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By Charles E. Nye, Partner
If your company has a 401(K) plan, the U.S.

Labor Department and certain members of
Congress want to know if you have a clear
understanding of the plan’s administrative,
investment, and expense fees.

In recent months, the issue of “hidden fees” has
received increasing scrutiny, particularly in the
aftermath of lawsuits seeking class-action status

against certain companies that offer 401(k) plans.
The suits allege that company management didn’t
understand the fees being charged and, as a result,
neither did their employees.

High fees can result in a significantly lower
balance in a worker’s 401(k) account after a
lifetime of work, say pension fund experts.

“Because of weak disclosure rules, most
workers don’t know how much they’re paying in
fees,” said Congressman George Miller 
(D-Calif.). He has announced plans to sponsor
legislation that would require improvements 
in the disclosure of retirement plan fees. 

The Bush Administration has
agreed in principle.

Fees “buried”
The fee structures of 401(k)

plans are often not explained to
either employers or employees and
are “masked” in terminology that
includes: “12 (b) (1)” fees, “soft
dollars,” “wrap fees,” “shelf space,”
and “class” of mutual fund shares.
“We have to ask whether all these
fees are necessary,” Congressman
Miller stated.

Conflicts-of-interest can arise
when any financial services provider (such as a
broker, bank, or insurance company) offers only
investments that generate fees for the provider. 

Continued on page 4

Employer alert: Feds propose
stricter disclosure of 401(k) fees
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Proposed federal legislation would require employers to be completely familiar with
the various fees imposed on their company’s 401(k) plan and passed on to employees. 

Overall U.S.Economic Picture Is Good,
Underlying Fundamentals Remain Solid

For example, disclosure-related problems may
exist with 401(k) plans offered by insurance
companies under variable annuity contracts. Fees,
cloaked in terminology such as “front-end” or
“back-end” commissions or “surrender charges,”
can be significant.

A solution exists
If legislation for enhanced disclosure of fees is

passed, employers will be required to comply with
new fee-disclosure rules. 

Fortunately, a solution already exists. It’s
Midwest Investment Management’s 401(k)
Investment Advisory Service which has expanded
rapidly, as more and more employers seek to
provide their employees with quality investment
choices and complete “transparency” of fees.
Employee contributions can be invested in: 

• A choice of mutual funds that our analysts
have carefully screened and selected for
performance and quality… and are available
without sales charges;

• Our proprietary Large-Cap Core Portfolio,™
a conservative “all-weather” investment option 

that invests primarily in the stocks of high-
quality, “blue-chip” American companies.

All management fees for our services are 
easy-to-understand, competitive, and disclosed
fully in advance. 

Bipartisan agreement
Although Democrats and Republicans 

in Congress have been sharply divided on 
almost every front this year, they seem to agree 
on the need for increased disclosure—
or “transparency”— of 401(k) plan fees.

So why wait for what appears to be inevitable?
Give us a call and let us provide a no-obligation
review of your company’s current 401(k) plan.
We’ll help you better understand your current
costs and identify ways your plan can be improved.
Perhaps we’ll endorse what you’re already doing,
or you may decide we’ve earned your business.

I invite your inquiry. 

◆ ◆ ◆

Chuck Nye has over 10 years experience helping
companies manage 401(k) plan assets. He can be
reached at (216) 830-1127 or cen@mimllc.com

By Joseph A. Harrison, CFA, Partner

Official statistics published in
April verified the evident slowdown
of the overall economy. However,
pleasant news included the
surprisingly strong first quarter
corporate earnings that were
reported during April; 65% of the
companies comprising the
Standard and Poor’s 500 Index
reported earnings above expectations —
a very clear indication that companies had not
allowed expenses to get out of hand during the
powerful, multi-year economic expansion. 
As the second quarter unfolded:

• The housing picture continued to darken 
as the inventory of unsold homes 
continued to burgeon, foretelling a much

longer period for weak housing
and potentially a more serious
decline in home prices.

• The outlook for consumer
spending remained muted,
particularly as gasoline prices rose
to record levels. 

• The employment picture remained
strong, although not to the extent 
of immediately preceding years.
The unemployment rate declined
to 4.5% and remained steady.

The global economy
Trade numbers also improved, indicating that

the U.S. economy was being pulled along by the
global economy, rather than American consumers
pulling the rest of the world. U.S. industrial and

Continued on page 4
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technology sectors are a prime beneficiary of this
change, as well as consumer product producers
with extensive overseas operations. 

