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Figure 2, which measures cost in dollars, tells a
similar story. The cost of a $100 transaction is
either $24 or 25 cents; the cost of a $100k
transaction is either $24 or $250.

Both charts show a breakeven point at about $10k.
We routinely incorporate this information into our
process. This works especially well for clients
making routine deposits. Suppose a client makes
twelve monthly deposits of $1k each, all into the
same fund. We invest commission free each
month, then at year-end request a share-class
conversion from NTF to TF. These conversions are
cost free and tax free. In this case, the client avoids
$288 in commissions ($24 x 12) by buying the NTF
and then post-conversion saves about $30 a year
holding the TF. As the investment compounds so
do the annual savings.

Though events out of our control dominate the
headlines (trade wars, tariffs, central banks, etc.), it
is often the small things we do have control of that
make or break success in the end. Those investors
who have a fiduciary scrutinizing these details will
be well-positioned for a successful investing path.

Markets Recap
The old “Sell in May and Go Away” adage seemed
to ring true, as equity markets pulled back
considerably. Despite a 6.45% drop in May, US
Stocks still hung onto a double-digit return YTD,
and all seven asset classes remain positive in 2019.

The Cost of the Wrong Share Class
Registered investment advisors have a duty to
never give preference to one client over another.
Our systematic investment process helps us abide
by this standard. Each client picks one of our 14
portfolios suiting their return objective, risk
tolerance and time horizon. We devote all our
resources to make these 14 portfolios the best they
can possibly be. To keep interests aligned, our code
of conduct requires every employee to have all
their investment assets held in one of these
portfolios. We are 100% invested alongside our
clients. Jim and Jeremy invest in our Risk Level 12
(RL12) portfolio; Dave in Risk Level 11 (RL11).

In a perfect world, all clients targeting the same
risk level should enjoy identical performance. In the
real world, life is not that simple. If not carefully

managed, transactions costs can drive a large
wedge between the performance of one client
versus another. For most of the funds on our buy
list we have a choice to buy either TF Shares
(transaction-fee) or NTF Shares (no-transaction-
fee). Though investors (and consumers) are trained
to think paying more tends to result in a higher
quality product, in this case the underlying
investment is identical; only the cost structure
differs. With TF Shares the client pays a $24
commission to TD Ameritrade every time we buy or
sell. The client pays no commissions for NTF
Shares, but the quid pro quo is a share class with a
0.25% higher expense ratio. These two cost
structures operate very differently depending on
transaction size. In general, TF shares are a bad
deal for small transactions, and NTF shares are a
bad deal for large transactions.

The left edge of the blue line in Figure 1 shows the
commission on the TF share of a $100 transaction
wipes out a whopping 24% of the investment. The
0.25% cost of the NTF shares (orange line) is a very
good deal by comparison. On the far right, the
commission on the blue line of a $100k transaction
costs only 0.02% of the investment. In this case,
the equation flips: the 0.25% charge is a bad deal.
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Figure 1 (Left) and Figure 2 (Right) Both large and small transactions can suffer from choosing the wrong share class.
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