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SLIDESHOW

BY JEFF BENJAMIN

WITH SUMMER all but 
over, the financial mar-
kets roll into the dreaded 
month of September, which 
leads into the contentious 
midterm-election season, 
which has financial advis-
ers paying extra-close at-
tention to client portfolios.

“I’m not worried, I’m just 
more conservative than I 
was six months ago, and I’m 
allocating client portfolios 
to more conservative invest-
ments,” said Rockie Zeigler, 
founder of RP Zeigler In-
vestment Services.

While some advisers are 
tilting portfolios toward a 
more defensive position, 
other advisers are adopting 
a strategy of reducing the 
risk exposure in existing 
portfolios, while staying 
aggressive with new mon-
ey coming in.

“We’ve been reallocating all 
along; as markets have gotten 
pricier we’ve been reducing do-
mestic equity positions and mov-
ing more money to international 
and emerging markets,” said Da-

vid Demming, president of Dem-
ming Financial Services.

With the S&P 500 Index up 
nearly 325% since the March 
2009 low, every new market high 
can generate fresh anxieties. 
Couple that with the arrival of 

September, historically the worst 
month for stocks, and financial 
advisers can easily justify some 
defensive posturing.

For some perspective, consider 
that since the end of World War II, 
the S&P 500 has averaged a Sep-

tember decline of 0.62%. 
September is the only 
monthly with a negative 
average stock market per-
formance, posting positive 
returns only 43% of the time.

MIDTERM ELECTIONS
The outlook is even worse 
when the data are nar-
rowed to only include Sep-
tembers during midterm 
election years. Over the 
past 18 midterm election 
years since 1945, the S&P 
has produced an average 
decline of 0.90% in Sep-
tember, according to Sam 
Stovall, chief investment 
strategist at CFRA.

Even worse, during 
Septembers leading up to 
a change of the majority 
party in Congress, which 
is expected this year, the 
S&P dropped by an aver-
age of 1.8%.

“Whether you look at all 
Septembers or just midterm Sep-
tembers, it’s bad,” said Mr. Stovall. 
“The midterms are key for one 
word, uncertainty. But don’t head 
for the hills, because the fourth 

EDITOR’S NOTE

Calling all Best Places to Work

D o you love getting up every morning and 
going to work? Do you find inspiration 
among your bosses and colleagues? Is 

your firm a great place to work? 
If so, your firm is exactly what we are looking 

for as we embark on putting together our 2019 list 
of Best Places to Work for Financial Advisers. 

Firms can nominate themselves for national 
recognition for their efforts to attract and retain 
great talent. Through this initiative, we’ll high-
light companies that have successfully engaged 
their employees through new and innovative 
workplace practices.

Our list will become a go-to resource for 
those looking for a superior work environment 

and those who want to see how their firms’ practices stack up.
To take part, simply go to INBestPlacestoWork.com and register. In 

mid-October, you will be sent a link to a comprehensive survey that asks 
about your firm’s working environment, benefits, company culture and 
other key areas. This survey has been developed by an outside consultant 
with input from InvestmentNews and leading industry executives.

Once the form is completed and returned, your employees will be 
invited to fill out a survey that will get at what they really love about 
working at your firm. 

This is by far one of the most exciting initiatives ever launched by 
InvestmentNews. When our list is published April 1, your firm could be 
in the spotlight. InvestmentNews intends to promote the firms through 
an aggressive multimedia campaign, including video and social media. 

In order to take part in the survey, an RIA or IBD must have been in 
business a minimum of one year and have at least 15 employees.

So go ahead and register to participate. What have you got to lose? 
There is no cost to take part in the survey, and you just might find your 
firm on next year’s winners list. 

fgabriel@investmentnews.com, Twitter: @fredpgabriel
CONTINUED ON PAGE 22

FRED GABRIEL
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Markets face dreaded September

Adviser bills to get 
stuck in partisan muck 
BY MARK SCHOEFF JR.

LEGISLATION THAT WOULD reform how advisers are 
regulated, increase contribution limits for health savings ac-
counts and strengthen retirement security could fall victim to 
a tight congressional calendar or partisan divisions this fall.

In late July, before departing for its summer recess, the 
House approved a bill that would require the Securities and 
Exchange Commission to change the way it assesses the im-
pact of its rules on small investment advisory firms. It also 
passed legislation that would raise the contribution limits 
for health savings accounts.

This week, House leaders are expected to introduce a 
so-called Tax Reform 2.0 bill that would encourage the use 
of annuities in 401k retirement plans, among other retire-
ment-security provisions.

The fate of those measures depends largely on whether the 
Senate has the time and bipartisan will to address them. The 
number of business days remaining in the congressional ses-
sion is dwindling, and the Senate priorities are federal spend-
ing and the Supreme Court nomination of Brett Kavanaugh. 

A major challenge facing the adviser-related legislation 
is a “truncated runway,” said Jason Rosenstock, a partner at 

WASHINGTONWATCH

‘Banana-peel month,’ with some historically big stock slips, puts advisers on guard

CONTINUED ON PAGE 24

“THE CHANCES ARE 50-50 ON RAISING 
HSA CONTRIBUTION LIMITS.”
ROY RAMTHUN, PRESIDENT
HSA CONSULTING SERVICES

Cover: Chris Whetzel
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BY BRUCE KELLY

LAST MONTH, Merrill Lynch said 
it was reversing its ban on com-
missions in individual retirement 
accounts now that the Department 
of Labor’s fiduciary rule is official-
ly dead. 

It turns out the home of the 
thundering herd is not the only 
retail brokerage firm to realign its 
sales policies regarding commis-
sions in the wake of the demise of 
the DOL fiduciary rule. 

Commonwealth Financial Net-
work, a leading independent bro-
ker-dealer that said in 2016 it was 
considering a ban similar to Mer-
rill Lynch’s, said last week that 
the discussed ban on commission 
never took effect because the rule 
was never fully implemented. 

“In light of the Department of 
Labor fiduciary rule being over-
turned — and consistent with our 
belief that the fee or commission de-
cision should reside between the ad-
viser and the investor — we are con-
tinuing to allow commission-based 
business,” Commonwealth CEO 
Wayne Bloom wrote in an email.

Meanwhile, JPMorgan Chase & 
Co. confirmed last Thursday that it 

is relaunching its full-service bro-
kerage IRA offering, meaning that 
advisers will once again be able 
to charge clients commission. In 
March 2017, JPMorgan had said it 
was moving ahead with its plan to 
drop commissions in accounts that 
used financial advisers. 

DOL FIDUCIARY RULE
The DOL’s fiduciary rule was one 
of the most hotly contested regu-
lations in the securities industry’s 
recent history. Consumer groups 
fought for it, saying it would bet-

ter protect clients, while brokerage 
firms warned it would raise costs 
and drive up the price of invest-
ment advice for retail investors. 

In June, the U.S. 5th Circuit 
Court of Appeals confirmed a 
March decision to strike down the 
Labor Department’s fiduciary rule. 

The court issued a mandate 
making effective the March 15 split 
decision that vacated the DOL reg-
ulation. The court majority held that 
the agency exceeded its authority 
in promulgating the rule, which 

BY RYAN W. NEAL

BACKEND BENCHMARKING has 
released a new report that ranks 10 
of the largest robo-advisers. 

The research firm is best known 
for its quarterly “Robo Report,” 
which analyzes the allocation and 
performance of the portfolios of 
each digital adviser. The new rank-
ing adds in a qualitative review of 
the robos’ platforms, services and 
features to determine a more com-
prehensive score. 

Backend Benchmarking limits 
the report to firms with two years’ 
worth of collected data. Vanguard’s 

Personal Advisor Services took 
home the honor for “best overall 
robo,” with Betterment coming in 
as the runner-up, and SigFig earn-
ing an honorable mention. 

Acorns was in 10th place, but 
earned a runner-up nod for “best 
robo for first-time investors,” be-
hind Betterment. 

 The qualitative side of the re-
port looked at financial planning, 
user interface, access to live advis-
ers, transparency and conflicts of 
interest, and account minimums. 
For the qualitative portion, Back-
end Benchmarking used a pat-
ent-pending “normalized bench-

marking” method that controls for 
differences in equity allocation.

