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12-b1 fees. These are fees paid by the shareholders to market the fund to other possible shareholders.  These are just marketing fees.  Avoid them.

Account Transfer Fees.  These are charges for moving assets either into our out of an account.

Asset allocation funds.  These are mutual funds which rotate asset classes among stocks, bonds, and cash for the best return.  Asset allocation funds invest the fund’s assets in the asset classes expected to perform the best over the coming period of time.

Balanced funds.  These are mutual funds which purchases both stocks and bonds generally in a specific percentage or relationship, i.e. 60% stocks and 40% bonds.  Their benefit is that they perform the asset allocation, stock selection, and rebalancing decision for the investor.

Bond mutual funds.  Bond mutual funds are funds which invest a majority of their assets in bonds of specific types of companies or institutions.  These funds generally have a specific objective, i.e. “corporate,” “government”, “municipals,” “growth,”, etc. which relates to the types of bonds the mutual fund invests in.  In addition, most have a specific maturity objective as well, which relates to the average maturity of the bonds in the mutual fund’s portfolio.

Capital gains.   Capital gains are the best type of earnings as capital gains at the share level are not taxed until you sell your mutual fund shares.  You decide when to taxed.

Closed-end mutual funds.  These are mutual funds with a specific number of shares outstanding.  Individuals must purchase shares from existing shareholders, and shares may trade at a premium to (more than) or discount (less than) the underlying Net Asset Value (NAV).  These premiums or discounts may be based more on investor demand than the underlying share value.

Custody (or annual) fees.  These are fees the brokerage house charges to hold the mutual funds or ETFs in your account.  May be a minimum amount for small accounts ($15 per year), a specific charge per holding (8 basis points per security), or a percentage of assets for large accounts (25 basis points on assets under management).

Distributions (i.e., interest, dividends, realized capital gains, etc.).  Distributions is a less attractive type of earnings.  Even though you do not sell any mutual fund shares and most investors reinvest earnings, you are still liable to pay taxes on all distributions that your mutual fund makes during the year.  Distributions are divided into 5 main types:
· Short-term capital gains.   These are capital gains where the Fund has owned the assets for less than 366 days.  These are taxed at your Federal and state “ordinary” or “Marginal Tax Rate (MTR)”
· Long-term capital gains.  These are capital gains where the Fund has owned the assets for more than a year (366 days).  These are taxed at rate dependent on your taxable income.
· Qualified stock dividends.  These are payment of cash to the Fund by the companies owned where the company owned the shares for a specific length of time.  These are taxed at a preferential rate depending on your taxable income.
· Ordinary (not-qualified) stock dividends.  These are payment of cash to the Fund by the companies who did not hold the stock for the required length of time.  Taxes on ordinary or non-qualified stock dividends are at your Federal and state Marginal Tax Rate.
· Bond interest and bond fund distributions.  These are taxed at your Federal and state Marginal Tax Rate.

Diversification.  The process of risk reduction due to holding numerous securities that are diversified across sectors, asset classes and market capitalization.

Exchange traded funds (ETFs).  These are portfolios of stocks similar to mutual funds which trade on organized exchanges.  ETF’s trade like stocks, are purchased with all the transaction/custody costs, are priced throughout the day (rather than at day’s end like mutual funds), and can be sold short and purchased on margin.  ETFs can be either in a unit investment trust (UIT) format or an open-end mutual fund structure.  The UIT structure does not allow for reinvestment of dividends.

Hedge funds.  Hedge funds are less-regulated mutual funds which take much more risk than normal with the expectation of much higher returns.  Generally they can take both long positions (where they buy assets) and short positions (where they short-sell assets, i.e., borrow assets and sell them).  They hope to later buy back the assets at a lower price before they must return them to the borrower. 

Inactivity/Minimum balance fees.  These are fees because you did not have account activity during the period or because you failed to keep a minimum balance in your account.

Index funds.  Index funds are mutual funds designed to match the returns of a specific index or benchmark.  Different Index funds may track many different benchmarks, including the S&P500 (Large-cap stocks), Russell 5000 (small-cap stocks), MSCI EAFE (international stocks), Barclay Aggregate (corporate bonds), DJ REIT (Real estate investment trusts), etc.  Index funds are tax efficient since they do little in buying and selling of securities, and their goal is to match the return of their relative benchmarks.

Life-cycle funds.  These are funds which change their allocation between stocks and bonds depending on investor age.  As an investor ages, life cycle funds reduce their allocation to stocks and increase their allocation to bonds, more consistent with the goals and objectives of an older investor.  

