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Defined Contribution Plan  
Cost-Effectiveness and  
Fee Transparency
An Integrated Measurement and  
Management Framework

State and local government sponsors of defined contribution (DC) plans 
have long identified cost-effectiveness and transparency of fees as 
overriding priorities in offering a high-quality benefit to participants. That  
is for good reason. A cost-effective and transparent expense structure 
positions a plan to achieve its long-term goals of maximizing participation, 
encouraging higher contribution rates, enabling compound growth of 
participant account balances and motivating participants to remain in the 
plan when they retire.

Conversely, failure to offer a cost-effective plan with easily understood fees 
can not only undermine those goals, it can harm the plan’s reputation with 
stakeholders and may expose the plan to a greater risk of costly litigation.

The good news is that plan sponsors can successfully manage plan costs 
and continuously improve transparency by using an integrated, repeatable 
measurement and management framework. In this Public Sector Letter,  
we present an overview of the framework, which includes a documented 
governance approach, regularly scheduled assessments, a manageable set 
of key measures and reports that enable tracking of fees and expenses 
against budgets, goals, policies and benchmarks.

By following a repeatable framework that is integrated with other aspects of 
governance and risk oversight, plan sponsors will be in a strong position to 
continually improve service quality, cost-effectiveness and transparency for 
the benefit of participants as the DC environment evolves. 

https://www.segalco.com/#PublicSector
http://segalmarco.com/
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Risks Related to Cost-Effectiveness and Fee Transparency
In recent years, DC plans in both the public and private sectors have become more 
economical and transparent. This is due, in part, to several factors: increasing vigilance 
among plan sponsors and consultants, plans’ adoption in part or in full of the better 
governance practices and disclosure requirements for private sector plans governed by 
the Employee Retirement Income Security Act (ERISA) and U.S. Department of Labor 
(DOL).1 The improved economics of operating a DC plan are also evidenced by a 
number of industry trends, some of which are noted at the top of the next page.

Notwithstanding progress, however, DC plans still face the risk of loss or other adverse 
outcomes due to a failure to maintain a cost-effective structure. The following are examples:

yy Plan investment options may charge unreasonably high expenses that detract  
from returns, limit account balance growth and are not well understood due to 
inadequate disclosure.

yy A plan’s recordkeeping fee may be high in relation to the services provided, resulting 
in a cost structure that discourages participation where competing retirement savings 
vehicles are available.

yy Mechanisms for paying for plan costs, including per account and asset-based 
participant fees or revenue sharing,2 may result in inequities among plan participants.

One or more of the above outcomes may limit the plan’s goal of maximizing participation 
or increase exposure to fee litigation, which could result in legal expenses and 
reputational risk.

1   According to the Government Finance Officers Association’s Best Practice for Monitoring and Disclosure of  
Fees for Defined Contribution Plans, “while the ERISA rules are not binding in the public sector, they may provide 
guidance for best practices.”

2   Revenue sharing is an industry practice under which mutual funds offered under a plan may reimburse portions  
of the mutual fund’s expense ratio to the plan and/or to its recordkeeper to pay the plan or recordkeeper for 
performing functions the mutual fund company may otherwise be required to perform itself. These functions 
include marketing, recordkeeping, communications, customer service and transactional services.

Integrated Measurement and Management Framework

Source: Segal Consulting and Segal Marco Advisors, 2019

GOVERNANCE ASSESSMENTS MEASURES REPORTING

•  Investment Policy

•  Fee and Expense Policy

•  Contracts

•  Annual Budget

•  Financial Audit

•  Cost Analysis

•  Vendor Review

•  Benchmarking

•  Recordkeeping Fees

•  Investment Expenses

•  Plan Administrative Costs

•  Total/Weighted

•  Auditor

•  Investment Consultant

•  Recordkeeper

•  Investment Managers

http://www.gfoa.org/monitoring-and-disclosure-fees-defined-contribution-plans
http://www.gfoa.org/monitoring-and-disclosure-fees-defined-contribution-plans
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3   Alternatively, a common practice is to divide DC plan into two broad categories: administrative costs, which 
include recordkeeping fees, and investment expenses.