“We wanted a way to distill a lot 
of different data on the top 10 robo 
advisers into a simple scoring sys-
tem that made it easier for inves-
tors to draw on conclusions,” David 
Goldstone, a research analyst at 
Backend, said in a statement. 

BEYOND PERFORMANCE
Several of the digital advice firms 
featured applauded Backend 
Benchmarking for going beyond 
returns and taking a bigger look at 
the value offered. 

“I think it really helps consum-
ers think through the providers 
and the different pros and cons,” 
said Mike Sha, CEO and co-found-
er of SigFig. 

However, the firms still take is-
sue with including performance as 
part of the ranking. A chief com-
plaint is that two years is far too 
short a time frame for a fair analy-
sis of performance. 

“I understand why they include 
it as a pretty meaningful part of the 
score. Ironically, SigFig has always 
been at the top of their lists, but I 
actually think it’s pretty noisy,” Mr. 
Sha said. “Past performance is not 
predictive of future performance, 
but fees and tax efficiency are con-
sistent.” 

Mr. Goldstone responded to the 
criticism by saying this is only the 
first edition of the ranking, and 
that results will evolve over time as 
the methodology is perfected and 
more data are collected. 

“I would ask back to them, ‘Is 
the expectation that no one judges 
their performance for the first five 

CONTINUED ON PAGE 24
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Commissions OK at Commonwealth
Firm joins JPMorgan, Merrill in re-evaluating use in retirement accounts

FIDUCIARYFUTURE

BY GREG IACURCI

THE DEPARTMENT of Labor’s 
fiduciary rule led to “tremendous” 
losses for brokerage and other in-
vestment firms, causing billions 
of dollars to be shed from their 
market valuations as investors 
feared the rule would hurt profit-
ability, according to a new report. 

The report examines the stock 
prices of 36 publicly traded bro-
kerage, mutual fund and life in-
surance companies, finding that 
they lost a total $14 billion in val-
ue as a direct result of the fiducia-
ry rule. 

That correlates to a 2.5% loss 

in the group’s overall market cap-
italization, which was $571 billion 
as of mid-February 2015, days be-
fore President Barack H. Obama 
directed the Labor Department 
to propose its conflict-of-interest 
rule governing investment advice 
in retirement accounts.

The report’s four co-authors 
— Cliff Moll, Robert Kunkel and 
Bruce Niendorf of the University 
of Wisconsin Oshkosh, and Kris-
tine Beck of California State Uni-
versity in Northridge — dub the 
fiduciary rule’s market impact the 
“Obama Effect.”

“We find a large Obama Ef-

DOL rule caused $14B  
in stock losses for firms

INVESTINGINTELLIGENCE
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BY SARAH MIN

Growing up in Washington, 
D.C., Keith Beverly felt he 
was given opportunities 

that others weren’t. He was re-
cruited by the Maret School, a 
prestigious private 
school, and at-
tended on a needs-
based scholarship. 

His single moth-
er worked two 
jobs — as a pub-
lic school teach-
er during the day 
and at a nonprofit 
that helped at-
risk mothers and 
children in the 
evenings. Despite 
wanting to help out 
financially, he and 
his mother lived by a code. 

“It was just an understanding,” 
Mr. Beverly said. “My role was to 
go to school and get good grades, 
and her job was to put a roof over 

my head and clothes on my back 
and food in my stomach.” 

 Mr. Beverly, 38, became in-
terested in the finance indus-
try at a young age. At 15, he 
bought his first shares of stock, 
and ended up losing $800 — his 

summer earnings 
from working as a 
groundskeeper at 
his school. 

“At that point, I 
decided I wanted to 
be more informed,” 
he said. 

LOTS OF BOOKS
After his freshman 
year at Carnegie 
Mellon University, 
he spent his summer 
reading books on 
investing, including 

Peter Lynch’s “Beating the Street” 
and “One Up on Wall Street.” 

At Carnegie Mellon, he started 
an investment club for the Nation-

Financial education to 
stoke wealth creation

 CONTINUED ON PAGE 22

THIS STORY is part 
of an ongoing initia-
tive by Investment-
News to cultivate 
a financial advice 
profession in which 
diverse perspectives 
are welcomed and 
respected, and 
industry best practic-
es are shared across 
organizations.

 CONTINUED ON PAGE 24

Robo ranking adds factors, 
but still ruffles feathers 
Vanguard’s offering tops list, which looks at 
platform and services in addition to returns  

FINTECH
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BY GREG IACURCI

THE PRESIDENT INCHED open 
multiple-employer plans a step 
closer to reality Aug. 31 when he 
signed an executive order directing 
government agencies to make it 
easier for small employers to offer 
these retirement plans. 

If the Labor and Treasury De-
partments succeed in this endeav-
or, it would be a game changer for 
advisers and the retirement indus-
try, experts said. Open MEPs would 
help advisers drive down costs, 
administrative headaches and fi-
duciary liability for clients, which 
would encourage more employers 
to offer retirement benefits to their 
workers, they said.  

“I think it will change how busi-
ness is done, especially in the small 
end of the market,” said Terrance 
Power, president and CEO of The 
Platinum 401k Inc., a third-party 
administrator. “It’s pretty clear this 
is the direction the Trump adminis-
tration wants to go.”

Multiple-employer plans, or 
MEPs, let employers band togeth-
er to offer a common retirement 
plan to employees. Opening MEPs 
would eliminate a current “nexus” 
requirement and allow unaffiliated 
employers to join together, rather 
than limiting MEPs to groups of af-
filiated employer, like law offices or 
medical groups. 

SEVERAL BENEFITS
Expanding access to open MEPs to 
more employers has several bene-
fits in the industry’s eye. Here are 
three major ones: cost reduction for 
items such as investment manage-
ment and record keeping as a result 
of the pooling of assets; simpler 
and less-expensive plan adminis-
tration, since employers wouldn’t 
need to undergo individual 401(k) 
audits or file their own Form 5500; 
and a reduction in fiduciary liabil-
ity, since the employer would no 

Advisers back Trump on retirement

Open MEPs 
would be a 
game changer

BY MARK SCHOEFF JR.

INVESTMENT ADVISERS sup-
port President Donald J. Trump’s 
effort to allow people to keep mon-
ey in their retirement accounts 
longer. 

At an Aug. 31 event in Charlotte, 
N.C., Mr. Trump signed an execu-
tive order directing the Treasury 
Department to review regulations 

that require savers to start taking 
money out of 401(k) and individu-
al retirement accounts by the age 
of 70½. The agency will determine 
whether the age limit should be 
raised to better match life expec-
tancy.

Another part of the retire-
ment-security executive order di-
rects the Treasury and the Labor 
Department to issue regulations 

that would make it easier for small 
companies to offer retirement 
programs for their workers. The 
revised rules would enable more 
companies to participate in multi-
ple-employer plans, which reduce 
costs and administrative burdens. 

Many advisers were receptive to 
adjusting required minimum distri-
bution requirements.

“A lot of clients don’t want to 

take the money out; they’re forced 
to take it out,” said Edward Sny-
der, president and co-founder of 
Oaktree Financial Advisors. “Giv-
ing them the flexibility to leave the 
money in and grow would be wel-
come to them.”

Many of Jim Oliver’s clients 

work until they’re well into their 
70s or 80s. When they have to take 
RMDs, they then have to mitigate 
the tax effects of doing so.

“They would prefer to leave it 
in there and use it later for the pur-
pose it was meant for, which is to 

Executive order seeks to ease distribution rules and help small employers

RETIREMENTPLANS

RETIREMENTPLANS

CONTINUED ON PAGE 19
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Not FDIC/NCUA insured • May lose value • Not bank/CU guaranteed 
Not a deposit • Not insured by any federal agency

CNC18955 09/17

People trying to save for the future face many obstacles. A variable annuity with the purchase 

of an add-on benefit1 can help address many of these challenges. So, isn’t it worth the time to 

understand a product that can provide a protected lifetime income stream2, growth potential, 

and even the comfort of leaving money to loved ones?

IF YOU THINK AN ANnuity is

HARD TO EXPLAIN,
Try telling a client

THEY may RUN 
OUT OF INCOME.

