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Date:  June 8, 2012 
 
To:  Board of Deferred Compensation Administration 
 
From:  Staff 
 
Subject: Department of Labor Fee Disclosure 

Requirements 
 
 
 
Recommendation: 
That the Board of Deferred Compensation Administration a) receive and file the following 
information regarding new federal rules for Plan fee disclosures, and b) approve staff’s 
recommendations to voluntarily comply with the new rules as a matter of best practice by:  
 

(1) Providing all current Plan participants with an annual notice regarding fees in the 
Plan’s quarterly statement to be issued in July 2012;  

(2) Providing all eligible employee non-participants with an annual notice regarding the 
Plan and its fees, along with information marketing the benefits of the Plan, by 
August 30, 2012; 

(3) Providing all Plan participants with required quarterly notice information prior to the 
implementation deadline of November 14, 2012; and 

(4) Formally request that the Plan’s subject service providers disclose all direct and 
indirect compensation they derive from their service to the City’s Plan. 

 
Background: 
The Department of Labor (DOL) recently released two sets of rules governing fee 
disclosure in retirement plans. The intent of these rules is to ensure that investment and 
retirement plan fees are adequately disclosed to plan participants and plan sponsors.  
 
These rules are compulsory only for retirement plans covered by the Employee Retirement 
Income Security Act (ERISA). As an Internal Revenue Code Section 457 governmental 
plan, the City’s Deferred Compensation Plan is not covered under ERISA and therefore 
not subject to the rules. However, generally speaking most governmental plans attempt to 
follow ERISA and DOL guidelines as a best practice. With respect to this issue, according 
to a recent NAGDCA survey, 94.2% of public plans indicated that they intended to 
voluntarily comply with the new fee disclosure rules. 
 
The rules involve two fundamental requirements and implementation deadlines for subject 
ERISA plans: 
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(A) Disclosure of certain fee information from a plan sponsor to plan participants and 
eligible employees via an annual notice to be initiated by August 30, 2012; and 
ongoing quarterly notices to be initiated by November 14, 2012; and 

(B) Disclosure of certain fee information from service providers to plan sponsors to be 
initiated by July 1, 2012. 

 
Staff has been working with the Board’s Plan Administration consultants at Mercer and 
Great-West Retirement Services to review the requirements of the rules and how they 
might be implemented in the City’s Plan. Mercer has provided the Board with summary 
information regarding the rules (Attachment A). Great-West communicated to Mercer as 
well as to staff that it is planning to implement the requirements for its ERISA plan 
sponsors first by the relevant implementation deadlines, and was deferring until later in 
2012 any non-ERISA plans wishing to voluntarily comply. Great-West’s efforts are focused 
on creating a uniform approach to disclosure that will work across its broad client base. 
This client base is diverse with respect to existing fee structures and communication of 
those fees, and therefore Great-West’s interest in establishing a standardized reporting 
option and deferring implementation for non-ERISA plans certainly makes sense from their 
perspective. However, staff has identified some alternatives which would allow the City’s 
Plan to be more proactive, implementing good-faith voluntary compliance efforts and doing 
so more rapidly than will be the case with Great-West’s other clients. 
 
Staff will address each rule separately, including recommendations regarding how to 
proceed with good faith efforts to voluntarily comply. 
 
Plan Sponsor to Participant/Eligible Member Fee Disclosure 
DOL Regulation Section 2550.404a-5 
This regulation concerns fee disclosure to be provided from plan sponsors to  participants 
and eligible employees. There are two parts to this rule, one involving an annual notice 
and the second involving quarterly notices.  
 
Annual Notice - For ERISA plans, the initial annual notice is due August 30, 2012 to all 
eligible employees (all participants under the plan as well as non-participants who are 
eligible to join) and to terminated employees or beneficiaries with account balances. This 
notice is required annually thereafter. 
 
The annual fee notice must include: (1) general plan information and service descriptions; 
(2) plan administrative expenses and other expense information; (3) performance returns 
and benchmark data; and (4) investment expense information. 
 
