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Finding the Hidden Fees
In Retirement Accounts

Popular Retirement Investment Options

Ités inevitabl e. -todoaneet i6nbed si,n yyoouurr pmmiidme ear ni ng ye
into retirement. Accumulation segues into decumul
income from that nest egg that you built up during your youth. While most retirees will receive

Soci al Security payments, for most of them (about

expenses. In order to find enjoyment and fulfillment in their Golden Years, many retirees rely on
investment income to enhance their quality of life. 1+ 2

ltds essential that you invest funds properly so
retirement. Below are some of the most popular investment vehicles on the market today.

401(k) Plans

A 401(K) is a defined contributionplan t hat 6 s of fered by many empl oyer
participate in a 401(k) plan, you can pick a plan option that suits you best and then contribute a
predetermined amount to the plan each month. Some employers match these contributions to

sweeten the deal, but employees need to be aware of hidden fees associated with these
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accounts in order to protect their earnings. 401
investors are unaware of the potential losses that could negatively affect accumulations. % 7

Individual Retirement Accounts (IRAS)

An I ndividual Retirement Account or | RA is an inyv
income that you can tuck away tax-f r e e . I'tés a way to s advantagedt i r e mer
way. Funds are held tax-free and taxes on IRA withdrawals are deferred until retirement when

your income is lower and therefore you tax bracket is also lower. Many people open an IRA

through a financial institution in addition to investing in a defined contribution plan such as a

401(k) in order to balance the pre-tax and post-tax benefits of investing. - 3

There are three main types of IRAs for investors to choose from: traditional IRAs, Roth IRAs,
and Rollover IRAs. Both traditional IRAs and Roth IRAs provide different tax benefits to
investors. Rollover IRAs allow investors to contribute funds from another, qualified retirement
investment vehicle. 3

Traditional IRAs

A traditional Il RA is set up on the investordds own
contributions with funds that may be deductible on a tax return. Earnings grow tax-deferred.

When the investor reaches retirement age, their annual earnings are usually much lower than

when they were in their prime accumulation years. So the IRA withdrawals are taxed according

to this lower tax-bracket which means that the investor pays a lot less in taxes. 3 °

Roth IRAs

Contributions to a Roth IRA come from funds that have already been taxed. Money in a Roth
IRA account grows tax-free and under certain conditions, withdrawals that are made during
retirement are also tax-free. 2

Rollover IRAs

A Rollover IRA allows the investor to roll funds from another qualified retirement account into an
IRA. A rollover allows certain eligible funds from an employer-sponsored retirement plan [such
as a 401(k) or a 403(b)] to be moved into an IRA. 3

Roth 401(k) Plans

A Roth 401(k) is special savings account thatoés s
have already been taxed. As a r esuitetforinveRargwhno 401 ( k)

think theyo6l!l be in a higheheyéaraixthelcurranttine.t dur i ng r
Thereds a | i mit to how much can be “ontributed to
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Simple IRAs

A Simple IRA (which stands for Savings Incentive Match Plan for Employees) is set up by a

business owner on behalf of his or her employees. It can be set up by the owner, for the owner,

if the owner of the business is a sole proprietor. Business owners as well as employees make

contributions to a Simple IRA. Income tax on the funds aretax-d ef erred until they®oér e
during retirement. °

SEP IRAs

A SEP IRA is an investment vehicle that was specifically designed for self-employed individuals
and small business owners. This is a basic retirement account that resembles the Traditional
IRA in many ways. Contributions are tax-deferredunt i | t heyore withdrawn dur

References:

1 - https://www.aginginplace.org/7-best-retirement-plan-options/

2 - https://www.sensiblemoney.com/learn/best-retirement-investments-for-a-steady-stream-of-income/

3 - https://www.fidelity.com/building-savings/learn-about-iras/what-is-an-ira

4 - https://www.investopedia.com/terms/r/roth401k.asp

5 - https://www.investopedia.com/ask/answers/102714/what-are-differences-between-simple-ira-and-traditional-ira.asp

