
  
 
 
Following the introduction of the Retail Distribution Review (RDR) we have seen a number of terms 

used to describe fund costs and charges.  As fund costs represent an important element of the cost of 

managing a portfolio it is important to understand the differences between the various measures. 

 

AMC (Annual Management Charge) 

 

Pre RDR most funds quoted fund costs in the form of an Annual Management Charge or AMC.  This 

included the fund manager charge, a platform or administration fee and an adviser charge.   

 

A typical (pre-RDR) AMC of 1.5% per annum was often described as being made up of a fund manager 

charge of 0.75%, a platform fee of 0.25% and an adviser charge or trail commission of 0.5% per 

annum.  In practice many of the larger platforms had negotiated a slightly larger share of the total cost 

and hence most fund managers received slightly less than 0.75% of the total charge. 

 

For investments made since the introduction of RDR, these three elements are “unbundled” into three 

separate costs, and new fund AMCs represent only the fund manager charge.  Most groups quote fund 

charges of 0.75% to 0.85% per annum for their actively managed funds.  As most fund groups were 

receiving slightly less than 0.75% before RDR, this represents a small but significant price increase.  

Over time we would expect fund management charges to decrease as a result of increased visibility 

and competition.   

 

In any event it is important to understand that the AMC is a useful guide to fund manager charges but 

it excludes a number of real costs that are paid by investors in these funds.   

 

TER (Total Expense Ratio) 

 

The TER of a fund includes the basic fund management charge (AMC) and a number of additional costs 

such as audit and legal fees, plus commissions paid to analysts for research and performance fees.   

Including this extra layer of charges is helpful but the term Total Expense Ratio is slightly misleading as 

there are additional costs which are not included in the “total” figure such as the dealing costs 

discussed below.  

 

Passive funds tend to have lower AMCs and TERs than actively managed funds; however it is important 

to recognise the limitations of the reported figures.  For example in the case of one major passive fund 

manager the quoted costs of their passive funds are currently subsidised by the American parent 

company.   

 

OCF (Overall Cost of Fund) 

 

The OCF was introduced in 2012 in response to European regulations and includes the cost of 

investment management and administration, plus other costs of running the fund, such as fees for 
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regulators and auditors.  However, the OCF does not necessarily capture all costs, for instance, 

performance fees are not included and these can be as high as 20%, typically subject to a high water 

mark.  

 

Dealing Costs 

 

None of the above measures include the dealing costs associated with the management of a fund’s 

portfolio.  These costs can be fairly substantial and many tracker funds are misleadingly marketed as 

being “low cost” based on their TER or OCF, when they actually have much higher costs when dealing is 

taken into account.   

 

An FSA report estimated that the costs of a fund turning over 100% of its portfolio each year would add 

a further 1.8% to the cost of the fund each year1.  Dealing costs can be high for synthetic tracker funds, 

which use swap-based contracts to guarantee they match their indices’ performance, because of the 

swap fees and collateral costs incurred.  This is reflected in a material “tracking error” or performance 

differential between the fund and the index it is supposed to track, but there is no regulatory 

requirement for this to be published.  

 

In practice many of our preferred funds tend to have lower levels of portfolio turnover than the market 

average and hence it is possible for the total costs of an actively managed fund to be lower than a “low 

cost” passive fund with high levels of turnover.   

 

Fund Performance and Valuations 

 

The actual costs and charges paid out of the funds we recommend are important but so is the 

performance of the underlying portfolio.  In our experience there are funds where the extra 

performance achieved by the best active fund managers outweighs the additional charges incurred. 

 

There are funds which market themselves as actively managed, but which are closely tied in make-up 

and performance to their benchmark indices. These are colloquially known as “index-huggers” or 

“closet-trackers” and the higher AMC charged by these funds cannot be justified, especially when the 

hidden additional dealing costs are taken into account.  We undertake rigorous research to ensure the 

funds we select are genuinely outperforming their peers and their benchmark.   

 

The performance figures and valuations we produce for clients take all costs and charges into account, 

including dealing costs and other expenditure not captured by measures of AMC, TER or OCF. We work 

hard to identify funds and fund managers that outperform net of all charges and costs – and the strong 

performance of our fund choices over the last few years suggests that we’ve had some success to date.  

 

 

Martyn Torevell and Georgina Ogilvie-Jones 

 

October 2013 

                                                 
1
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This document reflects the general views and opinions of Dewhurst Torevell & Co. Ltd only and these are subject 
to change without notice. This document and its contents do not constitute advice or a personal recommendation 
and do not take into account individual client circumstances or needs. If you are unsure about the suitability of 
any investment you should contact us for advice.  
 
Our research is undertaken and views are expressed with all reasonable care and are not knowingly misleading. 
Any information provided in this document is obtained from sources that we consider to be reasonable and 
trustworthy but accuracy cannot be guaranteed. 
 
The value of investments can go down in value as well as up, so you could get back less than you invest. It should 
be remembered that past performance is not necessarily a guide to future performance. 
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