulting and postemployment health plans (VEBA,
§115 Integral Part Trusts, Retiree Health Savings Accounts). His primary focus is assisting public sector
employers in meeting the fiduciary obligations associated with operating their plans.

Evaluating Your Plan and Fees? Think More, Not Less.
Should you reduce your plan’s fees to better serve participants? Many vocal experts speaking on behalf of investors and
participants say “yes” – unequivocally. But what about the investors and participants themselves? What do they say?
Invesco Consulting teamed up with language experts Maslansky + partners to get the answer. The nine-month study included indepth interviews with commission-based brokers and fee-based advisors, dial-session focus groups with 90 investors, and a North
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American survey of 1,000 investors in the U.S. and Canada.
Throughout the study, there were very few complaints from investors about high fees. Certainly, there were concerns about fees
being a drag on returns. But investors were far more worried about overcoming their mounting financial obstacles. They talked
about how the industry has grown more complicated – the markets, investment options, retirement liabilities, investment
regulations and taxes. And they said they need help and are willing to pay for it, because they don’t have the time or the inclination
to do it themselves.
In the broader context, these investors wanted value – services, guidance and investments in exchange for fair and reasonable
prices. Three distinct themes emerged from the research with investors and participants: be smart with our money, help us with
more than investments and keep us on track. When you consider how to best serve today’s investors, these are the three primary
benefits to focus on.
SURVEY SAYS:
1. “Be smart with our money.” In the absence of value, costs matter most. In the abundance of value, costs matter least.
Investors are not asking for low fees; they’re asking for high value. They expect to pay a fair price for financial services, because
anything of value costs something. As for the low-cost option? Low costs usually mean high risk. That cheap car, half-off shirt or
discount plumber often remind consumers that they get what they pay for.
Which of the following is most important to you?

It matters what they pay

That my investments are

How do you tell investors that you are being smart with their
money?
In the study, several different approaches were dial-tested. The
transcript below shows the results of one dial session where
investors listened to a message about being smart with their
money. The investors were each equipped with remote control
dials and reacted to the message by dialing up when they liked
what they were hearing and dialing down when they did not. All
participants started their dials at 50. When dials reached 70 and
above, the messaging worked. When dials fell to 35 or below,
the messaging failed. The numbers below, in red, indicate how
investors reacted to the messaging.

Dial Test
50 When it comes to your finances, it’s only natural to want to get the best value possible for the money you are paying. And my
firm and I believe that what you pay matters. 61
It’s our duty to provide you with advice, investments and
services at fair and reasonable prices, and we don’t take that
responsibility lightly. Part of establishing a fair and reasonable
price is making sure you get the most value possible out of the
fee you pay. 68
That’s why now more than ever, the firm and I are working to
offer you a greater level of service without increasing the costs
you pay. We’re expanding the range of services under the
umbrella of financial planning, like minimizing the taxes you
pay on investments, planning for financial milestones and
ensuring you’re on the right track to achieving the retirement
you want. 81
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2. “We need help with more than just investments.” It’s not
about a product; it’s about a partnership.

3. “Make us feel confident we’re on the right track.” It’s not
about a financial plan; it’s about financial planning.

Investors are asking for more help. The trend from commissionbased brokers to fee-based advisors is not just due to the
regulators. Investors want comprehensive and all-inclusive help
that is coordinated by a long-term financial plan.

Finally, investors are asking for help tracking their progress
toward their goals. They don’t want the set-it-and-forget-it
approach. Instead, they want to know where they stand at any
given time.

A good financial advisor does more than just execute trades.

Which financial plan is best? Please select your top choice.

For more information on plan fees, please contact your plan advisor.
“Priceless. Evaluating your plan fees? Think more, not less” was contributed by Invesco. “Priceless” is based on
Invesco’s work with Maslansky + Partners. Invesco Distributors, Inc. is not affiliated with Maslansky + Partners.

___
Hey Joel! – Answers from a recovering former practicing ERISA attorney
Should I distribute the Fiduciary
Investment Review to plan participants?
- Generous in Georgia

Do you have a question for an ERISA attorney burning in your heart?
Well, you’re not the only one! Welcome to our new Retirement
Times feature, Hey Joel! We’re featuring plan sponsor questions
from all over the country and answers from our in-house former
practicing ERISA attorney.