6 - https://www.nerdwallet.com/blog/investing/what-is-a-sep-ira/

7 - https://www.thesimpledollar.com/investing/is-your-401k-leaking-seven-hidden-fees-that-can-sink-your-retirement-fund/
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Reviewing A Fund® Prospectus

A prospectus is a type of document that provides necessary information about an investment

thatdés offered as shares to the public. This docu
companyds structure, its strategi aldnsightsftomst r engt hs
recent years, management information, and risks related to investing in the company, among

other key pieces of information. The purpose of a prospectus is to give potential investors the

most crucial investment details needed to make an educated decision about their purchase, but

itds i mportant for investors to know that not all
especially in the case of prospectuses written for 401(k) plans and mutual funds. 16

Here is a basic outline of the components of a prospectus:

0 Company overview
0 Products and services
0 Management information
0 Intended deal structure
0 Company use of monetary proceeds
0 Details on securities on investment offered to the public
0 Financial performance information
0 Investment Risks
Al t hough both public and private companies now us

documents with information like that described above, the term is traditionally (and correctly)
used to refer to informational documents for companies that are trading publicly. More and

more, itdéds common to find private companies provi
for private compwatesplacembehedmamédpandum (PPM)O
memorandumo. The prospectus ( etododarReMt)forinvestotsh e mo st

who are interested in a particular investment vehicle. Though not all of mutual fund and 401(k)

fees are listed in a prospectus, the ones that are listed can give potential investors an idea of

how much theyoll be |l osing on their investment. |
use when investigating a particular investment vehicle. 2

Finding Transparent Fee Disclosures in a Prospectus

How are fees disclosed in a prospectus?

Fees in a prospectus are disclosed in various way
a section dedicated to fees, expenses, and other similar costs. The parts of a prospectus that

discuss risks and benefits as well as the management and leadership sections may include

information about fees. Investors should study these sections of the prospectus carefully before

investing in a mutual fund. 401(k) investors must study the prospectuses for every fund offered

in their plan. *
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The Mutual Fund Prospectus

The mutual fund prospectus is a special kind of document that is used to describe potential risks
and benefits of investment to potential customers. Because mutual funds generally involve more
than one company or organization, they have a type of prospectus with a specific style and
organization that suits this unique investment structure. 3

Prospectuses & Reports

American Funds Resources

Returns = Daily Prices & Yields Symbols & Fund Numbers = Prospectuses & Reports

Download prospectuses and reports by clicking a fund’s corresponding link. Learn more about these documents.

American Funds College 2018 Fund was closed on April 20, 2018 and assets were merged into American Funds College Enrollment Fund.

Statement of
Additional
Information
Fund Name S y Prospectus Prospectus  (SAl) Annual Report  Semi-Annual Report
AMCAP Fund® Summary prospectus Prospectus  SAIl Annual report Semi-annual report
(06/19) {06/19) {06/19) (04/19) (10/18)
American Balanced Fund” Summary prospectus Prospectus  SAl Annual report Semi-annual report
{03/19) (03/19) {03/19) {02/19) (08/18)
American Funds Corporate Bond Fund” S y prospectus Prospect SAl Annual report Semi-annual report
{08/18) {08/18) {08/18) (07/18) (01/19)
American Funds Developing World Growth ~ Summary prospectus Prospectus  SAl Annual report Semi-annual report
and Income Fund”™ (06/19) (06/19) (06/19) 01/19) (07/18)
American Funds Emerging Markets Bond Summary prospectus Prospectus  SAl Annual report Semi-annual report
Fund® (03/19) (03/19) (03/19) (02/19) (08/18)
American Funds Global Balanced Fund” Summary prospectus Prospectus  SAIl Annual report Semi-annual report
{01/19) {01/19) {01/19) (12/18) (06/18)
American Funds Inflation Linked Bond S y prospectus Prospectus  SAl Annual report Semi-annual report
Fund’ {02/19) {02/19) {02/19) (01/19) (07/18)
American Funds U.S. Government Money S y prospectus Prospect SAl Annual report Semi-annual report
Market Fund”™ (12/18) (12/18) (12/18) (11/18) (05/19)
At Ameri canFunds. com, itds possible to ffumgthagthisl i st of al

company offers. Other fund companies also list their prospectuses online or make them available through
email inquiry or by contacting a broker.

