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More of the same on these pieces too:
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http://www.toolsformoney.com/fixed_annuities.htm
http://www.toolsformoney.com/investment_comparator.htm
http://www.toolsformoney.com/Life_insurance_company_business_model.docx
http://www.toolsformoney.com/More_about_ETFs.docx
http://www.toolsformoney.com/more_on_why_you_should_be_your_own_ria.docx
http://mrmarkettimer.com/Never_Forget_the_Financial_Meltdown.docx
http://www.toolsformoney.com/ria_setup_consulting.htm
http://www.toolsformoney.com/variable_annuities.htm
http://www.toolsformoney.com/warning_for_annuity_salespeople.docx
http://www.toolsformoney.com/why_whine_about_the_life_insurance_industry.htm


http://ag.ca.gov/newsalerts/cms05/05-021.pdf
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The $7 billion Fair-holme Fund went from being the top performing large-cap-value fund in 2010 to the
worst-performing fund in 2011

The struggles of active managers aren't exactly new.

In each of the last 10 years, more than half of all active equity managers have beaten their benchmarks
only four times, and in none of those years did more than 63% beat their benchmarks

Long-term performance hasn't been much better. Over the past five years, only 48% of active equity
managers have had better total re-turns than their benchmarks, ac-cording to Lipper Inc

Other giant fund families, such as Fidelity Investments and BlackRock Inc., have been expanding
their index fund lineups over the past year. Fidelity added five index funds, bringing its total to 13. The
firm's index mutual funds had inflows of $1.6 billion, while its actively managed funds lost about $29
billion

The Charles Schwab Corp. also is making a big push for index mutual funds. It plans to launch an index
~fund-only bundled 401(k) product this quarter.

Don't expect American Funds to go the indexing route, though

“We don' feel that over the long term, investors will do as well with a passive investment as they will
active management, and we have the long-term track records to back that up,” Mr. Freadhoff said.

Client demands aren't falling on deaf ears at American Funds, though
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Client demands aren't falling on deaf ears at American Funds, though

The firm is readying its first major product launch in more than a decade. Eight funds of American
Funds will be launched in May, geared around investment goals, such as growth, income or tax
preservation, rather than asset classes. The funds will offer a one-stop shop for manager diversification
at American Funds

Mark Delfino, managing director and chief investment officer at HoyleCohen LLC, is one adviser who
has sold his holdings at American Funds in order to buy cheaper alternatives

He had owned the $75 bilion American Funds Capital Income Builder Fund (CAIBX) in a number of
model portfolios, but he began to cut his stake in 2009 after being disappointed with the performance.

“With a fund that size, you're not looking for it to be in the top 10%, but you want it to be better than
average,” Mr. Delfino said. “We started to ask ourselves, what are we paying for?"

He exited the fund last year and replaced it with a combination of low-cost passive dividend funds and
smaller, more focused actively managed funds. The sideways market is putting pressure on margins,
and paying lower fees for funds helps relieve some of that pressure, he said.

jkephart@investmentnews.com
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through which it sells its funds. The strategy is paying off. For the second year in a row,
American has been the top recipient of new money in the mutual-fund industry, raking in
nearly $84 billion last year, more than a third of all new fund investments, according to
Boston-based Financial Research Corp. Three of its funds -- the $95 billion Growth Fund
of America (AGTHX ), now the county's largest actively managed fund, and Washington
Mutual (AWSHX ) and the Investment Company of America, each with $78 billion -- are
bigger than Fidelity Investments' Magellan Fund (FMAGX ), the former champ. If the trend
keeps up, American will overtake Fidelity Management & Research and Vanguard Group
as the nation's top fund manager.

STEEP FEES FINANCIAL
All three fund giants have benefited from big inflows in the wake of scandals at other fund

families. But the avalanche of new money potentially poses more problems for American DECISIONS
than the others. Its assets under management have nearly doubled, to $656 billion, over
the past five years, a dizzying growth rate far faster than those of its rivals. American
operates just 29 funds, vs. 360 at Fidelity and 110 at Vanguard, so its individual funds
tend to swell much faster. Unlike many other fund families, American refuses to close its
funds to new investors to limit the amount of money it needs to deploy.

The risk is that American's funds will get so big that they become little more than index
funds and can no longer justify charging investors steep initial fees of up to 5.75% -- of
which brokerages typically get five percentage points or more -- to buy a fund. A similar
problem crimped Fidelity's Magellan Fund in the 1990s. Such worries could encourage
defections. Says Michael J. Francis, president of Francis Investment Counsel LLC, a
retirement plan consultancy in Hartland, Wis.: "I'm telling my clients to consider other

Podeasts funds." Besides, much of the money that flooded into American came in the last three

Special Reports years when the large-company value stocks that its managers tend to favor did well.

BLOGS Should the market shift toward companies with faster-growing earnings, performance =l
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The Auto Beat could suffer.
Byte of the Apple Nor has American emerged from the fund scandals completely unscathed. It's under
Europe Insight investigation by the Securities & Exchange Commission and the California Attorney
Eve on Asia General's office for allegedly making undisclosed payments to brokerage firms that gave it
Gy tting | preferential treatment. American says it did nothing wrong. "We disclosed what was
etting In

considered an acceptable level at the time," says spokesman Chuck Freadhoff. "The SEC
Investing Insights ‘saw our prospectuses and never raised the issue."

The New Entrepreneur
s American has been popular with brokers mainly because of the returns it has earned. Its
NEXT: Innovation Tools

& Trends stock and bond funds have beaten most competitors over the past 1, 5, and 10 years,
according to mutual-fund researcher Lipper Fund Analysis. American's 15 stock funds

On Media returned an average of 12.08% a year through the 10 years ending last Dec. 31, vs. 9.9%
Technology at Work for competing funds. While American's initial sales charges are high, ongoing annual
The Tech Beat expenses average just 1.1% of assets, vs. 1.4% for the industry, according to fund
Traveler's Check researcher Morningstar Inc. Also, American's funds tend to have a low turnover in their
TETNEIEET holdings of just 27% a year, less than a quarter of the industry's 106% average. That
keeps costs low -- and reduces taxes for investors.
Product Reviews
Tech Stats American was founded by Jonathan B. Lovelace, a stock analyst who sold his stake in a
Michigan money management firm in 1929, because he thought the market was too
Hands On frothy. Setting up his own shop in Los Angeles two years later, he steered it
AUTOS conservatively for decades. American has avoided industry fads, such as sector funds
Home Page focusing on one industry. "They tend to not hurt anybody," says fund industry consultant
Auto Reviews Geoffrey H. Bobroff. "l don't believe they've ever had a fund blow up on them."
Car Care & Safety Lovelace, who died in 1979, helped create American's unique management structure.
INNOVATION Most funds are run either by individuals or a team of managers. American uses a
& DESIGN combination. Within each fund, individuals manage specific amounts of money. Their
Home Page compensation is tied both to their performance and that of the fund. It's calculated on a
Architecture rolling, four-year average, so no one has an incentive to take big risks to boost their -
2 [ @ memet o - [ ®ase -
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Brand Equity annual bonus.

Auto Design American's Freadhoff says this structure is key to dealing with big inflows. Rather than

Game Room closing a fund, American simply adds managers. Five years ago, for example, the Growth

SMALLBIZ Fund of America had four main managers. Today it has eight, so although its assets have

tripled, the amount supervised by each manager has not risen as much.
Smart Answers

Success Stories RISKING SAMENESS
This way, American avoids the risk of a star manager going cold or a team paralyzed by

Todays Tip consensus building. Still, the formula has its downside. By continuing to add managers to
FLTANEE a fund, it risks diluting the performance of the other managers. "You do have to worry
Investing: Europe about the asset growth," says Don Phillips, managing director at Morningstar. "Their
Annual Reports strategy assumes they can bring in new people who are just as talented. Think about
Bloomberg BWS0 expansion teams in baseball. If you bring in 10 more teams, it waters down the talent."
'SCOREBOARDS Most of American's managers preside over pieces of two or three funds and rely on the

'same pool of in-house analysts, who also manage parts of each fund. The results: Many
of the funds have similar stocks in their portfolios. For example, the firm's two equity-
Mutual Funds income funds, Capital Income Builder Fund (CAIBX ) and the Income Fund of America
(AMECX ), have 59 of their top 100 stocks in common. Says T. Clifton Green, an
associate professor of finance at Emory University: "If you spread your money across
B-SCHOOLS these funds thinking you're getting diversification, you're not."

Undergrad Programs

Hot Growth Companies:
2008

Info Tech 100

Freadhoff argues that since American sells its funds only through brokers, clients are
getting advice that encourages them, for example, to diversify their portfolios between
BW EXTRAS growth and income funds. "Often [American] funds are designed to do similar things, but
there are subtle differences," says Drew Taylor, a vice-president at Capital Research &

Rankings & Profiles

5w D'g'%at Management Co., the Capital Group unit that manages the American Funds. "One may

BW Mobile have a little more money in bonds. Another may have more overseas. You don't want to

Podcasts own both."
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RSS Feeds American uses that same matter-of-fact logic in its handling of the probes it is facing. B
Reprints/ Permissions Investigators are focusing on two kinds of payments made to brokers. In one, a practice
Conferences called directed brokerage, the mutual-fund companies funneled stock trading orders -

and fat commissions -- to brokerages that sell its funds. Federal and state investigators
are also looking into revenue sharing. That's when fund managers rebate a portion of
their fees to brokerages, based on how much client money that they put and keep in the
fund family. The practice isn't illegal if it's disclosed. But it can encourage brokers to put
their clients into funds that rebate the most rather than the ones best suited to their
needs.

American discontinued directed brokerage in late 2003, shortly before the SEC banned it,
says Freadhoff. He acknowledges that the company still makes payments to firms that
keep large amounts of client money in its funds but says the payments are small --
averaging no more than $20 for every $10,000 invested -- and disclosed in the fund
prospectus. Last year, Franklin Templeton and some Pimco stock funds settled suits over
these issues with the SEC and the California AG for $38 million and $20 million,
respectively. American has not.

By stubbornly sticking to its convictions, the firm has done well over the years. Even now,
the investigations haven't slowed the money flowing into American. "They take care of the
brokers, and brokers are taking care of them," says Steve Blankenship, a principal at
Heritage Financial Planning in Grapevine, Tex. Now, American has also to take care of
the money that's pouring into its funds.

By Christopher Palmeri in Los Angeles and Adrienne Carter in Chicago, with Amy Borrus

in Washington
M SPONSORED LINKS
Buy a link now! =
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Too big for its own good?

By David Stires, Fortune writer
August 3 2006: 11:15 AM EDT

bumping Fidelity from the No. 2 perch in June 2005.

As of May 31, the investment house had $844 billion in its stock and
bond funds, vs. $842 billion for Vanguard and $774 billion for Fidelity,
according to Financial Research Corp.

But just as American settles into its new throne, there are signs of
trouble in the kingdom. Investment returns at some of its most popular
funds are slipping. And while American seems to be aware of the

Kl

Capital Research's American Funds has overtaken Vanguard and Fidelity in size.
But its longtime steady performers are showing signs of strain.

FORTUNE

(Fortune Magazine) -- Ever since American Funds launched its first portfolio back in 1934, the company has
taken an unlikely path to success. In an industry that seems to run on hype as much as performance, American
Funds has shunned the spotlight. It never advertises to individuals, and its fund managers rarely grant interviews.

So it was no surprise that the Los Angeles-based firm didn't make a fuss when earlier this year it became the
nation's No. 1 manager of stock and bond funds. American quietly took the title from Vanguard in April after
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Bank investors better get used to
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funds are slipping. And while American seems to be aware of the Tow returns

problem - it has begun shuffling fund managers as part of a FORTUNE 500
restructuring to deal with the firm's girth - it refuses to do the single

best thing to protect existing shareholders: close ballooning funds to
new investors. Subscribe to Fortune

Current Issue

"They've gotten too big," blasts former Vanguard chairman John
Bogle, a longtime critic of the fund industry who now runs the Bogle Financial Markets Research Center. "I'd
expect below-average performance in the years ahead."

The first thing to understand about American Funds is that it doesn't follow the industry playbook. The company
offers just 29 mutual funds, compared with more than 200 at Fidelity. And unlike most of its competitors, which
sell to individuals directly, American markets its funds only through brokers and financial advisors. Of course,
that's been a key to its remarkable growth in recent years as investors sought professional help following the
2000 - 2002 bear market.

What's most distinctive, however, is its management style. At most investment shops, funds are run either by a
single manager or by a team that makes decisions by committee. But American - or more precisely, Capital
Research & Management, the firm that oversees American Funds - has its own way.

It uses a hybrid approach first developed in the late 1950s by Jon Lovelace, son of firm founder Jonathan Bell
Lovelace. The typical American fund has three to nine "portfolio counselors" who operate autonomously. They
share ideas, but each makes his or her own buy and sell decisions with a portion of the fund's assets. Each fund,
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in effect, is really a collection of several small portfolios. YOUR E-MAIL ALERTS S
Follow the news that matters to

In theory, this structure allows American to accommodate asset inflows better than most fund families. As money to be notified on topics you're in'

comes in, American can parcel it out to a number of managers or even add another portfolio counselor if flows Or, visit Popular Alerts for sugg
get really heavy. "Our approach is scalable," says Chuck Freadhoff, the firm's spokesman. Manage alerts |

The largest American mutual fund

But the scale has gotten immense. The fund complex has attracted some $300 billion into its stock and bond
funds in the past five years - more than 30% of all inflows for the entire industry. American now has seven of the
ten largest mutual funds, including the biggest, Growth Fund of America, with $144 billion in assets.

