New Rules for 401(k) Plans
The Department of Labor (DOL) has issued final regulations regarding the disclosure rules that plan sponsors must make to plan participants. The rules are intended to cover employees in ERISA covered, participant directed plans, which include the vast majority of 401(k) and private sector 403(b) plans. The final regulations will apply to plans beginning on or after November 1, 2011. For calendar year plans, the regulations will become effective January 1, 2012. 

Disclosure of the costs of investing in the funds selected by the Plan Sponsor is an attempt to give both Plan Sponsors and Plan Participants more information about their investment choices as well as a means to “level the playing field” when comparing various plans. 

Full and complete disclosure is a good idea for both Sponsor and Participant. The problem for Plan Sponsors will be in answering participant’s questions about how their choices compare to other choices available. 

The new regulations require plans to provide specified information to “participants” defined broadly to include all individuals eligible to participate in the plan. 
Compliance should not be a problem for most plan sponsors. The regulations will highlight the manner in which administrative services are paid for, so they may influence plan sponsors’ approach to financing plan costs. 

There are two main categories of information to be disclosed: (1) plan related information and (2) investment related information. 

Something that may be new to both Plan Sponsors and Plan Participants will be the quarterly disclosure of amounts deducted from Participant accounts. Such deductions may include administrative expenses, individual transactions such as loans, etc. 

Fees will typically be disclosed in the same way the fees are calculated, for example, as formulas, basis points or hard dollars. The only charges that must be disclosed in hard dollars are amounts deducted from participant accounts including charges financed through the sales of shares. 

Plan Sponsors must disclose the types of plan related information described below: 

· Investment Direction: Explanations must be provided regarding how participants and beneficiaries may give investment instructions, any limitations on instructions under the plan and plan provisions relating to the exercise of voting, tender and other rights. The plans investment options must be clear and disclosed. 

· Plan level administration expenses charged against participant account: An explanation of plan level administration expenses charged against participant accounts, such as participant fees, and how charges are allocated to participant accounts such as per ratio, per capita

· Fees such as participant generated fees to initiate a loan or distribution must be provided. 

· Quarterly Disclosure of amounts deducted from participant accounts: Quarterly, the plan must disclose the dollar amount of fees and expenses that are actually charged during the preceding quarter to the participants’ accounts and must disclose the services for which the charges relate. 

· If the plan operating expenses are paid through the use of 12-b 1 fees, or if 12-b 1 fees are shared with a TPA firm, the quarterly disclosure must also have a statement (not numbers) that such payments are in addition to any plan level administrative service charges. 

Most quality providers are aware of these changes and will be making changes to the look and feel of participant statements. 
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