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This education guide is not intended to be legal or tax advice.  Rather, it is intended only as a general summary, in non-
technical terms, of certain basic concepts applicable to 401(k) and, in some cases, certain other types of tax-qualified 
retirement plans.  Although this material concentrates on 401(k) plans, it is not intended to provide a comprehensive 
discussion of 401(k) plans or other types of tax-qualified retirement plans.  Plan sponsors should consult their attorneys 
about the application of any law to their retirement plans. 
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Why Offer an Employer‐Sponsored Plan? 

Providing a Benefit for Your Employees 

When a retirement plan is set up with both the goals of 
the employers and the needs of the employees taken into 
consideration, a retirement plan can provide many 
benefits to a company and their workforce. 

Offering a retirement plan for employees can help to: 

 Attract qualified new-hires 

 Retain valuable employees 

 Provide an incentive benefit for key personnel 

 Provide employees with an opportunity to save 
for their retirement on a tax-deferred basis 

 Provide retirement security for employees 

 Provide valuable tax benefits to the company 
setting up the plan 

 Allow business owners to shift a percentage of 
profits into retirement assets 

It is important to set definitive goals and objectives for 
your plan in order to monitor how well your plan is 
meeting them.  Once you determine what benefits your 
company and employees will gain by having a 
workplace plan, the next step is deciding the type of plan 
best suited to meet your needs.  

As you look to offer a new plan 
or review your existing plan, all of 
the items listed on the next page 
play into what type of plan is the 

most appropriate for your 
company and need to be given 
consideration to ensure the plan 
you offer is the most appropriate 

for your needs. 
 

This education guide has been 
prepared to give you an 

overview of the various types of 
workplace plans available, the 
basic features common to most 

plans, and how to select a 
provider that can most 

appropriately meet the needs of 
your company.  

 
Review the following pages to 
gain a better understanding of 
the issues you should be aware 

of as you look to set-up or review 
a workplace plan, then turn to 

the resource section in the back 
for additional help in addressing 

provider due diligence 
responsibilities. 

FOR PLAN SPONSOR USE ONLY.  NOT FOR USE WITH PARTICIPANTS. 
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What Type of Plan is Best for You?  

Determining what Type of Plan Best Suits Your 
Company is o en a Ma er of Vital Sta s cs 
 
Some plan types have features that may exclude 
them from your list of choices such as a minimum 
number of employees, or government and non-
profits only.  Others options become favorable when 
they meet the benefits you are looking for such as 
employer and employee contributions, or vesting 
schedules.  As new options become available, such 
as the Roth 401k, the only way to know if they are 
appropriate choices for your company is to review 
your vital statistics as you review your plan. 

Factors relevant to plan design include: 

 Workforce demographics 

 Employee turnover 

 Government-mandated restrictions 

 Other company-sponsored plans, if any 

 Number of employees 

 Number of company locations 

 Employer stock 

 Percentage of highly compensated 
employees 

 Business revenue predictability 

 Employer ownership in other companies 
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Types of Re rement Plans 

Choosing a Re rement Plan That’s Best for Your Company 

There are several types of retirement plans a company can set 
up for their employees.  Each plan has different features such 
as contribution options and funding requirements, vesting and 
withdrawal provisions.  

The type of plan you set up for your company depends on a 
variety of factors determined by your vital stats as well as the 
goals and objectives of your company. 

The following gives you a brief overview of some of types of 
plans available: 

Defined Benefit Plan:  A defined benefit plan promises a 
specified monthly benefit at retirement. The plan may state this 
promised benefit as an exact dollar amount, such as $100 per 
month at retirement.  Or, more commonly, it may calculate a 
benefit through a plan formula that considers such factors as 
salary and service. The benefits in most traditional defined 
benefit plans are protected, within certain limitations, by 
federal insurance provided through the Pension Benefit 
Guaranty Corporation (PBGC). 