Dear Generous,
I appreciate your desire to provide detailed information to your plan participants, but hold your horses. While there is nothing
legally preventing the sharing of the Fiduciary Investment Review (FIR) with participants, we do not recommend it and, in fact,
strongly discourage it. The FIR is designed for delivery to fiduciaries, not participants. This is not only because the fiduciaries are
more sophisticated but because the report is better understood (I would even say, only understood) when presented/explained by
an advisor that knows the data. The average participant may be alarmed by watchlisted funds and take inappropriate action (i.e.,
remove them from his/her portfolio when that’s not the recommendation.) Further, we fear that participants will move all their
money into the funds scoring 9 or 10 as you can imagine, doing so would ignore the critical strategy of diversification. Instead of
sharing the report itself, I always recommend an employee communication from the plan sponsor. Something like – “Hey
employees, the company has met with our plan advisor to review the plan investments and all is doing great. We take the
monitoring seriously, we do it regularly and will
About the Author, Joel Shapiro, JD, LLM
let you know when/if a change is needed… Until
then, don’t forget to join, increase your deferral,
As a former practicing ERISA attorney Joel works to ensure
diversify, etc, etc.” No need to alarm
that plan sponsors stay fully informed on all legislative and
unnecessarily.
regulatory matters. Joel earned his Bachelor of Arts from
Always here to give advice,
Tufts University and his Juris Doctor from Washington
College of Law at the American University.
Joel Shapiro
If you have a question for Joel, please send it to your plan advisor. It may be featured in a
future issue!
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Participant Corner: Rebalancing Your Portfolio
This month’s employee memo provides participants with information on rebalancing portfolios — what it is, its purpose and how
to complete one. Download the memo from your Fiduciary Briefcase at fiduciarybriefcase.com. Please see an excerpt below.
As a participant in the company’s retirement plan, you are committed to saving for your future. Whether you are retiring in a few
weeks or a few decades, you may need to protect your investment. A healthy way to do this is to rebalance your portfolio.
What is rebalancing?
Rebalancing is readjusting your portfolio back to the original asset allocation that took into account your risk tolerance and time
horizon. Put another way, rebalancing forces you to adhere to your investment strategy.
You rebalance by selling assets that make up too much of your portfolio and use the proceeds to buy back those that now make up
too little of your portfolio. The net effect is to “sell high and buy low.” Ultimately, regular rebalancing can increase the overall
return of your portfolio over time. An automatic rebalancing feature may be available through your current retirement plan
provider. Visit your provider’s website for more information.
Keeping in check
Experts recommend you rebalance at least once a year and no more than four times a year. Consider this a good opportunity to
evaluate if your investment strategy is still in line with your original goals.
Example:
Suppose you enrolled in the plan at the beginning of last year and allocated 40 percent of your portfolio to bond funds and 60
percent to equity funds. Further suppose that when you received your year-end statement, it shows that 70 percent of your assets
are in equity funds and 30 percent are in bond funds.
To stay within your acceptable risk level (which is what you determined before entering into the plan), you should sell enough
equity funds to bring that back to 60 percent of your assets and buy enough bond funds to bring them up to 40 percent of your
assets.
Initial Investment Direction: 60% Equities, 40% Bonds
Investment Allocation After One Year: 70% Equities, 30% Bonds

___
LITIGATION UPDATE
Home Depot Lawsuit Challenges Robo Advisory Services Provided by Financial Engines
This suit represents an emerging trend in litigation involving retirement plans. It names multiple plan providers as defendants,
rather than just focusing on the plan fiduciaries. In addition to the administrative committee of the Home Depot Future Builder 401
(k) Plan and investment committee the named defendants include a number of plan providers, among them Financial Engines and
a number of individuals in their company.
The complaint seeks $140 million in damages. Among other allegations, the complaint alleges excessive fees and failure to
adequately monitor underperforming investments.
Financial Engines provides online asset allocation tools for individual participants in hundreds of retirement plans. Because these
tools are offered online there is no personal interaction between Financial Engines and individual participants.
Plaintiffs contend that Financial Engines, rather than providing genuine personal investment advice, delivered “cookie-cutter
portfolios based on minimal participant input.” According to the complaint, Home Depot allowed Financial Engines to charge plan
participants advisory fees that were in some cases double the competitive rate. The types of robo advisory services Financial
Engines offers are growing within the industry. There is some question as to whether the fees are sometimes excessive given the
lack of personal service.
This lawsuit is in its early stages and it remains to be seen how successful the plaintiffs will be in proving their allegations. This suit
has not yet been certified as a class action.
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Call or email your plan consultant if you have questions or need assistance.
Oklahoma:
Brad Knowles
(405) 848-8899
brad@heritagetrust.com

Louisiana:
Chris Shankle, CPA, CGMA
(318) 588-6830
cshankle@argenttrust.com

Tennessee:
J. Scott Rader, AIF®, CPFA
(615) 385-2345
srader@argenttrust.com

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and
there can be no assurance that the future performance of any specific investment, investment strategy, or any non-investment related content,
made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be
suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or
applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or
information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Heritage Institutional.
Please remember to contact Heritage Institutional, in writing, if there are any changes in your personal/financial situation or investment
objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. Heritage Institutional is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of
the Heritage Institutional’s current written disclosure Brochure discussing our advisory services and fees continues to remain available upon
request.
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