Breaking Down DC Plan Costs
DC plan costs are best understood and managed when they are broken into categories. 
Disaggregating costs also enables more effective oversight.

While there are a number of valid ways to categorize DC plan costs, they may be divided 
into the following three categories:3

yy Recordkeeping fees are the fees the recordkeeper receives for performing a range 
of functions including administration, participant accounting, transaction processing, 
compliance and communications. These also include fees deducted from participant 
accounts for services such as loans. Recordkeeper contracts also typically include 
fees for managed-account or self-directed brokerage services.

yy Investment expenses are asset-weighted fees and other charges that investment 
managers typically net from the returns of the plan investment options offered through 
various vehicles and share classes, where mutual funds are utilized.

yy Plan administrative costs (beyond recordkeeping fees) include expenses related to 
administrative staff, office, audit, counsel, custodial bank (if unbundled) and investment 
consulting services the plan incurs. These costs may also include expenses related to 
participant surveys, fiduciary education and other functions, where the plan does not 
delegate these duties to its recordkeeper.

Some Facts about DC Plan Costs

.45%
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.77%
2000

.45%
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.65% .51%
2015

Total reported asset-
weighted fees for public 
sector DC plans.*

The average equity mutual fund 
expense ratio paid by 401(k) 
plan participants (as a proxy 
for all DC plan participants), 
declined by nearly one-third of a 
percentage point over 17 years.**

Over six years, participant-
weighted 401(k) plan fees 
(as a proxy for all DC plan fees) 
declined by more than 20%.***

The share of mutual fund and 
Exchange Traded Fund (ETF) 
assets that are managed in 
lower-cost, passive-investment 
strategies grew more than 
tenfold over a 22-year period.****

3%
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37%
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*   National Association of Government Defined Contribution Administrators, 2018 Perspectives in Practice Survey Report
**   Investment Company Institute, The Economics of Providing 401(k) Plans: Services, Fees, and Expenses, 2017 (June 2018).

***   Trends in 401(K) costs are cited as a general example for DC plan costs. Cost structures may differ across plan categories. The BrightScope/ICI Defined 
Contribution Plan Profile: A Close Look at 401(k) Plans, 2015 (March 2018)

****   Federal Reserve Bank of Boston, Working Paper, The Shift from Active to Passive Investing: Potential Risks to Financial Stability? (August 27, 2018).

https://www.nagdca.org/wp-content/uploads/2018/12/NAGDCA-PIP-Survey-Report-Executive-Summary_WEB_1.pdf
https://www.ici.org/pdf/per24-04.pdf
https://www.ici.org/pdf/ppr_18_dcplan_profile_401k.pdf
https://www.ici.org/pdf/ppr_18_dcplan_profile_401k.pdf
https://www.bostonfed.org/-/media/Documents/Workingpapers/PDF/2018/rpa1804.pdf
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The table below summarizes DC plan costs by the three functional categories.

Defined Contribution Cost Functional Categories* 

Plans may also incur other less common costs related to the use of non-recurring services 
such as special projects. These costs should also be quantified and monitored under 
the measurement and management framework.

Mechanisms for Payment of DC Plan Costs
While investment management expenses are typically netted from plan investment 
returns, public sector DC plans have historically used a combination of mechanisms to 
administer payment of recordkeeping and administrative fees, including the following:

yy Hard-dollar, per-participant fees collected from participant accounts;

yy Asset-based fees collected from participant accounts; and

yy A fee that includes both a hard-dollar and an asset-based component that may be 
collected from participant accounts.

As noted earlier, DC plans may also use other sources of revenue to offset plan costs, 
the most common of which is the revenue sharing generated by mutual funds.

Periodic assessments of the plan’s cost structure should encompass an examination  
of all means of financing plan operations to ensure that fees are applied equitably, are 
well-understood by plan sponsors and clearly communicated to participants. 

When revenue sharing is used to finance a portion of plan expenses it adds a level of 
complexity that can make it more difficult for participants and plan sponsors to understand 
the plan’s cost structure. Revenue sharing may also lead to inequities in how costs are 
allocated among participants due the fact that different mutual fund investment options 
offer different reimbursement rates. For these and other reasons, DC plans’ use of 
revenue sharing is declining.