Defined Contribution Plan:  A defined contribution plan does 
not promise a specific amount of benefits at retirement.  In 
these plans, the employee or the employer (or both) 
contribute to the employee's individual account under the 
plan, sometimes at a set rate, such as 5 percent of earnings 
annually. These contributions generally are invested on the 
employee's behalf.  The employee will ultimately receive the 
balance in their account, which is based on contributions plus 
or minus investment gains or losses. The value of the account 
will fluctuate due to the changes in the value of the 
investments. Examples of defined contribution plans include 
401(k) plans, 403(b) plans, employee stock ownership plans, 
and profit-sharing plans. 



- 6 -

Simplified Employee Pension Plan (SEP):   
This type of plan is a relatively uncomplicated 
retirement savings vehicle. A SEP allows 
employees to make contributions on a tax-
favored basis to individual retirement accounts 
(IRAs) owned by the employees. SEPs are 
subject to minimal reporting and disclosure 
requirements. Under a SEP, an employee must 
set up an IRA to accept the employer's 
contributions. Employers may no longer set up 
Salary Reduction SEPs. However, employers are 
permitted to establish SIMPLE IRA plans with 
salary reduction contributions.  If an employer 
had a salary reduction SEP, the employer may 
continue to allow salary reduction contributions 
to the plan. 

Profit Sharing Plan or Stock Bonus Plan:  This is a 
defined contribution plan under which the plan 
may provide, or the employer may determine, 
annually, how much will be contributed to the 
plan (out of profits or otherwise). The plan 
contains a formula for allocating to each 
participant a portion of each annual 
contribution. A profit sharing plan or stock bonus 
plan includes a 401(k) plan. 

401(k) Plan:  This is a defined contribution plan 
that is a cash or deferred arrangement. 
Employees can elect to defer receiving a 
portion of their salary which is instead 
contributed on their behalf, before taxes, to the 
401(k) plan. Sometimes the employer may 
match these contributions. There are special 
rules governing the operation of a 401(k) plan. 
For example, there is a dollar limit on the 
amount an employee may elect to defer each 
year. An employer must advise employees of 
any limits that may apply. Employees who 
participate in 401(k) plans assume responsibility 
for their retirement income by contributing part 
of their salary and, in many instances, by 
directing their own investments. 

Employee Stock Ownership Plan (ESOP):  This 
is a form of defined contribution plan in 
which the investments are primarily in 
employer stock. 

Money Purchase Pension Plan:  This is a plan 
that requires fixed annual contributions from 
the employer to the employee's individual 
account.  Because a money purchase 
pension plan requires these regular 
contributions, the plan is subject to certain 
funding and other rules. 

Cash Balance Plan:   This is a defined benefit 
plan that defines the benefit in terms that 
are more characteristic of a defined 
contribution plan.  In other words, a cash 
balance plan defines the promised benefit in 
terms of a stated account balance. In a 
typical cash balance plan, a participant's 
account is credited each year with a "pay 
credit" (such as 5 percent of compensation 
from his or her employer) and an "interest 
credit" (either a fixed rate or a variable rate 
that is linked to an index such as the one-
year Treasury bill rate).  Increases and 
decreases in the value of the plan's 
investments do not directly affect the benefit 
amounts promised to participants. Thus, the 
investment risks and rewards on plan assets 
are borne solely by the employer. When a 
participant becomes entitled to receive 
benefits under a cash balance plan, the 
benefits that are received are defined in 
terms of an account balance. The benefits in 
most cash balance plans, as in most 
traditional defined benefit plans, are 
protected, within certain limitations, by 
federal insurance provided through the 
Pension Benefit Guaranty Corporation 
(PBGC). 

Again, in deciding what type of plan to set up, it is important to document your company’s vital 
stats as well as your goals and objectives for setting up the plan as each type of plan has certain 
features that are available by plan type. 
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Key Plan Features 

What are the Key Features offered in an employer‐
sponsored  plan? 

With the 401(k) plan being one of the most prevalent defined 
contribution plans offered, the following provides you with an 
overview of some of the key features offered in this type of 
plan: 

Eligibility and Enrollment 
A plan may place restrictions on when employees become 
participants.  The most restrictive requirements applicable by 
law are: 

 Age 21, and
 One year of service (defined as a 12-month period

in which the employee is credited with at least
1000 hours of service.)