And it may be just a coincidence, but performance has been slipping as the cash pours in. American's long-term
results are still stellar. On average, American funds rank in the top-20th percentile of their categories based on
ten-year returns, according to Morningstar.

But over the past five years - the period in which American experienced the great flood of new money - the
average fund slips to the 37th percentile of its category. It drops to the 40th percentile over three years. Simply
put, American seems to be slouching toward mediocrity.

Investment Company of America and Washington Mutual Investors, the firm's third- and fourth-largest funds,

each with about $80 billion in assets, are both slumping hard. Washington Mutual's ranking falls from the 25th

percentile over ten years to the 53rd percentile over five years to the 78th percentile over three years. f
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American's Freadhoff insists that the deluge of dollars has not hampered performance. "We don't see any
correlation between assets and returns," he says. He adds that the firm's results are partially distorted because it
has increasingly introduced additional share classes that have higher expenses, hurting its relative rankings.

That may be, but Capital Research has quietly been making changes to cope with all the new cash. For years the
firm's portfolio managers and analysts have met in small groups each week to discuss investment ideas.

The meetings typically included ten to 12 people, but it became increasingly difficult to keep them that small as
the firm - which now numbers more than 150 investment professionals - grew in size. Starting a few years ago,
the typical meeting had 20 to 30 people. "It was harder and harder to get into small groups," says Drew Taylor, a
vice president at Capital Research. "Meetings weren't as dynamic and deep."

Management reorganizes

As a solution, the firm formally divided the management teams of its funds earlier this year into two units, Capital
World Investors and Capital Research Global Investors. The new structure means fund managers and analysts
can meet in small groups more easily.

As Taylor sees it, the move was "a natural step in the evolution of our organization" and was done "to manage
the money for shareholders as effectively as we can." It has also prompted speculation that Capital Research
could be preparing for a more drastic step: splitting the firm into two companies. "It's something we've
discussed," says Taylor.
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Regardless, the new arrangement is bound to have big implications. For one, the firm has shuffled several top
fund managers. Notably, it has dropped Gordon Crawford from the roster at Fundamental Investors.

Crawford is the most recognizable of the firm's managers, thanks to his role in pushing Steve Case off the board
of AOL Time Warner (Charts) (parent of Fortune's publisher) and his close relationships with media and
entertainment industry executives such as Ted Turner. Crawford will remain at the firm and on his other funds,
including Growth Fund of America, while Brady Enright and Ronald Morrow replace him at Fundamental
Investors.

Second, the two groups won't share investment ideas. The obvious question, says Morningstar analyst Paul
Herbert, is whether any previously fruitful relationships among sets of managers and analysts have been
severed. Capital Research's Taylor insists they haven't and maintains that the new setup will make interactions
among the analysts and managers more productive.

One thing American has yet to do is shut a fund to new investors - something fund watchers at Morningstar and
elsewhere have been suggesting for a couple of years. Typically, fund companies close funds when they get
bloated.

Even Fidelity, which has long been criticized for leaving funds open too long, shut Contrafund earlier this year
after several years of lackluster returns. (It also closed Magellan several years ago, but not before performance
dropped off.) Yet all of American's funds remain open, and the company says it has no plans to close any of
them. "They're a marketing machine," charges Bogle.
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"We take the question of size very seriously," responds Freadhoff. "But at this point, we don't believe size has
reached a point that our shareholders are disadvantaged by it."

American Funds has a long, proud history of proving skeptics wrong. Still, investors may want to remember the
words that one wise investor shared a decade ago: "A fat wallet is the enemy of superior investment results."
Who said that? Warren Buffett.
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Print Version \ Attachments

Attorney General Lockyer Sues American Funds For Not Telling Investors -
Truth About Broker Payments

Alleges American, Capital Paid Brokers $426 Million To Push Their Mutual Funds

(LOS ANGELES) - Attorney General Bill Lockyer today filed a securities fraud lawsuit against American Funds' Los
Angeles-based distributor and investment manager, alleging the defendants failed to adequately inform
investors about $426 million in “shelf space” payments made to dozens of broker-dealers to sell and recommend
American Funds.

“American Funds dressed up these arrangements with fancy names like Cexecution revenue,' Ctarget
commissions' or JBroker Partnership Payments,' " said Lockyer. "But when you look beneath the cloak of
legitimacy, the payments are little more than kickbacks to buy preferential treatment. Investors deserve to know
that. The law American Funds violated is based on that simple principle.”

The defendants in the lawsuit filed in Los Angeles County Superior Court are American Funds Distributors, Inc. 1 _,;I
‘ >
| T @ e [ - [®isow -,
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(AFD) and Capital Research and Management Company (Capital), the investment manager for American Funds.
The complaint seeks disgorgement of all profits the defendants obtained as a result of violating provisions of the
state's Corporate Securities Law (CSL) that prohibit fraud in the sale or offering of securities. Additionally, the
complaint seeks restitution for investors, ci
prohibiting future violations.

| penalties of up to $25,000 per CSL violation and an injunction

Under the CSL, fraud includes failure to disclose material facts that a consumer would consider important to
know in deciding whether to make a particular investment. Shelf space arrangements qualify as such material
facts, Lockyer's complaint alleges. Such payments - made in cash or “directed brokerage" commissions on
mutual funds' portfolio transactions - create conflicts of interest, increase mutual funds' expenses and decrease
consumers' investment choices, the complaint notes. The defendants violated the CSL by failing to adequately
inform investors about the significance of the shelf space payments and potential problems, and about the
preferential treatment the defendants received in return for the payments.

The American Funds complex includes about 29 mutual funds with 20 million shareholders and more than $600
billion in combined assets. From January 1, 2000 through the present, AFD maintained an annual average of
about 100 shelf space arrangements with broker-dealers, the complaint alleges. Until 2004, when the U.S.
Securities and Exchange Commission (SEC) banned directed brokerage, the defendants paid the top 47 AFD shelf
space partners portfolio transaction commissions, as well as cash. From 2000 through the end of 2004, the
defendants' shelf space payments totaled at least $426 million, including $294 million in cash and $132
| T @ e [ - [®isow -,
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in directed brokerage, the complaint alleges. =

AFD's shelf space brokers included Edward D. Jones & Co. (Jones), Morgan Stanley Dean Witter and Piper Jaffray.
To increase sales of American Funds, all three of these partners used shelf space payments to provide bonuses,
cash rewards and/or resort travel assistance to local sales representatives. These incentives were not disclosed to
investors.

To show the defendants knew they were not informing investors about how the shelf space arrangements
worked in practice, the complaint cites a January 9, 2004 “global” voice mail message from AFD's co-CEO Kevin
Clifford to all sales representatives. After offering the argument the payments actually help investors, Clifford
states, "I think it's important that you be on message because this is the message that we have been using with
regulators ... This will be the story that we use with regulators going forward, and | think you'll see i
incorporated in our disclosure.”

The defendants also misled independent directors on the boards of various American Funds, according to the
complaint. Executives of Capital - which occasionally subsidized AFD's cash payments to broker-dealers- falsely
told independent directors AFD did not maintain shelf space arrangements, did not use directed brokerage to
purchase shelf space and did not provide portfolio transaction targets to broker-dealers, the complaint alleges.

Jones ranked as AFD's top shelf space partner. From 2000 through 2004, AFD paid Jones more than $106.5
million in cash and directed brokeraae. After the defendants ended directed brokeraae for lones in lanuarv 2002. _,;I
>
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they replaced it with cash to maintain their preferential treatment. As a result, the cash payments jumped from
$10.7 million in 2001 to $20.7 million in 2002. Meanwhile, from 2000 through 2003, Jones sold more than $45
billion in American Funds shares.

Some of AFD's shelf space partners, such as Jones, did not have the capacity to perform securities trades. In
those cases, at least until 2002, Capital would trade directly with the shelf space partner's “clearing broker.” The
clearing broker would keep a portion of the directed brokerage commi:

AFD shelf space partner.

ion and pass on the remainder to the

Lockyer's office has been working closely with the SEC on the American Funds case, and Lockyer acknowledged
the SEC's substantial assistance and cooperation.

The American Funds lawsuit is the fourth brought by Lockyer under a law he sponsored which took effect January
1, 2004. The statute gave his office authority to file civil enforcement actions under the CSL. Lockyer settled
shelf space complaints against the distributor of PIMCO funds, PA Distributors (on September 15, 2004) and
Franklin Templeton Distributors, Inc. (on November 17, 2004). Both settlements ensured greater disclosure to
investors of the shelf space payments. The Franklin Templeton settlement also disgorged $14 million back to its
various mutual funds. Lockyer on December 20, 2004 sued Jones, alleging the broker-dealer failed to adequately
disclose about $300 million in shelf space payments it received from seven preferred mutual funds, including
American. That case remains pending.
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Employees of mutual funds or broker-dealers who have knowledge of securities law violations by their =
companies should contact the Attorney General's Whistleblower Hotline at 800-952-5225 (for California
residents) or 916-322-3360 (for out-of-state residents).
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American Funds -Is the Magic Gone?

By Allan Roth
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(MoneyWatch) American Funds are one of the three largest fund families in the U.S., along with Fidelity and
Vanguard. Their once stellar performance seems to now be lagging as investors pulled $19 bilion out of the fund
family in the first half of 2010, according to Investment News Magazine. Is the magic gone? | think not, and here's
why.

Abrief history of American Funds
Americanis one of the nation's oldest mutual fund families, serving investors since 1931. Their active funds are
distributed through financial advisors because they "believe in the value of professional advice.” They charge
their investors sales loads and ongoing 12b-1 fees to compensate brokers who sell them.

There are several differences between American funds and other loaded fund families. American grew to
become one of the largest fund families by having outstanding performance. Through 2008, in up markets and
down, American Funds beat their peer averages soundly. In my opinion, they did so by having a focused long-
term approach. While their funds are active rather than passive index funds, their tumover is low which keeps
hidden costs low. Taking out the sales loads, their expense ratios are very low for active funds.

I've written about American Funds several imes questioning whether they could maintain their large positive
margin over their peer averages. Taking the sales loads into account, | even noted that their overall performance
is similar to Vanguard index funds. The fact that  didn't recommend American Funds gamered some hate mail
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from advisors, though not at the level of my annity articles

American Funds today

According to Investment News Magazine, American Funds represented seven of the ten funds with the biggest
outflows in the first six months of the year. American's $19 billon outflows contrasts to inflows of $0.4 bilion for
Fidelity and a whopping $39.9 billion inflow for Vanguard. According to Morningstar, American Funds
underperformed their category average by 0.1 percent in 2009, and 0.4 percent through June of 2010. This hardly
seems like a large number, but keep in mind that mutual funds overall underperform the market.

American bond funds in particular have performed poorly with Morningstar performance ratings of 2.3 for taxable
bonds, and 2.4 for muni bonds. A rating of three represents an average performance versus peers.

Why I think the magic isn't gone

Aslight underperformance for the past 18 months doesn't mean it's time for American to take a dirt nap. | suspect
that American Funds are likely to beat their category averages going forward, though | am sticking to my guns
about the superiority of low cost diversified indexing.

American funds are stillfocused and have lower costs than a lot of the nasty index funds out there. | certainly like
their approach more than many so called index funds using leverage and inverse benchmarks

Its not that | think American funds have lost their magic, | suspect they never had it. The way | see itis that their
disciplined approach, combined with a little luck, is what gave them the strong performance. Bt luck is a fickle
thing, and it appears to have tumed against them over the past 18 months. | suspect it il level out in the long run
and their low costs and disciplined approach will have them beating their category average again going forward
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Advisors usually sell what has performed well in the past, so American's luster will ikely be restored with advisors
as soon as their performance improves. That said, investors may not be so easy to win back, as they are getting
wiser and pouring more of their money into low cost funds. This often means bypassing the advisor altogether,
which could spelltrouble for an active fund family relying exclusively on advisors as its distribution channel

My Advice
I'm unlikely ever to recommend a fund with a 12b-1 fee, though if | ever were to, it would be an American Fund
Butif your advisor is telling you to get out only to tumn around and sell you another loaded fund, you should
question the motivation behind the advice. Jumping ot of American Funds'frying pan into the fire of the next hot
flavor of the month mutual fund can prove to be costly. However, if you are considering replacing your American
Funds with broad low cost index funds from providers such as iShares, Fidelity, State Street, and Vanguard, |
think the odds are in your favor.

MORE ON MONEYWATCH
Largest Fund Families

High Yields - Why Your Advisor Suddenly Wants More Risk
DFAVs. Vanguard - Which s better?

©2010 CBS Interactive Inc... All Rights Reserved

Allan Roth
>> View all articles

Allan S. Roth i the founder of Wealth Logic, an hourly based financial planning and investment
advisory firm that advises clients with portfolios ranging from $10,000 to over S50 million. The author of
How a Second Grader Beats Wall Street, Roth teaches investments and behavioral finance at the University of Denver
and is a frequent speaker. He is required by law to note that his columins are not meant as specific investment advice
Sine any advice of that Sart wotld neer tn take infn arcornt sich thins as each readers wilinnness and nead to take
v on page.
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Resisting change, American Funds
faces more losses

Reuters Jan 20, 2012, 08.44PM IST

Tags: Growth Fund of America | Freddie Mac | Fannie Mae -

NEW YORK: American Funds, once the darling of financial advisers, has done well by investing and doing
business conservatively, but that approach has now become something of a liabilty. At the end of 2007, it was the
largest fund company, with $1.2 trillon in assets

After several years of lagging performance, however, investors pulled $82 billion from American Funds, 9 percent
of total assets, in 2011, according to Momingstar figures released on Friday.
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That was an industry record for dollar outflows and the largest percentage oss of total assets ever for any fund
company the size of American Funds, according to Morningstar. The $82 billion dwarfs the next-highest amournt,
$28 billon at Fidelity Investments. Meanwhile, the largest fund company, Vanguard Group, had $44 billon in
inflows.

