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EXECUTIVE SUMMARY


Eligible employees at The University of Houston enrolling in an Optional Retirement Program (O.R.P.) are not provided with many tools to help them in their selection of an O.R.P.  Because each O.R.P. uses different methods of charging for their offerings, the final return of an employee’s retirement investment can be negatively altered.  Furthermore, should they receive any advisory services from an O.R.P., employees may lose more of their potential returns to additional advising commissions or poorly performing investment products that could possibly have been recommended not for their merits but rather for an internal sales push.

This research utilized the contact list, a primary selection tool available to employees found on the University of Houston website, to gather information about the different O.R.P.s and their offerings.  This information was compiled within a database for comparison and evaluation.  Examples of the research gathered include average expense ratios, Morningstar ratings, responses received from representatives regarding trailing commissions or load charges, and company practices concerning investment advising.  Each member of the research team used the same pre-selected set of questions.  Some information may have changed since the issuance of this report.  Also, because of the time frame in which this project was executed, not all of the ORPs were successfully contacted and the data was not thoroughly verified by each O.R.P. 

The factors addressed in this study suggest that a stock and bonds investor, who is selecting an ORP, would be wise to focus on Fidelity, TIAA-Cref, and T. Rowe Price.  Conversely, Merrill Lynch, American Express and the Pioneer Group should be avoided as the expenses incurred by selecting these O.R.P.s will significantly decay the returns of a long term investment portfolio.  The compiled data revealed that, unlike previously thought, those O.R.P.s that had a large share of business did not necessarily charge the highest expense ratios.  Furthermore, O.R.P.s that enjoyed a greater percentage of business did not necessarily experience the lowest average Morningstar ratings.  However, it was determined that some firms do promote their own namesake products over others that might be better choices during advisory services.  Finally, a few suggestions are offered that may serve as useful tools for employees to use when choosing an O.R.P. without causing the university to appear partial to a particular provider or guarantee a rate of return.
INTRODUCTION

PROBLEM

Enrolling in an Optional Retirement Program (O.R.P.) at the University of Houston must be done within 90 days of employment, or the option to participate is permanently revoked.  O.R.P.s offer numerous funds and investment options within the 403b guidelines for the management of the employees' retirement accounts.  However, there currently exists no guidance for employees or any current provision that summarizes the benefits and drawbacks of all the available options within the O.R.P. system.  Therefore, the purpose of this project is to consolidate the information associated with the individual O.R.P. offerings such as their performances, expense ratios, related fees, and advising services in order to help employees make better choices for the manager of their retirement accounts.


The vast majority of investors do not understand the basic workings of the stock market.  Many do not know the meaning or implication of terms such as “loads” or “expense ratios.”  In addition, new employees have many different choices associated with their benefit plans and are not likely to have a great deal of time to research the entire suite of retirement options.  Their choices will impact the long-term performance of their retirement portfolios and can ultimately be the difference as to whether they retire with enough money to live out the rest of their lives.  Currently, the information provided to employees for the selection of an O.R.P. consists solely of a contact sheet with the phone numbers of the O.R.P.s.  Employees are likely to choose without being made aware of O.R.P. requirements, available funds, associated fees, nor different types of investment and management styles.  
DATA COLLECTION


Because of this employee disadvantage, this research attempts to determine how the various O.R.P.s collect their fees and charge for their advisory services.  After compilation of data, further questions were also examined.  Do those O.R.P.s that currently enjoy a greater percentage of the total employee business also charge the higher expense ratios?  Do those O.R.P.s that charge the higher expense ratios also experience the lowest performance ratings for their offerings?  Finally, do O.R.P.s engage in steering clients towards specific investment offerings in order to satisfy internal sales contests or promotions?  To answer these questions, the following information that either related to an O.R.P. offering or to their business operations was collected.


Services Provided - This specifies the available suite of products offered by the O.R.P.  This may include annuities, publicly traded mutual funds, or privately managed investments.


Mutual Fund Family - A list of the families or specific funds made available by the O.R.P.