An effective way for plan sponsors to maximize plan 
participation is through automatic enrollment—a strategy 
whereby a newly eligible employee is automatically enrolled 
in their 401(k) plan at a specified dollar or percentage 
amount. 

Contributions 
There are many contribution options available to 401(k) plans.  
They include: 

 Elective contributions
 Catch-up contributions
 Employee after-tax contributions
 Employer matching contributions
 Employer non-elective contributions

Vesting 
In traditional 401(k) plans, all employee deferrals are 100 percent 
vested - that is, the money that an employee has put aside through 
salary deferrals cannot be forfeited. When an employee leaves 
employment, he/she is entitled to those deferrals, plus any 
investment gains (or losses) on their deferrals. 

On the other hand, employer contributions, such as a company 
match and non‐elective contributions, may not become the 
employee’s property until a specified duration of service is reached. 
IRC Section 411 provides the minimum vesting requirements.
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Nondiscrimina on tes ng 
 
Whether or not a plan remains qualified for favorable 
tax treatment depends on whether it passes all 
applicable coverage and nondiscrimination tests.  
These tests must be run at least once a year. 
  
Loans 
 
Loans are a popular feature in 401(k) plans because 
they offer participants a way to access their savings 
in the event of an unforeseen financial need.  In order 
for a plan to be able to offer loans to its participants, 
it must follow guidelines that are within legal 
parameters and that are set forth either in the plan 
document or a separate document referenced by 
the plan. 
 
When setting up a new plan or changing plans, 
important decisions surrounding the features and 
provisions are made according to the goals and 
objectives of the company. 
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Understanding Plan Fees 

What You Should Know About Re rement Plan Fees 
 
While setting up a new plan or reviewing an existing one, it is 
imperative that plan sponsors have a full understanding of the 
fees being paid to ensure they are meeting the fiduciary 
requirement to pay only ‘reasonable’ expenses. 
 
One way to do this on an existing plan is to document a fee 
analysis and review how this compares to industry averages.  
When setting up a new plan or looking to change plans, it is 
important to evaluate the fees of all potential service 
providers against the services being requested as well as each 
other to verify the plan you select is competitive based on the 
needs of the plan.  
 
A plan does not have to be the cheapest in order to 
demonstrate prudence practices are being followed.  A plan 
should, however, be able to show documentation for the 
decisions made regarding provider and investment selection, 
and have a process to ensure expenses paid are not 
excessive compared to similar options.   
  
There are several components that make up the fees in a 
plan.   
 
Some of the common administration expenses include: 
 

 Base administrative charges 
 Per-participant or per-eligible employee charges 
 Charges for discrimination testing 
 Charges for filing the Form 5500 
 Charges for payment of distributions from the plan 

  
Major considerations that can affect plan recordkeeping 
expenses include: 

  
 Number of plan participants 
 Number of potentially eligible participants 
 Number and diversity of payroll sources 
 Level of administrative activities outsourced to the 

provider 
 Frequency of transmission of contributions 
 Participant education needs. 

“The fiduciary must 
establish procedures for 

controlling and 
accounting for 

investment expenses in 
order to fulfill the 

obligation to manage 
investment decisions 

with the requisite level of 
care, skill, and 

prudence; and to fulfill 
the specific obligation 
of the fiduciary to pay 
only reasonable and 
necessary expenses.” 

 
Prudent Investment 
Practices Handbook 

By fi360 
(www.fi360.com) 



- 10 - 

Addi onal issues affec ng expenses 
 
When seeking to minimize the fees and expenses 
imposed on a retirement plan, there are a number of 
issues to consider.  An important strategy for minimizing 
costs is to review and compare expenses from a number 
of service providers.  Other considerations related to 
costs of services include: 
  
Plan size: 
There are certain fixed costs of providing services to a 
plan that are not highly sensitive to the number of plan 
participants, and the fewer the participants, the higher 
the per-capita expenses. 
  
Plan feature and investment options: 
Decisions by the plan sponsor have a considerable 
influence on the fees and expenses that will be 
charged.  These decisions involve the services that will 
be provided to the plan (elective services add 
additional costs) as well as the selection of investment 
options that will be offered to the participants (fees on 
investments vary according to type, asset class, etc.). 
  
