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Know Your Rights as a 401k Investor
By Bruce Sankin, National Consumer Advocate on Investors Rights

If you are a participant in a 401k plan, it also means you are an
investor. As an investor, you MUST become educated about your
finandial future! I am a finandial author and columnist; in addition, I
am a consumer advocate for investor's rights. It always amazes me
how people who have 401k plans really do not take an interest in
knowing their rights when it comes to their financial future.

Here is an example: If you go to a mall and buy a television,
or clothes, or any other product and realize there is a problem with the
product, you know exactly what your rights are and instinctively know
what to do. You go back to the store with your receipt, tell the
salesperson there is a problem, and ask for a refund. If the
salesman says no you ask for the manager. If the manager says no
you go all the way
up the line until you get your money back. Yet, when it comes to your
investments in your 401k plan, which could be tens of thousands if not
hundpreds of thousands of dollars, if there is a problem, most people
do not know their rights or what to do. You MUST become an
aggressive consumer with your investments the same way you are
with other products and services!

Remember, after your physical health, your financial health is
paramount!

What do I mean by being an aggressive consumer?

1. Know all fees, performance data, and investment
objectives before investing.
2. Read prospectus before investing.
3. Understand asset allocation and invest accordingly.
4. Know exactly who to contact when you have questions
about your 401k.
5. If your investment objectives, or life situation changes (you

get married. divorced, widowed, change jobs, etc.) review and
alter investments to ensure they reflect new realities.



Be smart. Be wise. And be aggressive!

Plan administrators should also be communicating to their
plan participants that since they own mutual funds, they need to
become an educated, informed investor who knows their rights as
an investor. Help arm them with the right questions.

Bruce Sankin, a consumer advocate and columnist, is the
author of "What All Stock and Mutual Fund Investors Should
Know!" The manual, which is used by state regulatory agencies,
Division of Securities, and plan sponsors as an educational tool
designed to enhance
investor literacy.

Bruce welcomes your financial questions which can be sent
to: bsankin@helpcenters.info.



CHAPTER ONE
HOW TO SAVE MONEY
ON BUYING AND SELLING STOCKS

A financial advisor receives a commission for the service of
buying or selling your stock. If you want to know your commission
cost before deciding to make a trade, just call your advisor and he
will be able to give it to you. It should be noted that your advisor has
the authority to offer you a 5%-20% discount. However, most
advisors will not volunteer this information. In today’s world of
the Internet and online trading, always ask for the discount.

Itis not in the advisor's best interest to give you a large
discount because some brokerage firms pay less of a commission to
the advisor if the discount exceeds a certain percentage. Financial
advisors work on what is called a "grid." The percentage of
commission an advisor receives is dependent upon the amount of
business the broker generates for the brokerage firm. For example, if
the advisor is on a 35% payout grid, he is entitled to 35% of the
commission that the brokerage firm charges you. If, however, the
advisor discounts a stock trade more than his firm permits, they
may pay him less than 35% of the commissions.

Remember, BROKERAGE FIRMS WILL ALLOW
LARGER DISCOUNTS. Sometimes the advisor will need the office
manager's approval. Ask your advisor to ask their manager for a larger
discount. Many managers may not want you to know that the firm can
offer a larger discount because managers receive a percentage of the
total revenue the office generates, so larger discounts will mean less
money for him.

If you want to buy 200 shares of stock at a price of $20.00 per
share, the total cost would be $4,000.00 plus your commission. At a full
service brokerage firm, the commission rate could be as much as 3.1%
of the purchase price of the stock, or $125, in the above example. This
is very expensive. Usually a fair price is considered to be between 1%
and 2%. Thus, you can, and should negotiate with your advisor.



An alternative to negotiating your commission is to tell your
advisor that you want to trade on a per share basis. Trading on a per
share basis is when you pay a flat amount on each share of stock
that you trade as opposed to a percentage of the total purchase price
of that stock. It is possible to negotiate a $0.05 to $0.10 per share cost
with your broker. Tell your advisor what you are willing to pay
him. Some online companies will charge a flat $10.00
commission for a thousand share trade. If your advisor tells you
he will not do the trade at the commission cost you want, then find a
company that will. There will always be financial advisors who are
looking for business.