Percentage of Eligible Faculty that Uses a Provider - This is a percentage of the eligible U.H. employees that elect to use the provider.  These percentages were obtained through the cooperation of the U.H. human resource department.


Morningstar Rating – The Morningstar rating system was developed by an independent investment research firm with a mission to create a forum and investment products to help investors reach their financial goals.  Morningstar employs more than 100 investment analysts in both the United States and international operations.  They maintain one of the largest and comprehensive databases in the industry with information on more than 125,000 investment offerings.  They have developed a number of proprietary research and analytical tools including the Morningstar Rating system which is a star system that is based on the risk-adjusted returns of all stocks and funds.  An average Morningstar rating is simply the average Morningstar rating of all the funds available through an O.R.P.


Expense Ratio – The expense ratio for a fund offering is a fee based on the percentage of total fund assets that is used to cover expenses, including management and operating expenses, associated with a mutual fund.  The management fee is the fee that is charged to the fund by the portfolio manager, and it is often a fixed percentage.  The operating expenses are the expenses that the fund incurs through operation and this can include brokerage fees, taxes, investor services, and interest expenses.  The average expense ratio reported is the simple average of all funds (equally weighted) offered by an O.R.P.  These fees are taken from the fund’s assets and, subsequently, lower the return that an investor might achieve.


Loads Fees/Trailer Commissions - Loads are additional fees that are typically charged to the initial amount of an investment or to the resulting asset amount at the close of an investment.  For example, if you were to invest one hundred dollars into a mutual fund with a five percent front load, five dollars would go to the fund manager or representative and you would only have ninety five dollars invested.  Loads displayed in the spreadsheet include deferred loads, and front end loads.


Sales Contests/Prizes - Refers to the practice of compensating an advisor for encouraging a potential client to invest into a certain fund or investment that may not be the best choice.


Available Advisor Service, Compensation, and Fees - This describes whether advising services are available from an O.R.P. and as to what fee structure is associated with such services. An advisor is typically a person or company responsible for providing investment advice to an investor.  Compensation and fees can vary from being completely salaried, to being based on the performance of their advice, to charging hourly rates, or to charging a fixed annual percentage of investors’ total assets.  Many advisors choose the latter with the promise to increase the assets of an investor and, ultimately, their fee percentage.  


Advisor Investment in their own Recommended Funds - This is an indication of the level that advisors invest in what they recommend.

DATA COLLECTION QUESTIONNAIRE

Using the contact list of O.R.P.s and their appointed representative, data was collected by speaking with each O.R.P. firm. Refer to Appendix A for the complete contact list used in the study.  Each member of the research team used the same pre-selected set of following questions when speaking with the representatives:  
· Can you please provide the names of the pre-selected mutual funds or offerings available among each of the fund families?

· Can you please provide each fund’s average expense ratio?

· Can you please provide the Morningstar rating for each fund?

· Is there any front end, back end loads, fees, or commissions for using your O.R.P.?

· Does your O.R.P. participate in sales contests or prizes for advisors?

· Does your O.R.P. give advice to investors?  If so, are there charges such as flat fees or percent of dollars invested for such advice (is the fee charged only if advice given, thus no fee for no advice)?

· Is this data or research available online?

· Do advisors get paid based on the performance of investor's portfolios?

· Do advisors get paid based on the dollars invested in the funds?

· Are advisors ever compensated through prizes, sales contests or "perks" for getting


clients to invest in certain funds?

· Are advisors compensated with fund shares?  

· Are advisors required or encouraged to own shares in the funds they manage? 

Subsequently, responses to these questions were compiled within a database for comparative studies, Appendix B and C.  Specific interview experiences and comments are listed in Appendix D.  Some providers requested that the list of questions be sent to them via email.  In these cases, the list was sent with a request that if they could not answer all of the questions that a partial response would still provide useful information.  Once lists of mutual funds were confirmed, data pertaining to the Morningstar ratings, expense ratios, and loads were obtained from the Morningstar web site, www.morningstar.com, if they were not provided by the contact.  This data was then compiled and averaged.  The results were then reported in a database for further examination.  However, it was determined that some O.R.P.s offer variable sub-annuities which do no have tickers and therefore are not ratable through Morningstar.