Suddenly in early June, evidence that had been
gathering for several
months precipitated a
correction in the equity
market and a sharp jump
in domestic interest
rates.  As severe as the
housing recession has
been, it did not seriously
compromise overall
economic activity. 
The recovery in
manufacturing and
strong employment
picture made the
prospect of lower rates
fade to a tiny flicker. The
strength of the global
economy and the inflationary fears of foreign
central bankers resulted in higher interest rates
around the globe.

Potential fear
The possibility that the Fed may increase rates

to protect the dollar became more likely than
lower rates. The 10-year Treasury Bond Note,
which had sold at a 4.5 % yield in mid-March and
4.62 % as recently as April 30, spiked to 5.25% on

June 8, the outer limit bounding the decline in
rates over the last 25 years and a potential 
point of fear.

Higher interest rates would exacerbate an
already weak housing
market and put some
additional pressure on
profit margins.

Borrowing costs
Perhaps the most

frightening aspect of
higher rates is the 
effect they may have on
very heavily leveraged
and complicated trading
strategies of the trillions
of dollars invested 
in private equity and
hedge funds.

While it is necessary
to monitor the risks we

all face, the underlying fundamentals of the U.S.
economy and equity market remain solid.
Corporate profits and cash flows are strong. The
outlook for increased dividends is quite good. Full
employment and positive income trends should
support growing consumer spending. We
consider the current level of rates to be in
equilibrium with a moderately growing economy
and gradually lower inflation rates.

As gasoline prices rose to record levels this past spring,
the outlook for consumer spending remained muted.

2nd Quarter Economic Review
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“This event
always provides

us with additional
information …”

“The low turnover
strategy…reduces
trading costs for 

our clients.”

“Diebold…is
now on the road

to recovery 
and positioned 

to grow.”

“Eaton…
managers are

focused on
producing a

positive earnings
stream.”

By Robert J. Yaroma, Partner
The Partners of Midwest Investment

Management believe it is vitally important to meet
face-to-face with executives of corporations whose
stocks are held in our clients’ managed portfolios,
or are being evaluated.

In the weeks preceding publication of this issue,
my Partners and I met with executives and board
members of several corporations, including:

SHERWIN-WILLIAMS —This manufacturer
of paints and coatings for residential,
industrial, and automotive markets reported

excellent earnings for its 2006 fiscal year. Although
earnings in the first quarter of 2007 were a bit soft,
the overall outlook for 2007 is very good.

— This Cleveland-based
banking corporation continues to expand its
operations into the Sun
Belt and Illinois. Senior
management reported
that the mortgage-lending
unit is facing an
increasing number of
defaults. Executives and
board members I talked
with said they remain
committed to growing
earnings overall  and
additional out-of-state
acquisitions are possible.

CORPORATION — While attending
Eaton’s recent annual meeting, I met with several
members of top management who reported that
2006 earnings were “super” and the 2007 outlook is
rosy, despite a slowdown in sales to the 
heavy-duty truck market. Eaton is a manufacturer of
numerous components for the trucking,
automotive, aviation, and industrial markets around
the world. It remains an excellent company and 
its managers are focused on producing a positive
earnings stream.

KEY CORP — CEO Henry Meyer
reported that 2006 earnings were up considerably,
compared to 2005, and the corporate dividend 
was increased for the 42nd consecutive year. 
Under consideration: reducing the number of
corporate directors.

OM Group—Chairman and CEO Joseph
M. Scaminace reported strong financial results,
reflecting a major turnaround since he arrived two
years ago. OM Group is a leading producer and
marketer of value-added, metal-based specialty
chemicals and related materials around the world.

Scaminace said customer demand remains strong
across all product lines, and pricing remains
favorable. Other company officers and board
members reported that OMG will continue to
invest in valued-added business operations. 

—More than 800,000 Americans are
dependent on oxygen systems and the trend is
growing. Invacare hopes to fill that need with its
new HomeFill II home oxygen compressor system
that allows patients to fill their own high-pressure
oxygen cylinders. Meanwhile, Invacare faces
intense sales competition from overseas
manufacturers and recently refinanced its credit
line. I met with Invacare’s Chairman, President,
CFO, and several board members, and estimate the
quarter-to-quarter numbers will begin to look
favorable in the second-half of 2007.