If you are directing the transactions in your account, i.e.
telling your broker what to buy or sell, then his services are of limited
value to you anyway since he is merely an order taker. You should have
asay in deciding how much money his services are worth.

You must not forget that a financial advisor is a
commissioned salesman; he wants and needs your business. Do not
believe them if they says they do not want your business. That is how
they make their living. He does not want to lose your business, or
for you to get advice from anyone else. If your advisor really does
not want to do your trade at your price, do not worry, you will
always find a financial advisor who will, you just need to look.



CHAPTERTWO
BONDS

If you ask, your advisor has to tell you their commission on a
purchase or sale of a stock. Likewise, if you ask, they have to tell
you the sales charge when you purchase or sell a mutual fund.
However, when you want to buy a bond, whether it is a tax free
municipal bond, most corporate bonds, or a treasury bond, your
advisor does not have to tell what he and the firm are making on the
transaction. This is because bonds are bought and sold on a mark-up
or mark-down basis and mark-ups or mark-downs do not have to
be disclosed. Buying or selling a bond with a mark-up and mark-
downs rather than commissions is called buying or selling net".

If you go to your advisor to buy a tax free municipal bond and
he says the price is $10,000.00 net, he will generally tell you that the
price includes commissions. You can still find out what the cost to
you of the transaction is by asking the advisor what the firm would
pay you if you wanted to sell the same bond to them. If, for example,
the answer was that the firm would pay you $9,600.00 if they were
buying it from you, then the actual cost (spread) of the bond is
$400.00 or 4%.

If you ask your advisor what the buying or selling price of a
bond is, this price is usually on his computer. He can also wire or
email his bond department to get the information. He also has other
options. He can check his bond inventory on his computer. Brokerage
firms keep aninventory of bonds to offer and sell to their clients. The
potential problem is that bond prices could change daily. This
means that the price of a specific bond could be different at different
brokerage firms. Each brokerage firm charges a price they feel they can
get for the bond. The difference between the bid and ask (sell and buy)
given to the advisor by the bond department is generally 1/4 to 1%
spread. This spread is what the bond department makes on the bond.
Then the advisor adds on his commission which will usually be
between 1/8% and 2%. What you, as the client, are probably
unaware of is that the broker may mark up or mark down the bond,
depending on what he thinks you will pay for it or sell it for. On
abuy and sell of the same bond, the advisor and the brokerage firm
together could make as much as 3% -4% on the trade.



At some full service firms, it is possible that you can negotiate
bond prices. When he gives you a price for a bond you can usually
negotiate between 1/4% and 1% of the price of the bond. On a
$25,000.00 purchase or sale, you could save as much as $250.00. If your
advisor does not want to give you this discount, then call other
advisors and tell them what you are looking for. With billions of
dollars of bonds for sale every day, there will be an advisor who can
usually get your bond at your price. On the other hand, if your broker
offers you a bond and, after calling other brokerage firms, you find it
to be the best price, quote, and yield — BUY IT. Getting what you
want is more important than knowing what the brokerage firm
makes.

UNIT TRUSTS

In some instances brokerage firms or independent
companies put a group of bonds together and sell them as a package.
These packages are usually called "unit trusts”. A unit trust may be
preferable to individual bonds because it diversifies the risk among a
group of bonds instead of putting all the money into one bond.
Another benefit of the unit trust is that interest payments are made
monthly as compared to an individual bond, where interest
payments are made semi-annually. On the other hand, the cost of
buying a unit trust is not cheap; it can range from 4% to 5% and is an
integral part of the structure of the trust. Therefore, commissions on
unit trusts cannot generally be negotiated.

