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Warning and Disclaimer 

This book is intended to provide general information regarding 

Retirement Plan Costs related to Mutual Funds and comparison 

information for how these funds have compared to our best 

screened funds research.  It is not intended as a substitute for 

the investor’s own research, or for the advice of a qualified 

financial specialist.  The author shall have neither liability nor 

responsibility to any person or entity with respect to any loss or 

damage caused, or alleged to be caused, directly or indirectly by 

the information contained in this book. 
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A Mutual Funds Share Class Expenses Study 

 

 
What if we told you that many investors and trustees of retirement plans are being misled to 

believe that institutional-shares, also known as I-shares, are the most cost efficient amongst all 

share classes? According to the Wall Street Journal, “even with the upfront load waived, Class A 

shares are still more expensive than some other classes - I Shares, for example”. This sentence 

was published in the Wall Street Journal and directly promotes the ideology that I-shares are 

cheaper than load waived A-shares. However, we can prove that there are several circumstances 

that may arise that cause I-shares to be more expensive than A-shares, P-shares, R-shares, and 

even Y-shares? In this analysis we will evaluate a variety of fund expense ratios, and we will 

explain how investors are not seeing the full picture when researching a fund’s expense ratio. 

 

To begin, we would like to explain what an expense ratio is and how it is computed. An expense 

ratio is the annual fee that all funds or ETFs charge their shareholders. It indicates the percentage 

of assets deducted from investors accounts each fiscal year to pay for the fund’s expenses. Fund 

expenses include 12b-1 fees, administrative fees, management fees, operating costs, and all other 

asset-based costs incurred by a fund. The expense ratio is calculated by taking the total amount 

of fund expenses and dividing it by the fund’s total assets under management.  

 

Many investors, particularly financial advisors and fiduciaries, have a heightened sense of 

awareness when evaluating a fund’s expense ratio. This is due to the fact that the expense ratio 

directly impacts an investor’s rate-of-return. For example, suppose a mutual fund has two share 

classes with perfectly correlated gross returns; however, one of the share classes has a much 

higher expense ratio than the other. The share class with the higher expense ratio will have a 

lower return net-of-fees. Therefore, it is clear that the investment advisor in this case would 

choose to invest in the share class with the lower expense ratio. This is a basic example of how 

the expense ratio can impact an investment decision. However, analyzing the expense ratio can 

be more complex than simply viewing a percentage provided by the fund’s prospectus. 

 

Many investment advisors are moving away from being commissioned-based and they are 

becoming fee-only investment advisors. Fee-only advisors cannot accept 12b-1 fees or any other 

form of compensation from a Fund. Otherwise one could make the argument that there is a 

conflict of interest. Therefore, the plan expense credit that is paid, by a fund to a fee-only 

advisory firm, gets credited to the client’s account to offset the fund expenses that have accrued. 

Plan expense credits lower a share class’s net expense ratio and it increases the total return net-

of-fees. Plan expense credit varies based on share class, so the net expense ratios will also vary 

based on share class. This is why it is critical that investors conduct a thorough analysis to 

determine which share class will have the lowest net expense ratio.  

 

To begin we started by analyzing all available share classes for each fund offered to investors at 

Foresight Capital Management Advisors. We used data from two different custodians to 

determine the value of plan expense credits for each share class. In order to be conservative, we 



selected the smaller plan expense credit value between the two custodians. We then removed the 

plan expense credit basis points from the prospectus expense ratio, and we also added the plan 

expense credits basis points back to the total return net-of-fees. We did this because each 

investor who invested in the fund would receive a credit to their account for the value of the plan 

expense credits. Therefore, the investor really paid less than the prospectus expense ratio, and the 

investor received a higher net return than the prospectus return. To better explain, we have 

provided images below which outline the process of computing the effective net expense ratio 

and the effective annual return net-of-fees. 

 

 
 

The picture above is a screen shot from Matrix’s Retirement website. The picture shows how 

many basis points are refunded to investors for 12b-1 fees and sub T/A fees. On the right hand 

side of the picture you can see that the Columbia Convertible Securities class A-shares receive 

plan expense credits in the value of 25 basis points for 12b-1 fees and an additional 25 basis 

points for Sub T/A fees. Therefore, plan expense credits for this particular share class are 50 

basis points if an advisor uses Matrix as their custodian. To be fair we assessed a second 

custodian’s revenue sharing figures and we used the lower plan expense credits figure between 

the two. This allows for a more conservative and accurate analysis. 

 

 

 
 

The picture shown above was taken from Charles Schwab’s Retirement website. The column on 

the far right hand side that is labeled “SSP %” shows the total percentage that is refunded to 

investors in the form of plan expense credits. As you can see, for this particular custodian, the 

Columbia Convertible Securities class A-shares only received 23 basis points in the form of plan 

expense credits. Therefore, we used this custodian’s plan expense credit figures for our analysis 

because they were more conservative than the Matrix figures shown above, and we want to keep 

this analysis as conservative as possible. 