Mutual fund prospectuses are generally composed of the following sections:

0 Investment strategy description - This section provides insights into the exact
investment strategy pursued by the fund manager or management company. It will
inform potential investors about where their money may be invested should they choose
to participate. 3
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O«

Historical overview of expenses paid by shareholders - Fees and other expenses
may be illustrated in this section of the mutual fund prospectus. Some of the expenses
that may be mentioned include 12-b-1 fees, transfer agent charges, and sales loads. 3

(@]

Long-term performance comparison - This part of the prospectus will inform potential
investors about the mutual fundds success in c
Dow Jones Industrial Average. The prospectus may choose to justify its benchmark with

additional information about the mutual fund. 3

(@]

Investment risks - Major risks with investing in a particular mutual fund will be
illustrated in this section. Different types of mutual funds with different goals and
histories may have different risks associated with investment, so investigate this section
carefully. 3

(@]

Management information - This section will inform potential investors about the names,
positions, and responsibilities of the directors, managers, and trustees who are in charge
of and who represent the shareholders of the mutual fund. The range of investment for
each of these individuals is also usually disclosed, along with the amount of money each
individual is paid for their services. 2

[@]3

Portfolio turnover rate - The portfolio turnover rate provides insights into the tax
efficiency of the mutual fund. 3

When investigating a mutual fundds prospectus, ta
fees and expenses, the manager 6s rei mbur sement, a
sections are some of the most important for discovering hidden fees. Most mutual funds will

provide their prospectuses on their website for the perusal of interested potential investors. Look

closely at the expense ratio and the transparent fees associated with the fund up against the

projected rate of return. Financial planners and advisors will often have access to these

documents as well.

The 401(k) Prospectus

The 401(K) prospectus is different from a regular prospectus that details information about one

individual company and it also differs from a prospectus detailing information about one mutual

fund. The fees hiding in a 401(k) plan can be well-concealed within umbrella terms and fees,
especially within an annual 401(k) disclosure not
Department of Labor to bundle indirect fees with fund expense ratios, meaning that even if the

direct fees are disclosed, there are certain other fees that investors may not be immediately

aware of. °

In a 401(k) prospectus, investors are informed about information regarding how their

investments will be used and when and how much they can withdraw. Investors are also told
about which funds are included in the 401(k) plan. Because a 401(k) consists of multiple funds,
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investors would need to find the prospectuses for each fund in the plan in order to discover
hidden fees and other key financial information. ’

Investment objective The fund's investment objective is to provide you with growth of
capital.

Fees and expenses of the fund This table describes the fees and expenses that you
rmay pay if yeu buy and hold shares of the fund. In addition to the fees and expenses
described below, you may also be required to pay brokerage commissions on purchases
and sales of Class F-2 or F-3 shares of the fund. You may qualify for sales charge
discounts if you and your family invest, or agree to invest in the future, at least 325,000 in
American Funds, More information about these and ather discounts is available from
yeur financial professional, in the "Sales charge reductions and waivers” sections on
page 27 of the prospectus and on page 64 of the fund's statement of additicnal
infermation, and in the sales charge waiver appendix to this prospectus.