The purchase of unit trusts is, however, subject to commission
discounts in the form of "break points". This means that for certain
volume purchases the commission will decrease. Common
breakpoints in the purchase of unit trusts are $50,000, $100,000, and
$250,000.00. Under a $100,000 purchase you may pay 4% %
commission while at $100,000 you may pay 3 1/4%, at $250,000 2
1/2% etc. (It should be noted that your advisor receives a
commission when you buy a unit trust. though not usually when
you sell it.)

When you ask about a unit trust, your advisor will give you
three quotations. He will quote you the price that you will pay if you
want to buy it (ask price); the price that you will get if you want to
sell it (bid price); and the actual value (par value) of the bonds in
each unit of the
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trust. The par value is also the amount of money you will get back if you
hold each unit to maturity (or to the call date, if the unit is priced to
call.

When your advisor gives you a price and yield on a unit
trust make sure he tells you two yields: the current yield and the
yield to maturity or to call date. It is also important to find out if the
bond in the unit trust has a call feature. This means that the company
or municipality can buy the bonds back from the unit trust before
maturity. It has no option if the bond gets called. The unit trust must sell
it back; Make sure your advisor tells you what the yield to call is. It
could be alot less than

ayield to maturity or current yield and you do not want any
surprises after you buy the unit trust,

Be very careful when your broker gives you a quotation for
a current yield on a unit trust that seems higher than an individual
bond. If this does occur, ask him for the bid price, the ask price and
the par value. For example, if he tells you that you will get 7.75%
current return on a unit trust and a comparable individual bond is
only giving 7.0% current return, then there is a good chance you are
paying a premium for each unit trust.

A premium is the difference between what you pay (ask
price) and the actual value (par price). If the ask price for the unit is
$1,000.00 per unit and the par price is $900.00 per unit, you are
paying $100.00 per unit or 10% more than the actual value. If you
bought 10 units at $1,000.00 each and paid $10,000.00 and you held
the units to maturity, you would only get back $9,000.00. You would
get more interest income on your units each year, but in the end you
would get less principal back then you put in. Premium bonds and
unit trusts can be a good investment as long as you understand
what you are giving up in principal for the extra yearly income.
When buying bonds you should ask your advisor about the rating
of the bonds or unit trusts. A rating will give you the quality and
risk of each bond. The higher the quality, the less the risk, the lower
the yield or "return on your investment". Conversely, the lower the
quality, the higher the risk, and the higher the
yield. Most bonds are rated by two rating companies: Standard & Poors,
commonly known as S&PP, and Moody's Investor Service.
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The following is Standard & Poor's definition on rating of bonds:

AAA - Debt rated 'AAA' has the highest rating assigned by
Standard & Poor's. Capacity to pay interest and repay
principal is extremely strong.

AA- Debt rated 'AA' has a very strong capacity to pay interest and
repay principal and differs from the higher rated issues
only in small degree.

A Debt rated 'A' has a strong capacity to pay interest and repay
principal although it is somewhat more susceptible to
the adverse effects of changes in circumstances and
economic conditions than debt in higher rated
categories.

BBB- Debt rated 'BBB' is regarded as having an adequate capacity
to pay interest and repay principal. Whereas it normally
exhibits adequate protection parameters, adverse economic
conditions or changing circumstances are more likely to
lead to a weak
ened capacity to pay interest and repay principal for
debt in this category than in higher rated categories.

BB, B, CCC, CC, C-

Debt rated 'BB', 'B', "CCC', 'CC' and 'C'is regarded, on
balance, as predominantly speculative with respect to
capacity to pay interest and repay principal in accordance
with the terms of the obligation. 'BB' indicates the lowest
degree of speculation and 'C the highest degree of
speculation. While such debt will likely have some quality
and protective characteristics. these are out weighed by
large uncertainties or major risk exposures to adverse
conditions.