Visit Jackson.com to learn more about how you can help your clients create lifetime income.

Before investing, investors should carefully consider the investment objectives, risks, charges and expenses 
of the variable annuity and its underlying investment options. The current contract prospectus and 
underlying fund prospectuses, which are contained in the same document, provide this and other important 
information. Please contact The Company to obtain the prospectuses. Please read the prospectuses carefully 
before investing or sending money.
1Optional benefits are available for an extra charge in addition to the ongoing fees and expenses of the variable annuity. The long-term advantage of the optional benefits will vary with 
the terms of the benefit option, the investment performance of the variable investment options selected, and the length of time the annuity is owned. As a result, in some circumstances 
the cost of an option may exceed the actual benefit paid under that option. Death benefits terminate if the contract value falls to zero.  

2Protected lifetime income of the optional lifetime benefits becomes effective at issue if the designated life/owner is age 59½ at issue, or upon the contract anniversary following 
designated life’s/owner’s 59½ birthday, provided the contract value is greater than zero and has not been annuitized. 

Guarantees are backed by the claims-paying ability of Jackson National Life Insurance Company® or Jackson National Life Insurance Company of New York®. 
The latest income date allowed is age 95, which is the required age to annuitize or to take a lump sum. Please see the prospectus for important information regarding the annuitization 
of a contract. 
In certain states, we reserve the right to refuse any subsequent premium payments. Does not apply in Oregon.
Annuities are issued by Jackson National Life Insurance Company (Home Office: Lansing, Michigan) and in New York by Jackson National Life Insurance Company of New York (Home 
Office: Purchase, New York). Variable annuities are distributed by Jackson National Life Distributors LLC, member FINRA. May not be available in all states and state variations may 
apply. These products have limitations and restrictions. Contact the Company for more information. Jackson is the marketing name for Jackson National Life Insurance Company and 
Jackson National Life Insurance Company of New York.

Variable annuities are long-term, tax-deferred investments designed for retirement, involve investment risks and may lose value. 
Earnings are taxable as ordinary income when distributed and may be subject to a 10% additional tax if withdrawn before age 59½. 
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All investments involve risks, including possible loss of principal.

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, 
or DWS Investment Management Americas, Inc. and RREEF America L.L.C., which offer advisory services. DWS Distributors, Inc. 222 South Riverside 
Plaza Chicago, IL 60606-5808. © 2018 DWS Group GmbH & Co. KGaA. All rights reserved. AMG189807 R-057464-1 (5/18)

DEUTSCHE ASSET MANAGEMENT 
IS NOW DWS. 

A new name that represents decades of transforming ideas 
into solutions, translating opportunity into results and  

treating the goals of individuals and institutions as our own. 
Learn more at dws.com.

Active Passive Alternatives
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M
ERRILL LYNCH'S 
decision to reverse 
its ban on charging 
commissions for 
retirement accounts 

comes as no surprise. Once the 
Department of Labor's fiduciary 
rule died, and Merrill announced 
in June it was going to review the 
policy, it was fait accompli that the 
ban would be lifted.

Did Merrill make the right decision?  To the 
degree that companies have a right to react to 
a changing marketplace, prob-
ably so. And giving clients a 
choice of how they want to pay 
for advice is a good thing. But 
a review of how Merrill came 
to this point holds important 
lessons for the brokerage firm 
as well as others.

Merrill made the decision 
to ban commissions on new 
retirement accounts in 2016 
when it appeared that the DOL 
fiduciary rule was going to take 
full effect and make it difficult 
for the firm to continue doing 
business as usual. Merrill and 
other broker-dealers were going 
to be given a new playbook by 
the DOL, and if they wanted 
to continue to charge commis-
sions on those accounts they 
would have to comply with a 
new set of rules that some felt 
were complicated and overly 
burdensome.

At the time, Merrill made 
what appeared to be a bold 
move. Instead of continuing to 
protest and fight the DOL rule, 
as others in the industry were 
doing, Merrill moved quickly to differentiate 
itself by simply saying it would no longer 
charge commissions in retirement accounts. 

Of course, the decision was never as bold 
as some believed. Merrill had been moving 

away from commission accounts for years, re-
alizing it could make more money by charging 
an annual fee based on assets rather than on 
individual transactions.

What came next was Merrill's mistake in 
this whole affair. Instead of simply announc-
ing the change in a press release and letting 
its brokers and clients know through private 
communications, Merrill decided to mount 
an advertising campaign to announce the 
new policy to the world. In doing so, it made 
itself out to be some sort of hero to investors, 
seizing the moral high ground, as if its deci-
sion was being made exclusively for clients’ 
benefit and not the company's.

If you don't remember the ads or never 
saw them, Merrill claimed that charging fees 
as a percentage of assets was the best way 

to ensure that retirement nest 
eggs would be protected. "We 
are committed to your best 
interest. Not the status quo," the 
ads stated. "We believe we are 
honoring the spirit of the new 
rules — not looking for ways to 
get around them."

Merrill acknowledges now 
that when it moved toward ban-
ning commissions "its hands 
were tied" by the fiduciary rule, 
as one executive put it. But 
that's a far cry from what Mer-
rill's ads said at the time.

Merrill recently explained 
that its decision to reverse 
course on the commission ban 
is, at least in part, a reaction to 
a new regulatory environment. 
That is true and it's what Merrill 
should have told clients when 
it banned commissions back in 
2016 — that it was reacting to a 
changing regulatory landscape.

Merrill now finds itself with 
a certain amount of egg on its 
face because of its commission 
reversal. That is a result of its 
own doing. The next time Mer-

rill or any other firm announces a new policy, 
it should stick to the facts. A little more hones-
ty and a little less spin will go a long way, and  
more importantly, their words will not come 
back to haunt them.

6   InvestmentNews  |  September 10, 2018 InvestmentNews.com

“It is the  
banana peel 
month, as 
some of the 
largest slips 
tend to take 
place during 
September.”
RYAN DETRICK, senior market  
strategist at LPL Financial, on  
historical market performance 
during the month

O P I N I O N

“Even if you’re 
a Triple-A All-
Star, you’re 
about to go 
to the major 
leagues and 
learn what  
a 95-mile-per-
hour fastball  
looks like.”
LUKE DEAN, director of Utah Val-
ley University’s financial planning 
program, on students entering the 
profession

“THE BANK  
HAS ALWAYS 
CONSIDERED 
ITSELF  
SWITZERLAND.”
JASON CARROLL, chief executive of 
Live Oak Private Wealth, on whether 
the bank’s ownership of the new RIA 
creates a conflict of interest

FROM THE WEB 
AND PRINT 
PAGES OF IN 
THIS WEEK

WE WANT TO HEAR FROM YOU. Send a letter to the editor with your thoughts about a story we’ve published, 
and include your name, title, company, address and telephone number for verification. Keep your letter under 250 
words, and email it to Frederick P. Gabriel Jr. at fgabriel@investmentnews.com. All letters will be edited.

Lessons from Merrill’s return  
to the commissions status quo

EDITORIAL

AN AD  
CAMPAIGN 
TO SEIZE 

THE MORAL 
HIGH GROUND 
COMES BACK 

TO BITE. 
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ine years into a bull 
market with rocketing 
growth in stocks like 
Amazon and Apple, 
investors are wary of 
equities. 

Providers of ex-
change-traded funds 
have played to that 
sentiment by rolling 
out ETFs that attempt 
to protect investors 
from a downturn in the 

stock market, using strategies that range from shorting 
stocks to focusing on dividends or employing multifac-
tor approaches that emphasize defense.

Such ETFs are remarkably popular. Many advisers, 
however, are skeptical about how helpful the funds will 
be when the next downturn arrives. Their concerns 
range from whether defensive ETFs will work as adver-
tised to whether they’re necessary.

“We don’t invest in a particular fund because it’s 
defensive,” said Jennifer Dever, � nancial planner for 
Pennington Bass & Associates. “We think a really great 
defensive strategy is adding something that can go up 
when stocks go down.” 