Behavior of plan participants: 
Participant behavior directly affects transaction costs.  
The typical provider charges additional fees for 
transactions such as withdrawals and loans.  The  
investment options within the plan carry varying 
expenses so the investment selection by participants 
also contributes to plan expenses. 
  
Portfolio turnover: 
Higher portfolio turnover increases the transaction costs 
of buying and selling the individual securities in a mutual 
fund or other investment account.  Portfolio turnover 
results from decisions made by the investment manager, 
and is not under the direct control of the plan sponsor 
nor of the participants.  Portfolio turnover is an issue that 
should be considered by plan participants in choosing 
between actively managed and passive investments. 
 
Plan expenses are led by several factors and it is 
important sponsors have a clear understanding of what 
those are when reviewing an existing plan and when 
evaluating providers to set up a new plan. 
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Selec ng and Monitoring Providers 

Selec ng and Monitoring Service Providers 
 
As sponsors of workplace plans, business owners 
generally are responsible for ensuring that their plans 
comply with Federal law – including the Employee 
Retirement Income Security Act (ERISA).  Many 
businesses rely on other professionals to advise them 
and assist them with their employee benefit plan 
duties. For this reason, selecting competent service 
providers is one of the most important responsibilities 
of a plan sponsor. 
 
The process of selecting service providers will vary 
depending on the plan and services to be provided.  
 
To assist business owners in carrying out their 
responsibilities under ERISA to prudently select and 
monitor plan service providers, the Employee Benefits 
Security Administration prepared the following 
guidance: 
 
1. Consider what services you need for your plan – 

legal, accounting, trustee/custodial, 
recordkeeping, investment management, 
investment education or advice. 

2. Ask service providers about their services, 
experience with employee benefit plans, fees and 
expenses, customer references or other 
information relating to the quality of their services 
and customer satisfaction with such services. 

3. Present each prospective service provider 
identical and complete information regarding the 
needs of your plan. You may want to get formal 
bids from those providers that seem best suited to 
your needs. 

4. You may also wish to consider service providers or 
alliances of providers who provide multiple 
services (e.g., custodial trustee, investment 
management, education, or advice, and 
recordkeeping) for a single fee. These 
arrangements are often called “bundled 
services.” 

(continued on next page) 

“Custodial selection is a 
very important fiduciary 
function. Most fiduciaries 

abdicate the decision to a 
vendor, advisor, or money 

manager. Yet, as with 
other prudent practices, 
there are a number of 

important decisions that 
need to be managed.” 

 
Prudent Investment 
Practices Handbook 

By fi360 (www.fi360.com) 
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Continued… 

5. Ask each prospective provider to be specific 
about which services are covered for the 
estimated fees and which are not. Compare 
the information you receive, including fees 
and expenses to be charged by the various 
providers for similar services.  Note that plan 
fiduciaries are not always required to pick the 
least costly provider.  Cost is only one factor 
to be considered in selecting a service 
provider. 

6. If the service provider will handle plan assets, 
check to make sure that the provider has a 
fidelity bond (a type of insurance that 
protects the plan against loss resulting from 
fraudulent or dishonest acts). 

7. If a service provider must be licensed 
(attorneys, accountants, investment 
managers or advisors), check with state or 
federal licensing authorities to confirm the 
provider has an up-to-date license and 
whether there are any complaints pending 
against the provider. 

8. Make sure you understand the terms of any 
agreements or contracts you sign with service 
providers and the fees and expenses 
associated with the contracts. In particular, 
understand what obligations both you and 
the service provider have under the 
agreement and whether the fees and 
expenses to be charged to you and plan 
participants are reasonable in light of the 
services to be provided. 

Plan provider selection is one of the most important and time-consuming areas of fiduciary responsibility.  
Seek assistance from advisors that specialize in employer-sponsored plans to gain assistance in 
developing a due diligence process to support the guidance set forth by the DOL.   