But a number of people who have spoken to officials at American Funds said executives at the Los Angeles
company, while not exactly pleased with the high level of redemptions, did not seem ruffled. Even with the massive
outflows, American Funds has only slipped one place in terms of assets, according to Morningstar.

A spokesman for the company, which is owned by Capital Research and Management, stood by its investment
process and said American Funds remained committed to its strategy of offering large, diversified funds. And
while American Funds may still be a fund behemoth, some wonder how long the firm can go without changingits
ways.

"Advisers want attemnatives, absolute returns and all of those things that now make up 20 percent of an investor's
portfolio," said a former American Funds employee who requested anonymity. "Can they afford to wait that long to
seeifflows come back, and at what expense?”

BUSINESS MODEL WOES

American Funds, sold only through advisers, built its business around brokers who charged commissions and
continues to offer its funds with loads, or front-end sales charges.

But as more advisers have ditched commissions and have begun charging fees based on how much money they

manage for a client, the fund company has less to offer than boutique firms offering smaller, more-nimble niche

funds that better fitinto advisers' model portfolios.

While its peers were rushing to introduce technology funds in the late 1990s, American Funds stayed on the =
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While ts peers were rushing to introduce technology funds in the late 1990s, American Funds stayed on the
sidelines. And lately, as fund comparies dive into alterative investments, niche funds and exchange-raded funds,
American Funds has not

Indeed, the $863 billion fund company has been reluctant to bring new investment products to market and was siow
to make changes to avoid big losses during the financial crisis. At the same time, equities and actively managed
growth funds, its sweet spot, have fallen out of favor.

While companies like BlackRock Inc have been able to capture investor cash by offering a diverse investment
lineup and ETFs, American Funds has not. For its part, American Funds spokesman Chuck Freadhoff said
chasing product fads and introducing niche products was not how American Funds does business and never would
be

But many fee-based advisers said American Funds did not offer the low-cost, high-performance funds they can
easily plug into their investment models. "Twenty years ago, | wouldn't get paid if | switched from a load to a no-load
fund," said Steve Johnson, a Draper, Utah-based adviser with Raymond James Financial Services Inc.
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Johnson sold out of Americans Funds' flagship Growth Fund of America over the last six months. "Today there isn't a
lot of loyalty to any one firm. | can switch in a heartbeat " |
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Johnson sold out of Americans Funds' flagship Growth Fund of America over the last six months. “Today there isn't a
lot of loyalty to any one firm. | can switch in a heartbeat.”

CHANGING LANDSCAPE

Sixty-four percent of advisers said the majority of the assets they managed were in fee-based accounts at the end of
2010, compared with 49 percent at the beginning of 2007, according to research firm Ceruli Associates. American
Funds' performance began to suffer just as many advisers were evaluating their fund lineups s part of that change,
said Neil Bathon, a partner in mutual fund research and consulting company FUSE Research Network LLC.

"Advisers are under more pressure to show that they are earning their 1 percent fee," said Scott Smith, associate
director of Cerull Associates. As a resul they tend to switch funds at any hint of underperformance

More fee-based advisers have also started using the investment models of the brokerage firms they work for. Those
tend to include very precise strategies. "American Funds doesn't work wellin those models" because its funds are
large and diverse, Bathon said

What's more, many also are opting for ETFs instead of mutual funds. American Funds does not offer ETFs, which
have become a more than $1 trllion market.
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American Funds Falter

"5 The company’s record for shining in bear markets has been tarnished.

By Steven Goldberg, Contributing Columnist, Kiplinger.com
arch 17,2000

X ShareonFacebook [ [ [
P N

Brokers and advisers have long sung the praises of the American funds,
which you can buy only through a third party. Now you might want to

Comments

Email This Atticle

reconsider.

SEE ALSO: Should You Dump These Former Mutual Fund Stars? Print This Aticle
Order a Reprint

RELATED LINKS They often put it this way: "I've never had to e —

« My 9 Rules for apologize for putting a client in an American

Picking Mutual Funds ¢4 » Nowadays, though, advisers may need to

Smart Strategies to B
Smart Strategies amend their statement to: "I never used to have to apologize for putting a

client in an American fund."
Mutual Fund Rankings

SUDESHOW:How  Chalk up another victim of the current bear market. The American funds
Reﬁsf; Better Fund  have jong been known not only for good bull-market performance but

also, more importantly, for great bear-market performance. In the 2000-
« TOOL Kiplinger's

Mutual Fund Finder 02 bear market, during which Standard & Poor's 500-stock index

Featured Videos From Kiplinger

More Columns

Value Added Other Columnists

« Convertible Bonds Offer a Smooth Ride
o The 5 Best Load Funds for 2012

* Goldberg's Picks: The 6 Best Exchange-
Traded Funds for 2012

oone

[ - [Razn -

@Start| 5] afs.doo - Microsof... | @ "american funds” - ... |[ @ American Funds ..

<« 1222 P4




image33.png
American Funds Faltes

dows Internet Explorer - [Working Offline]

&+ - o g comicomvsiva rcelzonsfvanon 7

B (49 [ <] [R uive search

He £ yew Favomes Took tebs
S Favotes
e R Bder 02 bear market, during which Standard & Poor's 500-stock index Traded Funds for 2012 =
tumbled 47%, Income Fund of America A (symbol AMECX), a balanced =~ ¢ Goldberg's Picks: The 4 Best Bond Funds for
fund, eked out a 1% gain. The firm's two flagship stock funds lost money .~
but performed far better than their rivals. Investment Company of + Solgberg's Picks: The 5 Best Stock Funds
America A (AIVSX) lost 28% and Growth Fund of America A (AGTHX) dropped 46%, ven hough |, oo
the latter specializes in technology and other fast-growing companies, which fell especially hard Selin This Market

during the bear market

But, other than funds that bet against stocks, there have been few heroes during the current bear
market, and the American fund family has been no exception. Over the one-year period that ended
February 28, the firm's stock funds lost an average of 44% — one percentage point worse even than
the S&P 500, according to Morningstar. "They are noted for holding up well in bear markets,” says
Morningstar analyst John Coumarianos. "Investors feel a lttle blindsided.”

Shareholders noticed. A year ago, the American funds held $1.1 trillon. Today, thanks to the market
collapse and investor departures, assets total $725 billion

What went wrong? Although the large-cap stocks that dominate the S&P 500 faltered during the
2000-02 bear market, many sectors did well. Stocks of smaller companies and undervalued stocks
handily beat the S&P 500. So did foreign stocks — especially those in emerging markets — and real
estate investment trusts

In the current bear market, stock pickers have had almost no places to hide. "In 2008, there weren't
very many stocks that didn't go down,” says Dale Hanks, a vice-president of Capital Research &
Manaacement which runs the American funds "Fvervthina lost a lot "
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Management, which runs the American funds. "Everything lost a lot."

RELATED VIDEO

What's more, the American funds
often hold more in foreign stocks than
their competitors. During this bear

What:

Where:

Browse by state

market, that has been a mistake. The Al Local Guides Missouri
MSCI EAFE, the most popular Alabama Montana
benchmark of foreign stocks, fell 50% 2‘:15::3 ::‘fjﬁka .
-- seven percentage points more than -
the S&P - over the 12 months that
ended February 28
‘That means funds with a lot of foreign
exposure did particularly poorly. Big
losers included Fundamental
Investors (ANCEX), with 22% in
foreign stocks, which fell 44%, and Growth Fund of America, with 16% in foreign stocks, which sank
42%. (With $104 billion in assets, Growth Fund of America is the nation's largest stock fund.)
EuroPacifc Growth (AEPGX), American's flagship overseas stock fund, surrendered 45%, beating
the EAFE index by five points
It's one thing for pure (more or less) stock funds to have imploded during this bear market. But what
really shook investors was the dismal showing of some lower-risk funds, such as Income Fund of
America and Capital Income Builder (CAIBX), also a balanced fund. Both tumbled 34% E
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Capital World Growth & Income (CWGIX), a global fund that focuses on dividend-paying stocks,
lost 45%. Historically, stocks that pay healthy dividends have held up relatively well in bear markets
But high yielders stank along with everything else because financial companies are
disproportionately represented among dividend payers. Most surprisingly, even bonds (other than
those backed by Uncle Sam) provided lttle protection

And therein lies a story. Most troubling, on a relative basis, are the returns for the firm's bond funds.
On average, they lost 6%, but that put them in the bottom 42% among their peers, according to
Morningstar. American's fixed-income flagship, Bond Fund of America (ABNDX), lost 13%, putting
it in the bottom 17% of intermediate-term bond funds

Hanks and Chuck Freadhoff, a spokesman for Capital Research, say the firm's intensive research
process accounts for the lousy performance of the bond funds. Because of that rigorous research,
American's bond funds tend more than their peers to dabble in lower-rated 10Us. Over the past year,
the lower a bond's quality, the worse it performed.

The subpar recent results have undermined the long-term records of American's bond funds. Over
the past ten years, they are, on average, roughly in the middle of the pack compared with their
peers. Bond Fund of America placed in the 71st percentile against its competitors. As the credit
markets recover, so will American's fixed-income products, but that doesn't erase the fact that the
firm does better with stocks than with bonds

The long-term resuts for the stock funds, on the other hand, remain superb. The average American

stock fund returned a mere 1% annualized over the past ten years, but that compares with an &
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annualized 3% loss for the S&P 500. On average, American stock funds are in the top 17% of their
peer groups over the past decade.

There are plenty of other reasons to feel confident about the American funds, which have been
churning out superior returns since the family launched its first fund, in 1934. The funds hold stocks
for about four years, on average, minimizing the costs of trading. Annual expenses are low; new no-
load Class F2 shares charge about 0.25% less per year than even the low-cost Class A shares
charge (of course, the fees for the Class F2 shares come on top of what your adviser charges).

The firm's corporate culture is an important part of the American funds' success. Each manager is
responsible for only a slice of a fund and each is responsible for making allthe buy and sell
decisions for his or her own slices (no single person manages more than $20 billion). But big
corporate decisions are made by consensus. American, which employs nearly 200 managers and
analysts in offices scattered across the country and around the world, hires new professionals after
conducting numerous interviews - sometimes 20 or more

Bottom line: Among big fund companies, this one is probably the best in America

If you invest through a broker or another kind of adviser, it's hard to go wrong with any of the firm's
stock and balanced funds. My personal favorites for this market are growth-oriented Fundamental
Investors and New World (NEWFX), which invests mainly in emerging markets. However, look

elsewhere for bond funds and funds that specialize in small companies. And, of course, if you invest
on your own, you're almost always better off investing in no-load funds with low expenses

Steven T. Goldberg (bio) is an investment adviser: &
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American Growth Fund is betting that a mutual fund largely invested in the budding U.S.

More in marijuana industry will find an active supply of buyers.
ESG

Impact investing As state governments pass legislation aimed at curbing long-time bans on the medical and
Mutual funds

recreational use of cannabis, the firm has recalibrated a diversified mutual fund, originally
Medications and drugs

REITs
American Growth Fund the firm.

launched in 2011, to invest a minimum of 80% of its portfolio in the industry, according to

Investment Research Corporation

Morningstar
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Posted by: former employee at 03/17/2009 07:31:12 PM
1 have been buying American Funds for years. And | hope their long-term future doesn' differ much
from their past . | have to point it out that during the past few months, the company has gone
through a major layoff - after a few years of very aggressive recruitment with the means of
recruitment booths everywhere, hiring agents, $5000 referral bonus for each hired person, and
loosened hiring procedure
Posted by: Steve Goldberg at 03/20/2009 11:37:56 AM
This is the author of the column ... As far as aggressive recruting, I've known people who've fairly
recently gone through the 20-plus interview process. If you'd like to discuss it, please e-mail me,
former employee. Id like to hear more. sgoldberg@kiplinger.com
Posted by: Les at 03/27/2009 07:10:14 PM
I have been a customer for American Funds for years, | couldn't say enough good about the advice |
have received from my advisor. At least| sill have money left after the last 2 years, much better then
the federal TSP that| had invested in
Posted by: Nancy at 04/01/2009 12:30:15 AM
We have had a very bad experience with American Funds, no matter what mutual fund, they all went
down, immediately. .. This entire situation with the market s very disheartening, because every one
that has invested in an IRA for their retirement needs their money....we will be lucky if we can retire at
all. We need a bailout
Posted by: Jack Novak at 04/26/2009 08:22:57 AM
1 luckily sold before it got too bad, but | had no advice from my advisor. | regard the whole system as
ascam
Posted by: WRK at 04/29/2009 04:10:16 PM
We have been with American for a number of years. Good results so far.....But you must pay
attention to what is going on and protect your self by calling your F.A. when you have a question .
3 @ irternet a - (R -
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Posted by: WRK at 04/29/2009 04:10:16 PM
We have been with American for a number of years. Good results so far.....But you must pay
attention to what is going on and protect your self by calling your F.A. when you have a question

Posted by: Scammed by Advisor at 04/29/2009 05:44:34 PM

Be wary of advisor recommended front end loads. | signed up with advisor a few years ago who put
me in American which | agree is a good fund company. However, when the market crashed in
OctiNov 08, my advisor didn' call until Feb 09_ He only called to do his obligatory review of 09
results. He got his commissions (my $S)and | got no follow up advice. Now I fully understand why he
recommended the front load instead of back load funds. Big mistake on my behalf but lesson
leamed. My exisistng money is stillwith him but he won't be getting any new.