POPULAR WORRIES
It’s not hard to construct an argument for a stock 
meltdown at any given moment. The popular worries 
currently include: 

• Age. By traditional measures, the bull market 
began March 9, 2009, when the Standard & Poor’s 500 
stock index hit 677, making it the longest bull market 
on record.

• Valuation. The Shiller cyclically adjusted price-
to-earnings ratio, which looks at average 10-year P/E 
ratios adjusted for in� ation, is just slightly lower than 
its level on the eve of the 1929 stock market crash. 

• Interest rates. The Federal Reserve has been raising 
rates — albeit from extraordinarily low levels — since 
December 2015. The yield on the bellwether 10-year Trea-
sury Note has been rising since July 2016. Rising rates 
don’t guarantee lower stock prices, but they do mean that 
stocks are less attractive relative to bonds and that inter-
est-rate costs will cut into corporate earnings.

More important, however, is that investors remain 
scarred from the two massive bear markets in the past 
18 years. 

“There was a psychological shift that occurred 
during the global � nancial crisis and the Great Reces-
sion,” said Brian Singer, head of William Blair’s dynam-
ic allocation strategies team. “As in the aftermath of the 
Great Depression, we’re seeing behaviors that came out 
of the Great Recession have not changed.” 

One of those behaviors is a wariness of the stock 
market, even though the S&P 500 has soared at an an-
nualized pace of 18.93% since its 2009 bottom. 

FEAR-FACTOR ETFS

The ETF industry’s response has been to roll out ETFs 
that play to those worries. 

For example, the Principal Mega-Cap Multi-Factor 
Index exchange-traded fund (USMC) made its debut 
less than a year ago, on Oct. 11, 2017, and has already 
gathered $1.8 billion in assets. 

The fund plays defense, not offense. Megacaps are 
often the bluest of blue-chip stocks: companies with 
strong balance sheets and robust earnings that can 
usually weather downturns well. 

“When you allocate money to megacaps, you’re 
going a bit more defensive,” said Paul Kim, managing 
director of ETF strategy at Principal Global Investors.

One obvious approach to protecting against a down-
turn is the bear-market ETF, designed to rise when the 
stock market falls, and vice versa. 

MicroSectors, for example, launched three inverse 
FANG+ exchange-traded notes, whose value is linked 
inversely to the value of the FANG stocks — Facebook, 
Apple, Net� ix and Google — the four hottest stocks of 
the bull market. The three ETNs, which opened their 
doors on Aug. 1, gathered a combined $120 million in 
assets in less than a month, according to Morningstar 
Inc. 

Another bear fund, AdvisorShares Dorsey Wright 
Short ETF (DWSH), entered the ETF landscape on 
July 1 and has raised $4.4 million in its brief life. The 
fund selects the weakest large-company stocks and 
sells them short, using a proprietary relative-strength 
formula.

You don’t have to be an outright bear to be defensive. 
Dividends are a natural buffer against losses, and the 
industry has launched 32 dividend-focused ETFs in the 
past two years. Fidelity Dividend ETF for Rising Rates 
(FDRR), for example, launched nearly two years ago. It 
has $359 million in assets, versus $97 million for Fideli-
ty Momentum Factor, launched on the same day. 

PROVIDERS HAVE BEEN ROLLING OUT MANY 
EXCHANGE-TRADED FUNDS DESIGNED TO PROTECT 
AGAINST A MARKET PLUNGE — BUT WILL THEY WORK?
BY JOHN WAGGONER

 CONTINUED ON PAGE 10
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Similarly, high-quality stocks have a reputation 
for weathering a bear market better than their 
shadier cousins; 34 quality-focused ETFs have been 
rolled out in the past two years. 

Low-volatility funds are another popular defen-
sive play. “In order to grow assets, you have to be in 
equities, so maybe you should gravitate to low-vol-
atility stocks — you’ll get a lower beta, and less of a 
fall when the market declines, which will allow you 
to sleep better,” said Sam Stovall, chief investment 
strategist of U.S. equity strategy at CFRA. 

iShares Edge MSCI Minimum Volatility USA 
ETF (USMV) is the 600-pound gorilla of the group, 
weighing in at $16 billion in assets. And that hasn’t 
gone unnoticed: The ETF industry has trotted out 
35 more low-vol ETFs in the past two years. 

Multifactor funds often include defensive strate-
gies as well. For example, value funds are supposed 
to fall less than a broad index in a bear market and 
recover more quickly — and, in a general sense, are 
considered a defensive strategy. But cheap stocks 
can always get cheaper, and some perennial favor-
ites of value investors — industrial stocks and bank 
stocks — often get walloped in a bear market, no 
matter how cheap they are. PIMCO RAFI Dynamic 
Multi-Factor U.S. Equity ETF (MFUS) attempts to 
improve on value performance by targeting low vol-
atility, quality, momentum and size as well as value. 

The industry also is market-
ing defensive bond funds, said 
Todd Rosenbluth, senior direc-
tor of ETF and mutual fund re-
search at CFRA. “A number of 
products are focusing on higher 
quality slants and looking at the 
most liquid names,” Mr. Rosen-
bluth said. 

The dozens of funds 
launched over the past two 
years and the millions of dol-
lars that have � owed into them 
paint a picture of an industry 
that’s loaded for bear. Never-
theless, the question arises: 
Will these strategies work?

BEAR-BAITING
Bear markets are, by de� nition, 
nearly impossible to predict. 
More importantly, the last bear 
market ended in March 2009 — 
meaning that very few defensive 
ETFs have a track record that includes a major bear 
market. 

Rita Lee, research director at Brouwer & 
Janachowski, said that when she’s looking at de-
fensive ETFs, she worries most about liquidity. You 

don’t want a defensive ETF that 
rarely trades. 

“Then I look at whether it’s a 
strategy that’s straightforward 
enough to work,” she said. “Multi-
factor ETFs are tricky.” 

In fact, a white paper published 
in 2017 by Rob Arnott, founder of 
Research Af� liates, found that an 
investment factor’s � ve-year perfor-
mance is negatively correlated with 
its future � ve-year performance 
— in other words, a factor such as 
value or momentum that has done 
well over the past � ve years will 
most likely lag in the next � ve. 

“By signi� cantly extending the 
period of past performance used 
to forecast future performance, 
we can improve predictive ability, 
but the forecasts are still nega-
tively correlated with subsequent 
performance: The forecast is still 
essentially useless!” he wrote along 

with the paper’s co-authors, Noah Beck and Vitali 
Kalesnik.

One tricky issue is how a multifactor fund se-
lects securities according to its various factors. 

Knowing the logic behind the index isn’t enough, 
said Feifei Li, head of investment management at 
Research Af� liates. For example, suppose the fund 
selects stocks based on three factors: price momen-
tum, earnings growth and sales growth. It could 
have one sleeve of stocks that � t each criteria, a 
practice called mixing. It could also score all stocks 
on all three factors and choose the ones that score 
the highest on the combined factors — a practice 
called integrating. 

“Mixing is better for smart beta,” Ms. Li said. 
Another issue is cost. While defensive ETFs 

don’t have to be expensive, many advisers overlook 
the cost of market impact. When an ETF rebalanc-
es, it sometimes has to sell big blocks of stocks and 
buy others. Buying a big block of a stock pushes the 
price up, while selling pushes the price down. 

“You have to pay attention to turnover and con-
centration,” Ms. Li said. 

RISK VERSUS RETURN
Ben Johnson, director of global ETF research at 
Morningstar Inc., said it’s easier for funds to reduce 
risk than enhance returns, and “all of the defensive 
strategies have reliably done that.” 

 “The foundation of low-volatility funds, for 
example, does not point to superior absolute returns 
but better risk-adjusted returns,” he said. “We have 
a fair degree of con� dence in the better-crafted, 
cost-ef� cient offerings.”

Mr. Rosenbluth sees the defensive ETFs as a 
useful reassurance for skittish investors who might 
otherwise pull out of the market altogether.

“Over the long term, it’s better to stay invested 
than bail,” he said. “These defensive strategies, 
such as lower-volatility strategies, protect on the 

downside and have you participate in the gains 
on the upside. For someone who is more con-
cerned about the downside ... these ETFs are 
going to cushion the blow.”