Loads.  Loads are sales charges to compensate the sales force for selling the fund.  Loads directly reduce the amount of money invested by the amount of the load.  Loads can either be front-end or back-end, depending on when the mutual fund company takes out the load or sales charge.  Generally, research has found that the performance of load funds and no-load funds is identical.  When the sales charges are included, no-load funds significantly outperform load funds. (Matthew R. Morley, “Should You Carry a Load? A Comprehensive Analysis of Load and No-Load Mutual Fund Out-of-Sample Performance,” Journal of Banking and Finance, vol. 27, nu. 7 (2003), pp. 1245-71.) 

Management fees.  These are fee charged by the advisor to a fund generally on the basis of a percentage of average assets under management, i.e. 75 basis points or .75% a year.

Minimum purchase amount.  This is the minimum amount the mutual fund company will allow you to purchase in their funds to begin investing.

Money market mutual funds.  Money market mutual funds are funds which invest the majority of their assets in short-term liquid financial instruments such as commercial paper and government treasury bills.  Their goal is to obtain a higher return, after fees and expenses, than traditional bank savings or checking accounts.

Mutual fund returns.  Mutual fund returns include distributions of dividends, capital gains, and interest, and any NAV appreciation.  Your total return: (ending NAV–beginning NAV)+ distributions / 	beginning NAV.  Mutual Fund after-tax returns is your return after all taxes are taken out.  Mutual fund before-tax returns is your return before taxes.

Mutual fund supermarkets.  Mutual fund supermarkets i.e., Fidelity Funds Network, Charles Schwab, or Jack White, allows you the benefits of the mutual fund company while you get access to a whole range of mutual fund companies (but not all of them).  Mutual fund companies rebate part of their management fees back each month to the “mutual fund supermarkets” to have them included in their list of funds.

Mutual fund.  It is a way of holding financial and real investments.  It is an Investment company that pools money from investors to buy stocks, bonds, and other financial investments.  Investors own a share of the fund proportionate to the amount of their investment divided by the total value of the fund.

Mutual fund share classes.  These classes of shares vary depending on the loads and management fees paid.  While there are differences in classes of shares among investment management companies which charge loads, they generally are:
· Class A Shares:  These shares commonly have a front-end or back-end load to compensate for the sales person’s commissions.  Because of the front-end loads, they usually have lower management fees.
· Class B Shares:  These shares commonly only have a back-end load that is paid only when the shares are sold.  This load traditionally declines over time.  Class B shares generally have higher expense ratios when compared to Class A shares.
· Class C Shares:  These shares generally have a lower front- and back-end load fees, but higher management fees.
· Class R Shares:  These shares are generally for retirement purposes.  Check the loads and management fees which may be substantial.
· No-Load Shares:  These are shares sold without a  commission or sales charge.  Generally, these shares are distributed directly by the investment management company, instead of going through a sales channel.  They may have higher management fees to compensate for the lack of a front- or back-end load.
· Class Y Shares:  These are shares with very high minimum investments, i.e., $500,000, but which have lower management fees and waived or limited load charges.  These are generally for institutional investors.
· Class Z Shares:  These are shares only available for employees of the fund management company.

New investor bias.  New investors dilute the value of existing investor’s shares.  Since new money comes into the fund at Net Asset Value, and since this money must be invested (at roughly 0.5% on average in the U.S.), existing investors are subsidizing new investors coming into the fund

No-load mutual funds.  Mutual funds that are sold without a sales charge and are redeemed without a charge as well.

Open-end mutual funds.  These are mutual funds that can be purchased and sold each day at the fund’s Net Asset Value, which is the fund’s assets less liabilities, divided by the number of shares outstanding.

Stock mutual funds.  These are stock mutual funds are funds which invest a majority of their assets in common stocks of listed companies.  These funds generally have a specific objective, i.e. “large-cap,” “small-cap”, “value,” “growth,”, etc. which relates to the types of stocks the mutual fund invests in.  

Taxes on Distributions. These are taxes on your distributions which must be taken into account to get the true return of your portfolio but which are not noted on your monthly reports.

Total expense ratio.  This is the total percentage of assets that are spent each year to manage the fund including management fee, overhead costs, and 12b-1 fees.

Transaction costs.  These are costs of the fund buying and selling securities, which are not included in other costs.  Mutual funds which turn over the portfolio often, i.e. buy and sell a lot, will have higher transactions costs.  A good proxy for this is the turnover ratio.

Turnover ratio.  This is a measure of trading activity during the period divided by the fund’s average net assets.  A turnover ratio of 50% means half the fund was bought and sold during the period.  Turnover costs money and incurs taxes.

Types of Mutual funds.  The types of mutual funds generally follow the major asset classes, i.e., money market, stock, and bond mutual funds.
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