Bond Investment Quality Standards:

Under present commercial bank regulations issued by the
Comptroller of the Currency, bonds rated in the top four categories
(AAA','AA’", 'A’, ' BBB', commonly known as "Investment Grade"
ratings) are generally regarded as eligible for bank investment. In
addition, the Legal Investment Laws of various states may impose
certain rating or other standards for obligations eligible for
investment by savings banks, trust companies, insurance companies
and fiduciaries generally.
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There are also bonds known as nonrated or NR bonds.
This means that for some reason S&I and/or Moody's have not
rated the quality of that particular bond. It does not mean,
however, that there is something wrong with the bond. If you are
interested in a nonrated
bond, ask your broker to find out the reason why it is not rated. If
there is not a good reason why the bond has not been rated, then
the best thing to do is to pass on that bond and find another bond
with a rating that meets your satisfaction.

Many unit trusts are sold in a secondary market. This
means that an individual sold the unit trust before maturity. Often,
Unit Trusts sold before maturity are purchased by the brokerage firm
and put into the brokerage firm's inventory. This means that you
may be able to buy a unit trust that has a higher coupon, (premium)
or lower coupon (discount) from the brokerage firm's inventory.

Individual bonds and unit trusts have something in
common which buyers sometimes are unaware of. The face value of
these investments is only paid at maturity. If you sold these
investments before maturity, you would get the market value. Market
value is the price the brokerage firm is willing to pay. This could be
higher or lower than the amount you paid for it. Example: You bought
a $10,000 General Electric bond that expires January 1, 2020. If you
held the bond to maturity, General Electric would pay you $10,000
on January 1, 2020. If you sold this bond before January 1, 2020, it is
strictly the brokerage firm's decision what price they will pay you for
the bond.
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CHAPTER THREE
MUTUAL FUNDS & ETFs

One of the largest types of investments today where financial
advisors generate large commissions is mutual funds. Mutual funds
are a simple way to invest in securities. You tell your advisor what you
are looking for: stocks; bonds; an aggressive or conservative investment
strategy; an income or an appreciation approach; then your advisor
finds the mutual fund which fits your needs. Since advisors make
commissions, they will usually sell you an open ended mutual fund
thathas a "load" or sales charge. Most stock funds with front end loads
have sales charges between 4% and 7%. Bond funds have sales
charges that range between 3% and 5%. Sales charges are usually
reduced the more you invest. This is known as "break points" or, in
simple terms, a volume discount.

In the early 1980's brokerage firms and mutual fund
companies realized people did not like to pay an upfront sales
charge, so they created a new type of sales charge called backend
sales charge", or redemption fees". This means that you may pay a
sales charge when you sell your shares back to the fund. Most
backend load mutual funds have an additional annual expense to
the shareholder known as the 12b-1 fee. This fee is used to promote
and advertise the fund to other potential shareholders.

My opinion on mutual fund expenses is that annual fees are
not as important as the fund's performance in both up markets and
down markets. A mutual fund that does only 2% a year better then
the S&P 500 will have 65% more value than the S&P index fund in
twenty five years. This is known as the positive effect of
"compounding’.

If you want to buy a mutual fund but you don't want to use
the services of a financial advisor you can always buy the fund
yourself. If you are willing to put in the time, effort the hours of
research to oversee your finances, you can buy no load mutual funds.
There are many
no load mutual funds with the same or similar types of securities and
investment objectives that your advisor would purchase for you.

If you have $10,000.00 to invest, one
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option would be to call up you broker and set up a meeting. At that
meeting, you could discuss your financial needs. At the end of the
meeting, after the broker did his due diligence he would probably
recommend a specific mutual fund. If that mutual fund has a sales
charge of 4% you have just paid him $400.00 for his professional
financial advice. You now have to decide if your face to face
meeting was worth it. Once the money goes into the mutual fund,
performance is up to the portfolio manager.

IMPORTANT! - What is very important is that unless
you know, and understand, how to select a no load mutual fund which
meets your risk tolerance, investment objective, and suitability,
you might be emotionally induced by the wrong factors to purchase
a specific mutual fund. Unfortunately, many average and
unsophisticated investors purchase a mutual fund based on its latest
twelve-month performance without consider-
ing those other factors. Since we are talking about large amounts of
money that could affect your financial future, unless you are willing
to put in the time, effort, research, and monitoring of your money,
the services of a qualified financial professional may be the better
value.