The biggest question, however, is not just 
whether defensive ETFs will work in a bear 

market, but whether clients will be 
happy with the results. After all, 

most stock ETFs, no matter how 
cunningly constructed, are 

going to fall in a bear market. 
Telling clients they only 
lost 20% when the market 
was down 30% is rarely a 
happy conversation. In a bear 
market, no one cares about 
relative performance. 

“When you tell people they 
haven’t gone up as much as 
the market, they’re � ne,” Ms. 

Li said. “When you have to tell 
them they’re down, it’s painful.”

John Waggoner is a freelance 
writer.

A LITTLE OVER three years 
ago — Aug. 24, 2015 — the S&P 
500 plunged 5.3% in just a few 
minutes. The � ash crash spooked 
stock investors, but it was par-
ticularly terrifying for investors in 
exchange-traded funds: iShares 
Select Dividend ETF (DVY) dived 
36%, Guggenheim S&P 500 Equal 
Weight (RSP) tumbled 42% and 
iShares Conservative Allocation 
Fund (AOK) dropped 50%. 

The 2015 � ash crash wasn’t un-
precedented: In 2010, another � ash 
crash dropped some ETF prices as 
much as 60% in a span of just 20 
minutes, according to the Securi-
ties and Exchange Commission. 
For a few horri� c seconds, shares 
of the iShares Russell 1000 Growth 
Index ETF (IWF) traded for a penny. 
Vanguard Total Stock Market ETF 
(VTI) sold for 13 cents. 

What happened? In short, 
market makers walked away at the 
worst possible time.

Can it happen again? Yes. 
ETF pricing depends on the 

ability of large investors to arbitrage 
the difference between the value of 
an ETF’s underlying shares and its 
market price. When the two prices 
diverge too far, institutional inves-
tors can buy or sell creation units 
– blocks of stock in proportion to an 
ETF’s holdings – and pro� t from the 
price difference between the two. 
In normal times, this keeps a fund’s 
net asset value and its market price 
reasonably closely aligned. 

Trading halts
All of this depends on a properly 
functioning exchange, though. 
During the two � ash crashes, 
market orders were so unbalanced 
that trading creation units — bun-
dles that may contain more than 
500 securities, as in the case of the 
Vanguard offering — was nearly 
impossible. In the 2015 crash, there 

were 1,278 trading halts involving 
471 different stocks and ETFs. 

“Anything that happens at the 
exchange level tied to stocks inside 
the ETF will impact the ETF,” said 
Todd Rosenbluth, senior director 
of ETF and mutual fund research 
at CFRA.

Market orders
The 2015 � ash crash occurred 
during the � rst few minutes 
of trading on a Monday. Some 
investors, worried about emerg-
ing-market problems and Chinese 
markets, had put in orders to sell 
over the weekend. What they 
didn’t realize was that a market 
order executes at the � rst available 
bid, which can be far below its Fri-
day closing price. Those who put 
in stop-loss orders suffered the 
same fate: If you put in an order to 
sell at $100 per share, you get the 
next bid, which could be $50 or 
less. The same rules would apply 
for stocks, Mr. Rosenbluth noted. 

After the 2010 � ash crash, the 
Securities and Exchange Commis-
sion modi� ed some of its rules on 
trading halts. The new rules pro-
vide for halts when a stock rises or 
falls a speci� ed percentage from 
its recent trading ranges, rather 
than by a percentage limit from its 
previous sale. As bad as the 2015 
� ash crash was, it would have 
been worse without those rules. 

The revised rules don’t pre-
clude another � ash crash, although 
they do seem to have lessened 
the problems from the most re-
cent one. According to the SEC, 
80% of all exchange-traded 
products didn’t experience 
a trading halt in 2015, and 
most of the halts occurred 
in smaller ETPs.  

Perhaps the biggest 
problem stems from 
ETF investors them-

selves. One of the major criticisms 
of ETFs is that they allow investors 
to trade immediately — some-
thing that most investors probably 
shouldn’t do. 

“My thesis is that ETFs are � ne 
as long as you don't trade them,” 
John Bogle, Vanguard’s founder, 
told InvestmentNews in 2016. “As 
long as they're not traded, they 
can be more convenient for some 
people.” 

Trading on gut feelings often 
leads to nausea. 

“You shouldn’t trade on a whim 
just because you have the ability 
to,” Mr. Rosenbluth said. “Invest-
ing in a diversi� ed product doesn’t 
eliminate trading-related snafus.” 

If you don’t understand how 
market orders and stop-loss or-
ders work, you could be belly-
aching about your trades 
for a long time. 

— John Waggoner

Are � ash crashes a thing of the past?

CONTINUED FROM PAGE 9
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but better risk-adjusted returns,” he said. “We have 
a fair degree of con� dence in the better-crafted, 
cost-ef� cient offerings.”

Mr. Rosenbluth sees the defensive ETFs as a 
useful reassurance for skittish investors who might 
otherwise pull out of the market altogether.

“Over the long term, it’s better to stay invested 
than bail,” he said. “These defensive strategies, 
such as lower-volatility strategies, protect on the 

downside and have you participate in the gains 
on the upside. For someone who is more con-
cerned about the downside ... these ETFs are 
going to cushion the blow.”

The biggest question, however, is not just 
whether defensive ETFs will work in a bear 

market, but whether clients will be 
happy with the results. After all, 

most stock ETFs, no matter how 
cunningly constructed, are 

going to fall in a bear market. 
Telling clients they only 
lost 20% when the market 
was down 30% is rarely a 
happy conversation. In a bear 
market, no one cares about 
relative performance. 

“When you tell people they 
haven’t gone up as much as 
the market, they’re � ne,” Ms. 

Li said. “When you have to tell 
them they’re down, it’s painful.”

John Waggoner is a freelance 
writer.
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VOICES

A BLOG POST analyzing Fisher Asset 
Management’s investments in com-
panies selling annuities caused a stir 
among InvestmentNews readers. 
Ken Fisher, the � rm’s founder and 
executive chairman, has famously 
knocked annuities, saying, “I would 
die and go to hell before I would sell 
an annuity.” Comments from around 
the industry ranged from those who 
separate investing in a company 
from using its products, to those who 
question whether con� icts arise in 
that separation. Read the full story on 
Page 14, and leave your own com-
ment at InvestmentNews.com/Fisher.

To oppose, but 
still invest 

“If Ken Fisher makes a blanket state-
ment saying annuities are terrible, will he 
guarantee his clients a monthly check if they 
live to age 100?”

— BRIAN_HILL

“Even if his AUM were 
much lower when these stocks 
were held, they’d be immate-
rial. These positions at their 
peak amounted to … less than 
1% of the � rm AUM. Criticizing 
him for this is silly.”

—_ (underscore is the alias)

“It seems reasonable that around 
1% of his investments were in compa-
nies that had annuity products. That 
doesn’t mean that’s all they do (like 
Prudential).”

—Joel Mueller
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“Buying out someone from their 
annuity contract only if they become a 
client of your RIA service should be a 
con� ict of interest. To say all annuities 
are bad and should be avoided is also 
bad advice in itself.”

— Stuart Chamberlin

“He stated the obvious, 
that annuities generally were 
not good investments for his 
clients. Conversely, they’re 
good products for the sellers.”

— CHARLES MELLAS“I think it comes down to credibility. 
Would [clients] question exchanging their 
annuities, knowing that Mr. Fisher was 
investing in some of the biggest-selling an-
nuity issuers in the country?”

— Indexed_Girl

InvestmentNews readers react to top storiesVOICESVOICESOICESV

A BLOG POST analyzing Fisher Asset 
Management’s investments in com-
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among InvestmentNews readers. InvestmentNews readers.  readers. InvestmentNews
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Top annuity hater invested in issuers

Advisers in a pickle over cash sweep accounts 

K en Fisher, founder and exec-
utive chairman of Fisher In-
vestments, has been an ardent 

critic of annuities for years. 
In fact, Mr. Fisher’s vitriol to-

ward annuities is probably one of 
his most-identifiable character-
istics in the public sphere. Print 
ads with Mr. Fisher’s face blare, “I 
HATE Annuities. And you should 
too.” More recently, in a video ad 
for Fisher Investments, he says, “I 
would die and go to hell before I 
would sell an annuity.”

