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MUTUAL FUNDS |

’-Indepemlent Dtrectors -acklmg 12b -1 Fee

- Group to Write Guidelines
- OnDuties in Assessing
-Key Dlstnbutwn Charge

o By SHEFALI ANAND

_- ' Mutual fund dxrectors have long
- vorced concern about’ their ‘responsibility -
: F 1

toreviewa key distribution

_ neerent “arhertlnsyearbytop of-
.o fie 'rs,of he Se i

. 'to.pay foridistribution aiid thus help funds

grow.-Over the. years, however, the'use.of .
tlns fee has_% changed -and it is now prima- |
rily ither as'an alternative to front- |

. end Joads to’ compensate mtermedlarxes

“like brokers; or for: paymént of services llke'

" administration and shareholder services.

. The:nile'requirés that a: ‘majority of the’
ctors assessand ap-.

- fund’s s independent
provethe fund’s 12b-1plan évery year with
. agoal to erisure that the money ultlmately

: . benefits fund shareholders, -

But’ directors sayit’s tough to drscern
_these Benefits, because for. one thmg, the

. money is: often bundled. together topay for-

- several services. It canbe difficult to assess
what: proportion of thefeeis gomg towhich
service, says Mr Smlth

e released today, follows o

Furid: Drrectors Forum, Its:
report arms to provrde d1-

e : 1Was dopted an: the 19805-'
: ‘whenmutual fundswerefacing net redemp—-_
" ‘tions, and-if:allowed; theiiise of fund-assets .

Directors alsoare lmuted in their say. of -
how much 12b-1 fee should be paid. For in-

.- stance; oncé the fund adviser chgosésapar- -
_ticular distribution ehannel, such as a bro-

o ker-dealer, the 12b-1 fee tobe paid s either
- decided by the broker orthe marketplace

- “We-sort of have no control overthat,”
. ,} says JohnA. Hill, anmdependent trustee at .

mutual-fund giant Putnam Funds,

- “The SEC’ ‘had originally listed some’ fac- -
tors that a board may consider while con-
B .suienng this fee, but ‘experts:say those fac- .

. ‘tors-aren’t very relévant-in. today s indus- .
“try environmierit. “How does a'director ful-

- fill the responsrblhty to fund shareholders,
- with vague, outdated guidande?” says Jay
‘Baris, a lawyer at Kramer Levin- Naftahs & .

T Frankel LLP .-+ )
_ .3*The forum’s report aims to help provrdev-
= ,some best pract1ces Among 1ts vanous rec:

12b-1 plan fits into that. They should also
- look at-factors such as ‘the fund’s share-
“class structure and whether the costs asso- |
“ciated with the funds’ distributionare Just1-

“mendations for the SEC on how to.improve

‘the'12b-1 rule. Mr. Smith says there have
been a range. of proposals to-tackle this,
) '_management fees.

-nate it totally. -

_niance’ distribution. because it’s not clear
: and 1t lacks transparency,” says Mr I-hll

ommendatlons the report adwses that dr-v
rectors carefully assess the fund’s.overall
distribution. plan: and understand where

ﬁed by competitive conditions, .
~The forum next plans to prepare recom-

alqng directors-out of. the 12b-1re-
cess altogether, to mergmg it w1th y

‘Some, like Mr. Hﬂl vyould prefer to ehmlj

“I don’t thrnk 1t’s the nght way to fi-