Shareholder fees (fees paid directly from your investment)

All Fand All R
Aand Cand Tand  52%-Fshare  share
Share dass:  52%-A 52%-C 529-E 5297 classes dlasses

Maximurm sales charge (load} impesed an

) . 5.75% nane nane 2.50% none nene
purchases |23 a percentage af affering price)
Maximurn defemed sales charge (load) {asa 1.00% 1 00% - - - -
percentage of the amount redeermed)
Maximurm sales charge (load} impesed an
reinvested dividends nong nang nane nane nane nene
Redempticn or pxchange fees none none none none none nong
Annual fund operating expenses {expenses that you pay each year as a pescentage of the value of your investment)
Share class: A c T F1 F-2 F-3 526-A
Management fees 0.7% 027% 0% 027% 027% 0271% O037%
Distribution andior service (12b-1) fees 0.24 1.00 0.25 0.25 nane nane 022
Other expenses IR ]] 0.15 015 017 0.15 0.04 020
Total annual fund operating expenses 042 147 Q.57 0.59 042 033 0.69
Shareclass:  526-C 529  52%T  S29F1 R R-2 R-2E
Management fees 0.27% 027% 02™% 027% 02r% 027%  027%
Distribution and/ar seevice (12b-1) fees 059 0.4% 0.25 0.00 1.00 0.75 0.60
Other expenses 021 0.17 021 020 016 040 0.25
Tetal annual fund operating expenses 147 093 07 047 143 142 1.12
Share class:  R-3 R4 R-5E R-5 R
Management fees Q&M% 0&7% 0% 0&%  0I7%
Distribution and/or senvice (12b-1) fees 0.50 0.25 none none none
Other expenses 021 0.14 018 0 .05
Tetal annual fund operating expenses 0.28 0.68 045 0.38 0.33

* A contingent deferred sales charge of 1.00% applies on certain redemptions made within 18 manths
follewing purchases of 31 million or more made without an initial sales charge. Contingent deferred sales
charge is caloulated based on the lesser of the offering price and market value of shares being sold.

1 The Growth Fund of America / Prospecius

This page details some of the fees charged to investors in the Growth Fund of America mutual fund.
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How Fees Are Paid

Once the plan sponsor understands the necessary retirement plan components and the delivery of those services, the next step is to understand how
fees are paid. Fees to consider include Administrative fees, Investment fees and Plan Consulting fees. Combined, these represent Total Plan Cost.
Administrative and Plan Consulting fees may be paid by the plan sponsor or participant. Investment fees are always paid by participants (deducted from

plan assets).
Administrative Fees Investment Fees Plan Consulting Fees

Sarvices to oparale All costs associaled Advisary fees paid to a

the plan: with managing the reqistered irvesiment

Recordkeaping, invesiments advisor of commission

Trustes, paid o a brokar
Campliance, + _|_ [
Communica- —
lions

General Cost Observations
Several key factors can impact plan pricing. The larger the plan (in terms of assets), the lower the plan sponsor out-of-pocket (per participant) costs.
Other factors to consider include:

¥ Number of plan participants
» Average account balance

» Service requirements

} Plan design features

Aooordlng to Retirement Plan Advisory Group s proprlelary research database, which includes fee metrics on more than four hundred RFP/Provider
lysis reports rep 1g over 2,000 pricing scenarios, we have concluded that 95% of plan fees are paid for by plan participants. In most cases,
Administrative fees are subsidized by the Investment fees, otherwise known as revenue sharing.

In this sample 401(k) prospectus, some additional fees are described. A graphic shows how the fees are
paid and how these fees factor into the final cost and return on investment.

References:

1 - https://corporatefinanceinstitute.com/resources/data/public-filings/prospectus/

2 - https://lwww.prospectus.com/prospectus-finance/

3 - https://www.thebalance.com/what-is-a-mutual-fund-prospectus-357947

4 - https://lwww.investopedia.com/articles/mutualfund/04/032404.asp

5 - https://www.employeefiduciary.com/blog/finding-hidden-401k-fees-in-participant-disclosure-notices

6 - https://www.thesimpledollar.com/investing/is-your-401k-leaking-seven-hidden-fees-that-can-sink-your-retirement-fund/

7 - https://www.investopedia.com/ask/answers/100314/what-information-does-my-employer-have-give-me-regarding-my-401k-
plan.asp
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Common Mutual Fund and 401(k) Fees and Charges

Mutual Fund Costs and Fees

When you purchase a mutual fund, the costs involved may not always be straightforward or
easy to decipher. Unlike buying a share of stock where the broker is paid a commission, mutual
funds often involve an array of different fees, some that are easy to see and some that are
hidden. Mutual funds are managed by professionals so there are additional expenses above

and beyond just the broker és ¢ ommi imssihidden, hain d

to calculate, or just hard to understand. So, if you decide to invest in a mutual fund, be sure you

understand completely what youbre paying for.

theyodre pavypi*®g in fees.