However, Mr. Fisher’s 
company, among the larg-
est financial advice firms 
in the country, was simulta-
neously investing in insur-
ance companies that do sig-
nificant annuity business. 
And some of the stakes 
were quite large. 

Fisher Asset Manage-
ment — the legal name for 
Fisher Investments — held 
several million shares of stock in 
American Equity Investment Life 

Holding Co., one of the 
biggest sellers of indexed 
annuities, and Prudential 
PLC, the parent company 
of Jackson National Life In-
surance Co., which has for 
years been the top seller of 
variable annuities.

Fisher Asset Manage-
ment, which manages $96 
billion for individuals and 
institutions, invested in 

these companies between  2013 and 
2015, according to filings with the Se-

curities and Exchange Commission. 
Fisher held 2.91 million shares 

of American Equity stock valued 
at $85 million as of the end of 2014, 
the year in which Fisher’s holding 
in the insurer was its largest. That 
same year, Mr. Fisher authored a 
column in Forbes calling annu-
ities “scumbag products.” While 
it’s unclear how large that holding 
was relative to other investors’ at 
the time, today the position would 
make him American Equity’s 
fifth-largest investor.  

PEAK IN 2015
Mr. Fisher’s position in Lon-
don-based Prudential PLC, the 
parent of Jackson National, was 
even larger when it peaked in 2015 
at 2.88 million shares worth $129.7 

million. Jackson National has for 
years been the industry’s overall 
top seller of individual annuities, as 
well as the No. 1 seller of variable 
annuities. It’s not clear how big 
Fisher’s position was relative to oth-
er investors’.  

Fisher Asset Management ap-
pears to have sold out of both posi-
tions by the end of 2016, according 
to SEC filings. But some annuity ex-
perts question why Ken Fisher, who 
is also co-chief investment officer at 
Fisher Investments, would invest in 
companies whose products he was 
excoriating in public. 

“Does he really hate annu-
ities?” asked Sheryl Moore, found-
er of Moore Market Intelligence, a 
market research firm. “If he hates 
them so bad, why does he have so 

BY JEFF BENJAMIN

WITH INTEREST rates edging 
higher and stock market valu-
ations hitting peak levels, cash 
management is becoming a cen-
ter-stage issue for financial advis-
ers, and one that could have fidu-
ciary implications.

Although cash typically makes 
up only a small percentage of 
client portfolios, and a lot of fee-
based advisers don’t even charge 
fees on cash balances, the rising 
yields on some money market 
funds are drawing new attention 
to brokerage and custodian sweep 
accounts, which typically pay the 

lowest yields on cash.
“We realize that our partners 

are out to make money as well, but 
we need to think about what we 
need to do to get our clients a com-
petitive rate,” said Chris Creahan, 
vice president of asset management 
at Sequoia Financial Group. “There 
is a fiduciary responsibility for us 

to be looking into that at all times.” 
The appeal of sweep accounts 

is that they provide easy place-
ment and storage of the cash that 
clients realize from dividends and 
other income generated by an in-
vestment portfolio.

Brokerages and custodians 
usually establish sweep accounts 

linked to affiliated banks and 
then make money off the cash just 
as a bank would, mostly through 
lending programs.

The main downside of the 
sweep accounts is the average 
yield, which Bankrate.com puts 
at about 25 basis points, woefully 
short of the average money mar-

Ken Fisher’s company held sizable positions in the biggest annuity sellers

As interest rates climb, advisers must rethink cash management links to brokers, custodians
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much money invested in compa-
nies that sell annuities?” 

Mr. Fisher was not available for 
comment, but a Fisher Investments 
spokesman views the annuity-com-
pany investments as a non-issue.

“Fisher Investments owned a 
couple of annuity stocks a couple 

of years ago representing a minus-
cule percent of our holdings — out 
of hundreds of stocks,” said John 
Dillard, a spokesman for the com-
pany. “You’re concerned about 
that? What’s the relevance? Be-
cause Ken Fisher hates annuities?”

Some experts don’t believe 

Fisher Investments’ holdings in 
these insurers necessarily run 
counter to Mr. Fisher’s public phi-
losophy on annuities.  

NO CONFLICT HERE
“I don’t see it as a double standard,” 
said Steven Saltzman, principal of 
Saltzman Associates. “You may 
have people who aren’t big fans of 
alcohol or tobacco, but from an in-
vestment standpoint if you ignore 
those you might be missing out on 
good investment opportunities.”

Ken Fisher’s strong public stance 
on annuities appears to help drive 
business to Fisher Investments. The 
RIA operates an annuity buy-out 
program, in which the firm pays in-
vestors’ fees to surrender a VA con-
tract as long as they then become a 
client of Fisher Investments. 

“My firm often buys folks out 

of the humongous surrender fees 
that imprison them in variables — if 
they stay with us,” Mr. Fisher wrote 
in the Forbes column titled “Why I 
Hate Annuities” in 2014. “So my ad-
vice is conflicted. But we’re simple, 
open and honest about it.”

“Few would up-front that capi-
tal,” he added. “It’s a moral quest.”

Jackson National, Prudential 
PLC’s U.S. affiliate, represents 36% 
of its parent’s profit before tax. In 
2015, when Fisher’s holding in its 
parent was largest, Jackson was the 
biggest annuity company in the in-
dustry, with 94% of its $24.5 billion 
in individual annuity sales coming 
from variable annuities. (Pruden-
tial PLC is not affiliated with Pru-
dential Financial Inc.)

American Equity’s sole busi-
ness is annuities. It manages $50 
billion for annuity policyholders; 

96% of that is from indexed an-
nuities, the remainder from fixed-
rate annuities. In 2013-15, when 
Fisher held its stock, American 
Equity was among the top three 
largest indexed-annuity providers.

Fisher Asset Management also 
held much smaller positions in 
Prudential Financial, American 
International Group and Ameri-
prise Financial Inc. — which also 
sell variable annuities — in 2014, 
according to filings. 

It’s not clear why Fisher Invest-
ments, which is the second-largest 
registered investment adviser in 
the country behind Financial En-
gines Advisors, decided to invest 
in American Equity and Pruden-
tial PLC, or why it sold out. 

giacurci@investmentnews.com 
Twitter: @gregiacurci

ket fund yield of nearly 1.8%.
Low-yielding sweep accounts 

have inspired at least one compa-
ny to target advisers looking for 
cash-management alternatives. 
For a fee of 2 basis points per 
quarter, MaxMyInterest.com will 
move any size of cash account 
into the highest-yielding federally 
insured savings account. 

HISTORY OF LOWER YIELDS
Sweep accounts have always paid 
lower yields than standard money 
market accounts. But until recent-
ly, most yields were low across the 
board, so the difference was less of 
an issue. And the rise in interest 
rates, combined with record-level 

equity markets, is increasing the 
appeal of the relative safety of cash 
and cash equivalents to investors.

There was some recent buzz 
across the financial services in-
dustry when the Wall Street Jour-
nal reported that Merrill Lynch 
will start linking cash to bank-af-

filiated sweep accounts in Sep-
tember instead of sweeping the 
cash into higher-yielding money 

market funds. But the challenge of 
navigating low-yielding, in-house 
cash management is not a new 
headache for financial advisers.

“Everybody plays the same 

game with cash management,” 
said Eric Freckman, managing 
partner at Guillaume & Freckman. 
“We take it on a client-by-client ba-
sis, but we don’t think it makes a 
lot of sense to keep a large amount 
of cash in a sweep account.” 

Mr. Freckman said that if a 
client has a large cash allocation 
and no near-term liquidity needs, 
he will usually park the money in 
a short-term bond fund.

Dennis Nolte, vice president 
at Seacoast Investment Services, 
views sweep accounts as one of the 
many wrinkles facing fiduciaries.

“In an advisory capacity, you 
can’t hold a lot of cash and justi-
fy charging a fee on that cash, so 

one option is to move it out of that 
account and send it to Vanguard 
or a credit union, where the client 
can earn a higher yield,” he said. 

But that makes sense only if 
there are not immediate liquidi-
ty constraints, which is often the 
reason that investment accounts 
are holding cash.