RESULTS

Of the 1647 faculty and staff eligible to participate in O.R.P.s, 1400, or 85% of them have enrolled in the program.  Three out of the fourteen providers have almost 65% of the total participation.  Seven out of the fourteen providers each have less than two percent of the total participation.  


The ranges in results for the key evaluation criteria are listed in the table below.   

	Result
	Low 
	High
	Comments

	Morningstar Rating
	2.36
	3.77
	 

	Avg. Expense Ratio
	0.36
	1.89
	 

	Loads/Fees
	0
	6%
	Some providers charge surrender fees (6%)

	Advising Fee
	0
	2.44%
	 


The providers were assigned a good, bad or neutral rating for each evaluation criteria based on the following guidelines.  A good rating was indicated by a smiley face, a bad rating was indicated by a thumb down, and a neutral rating was left blank.    

	Criteria
	Good
	Bad

	Morningstar rating
	> 3.3
	
	< 3.0
	

	Expense Ratio 
	< 1.0
	
	> 1.35
	

	Loads/Fees
	None
	
	> 4.0
	

	Mandatory Advising Fee
	No 
	
	Yes
	


The table below summarized each O.R.P. with their level of faculty participation and the corresponding ratings for each evaluation criteria.

	ORP Company
	Participation Ranking
	Morningstar Rating
	Expense Ratio
	Loads/Fees
	Mandatory Advising Fee

	AIG/VALIC
	18.85%
	
	
	
	

	American Express  Financial Advisors/IDS Life Insurance Company
	0.14%
	
	
	
	

	Chase
	1.4%
	NA
	
	
	

	Fidelity Investments
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24.60%


	
	
	
	

	Great American Ins. CO.
	0.9%
	NA
	NA
	
	

	ING/Aetna Financial
	6.40%
	
	
	
	?

	Lincoln National Life
	5.4%
	NA
	NA
	
	


	Merrill Lynch
	1.5%
	
	
	
	 

	Met Life Resources
	1.8%
	
	NA
	
	 

	Resources Trust Co.
	7.00%
	
	NA
	
	

	Security Benefit Life Ins
	0.6%
	NA
	
	
	

	T. Rowe Price
	1.6%
	
	
	
	

	The Pioneer Group
	9.6%
	
	
	
	 

	TIAA-CREF
	19.0%
	
	
	
	


DISCUSSION AND CONCLUSIONS


Each eligible employee at the University of Houston bears the responsibility of the selection of their own O.R.P. and of the resulting performance from the investment offerings chosen.  However, U.H. does not provide to its employees many tools to aid in this selection process, thereby making it difficult for them to take full advantage of any competitive O.R.P. offerings that should exist with so many from which to choose.  Therefore, with a purpose to evaluate these O.R.P choices and to experience how one might select a firm, the research examined the current O.R.P. contact list and then constructed a database for which each of the contact experiences, expenses, and offerings of all the firms could be easily compared. 

CLIENT SERVICE

Once our research began with the calling of the representatives listed on the contact sheet, issues of concern soon developed involving the lack of updated information and the time one would require to shop a number of firms. First, the contact list appeared not to have been updated for some time.  One provider’s representative questioned how his name had been obtained since he had not had a client in over three years and asked that we remove him from the list.  Some of the firms had changed their names after being purchased by a different parent company and subsequently offered completely different products.  One firm had retained its name after being purchased but now utilized a different expense schedule than the previous parent company.


Secondly, the contact list provided no complete home office information or e-mail addresses.  It soon became apparent that by having to call people during business hours that the process would be very time-consuming.  Contacts were often on calls, on the phone with other clients, needed to return our call, or referred us to the home office; however, the complete home office or web-site information was not provided on the contact sheet.  One hour of calling representatives yielded seven phone calls:  five representatives needed to either call back when they were available, one answered all of our questions, and one was a dead end as they no longer worked for the company.  It is fair to assume that a full-time employee, who may or may not have perfect English or a convenient phone for answering return calls during business hours, would have difficulty shopping through the contact list.  It should be noted, however, that despite the considerable amount of time required to go through the list, most of our questions were eventually answered in a complete and professional manner by the representatives.