Mutual Fund Categories

The fees associated with mutual funds can be sorted into two broad categories:
1. Transaction fees - These fees are paid when you purchase or sell shares in the mutual

fund.
2. Annual operating expenses - These costs go toward maintaining your investment in
the fund. *

Transaction Fees

The transaction fees associated with a mutual fund are typically the biggest cost not included in
the expense ratio (see below under Annual Operating Expenses). Transaction fees include
payments such as broker commissions, which can be costly, and these costs are passed along

to shareholders. Transaction fees are hard to identfyand t hey dér e not i ncl

However, savvy investors can determine the transaction fees by looking for information in the
iSt at ement of Additional |l nformationo. This
make available to investors upon request. 13

Copyright © 2019 RetireVillage
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On the average, according to research conducted at Virginia Tech and the University of Virginia,
mutual funds incur an average of 1.4% in trading costs annually in addition to the 1.3% average

expense ratio. 14

Sales Loads

A front-end sales charge (also known as a sales load) isaone-t i me char ge

by the investor at the time of investment. I

advisors, and financial planners. It is an avoidable expense if you shop specifically for
mutual funds thad% have fAino |l oado.

The front-end loads are usually charged as a percentage of the total amount invested
into the mutual fund. It usually ranges from 3.75% to 5.75%. For example, a front-end
load of 4.75% on a $10,000 investment amounts to $475. 3 4

Lower front-end loads are assessed on bond mutual funds while higher loads are
charged for equity based funds. Mutual fund Class A shares often carry a front-end load,
but investors who pay up-front often pay lower expense ratios and no annual
maintenance fee (which can increase along with the value of the fund). As the size of the
investment increases, front-end loads are often discounted. Typically, the front end load
is waived when the mutual fund is part of a 401(k) plan. 34

Purchase Fee

The purchase fee paid up-front by an investor to cover the cost of acquiring the shares is
not paid to the broker, but rather to the fund itself. As such, it is not considered a sales

t hat 6s
t

(@)

load. The average one-time cost to purchase a mutual fund is $30. 1 11

Deferred Sales Charge (Load)

Deferred sales charges are fees that are charged to an investor if they redeem their investment

before a pre-set amount of time. This charge was designed to discourage investors from

removing their money from a mutual fund early. The typical deferred sales charge is 6% of the
initial investment for the first year. Each year thereafter the deferred sales charge percentage

gets less and less, but the purpose behind this charge remains the same: investors who sell

funds early are punished. °

Deferred sales charges can have an insi

di

potential loss that investors suffer if they withdraw funds early, these fees also increase the
overall cost of managing the mutual fund. If mutual fund managers pay a front-end sales load of
5% plus 0.5% annually to financial advisors or brokers to sell the fund to investors, mutual fund
managers have a more difficult time making a profit from the fund. This problem is, of course,

passed on to the investor. °

oOus

Another problem with the deferred sales charge is that it is motivating for advisors and brokers

to on-board new investors to a mutual fund, but after the initial sale, the broker has little

incentive to continue working for the investor. For investors, the deferred sales charges can

Copyright © 2019 RetireVillage
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mean that redeeming your funds can be costly should you have a need for cash before it
matures. °

On an initial investment of $10,000 and a deferred sales charge of 6%, the total loss that an
investor would suffer from removing their funds during the first year after investment is $600.
This fee along with other fees can completely cancel out any potential earnings on the fund.

