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Investment Fees — What 
Non-Investment Advisers 
Should Understand
By Dawn Santoriello, LUTCF  
and Martin M. Shenkman, Esq.1

Why Estate Planners Should Understand  
How Investment Advisers Charge

As collaboration of professional advisers becomes more common, clients may 
question the wealth manager’s role, particularly the fees being charged. As CPAs 
and estate planners endeavor to help a client create a planning team, they might 
find that the client has no real financial plan. The resistance to create a plan could 
be an ill-founded concern over hiring a proactive wealth manager because of the 
perceived costs. Understanding more about what various investment advisers and 
wealth managers charge will help the estate planner better address these questions 
and, thus, help the planning team coalesce. 

Client Misinformation
Clients often question, and even complain, about professional fees, but surveys 
suggest that most clients do not really understand what they are actually paying. 
Educating clients will help them make better decisions and may be the catalyst to 
help the client move forward with creating an integrated planning team. Among 
people between the ages of 50 and 68, 46 percent believe they are not paying any 
fees in their retirement accounts.  Another 19 percent believe they are paying less 
than 0.5 percent.2 These client assumptions are often incorrect. 

Informal inquiries of prospective clients have suggested that many investors 
believe that they are paying a flat investment fee of 1 to 1.5 percent to the advisor. 
This too can be incorrect, in that, there are other costs or fees in many instances 
that those clients are being assessed in addition to the flat assumed fee. The inves-
tor may be invested in unwrapped and wrapped accounts. 

Helping clients understand what costs and fees they are actually paying may 
help the client gain the confidence to consolidate financial assets with a proac-
tive wealth manager who can become a key player on the overall planning team. 

1 Dawn Santoriello, LUTCF is President DS Financial Strategies Securities based in Yardley, PA and Advisory 
Services offered through Caitlin John Private Wealth Management, LLC. 1024 E. Grand River Ave., Brighton, MI 
48116. DS Financial Strategies and Caitlin John Private Wealth Management, LLC are non-affiliated separate 
corporate entities. Martin M. Shenkman, Esq. is an attorney in Fort Lee, NJ.

2  Survey conducted by the Rebalance IRA, an investment management firm, US News and World Report 
December 15, 2014
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Many clients, who have not engaged in comprehensive 
planning, have assets scattered often randomly to various 
financial firms with no concept of what the costs are, or 
how disjointed their asset allocation may be. 

Unwrapped Account Fees
In an unwrapped account, the investor could be paying 
for a custodian fee, a money manager fee, a mutual fund 
fee, and an advisor fee. For example, if the investor is 
invested in a mutual fund portfolio, there are internal 
management fees.  Some funds are expensive.  One fund, 
for example charges a 1.79 percent annual fee, which is 
in addition to the upfront sales load that the client may 
be charged as well, plus the 1-1.5 percent advisor fee.  
So, a client invested in such a fund could be paying 2.79 
percent to 3.29 percent for that account if “managed” by 
his or her advisor. On the other hand, Exchange Traded 
Funds (ETFs) have internal expenses that are lower than 
mutual funds.  Some are as low as 0.09 percent.  

Wrapped Account Fees
In contrast, in a wrapped account, there should be no 
hidden fees.  In some cases, it can be less expensive using 
a wrapped arrangement then the unwrapped arrange-
ment described above. But, as with many things, the 
details and specifics are critical. If the client is working 
with a broker or wire house, he or she may be charged a 
commission for each trade made along with additional 
advisory fees.  

Mutual Funds
For mutual funds, the most common classes of shares are 
A, B, and C class shares.  

“A” class shares have an upfront charge typically up to 
5.75 percent. The more the client invests the lower this 
front-end load charge may be.  These shares have lower 
12b-1 fees (included in the internal management fees).  
Internal management fees include custodial expenses, 
record keeping expenses, legal expenses, accounting 
expenses, transfer agent expenses, and other admin-
istrative expenses.
“B” class shares have no upfront sales charges but, 
have the higher 12b-1 internal fees and expenses, 
which is a reason brokers tend to sell them. They also 
have a back-sales end load if the client sells before a 
five to seven year period. Thus, restricting the client’s 
portfolio on a move to a new adviser could trigger 
these charges. 