If you decide to choose a mutual fund yourself, there are a
number of sources you can use. Morningstar is a website that will
give you the information you will need to make a fairjudgment on
thousands of mutual funds. Many financial advisors use this
information in choosing mutual funds for their clients. Magazines
like Money and Forbes publish special editions that describe and rate
mutual funds. There are also newsletters that follow the mutual
fund industry. Check Internet search engines for "Mutual Fund News-
letters' Monthly newsletters give recommendations and updates on
most mutual funds,

If you don't want to put in the time and effort to find a no
load fund and still want to use the services of a financial advisor to
recommend a good family of funds, here is an idea on how to reduce the
sales charge. Many excellent families of funds like M.E.S, Putnam,
Delaware Group, American, Aim, etc. have different funds within the
same family. All of these funds have exchange privileges, which
means you can
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switch from one fund to another at net asset value. What your
advisor might not be aware of is that different funds within the same
family have different sales charges. This means you can buy a fund
that has a load of 2 1/2%, and 30 days later you can exchange it for
a fund you really wanted, which has a 5 3/4% load saving you 3
1/4% on the purchase of the fund. This could be hundreds of
dollars or more in savings for you . These savings will range from
25%-60% of the sales charge. There are two types of mutual funds:
open-end and closed-end. Open-end mutual funds consist of a
portfolio of securities that trade at net asset value, or N.A.V. Net asset
value is the total value of the securities in the fund at the end of each
trading day divided by the number of shares outstanding of the
fund. That is how you get the cost per share of an open-end mutual
fund. Even if you buy an open-end mutual in the morning, your
broker cannot tell you what you paid for the fund until the next
day. Open-end also means the number of shares that can be
purchased is unlimited. A closed-end fund is a fund which has a
limited number of shares.

An open-end fund and a closed-end fund are similar in that
they both have securities in their portfolio, they both charge
shareholders for expenses, and they both have N.A.V.'s; however,
unlike shares of an open-end fund, which is priced once at the end of
the day at N.A.V, shares of a closed-end fund are traded freely in the
open market. This means that shares could be bought and sold
either below (a discount) or above (a premium) the fund's net asset
value. Since the number of shares of a closed- end fund is limited; the
price at which you either buy or sell your shares in the open market
will depend on the demand for the shares. Clearly, then, there is an
additional risk in a closed-end fund. Not only is there fluctuation in
net asset value, but also in the demand for the shares, and because of
this, there is also an opportunity. If you purchase shares of a closed-
end fund whose shares are selling at a significant discount to the net
asset value, it is possible in a rising market that not only will the net
asset value increase, but the demand for the shares will also increase.
This will narrow the discount and possibly put the share price at a
premium to net asset value. You can find specific information on closed-
end funds in the WALL STREET JOURNAL and BARRONS. They will
have the share price, net asset value, and percentage of discount or
premium so you can easily be fully informed.
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Beginning in the mid 1990s a new type of mutual fund was
created called an ‘Exchange Traded Fund’ or ETF. They are structured
as a pool of stocks, bonds, or other assets. They are similar to closed end
mutual funds in that they trade like a stock. They have a symbol and
can be bought and sold on the open market all trading day. Since ETFs
are traded like stocks, they have many advantages over open end
mutual funds. You can put in a limit order, you can sell them short, you
can buy options on many ETFs, and the commissions will be lower.

Why invest in mutual funds?

When I ask clients why they invest in mutual funds most of them
laugh and say "like everyone else I want to make money". The answer is
not as simple as I want to make money'. When I ask them to explain
why they want their mutual funds to make money their answers
differ from person to person. The one answer that was universal was
they want to have enough money when they get older. Everyone
realized that unless they are financially independent they will not be
able to retire.

Most people do not understand that investing money is the
same as working for a living. Here is what I mean. The definition of
working is "an occupation in which you get paid a salary or
commission” Well, money invested in mutual funds also gets paid.
Depending on the
type of mutual fund you invest in your money gets paid in three ways:
interest income, dividends, or appreciation in value. Financial
independence means having your investments pay you as much
as your occupation pays you.