EXPENSES

No correlation seems to exist between those firms that hold higher percentages of the total clientele with those that have the highest expense ratios.  For example, Fidelity, who has one of the lowest average expense ratios and mostly no-load funds, has the largest percentage of U.H. clients.  However, because expense ratios are not the only charge that might be incurred by an investor, it is therefore vital that employees know what questions to ask in order to accurately determine what their investments will cost.  Our questions for research were assembled in order to collect information about all fees attached to an investment such as flat fees, trailing commissions, advising fees, or sales promotions and not merely the overall expense ratio.  
Employees must also be wary of any advisor services, since there are implications regarding the different methods for charging fees that can continue throughout the life of an investment or whether your O.R.P. is participating in a sales promotion.  At least one O.R.P. admitted to participating in sales promotions or, at the very least, pushing their products over offerings from different fund families.  Furthermore, trailing commissions or any flat fees from the result of an advisory service, could also heavily impact the potential return of an employee’s retirement investments.

RATINGS

In order to rate the performance of the fund offerings, the Morningstar rating system was utilized when possible.  Because some of the O.R.P. offerings were variable sub-annuities without tickers, Morningstar ratings were not available.  However, many of the O.R.P. firms offered investment products that were their own.  Therefore, one important question to investigate was whether those fund families that held the lower star-ratings were also those that held the majority of the U.H. clientele.  This, however, was not the case with the top providers of Fidelity, AIG/Valic, and TIAA-Cref that currently hold Morningstar ratings of 3+ stars. 
RECOMMENDATIONS

Recommendations to investors are based on the factors addressed in this study and suggest that a stock and bonds investor selecting an ORP would be wise to focus on Fidelity, TIAA-Cref, and T. Rowe Price.  Conversely, Merrill Lynch, American Express and the Pioneer Group should be avoided as the expenses incurred by selecting these firms will significantly decay the returns of a long term investment portfolio.  Recommendations to the University of Houston include improvements to its contact sheet to help eligible employees chose an O.R.P.  With the window of only 90 days being relatively small for taking advantage of the offerings, simple tools, such as some information regarding basic financial terms, a listing of each O.R.P. service offering, and a breakdown of all fees charged by the O.R.P. could be useful to employees.  In addition, a listing of all fund offered through the O.R.P. with the funds corresponding performance data would also be useful.  At the very least, the contact sheet should list e-mail addresses for contacts and proper website information for the home offices since the O.R.P. firms have all upgraded for the future.  
LIMITATIONS


The data within this report relies on the accuracy of the Morningstar website and the interpretation of the responses provided by the O.R.P. contacts.  When using this data, one should be aware that some information might have changed since the issuance of this report and therefore, may not be “up-to-date”.  Second, the time frame in which this project was executed imposed limitations as not all of the O.R.P.s were successfully contacted and the data was not thoroughly verified by each O.R.P.  Third, the project did not make any considerations for differentiation of fees such as loads that are waived after investments are held for extended periods.  Finally, those providers that offered only annuity products were not able to be compared using the Morningstar criteria.
CONCLUDING REMARKS

Improvements to the research table could include additional methods of rating the mutual fund offerings other than the system from Morningstar.  Other services, such as Lipper, offer similar ratings but achieve them through different methods.  Furthermore, a data table that rates the variable annuities and subsequent expenses alongside those of the mutual fund offerings would also be beneficial.  In addition, personal or face-to-face interviews with the representatives could prove worth while as more involved questions could be asked.  It was noted during our phone interviews that some O.R.P. firms abided by the rule of “no-solicitation on campus” but commented that many did not.  Therefore, looking forward, it may be interesting to compare the aggressiveness of sales tactics versus the percentage of university clientele.
APPENDIX A
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The University of Houston System reserves the right to revoke, amend or change approved carriers at anytime for for any reason.  The System

assumes no liability for the financial performance of any company listed and the approval of a carrier in no way constitutes recommendation of

the company nor does it indicate any guarantee of the companies' current and/or future financial standing.  Each employee assumes all risks

that may be connected with the election of any carrier.