Posted by: Dan at 04/29/2009 07:53:01 PM

There is a whole other way to look at this. You have not lost any shares and you have the opportunity
to buy more shares at half the cost. Unless you are refiring Soon why would you complain about your
portiolio. Do you believe that it will never go back up? Stocks are the only product people do not
wantto buy when its on sale.

Posted by: L. Minier at 05/18/2009 06:00:29 PM

Yes,it's too bad that when the market starts to go down advisors don' callto ask us what we would
like to do as they have an aggressive atitude that the market will always so up and "You want to be
there when it goes up" and then of course this time everything went down. There should be better
communication with investors. My fund lost way too much sol moved it on my own and pt it all in
treasuries as | couldn't take it anymore. Lots of regrets as | called him when things started to go
down. One more thing..the comment, "Wellif we could time the market and "You should
have checked your statements......Oh welllots of losses but | told a friend of mine | should have
sheltered monies because Bush is President. Should have followed my intuition. These derivatives
and such were done under his watch and they had a heyday with his administration and Glass-
Stegall Wall Street got to do what they wanted. SAD, SAD, SAD, allthe refirees will never see the
light of day. Of course the advisors think the market will go up, | am stil the skeptic. People now want
Obama to tum it around in one hundred days and Bush had 8 years to run us into the ground. And
the Republcans wonder why we are still bashing Bush, we need to, to get rid of the frustration. But|
remain hopeful as long as there isn'ta Republcan as President, Specter has it right
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Posted by: Sue Smith at 05/27/2009 08:57:32 AM
To L Minier...Glass-Stegall was repealed by Clinton, not Bush. How do you think the Clinton's got to
be millonaires?

Posted by: Limoman at 05/30/2009 02:20:03 PM

Dear Mr. Goldberg...calla " Spade a Spade’ .. AF lost over $375 Billion in assets? Good Lord!
IMBW but | was told the main reason AF got so big, was it pays a nice Commission to those
Advisors... and based upon those loads, | can see why It got "in the door" of alot of #401k and other
Pension Plans..It's a Shame.. Why They also couldn't also offer Index Funds as welL.. But they don't
pay as much in commissions, do they? Its all Greed as far as I'm concerned that led everyone down
this Path and why Those Advisors are in Hot Water... It the same in the Insurance Business
Agents want to sell you only the Plans that pay THEM the Highest Commissions, regardless if it cost
more or Provides less.. I think People just ought to bail out of al tis Stuff and just Own Indexing
BONDS to send a message to Wall Street and Those Advisors. And Shut down those #401k plans
that won't offer Index funds...60 Min TV show had a program about this and How the Fees for #401k
Funds can run as high as over 12% and it's all but impossible to find those Hidden fee's ...l And they
callit Capitalisum?..Many of those "Advisors" are Insurance -Used car Salesmen in disguise... And
AF knew Being in International Stocks was a Veery Risky Bet ( even Moringstar and other services
said so for Yrs. and AF Investors? You ought to Sue them for negligence! You may not win, but wil
sure send a strong message! And Using the Excuse of "Eventhing Lost $"? Is BALONEY!
Treasuries, AAA Corp. Bonds, GNMA's nd several other Bond Funds Did quite Well in 08' and how
come Hussman's HSTRX Fund Made 6% in 08" as a 20/80 Bal. Fund? And why doesn't AF change
their Gudielines to allow such Flexibility to reverse Course when they Knew Darn well "the Big One'
was comming? Ans? = § /money. for both the Advisors and AF... They make more From Selling
investors Stocks/stock Funds than they do on Bonds.. Bet a Fed. Grand Jury to See Where each of
the AF Execs. kept their  would really open the doors? AF investors ought to be calling Their
Employers/Advisors and AF to task and put them on the Stand to Justify what they did leading upto
2008... And Also justify Why They Still got paid Big Salaries and Bonus's!

Posted by: JOE BURKS at 06/04/2009 06:12:14 PM
LIMOMAN. You better get busy, there are about 8000 funds out there. Have you checked out your
cost on a back loaded fund, when the percentage is taken on ALL of YOUR accumulated
investment? For the time it took to write vour._note. vou could have bouaht some areat funds at
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the AF Execs. kept their  would really open the doors? AF investors ought fo be calling Their E
Employers/Advisors and AF to task and put them on the Stand to Justify what they did leading upto
2008... And Also justify Why They Still got paid Big Salaries and Bonus's!

Posted by: JOE BURKS at 06/04/2009 06:12:14 PM

LIMOMAN. You better get busy, there are about 8000 funds out there. Have you checked out your
cost on a back loaded fund, when the percentage is taken on ALL of YOUR accumulated
investment? For the time it took to write your._note, you could have bought some great funds at
about a 40% discount, unless of course you don' think anything is ever going up again. () have a
friend like you-all he does is moan. He just inherited a bunch of money, called me for free input. |
suggested he look and see where and how the money was grown. He did, the deceased relative
started investing in mutual (loaded) back in the 1950's. But all he does is groan abou the possibility
of loss. But quess what, he sure accepted his share of over $4,000,000.00

Posted by: Ted at 03/17/2010 01:04:20 PM

I have all the funds mentioned above with exception to the Capital ncome Builder (CABIX).
Needless to say, | have been impressed with the growth [ have seen in my portfolio. | was bought out
by my previous employer and rolled all my assets over into American Funds by the advice of my "F&l
Gu'y. For three years | had nothing but growth up until Sept. 2008. In June of 2008 my portfolio worth
was slightly under a 1/2 million dollars. Not bad for a guy who worked almost 30yrs. in the
transportation industry, but by Sept of that year | lost and lost a lot. Aside from being told to continue
contributions to my portfolio, | am considering diversifying 20% of it into "Precious Metals". My
question is: Would 20% of my assets be too much or too itle to invest at this time....? Also, my
portfolio is nowhere near to what it was back in June 2008, but | do see growth with great concemn
that the U-S. Dollar s being strangled slowly of its value and fiexibility, and that to me spells
DANGER

KIPLINGER PUBLICATIONS | @ GIVE AGIFT!
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Growth Fund of America has
lostits status as the largest U.S,
equity mutual fund, the latest
sian investors are fuming awa
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American Funds’ Flagship Loses Top Rank I e i o toFires Than Gze:
as Investors Abandon Stock Pickers

By Chistopher Condon and Charles Stein - Sep 27, 2011 9:01 PM PT

Growth Fund of America has lost its status as the largest U.S. equity
mutual fund, a position it held for six years, as investors are turning
away from Los Angeles-based parent Capital Group Cos. and its
tradition of picking stocks.

The $139 billion Vanguard Total Stock Market Index Fund last month
overtook the $137 billion Growth Fund of America, whose $3.3 billion of
withdrawals in August were the most of any fund, according to data from
researcher Morningstar Inc. (MORN) Investors pulled $73 billion, or 8.6
percent of the money held by American Funds, in the 12 months ended
Aug. 31, the heaviest proportion among the 15 biggest fund families

“We're in an environment where stock pickers haven't been adding
value and American Funds is a case study,” Geoff Bobroff, a mutual-
fund consultant in East Greenwich, Rhode Island, said in a telephone
interview.
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Sign Investors are tuming away

from itstradition of picking Money is flowing out of mutual funds whose managers choose domestic
stocks. Photographer: Andrew

Harrer/Bloomberg stocks for a record fifth straight year as shareholders and advisers
question whether it is worth paying them to try to beat the market. The
[Pl Chart: Link to chart firm, which has resisted offering lower- cost index funds, has been
plagued since 2008 by performance it calls disappointing, including poor
returns for the large- company stocks that are its specialty, and by an investor preference for
bond-fund managers.

Jeb Bush Refrains From Endorsing Anyone
a1 Updated 2 hours ago

Electric Cars No More Prone to Fires Than Gas L
Autos, U.S. Says [el

American Funds, whose redemptions are rising for the fourth year in a row, is altering its

marketing while keeping its investment process intact. Greek Debt-Swap Accord ‘Coming Into Place’

F1EA
Communication Efforts
Concordia May Have Had Unregistered Passengers
Aboard, Civil Official Says Updated 3 hours ago

I Gingrich's Comeback Plan Hatched in an SUV [c]

The firm is trying to improve communications with the financial advisers who sell its funds by

providing more frequent reports on its outiook for the global economy and markets, said Chuck Wore Most Popular Stories »
Freadhoff, a company spokesman, in a telephone interview. Next year it will start using social Key Rates
media such as Facebook, Twitter and YouTube to make educational material available to the Mortgage | Home Equity Savings Auto Credit Cards.

public.

See today's average mortgage rates across the country. Source

Bankrate.com
American Funds isn't changing its research-based process for selecting investments or

Type Today 1Mo
broadening its product line beyond active mutual funds, Freadhoff said. James Rothenberg,
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Capital Group’s non-executive chairman, in a December 2009 interview brushed off suggestions -~ e oo =
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that the firm may change the way it invests

“I think history shows -- including all the bad stuff - that we've delivered,” Rothenberg said then. 3/1 Year ARM

1-Year ARM
10-Year Records 30 Year Jumbo

15-Year Fixed Jumbo
American, which uses teams of five to 10 managers to oversee its funds, says its stock pickers 5/1-Year ARM Jumbo

base their decisions on the same type of company-focused research the firm has used since its . oo
iew rates in your area »
founding in 1931. The funds emphasize long-term results, and by that standard they're still v

outperforming the competition. Sponsored Links

Growth Fund of America, the firm’s biggest fund, averaged annual gains of 4.5 percent in the 10
years ended Sept. 16, better than 79 percent of rivals, according to Chicago-based Morningstar,
and beating the 3.1 percent annualized return of the Standard & Poor’s 500 Index, its benchmark.
Since it was created in 1973, the fund bested the index for large U.S. stocks by 3 percentage
points a year, according to an April regulatory filing.

American’s 14 stock funds with at least a 10-year record beat 76 percent of rivals, on average,
Morningstar data show. The firm’s 11 bond funds outperformed 53 percent of competitors.

Some of American’s funds have stumbled since the September 2008 bankruptcy of Lehman
Brothers Holdings Inc. roiled markets, Freadhoff said. Capital Group underestimated the impact
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the housing collapse and resulting credit crisis would have on financial companies, he said.
Growth Fund of America dropped 39 percent in 2008, its biggest calendar-year loss, according to
data compiled by Bloomberg.

‘Interesting Fact’

American has opened three funds in the past two years, including the $440 million Global
Balanced Fund that invests in stocks and bonds around the world. Talks on creating each began
before the 2008 market decline and none represents an attempt to halt withdrawals, Freadhoff
said.

“To the extent that outflows reflect disappointment among our investors, we take them very
seriously,” Freadhoff said this month. “But we don't care that the Vanguard fund is larger than
Growth Fund of America. It's an interesting fact but it has no significance.”

Several of the firm's domestic stock funds lagged behind their benchmarks in the stock-market
rebound that began the next year. In the 12 months following March 9, 2009, when stocks
reached a 12-year low, Growth Fund of America, the $55 billion Investment Company of America
Fund and the $49 billion Washington Mutual Investors Fund each trailed the S&P 500's 72
percent gain by at least 7 percentage points.
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American Funds had assets of $887 billion as of Aug. 31, second to Valley Forge, Pennsylvania-
based Vanguard Group Inc. in U.S. mutual-fund holdings, according to Morningstar. Capital
Group oversaw $1.25 trillion as of June 30, including money from institutional investors such as
pension funds

Sponsored Links

Actively run domestic stock funds have seen redemptions of $290 billion since the end of 2007,
Morningstar data show, while U.S. equity index funds have attracted $96 billion. An additional
$160 billion has poured into exchange-traded funds that track indexes and trade throughout the
day like stocks.

Investors have redeemed $31 billion from Growth Fund of America since the end of 2007 while
adding $42 billion to the Vanguard fund that tracks the MSCI U.S. Broad Market Index, according
to Morningstar.

Cheaper Alternative

Too many of American’s funds closely track the returns of indexes, Ed Schrotenboer, a financial
planner in Bloomington, Minnesota, said in a telephone interview. Schrotenboer, who used active
funds from American and others earlier in his career, now employs mainly ETFs because he no
longer believes many stock pickers can outperform indexes.

“Why would | choose American Funds when | can go with a lower-cost index product?”

Srhratanhnar said
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Schrotenboer said

Growth Fund of America charges annual fees of 43 cents to $1.53 for every $100 invested,
compared with 7 to 18 cents for the biggest Vanguard index fund, according to the company
websites.

At its peak in October 2007, Growth Fund of America held $202 billion in assets. It reigned as the
nation’s largest equity mutual fund from May 2005 until last month, according to Morningstar.

American Funds has found it hard to live up to its past success, said Burton Greenwald, a mutual-
fund consultant in Philadelphia. The firm performed better than most rivals in the bear market of
2000-2002, and was untouched by a 2003 scandal in which competitors were accused of
allowing improper late trading and market timing.

Broker Confidence

“There was a feeling among brokers that if you sold American Funds you never had to say you're
sorry,” Greenwald said in a telephone interview.