 

 



 
 

The picture above shows all of the available Columbia Convertible Securities share classes. Due 

to the fact that this analysis uses the smaller plan expense credit figures, the A-shares did not 

have a lower net expense ratio than the I-shares; however, the R4-shares were 10 basis points 

cheaper than the I-shares. This allowed for the R4-shares to outperform the I-shares by 11 basis 

points for the 2016 calendar year. However, if you were to only refer to the prospectus for the net 

expense ratio and annual return figures then you would have been led to believe that the I-shares 

were best performer with the lowest expense ratio. If we were to use the Matrix’s plan expense 

credit figures, then the A-shares would have had an annual expense ratio of 0.63% and they 

would have outperformed the I-shares by 9 basis points. The Columbia Convertible Securities 

was one example of many that we discovered during our analysis. Next, we would like to show 

you an example of when the I-Shares were the least desirable after accounting for plan expense 

credit adjustments. 

 

 

 

 

As you can see in the snapshot above, First Trust/ Confluence Small Cap Value fund had an I 

share class and A share class. The I share in this situation had the greatest total Ret YTD before 

plan expense credits. After adding 35 basis points to the total return from the custodian Matrix, 

the A share becomes the most desirable share class by 27 basis points. The I share in this 

situation received no plan expense credits. Below we can see the visual from the custodian 

Matrix. The A share of the First Trust/ Confluence Small Cap Value fund received 25 basis 

points of plan expense credits from 12b-1 BP’s and another 10 basis points from Sub T/A BP’s.   



 

 

These plan expense credits make a big difference in cumulative retirement savings over an 

employee’s career. Below we will show an example of a small, diverse portfolio where the A 

Share beats out the I and Y Shares in every situation after plan expense credits.  

 

 

 

 

 

The table above shows four situations where A shares beat I and Y shares after plan expense 

credits are added to the Total Return YTD.  The plan expense credits are added in the SSP% 

column and contribute to the sum. The SSP% also contributes to lowering net expense ratios 

after deducting them from the Prospectus Net Expense Ratio. We calculated the 10 year 

averaged return for each of the funds with plan expense credits added to generate the best 

estimate possible for the averaged total return per year, over a decade. In the first year of 

investing $5,000, it appears as though the A share investments only outperform the I share 

investments by $6.38. This may seem insignificant, but when this added 0.13% is compounded 

every year in a retirement plan over the course of one’s career, the results speak for themselves. 

We will now show you a table of how choosing a share class with plan expense credits added can 

greatly benefit an employee over the span of their career.  

 

 

 

 

In the table below, we assumed that the original investment was $5,000 starting at age 20 and 

continued annually until the investor turns 30 years old. We also assumed a $10,000 savings 

amount per year from ages 31-50 and a maximum contribution of $24,000 per year when the 

investor is 51-60 years old. We also assume that the investor is allocating evenly among the four 



diversified funds chosen for the example. We used the 10 year averaged return to give a more 

accurate calculation of how the fund would perform over a decade span.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

As you can see in the table above, both I and A shares contribute $5,000 in the first year of 

retirement savings at age 20. By the end of ten years of savings, the A share investor ends up 

0.70% ahead of the I share investor. At the end of 30 years of investing, the A share investor 

ends up 2.33% ahead of the I share investor. Finally, at the end of 40 years of retirement savings, 

the A share investor ends up 3.21% better off than the I share investor. This leads to over 

$100,000 more by the time of retirement! The difference of nearly 1% at ages 51-60 is derived 

from compounding principle and a greater contribution amount when approaching closer to 

retirement. Below we will show you the visuals of how this trend can benefit an employee over 

the span of their career.  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The chart above shows a visual to the scenario previously explained. As you can see, the 

investment growth stays relatively close the first ten years, then starts to pull away slightly due to 

the greater amount invested at ages 30-50. The last ten years of investing the maximum $24,000 

make the biggest difference in the curvature of the chart. The chart below shows this significant 

growth in the last ten years of retirement savings.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In conclusion, choosing a share class for a fund isn’t always as simple as finding the share with 

the highest return, or the cheapest expense ratio. All retirement plan trustees need to know that 

plan expense credits are offered by custodians and mutual funds in retirement plans.  The trustees 
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of retirement plans need to locate a fee-only registered investment firm who is a fiduciary and 

sends the plan expense credits back to the participants for overall investment growth throughout 

the participant’s career. Note many fee-based investment advisors keep the plan expense 

payments as extra fees for their benefit, not the participant or plan’s benefit.  The more research 

investors and trustees of retirement plans put into locating a fee-only registered investment 

advisor who finds the best possible share class, the higher return on investment they will earn 

over the course of their careers. I shares and A shares both have their benefits in regards to 

expenses and returns, but the plan expense credits, which are given back to retirement plans, are 

what help trustees and investors choose the proper share class for the given fund and situation.   



 


