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DOL Releases Final Rule on Service Provider Fee
Disclosures and Extends Deadlines
The Department of Labor (DOL) has released its final rule on service provider fee disclosures.
These disclosures are required pursuant to Section 408(b)(2) of the Employee Retirement
Income Security Act (ERISA), which generally sets forth a statutory exemption to the prohibited
transaction rules for reasonable and necessary service provider arrangements. The final rule
requires covered service providers to disclose information about their compensation and
potential conflicts of interest. The interim final rule was to be effective on April 1, 2012; the final
rule extends that deadline to July 1, 2012.

Background

The furnishing of goods, services, or facilities between a plan and a “party in interest” to the
plan is generally prohibited under Section 406(a)(1)(C) of ERISA. As a result, a service agreement
between a plan and a service provider would constitute a prohibited transaction because
any person providing services to the plan is a party in interest. However, Section 408(b)(2) of
ERISA exempts arrangements between plans and service providers that otherwise would be
prohibited transactions if the contract or arrangement is reasonable, the services are necessary
for the establishment or operation of the plan, and no more than reasonable compensation is
paid for the services.
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Related Attorneys

On July 16, 2010, the DOL published an interim rule on service provider disclosures relating to
the compensation received for the services provided to covered plans. In response, it received
several comments, and the rule was revised to address some of these comments. The final rule
requires “covered service providers” to (1) provide “responsible plan fiduciaries” with information
they need to assess the reasonableness of total compensation, both direct and indirect, received
by the provider, its affiliates, and/or subcontractors; (2) identify potential conflicts of interest;
and (3) satisfy reporting and disclosure requirements under Title I of ERISA. The final rule applies
to ERISA-covered defined benefit and defined contribution pension plans; it does not apply to
simplified employee pension plans (SEPs), SIMPLE retirement accounts, IRAs, and certain (pre2009) annuity contracts and custodial accounts described in Internal Revenue Code (Code)
Section 403(b). It does not apply to employee welfare benefit plans.
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The final rule covers providers who expect at least $1,000 in compensation to be received for
services to a covered plan. It applies to fiduciary service providers to a covered plan or to a
“plan asset” vehicle in which such plan invests; investment advisers registered under federal or
state laws; record-keepers or brokers who make designated investment alternatives available
to the covered plan; and providers of various services to the covered plan who receive “indirect
compensation” in connection with such services. The final rule includes a significant class
exemption from the prohibited transaction provisions of ERISA for responsible plan fiduciaries
who enter into service contracts without knowing that the provider has failed to comply with
its disclosure obligations.
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Changes in the Final Rule

According to the DOL, the final rule retains the basic structure of the proposed and interim final
rules. However, the final rule reflects several modifications to the interim final rule based on
comments received by the DOL. These include the following:
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• the exclusion for certain (pre-2009) Code Section 403(b) annuity contracts and custodial accounts;
• expansion of the information that must be disclosed concerning a covered service provider’s receipt of indirect
compensation to include a description of the arrangement between the payer and the service provider
pursuant to which indirect compensation will be paid;
• conformance of investment-related disclosures for covered plans’ designated investment alternatives to the
requirements of the DOL’s participant-level disclosure regulation; and
• a separate provision for the disclosure of changes to investment-related information, which must be updated
at least annually.
The final rule does not set forth a specific format for the required disclosures. However, it does include an appendix with
a sample Guide to Services and Compensation. The DOL also announced that in the near future it intends to publish
for comment a separate proposal that would require service providers, in addition to providing the required fee and
investment expense information, to furnish a guide or similar tool to assist plan fiduciaries in identifying and locating the
“potentially complex information that must be disclosed and which may be located in multiple documents.”

Planning Ahead

The extended deadline will give service providers more time to comply and complete their disclosures. Plan fiduciaries
will, however, have to wait another three months to receive the disclosures. In the interim, plan fiduciaries, such as
administrative committees, should develop procedures for reviewing disclosures to be received by July 1, 2012.
On a related note, the extension does provide some relief for employers because the initial DOL participant disclosure
requirements are also extended. For calendar-year plans, the initial annual disclosure must be furnished no later than
August 30, 2012 (60 days after the July 1, 2012 effective date). Also, for calendar-year plans, the first quarterly statement
(for fees incurred July through September) will need to be furnished by no later than November 14, 2012 (45 days after the
end of the third quarter).
If you have any questions about the final rule, please contact David Joffe or one of the other attorneys in the Employee
Benefits & Executive Compensation Group at Bradley Arant Boult Cummings LLP.

Bradley Arant Boult Cummings LLP Office Locations:
ALABAMA
One Federal Place
1819 Fifth Avenue North
Birmingham, AL 35203-2119
205.521.8000
200 Clinton Avenue West, Suite 900
Huntsville, AL 35801-4900
256.517.5100

MISSISSIPPI
188 E. Capitol Street, Suite 400
Jackson, MS 39201
601.948.8000
NORTH CAROLINA
100 North Tryon Street, Suite 2690
Charlotte, NC 28202
704.332.8842

Alabama Center for Commerce
TENNESSEE
401 Adams Avenue, Suite 780
1600 Division Street, Suite 700
Montgomery, AL 36104
Nashville, TN 37203
334.956.7700
615.244.2582
WASHINGTON, DC
1615 L Street, N.W.
Suite 1350
Washington, DC 20036
202.393.7150

To unsubscribe from this newsletter, email Jerry Young at jyoung@babc.com
This newsletter is a periodic publication of Bradley Arant Boult Cummings LLP and should not be construed as legal advice or
legal opinions on any specific facts or circumstances. The contents are intended for general information only, and you are urged
to consult your own lawyer or other tax advisor concerning your own situation and any specific legal questions you may have.
For further information about these contents, please contact your lawyer or any of the lawyers in our practice group.
The Alabama State Bar requires the following disclosure: “No representation is made that the quality of the legal services to be
performed is greater than the quality of legal services performed by other lawyers.”
©2012 Bradley Arant Boult Cummings LLP

ALABAMA | DISTRICT OF COLUMBIA | MISSISSIPPI | NORTH CAROLINA | TENNESSEE

February 6, 2012					

2			

www.babc.com