American Funds attracted an industry-leading $425 billion in net deposits in the six years ended
Dec. 31, 2007, Morningstar data show. It lost $53 billion to redemptions in the first eight months of
2011, compared with $50 billion in all of last year, $20 billion in 2009 and $15 billion in 2008,
Morningstar data show.
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While exposure to the drug is not intended to be the "sole focus point” of the American

Growth Fund Series Two Class E, the fund's prospectus on July 29 said it will now be focused
" . L . . Read this list
mostly on “"common stocks and securities convertible into common stock in companies
involved in at least some way in the legal cannabis business.” That includes legally

High he f bis fund
registered, publicly traded companies in fields like agriculture, pharmaceuticals, hydroponic ‘gh hopes for canndbis fun

or tobacco companies, the firm says. Slideshow Funds with highest expected
yields over 5 years

The Denver-based fund manager says the offering may also invest in REITs, "if the :Im"ed investor Bill Miller leaves Legg
ason after 35 years
investment committee believes that it could be advantageous to the stockholders.”

ESG investing resonates with retirees

"The cannabis industry is a very young, fast evolving industry with possible increased f“df‘h"’ Real estate funds: Who's on
op?
exposure to rule changes, changes in laws, increasing regulations, increasing competition

which may cause businesses to suddenly close or businesses to shrink as well as the

possibility that a company currently operating legally may suddenly find itself exposed to
illegal activities,” according to the fund's prospectus, made public on Aug. 10. T. Rowe Price

Dividend Growth Fund
has beaten its benchmark
Laws banning medical use of the drug have been overturned in 23 states and Washington, over the last 10 years.*

D.C., since 1996, according to the Office of National Drug Control Policy. State laws in T

Alaska, Colorado, Oregon and Washington State have been overturned to include the
legalized sale and distribution of marijuana for adults 21 and older. Its use is still considered
an offense under federal law. T.RowePrice ‘&. v

m R ( c i icisivrieos| 0z *3 |vaheismmiohnes| @





image47.png
American Funds’ Flagship Loses Top Rank as Investors Abandon Stock Pickers - Bloomberg - Windows Internet Explorer - [Working O

Oc

Ele Edt View Favortes Toos Help

@ [EM 5t oot cominerefo01 -9 afonecn = gy oes o Tk s vesr shondon-Sod it or it

B [49) [ [ e e ok

i Favortes

The firm’s popularity earlier in the decade “may have created unrealistic expectations,” Kevin
McDevitt, an analyst at Morningstar, said in a telephone interview.

Investors’ preference for bonds is benefiting firms such as Newport Beach, California-based
Pacific Investment Management Co., Greenwald said.

Bond Funds
“American isn’t a major player in that portion of the market,” Greenwald said.

Bonds make up about 15 percent of American’s mutual fund assets, according to the firm,
compared with 27 percent at Vanguard and more than 90 percent at Pimco.

Nor is American a big investor in small and mid-cap stocks. The S&P 500 has returned 27
percent a year since March 9, 2009, trailing the 34 percent annual gain for the S&P Midcap 400
Index and a 32 percent increase for the Russell 2000, a proxy for smaller companies. J

Some money managers, including Jeremy Grantham, chief investment strategist for Boston-based
Grantham, Mayo, Van Otterloo & Co., have said blue-chip U.S. stocks will be the best-performing
equities over the next few years because they're the most attractively priced relative to earnings
prospects.

“If | were an investor | would be comfortable with the hiah-cualitv. larae-cab comoanies that |
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“If | were an investor | would be comfortable with the high-quality, large-cap companies that
American owns,” said Morningstar's McDevitt.

To contact the reporters on this story: Charles Stein in Boston at csteind@bloomberg.net;
Christopher Condon in Boston at ccondon4@bloomberg.net

To contact the editor responsible for this story: Christian Baumgaertel in Boston at
chaumgaertel@bloomberg.net
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Consumer Complaints & Reviews =

7/26/10 | American Funds is engaging in clearly deceptive and misleading advertising when they emphasize and publish in their mutual fund
literature that all (or most) their funds have only 30-day holding periods. The goal of their claim it to make them appear more attractive to
mutual fund investors when compared to the competition that have many funds with published 60 and 90- day holds. Most investors —
especially those who wish to take a more active role in managing their account - desire that flexibility, and would view 30 day holding Ll
periods as attractive and, at least in my case, make buying decisions based on it. However, when | exercised my right to buy and sell
my fund holdings and reallocate my account according to my investing strategy of monthly review, | was told that | cannot do so, and
that | must hold for 90-days

Ads by Google

Angie's List Doctors Join & Find The Best Local Doctor. Angie's List Has Patient Reviews!
www.AngiesList.com
Get $75 of Advertising Promote Your Business On Google. Claim Your $75 Coupon Now!
www.Google.com/AdWords
Annuity Rates Compared Not Generating the Income You Need See All Annuity Rates and Compare

OnlineAnnuityRates.com/Compare

Learn to Trade Options Test Options Strategies Risk Free Advanced Orders, Quotes, Charting
optionsxpress.com/Investment_Kit

This is a black-and-white deception and misdirection. Essentially, American Funds is luring investors with the claim that their funds offer

30-day maximum holds and the accompanying increased flexibility. That is, unless you actually want to review and/or reallocate within

the stated holding period rules; then the rules change to a 90-day hold. American Funds should be forced to document these

"unpublished" rules and clarify that any attempt to manage your money on a regular schedule (in my case, every 35 days) is not =
3 @ internet - [Rizs% -
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“unpublished” rules and clarify that any attempt to manage your money on a regular schedule (in my case, every 35 days) is not
permitted. Or otherwise document — as have other mutual fund companies — specific rules related to holding periods and round trip
restrictions and/or penatties

Ads by Google

7% Annual Annuity Return Get guaranteed lifetime income and reduced risks to retirees all here.
AdvisorWorld.com/CompareAnnuities

High Yield Muni Bonds Find Tax Free Municipal Bonds by State, Maturity & Credit Online!
www.RBCBondsearch.com

Average Retirement Income Get an Average Retirement Income Let Our Experts Build Your Future.
GoalBuilder com

Scam Victim? Did You Get Scammed? Report Your Scam and Get Money Back Now!
ScamBook.com
Helpful?
yes Kevin of Wiimette, IL
no
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9/1/08 | Amber ****xx%

BTN

Santa Cruz CA. 95062
19 August, 2008

AMERICAN FUNDS

333 South Hope St

Los Angeles, CA. 90071-1406

Re: MY AMERICAN FUNDS ACCOUNT
Dear Madams and Sirs

On December 12th, 1997 | purchased a portfolio of the American Funds through Ms.*******, a Vice President at the Merrill Lynch
( Fenner, Pierce and Bean) brokerage firm in Carmel, California. My initial investment before the 5% front end fee was $119,368.14.

The reason | purchased the American Funds was because | was told by Ms.******* that AMERICAN FUNDS would provide me with a
professional financial advisor who would not only help me to invest, but would watch over and adjust my investment according to the
climate of the financial markets and my risk tolerance for as long as | held the portfoliol

Ads by Google

Buy Stocks for $4 No Account or Investment Minimums. ING DIRECT Investing - $50 Bonus.
www_sharebuilder. com/ingdirect

Were you sold an annuity? ~ Learn how investors got into trouble with annuities £
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What a wonderful service and of the utmost important to me-someone inexperienced with the ways of the world's financial markets. |
more than welcomed the assistance of tried and true professionals that | was promised along with my purchase, or in the words of Ms
*xxxxxx American Funds have long been the mainstay of Widows and Children. (I wrote this down on the same piece of paper that
shows receipt of my $119,368.14 check

The money | invested into the AMERICAN FUNDS was the sum total of my inheritance from my mother and was earmarked for my son,
noted as the portfolio's beneficiary. Most unfortunately, he developed a very rare and serious type of cancer at age 29 in 1999. Because
am the person who pays his medical insurance, doctor's bills and likely more over time, the AMERICAN FUNDS are a very important
investment. Of course, | have appraised all of my advisors about my son and my needs.

What follows is a brief account of how, since 1997, | have had five, or if you count me six, financial advisors.

It wasn't too long before Ms.******* from Merrill, became too busy with the technology and internet booms to pay much attention to my
portfolio. She was either very slow to return, or did not return, my periodic phone calls, nor did she check-in to reevaluate and adjust my
portfolio according to market trends, as promised.

| transferred my AMERICAN FUNDS portfolio to Mr.******** 3 Vice President at Dean Witter (Stanley), Santa Cruz, California.

Mr.******** reapportioned the portfolio, but never readjusted it to the changing times. He too, was slow to return my occasional phone
call and at some point more than suggested that he was in the financial business to make money and my AMERICAN FUNDS portfolio
was not going to do this for him

On a suggestion from someone at the AMERICAN FUNDS | then took a turn managing the portfolio myself. These ended up to be quite
a mistake. This experience send me back to AMERICAN FUNDS for a list of suggested advisors in my area.

After systematically going through the list of advisors given to me by the AMERICAN FUNDS, | selected Ms. ******* of SUN AMERICA
in Santa Cruz. The head of her company, Ms. ******* was initially enthusiastic

After explaining the situation with my son and my financial needs, | expressed concern about inattentiveness. Ms. ******* assured me
that all would be taken care of. After making her allocations she promised to keep with it,-rebalancing my AMERICAN FUNDS portfolio
as needed
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Within a year she passed my account on 10 one of her assistants, Lisa, Who Was not very experienced nor, | am sorry fo say, very S
bright. This in combination with a serious illness in Ms. *******s family, left me without the attention my AMERICAN FUNDS portfolio

called for.

When Ms.******* and | got to speak in early 2006 she told me that my portfolio had earned more percentage points that it actually did
for 2005. When | later queried her about this inconsistency, she did not return my phone call. Seeing the handwriting on the wall, |
decided to try yet another advisor from the AMERICAN FUNDS list

| must note that | kept giving AMERICAN FUNDS personnel feedback regarding my difficutties finding an advisor who would keep
his/her word about managing the portfolio throughout the years.

Ads by Google

Best Fund For Retirement ~ Free Report Reveals Best Funds To Own And Worst Performers To Dump
www.InvestorPlace.com/Vanguard

How to Buy Gold Physical Gold Shipped to Your Door Free Investor Kit. Since 1960.
Goldline.com/Buy-Gold
Best 2012 Dividend Stocks  "Urgent Buy" on these six stocks. Get their names in our free report
wallstreetdaily.com/free-report
Managed Futures Guide Request our popular guides about investing in managed futures

www.highgroundtrading.com

After interviewing everyone on that list in early 2006 and eliminating folks who wanted to do such as sell me insurance or part or a

business along with managing the AMERICAN FUNDS, | settled with Raul ******** a pleasant and seemingly knowledgeable man. | was

truly horrified when Mr. ******** unexpectedly began lecturing me on the importance of investing in third word countries (or emerging

markets as | later found out) as their women don't have as many abortions as women in the United States and thereby have a larger and £
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It was just a matter of a few weeks before | took the portfolio out of his hands. (The people who oversaw his work, were very upset when
I related my story. They offered to manage the portfolio, but wanted to charge me for doing so.)

1 began searching for another advisor. However, | did give AMERICAN FUNDS feedback on Mr. *******_ | found it disconcerting that
when | recently requested the list of financial assistants in my area, Mr. ********s name was stil present

Clearly in limbo, | opened the Santa Cruz phone book and called one financial advisor after another. Most interesting, | received a call
from a woman named Blanca at AMERICAN FUNDS on August 13th 2008 and this is one of the things she suggested | now to do find
an advisor

‘What in heaven's name ever happened to AMERICAN FUNDS promise to provide me with this financial assistance?
After some very intensive work in March of 2008, | hired Mr. ******** of Foothill Securities in early April 2006.

Initially, Mr. ******** was very interested in working with the AMERICAN FUNDS. In early 2008 | told Mr. ******* that | wanted to
preserve the gains that | had made under his management. At that time he fransferred some of my funds from stocks into bonds.
Between December 30th 2007 and March 30th 2008 | lost nearly $22,0000.00.

When | finally initiated selling my AMERICAN FUNDS portfolio in early July, 2008 and putting their proceeds into the AMERICAN
FUNDS US Treasury Money Market Funds of America A shares. Mr. ********_ who was helping me to sell the funds said, The portfolio is
now under the magic number of $200,000.00. It will take you at least a year to get back to the $200,000.00 in this Money Market Fund.

There | was insisting that he preserve my investment (I had already lost so much money in the midst of a steadily deteriorating
economy) and he was making this comment without offering me any alternative! Ll

During a July 25th meeting Mr. ******** stated, | no longer want to manage your AMERICAN FUNDS account because it does not pay
me enough money. Yet another financial advisor had put me on the bottom of his/her list because they fett they were not getting enough
financial compensation for their work. He went on to tell me, | am a Capitalist, and | work for money.

Please be advised that | called AMERICAN FUNDS early the week of August 10th and had Mr. ******** removed as my financial

achiicnr \Mhan | ackad AMEDICAN Ef =
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Please be avised that | called AMERICAN FUNDS early the week of August 10th and had Nr. = removed as my financial =

advisor. When | asked AMERICAN FUNDS for the names of other possible advisors in this area the names of two other Foothil
Securities people came up.