“It all depends on your defini-
tion of liquidity, which matters 
when you can get 2% from three-
month T-bills,” Mr. Nolte said. 
“But if you need the money tomor-
row, you’re kind of stuck with the 
brokerage sweep account.”

jbenjamin@investmentnews.com 
Twitter: @benjiwriter
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“EVERYBODY PLAYS THE SAME GAME 
WITH CASH MANAGEMENT.” 
ERIC FRECKMAN, MANAGING PARTNER
GUILLAUME & FRECKMAN
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I received an urgent email from a 
financial adviser asking whether 
his terminally ill client should file 

immediately for Social Security so 
he wouldn’t miss out on claiming his 
benefits before he died.

While that may seem like a logi-
cal instinct, such a move could result 
in lower lifetime benefits for 
a surviving spouse. There 
are several things to con-
sider in such a scenario, in-
cluding the client’s medical 
prognosis and the ages of 
both spouses.

In this case, the dying 
husband is 57 and his wife is 
62. The adviser asked wheth-
er the wife could claim spou-
sal benefits before her hus-
band passed away.

That would be impossible 
because the husband is too young 
to claim Social Security retirement 
benefits and his wife can’t collect on 
his earnings record until he claims 
his benefit (assuming her benefits 
as a spouse were larger than on her 
own earnings record). 

Next, the adviser asked if his cli-
ent should file for Social Security 
disability benefits. Unlike retirement 
benefits, which are available as ear-

ly as age 62 and are permanently 
reduced by 25% or more if claimed 
before full retirement age, disabili-
ty benefits are not reduced and are 
awarded on a case-by-case basis.

But applying for Social Security 
disability benefits can be a lengthy 
process and, even if approved, there 

is a five-month waiting pe-
riod from the onset of a dis-
ability before benefits can 
be awarded. 

As Social Security expert 
Andy Landis noted in his 
book “Social Security: The 
Inside Story” (CreateSpace, 
2018), “If you recover or die 
within the five months, no 
disability payments are due, 
even as back pay, either to 
you or your survivors.”

Although the average 
processing time for initial disabili-
ty claims has held steady at about 
three to four months, many initial 
applications are denied. The next 
step in the appeals process is to ap-
pear before an administrative law 
judge who decides the case. Cur-
rently, more than one million indi-
viduals are caught in this backlog, 
and each waits over 600 days, on 
average, for a decision. Some ap-

plicants die before they can appeal 
their claim.

But once the client dies, his wid-
ow would be eligible for survivor 
benefits. The amount she would 
receive depends on whether her 
husband claimed benefits before 
he died and her age when she files 
for survivor benefits.

In general, survivor benefits 
are worth up to 100% of what the 
deceased worker was receiving or 
entitled to receive at the time of 
death. So if the worker collected 
a reduced retirement benefit ear-
ly, his widow also would receive a 
reduced survivor benefit. In most 
cases, a survivor bene-
fit cannot exceed what 
the worker would be 
receiving if alive. 

WIDOW’S LIMIT
But there is an excep-
tion called the widow’s 
limit provision that 
allows the surviving 
spouse (or surviving 
ex-spouse who had 
been married at least 
10 years) to collect 
the larger of what the 
deceased worker was 

receiving or 82.5% of his full re-
tirement age benefit amount. So, 
if a worker claimed benefits at 
62, worth 75% of his FRA amount 
and later died, his widow would be 
entitled to up to 82.5% of his FRA 
amount, depending on her age at 
the time of the claim.

However, if a worker died be-
fore claiming Social Security, his 
widow would be entitled to up 
to 100% of his FRA amount if he 
died before 66, or his FRA amount 
plus any delayed retirement credits 
(worth 8% per year up to age 70) if 
he died after age 66.

Survivor benefits are available 
as early as age 60 (50 
in the case of a dis-
abled widow or wid-
ower), but are worth 
just 71.5% of the de-
ceased worker’s FRA 
amount compared to 
100% if the surviving 
spouse claims ben-
efits at her FRA or 
later. Survivor bene-
fits do not qualify for 
delayed retirement 
credits, so they do not 
grow larger if collect-
ed after FRA.

Surviving spouses who also 
are entitled to retirement benefits 
on their own earnings record can 
claim one type of benefit first and 
switch to the other later if it would 
result in a larger amount. 

For example, someone with a 
smaller retirement benefit may 
want to collect a reduced retire-
ment benefit first and switch to 
maximum survivor benefits at full 
retirement age. But someone with 
a large retirement benefit of their 
own may want to claim survivor 
benefits first and claim their maxi-
mum retirement benefits at age 70.

The rules are complicated, and 
it is essential that financial advis-
ers help clients with this crucial 
decision about claiming survivor 
benefits, especially because, unfor-
tunately, the Social Security Admin-
istration doesn’t always get it right. 

A recent internal SSA investiga-
tion found that in a random sample 
of cases where surviving spouses 
were entitled to both survivor bene-
fits and their own retirement bene-
fits, SSA employees gave the wrong 
advice in 82% of the cases.

(Questions about new Social 
Security rules? Find the answers in 
my ebook at InvestmentNews.com/
mbfebook.)

Mary Beth Franklin, a certified 
financial planner, is a contributing 
editor for InvestmentNews.  
mbfranklin@investmentnews.com 
Twitter: @mbfretirepro

How soon is too soon for the terminally ill to file? 
Rush to claim Social Security benefits due to illness may not be the best move for survivors
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Personal Capital takes on retirement income
BY RYAN W. NEAL

PERSONAL CAPITAL’S newest fea-
ture on its robo-platform helps cli-
ents create a tax-efficient retirement 
income strategy.

Retirement Paycheck leverages 
account-level tax status, household 
tax filing status, and the latest state 
and federal tax data to show in-
vestors in or near retirement how 
to withdraw money from the right 
mix of accounts to avoid penalties. 

Retirement Paycheck is built 
into Personal Capital’s retirement 
planning tool so investors can 
start preparing for the tax impli-
cations of their retirement plan 
long before they retire. If anything 
changes around their spending or 
goals, such as how much a client 
wants to leave for an heir, they can 
adjust it anytime using the tool.

Personal Capital designed Re-
tirement Paycheck to be used by 
its team of human advisers as well 
as clients, said director of advisory 
services Amin Dabit. For example, if 
a Roth conversion or tax-harvesting 
strategy is appropriate, the tool will 
alert the client to get in touch with 
his or her Personal Capital adviser. 

According to a Transamerica 

retirement survey, more than half 
of Gen Xers and baby boomer in-
vestors cite outliving their savings 
and investments as their greatest 
retirement fear. Personal Capital, 
citing Vanguard research, estimates 
a tax-efficient withdrawal strategy 
can increase the chances retirees 
won’t run out of money by 8%. 

“People in the window of retire-
ment start to go through a psycho-
logical shift,” Mr. Dabit said. “Be-
cause of that psychological shift, 

they end up making very short-term 
decisions on what their needs are 
for the next year or two, and not re-
ally factoring in a distribution strat-
egy for each different account.” 

DIGITAL STEREOTYPES
While digital advice is often ste-
reotyped as a product meant to 

appeal to and attract millennial in-
vestors, Mr. Dabit said the average 
Personal Capital client is in their 
40s, and most people in the private 
client group — reserved for clients 
with more than $1 million invested 
through Personal Capital — are in 
their 50s. 

“We heard direct feedback 
from our clients saying, ‘We want 
help visualizing and having a dis-
tribution strategy for retirement,” 
he added. 

Mark Henry, an estate planner 
and founder of Alloy Wealth Man-
agement, said that while Personal 
Capital’s technology looks great, 
he would like it to address in sim-
ple terms how stable a retiree’s 
income is in the face of market 
volatility. 

“Think of it this way. If you 

need 5% out of your investment ac-
counts to live on and are forced to 
take it at the wrong time, like when 
your accounts are down maybe 
10%, well, you just lowered your 
accounts 15% in one year,” Mr. Hen-
ry said. “However, if you had 70% of 
the needed income stable and only 
required 30% to come from invest-
ment accounts, now you need far 
less out of the investment accounts. 
Or maybe you choose to live on a 
little less until the investment ac-
counts come back positive.”