Redemption Fee

The redemption f ee ma packae nsdo Iboea dkon,o wan sausr rtehned efir
contingent deferred sales charge. 1°

When the shares from a mutual fund are sold, there is a redemption fee charged by the
fund company to the investor. For this reason, redemption fees are also sometimes
callexdtAnfeesdm shadti ng feesodo %'r fAmarket ti ming

Mutual funds are meant to be a long-term investment vehicle; investors are discouraged
fromusingmarket-t i mi ng to make a profit from these fur
tmi ng to decide when to remove moupeandbfemm a mut
a redemption fee is charged to discourage short-term trading behaviors. & 7

Mutual fund companies usually charge a redemption fee within a specific period of time

after purchase (e.g. 30, 180, or 365 days or even up to 60 months). If the investor

removes their funds within 30 days afitedr makin
with a redemption fee. Normally this charge is calculated against the ending share value.

The percentage value of redemption fees is limited by the SEC to 2% or less. So, on a

fund with an ending share value of $10,000, investors would be required to pay up to

$200 in redemption fees. These funds Wolul d go

Exchange Fee

Exchange fees are charged when an investor decides to transfer their shares from one

mut ual fund to anot her t haty Eeabiitytaexehahgelry t he s
mutual fund (exchange privilege) and the fees involved are usually discussed in the

funddéds prospectus, and some mutual fund compan
shares. °

Investors may choose to exchange funds based on market conditions. Exchange
privilege is common in companies that offer a number of different mutual fund options
and the details of the fees involved are usually outlined in the prospectus. Often, the
exchange can be completed at no cost, but investors should be wary of capital gains
taxes that can eat into their profits. °

Copyright © 2019 RetireVillage
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Annual Operating Expenses

Annual operating expenses are charged to cover the costs of your ongoing investment in the

mutual fund. These expenses are sometimes summarized by the expense ratio (also known as

the Management Expense Ratio or MER). The expense ratio is a calculation that summarizes

the proportion of assets in the fund to expenses. It is not an expense itself. The numerator of

this ratio is the sum of various operational and administrative expenses. The denominator is the
average of the fundbdés assets and the ratio, once
| ower number is better). The MER is an important
the MER is 1.3%. 1 1213

Investors are usually not directly billed for these costs, but rather, the expenses are paid for out
of the fundods assets. So, though the investor i s
she is still indirectly paying the expense because the overall return on the fund is lower. 1

Annual operating expenses usually appear in the
Operating EXpenseso.

The annual cost of operating a mutual fund varies from fund-to-fund and may consist of the
following fees:

Management Fees

Management fees range on average from 0.5% to
fee covers the cost of paying top-earning professionals to manage the fund, but while

0.5% to 2% may seem like a small price to pay for professionals to manage the mutual

fund portfolio, consider this:

If a portfolio manager makes 1% of $500,000,000 (a small mutual fund), he or
she makes $5,000,000 per year! Keep in mind that the mutual fund may or may
not perform well, but the portfolio manager will still get paid for their services!

Hi gher management fees don6t necessarily mean
highly skilled or that the fund will outperform other funds. In fact, the only guarantee that

investors get when funds have higher management fees is a lower return on their

investment.

Distribution and/or Service Fees

The distribution and service fees go toward broker commissions as well as advertising
and promotion of the fund. These fees also covers the cost of buying and selling the
holdings of the fund. Funds that have a high turnover ratio (the fund holdings are bought
and sold often), lose a lot of money in fees. Less active funds with a lower turnover ratio
have fewer fees and therefore fewer losses. *
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12-b-1 fees

12-b-1 fees are service-oriented costs that go toward marketing the fund. Higher 12-b-1

fees do not translate into improved performance of the fund. When you pay 12-b-1 fees,

youdre actually paying for the fund to be adve
this cost does not actually benefit investors in any way. Usually, marketing the mutual

fund involves sending prospectuses to new potential investors. While the SEC does not

limit the size of the 12-b-1 fees, the rules of FINRA say that the marketing and

di stribution expenses are not to exceed 0.75%
annually. t 2 8

A mutual fund with an average of $500,000,000 net assets would therefore spend
$3,750,000 per year on advertising, marketing, and distribution expenses each year. The
average cost to the investor annually is 0.13% which amounts to an average of $13/year
for an investment of $10,000. Brokers are the ones who profit from 12-b-1 fees. + 2 8

