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Understanding fees important to 401(k) success

As a Plan Sponsor, one of the most important duties you
have to your participants is to provide a Plan with invest-
ment options that makes comfortable retirement not just a
possibility for your employees but a probability. In fact, as a
Plan Sponsor, you are a fiduciary and liable for the deci-
sions you make for your participants. Asa Co-op 401(k)
Plan sponsor, you have the advantage of the Fiduciary
Board, elected and appointed members from the cooperative
industry who assume the responsibility of giving cooperative
employees the best possible plan.

Affordability, a word mentioned prominently in the Board’s
mission statement, is at the heart of the investment lineup
decsions made by the Co-op 401 (k) Plan Fiduciary Board.

In fact, the first of three criteria for fund selection reads:

Expense: The Board looks for funds that have no

loads and whose expense ratio is reasonable relative

to its peer group.
While the guideline reads “reasonable” the Board has tradi-
tionally been conservative when selecting funds for the Plan.
At a time when fund expenses were hidden behind enig-
matic names and generally opaque to those on the outside,
the Co-op 401 (k) Plan Fiduciary Board chose funds with
clear fees that kept the investment earnings of participants
where they belong: in their accounts.

Minimize expenses, maximize returns

As far back as 2003, Wall Street Journal contributor Jona-
than Clements suggested that the best professional advice
mutual fund investors can receive is to “keep it cheap.” His
comment drew scorn from brokers and financial planners
whose fees were, at the time, quadrupling his suggested in-
vestment cost.

www.coop401kplan.com
800.652.6675
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During prosperous times when investors routinely see dou-
ble-digit returns, fees are easy to ignore. However, in a tur-
bulent market, investors who may be losing or maintaining
their account balances can hardly afford to watch even more
money go to fund expenses.

Just choosing funds based on risk and potential returns is a
difficult task for most employees. After all, few in the work-
force are professional investors, and the market can be quite
intimidating. Reading a fund prospectus in an enrollment
guide requires employees to understand terms that few deal
with on a daily basis. On top of all that, investors need to
know how much of their hard earned savings is going to-
ward fund expenses. When making investment choices, in-
vestors should be familiar with the fund’s operating expense
ratio (OER), “load” funds, 12b-1 fees, and redemption fees.

Operating expense ratio

Each mutual fund in the market carries an expense ratio, or
OER. This number represents the cost of fund administa-
tion such as account statements and fund management.
Actively managed funds have fund managers and staffs who
command salaries paid from fund fees. Typically actively
managed funds are more expensive to investors than index
funds, which automatically mirror the market-wide invest-

ments of a particular asset class and require little manage-
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ment. Index funds makeup the backbone of the Co-op 401 (k)
Plan’s model portfolios.

12b-1 fees

administrative costs. Redemption fees are limited by the

SEC to 2.00%. Three funds within the Co-op 401(k) Plan

Bt SV ale 0ty charge redemption fees for short

Galliard Stable Asset

NA | 0200 | term trades: the Artisan International

An aspect of a mutal fund’s OER is the

PIMCO Total Return Institutional

Fund (trades between 0-90 days

PTTRX | 0.52%

12b-1 fee. 12b-1 fees are charged for
marketing and distribution expenses. Re-

Vanguard Wellington Admiral

2.00%), the Heartland Value Fund

VWENX| 0.16% | (trades between 0-10 days 2.00%),

cently, 12b-1 fees have come under fire,

Vanguard Windsor II Admiral

VWNAX | 023% | and the Vanguard Internat’l Growth

being exposed as nefarious costs hidden

Vanguard Institutional Index

Admiral (trades between 0-2 months

VINIX | 0.05%

behind a cryptic name. 12b-1’s can be

American Funds Growth Fund R5

2.00%).

RGAFX | 0.38%

indicative of “retail” investment products

JP Morgan Mid-Cap Value Select

JMVSX | 1.16%

“Do | get more if | pay

with the intent to pay commissions to

T. Rowe Price Mid-Cap Growth

RPMGX | 0.78% | More?”’

brokers and intermediaries. The Co-op
401(k) Plan Fiduciary Board uses insti-

Heartland Value Fund

HRTVX | 1.14% | Participants with an appropriate asset

tutionally priced investments, not retail

Vanguard Small-Cap Index Admiral

allocation for their risk tolerance,

investments.