— This
company, known best as a
manufacturer of ATM’s
and voting machines, is
emerging from a “rough”
couple of years. It is now
on the road to recovery
and positioned to grow.
After meeting with several
members of the
management team and
board of directors, I was
convinced they had

devised a worldwide strategy to regain the
company’s stature. New products and technology
for ATM’s lead the pack.

TARGET — Although based in Minneapolis, 
Target Corporation held its annual meeting

in Cleveland in May. My Partner, Al Meszaros, was
in attendance and met with CEO Bob Ulrich who
reported that Target plans to add 120 new stores in
2007, and double the company’s overall size by
2012. Al anticipates that Target’s unique pricing
and quality strategies will drive earnings over the
next five years.

The 21⁄ 2-day Northeast Ohio Chemical
Conference was attended by my Partner Norm
Klopp. He met with executives representing several
area corporations, including RPM, Lubrizol,
OMNOVA Solutions, Ferro, and Sherwin-Williams.
“Presentations included current strategic issues
and business trends,” Klopp reported. “None of
these stocks are currently held in client portfolios.
However, I was able to gather product pricing and
material cost data relative to other stocks held 
for our clients.” 
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Morningstar Conference Offers Vital Information

“Our face-to-face meetings with corporate leaders 
are very important in evaluating stocks 

for client portfolios,” says Robert J. Yaroma. 

Our Mission: Your Investment Success
At Midwest Investment Management, our

mission is to create investment success for 
our clients.

We have some excellent “tools” that we can put
to work for you!

To obtain a complete picture of your current
investment position and exposures, we can
conduct a Consolidated Accounts Analysis. This
computer-based program wil l  analyze 
all of your current equity, bond, and mutual 
fund holdings, regardless of where they are 
held, as if they were a single account. It can
identify weaknesses in your current portfolio,
such as being “over-weighted” in certain
investment classes.

With that information, we can structure an
investment strategy and allocation process that
fits your unique situation and goals.
The first tool

The foundation of most client investment
programs is our Large-Cap Core Portfolio.™

This is a diversified portfolio of about 33 
stocks issued by financially strong, dividend-
paying, “blue chip” corporations. All of the stocks
are purchased below our calculated fair value
price, in keeping with our disciplined style of
investment management.

The Large-Cap Core Portfolio™ is tax-efficient
because capital gains are taxed at a reasonable
15% rate, and paid only when stocks are sold.
This reduces your tax liability. The low turnover
strategy of the portfolio also reduces trading
costs for our clients.
The second tool

The second tool  is our Best Funds Program™
whereby we offer independent, conflict-free
advice to select, allocate, and monitor mutual
funds. This service is available to anyone who
wants to diversify their existing portfolio—
either by asset class, or by a selected group of
fund managers.

The Best Funds Program™ is also available to
endowments and to companies with 401(k) plans.
The third tool

Exchange Traded Funds (ETFs) are another 
tool we can use to offer low-cost diversification. 
These funds are tax-efficient because they 
are taxed only when sold. In addition to mid-cap 
and international asset classes, ETFs offer access
to more unusual strategies, such as private 
equity placements. 

Unbiased advice
Not to be overlooked is one additional, yet very

important, component of our investment
management program. Because we do not receive
any commissions, fees, or incentives from any
mutual fund or other company, our investment
counsel is unbiased, free from any conflict-
of-interest, and solely in the best interests of 
our clients.

◆ ◆ ◆

If you are not currently a Midwest Investment
Management client, let Al Meszaros implement a
strategy to create investment success for you using
the comprehensive tools at his disposal. He can be
reached at (216) 830-1133 or elm@mimllc.com

By Elmer L. (Al) Meszaros, CFA, Partner

At Midwest Investment Management, our goal is to help
every client grow their portfolio over the long term.

Reflections On Our Meetings With
Corporate Leaders in Northeast Ohio
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By Elmer L. (Al) Meszaros, CFA, Partner
CHICAGO, IL – The annual Morningstar

Conference held here June 27-29 was on this
year’s “must-attend” list. 

This event always provides us with additional
information, insight, and opportunities, allowing
Midwest Investment Management to better serve
its clients.

The conference was a terrific venue for
conversations with prominent investment 

experts from across the United States and
meetings with mutual fund managers—especially
if their fund is in our proprietary Best Funds
Program™. The meetings helped me determine if
their current investment strategies remained
consistent with previously stated goals. 

Because of increasing investor interest, this
year’s conference agenda included an increased
number of panel discussions about investment
opportunities outside the U.S.