Account Fee

An account fee i s a maintenance fee thatods usu
mutual fund thatoés fallen bel cwetamoemt).mi ni mum ba

Other Expenses

Other expenses that might be charged to a mutual fund investor include shareholder

service expenses t hat-b-hfees reéotd-kdeping expetiseglegaln t he 1
expenses, custodial expenses, accounting expenses, transfer agent expenses, and

other expenses related to administration. Some mutual funds keep these costs to a

minimum (0.25%) while others rack up extravagant extraneous expenses that go as high

as 2%. On the average, equity mutual fund investors pay between 1.3 to 1.5% while

niche or international funds charge higher rates due to the higher transaction costs. 1

Total Annual Operating Expenses

The total annual operating expenses are an important consideration for 401(k) and mutual fund
investors. All mutual fund costs ultimately reduce their returns and, in some cases, can even
negate returns so look carefully at the various fees and expenses associated with a fund before
buying in. 12

If you invested $10,000 into a mutual fund with a front-end load (which is avoidable if you shop
around for no-load funds), you could expect to pay between $375 and $575 as a commission to
the financial advisor or broker. You should also expect to pay a purchase fee of approximately
$30 to the mutual fund itself. These up-front, one-time fees could amount to between $405
to $605 total. 34
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The annual operating costs for an investment of $10,000 would include both transaction fees at
1.4% ($140) and an average annual expense ratio of 1.3% ($130) for a grand total of $270/year.
Investors pay an average of 2.7% in annual fees on mutual funds but the average interest rate
on money market mutual funds were listed by Bankrate at a little more than 1.76% annually.
The average interest rate on high-yield mutual funds was 7.5% according to U.S. News and
World Report. 1°

Money market mutual fund investors clearly lose money each year on their investment (at an

average rate of about 1%). High-yield mutual fund investors appear to make an annual return on

their investment (7.5% - 2.7% = 4.8%) , but donét forget that-endnvestor
sales charge have already lost $375 to $575 + a $30 purchase fee ($405-$605) on investments

of $10,000. And if they redeem their funds early, they may lose even more. In the first year, an

investor in a high-yield mutual fund may make $480 on a $10,000 investment, but only after

paying between $405 and $605 for shares. In its second year, the fund will make more as long

as the investor doesndét move the f willdtlinterfere r edeem
with the overall performance of the investment. 13 1415

N e

‘. 4 P i ?

401(k) Costs and Fees

401(k) plans often include several mutual funds along with stocks and other investment vehicles

which means that investors must study all the various prospectuses for each investment to
determine the costs and fees as s otcedlizethendeesncart h eac h
chip away at their earnings each year. The fees can go unnoticed, silently eroding away at

i nvest ment account s. Even a 1% fee can delete $70
so investors who decide to put their funds into a 401(k) need to do their due diligence and study

the various fees associated with the account. 17

Many people look only at the recent performance of a retirement plan to decide whether or not

to invest. At best, they glance at the total expenses associated with the fund but many costs

associated with trading or the administration of the plan are completely hidden or carefully

obscured in the fine print. A significant percent
paying fees at all for their retirement plan. *’
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It can be daunting to try to understand all the fees associated with the various investment
vehicles included in a 401(k), but remember, the goal here is simple: reduce fees and lower the
cost of your investments to yield a better return. In the end, this can add up to substantially
better returns on your investment. 17

Plan Administration Fees

Plan administration fees cover the cost of accounting, legal and trustee issues, and general

office administration. These are necessary services that keep the 401(k) alive, but many

investors fail to realize that theyo6re paying thi
exceptions to this rule where employers pay the a
plans. 17

Plan administration fees average around $50 per year, but on small accounts (of $1000, for
example) that only grow at 5% per year, that $50 can completely wipe out any investment gains.
So while $50 may seem insignificant, they can eat away at your average annual return since
theyodre often chalfged year after vyear.