9. Prepare a written record of the process 
you followed in reviewing potential service 
providers and the reasons for your 
selection of a particular provider. This 
record may be helpful in answering any 
future questions that may arise concerning 
your selection. 

10. Receive a commitment from your service 
provider to regularly provide you with 
information regarding the services it 
provides. 

11. Periodically review the performance of 
your service providers to ensure that they 
are providing the services in a manner and 
at a cost consistent with the agreements. 

12. Review plan participant comments or any 
complaints about the services and 
periodically ask whether there have been 
any changes in the information you 
received from the service provider prior to 
hiring (e.g.,  does the provider continue to 
maintain any required state or Federal 
licenses). 
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ERISA 408(b)2 Disclosure Requirement 

Determining “Reasonableness” 

ERISA requires plan fiduciaries to act solely in the best interest of 
plan participants and their beneficiaries and to use plan assets 
for the exclusive purpose of paying plan benefits.  When paying 
a service provider, a prohibited transaction exists UNLESS the 
arrangement has met the exemption of section 408 of ERISA by 
demonstrating that the services are necessary and the fees 
and arrangement is reasonable. 

The ability to demonstrate the fees are reasonable has, in the 
past, been somewhat difficult without full transparency.   

Passed in 2012, the new 408(b)(2) rule requires providers to 
disclose in writing the services, cost, and fiduciary status 
accurately and thoroughly and that the information must be 
considered by the steward before they enter into an 
agreement, in order to meet the exemption. 

The following items must be disclosed and evaluated: 

 Services to the Plan.  The provider must disclose what 
services will  be provided to the plan. 

 Fiduciary Status.  The provider must disclose if they are 
serving as an ERISA fiduciary or as a registered investment 
adviser to your plan.  If a service provider is not acting as a 
fiduciary, they do not need to state this in writing.   

 Compensation.  The provider must disclose any 
compensation received in connection with your plan.  
Compensation can be defined as anything of monetary 
value, such as gifts, awards, trips, etc.  It also includes any 
payments to affiliates or subcontractors of your provider.  
Compensation can be expressed as a dollar amount, 
formula, percentage of covered plan assets, or per capita 
participant charge.   

Compensation reported is divided into four categories:  
direct; indirect; related party and termination.   

The manner in which the fees will be paid must also be 
disclosed, such as if the plan will be billed or if the fees will 
be deducted from participant accounts. 

It’s the plan sponsors responsibility to ensure receipt of these 
disclosures and to understand and evaluate them for 
reasonableness prior to entering into an agreement or 
renewing an existing arrangement. 

Disclosures must be made by 
any “covered service 
provider” (those who 
reasonably expect to 

receive at least $1,000 in 
compensation in connection 
with providing one or more 

of the following services to a 
covered plan): 

 
 An ERISA fiduciary; 

 A registered investment 
adviser; 

 A record-keeper or broker 
to a participant-directed 

defined contribution plan; 
 Providers of one or more 

of the following services to 
the covered plan who 
also receive “indirect 

compensation” in 
connection with such 

services: 
Accounting, auditing, 

actuarial, banking, 
consulting, custodial, 
insurance, investment 

advisory, legal, 
recordkeeping, securities 

brokerage, third party 
administration, or valuation 

services. 
  

The disclosure rule applies to 
anyone that gets paid 

directly or indirectly out of 
plan assets.  
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Monitoring Pension Consultants 

 

The Employee Retirement Income Security Act 
(ERISA) requires that fiduciaries of employee 
benefit plans administer and manage their 
plans prudently and in the interest of the plan’s 
participants and beneficiaries. In carrying out 
these responsibilities, plan fiduciaries often rely 
heavily on pension consultants and other 
professionals for help. 

To encourage the disclosure and review of 
more and better information about potential 
conflicts of interest, the Department of Labor 
and the SEC have developed a set of 10 
questions to assist plan fiduciaries in evaluating 
the objectivity of the recommendations 
provided, or to be provided, by a pension 
consultant. 

It is important, in documenting your selection 
and monitoring criteria, to ask and document 
the answers to these questions.  They include: 

1. Are you registered with the SEC or a state 
securities regulator as an investment 
adviser? If so, have you provided me with 
all the disclosures required under those laws 
(including Part II of Form ADV)? 

