Dear Plan Sponsor,
As a participant in our 401(k) plan, I understand that you are a fiduciary under ERISA and are required to act solely in my colleagues’ and my best interests. I value this benefit and I know you take your role seriously. With that in mind, would you please explain, in writing, why our plan doesn’t contain a majority of index or passively managed mutual funds?

The academic evidence is clear, passively managed funds outperform the majority of actively managed funds year and after year. If the effect of several years is compounded, then the odds of actively managed funds’ outperformance wanes even lower. A recent study shows clearly active managers are graced by luck, not skill. The study, “False Discoveries in Mutual Fund Performance: Measuring Luck in Estimating Alphas,” by Professor Russ Wermers reveals that actively managed funds fail, in large part, because their expenses are much higher than those of passively managed funds.  As a fiduciary, how can you justify the inclusion of funds that clearly increase expenses without tangible proof that they increase value?

Funds with recent good performance are of no value to our plan because the past performance of mutual fund managers has no bearing on their future performance. This message is emblazoned on all mutual fund prospectuses, yet most providers try to convince us that this simple fact isn’t true and thus justify the high cost (and high profits) of active management. 
According to the Uniform Prudent Investor Act, a fiduciary such as yourself, has several responsibilities. Among them are:

1. Sound diversification is fundamental to risk management and is therefore ordinarily required of trustees. 

2. Risk and return are so directly related that trustees have a duty to analyze and make conscious decisions concerning the levels of risk appropriate to the purposes, distribution requirements, and other circumstances of the trusts they administer. 

3. Trustees have a duty to avoid fees, transaction costs and other expenses that are not justified by the needs and realistic objectives of the trust’s investment program.
All of the above indicate that low-cost, diversified, passively managed funds are a prudent decision for our 401(k) plan. 
For the sake of our plan and our future retirement security please carefully consider the above questions thoroughly and carefully. Our employees deserve not just a good plan, but a great one. This begins with great funds and low fees. 

I look forward to your response and commitment to improving our 401(k) plan.

Best Regards,

Employee 