Investment Advisory Fees

Retirement plans that are actively managed often charge an advisory fee as a percentage of

your total 401(k) balance. The fee is charged annually even if your account took a big hit that

year. So, if you have $100,000 in your 401(k) and
lose $1000 per year for this service. On years when your 401(k) does well, advisory fees may

seem insignificant, but on bad years, this fee can negate earnings.

Internal Expense Ratios

Expense ratios (discussed above) pertain to mutual
the most overlooked expenses that investors gloss over when considering which 401(k) plan to
buy, but these expenses can create a serious drag on the long-term growth of the plan.

And remember, the expense ratio is not a composite summary of all expenses for the fund. You
have to add up all the expenses to fifppotramd out how
whentheplanreaches maturity and youdé¥Ye ready to withdr a

Load Fees

t 6s easy to miss |l oad fees or sales fees that a
These mutual fund fees are discussed in more detail above, but remember, your 401(k)

may include several mutual funds that each charge a load fee. So study these fees carefully

and consider how theyoll af f ec t-front ffrent-dndlvatdsp m | i ne
while others are charged after the fund matures and the investor begins withdrawing funds
(back-end-loads). 17
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According to American Funds, front-end loads cost investors between 3% to 6% of their total
investment. Back-end loads can cost 5% of an investment that has not matured yet, but this
percentage goes down with time as the fund matures. 1’

The M&E (mortality, expense, and administration) fee is another biggie that many investors miss
when they consider final returns. The industry average for M&E fees is 1.25%. So, after you add
these fees up, you can see how they can kill your retirement plan. 7

Bid-Ask Spread

The bid is the amount an investor is willing to pay for a particular security. The ask is the
amount at which the investor is willing to sell. The bid and ask prices are never the same. The
difference between these two numbers is the spread. The spread is the amount that your broker
makes from doing the transaction. This fee can be between 0.01% to 20% depending on the
trading volume. %’

The Bid-Ask Spread is one of the most insidious fees associated with 401(k) plans. Anyone

who trades individual stocks or exchange-traded funds (ETFs) as part of their 401(k) inevitably

pays this fee. Even brokerage firms that say the
clients this fee. To keep it simple, the moral of this story is: avoid high spreads. 1’

Commissions

Many 401(Kk) investors are forking over commissions without realizing it. Commissions are paid
to brokers when stocks, options, futures, or mutual funds are purchased. These fees are usually
paid as a flat rate for each trade and you may pay the fee both when you buy the stock and

when you sell it. On a $500 trade with aan#810 comm
when ités sold, youdd have to make an additional
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How Transparent Fees and Charges Affect Your Investment

Fees can have an important impact on the value of your investment portfolio. As with all goods
and services that you buy, investment products and services cost something. Many of these
fees may seem negligible, but they can add up over time and have quite a significant impact on
your portfolio. 117

When you choose a financial advisor or a specific
understand the fees youodll be charged. Take the t
charged by other investment vehicles. In the long run, this strategy could save you thousands of

dollars on your investments over time. 1 17

Mutual Funds: Hidden Fees and Charges

When you invest i n mutual funds, some of the fees
looki ng for them. But others are much more difficul
to do some sl euthing to find these fees and fully
over time. 2

All mutual funds charge fees in order to pay managers to manage the fund and to give brokers
the incentive to sell the fund to investors. But some of the fees can take a big bite out of the final
return on your investment. While many investors believe that a high expense ratio is associated
with mutual funds that will perform well, research has shown that this is not the case. 2

When comparing one fundds expense ratio to anothe
differences in fees can add up to a big differences in returns over time. For example, a $10,000

investment with a 10% return would net $10,800 each year with a 2% expense ratio. On the

other hand, this same investment would net $10,950 per year with a 0.5% expense ratio. Over

time, this 1.5% difference will make a significant difference in the return. 2

Assets Under Management Fee

Assets Under Managements or AUM is defined as the total market value of investments that a
person or business entity manages for clients. When used in the context of mutual funds, it
refers to the amount of moneyt hat 6 s handl ed regularly by the func
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