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1 Introduction
The ability to add or remove fees from a return series has long been requested by our clients. StyleAD-
VISOR 8.5 has added the ability to apply fees to a return history in the “select managers” dialog box. We
show this new dialog box in Figure 1.

In Figure 1, a value in the “Annual Fee (%)” column is applied to the return series as an annualized
value. The “Applied” column gives the frequency at which the fee is applied. We determine the fee to
apply by taking the annual fee and dividing it by the number of periods in a year. For instance, if the fee
is 1% applied quarterly, then 0.25% is applied each quarter.

The purpose of this document is to explain the precise meaning of these parameters, and to also explain
the mathematics that StyleADVISOR uses to modify a return series if a fee adjustment has been requested.

2 Annual Fee (%) and deannualization
The amount of the fee to be removed is specified in terms of an approximate annual rate that we call the
“annual fee”. We convert the annual fee into a periodic fee by dividing the annual fee by the number of
periods in a year.

For example, if the annual fee is specified to be 1%, and the periodicity of the fee is specified to be
quarterly, then we will apply a fee of 1%/4 = 25 basis points at the end of each quarter. This is true no
matter if the underlying return series is monthly or quarterly.

As another example, if the annual fee is specified to be 0.96%, and the periodicity of the fee is specified
to be monthly, then we will apply a fee of 0.96%/12 = 8 basis points each month.
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Figure 1: The Fee-Adjuster dialog box which is being introduced in StyleADVISOR 8.5. The meaning of the
Annual Fee (%) column is discussed in §2, the Applied column is discussed in §3 and the implications of the Begin
and End Date columns are discussed in §4.

3 Applied: which returns are adjusted
The “Applied” column specifies how often, and when, the fees are applied to the underlying return series.
StyleADVISOR 8.5 will provide five options for Applied:

1. Annual: Fees are applied once a year, to the last return of each year. i.e. to the December return for
a monthly series, or to the Q4 return for a quarterly series

2. Quarterly: Fees are applied at the end of each calendar quarter. All returns in a quarterly series are
modified. March, June, September and December returns are modified in a monthly series.

3. Monthly: Fees are applied to each month of a monthly series. Can not be specified for a quarterly
series.

4. Front Load: The fee is applied to the first return in the history or the first return in the analysis
period, whichever is later. The full annual fee is applied – there is no attempt to deanualize the fee.

5. Back Load: The fee is applied to the last return in the history or the last return in the analysis period,
whichever is earlier. As with a front load, we apply the full annual fee.

As of version 8.5, it is not possible to apply fees to a daily return series.

4 Begin and End dates: proration and when fees are applied
We give clients the ability to select the exact begin and end dates that the fee is to affect. Obviously, only
returns with a date greater or equal to the begin date and less than or equal to the end date will have a fee



applied to it. If nothing is explicitly entered for a begin or end date, the begin date defaults to the start of
the analysis period, and the end date defaults to the end of the analysis period. Note that the start of the
analysis period need not be the same as the start of the return history.

The interesting question of proration occurs if the begin or end dates are not aligned with a scheduled
fee application date. For begin dates, we apply a simple linear proration. For example, if a 12% annual
fee applied annually has been specified, and the start date is November, then we will apply a fee of
2/12×12% = 2% to the December return.

As another example, consider a series that starts in February, and we apply an annual fee of 12%
applied quarterly. In this case, the March fee will be 2/3×3% = 2%, with all future quarterly fees being
3%.

We do no prorating for the fee adjuster end date. The full fee will be applied to any date before the
end date (unless that fee was prorated due to the choice of fee start date), and any stub months after the
last scheduled fee will effectively be fee-free. For example, if we are applying a quarterly fee to a series
that ends in May, the normal fee will be applied in March, and nothing will be done to the April or May
returns.

Keep in mind that the default start date is the start of the analysis period, not the start of the return
history. This means that proration of the first fee may change when you alter your analysis period.

5 How we apply fees to a return
We apply fees by compounding together the fee and the return, not by subtracting the fee from the return.
The reason for this is that if we have a given fee f , and a return r, the fee-adjusted return r′ is given by

r′ = (1− f )(1+ r)−1 = r− f − r f (1)

If the origin of Equation 1 is not immediately clear, consider the following situation. If you enter a period
with an account value V , the value of the account after gaining a return r is V ′ = V +V r. If a fee is then
taken, the amount of the fee will be f (V +V r). Thus the total account value at the end of the period is

V ′ =V +V r− f (V +V r) =V (1+ r− f − r f ) (2)

You also derive Equation 2 by first taking the fee and then applying the return. It turns out that the ordering
of those two operations makes no difference at all.

We understand that some practitioners will approximate Equation 1 by

r′ ' r− f (3)

Approximation 3 is perfectly reasonable as long as the product |r f | remains small. However, we can
not make the guarantee that the product |r f | will be small compared to |r− f | in all scenarios in which
StyleADVISOR may be used. Thus, we do not offer the option of implementing fees via approximation
3: all fees in StyleADVISOR are applied via Equation 1

6 A note on our “Annual Fees”
The “annual fee” you specify in the fee adjuster dialog box is not the effective annual fee, or the difference
between the cumulative return of the return series after one year with and without the fee applied. Consider



a year with four quarterly returns, r1, r2, r3, and r4. If we were to then apply a quarterly fee f , The effective
annual fee would be the feff that solves the following equation

(1+ r1)(1+ r2)(1+ r3)(1+ r4)(1− feff) = (1+ r1)(1− f ) (1+ r2)(1− f ) (1+ r3)(1− f ) (1+ r4)(1− f )
(4)

which is clearly
feff = 1− (1− f )4 = 4 f −6 f 2 +4 f 3− f 4 (5)

Our deannualization scheme is such that our annual fee is approximately the effective annual fee, and
given by

feff ' fannual = 4 f (6)

Equation 6 is in widespread use in the industry, so we also implement deanualization in this manner as a
convenience to our clients.

fannual is the value to be entered into the fee-adjuster dialog box. StyleADVISOR internally converts
fannual to the period specific fees f .


