Management expense ratio (MER) of a Mutual Fund
Management expense ratio (MER): A measure of the total costs of operating a fund as a percentage of average total assets.

The management expense ratio is the cost an investor has for investing in a mutual fund. An (MER) can normally be divided into two main parts:

1. Management Fee to the Fund Company. Included in the management fee is the trailer (service) fee paid to the dealer/broker. 

2. Operating Expenses to manage the fund

When you see the returns of a mutual fund published in a newspaper or on line, normally the returns are after the MER has been deducted within the fund (note: there are some exceptions).

An example is:

Fund Earnings before expenses 10.0 %
The MER of the Fund 2.00%
Reported Net Returns 7.00 %

What makes up the Management Expense Ratio of a Mutual Fund?

1. Management Fee
The management fee is the fee that the fund manager charges to manage the money within the fund on behalf of the investors. This is normally a set %, and is deducted on a monthly basis. As an example, the following are some of the Canadian Equity and Fixed Income management fees for popular funds:

	Fund
	Type
	Management Fees

	Canadian Growth Fund
	Canadian Equity
	2.00%

	Canadian Bond Fund 
	Canadian Bond
	1.00%


1a) Trailer (Service Fees)
From the management fees, the fund company will pay to the advisor's firm an ongoing trailer fee. The amount of this ongoing fee depends on, among other things, the way the fund is initially purchased and the type of fund.

The service fee paid to the advisor firm is based on the initial purchase option.  As an example of the above funds:

	Fund
	Type
	Service Fee if Purchased Front End
	

	Canadian  Growth Fund
	Canadian Equity
	1.00 %
	

	Canadian Bond Fund 
	Canadian Bond
	0.50 %
	


Remember that the trailer or service fee is normally included in the management fee of the mutual fund. The exact specifications for each mutual fund is outlined its individual prospectus. The trailer fee or service fee is normally paid to the advisor's dealer or broker on a monthly or quarterly basis. 

2. Operating Expenses
Another component of the expenses that the fund will deduct is the operating expenses of the fund which can include:
· Brokerage commissions and fees 

· Taxes, including GST, income and foreign withholding taxes 

· Transfer agency fees 

· Accounting, audit and legal fees and expenses 

· Interest expenses 

· Safekeeping and custodial fees 

· Investor servicing costs for call centers, annual and semi-annual reports, prospectuses and other reports. 

The operating expenses are the actual costs and this means that the MER can change from one year to the next.

3. Total Management Expense Ratio %
What you see reported in the media is the total MER of the funds and it can be divided into expenses and management fees as follows:

MER = Operating expenses and Management fees
As an example:

	Fund
	Type
	MER 
	Total Expenses
	Management Fees

	Canadian Growth Fund
	Canadian Equity
	2.38%
	0.38%
	2.00%

	Canadian Bond Fund 
	Canadian Bond
	1.25%
	0.25%
	1.00%


The management fee is outlined in the prospectus and cannot be changed without approval by the unit holders, however, the operating expenses are based on the actual costs so the MER is not fixed and will vary as the expenses vary.

Summary:
The key factor to remember is that the total fees charged by a fund are outlined in each fund's prospectus, and this should be reviewed carefully and understood. If you are using an advisor, he/she is paid from the ongoing service fee, so you should expect a certain level of service from them.