2. Do you or a related company have 
relationships with money managers that 
you recommend, consider for 
recommendation, or otherwise mention to 
the plan? If so, describe those relationships. 

3. Do you or a related company receive any 
payments from money managers you 
recommend, consider for 
recommendation, or otherwise mention to 
the plan for our consideration? If so, what is 
the extent of these payments in relation to 
your other income (revenue)? 

4. Do you have any policies or procedures to 
address conflicts of interest or to prevent 
these payments or relationships from being 
a factor when you provide advice to your 
clients? 

5. If you allow plans to pay your consulting 
fees using the plan’s brokerage 
commissions, do you monitor the amount 
of commissions paid and alert plans when 
consulting fees have been paid in full? If 
not, how can a plan make sure it does not 
over-pay its consulting fees? 

6. If you allow plans to pay your consulting 
fees using the plan’s brokerage 
commissions, what steps do you take to 
ensure that the plan receives best 
execution for its securities trades? 

7. Do you have any arrangements with 
broker-dealers under which you or a 
related company will benefit if money 
managers place trades for their clients with 
such broker-dealers? 

8. If you are hired, will you acknowledge in 
writing that you have a fiduciary obligation 
as an investment adviser to the plan while 
providing the consulting services we are 
seeking? 

9. Do you consider yourself a fiduciary under 
ERISA with respect to the 
recommendations you provide the plan? 

10. What percentage of your plan clients 
utilize money managers, investment funds, 
brokerage services or other service 
providers from whom you receive fees? 
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The Department of Labor (www.dol.gov) offers the following publications: 
 
 Meeting Your Fiduciary Responsibilities  This publication provides an overview of the basic 

fiduciary responsibilities applicable to retirement plans under the law. 
 
 Understanding Retirement Plan Fees And Expenses  This booklet will help retirement plan 

sponsors better understand and evaluate their plan's fees and expenses. While the focus is on 
fees and expenses involved with 401(k) plans, many of the principles discussed in the booklet 
also will have application to all types of retirement plans. 

 
 401(k) Plan Fee Disclosure Tool  A form that provides employers with a handy way to make cost

-effective decisions and compare the investment fees and administrative costs of competing 
providers of plan services. 

 
 Selecting and Monitoring Service Providers  To assist business owners in carrying out their 

responsibilities under ERISA to prudently select and monitor plan service providers, the 
Employee Benefits Security Administration has prepared a list of 12 tips to serve as a starting 
point.  This list is included in this education guide and more information can be found at 
www.dol/gov/ebsa. 

 
 Selecting and Monitoring Pension Consultants:  Tips for Plan Fiduciaries  To encourage the 

disclosure and review of more and better information about potential conflicts of interest, the 
Department of Labor and the SEC developed a set of 10 key questions to assist plan fiduciaries 
in evaluating the objectivity of the recommendations provided, or to be provided, by a 
pension consultant. This list is included in this education guide. 

There are many issues to address in order to run an effective and compliant plan. Below you will find a 
variety of publications available to help you as you look to meet ERISA’s guidance for the prudent 
selection and monitoring of service providers. 

Resources for Plan Sponsors 
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How do you  a plan provider and 

how do you know if the  being 

paid on your plan are “reasonable”? 

The Department of Labor makes it clear that a plan fiduciary must 
conduct a thorough and diligent investigation and a rigorous analysis of 
relevant information when selecting and reviewing plan providers and 

investment options. 

As a retirement plan sponsor and fiduciary, you’re responsible for 
selecting providers for your company’s plan.  You need to have a single 

provider or a combination of providers that offer: 

 A broad selection of quality investments; 
 Recordkeeping and administration solutions that meet your needs; 
 An effective participant communications strategy that meets the 

required guidelines by ERISA, as well as the needs of the plan 
participants; and 

 An expense structure appropriate for your plan and service options. 
 

This education guide can help you understand how to determine what 
type of plan is best based on your specific circumstances, then select and 

review plan providers based on ERISA’s guidance. 

Copyright © 2015 fi360, Inc. 
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