Finding the True Cost

of Insurance Company 401(k)s

Presented by: David Wade, APM, ChFC, CLU, CIMC, AIF

President & CEO, 401kDIRECT

1. Know the market — why should we care about
Insurance Company Group Annuity Contracts
(GACs)?

Show how an insurance GAC works
Learn how to detect the real cost of a GAC

Show how to present your findings to a client

o wn

End with Q & A

Know the market

» 97% of plans are under
$10 million in assets

» Insurance companies
have 75% market share
of plans that are less
than 3 million

» Who sells the majority
of these plans?
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Who sells the plans?
> The Elite 5000

2,500 Advisors have sold over
10 plans

— Blind Squirrels

= 80% of new plans sold are sold by Blind Squirrels
= Only 2/3 of plans $5million+ sold by brokers
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Take Away

= Where do | want to position myself for more success

in this market?
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| 1. Understand fee construction of Mutual Fund

[ [

2. Learn how MF is converted to Group Annuity
Contract (GAC)

i)

3. De-code the fine print
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Basic Fee Co ction of MF

Total Expense Ratio

SubTa Fee
SSF

Finders Fees

Transaction
Costs

y Multiple re Classes

Sample Mutual Fund Share Classes

Share Management 12b1 Other Total
Class [5ES]
R1 42 1.0 .10

152
R2 42 NS 44 161
R3 .42 .50 13 1.05
R4 42 .25 .09 .76
R5 .42 0 .06 .48
R6 42 0 0 42
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Mutual Fund Conversion to GAC Step |

Number

1 .50

2 26 50 05 .81
3 26 50 .10 .86
4 26 50 15 91
5 26 .50 25 1.01
6 26 50 37 113
7 26 50 50 1.26
8 26 50 75 151
9 26 50 10 176

2) AMC - Administrative Maintenance Charge
3) Sales and Service Fee  Varies/Fixed (Varied expense will show on Schedule A, Fixed only shown in ER)

4) Total Insurance Company Expense Ratio — Calculate Unit Value
%}._.
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Mutual Fund Conversion to GAC Step Il

Micro Plan Additional Fees

@ @ @ @
Insurance | Total Fund
Contract Expense Base Partici Total GAC* Broker
Number Ratio Charge% Fee % Comp %
1 76 60 10 236 0
2 81 60 10 241 05
3 .86 .60 10 246 .10
4 91 60 10 251 15
5 101 60 10 261 25
6 113 60 10 273 37
7 126 .60 1.0 2.86 .50
8 151 60 10 31 75
9 176 60 10 336 10

*Plus TPA Expense

1) Total Insurance Company Fund Expense Ratio to Create Unit Value

2) Base annualized asset charge for plans with less than $10,000 average participant balance
— asset charge starts at .60% and waived after $2 million in assets

3) Participant Fee $40.00 for participant annual contribution less than $5,000

4) Total cost for GAC = Total Fund Expense Ratio + Base Charge + Participant Fee (base

charge and participant fee will show in the balance sheet) %!
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Mutual Fund Conversion to GAC -Notes

» Additional fees may be added before MF is unitized

» NAV no longer exists

= Fund values unitized daily — can go up or down

» Omnibus trading

» Multiple contracts with varying expenses
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Documents to determine fees

= Original Recordkeeping Agreement

» Performance Report

= Balance Sheet

= Corporate Report to Participant with charges

» 5500 Schedule A

» Footnotes pages
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Sample Performance Report 1 | ... Administrative
w2  Maintenance Charge —
e M| .| Varies by fund depending
oon the amount of revenue
sharing insurance company
is receiving

Look for Additional Revenue
hare
R6 expense ratio is .31% R4
pays 12b1 of .25% plus
.09% in additional revenue share

Compare Performance
Actual f

of
Vanguard retail -26.82%

Omnibus Trading — The true expense of Vanguard retail
(:26%). Admiral Shares trade at .15%/Institutional .09%
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Sample Performance Report 9 | ramucse
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Sales and Service Fee
+Fee does not include additional
asset charges.

| e
N
=
Ty
iy
iy
 — —
p—— —
J— —

-| *Asset charges can range from
0% - 4% used to pay: Financial
representative, TPA, or insurance
ccompany for services provided to
plan.
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~Additional asset charges can be
found on balance sheet.

e
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Daily Unitized Value

Compare to sample contract 1 |-
at.76%

Sample Balance Sheet ==
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Sample Corporate Report

