ROBERT HOROWITZ
WEALTH MANAGEMENT

UNDERSTANDING MUTUAL FUND COSTS

There are two broad classes of mutual fund costs: selling costs related to marketing of the mutual fund and
operating costs related to the actual operation of the mutual fund. It is extremely important to understand
these costs, as mutual fund expenses are the largest determinant of a fund's relative long-term
performance.’

Selling

Front-End Load — A commission or sales charge paid when purchasing fund shares or re-investing in the
fund. Front-end loads typically range between 4% and 8.5% and reduce the amount you invest by the load
percentage. For example, investing $100,000 in a 5% load fund would reduce your initial investment to
$95,000.

“Low-Load” funds charge between 1% and 3% of your initial investment and “No-Load” funds do not
have any front-end sales charge.

A stock load fund may make up the sales charge in a relatively short period of time, often in less than a
year. However, unless held for the very long term, the handicap of the load makes it almost impossible for
even very well managed load fund to outperform no-load alternatives.

Back-End Load — A charge incurred at the time you redeem fund shares. The load may be a percentage of
the redemption amount or a flat rate. The charge is usually 5% to 6% and declines by 1% a year over a
period of five to six years. Back-end loads should be avoided because they dramatically reduce your
investing flexibility.

12b-1 Plan — A method of charging selling expenses directly to the fund, usually as a percentage of fund
assets. The general category of operating expenses often includes 12b-1 fees. This type of fee structure has
become very popular as investors have become more aware of the pitfalls of paying sales loads. However,
12b-1 fees have the same negative effect on a fund's performance as a load.

Exchange fee — A charge levied when you switch from one mutual fund to another within a fund family.
Generally, exchange fees range from $5 to $25.

None of the above expenses relate in any way to the investment management services of a fund. The idea
that high fees or expenses are equated with “better” investment management is absolutely false.

Operating Expenses

These are the inherent costs of operating a mutual fund, including advisory fees paid to the investment
manager and expenses incurred for fund administrative services. These costs range from under 0.2% to
over 2% of a fund's assets and are usually expressed as a percentage called the “expense ratio”.

Note: A fund may temporarily suspend its management fee or absorb all of the funds operating expenses

to enhance the fund’s returns. This is common with new funds. Be aware that when the fund does start
charging its full operating expenses, this cost will reduce the fund’s returns by the expense amount.
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Assessing The Impact of Costs

The impact of costs on investment performance is substantial. The chart below shows the results of a
$100,000 investment in 3 hypothetical funds, each earning a compound annual return of 12%. Fund A
with the lowest expense ratio and no load is the clear winner. Fund B with the highest expense ratio beats
Fund C in the early years due to the impact of the 5% sales load on fund C. However, over long time
periods, fund B is the worst performer due to its high expense ratio.

FUND A FunD B Funp C

Expense Ratio 1% 2% 1%
Sales Load 5%
Expected Return 12% 12% 12%
Day1 $ 100,000.00 | $ 100,000.00 | $ 95,000.00
1Year $111,000.00 $110,000.00 $105,450.00
3 Years $136,763.10 $133,100.00 $129,924.95
5 Years $168,505.82 $161,051.00 $160,080.52
10 Years $283,942.10 $259,374-25 $269,744.99
15 Years $478,458.95 $417,724.82 $454,536.00
20 Years $806,231.15 $672,749.99 $765,919.60

If you would like help developing a sound and cost-effective investment and financial plan that matches your
needs and tolerance for risk, please call or e-mail Robert Horowitz.

Jeremy Siegel, Stocks for the Long Run (New York: Irwin Professional Publishing., 1994)
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