“C” class shares also do not have an upfront sales 
charge, but also have higher 12b-1 and internal expense 
charges. These are usually over 1 percent annually.

“A” class shares are typically appropriate if your client 
has a longer time horizon because they are paying less 
fees in the long run. For example, a client who is 30 
and saving for retirement would be an appropriate 
purchaser of “A” class shares because he would be 
holding onto the shares for decades.

“B” class shares are advisable if your client plans on 
holding the investment more than five or seven years 
and then plans to convert the “B” class shares to an 
“A” share class.

“C” share class may be suitable if your client does 
not meet the minimum for an advisor’s fee platform 
and is also a short-term investment between one and 
two years.

Before a client invests in a mutual fund they should 
explore all their options. Often assistance from a profes-
sional, such as a CPA or an estate planning attorney, will 
be helpful.

Annuities
Some clients, especially older clients, are attracted to 
the concept of a fixed periodic payment arrangement. 
The problem is that the superficial simplicity can mask 
complex underlying restrictions and other contractual 
arrangements, illiquidity and fees. Again, advisers can 
play an important role in helping clients understand the 
realities of what they are considering. 

Another commonly sold product is the variable annuity. 
These tend to be the most expensive of all investment ve-
hicles with commissions ranging from two percent to over 
five percent in total internal sub-account fees, expenses, 
and rider charges.

A Fixed Index Annuity is a fixed annuity that is linked 
to performance of a certain market index. The client 
will get a percentage of that performance credited to his 
account. The client’s principal is protected as long as he 
or she does not surrender the contract early as then the 
client would be assessed surrender charges.  Typically, 
there is no fee. Instead, the client pays a spread on the 
performance.  Some companies charge for their income 
rider while other companies do not. This can be more cost 
efficient then a variable annuity. A client might typically 
earn about four to six percent long term.  It might help 
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to analogize this as a loose equivalent of the bond portion 
of the client’s portfolio.  

A fixed annuity has no fee but, if the client surrenders 
the contract early, he or she may be subject to surrender 
charges.  This result is typically for five years or less.  Given 
the current interest rate environment, the interest earned 
on these annuities is fairly low.

Fiduciary Role and Fees
When the client works with an investment adviser who 
operates on a fiduciary model, the financial adviser is 
required to give full disclosure and place the client’s best 
interest above their own. Brokers are only held to a suit-
ability standard. Suitability means the product was suitable 
at the time of the sale to your client.  It may or not be suit-
able for your client’s long-term goals.  The Department of 
Labor states that the advisor needs to do full comprehensive 
planning and explain to the client their recommendations 
in a clear, precise manner to the client. Written evidence is 
needed to support this. Concerning qualified retirement 
accounts, the advisor must disclose all charges to the client. 
The fiduciary is held to a higher standard of care.

Questions a New Wealth Adviser 
Should be Asked
Practitioners should guide clients interviewing new invest-
ment or wealth advisers to ask a range of question, including:

What are the all-in costs for investing?
What discipline does the firm or advisor use in man-
aging the portfolio?
Will the advisor provide updates to the client on what 
the portfolio owns and why? 
Does the advisor have a quantifiable risk management 
system in place to protect the portfolio from market 
volatility?

Conclusion
CPAs, estate planners, and wealth managers need to 
work together for the best interest of the client. All have 
unique skill sets and together they create a solid plan for 
their client’s future.  The client’s wealth manager should 
explain their fee structure and the client should ask the 
prospective financial adviser questions that have been 
discussed in this article.

This article is reprinted with the publisher’s permission from the Wealth Planning Advisor, published by Wolters 
Kluwer. Copying or distribution without the publisher’s permission is prohibited. To subscribe to the Wealth 
Planning Advisor or other Wolters Kluwer products, please call 800 449 8114 or visit CCHGroup.com. All 
views expressed in the article are those of the authors and not necessarily those of Wolters Kluwer.
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