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The Savvy Investor
Why Have a Proprietary Mutual Fund?
Most people go to a stockbroker to get
independent advice. However, many of the
brokerage statements I have reviewed show
that the advice many people receive must
have come from a salesperson and the
investments were not in the client’s best
interest. The client was sold products that the
brokerage firm manufactures, rather than
investments that were best for the client.
Good examples are “proprietary” funds, also
called “house funds”. Proprietary mutual
funds are funds designed, managed and sold
by the brokerage firm. They can not be
transferred to another brokerage house if
you should decide to move your account.
When I see a client holding a high-cost
proprietary fund that is consistently under
performing many similar funds, I question
whether the broker provided good,
independent advice. The expenses of some of
these funds are outrageous. Adding up the
expense ratio, turnover costs, and 12b-1 fees,

some funds are charging investors as much as
5% annually. On a $50,000 investment, you
pay $2,500 every year. And of course, their
high costs just increases the likelihood that a
proprietary fund will under perform a similar,
independent mutual fund.
These costs are buried in the prospectus.
They may appear to be invisible, but you do
pay them.
When the market is rising market, these high
fees might be masked, but they still cut into
the performance.
When the market is
declining, these fees further reduce your
investment return.
There are thousands of mutual funds
available to you. Why settle for a proprietary
mutual fund that has high hidden costs, can
not be moved to another brokerage firm, and
is probably under performing similar mutual
funds?

If you want to know the cost you're really paying for your mutual fund, please contact us.