Source: Segal Consulting and Segal Marco Advisors, 2019

*  Costs are not all inclusive. 
**   Transaction processing costs may include fees for participant loans, qualified domestic relations orders and 

other services.
***  GIC is the abbreviation for Guaranteed Investment Contracts.

Recordkeeping Fees

yy Recordkeeping

yy Participant Service

yy Compliance 

yy Transaction Processing**

yy Communications

Plan Administrative Costs

yy Plan Staff/Administration

yy Auditor

yy Counsel

yy Custodian Bank

yy Investment Consultant

Investment Expenses

yy Mutual Funds  

yy Collective Trusts

yy Separate Accounts

yy Stable Value/GIC***

yy Managed Accounts
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To improve disclosure and transparency in allocating plan costs, many DC plans and 
their service providers have taken one or more of the following steps in recent years:

yy Eliminated potential inequities arising from revenue sharing by arranging for any 
reimbursement paid by investment options to be remitted directly back to participants 
who invest in these options rather than to the plan or recordkeeper; 

yy Continuously improved disclosure in line with, or exceeding, regulatory requirements 
for explaining costs, fees and financing sources to participants; and

yy Eliminated or reduced revenue sharing by using low or non-revenue-sharing mutual 
fund share classes, or by utilizing collective trusts or separate accounts in place of 
revenue-sharing mutual funds.

In any event, management of risks related to plan costs should include a review of plan 
payment mechanisms and of the participant communications that describe them.

Integrated Measurement and Management Framework
State and local government sponsors of DC plans can address risks related to the plan’s 
cost structure, including risks related to payment mechanisms, through an integrated 
framework for managing costs against measureable goals across plan functions. The 
framework includes a documented governance approach, program of assessments, key 
measures and reporting processes. 

Many plans employ these tools. However, the framework is designed to organize these tasks 
into a programmatic approach that is integrated other aspects of managing plan risks.

Practices and policies for measuring and managing costs are outlined in more detail 
below. While many plans have these practices in place, the framework is intended to 
organize the work into a repeatable approach that can be continuously improved over 
time and integrated with other protocols for managing operational risk broadly.4

Governance

Governance encompasses the contracts, board or committee structures, policies  
and communications the plan employs to document, monitor and disclose the plan’s 
cost structure.

Key practices include:

yy Documentation of the plan’s expense and cost structure in contracts and policies  
that govern plan operations as well as in plan materials, participant communications 
and disclosures;

yy Regular monitoring of service provider costs, investment fees and administrative 
expenses against contracts, prospectuses and a formally approved budget; and

yy Disclosures of cost and fees and of the methods used to pay them (e.g., a per-
participant fee) in the plan’s materials, website and participant communications.

4   Additional publications from Segal Consulting and Segal Marco Advisors on managing other aspects of 
operational risk in DC plans are available online at http://www.segalco.com/operational-risk.

http://www.segalco.com/operational-risk
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Assessments

Assessments include the range of audits, reviews and benchmarking exercises the plan 
employs to evaluate its cost structure and to take corrective action, where needed.

Key assessments include:

yy Periodic calculations of total and asset-weighted expenses by and across categories 
(recordkeeping, investment and administrative);

yy The annual audit, which provides a basis for assessing costs and for monitoring 
year-over-year trends with the understanding that costs generally increase as plan 
assets grow;5

yy Vendor reviews, plan financing analyses, requests for proposals and benchmarking to 
compare costs to appropriate peer and industry medians, where available; and

yy Comparisons of investment fees to median industry fees by asset category and strategy, 
which may include evaluations of alternative vehicles’ cost-effectiveness and quality.

Key Measures

Reports and assessments include a finite set of key measures to help plan sponsors 
assess the reasonableness of fees across plan functions in the context of service quality 
and to take corrective action, where necessary. 