Vanguard Explorer Admiral

On average, a mutual fund carries a 1%

Dodge & Cox Internat’l Stock

OER'. The average blended expense ra-

Vanguard Internat’l Growth Admiral

VSISX | 0.11%

VEXRX | 0.23% diversification, mutual fund invest-
ing, and the use of index funds are

DODEX | 0.65% | . . . ..
just as likely as those investing in

VWILX | 0.31%

actively managed mutual funds to

tio of funds selected by the Co-op 401 (k)

Artisan International Fund

ARTIX | 1.21% | build a solid nest egg because of the

Plan Fiduciary Board is approximately
0.30%. Only three of the 14 funds in the current lineup
exceed a 1% OER (one such fund will be replaced in the
sencond quarter 2009). Co-op 401 (k) Plan funds are rea-
sonably-priced, low cost investments.

“Loaded” funds

A “load” is another word for a fee or commission that is
charged to an investor when he is purchasing or selling
shares of a mutual fund. Thus, a “load” fund is a fund that
charges these fees or commissions, and a “no-load” fund is
one that does not.

Sales commissions, or “loads,” fall under shareholder fees,
fees separate from the OER. A “front-end load” is a fee
charged when an investor buys shares of a mutual fund;
a “back-end load” is a fee charged when an investor sells

shares. 7he Co-0p 401(k) Plan selects only no-load funds, thus

minimizing sales commissions and fees paid by investors.

Redemption fees

Another type of fee that is not considered a “load” is a
redemption fee. Redemption fees were put in place by the
SEC to prevent market timing. After all, saving for retire-
ment is a long-term process and trading mutual funds

is not meant to be a rapid buy-sell transaction based on
market fluctuations. Although short-term trading of mutual
funds is legal, the practice can hurt investors by driving up
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additional costs involved.

Very few investors have accounts so complex that a broker-
age firm or financial consultant would provide any return
better than what is provided using these basic investing
concepts. However, for those Co-op 401(k) Plan partici-
pants whose accounts do require professional management,
Agri-Invest provides this service for a very competitive cost.

In addition to choosing only no-load funds with no 12b-1
fees, the Co-op 401(k) Plan Fiduciary Board employs an in-
dependent investment advisor who is paid a flat annual fee.
Because the advisor has no affiliation with any mutual fund
company and the investment choices of the Fiduciary Board
do not affect his compensation, he can provide unbiased
advice based solely on his professional opinion.

Milliman has always approached fee disclosure for the Co-
op 401(k) plan in a forthright and straight-forward man-
ner. For cooperatives that are not current Plan Sponsors,
Milliman offers a fee analysis for your cooperative at no cost
with no obligation. The analysis compares and contrasts the
expenses, investment return, and services from your current
plan with the Co-op 401(k) Plan. Call 800.652.6675 today
to schedule a meeting with your Regional Client Service
Manager.

!Size Really Does Matter, www.fool.com, Dec. 10, 2008




Aboard!

Please foin Milliman in welcoming

the fol owinE cooperatives to the
Co-op 401(k) Plan:

Co-op Energy, LLC

Ponderay, Idaho

General Manager: Richard Fiellen

Tabor Lumber Cooperative
Tabor, South Dakota
General Manager: Daryl Feilmeier

MAY 2009

PlanBITS

Watch for information regarding Fi-
duciary Board Elections

Milliman will be sending Plan Sponsors information
regarding the upcoming Fiduciary Board Elections.
Three districts will hold elections in 2009. Nomina-
tion materials, notices of election and ballots will be
coming this summer.

Plan summer meetings with a ser-
vice manager

Summer is always a popular time to host educational
meetings onsite, so be sure to book your Client
Service Manager as soon as possible. The economy
has become a popular topic from Wall Street to Main
Street; make sure your employees are at the forefront
of retirement savings.

Enroll your cooperative in ACH

Milliman is still waiting for Plan Sponsors to com-
plete forms to adopt ACH for transactions. Simply
fill out the forms mailed to you in April and send
them to Milliman to make your transactions fully
electronic. If you need another copy please call Milli-
man at 800.652.6675 today.

Update
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