COMPANY

REPRESENTATIVES

ADDRESS & TELEPHONE NUMBER

AIG/VALIC

Cynthia Brumfield

800 Gessner, Ste. 110

Walter Holmes

Houston, TX  77024

Cindy Rooks

713-463-3800

Carole Lynn O'Neal (Victoria only)

1-800-892-5558

American Express

Scott Tiras

10375 Richmond Ave, Ste. 600

Financial Advisors/IDS

713-260-5751

Houston, TX  77042

Life Insurance Company

Darrell Pennington

713-260-5700

713-260-5752

Audree Begay

713-260-5865

Fidelity Investments

Steve Worthen

One Destiny Way WBIC

281-242-9425

Westlake, TX  76262

Debbie Feuer

6802 Mapleridge, Ste. 203

713-665-3880

Bellaire, TX  77401

Great American Ins. CO.

Joey Jones

P. O. Box 377

P. O. Box 5420

281-236-4814

Montgomery, TX  77356

Cincinnati, OH  45201-5420

1-800-854-3649

Katherine Fertitta

800 Country Place, #402

www.galic.com

713-622-0192

Houston, TX  77079

Mary Busceme

1900 North Loop West

281-558-7001

Houston, TX  77018

ING/Aetna Financial

Patricia Himelick

8911 Captital of Texas Hwy, Ste. 2210

1-800-223-6983

Austin, TX  78759

Robert Waddell

1322 Space Park Drive, Ste. C295

281-335-4800

Houston, TX  77058

John Ache

3700 Buffalo Speedway, Ste. 950

713-526-8411

Houston, TX  77098

Michael Bowden (Victoria Only)

1330 Leopard St., Ste. 28

361-242-2083

Corpus Christi, TX  78410

Midland National Life 

Ray Muecke

2500 Wilcrest Drive, Ste. 300

4601 Westown Parkway

713-953-1741

Houston, TX  77042

Ste. 300

West Des Moines, IA  50266

Kemper Investors Life

Robert J. Geary

4224 Judson

Zurich Life

713-661-3183

Houston, TX  77005

1600 McConnor Parkway

Schaumburg, IL  60196

Jason Womack

46 Wood Scent Ct.

281-296-9770

The Woodlands, TX  77380

Henry Cruz

3707 Westcenter Dr., #200

281-561-6945

Houston, TX  77042

Lincoln National Life

Walter Braly

1300 Post Oak Blvd., Ste. 1000

Brian Messier

Houston, TX  77056

713-552-7951

Laura Sulkowski

40 RM 1960 West, PMB 388

281-362-0015

Houston, TX  77090

(Includes Victoria)

Merrill Lynch

Steven D. Wohlschlaeger

122 W. Davis St., Ste. 101

122 W. Davis St, Ste. 101

888-207-2389

Conroe, TX  77301

Conroe, TX  77301

John Anderson, Jr

1509 Emerald Parkway, Ste. 100

800-234-7620

College Station, TX  77845

James F. LaMotta

5065 Westheimer, Suite 200
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Randy Gillespie

3801 Kirby Drive, Ste. 330

1-800-236-8489

713-526-9115

Houston, TX  77098

Richard Schwartz

5231 Kinglet

713-721-1178

Houston, TX  77035

The Pioneer Group

Michael Krost

6802 Mapleridge St. Ste. 203

Bruce Wise

Bellaire, TX  77401

713-665-3880

James Bashaw

5200 San Felipe

713-552-0505

Houston, TX  77056

Steven Hobbs (Victoria Only)

16757 Squyres Rd., Suite 103

281-374-0101

Spring, TX  77379-7294

Resources Trust Co.