Only then will you be financially secure to retire. The problem is most
people have no idea what they need to do today to have financial
independence in twenty, thirty, or forty years. It amazes me when I
speak to people and they tell me they planned a vacation and they
know exactly how much money they will need. Yet when it comes to
their retirement they have no idea how to figure it out.
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I tell them that the same way they have a "Game Plan" for their
vacation they need a "Game Plan" for their retirement. A game plan
for your retirement is called a "Financial Analysis". Qualified financial
professionals have the expertise and software to create a customize
financial analysis. Based on the information you give them today they
can project what you will need to retire. Remember, this is only a
projection. The one thing that is guaranteed is that things change. I
suggest you review your financial analysis with your financial
professional every year. If your financial situation changes make sure
itis updated. This is especially true if the bulk of your money is in an
employer sponsored retirement plan. Make sure you contact the
plan administrator annually. He will direct you to the financial
professional who is there to educate you on your investments.
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CHAPTER SIX
HOW IMPORTANT IS THE ACCOUNT FORM?

When you go to a brokerage firm to invest your money, you
go with the understanding that the information your broker will
provide is accurate and truthful, so that you can make an informed
decision on your investments.

Usually, the first time you hear about an investment is either
in your advisor's office or on the phone with your advisor. Since he is
the professional on investments you accept his advice. You also
assume that what he is doing is in your best interest.

A problem can arise months or sometimes years later when
you realize that you were sold an investment that you were unsuited
for, or an investment about which you did not understand the risks
involved.

If this happens to you, and you and the brokerage firm
cannot come to an amicable solution, then arbitration or mediation
could be your legal remedy.

The arbitration / mediation may take place years after the
original conversation between you and your advisor regarding the
investment you purchased. I can almost guarantee you that the advisor
will remember the conversation differently than you do, thereby making
the verbal discussions unreliable and meaningless. That is why the
Account Form, usually the only written document the stockbroker
has that describes you, becomes so vital in your defense at arbitration.

Thus, the most important and least understood document
the stockbroker has a client fill out is the Client Account Form. Every
person must fill out an Account Form to receive an account number.
This is mandatory before a transaction between you and your broker
can occur.

The Client Account Form might look like a basic
questionnaire with simple questions, but it is the document that
shows if you are suited for certain types of investments. Do not
answer these questions lightly or inaccurately. It could cost you
dearly in the future.
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Before I review the Account Form line by line, I want to
emphasize the best advice I can give you. DON'T EXAGGERATE
YOUR EXPERIENCE OR INCOME ON THE ACCOUNT
FORM. Ifyoumake $30.000.00 a year, do not state anything higher.
When the question is about your investment experience in stocks,
bonds, commodities, etc., only put the actual number of years you
have been an investor. If you are trying to impress the advisor,
DON'T! Now I will show you how a brokerage firm could
interpret your answers on an Account Form. A standard Client
Account Form will contain the following questions:

1. General Information - name, address, birth date, social
security number, telephone number. So far no problem.

2. Residence - rent or own. This shows the brokerage firm,
right away, that if you own a home, you are not ignorant of
all types of investments. Also, if you own a real estate limited
partnership you would have some idea of the liquidity and
economic risks involved in owning real estate. Thus, if the
partnership had decreased in value, you could not claim
that you were unaware of the risks in real estate.

3 Legal residence if different from mailing address - Thisshows
the brokerage firm if you have more than one home, which is
an indication of your assets.
4. Employment/Job Title/Occupation - This may show the type
of knowledge you might have pertaining to investments in
certain industries.

5. Client state annual income. Client state net worth exclusive
of family residence. and estimated liquid net worth - DO
NOT EXA GGERATE. This shows the brokerage firm what
portion of your assets is in a specific investment. Having a
diversified port folio of no more than 2-5% of total assets in
one investment may not be worth as much in an arbitration
decision as 50% in one investment.