Needless to say, | am more than hesitant to call anyone else from Foothill after my recent experience with their management. | am
presently feeling at a loss as to what to do. | paid more than $6,000.00 in fees to get into the AMERICAN FUNDS and now | can't even
get management

In closing, | spoke with Joanna @ extension ***** from AMERICAN FUNDS early in the week of August 10th and told her of my plight
She promised to pass along this information and have someone contact me. | received a call from Blanca of AMERICAN FUNDS of the
on afternoon of August 13th. We went round and round about various ways of remedying my

situation —-all of which | have done over the years

At one point, however, Blanca was candid enough to tell me that many other owners of the AMERICAN FUNDS are having the same
problems—having bought into the AMERICAN FUNDS with the promise of financial representation and then having advisors not attend
to their portfolios as promised

I feel that | have been misled and that AMERICAN FUNDS has misrepresented itself to many millions of Americans. | am sadly
disappointed and concerned about, not only my financial future, but the future of my son.

In advance thanking your for your review and prompt response.
Sincerely,
Amber s

Was contacted by Jean ************ yia phone last week and was told American Funds is not liable in anyway for what has happened
Perhaps the broker at Merrill Lynch is—as she likely got a kickback from selling me the funds with the promise to provide financial
Helpruiz | services for life

yes Amber of Santa Cruz, CA
no I
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FINRA's National Adjudicatory Council Affirms $5 Million Fine Against American Funds
Distributors for Violating FINRA's Anti-Reciprocal Rule

Washington, DC — A $5 million fine imposed against American Fund Distributors (AFD) for directed brokerage in 2006 will
stand, according to a ruling issued today by the National Adjudicatory Council (NAC), the appeals body of the Financial Industry
Regulatory Authority (FINRA),

The NAC upheld a FINRA Hearing Panel decision finding that AFD violated FINRA's Anti-Reciprocal Rule when it directed more
than $98 million in brokerage commissions between 2001 and 2003 to the 46 retail securities firms that were the top sellers of its
mutual funds.

AFD s the principal underwriter and distributor of American Funds, a family of 29 mutual funds. In ruling on AFD's appeal of the
Hearing Panel decision, the NAC concluded that AFD arranged for the direction of a specific amount or percentage of brokerage
commissions to other securities firms conditioned upon those firms' sales of American Funds shares, an "outright" violation of
FINRA's Anti-Reciprocal Rule.

The NAC also concluded that AFD's requests and arrangements for the direction of brokerage, conditioned upon sales, was
directly at odds with the goal of the Anti-Reciprocal Rule, which is "to curb conflicts of interest that might cause retail firms to
recommend investment company shares based upon the receipt of commissions from that investment company.”

Inthe decision released today, the NAC emphasized that AFD tracked, monitored, and facilitated the directed brokerage payments
by identifying the top-selling retail firms of American Funds, providing its investment adviser with the amount of commissions to be
sent, and monitoring its investment adviser's trading with, and the payment of commissions to, the selected retail firms throughout
the year. The NAC also highlighted the fact that AFD directed commissions to "step-out firms" - retail firms that had no capability to
execute portfolio trades for American Funds, but nevertheless obtained commissions indirectly from clearing firms that did execute
the trades
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With an expense ratio of 6.87%, and $657,785 in total assets under management, the fund

reports a -3.60% year-to-date return, and a one-year return of -8.79%, according to

Morningstar. Going back further — to the time before the fund changed its focus — it fared

a bit better. It posted a 3.02% three-year return and 4.95% five-year return. These figures

were reported on Aug. 16.

The American Growth Fund Series Two Class E is managed by Robert Fleck, an Investment

Research Corporation employee as well as president and CEO of World Capital Advisors;

and Timothy Taggart, president of American Growth Fund and the owner and president of

Investment Research Corporation, according to the firm.

American Growth Fund could not be reached for comment. Morningstar and Investment

Company Institute declined to comment.

Andrew Shilling

Andrew Shilling is a reporter for

Financial Planning, Bank
Investment Consultant, On Wall
Street and Money Management
Executive.
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In assessing sanctions, the NAC articulated its concen that directed brokerage arrangements, like those employed by AFD
"tended to undermine the rules of fair competition envisioned by the rule." The NAC explained that "AFD's target commission
payments amounted to undisclosed additional sales commissions that would harm other mutual funds families' ability to compete in
the market to sel their mutual funds to the investing public” and "triggered the potential for preferential treatment for American
Funds' mutual funds to the disadvantage of other mutual funds in the industry."

The NAC also found that AFD's conduct was intentional, not negligent as the Hearing Panel had concluded. "The evidence
demonstrates that AFD deliberately formed directed brokerage arrangements with the top-selling retailers of American Funds'
mutual funds," the NAC's decision says. "AFD tracked (its investment adviser's) trading activity with the retail firms and monitored
the execution of these arrangements to ensure proper crediting of the targeted commission payments. AFD also ceased payments
to step-out firms, and modified its calculation of target commissions, s regulators began to question the use of directed brokerage
inthe mutual fund industry. There is no evidence in the record to support a finding that AFD's conduct was negligent.”

Although the NAC emphasized these and other aggravating factors, it noted that there was no evidence that AFD was unjustly
enriched, that American Funds' shareholders were harmed, o that AFD placed unwarranted trades or paid excessive
commissions. The NAC concluded that AFD's violations, while "not egregious, were quite serious” and that a "substantial” fine of
$5 million was appropriate based on the facts and circumstances of the case.

The NAC is a 14-person committee composed of seven industry and seven non-industry members that decides appeals from
disciplinary, membership, and exemptions decisions, and rules on stattory disqualification applications. The NAC decision s the
final decision of FINRA. The Securities and Exchange Commission (SEC) may review and modify FINRA's findings and sanctions.
The parties have 30 days from receipt of the decision to file an appeal with the SEC.

FINRA is the largest non-governmental regulator for all securities firms doing business in the United States. Created in 2007
through the consolidation of NASD and NYSE Member Regulation, FINRA s dedicated to investor protection and market integrity
through effective and efficient regulation and complementary compliance and technology-based services. FINRA touches virtually
every aspect of the securities business - from registering and educating industry participants to examining securities firms; writing
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The past few years haven't been especially kind ones for actively
managed mutual funds. Scores of investors, fed up with less-than-
stellar performance from many quarters, have pulled their money
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<tock matchiist suffered massive outflows, and at least one firm is finding

'somewhere new to place the blame
It's a 100% FREE Wotley Fool
service Rising tensions

Click Here Now In a recent interview in Barron’s, American Funds Distributors
president Kevin Clifford indicated that financial advisors may be
partly to blame for the tremendous outflows that American Funds
has suffered in recent years. According to Morningstar data, the fund shop lost $50 billion in net
outflows last year and an additional $15 billion so far in 2011. Clifford was quoted as saying that
advisors tried to push the shop's funds as "able to defy gravity" and perhaps oversold the funds'
abilities in the process. Needless to say, many advisors were not impressed, given that they are some
of American Funds' biggest customers | _';1
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practice, and he Iked what he saw. The
fund consistently beat the market, and the fund's management company, Capital
Research and Management, kept its fees low. Throughout the 1980s and '90s, with

Tobias's clients on board, its returns routinely crushed the broad Standard & Poor's
500-stock index.

Over the years, plenty of other investors
noticed the Growth Fund of America's
success too. In a single five-year stretch,
the fund quadrupled in size, and by 2006
it had more than $160 bilion in it,
making it the largest mutual fund the
country had ever seen

Bigger Is Better?
Not in the Mutual
Funds World

4:04 Bigger might be
better, but
‘SmartMoney’s Russell Peariman visits Mean
Street to point out that might not be the case
in the world of mutual funds. Photo: Reuters

But while the fund's sheer size had tumed it into the toast of the industry, Tobias
began to notice a disturbing trend about the fund: The bigger and bigger it got, the
weaker and weaker it performed. While the Growth Fund of America did make
money for its shareholders, it wasn't actually performing any better than an S&P
500 index fund. By 2006 it was doing even worse. Tobias was puzzled, and says
he tried but couldn't get answers about the management of the fund's sprawiing
portfolio. (A fund spokesperson says it doesnit disclose which people manage
specific parts of the fund.) Ultimately, in 2007, Tobias did what would have been
unthinkable just a few years earlier - he sold the fund's shares en masse. In his
mind, the fund s just too big — and so are many others. "Ive lost the ability to
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accounts and investors picking funds based on their well-established brand names
The average size of a top-100 fund has increased by 62 percent since 2008, to HEALTHOARE | FINANCIAL
$35 billion. Today the nation's No. 1 fund is the bond-centric Pimeo Total Return
(PTTAX); at $244 bilion, it's larger than the annual gross domestic product of
Finland. The Growth Fund of America is now the No. 3 fund; it could, with its assets,
buy allthe shares of tech giant Cisco. And these megafunds give the firms that run
them reasonto celebrate: They can generate hundreds of milions of dollars in fees ol :4tpm EDT. 4272012
annually for their companies SEEMORETOOLS B
One reason the funds have grownso ~ preo oo
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But more recently, that story has begun |
to change — and there's growing Thats ke getting 31 issues FREE!

1 ()
A SUBSCRIBE TODAY >>

evidence that bigger is no longer always
better. According to a SmartMoney
analysis, the average megafund was no
better than about 40 percent of its peers
over the past year, or over the past three
years. That mediocre average masks
some even more stunning numbers for 7 Bargain Summer Destinations
individual funds. Pimco Total Return, for instance, ranked in the bottom 15 percent
of its peer group last year. And one giant fund has lagged behind 97 percent of its

7 Tips For Landing Cheap Airfare

fivals - over the past five years. It's making some market experts wonder whether Where the Vacation Industry Is Renovating
big mutual funds offer more advantages to fund companies than they do to
investors. "There are no benefits to a fund being bigger. Success breeds The Best Credit Cards of 2012

sloppiness,” says Seth Lipner, a securities lawyer and a law professor at the Zickiin

School of Business at Baruch College. When Muni Bonds Run Dry

The firms that run the megafunds bristle at the idea that their size is hurting their ~ TooLs
returns. Fund managers who have lagged attribute some of their woes to the ebbs
and flows of the market. Certainly, some supersize funds have continued to excel,
and even those that haventt are usually charging below-average fees. Bt critics
say that while investors are paying less, they're also getting less. The sheer size of
the funds, some industry observers say, has become a roadblock that even forces

o Stock Screener Portfolio Tracker

some managers to act against the best interest of investors. In the eyes of these
critics, America's megafunds could be oo big to succeed. Tvs‘:‘ck your own buys and
sells
|
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The nation's largest actively managed stock mutual fund is run ot of a skyscraper
in downtown Los Angeles, a few blocks away from the city's famed Museum of
Contemporary Art. The Capital Group, which operates the Growth Fund of America
along with the fund's distribution arm, American Funds, has been around for more
than eight decades. According to company lore, a Detroit banker named Jonathan
Bell Lovelace realized that stocks were overvalued in the late 1920, 5o he took
most of his personal investments out of the stock market before the great crash of
1929 Lovelace moved ot to Calfornia and founded an investment firm in 1931
The firm successfuly managed money for decades and then, in 1973, launched the
Growth Fund of America

Get What You Pay For?

The pay some large fund managers take home, versus their funds' performance

Fung lanagement Fees (millions)* ~Rival Funds That Did Better (Past 3 Years)
Pimeo Total Retum 55988 52%

Growth Fund of America 427.0 7

Fidelity Contrafund 2346 54

Templeton Growth 1048 74

Vanguard Primecap 638 80

* Fees paid to management team in most recently reported fiscal year
Source: Mutual fund filngs

Unlike many funds at the time, or even now, the Growth Fund of America was set up
to be managed by mutiple layers of investment pros. There are 12 "portfolio
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SCouning Sectors and investigating iNAVidual Companies for potential investments
(That's a big team; some nationwide brokers with milions of clients have fewer
stock analysts.) The fund staff has muliple teleconferences each week, during
which they discuss daily market moves and potential changes i the fund's dozens
of holdings. "We are not trying to figure out the next quarter or two," says Terry
Ragsdale, a vice president at the Capital Group. "We are trying to figure out where
companies we invest in will be in five years and what we should pay for them.”

For the better part of 30 years, the fund could do almost no wrong. Sure, the '30s
and '90s were pretty good times for most stock investors - a $10,000 investment in
the broad stock market in 1973 would have been worth about $400,000 by 2006,
an average gain of 12 percent a year. But the Growth Fund of America shattered
that benchmark: $10,000 put into the fund in 1973 was worth more than $1 milion
by 2006, an average return of more than 15 percent a year.