Key measures include:

yy Investment management expenses in the context of the asset class, category and style;

yy Equitability in the allocation of plan fees across participants;

yy Total and asset-weighted administrative expenses with adjustments made for plan 
characteristics such as asset size and participant services offered; and

yy Total asset-weighted expenses across categories (recordkeeping, investment and 
administrative) relative to medians and peers, where available, with adjustments made 
for plan characteristics.

Reporting

As with any function, a plan sponsor’s ability to assess the plan’s cost-effectiveness  
and transparency is enabled by key reports delivered by staff, service providers and 
investment managers.

Reporting practices include:

yy Auditor, recordkeeper and staff reports that compare actual costs and expenses to 
budgets, projections and historical results;

yy Investment consultant and service provider reports that include reporting on plan fees 
and investment management expenses by asset category and strategy; and

yy Periodic review of disclosures of plan costs and fees to participants that are typically 
prepared by the recordkeeper.

5  A plan’s annual Comprehensive Annual Financial Report audit will not accomplish this.
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Benchmarking and Measurement Considerations
To reach informed conclusions about a plan’s cost structure, it is important to note  
that expenses often vary significantly across different plans. Reasons may include 
differing plan designs, variations in plan size, breadth of services provided by the 
recordkeeper and differences in investment menu design (e.g., active vs. passive 
strategies). For example:

yy Large plans that benefit from economies of scale will, on balance, incur lower unit 
costs than their smaller counterparts.6

yy Plans that offer more actively managed funds and fewer low-cost passive (indexed) 
options will incur higher asset-weighted investment management expenses.

yy Plans submitting payrolls from multiple locations and/or with higher onsite servicing 
requirements will generally incur higher recordkeeping costs than similar plans with  
a single payroll or single location.

yy Larger plans with greater buying power may have the ability to offer investment 
options in lower cost collective trust, separate account or institutional mutual  
funds vehicles.

Assessments of investment fees should encompass each fund’s long-term, risk-adjusted, 
net-of-fee performance, rather than fees alone, to support meaningful conclusions.

The examples in the following table compare asset-weighted costs across three 
hypothetical plans. While the examples do not include complete detail on plan 
characteristics for practical reasons (e.g., number of plan participants), the comparison 
illustrates how cost structures may vary based on differences in plan assets, as well as 
whether plan investment options utilize active investment management strategies or 
lower-cost passive management (indexing) or a combination of both.

6   In its 2018 Perspectives in Practice Survey Report, the National Association of Government Defined Contribution 
Administrators reported average total asset-weighted fees of .33 percent for plans holding total plan assets  
of $1.5 billion to $5 billion. For plans holding total plan assets of $150 million to $500 million, average total 
asset-weighted fees were higher: 0.49 percent.

Hypothetical DC Plan Cost Comparison (Asset-Weighted)

Source: Segal Consulting and Segal Marco Advisors, 2019

 
 
Cost Category

Recordkeeping Fees

Investment Expenses

Plan Administrative Costs

Total Fees and Expenses

Sample Plan A

Assets: $200 M

Actively Managed 
Investment Options

.12%

.40%

.05%

.57%

Sample Plan B

Assets: $400 M

Active and Passive 
Investment Management

.10%

.29%

.06%

.45%

Sample Plan C

Assets: $800 M 

Active and Passive 
Investment Management

.07%

.19%

.04%

.30%

https://www.nagdca.org/wp-content/uploads/2018/12/NAGDCA-PIP-Survey-Report-Executive-Summary_WEB_1.pdf
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Balancing Cost and Scope of Services
Managing a cost-effective and transparent DC plan is an overriding objective for plan 
sponsors. However, as with any priority, minimizing costs should not be pursued at  
the expense of service quality and performance objectives. A lower cost plan is not 
necessarily the best plan if service quality or investment performance is suboptimal.

For example, internal staff, investment manager and service provider costs may be 
higher for one plan relative to a peer plan where the following features are in place:

yy Services that include a dedicated telephone customer participant service call center, 
as well as web-based and automated telephonic services;

yy An administrative team and/or staff that conducts in-person participant educational 
and enrollment seminars; and

yy Ancillary services, such as managed accounts, investment guidance, and in-retirement 
investment vehicles, such as annuities or guaranteed income products.