6. Is the client on a fixed income - Yes or No - If youare, then
sayit. By checking this box the broker should be aware that
you have no additional income other than your
investments, pensions, and/or social security and that you
will probably be a conservative investor.
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10.

11.

12.

Is the client an officer, director or 10% stockholder in
any corporation - This tells the brokerage firm that you probably
have knowledge about business and investments and also
that you have additional assets.

Citizen of U.S.A. (if other please specify) - If you arenota
dtizen of the U.S,, there may be different tax liabilities
depending on your investments and the country that you are
from. The stock broker must be aware of this: otherwise, the
brokerage firm, not you, could be liable for any losses
incurred.

Former client or account with other brokerage firm - This
showsthe brokerage firm the type of investments that you
may have made in the past. This will also indicate if you are
knowledgeable or suited for certain types of investments.

Investment profile - Very important! If you want safety of
principal and income, DON'T SAY GROWTH! Put down
only what you want. Also remember, do not put down more
investment experience in stock, bonds, options, etc. than what
you actually have.

Introduction - This is where the brokerage firm finds out
how you came to open an account. The options are usually
seminars, walk/phone in, advertising, personal acquaintance,
and referrals. Seminars, personal acquaintances, and referrals
may sound innocent, but let me show you what they imply:
If you went to a seminar it shows you go out of your way to
get knowledge on specific investments. Brokerage firms may
say if you have gone to one seminar you may have gone to
many and that you are aware of different types of investments
and are probably suited for many investments. If you are referred
by a person who is knowledgeable about investments, then there
is a good chance you have had discussions about investments,
which could imply that you know more about investments
than what is stated on the account form. These are possibilities
of how a brokerage firm may look at your account form.

References - name of bank, If you ever have a problem with
thebrokerage firm they may want to know about your
knowledge of investments, References would be a good place
to find out this type of information,
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13.

14.

Power of attorney - This means someone besides yourself has
the right to handle the money in your account, as well as decide
whatinvestments should be made. Be very careful with this,
giving someone else this authority may affect your financial
situation forever.

Account description - cash or margin. Cash accounts are the
mostcommon. In a cash account, you buy or sell a security
(stock, bond, mutual fund, etc.) and pay or receive 100% of the
amount, usually within five business days. A Margin
Account gives you the right to borrow money on your
account (a loan) by using the securities in the account as
collateral. For example: If you buy 200 shares of General
Electric at $16.00 a share; the total amount you would owe is
$3,200.00. In a Margin Account you could borrow up to 50%
of the amount owed, which means you would pay $1,600.00
and the brokerage firm would lend you the other $1,600.00
for as long as you keep the General Electric stock in your
account. Like any other loan you will pay interest charges to
the brokerage firm for as long as you owe them the $1,600.00.
Buying onmarginis OK. as long as your advisor explains,
AND YOU UNDERSTAND, both the risks and the benefits.
Itis very important to update the account form if your
situation changes, i.e. a spouse dies, your financial situation
changes, you retire, etc. Make sure your stockbroker is
notified in writing and a new account form is filled out. In
case a dispute arises between you and your broker, another
fact that you should know is that the stockbroker must be
licensed in the state where you are a permanent resident. If
you buy securities from an advisor and you lose money,
make sure that he was licensed in your state at the time of
the transaction. If not, the trade should be voided and you
should get all your money back.
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CHAPTER SEVEN
WHAT YOU SHOULD KNOW THAT COULD SAVE YOU

MONEY
1.

Tell your broker to send you an old copy of the Standard
and Poors (S & P) book. This monthly book gives you the
name of issue, ticker symbol, rating, principle business,
price range, dividend, yield, price earnings ratio, financial
position, capitalization, annual earnings, plus information on
over 700 mutual funds every month. Most brokers, after a
month or two, throw out their old copies. Most of the
information does not change so it is a wealth of information
that usually ends up in the waste basket. If you were to pay
for a subscription to S & P for a year, you would pay
$250.00. So, call your broker and save.

SAVINGS: $250.00

If you are in the market for mutual funds and are willing to
putin the time and effort, use Morningstar or other
sources for your research.