Performance figures like these get noticed by a lot of people — individual investors,
naturall, but also financial planners, pension fund managers and the consultants
who put 401(k) plans together, says Geoffrey Bobroff, himself a fund industry
consutant in East Greenwich, R.. Thanks to the years of success, the Growth Fund
of America became a 401(k) darling. From 2001 to 2006, the fund got nearly $30
billon from investors, according to Morningstar, with much of that cash coming from
retirement plans. The halo from the Growth Fund also helped the Capital Group
successfully launch additional funds that focus on small stocks, bonds and other
investments. These days, the Capital Group runs 16 of the nation's 100 biggest
funds, with nearly $800 billon in combined assets
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The fabulous past performances have helped attract money to numerous other uap of THE MaRKeT [RITISIVEW]
firms as well. Over the past three years, there's no better example of a fund getfing @ corapse wap oF e warker
supersized than Pimco Total Return, the bond-focused fund run by iconoclastic

manager Bill Gross. In 2008 the fund already had $132 billion in it. But thanks to il I, S
Gross's successful navigation of the bond markets during the worldwide financial L
crisis, the fund delivered returs almost unheard of in the stodgy bond fund world, carTaL GooDs

up 8 percent annually, on average. Investors beat a path to Pimco's door: Inthree | SOSHER

years, the fund has gotten almost $70 billion in new money from investors. With
resources like that, a fund firm can lower the expenses for each individual investor.
(The annual fees on Pimco Total Retur are $90 for each $10,000 invested — SEEMORETOOLS )
cheaper than the industry's average.) A fund's success can also make a star out of
afund manager -- which, in tum, helps the fund raise more cash. Pimco's Gross is
an almost daily presence on television; his hobbies (yoga and stamp collecting) are
nearly as well known to investors as his ability to pick bonds

MAGAZINE

> HERE
Indeed, many megafunds wind up a reflection of the people who run them. Before  [RETESH That's like getting 31 issues FREE!
he ran the nation's 42nd-largest mutual fund, Christopher Davis studied theology
and philosophy at the University of St. Andrews in Scotland. Davis says he i SUBSCRIBE TODAY >>

considered both the priesthood and a career with the CIA before he entered what
essentially was a family business: His father, Shelby, was a legendary investor who

had run the fund since 1969. The younger Davis became comanager of the Davis 1210144 :10).¢ 1 ewaen
New York Venture portfolio (NYVTX) in 1995 and continued its impressive

performance. From 2001 to 2006, thanks to sawy investments in names such as 7 Bargain Summer Destinations

Costco and Berkshire Hathaway, the amount of money in the fund doubled. If the

fund does make a mistake, Davis makes sure it's not forgotten: He hangs the stock 7 Tips For Landing Cheap Airfare
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fund does make a mistake, Davis makes sure its not forgotten: He hangs the stock
certificate on a wall in the office, along with an explanation of why the investment
failed

Buttime and time again, the gaudy performance figures that have made megafund
managers so proud disappear as the funds get bigger. Columbia Acorn
(ACRNX), a $16 billion fund, has made a fortune betting on small and midsize
stocks since the 1970s. A $10,000 investment at the end of 2008 would be worth
about $16,000 now after deducting fees. That's a good retun, for sure. However, it
trailed the average fival fund and even the index tracking midsize stocks. (The
fund's lead portfolio manager, Chuck McQuaid, says Acor has been hurt of late by
some rocky foreign investments, but that its 10- and 15-year records remain very
strong.) Over the past five years, nearly three out of four fival funds have outpaced
the Growth Fund of America

Fidelity Magellan (EMAGX), which had been the nation's largest mutual fund for
years, closed to new investors in September 1997. Fidelity believed that the fund,
which at the time had almost $63 billon, was getting too big. The firm might have
been right: An investor who put $10,000 in the fund right before the fund closed
would have about $14,000 now, while an investment in the S&P 500 would have
yielded nearly 30 percent more."There is an element of mediocrity that enters the
picture when the fund gets too big," says Doug Kinsey, a partner at Artifex
Financial Group in Oakwood, Ohio, who's managed money for 15 years.

Davis New York Venture has experienced similar mediocrity. A $10,000
investment in the fund inlate 2006, when it had $44 billon in assets, would be worth
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More than any other mutual fund company, American Funds is bearing the brunt of investors' latest
infatuation with passive investing
Index mutual funds took in a record $76 billion
last year, and exchange-traded funds, which are
predominantly passive, scored another $121 mantar s

billion. Actively managed funds, meanwhile, lost
about $9.4 billion, according to Morningstar
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about $8,900 now (the same investment in the S&P 500 would be worth about =

$9,900). Over that stretch, nearly 80 percent of rival funds outperformed Davis. The ~ HOW to Invest for Retirement

manager is more than willing to rehash his mistakes. In an interview, Davis says he  Investing for retrement is more complicated than opening an
IRA or maxing out your 401(k)

misjudged what a financial crisis could do to two of his biggest holdings, Meril

Lynch and AIG. Perhaps even worse, he didn't buy more of his favorite stocks, How to Choose a Stock Mutual Fund

American Express and Wells Fargo, when their share prices were depressed in  When choosing a stock mutual fund. consider performance

early 2009. But he also says that his fund's size, even at its now-shrunken $21 manager track record and cost before investing.

billion, makes it trickier to play the market. When you're a big fund, Davis says, "it's

harder to be nimble."

‘How to Invest in a CD

Even in times of interest rate uncertainty. a certificate of
deposit (CD) can still be part of your cash strategy.
Indeed, some managers turn money away expressly because they fear their funds

will get too big. The $1.4 bilion Brown Capital Management Small Company

fund (BCSIX) has beaten 99 percent of all of its small-cap fund competitors over  answer enGINE

the past five years. Yet last October, the fund shut ts doors to new investors. Keith D AISVIERs TOLIFEs criatLences

Lee, the fund's comanager, says a lot more money could have forced the fund to Am I'saving enough for retirement?
make bad investments. "We thought it would be wise for our investors to close the
fund to preserve the investing process," Lee says.

Find solutions to this and many other problems using
Answer Engine from Smartioney.
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Asset managers can point to plenty of big funds that have done just fine in recent
years. Fidelity Growth Company (EDGRX), Harbor International (HINX) and
Vanguard Wellesley Income each have at least $25 billon in assets; all three have
beaten 90 percent of their respective rivals since 2006. But other industry experts
agree with Davis: Being a giant fund brings along its own set of giant problems
When millions of new dollars are flowing in each week, portfolio managers
sometimes have to scramble to put the money to work — and there are only so
many good investing ideas out there. One of the toughest situations, fund
managers say, is when money gushes in because the category the fund resides in
has been doing exceptionally well. There's little doubt that the amount of money
Pimco Total Return has attracted has been helped by the fact that bonds have been
a great investment since the financial crisis, luring nearly $700 billion in new assets
to bond funds since the beginning of 2009. Once the prices of such investments
have been driven up, says fund company consultant Bobroff,its “difficult to deploy
the new money in a way that doesn't hurt existing shareholders.”

Even successful megafund managers have had to change their investment tactics,
industry analysts say. Fidelity Contrafund (ECNTX) has managed to outperform
its rivals even as its assets ballooned from $300 million two decades ago to nearly
$73 billion now. Bt the fund's manager, Will Danoff, trades a lot less frequently and
puts a much heavier emphasis on large stocks than he did when he first started
funning the fund. The fund's girth also limits Danoff's ability to build up a large
position in any firm that isn't itseff supersize, experts say. For instance, the fund
holds more than two dozen gold mines; one of its biggest stakes is in Franco-
Nevada, a midsize Canadian company - but Franco-Nevada makes up only 0.6
percent of Contrafund. By contrast, 8.2 percent is devoted to its top holding, Apple
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percent of Contrafund. By contrast, 8.2 percent 1s devoted to 1ts top holding, Apple
If Danoff wanted to commit 8.2 percent of Contrafund to Franco-Nevada, he would
have to buy $5.9 billon worth of the miner's stock. There's one problem: The total
value of Franco-Nevada's stock is only $5.8 billion. Danoff might have to investin a
few pickaxes, because Contrafund would, literall, own the entire gold miner.
Danoff says he still invests in smaller firms, but the fund's rules preclude him from
owning more than 10 percent of any company's stock; so he can't buy much of a
smallfirm, even if he wants to. "The arithmetic is pretty obvious,” he says.

But perhaps the most intriguing problem megafunds face, some critics say, s that
as they grow, the link between their revenue and their performance can become
more tenuous - leaving them with less incentive to excel for their shareholders
More than 70 percent of rival funds beat the 2011 performance of the Growth Fund
of America. The fund still brought in $427 million in annual management fees to the
Capital Group. Generous as that payday sounds, it represents only about 0.3
percent of the fund's total assets -- which means the fund would have to put up
some awfully good performance numbers before the management company would
see much of a bump in its profits. For Capital to raise the amount of income it
earns offthe fund by just 10 percent, the fund's assets would have to increase by
more than $34 billion. That's greater than the assets of all but 30 of the nation's
more than 7,600 funds

The Capital Group's Ragsdale says compensation for the Growth Fund's managers
and analysts isn't based on how much money they manage and that they can eam
bonuses when they beat the markets. Still, even off years are lucrative for the
biggest funds: Together, the 10 biggest megafunds eamed nearly $3 bilion in fees
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for their respective fund companies in their most recent fiscal years, according to

their regulatory filings. "Running a good mutual fund marketing campaign can bring
ina lot more money, and be a lot less risky, than trying to outperform,” says Jeff ) COLLARSE AP OF THE MARKET

Tiornehoj, a senior mutual fund strategist at Lipper. unmes
HEALTH CARE FINANCIAL ENERGY

MAP OF THE MARKET  LIST VIEW

The managers of megafunds say their critics are ignoring the long view and

focusing on short-term failings. If a megafund has done poorly recently, the firms
say, it's because the market has tumed against them o because their managers . consuen
made some poor investment decisions - not simply because the fund is big. The

Growth Fund of America’s performance is similar to the S&P 500 index's over the asot74tpm EDT. 4272012
pastfive years, but Ragsdale notes that the fund did better during the previous five  SEEMORETOOLS B

years. "Since 2008, it has been a very unusual market, making it more dificut to

add value as a stock picker,” he says. Some big funds that had recent setbacks ~ MAGAZINE

dontt concede that theyve made mistakes, either. Wit an excellent five-year
record, the $60 billion Templeton Global Bond fund (TPINX) had a terrible 2011
It was beaten by 96 percent of other intermational bond funds. The fund's manager,  [SaPMEA

Michael Hasenstab, says if he could go back and do 2011 over again, he would 50151 ;
make exacty the same bets

That's like getting 31 issues FREE!

SUBSCRIBE TODAY >>

Hasenstab's confidence aside, some firms are willing to make some adjustments
to the megafund model. Fidelity Magellan, formerly a $110 billion fund, has shrunk

to about $15 billion after a decade of bad performance. Last September the firm
brought in one of its veteran managers, Jeff Feingold, to help revive the fund

Whether Feingold can turn things around at Magellan remains to be seen; he's the 7 Bargain Summer Destinations
fund's third leader since its assets peaked in 2000, the fifth since Peter Lynch left
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Thether Feingold can furm Tngs around at Magelan remarns to be seen, he's e B e —
fund's third leader since its assets peaked in 2000, the fifth since Peter Lynch left
the helm in 1990. Feingold says he expects Magellan, under his leadership, to take

7 Tips For Landing Cheap Airfare

small positions in a lot more stocks than it does now. "Within a basket of those 0.2 Where the Vacation Industry Is Renovating
percent positions, my hope is that there will be some home runs," Feingold says.

The Best Credit Cards of 2012
Whatever reforms are taking place, investor attitudes toward megafunds might be

‘When Muni Bonds Run Dry

changing. It used to be that the bigger the fund, or the better known the manager,
the more investors gave the fund a try. But in 2011, people took more money out of
Pimco Total Return than they put in —for the first ime since the fund opened in TooLs
1987. Invesstors also yanked $33 billion out of the Growth Fund of America last

.
year. Kinsey, the financial adviser in Ohio, says his clients aren't questioning him
when he sells a fund, regardless of its size. "Afund is there to serve a purpose,” he 1
says. "If they stop serving a purpose, we are done with them.” = !
SRRl | p——— |
o Stock Screener Portfolio Tracker

Achartin the print version of "Too Big to Succeed” showed the wrong benchmark
for the BlackRock Global Allocation fund; it should have been compared with 1:;* your own buys and
“world allocation” funds, which it trailed from 20092011

see more TooLs
PREVIOUS | 1| 2 | B | NEXT

. HOW-TO GUIDES
FINANCIAL GLOSSARY Powerec by werdnik

Words used in this article: 0ross domestic product, fiscal year, mutual fund, . o )
management company, new mone, How to Find a Good Financial Adviser
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Stock market correlation leads
to 'closet' indexing

By Jason Kephart [in] mn 53] 2] | Reprints

September 30, 2012 6:01 am ET

Discover a hew
Maybe American Funds Growth Fund of America should be renamed American Funds Index Fund of ta ke on dlveYSIflcatlon

America Leam More »

That's because the $115 billion fund, the largest
equity mutual fund in the world, is tracking its

m The other Alzheimer's tragedy benchmark more closely than ever before
m REIT dividends at issue in suit

Related to this story »

oo
For Advisor Use Only. Not for Use with the Investing Public.

According to Morningstar Inc., the fund has the

Most Popular
dubious distinction of having a three-year R-
squared of 98 to the Russell 1000 Growth Index, EEED corened Latest
up from 77 five years ago. The R-squared u Jeffrey Gundlach's stolen -- then recovered
measures the strength of a statistical relationship. paintings
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options and futures. its benchmark index if its R-squared reaches 90. = Good Friday for Gundiach as police recover Al

stolen art

m opposed by financial industry

To be sure, American Funds Growth Fund of
America (AGTHX), which is run by Capital Group
Cos. Inc., is not entirely to blame — and is not

LEGAL More Popular »

alone. That's because the steady rise in correlations among stocks across the board is making it more
difficult than ever for actively managed funds to differentiate themselves from their benchmarks.

Our 20-year focu
And the 10 largest actively managed stocks fund in the world — which include the Fidelty Contrafund n investing in AREEEe(0s
(FCNTX), the T. Rowe Price Growth Stock Fund (PRGFX) and the BlackRock Equity Dividend Fund 2 g v
(MDDVX) — now have an average three-year R-squared of 97, up from 83 in 2007, Morningstar said us see more.

Believe it or not, those 10 funds are doing better than their peers. The average large-cap-blend fund has
an R-squared of 99.7.