David Huckin

Huckin Financial Group

James W. Chambers

3700 Buffalo Speedway, Ste. 950

713-526-8411

Houston, TX  77098

Security Benefit Life Ins

David Herzog

8700 Commerce Park Drive, Ste. 125

ATTN: Chris DeGrassi

713-778-1999 EXT 112

Houston, TX  77036

One Security Ben. Place

Topeks, KA   66636

Louis M Perry

5050 Westheimer

785-438-3298

713-599-6531

Houston, TX  77056

T. Rowe Price

Contact Human Resources or

100 E. Pratt St.

call 1-800-638-5660

Baltimore, MD  21202

The Travelers Company

Christopher Moore

PO Box 9417

CitiStreet

281-296-0013

The Woodlands, TX  77387-9417

290 E John Carpenter Frwy

Irving, TX  75062

TIAA-CREF

John Dudley

5215 N. O'Conner, Ste. 350

730 Third Avenue

Laura Moewe

Las Colinas, TX  75039

New York, NY

J.D. Hurd

FAX 972-869-2372

800-842-2006

 


APPENDIX B

	ORP Company
	% Part.
	Service Provided
	Available Funds
	Avg Morning Star Rating
	Avg Expense Ratio
	Loads/ Fees/ Trailer Commissions
	Sales Contests / Prizes?
	Investment Advice Provided? Fee?
	Date Research Available Online?
	Basis of Advisor Comp
	Do Advisors Invest in Funds?

	AIG/VALIC
	18.85%
	Annuities 
	64 fixed and variable annuity funds available
	3.34
	1.63
	No
	No
	Yes.  AIG VALIC offers two options for advice.  Both options charge a fee only if the participant elects that option.  One option charges a flat annual fee and the other charges an asset based fee.
	Yes
	A portion of a financial advisor's compensation is based on total assets received
	Financial advisors are neither required nor are they encouraged to own
shares of the funds

	American Express  Financial Advisors/IDS Life Insurance Company
	0.14%
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All Amex Funds plus thousands more


	2.36
	1.22
	5.29% Avg Load (Only charged loads/fees directly from the funds.  No additional loads/fees charged by AMEX)
	No
	Amex provides investment advice for no fee
	Yes
	$ invested in funds
	Not required or encouraged to invest in funds

	Chase
	1.4%
	 
	Investment options are variable annuity sub-accounts, not mutual funds (do not have tickers and thus can not be tracked by morning star)
	NA
	0.98
	All funds have a 1% mortality expense plus a 0.3% admin fee.  In addition, each year of contributions is subject to a six-year rolling surrender charge (back-end), 6%, 5%, 4%, 3%, 2%, 1%, 0%.
	No
	Chase Insurance does not give advice to investors, but GIAS does.  Chase Insurance pays a commission to its representatives.  As a representative for Chase Insurance, Bob Geary does not charge a fee (there is no double-dipping).  However, if a UH employee
	Yes, sub-account and product information is available at www.chaseinsurancecompany.com.
	 
	No

	Fidelity Investments
	24.60%


	
	All Fidelity + 15 other funds


	3.34


	0.94
	All funds are no load except a few where you must stay in fund for 90 days or charged load.


	No
	Yes - No fee charged for "counsel or guidance".  Can pay for an independent advisor to provide more detailed advice.
	Yes
	Salary
	Not required or encouraged to invest in funds

	Great American Ins. CO.
	0.9%
	Annuities and Mutual Funds - Independent advisor that provide investment advice and access to all funds on University approved list
	All funds on University approved list
	NA
	NA
	Those charged by specific funds plus 1% fee for investment advice service
	No
	Yes - 1% of total invested
	No
	1% fee for advice
	NA

	ING/Aetna Financial
	6.40%
	 
	ING Funds listed below
	3.09
	1.31
	Avg Load 1.89%
	 
	 
	 
	 
	 

	Lincoln National Life
	5.4%
	Fixed and variable annuity investments, mutual funds, retirement planning
	Variable sub-annuities that do not have tickers and thus can not be tracked by Morningstar
	 