Possible savings: hundreds to thousands of dollars

If you decide to buy mutual funds or unit trusts from
your broker, make sure he tells you about
BREAKPOINTS.

SAVINGS: hundred to thousands of dollars.

If you open a margin account at a brokerage firm you
should understand what you have at risk. What you are
actually doing is taking out a loan and using the securities in
your account as collateral, The margin rates charged are
usually 1/2% -2 1/2% over the broker loan rate. MARGIN
RATES CAN USUALLY BENEGOTIATED. You can
usually negotiate savings of 1/2% - 1% on the rate.
SAVINGS: If you margin $25,000.00, you could save $125.00
-$250.00 per year.

There are some mutual funds that charge a sales charge
on reinvested income. This means that if you reinvest your
income
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by buying more shares in the mutual fund, the fund will
charge you an additional sales charge to reinvest. So, if you
want to reinvest your income, make sure the fund you
decide to buy does not have a sales charge to reinvest.

SAVINGS: percentage of all reinvested income.

If your advisor sells you a mutual fund and it does not per-
form, or your investment strategy changes, and your advisor
tells you to sell the fund and go into another fund, BEWARE!
Buying a new fund may cost you additional sales charges.
Note, however, that exchanging a fund within the same
family of funds may cost you very little. Another fund
within the same family may meet your investment needs,
and to exchange from one fund to another, within the same
family, usually has no sales charge or a small
administrative fee (five to ten dollars), DON'T SELL IF
YOU CAN EXCHANGE. SAVINGS: Hundreds to
thousands of dollars.

Make sure every question on the account form is answered
accurately. Most people do not answer all the questions, and
this could be harmful because it is a document that could
help you in the future. For example, if you state on the
account form that what you want is steady income and
safety of principal, and on the recommendation of your
broker, you purchase stock which does not suit you, then the
account form can be used to illustrate your investment goals.
Your broker should have realized from the account form
that you may have been unsuited for that particular type of
mvestment.

SAVINGS: A lot of aggravation and possibly money.

BEWARE! Many advisors may suggest what is known as a
proprietary product. This could be a mutual fund, or other
product, that is sold by the brokerage firm, as well as
managed by the brokerage firm itself. Such products enable
the firm to make both a commission from selling it, and a
continuing fee from managing it. As a result, the firm gives
the broker an incentive to sell these products rather than
other products. The incentive may be in the form of higher
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10.

payouts of commission or special gifts if they sell a certain
amount. Before you buy any proprietary product, ask
your broker to show you its track record (performance
record) for the past one, three, five, and ten years, if possible.
You should then compare it to other investments in the
same category, and this way you can judge if the
recommendation is truly in your best interest.

Clients often ask if the sales load charged when they bought
amutual fund is tax deductible as an expense. The answer
is that it usually is not, but there is a strategy. What you
can do is to buy a fund in a family of funds which allows
switching from one fund to another. Switching is actually a
buy and a sell. If you invest $10,000.00 in a fund with a six
percent sales load, the net asset value (N.A.V.) is actually
only $9,400.00. If you wait a month and then switch to the
fund you actually want, you will switch at N.A.V., which,
depending on the N.A.V. at that time could give you a
short term loss. Because the government changes the tax
laws so often, you should call your accountant to see if this
is still possible; if it is, you may be able to save a lot of
money.

The best way to save money is to know exactly what you need
to do to achieve financial freedom. The way to do this is to
have a professional financial analysis. A financial analysis is
an examination or review of all your assets and liabilities.
This review, usually done by a financial professional,
includes all your incomes, investments, homes, mortgages,
insurance, credit cards, loans, etc. A good financial analysis
will give you a "Game Plan" on how to attain your
financial goal. Many companies offer financial analysis. A
financial analysis will cost between a few hundred dollars to
as high as a few thousand dollars. There are financial services
companies that offer you a complimentary financial
analysis when you become a client of that firm. I strongly
recommend every person who is investing for their
retirement do a financial analysis.
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