“I don't think these fund managers have a choice,” said Brendan Clark, president of Clark Capital
Management Group Inc. “You could certainly take the position that they're closet indexers, but it's the
underlying condition of the market that's causing it.”

still, given how closely many large-cap managers are tracking their benchmarks, some advisers are
beginning to ask: Why pay the extra costs of active management?

“If 1 buy an active fund in the large-cap space, | want somebody who's going to do something over the
i Error on page, 3 @ internet Va- | mizn -
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Tong term To outperform,” Said Roger Woniner, a financral pranner at Asset Strategy Consutants. Wiy
pay 70 or 80 basis points for active management that doesn't give you much differentiation from the
index?”

The alternative to active funds, of course, is passive index funds or exchange-traded funds, which have
been drawing significant attention and assets over the past few years. Ironically, the popularity of passive
investing is one of the culprits behind the increased correlation that is making active managers' lives
more difficutt

Over the past three years, almost $150 billion has flowed into passive stock funds, while more than $300
billion has been withdrawn from actively managed stock funds

With passive funds, especially ETFs, investors can easily buy or sell a bucket of stocks, such as those in
the S&P 500, in a single trade. Some experts point to the growth of these funds, which had about $300
billion of inflows over the three-year period through July, as one of the drivers of the increased
correlation

DOWNSIDE PROTECTION

So there is the possibility that as investors continue to pile into passive investments, correlations will
remain high, which means that active managers will continue to struggle to add value and even more
money will move from active funds to passive funds

Still, there is one way that active managers can make a big difference, said Kevin McDevitt, a mutual
fund analyst at Morningstar
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money will move from active funds to passive funds. 3 Ameritas Investment Corp.

4. Berthel Fisher & Company Financial Services
Still, there is one way that active managers can make a big difference, said Kevin McDevitt, a mutual e
fund analyst at Morningstar

5. Broker Dealer Financial Services Corp.

Traditionally, people look to active managers to outperform the market, but he argues that differentiation View Full Ranking »
from a benchmark should be more about downside protection

After all, passive funds — unlike their active counterparts — can't do anything to defend themselves Upcoming Events
when the market is tanking Tuesday, October 2, 2012

Downside protection is one of the reasons that led Mr. Wohlner to rush some of his clients into the $5.5 Vebcast: From Rep to RIA: Exploring the Road
to Independence
billion Sequoia Fund (SEQUX) when it briefly opened to new investors in 2008. As the S&P 500 fell 37%

in 2008, the Sequoia Fund fell 27%. Tuesday, October 9, 2012
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jkephart@investmentnews.com Twitter: @ jasonkephart Workshops: Enhancing Profitability, Positioning
for Growth

Tuesday, October 9, 2012
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American Funds retools
approach to adviser market

By Jason Kephart
Sep 29,2013 @ 12:01 am (Updated 10:21 am) EST
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Print E-mail  Reprints 2 comments

After five years of outflows across its mutual funds
— to the tune of $242 billion — American Funds is
overhauling its approach to working with financial
advisers.

The company, which sells its funds through advisers,

plans to increase its internal sales force by 25% to
about 150 over the next six to eight months. American also is making a concerted
effort to be more open about its processes for picking stocks and the managers behind
its funds — marking a dramatic change of course for the intensely private company.

“Financial advisers expect more from managers now, and American Funds hasn't kept
up,” said Janet Yang, a mutual fund analyst at Morningstar Inc. “It's a very
competitive industry. You can find other managers who will give you the information
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Related to this story Last year, American Funds had net outflows of u wealth manager
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different perspective on American Funds' u custody

® Charitable incentives at risk
problems, consider this: With $33 billion in net

outflows, the company's flagship mutual fund —

Browse the Latest Careers »

Topics
mutual funds

American Funds Growth Fund of America
Companies

e s Dictoutore (AGTHX) — had more outflows last year than all

the funds at any single company.

ADVISERS WORRY

In total, since the end of 2007, American Funds has shed about 15% of its assets. |s Yl]ur Fil’m Paylng

The outflows have given advisers reason o be concerned Competitive Compensation
Eric Toya, vice president of wealth management at Trovena LLC, said that he is watching the and Employee Benefits?

American Funds in his clients’ 529 plans to see if the outflows create “hidden” costs, such as tax
consequences from forced selling or extra transaction costs.

“The biggest thing we're looking for is managing expenses,” he said

Of course, it doesn't help that American Funds' performance hasn't been consistent year in and year
Most Popular
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out. Last year, the company's average mutual fund beat 65% of its peers, up from 43% in 2010.
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you want.” 5. Shutdown fears create short-term buying
opportunities, market watchers say
The outflows at American “have been
Partner with the B/D-RIA that ranks: very notable,” Ms. Yang said. “At this
“Highest in Independent point, they're really just trying to change
ighest in Independen 3 . .
Advisor Satisfaction that story.” Introducing a flexible
Among Financial annuity product for
Investment Firms, . - ion-mi i
Three Times in a Row” American Funds, which is owned by The protection-minded clients.

Level
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with $1.15 trillion in mutual funds in 2007,
to being the third-largest today, with $993
billion as Aug. 31, trailing The Vanguard

Group Inc. and Fidelity Investments.

Capital Group Cos. Inc., has fallen from ' MetLife
being the biggest mutual fund company, Shield

%, COMMONWEALTH financial nework  commmonwealth.com

Changing business model

American, for its part, denies that its latest moves are in direct response to the @IN WIRE
outflows.

Christina Nelson Oct 01 04:21PM
“It's a renewed commitment to advisers,” said Matt O'Connor, director of distribution in ﬁ Social Security benefits and common-
North America for American Funds. law marriage: Oil and water? Mary Beth

Franklin looks into it. http://t.co/WTCvO0yrfzk

That renewal no doubt is being driven in part by the changing business models of
American Funds' core wirehouses and regional broker-dealer: InvestmentNews Oct 01 04:09PM





image78.png
]
Sa!

e & hitpy//wwwinvestmentnews.com/article/20130929/REG/309299996# - B
File Edit View Favorites Tools Help

InvestmentNews ~ NEWS & OPINION DATA & RESOURCES CAREERS EVENTS RESEARCH & STUDIES

Jeffrey Gundlach's DoubleLine posts

Advisers at those firms are moving rapidly away from traditional commission-based . X
R . biggest net withdrawals as investors
compensation to fee-based compensation.

continue to flee bonds: http://t.co/JMPgcsTaaQ
Asset-based fees are expected to make up 70% of wirehouse compensation by 2016,

up from 58% last year, according to a recent Cogent Research LLC study. At the CAREER CENTER

regionals, asset-based fees are expected to grow to 57% of business, from 42% last

year. CAREER Explore your opportunities and be

CENTER informed for your next move.
That shift presents complications for American Funds, which always has had the

majority of its fund assets in A shares that have front-end sales loads. Company Type |- Select - v
Firm Type - Select - v
“The way advisers conduct business today is just fundamentally different. The new Clearing Firm |- Select - v

business model has changed our interactions with advisers,” Mr. O'Connor said.

“Their expectations have gone up. They expect us to know more about them, more presenedty - Advisor Gl'Ollp
about their options and the platforms they use,” Mr. O'Connor said. “It's much more of
a consultative conversation.”

Most industry watchers agree that it is about time American took matters into its own MOST WATCHED VIDEO
hands.

D] Using alternatives to protect
“They have tended to be somewhat invisible,” said industry consultant Geoffrey against massive declines
Bobroff. (PP September 16,2013

Mary Beth Franklin: Adviser

cstment |
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“Now they're increasing their visibility in the marketplace,” he said. “They really need to misconceptions about Social
do that.” K Security claiming for couples

. . N N B R N Four jobs alternatives
Even though American is just now taking steps to increase its visibility, both in the L .
accomplish in a client's

media and in the home offices of advisers, it hasn't been idle behind the scenes. portfolio

In the past few years, American has launched a series of outcome-oriented funds of What do the most

successful advisory firms
funds, college target date funds for its Section 529 college savings plans, its first have in common?

separately managed accounts for advisers and three bond funds. Plus, it has a new

emerging-markets fund in the works.

UPCOMING EVENTS
That is a lot for a company that launched just three mutual funds during the mid-2000s

when its funds were selling faster than hotcakes. Tuesday, Oct 1

Webcast: Strategies for a Rising-Rate
. N , . . . Environment
The timing of American's commitment to getting the word out about its mutual funds
couldn't be better. Tuesday, Oct 8
Webcast: Income Investing: Investors No Longer
R Taking a 'Fixed' Approach
Active funds
Tuesday, Oct 15
The end of next month will mark the five-year span since October 2008 — the worst \PI(Veb;:a:_t: Adviser compensation and staffing:
- ) ey findings
month of the financial crisis — and five-year annualized returns of stock mutual funds

will reflect the dramatic growth since that date.

The average annualized five-year return for large-cap stock funds will jump from 0.57%

to more than 10%, based on returns through the end of August, according to

cstment |
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Morningstar.

Some predict that could lead to a resurgence of interest in actively managed stock
funds.

To state its case further, American recently released a study of its own funds'
performance and found that 73% of its stock mutual funds have beaten their respective
indexes over the 10-year period ended Dec. 31. Over the past five-year, three-year
and one-year periods, more than 60% have beaten their index.

“Our role is to advocate for the value of active management,” Mr. O'Connor said.

American's troubles began when the funds stumbled across the board in 2008, a
particularly painful turn of events, given that the company had earned a reputation for
being able to dodge downturns after doing so successfully during the technology
crash.

The mortal performance during the financial crash, combined with American's
reluctance to talk about its investment process outside the confines of its headquarters
and road shows, opened the firm up to competition from other mutual fund managers,
as well as index funds.

The increased transparency around its investment process, which will include detailed
reports on how each funds' management team is built, should go a long way. v
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“They've gone so many years with so little information about the funds' holdings,” Ms.

Yang said. “They're definitely moving in the right direction.”
Advisers are ready to welcome the changes with open arms.

“If they're willing to share more information and more insight into their funds, | don't see
a downside,” said Melissa Hammel, managing member of Hammel Financial
Advisory Group LLC, who has clients invested in several American funds.

In one sense, American is playing catch-up to Vanguard, which got a jump by
remaking its sales operation to work better with the growing number of fee-based
advisers. Last year, it began doubling its sales force to 220 and moving its sales
representatives into the field for the first time.

Since 2007, Vanguard has had more than $600 billion of inflows, dominance
reminiscent of American's glory days.

‘Won't embarrass you'

When Jim Johnson, a partner at Lighthouse Financial Planning LLC, was starting out
his career in the 1980s, a fellow broker told him, “If | only sold American Funds | would
never have lost a client.”

Mr. Johnson has held as much as half his clients' assets in American, but today only v
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never have lost a client.

Mr. Johnson has held as much as half his clients' assets in American, but today only
uses a couple of its bond funds. Still, he is open to adding American's bread-and-butter
equity funds again someday.

“You can give them money and they won't embarrass you,” Mr. Johnson said.

Although it is too soon to tell if the changes at American will pay off, the biggest factor
in a turnaround might be out of its control, Mr. Bobroff said.

“It depends on whether or not the equity markets continue to improve,” he said. “At the
end of the day, the likelihood is if the market's right, they should be a winner again.”

Jason Kephart = Email | @twitter | Linkedin | Google

Jason Kephart covers mutual funds, ETFs and investing. In a perfect world, he would

be quarterback of the Miami Dolphins.

‘ Load 2 comments ‘ v
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FINRA calls for firms to better manage

conflicts of interest

Mon Oct 14, 2013 8:09pm EDT

Oct 14 (Reuters) - Broker-dealers should better
manage conflicts of interest at their firms by more
closely monitoring broker compensation and
reviewing new financial products, among other
practices, according to findings published late
Monday by Wall Street's industry-funded watchdog.

he report on conflicts of interest in the broker-dealer industry, conducted
by the Financial Industry Regulatory Authority, follows from a process that
began last year when FINRA said it would begin requesting information
rom 14 firms.

The regulatory authority launched the review out of concern that certain

could lead to promotions of products that may not be the best choice for
investors.

& Libraries

financial incentives, including commission-based compensation to brokers,
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The regulator wanted to know, among other things, the types of procedures and controls in place at
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brokerages to prevent brokers from selling unsuitable products.

"If we find that firms have not made adequate progress, we will evaluate rulemaking to require
reasonable policies to identify, manage and mitigate conflicts," FINRA said in a statement along with
he report, noting that the report is intended to highlight effective practices for conflict management
hat go beyond regulatory requirements.

FINRA's effort is part of a recent examination strategy that aims to detect problems and effective
compliance practices in place throughout the securities industry. The regulator uses its findings to
provide guidance to the industry.

n the report, FINRA called for firms to disclose potential conflicts about new financial products "in
plain English," noting that such conflicts may be particularly troublesome when complex financial
products are sold to less knowledgeable investors, including retail investors.

FINRA also noted that firms could use "product agnostic" compensation grids to ensure brokers are
not favoring products with higher commissions, as well as to cap the credit a broker can receive for
a comparable product across providers.

The report follows recent efforts by FINRA to clamp down on another type of conflict: hefty bonuses
brokers may receive when asking their clients to join them when switching from one firm to another.
Switching firms could be costly to investors, who may have to sell certain securities, such as
brokerage-branded mutual funds, that are not available through their broker's new firm, FINRA has
said.

FINRA last month sent a proposal for review by the U.S. Securities and Exchange Commission for a
rule that would require disclosures to certain clients about those compensation arrangements. The
SEC must review and approve FINRA rule changes.
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“Some of our funds have not performed as well as we would like in the short term,” said American
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