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The Challenges of Revenue Sharing

« Paying plan expenses largely through revenue sharing can create imbalances in fees
paid by participants

* Required revenue for a plan often does not align with revenue sharing levels in funds

« Participants generally do not see revenue sharing levels for funds in the plan, so have
low transparency into plan administrative expenses
* “Our retirement plan is free.”

* “Why are our index funds so much more expensive than ETFs?”

Participant Investment Revenue Sharing

Katie Target Date Fund

Leslie Active Large Cap Fund

Leslie and Eric are subsidizing fees for

Steve S&P 500 Index Fund ]
Katie and Steve, but are not aware

Eric Cash

Overall Required Revenue of 0.32%
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Expense Ratio Components

Revenue that is derived from investment management fees is known as revenue sharing. Payments, also known as revenue sharing
credits, may be made by investment managers to service providers or advisors. The amount of revenue sharing typically varies by each
plan investment, based on assets in that particular fund and the percentage of revenue the investment manager shares. While some
funds do not generate any revenue sharing, others have one or more different type of revenue sharing, illustrated by the chart below. Plan
fiduciaries are required to understand total plan costs (of which revenue sharing is a part) and whether those fees are reasonable given
the services and investments offered in the plan.

Investment

Management

A percentage of assets invested.
Deducted from the return.

Asset / Wrap Fee

Additional fees layered on
top of total investment fees.

e

Investment
Management Fee

12b-1 Fees

Shareholder
Servicing Fees

Sub-TA
(Agency
Transfer Fees)

12b-1

Paid by mutual funds from fund
assets for broker commissions,
marketing expenses and other
administrative services.

Shareholder Servicing
Revenue shared by the mutual
fund company with the service
provider.

Sub-TA

Recordkeeping and other services
related to participant shares often go
to a third party called a

sub-transfer agent.
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Approaches to Fee Equalizatio

Zero Revenue Sharing Revenue
Every fund in the plan is Any revenue shé
selected through a share class rebated back to partic

with no revenue sharing

v/ \

Plan expenses paid Plan expenses paid
through an asset through an asset
charge or per- charge or per-
participant fee participant fee
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Share Class Efficiency
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 After adjusting for revenue sharing, the “lowest cost” share class may not Lt '_'.', o€
be the true lowest cost e L ege0® '.‘
g, . . L. ] ) . . c® o ® P
» Recordkeeper capabilities and plan philosophy should drive how efficiency is pursued . « , ¢ '.1
e a0 o0 ®
» Limited recordkeeper capabilities for rebating revenue and/or concerns for participant Leo0®®
confusion may reduce value of using the lowest net investment cost share class T e e, e® 'f
- . o ® .
» “Most efficient” share class may have lower score due to higher overall expense ratio '. ce®®
[ N ] ® ¢
Share Class Expense Ratio RevenueSharing Net Investment Cost '. cee®® '.
R6 7 0.41% 0.00% 0.41% S
R5 7 0.51% 0.20% 0.31% T
R4 6 0.59% 0.25% 0.34% ‘e e
R3 4 0.84% 0.55% 0.29% '
R2 4 1.09% 0.80% 0.29%
R1 4 1.59% 1.30% 0.29%




Disclosures

This material is intended to provide general information only and nothing in it should be acted upon without consultation with qualified financial
professionals. Receipt of this material does not create a client relationship between the recipient and [FIRM NAME].

The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer
to buy or sell any security or to participate in any trading strategy. Any decision to invest according to investment advice provided by [FIRM NAME]
should be made after conducting such investigations as the investor deems necessary and consulting the investor’s own investment, legal,
accounting and tax professionals in order to make an independent determination of the suitability and consequences of an inve stment.

[FIRM NAME] and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including any
attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone
unaffiliated with [FIRM NAME] of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.

This document was produced by and the opinions expressed are those of [FIRM NAME] as of the date of writing and are subject to change. There
IS no assurance that such results, events or targets will be achieved, and may be significantly different than that shown here. This research is
based on RPAG proprietary research and analysis of global markets and investing. The information and/or analysis contained in this material have
been compiled or arrived at from sources believed to be reliable, however [FIRM NAME] does not make any representation as their accuracy or
completeness and does not accept liability for any loss arising from the use hereof. Some internally generated information may be considered
theoretical in nature and is subject to inherent limitations associated therein. Any sectors or allocations referenced may or may not be represented
in portfolios of clients of [FIRM NAME]. The reader should not assume that any investments in sectors and markets identified or described were or
will be profitable. The use of tools cannot guarantee performance. Past performance is no guarantee of future results.
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