	Investment dependent
	$25 Yearly Maintenance Fee and Fixed surrender fees that decline over an 8 year period (Surrender/Withdrawal Charges of 6%,6%,6%,5%,4%,3%,2%,1%,0%
	 No
	Asset Charges are 1.55% to 2.44% on an annual basis
	Yes
	Not on performance of the fund
	 

	Merrill Lynch
	1.5%
	 
	All Merrill Lynch Funds
	3.0
	1.4
	4.00%
	No
	Yes
	Yes
	% of total assets
	yes & they get all fund loads waived

	Met Life Resources
	1.8%
	 
	Various funds
	Investment dependent
	Investment dependent
	Loads and fees are dependent upon the choice of investment
	No
	Yes
	Yes
	% of total assets
	yes and they get all fund loads waived

	Resources Trust Co.
	7.00%
	Third party administrator of all investment services
	All Funds
	Investment dependent
	Investment dependent
	Loads and fees are dependent upon the choice of investment
	No
	Advice provided
	Yes
	If there is a commission (load) from the fund family, then no.  If there is no commission, then there is a 0.5-1.0% fee.
	No

	Security Benefit Life Ins
	0.6%
	 
	Internally managed funds
	Not Rated
	1.16
	Varies by Investment
	No
	No
	Yes, Performance only
	 
	N/A

	T. Rowe Price
	1.6%
	 
	All T. Towe Price Funds (No other fund families.  Full selection except for tax advantaged.  None closed to UH.  Unavailable to 403 - other tax advantaged vehicles)
	3.77
	0.72
	none
	No
	Can advise for diversification - $10/yr/fund <$5000
	 
	Salary
	Yes

	The Pioneer Group
	9.6%
	 
	All Pioneer Funds
	3.03
	1.38
	4.5%
	Yes - Financial Advisors who sell pioneer funds get prizes via promotions
	Yes
	Yes
	salaried or performance - depending on type of fund
	yes and they get all fund loads waived

	TIAA-CREF
	19.0%
	 
	Selected TIAA-CREF Funds
	3.3
	0.36
	none (100% no load)
	No
	 
	 
	 
	 


APPENDIX D

SPECIFIC INTERVEIW COMMENTS AND RESULTS

AIG/VALIC - AIG/VALIC returned our call quickly and was initially responsive to our questions.  When we began asking about advisor compensation and fees, the contact requested we email our questions for response.  Our request was elevated to the contact’s supervisor, who replied with thorough responses to all questions.  The supervisor informed us that answering “yes” to questions regarding advisors’ compensations through prizes and advisors being required to invest in funds could have legal and/or SEC implications.  AIG/VALIC offers 64 fixed and variable annuities funds.  They offer two elective options for financial advice.  One is the Portfolio Advisor option which is offered for a flat annual fee.  This option provides wealth forecasting, asset allocation, and investment selection via the internet with telephone support from the Asset Management Center.  It is designed for the participant who wishes to retain complete control of their investment decisions, but want a state-of-the-art simulation tool to help make those decisions.  The second is the Portfolio Manager option that is offered for an asset-based fee.  This option provides wealth forecasting, asset allocation, investment selection, and ongoing discretionary asset management.  It is delivered by VALIC financial advisors who monitor and update the investment options in the portfolio.

American Express - The contact from American Express answered our questions very promptly and without hesitation.  American Express offers all AMEX mutual funds plus many other outside funds.  They do not charge a fee for investment advice; however, the AMEX funds have very high loads, which average about five percent.  

Fidelity - Fidelity has the largest percentage of employee participation.  The contact from Fidelity answered our questions very promptly and without hesitation.  Fidelity offers all Fidelity mutual funds plus 15 other funds.  They do not charge a fee for investment “counsel”, but do offer an independent advisor service for an additional fee.  On average, the Fidelity funds have good Morningstar ratings (above 3 stars), low expense ratios (less than 1%), and most funds have no loads.


Great American Life Insurance Company (GALIC) - GALIC’s service offering is essentially as an independent advisor.  GALIC charges a 1% advisor fee and offers all annuity and mutual funds available on the U.H approved fund list.  The contact for GALIC was very helpful and willing to assist us as needed.