For its client base generally, Great-West indicated it is proceeding to package this as a 
special mailing, the costs of which would be charged back to the client at a rate of $1.50 
per participant. However, staff’s finding is that the same information can be provided 
relatively easily through the Plan’s quarterly newsletter without incurring the additional 
cost. The essential disclosure elements (general plan information, 
administrative/investment costs, and performance data) is already well-developed within 
existing communication materials and the quarterly statement, and need only be 
consolidated or slightly modified to meet the new requirements. Staff is therefore 
recommending that the first annual disclosure be provided to participants via the July, 
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2012, quarterly newsletter. This would demonstrate good-faith voluntary compliance with 
the rule for all current Plan participants. 
 
As noted above, the annual notice is also required for all non-participating eligible 
employees. There are approximately 13,000 such employees in the City’s Plan. Staff 
believes that communication of this information would provide an excellent opportunity to 
market the Plan to non-members through a direct mailing. As a result, staff recommends 
that the Board approve providing all eligible employee non-participants with an annual 
notice regarding the Plan and its fees, with this information to be packaged within the 
format of a general invitation to enroll and learn about the benefits of the Plan, by August 
30, 2012. 
 
Quarterly Notice - For ERISA plans, the initial quarterly notice is due November 14, 2012, 
to all participating employees and terminated employees or beneficiaries with account 
balances, and is required thereafter once every three months (quarterly). This notice 
differs from the annual notice by including administrative and individual charges actually 
charged to individual participant accounts. Since the City’s statements already include 
itemization of dollar charges against participant accounts, our expectation is that virtually 
all of the required information is already being provided, and that only a slight modification 
to the performance returns table may be required. Staff will be reviewing this in greater 
detail in advance of the next quarterly statement to be issued in October 2012. As a result, 
staff recommends that the Board approve making the minor adjustments necessary to 
provide all Plan participants with required quarterly notice information prior to the 
implementation deadline of November 14, 2012. 
 
Service Provider to Plan Sponsor Fee Disclosure 
DOL Regulation Section 2550.408b-2 
This regulation concerns disclosure requirements to be provided by covered service 
providers to plan sponsors. Covered service providers generally include recordkeepers, 
consultants, trustees, fiduciaries to plan asset vehicles, brokers, and other providers 
receiving indirect or related compensation. Mutual funds are not subject to the disclosure 
rules in any circumstance (including for ERISA plans), presumably because of well-
established fee reporting requirements already provided for under separate Federal 
regulations. 
 
Subject service providers need to provide written descriptions of services provided to the 
plan and disclose direct and indirect compensation received, compensation paid among 
related parties, and related investment fees and expenses. This rule is effective July 1, 
2012 and disclosures must be updated whenever contract terms or fees change. 
 
Staff has determined that voluntary compliance with this rule would involve disclosures 
from, minimally, the Plan’s third-party-administrator and consultant; and potentially 
investment managers for the Plan’s separate account, commingled fund, and banking 
institutions. The required fee information should already be contained within existing 
contracts and related documents, but staff recommends that the Plan’s subject service 
providers be requested to separately disclose all direct and indirect compensation they 
derive from their service to the City’s Plan. This would document the Plan’s efforts at good 
faith voluntary compliance with this rule. Staff’s intent would be to solicit the Plan’s service 
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providers for this information immediately and then report back at the Board’s July 17, 
2012 meeting. 
 
Conclusion: 
Improved fee disclosure is a laudable goal and one consistent with long-standing efforts on 
the part of the Board and the City’s Plan to ensure that all fees are transparent to and 
easily understood by Plan participants. The DOL requirements create opportunities to 
make further improvements in fee disclosure, provide education regarding the Plan, and 
encourage enrollment amongst current non-participants. On that basis staff believes there 
is value in not only voluntarily complying with the new rules but doing so as expeditiously 
as possible. 
 
Going forward, there may be additional refinements to the manner in which this information 
is provided. Staff will continue to report to and seek direction from the Board as these 
refinements are considered. 
 
 
 
Submitted by: ___________________________ 
        Esther Chang 
 
 

___________________________ 
    Steven Montagna 
 
 
Approved by:  ___________________________ 
             Alejandrina Basquez 