ORPORATE REPORT PARTICIPANT OVERVIEW
FOR THE PERIOD: APR/01/2006 TO JUN 302006
& VEAR-TO-DATE: JAN[DI(2006 TO JUN/30/2006

o ] L DL e heesren ey
S B mEOORES el .
Another way to determine

- additional asset charges

e
Sample 5500
—_— e e TS /[ $2813 - Fees
/| paidto the TPA
S / from asset fee

$6034 - Fees | i
paidtothe  fo L -

Advisor from
asset fee

Summary for Determining Fees

= Ask for all documentation from the client

Performance Reports

Balance Sheet

Corporate Report to Participants
5500 Schedule A

Footnotes

Original Recordkeeping Agreement

= Look for fund unit value and determine retail fund
share class/revenue sharing available

» Determine additional asset charges from balance
sheet/corporate report

Ao
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Preparing for a Winning Presentation

» Starts with fact finding

» Find out what's in it for
them

» Find out the hot buttons

» Find out how you are
going to make their life
better
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Presenting a Winning Fee Analysis

A

Client doesn’t care how much you know — until they
know how much you care

v

Take the complex and make it simple

v

Talk benefits not features — make it personal

L

Differentiate yourself as a consultant by showing
multiple options with full fee disclosure

= Show Existing Plan — include all fees

= Option A — Apples to Apples — use exact same funds

= Option B — Better — better fund selection

v

Show win — win for company, plan and participants
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Conclusion

» Gather all facts including documentation

» Show client what's in it for them

» Present benefits not features

» Ask for the business

Questions

» Additional Questions

Please contact: David Wade
401kDIRECT
800-571-5104 ext.100
dwade@401k-direct.com




Exhibit A

Sample Fee Analysis $400,000

Notes:
Plan assets: $400,000 Participants: 80 Annual Deposits: $40,000 Funds: All Vanguard
Existing Insurance Plan

Base Amuaized Asset Charge of 50% for Micto lan Under 2 milion in assets
Partcipant Fee: Annual Contribution Under $5,000 Partcipant (80x40)

33,2
Open Architecture: Use same mvesments & setup plan fnds at 11t company it Investment Advsorsevies.
“Estimated TPA Fee. Actual fee to be determined by TPA

Insurance Plan Open Architecture
Advisor Fee Deducted From Assets (1%) S0 00
Administration Cost TPA $3420 $3,420
RecordKeeping fee paid from assets NIA $2.500

Investment Advice No Yes
Fiduciary Monitoring No Yes
Risk Management Sy No Yes
Fiduciary Compliance System No Yes
Total Expense Ratio Deducted From Assets
Insurance Fund Expense Ratio of 1.76% $7,040
Open Architecture Fund Expense Ratio of 26% $1,040
Micro Plan Fees
Base Charge (50%) 2,000
articipant Fee $3,200
Custody/Trading Expense From Assets NA Included in RK Fee
Total Annual Fees Paid to Providers $15,660 $10960
Net 1st Year Payment to Providers $15,660 $10960
As Percentage of Assets 3.92% 2.74%
Savings in Year 1 EY $4,700
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Exhibit B

Sample Fee Analysis $4,000,000

Insurance Plan Open Architecture
Advisor Fee Deducted From Assets (19) 50 40,000
Administration Cost TPA $3420 53420
RecordKeeping fee paid from assets NiA 512600
Investment Advice No Yes
Fiduciary Monitoring No Ye
Risk Management System No Yes
Fiduciary Compliance System No Ye
Total Expense Ratio Deducted From Assets
surance Fund Expense Ratio of 1.76% 570,400
Open Architecture Fund Expense Ratio of 15% 56,000
Micro Plan Fees
Base Charge (50%) Waived
Paricipant Fee Waived
CustodyfTrading Expense From Assets NA Included in RK Fee
Total Annual Fees Paid to Providers $73820 $62,020
Net 15t Year Payment to Providers 73820 $62,020
As Percentage of Assets 185% 155%
Savings in Year 1 0 511,800

Notes:

Plan assets: $4,000,000 Participants: 80 Annual Deposits: $400,000 Funds: All Vanguard

Existing Insurance Plan:

Micro Plan Fees Waived

Open Architecture; Use same investments but Admiral Share Class (.15%) & setup plan funds at a Trust company with
Investment Advisor Services.

“Estimated TPA Fee. Actual fee to be determined by TPA