ING/Aetna - Once the questions were sent to the representative, they were forwarded to the legal department.  At the time of the report, no questions had yet to be answered.  The pre-selection for the university was provided by the representative for Resource Trust.


Midland Life - The representative listed on the contact sheet questioned how his number was obtained.  Furthermore, he informed us that he has had no clients or business in three years.

Chase - Chase replaces those previous offerings of Kemper and Zurich Life.  These are sub-annuities and are not rated by Morningstar.  The contact staff was extremely helpful by answering fully all of our questions and by communicating with the home office themselves for those questions that they could not answer.


Lincoln National Life - All offerings are variable sub-annuities and are not rated by Morningstar.  The local contact was very helpful with answering questions concerning fees.  The home office and website were equally helpful in obtaining a list of the current offerings.


Merrill Lynch – The contact was very open with all answers.  He did not hesitate with any of his answers and mentioned several times about recent articles from the Wall Street Journal regarding Merrill Lynch’s non-conflict of interest with regards to providing investment advice.  The average expense ratio for their funds is 1.4%, and the average load for all of their funds is 4.0%.  He said that they do not have any promotions or prizes in order to sell a certain fund over another.  The basis of compensation for most representatives is on a percentage of their clients assets.  He said that the fee structure is designed that way so they have an interest in increasing their clients’ portfolios since it benefits not only the client, but the advisor too.  He said their advisors invest in Merrill Lynch funds as well, and the loads and fees for their employees are waived.  They provide research online as well.


The Pioneer Group - A Pioneer representative other than the primary contact listed was interviewed because the primary contact was unavailable.  The representative was pleased to answer all questions without hesitation.  The average expense ratio for Pioneer Funds is 1.38%, and the average load for all of their funds is 4.5%.  Investment advice is available online and employees of Pioneer are able to purchase their funds without any loads or fees.  It seems that it is universal with regards to employees being able to avoid fees/loads of with own companies funds.  Their basis of compensation varies depending on the fund.  Some funds are based on the performance of the fund, and others are strictly salaried.  We were told that Pioneer does offer prizes and promotions to financial advisors who sell Pioneer funds over other fund families.  We were unable to get the exact offer or promotion that is awarded and was told that a supervisor would have this information.  We have yet to hear back from the supervisor.


Resource Trust - Resource Trust is a third party administrator of all funds where the expenses depend upon whether there was an advising service and the subsequent final choice of investment funds.  In addition, there is a $25 establishment fee, a $55 annual fee, and a $100 termination fee.  For asset transfer-in, the first three are free.  Afterwards, there is a $10 charge with a cap of $50 per year.  The contact was extremely helpful and open to any questions.

MET Life Resources - All questions were answered without hesitation.  They provide several fund families to their clients, and the average expense ratio and all loads/fees are investment dependent.  Their basis of compensation is on a percentage of their clients assets as well.  They too, offer investment advice online.


Security Benefits Life – They were contacted through their toll fee number.  First contact was difficult and the caller was misdirected and eventually put on hold for 15 minutes before disconnecting the call.  The second attempt to contact was a much more successful experience.  The contact was very helpful in answering questions and specifically walked the caller through the website to show where all information could be found.  Offering a great deal of internally managed funds, SBL provides options with very low expense ratios.  The loads for these funds were sizable.

T Rowe Price - T Rowe Price was contacted with extreme ease utilizing their 1-800 number.  The representative was very helpful in answering questions.  He was knowledgeable and timely with the information.  He was able to access the specific conditions surrounding the U.H. 403 b plan and answered all questions.  Although T Rowe Price has the highest expense ratio, none of their funds carry loads.


The Travelers Company – The representative was out of town during the limited period of time this study was conducted.

TIAA-CREF - The representative was easily contacted, and although they were out-of-town, provided a cell phone number to contact them.  Few of the TIAA-CREF funds were rated by Morningstar.  The funds have extremely low expense ratios and none have loads.
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