Participant satisfaction is an important consideration when evaluating the balance 
between cost and the scope of services.

Advantages of Implementing a Measurement and 
Management Framework
Maintaining a cost-effective and transparent fee structure through a measurement and 
management framework will position state and local plan sponsors to offer a high-quality 
plan that enables participants to build well-diversified retirement investment portfolios.

An organized approach to disaggregating and benchmarking fees across categories 
provides a basis for continuous improvement of disclosure practices. This may also 
provide an effective tool for managing risk related to potential litigation.
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By employing a measurement and management framework plan sponsors have the ability 
to improve cost-effectiveness, while reducing the probability of failures in compliance, 
disclosure, reporting and transparency, which are forms of operational risk.

ComplianceData security

Transaction processing

Vendor management

Financial reporting

Business continuity

Technology

OPERATIONAL 
RISK

Managing Operational Risk — The Big Picture

Operational risk is the risk of direct or indirect loss resulting from external events or 
inadequate or failed internal processes, people and systems. For DC plans, operational 
risk encompasses potential losses attributable to failures across a range of functions, as 
illustrated below.

Source: Segal Consulting and Segal Marco Advisors, 2019

A DC plan’s failure to maintain a cost-effective and transparent fee structure is form  
of operational risk that falls under the vendor management and compliance functions.

This Public Sector Letter is the fourth in a series on managing operational risk in  
DC plans.

http://www.segalco.com/operational-risk
http://www.segalco.com/operational-risk
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Questions? Contact Us.
For more information about managing operational risk or  
other risks DC plans face, contact your Segal benefits  
consultant and your Segal Marco Advisors investment  
consultant or the following experts:

Julian Regan 
617.298.0967 
jregan@segalmarco.com

Wendy Carter 
202.833.6422 
wcarter@segalco.com

Segal’s consulting services for state and local governments that  
sponsor DC plans include the following:

yy Plan design,

yy Plan assessment studies, 

yy Participant communications,

yy Compliance consulting,

yy Vendor searches for recordkeepers and other service providers, and

yy Administration and technology consulting.

Segal Marco Advisors, the SEC-registered member of The Segal Group,  
provides the following investment solutions for DC plan sponsors:

yy Fiduciary oversight and training,

yy Creation and ongoing review of investment policy statements, 

yy Ongoing monitoring and performance analysis,

yy Investment menu design and evaluation,

yy Selection of best-in-class investment managers, custodians and options,

yy Oversight and monitoring of recordkeepers, and

yy Benchmarking services (including fees and administrative services).

Segal Select Insurance Services, Inc., the member of The Segal Group that provides 
brokerage services for a wide range of insurance coverage, can help plan sponsors 
obtain cyber liability insurance, crime insurance and fiduciary liability insurance.

To receive future public sector publications, join The Segal Group’s email list.

http://segalmarco.com/email-expert?eid=1296
https://www.segalco.com/contact?pid=3243#PublicSector
http://www.segalgroup.net/#all
http://www.segalselect.com/
http://www.segalco.com/weekly-mailings/#Multiemployer




Our Services for the Public Sector

Public sector entities face tough decisions. We understand those challenges as well as 
options for meeting them. Having worked with hundreds of public sector clients for 
more than 50 years, we have insight into the spectrum of design characteristics and 
features of all types of compensation and benefit plans throughout all levels of 
government. We provide the following services:

yy Health and welfare plan consulting for active and retiree coverage, including 
pharmacy benefit management;

yy Defined benefit and defined contribution retirement plan consulting, including plan 
design and modeling;

yy Compliance consulting;

yy Benchmarking and design of total rewards that encompass financial and  
non-financial rewards;

yy Participant communications, including personalized statements (through Segal Benz);

yy Administration and technology consulting;

yy Investment solutions services through our SEC-registered affiliate, Segal Marco 
Advisors; and 

yy Insurance brokerage services for fiduciary liability insurance, fidelity bonds and cyber 
liability insurance through Segal Select Insurance Services, Inc.

Segal Consulting is a member of The Segal Group. See a list of Segal’s offices.
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