Personal Capital isn’t the only 
firm looking at technology to 
help people with fears about re-
tirement. United Income and True 
Link both feature digital advice 

geared toward retirees, and start-
up Blueprint Income wants to of-
fer annuities online using a Net-
flix-style subscription model. 

Jamie Hopkins, an insurance 
expert at The American College of 
Financial Services, expects to see 
more products as financial tech-
nology continues to develop. 

“The future of retirement in-
come is tied to the future of ro-
bo-advice,” Mr. Hopkins said. “To-
day, robo-advice really has not 
been able to crack the retirement 
income challenge, but the technol-
ogy will get there.”

rneal@investmentnews.com  
Twitter: @ryanwneal 

Digital adviser uses tax-efficient withdrawals to extend savings
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“PEOPLE IN THE WINDOW OF RETIREMENT ...  
GO THROUGH A PSYCHOLOGICAL SHIFT.”
AMIN DABIT, DIRECTOR OF ADVISORY SERVICES 
PERSONAL CAPITAL
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W
hen a client couple 
divorces, their advis-
er relationship must 
change too. What 
was once a singular 

fiduciary duty of loyalty splits in two. 
“Success” in these situations requires 
the adviser to serve the best interests 
of the separated clients, a goal that 
is complicated by the collapse of the 
couple’s shared vision for the future, 

which must be recast to address the 
individuals’ needs.

About 40% to 50% of married 
couples in the U.S. divorce. While the 
overall rate of divorce has been edg-
ing down for decades, the rate has 
been going up for older couples. 

According to the Pew Research 
Center, “gray divorce” — involving 
couples over 50 — now occurs at 
twice the rate it did in 1990. Given 

that the typical retail client is mid-
dle-aged or beyond, an adviser’s 
odds of having to navigate this tricky 
and emotionally charged situation at 
some point in their career is high. 

There are specialized training 
programs to help financial advisers 
better understand and serve this 
large market segment. For example, 
the Institute for Divorce Financial 
Analysts grants the Certified Di-

vorce Financial Analyst, or CDFA, 
designation. The organization bills it-
self as the authority on divorce plan-
ning theory and application in North 
America, with more than 5,000 
CDFA designees. That’s a small frac-
tion of the total adviser population.

The “right” advice to give divorc-
ing clients depends on the facts and 
circumstances of the situation. It 
takes sound decision-making pro-

cesses and clear articulation of the 
reasons for the advice provided to 
meet fiduciary obligations. Faulty 
advice, or even the perception of it, 
can lead to accusations of negligence 
or malpractice in court or in disci-
plinary proceedings brought before 
professional organizations. 

Many adviser mistakes on this 
topic are procedural, generally 
stemming from a lack of experi-
ence and expertise in working with 
divorcing clients. The fiduciary 
duty of care requires professional 
grade competence. 

Unfortunately, advisers may not 
know what they don’t know when it 
comes to dealing with divorce; they 
act without adequate understanding 
and preparation.

Anonymous case histories pro-
vided on the CFP Board website are 
replete with stories about the types 
and consequences of procedural 
problems that can trip up advisers. 

One example of how far astray 
an adviser might venture involves a 
financial planner who agreed to draft 
a property settlement at the request 
of a divorcing couple. He was cen-
sured by CFP Board and received a 
letter of warning by the state bar for 
the unauthorized practice of law. 

IMPROPER DISCLOSURE
Other cases run the gamut from im-
proper disclosure of private informa-
tion between the estranged parties 
to confusion over changed roles and 
responsibilities. Whether it’s through 
acts of commission or omission, ad-
visers face compliance, reputational 
and business risks when they act im-
prudently. 

The cardinal sin in delivering ad-
vice to divorcing couples is to favor 
the interests of one spouse over the 
other. That’s a clear breach of the 
fiduciary duty of loyalty that invites 
rage and recourse by the disfavored 
party.

 Some firms immediately assign 
separate advisers to the separated 
couple to avoid the risk of favorit-
ism. Others allow conflicts but re-
quire them to be managed through 
rigid policies and procedures.

Stacy Francis has worked with 
hundreds of divorcing clients. She 
describes three key ways her firm, 
Francis Financial, navigates con-
flicts when providing advice to cou-
ples during and after divorce.

•  The firm will not work with 
either former spouse after a di-
vorce unless consent is received 
from both parties. 

•  If a couple was a financial 
planning client before the divorce, 
they can continue in the financial 
planning relationship during divorce 
proceedings; however, all commu-
nications will be with both parties, 
any emails received from either the 
ex-husband or ex-wife will receive 
a reply to both, withdrawals and 
changes require consent from both, 
and attorneys for the couple will be 
consulted as necessary.

•  Francis Financial will not un-
dertake divorce planning for a couple 
that is receiving financial planning, 
nor will it provide advice on compet-
ing settlement proposals. 

Ms. Francis cautions that plunging 
ahead to provide advice to divorcing 
clients without special expertise and 
experience is unwise and unethical.

Blaine F. Aikin is executive  
chairman of fi360 Inc.
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retire,” said Mr. Oliver, a tax partner 
at Calvetti Ferguson.

Allowing retirement accounts 
to continue to grow would provide 
more of a cushion for medical bills 
and other costs that rise later in 
life, said Ken Nuttall, director of fi-
nancial planning at BlackDiamond 
Wealth Management. 

“Some people, when they get 
older, do need more money,” Mr. 
Nuttall said.

High-net-worth individuals who 
don't depend on distributions from 

their retirement plans would espe-
cially benefit from pushing up the 
age ceiling, said Monica Dwyer, 
vice president of Harvest Financial 
Advisors.

“My clients are going to love it,” 
Ms. Dwyer said. “They’re potential-
ly going to be able to pass more 
money along to their heirs.”

‘BOOST FOR THE 1%’
One adviser has qualms about 
changing the required distribu-
tions because it will not help work-
ing-class Americans.

“I’d like to see a closer examina-
tion of who benefits as well as the 
impact of lost tax revenue,” said 
Douglas Boneparth, president of 
Bone Fide Wealth. “I can’t help but 

wonder if this isn’t just another 
boost for the 1%.”

Ms. Dwyer also pointed out the 
possible drawback of a decline in 

government revenue.
“The big concern is that it is go-

ing to increase our debt,” she said.
The regulatory changes de-

signed to help small companies 

sponsor retirement programs also 
were endorsed by advisers. Dennis 
Nolte, vice president at Seacoast 
Bank, works with about 30 firms 

that offer their own 401(k) plans.
“It would be fantastic for small 

business owners,” Mr. Nolte said. “It 
would be cheap, efficient and easier 
to administer.”

Treasury and Labor could take 
months to review regulatory chang-
es, and public comments would 
be taken before any changes were 
approved, according to Bloomberg 
News.

On a parallel track, several re-
tirement-policy bills with similar 
goals as Mr. Trump’s executive or-
der are making their way through 
Capitol Hill.

“To address retirement security 
in a comprehensive manner, we still 
need Congress to move forward,” 
said Chris Spence, senior director 
for federal government relations at 
TIAA.

mschoeff@investmentnews.com 
Twitter: @markschoeff
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Open MEPs
CONTINUED FROM PAGE 4
longer technically be “sponsoring” 
the retirement plan.

According to the Pew Charita-
ble Trusts, roughly a quarter of pri-
vate-sector workers in the U.S. don’t 
have access to a workplace retire-
ment plan. High costs and lack of 
administrative capacity are the top 
two reasons employers don’t offer a 
retirement plan to workers. 

‘SIGNIFICANT GAINS’
“If the MEP providers structure a 
product within an open MEP con-
cept that really addresses the con-
cerns, they could be on to some-
thing,” said John Scott, director of 
retirement savings at Pew. “I think 
you could see significant gains.”  

Many experts view President 
Donald J. Trump’s executive order 
as mainly symbolic, since the De-
partment of Labor is somewhat 
limited in what it can do around 
open MEPs. The most the DOL 
could achieve is likely reversing 
prior guidance instituting the “nex-
us” requirement, experts said. 

The biggest impact would come 
from congressional action. Leg-
islation to implement open MEPs 
unanimously passed the Senate 
Finance Committee in 2016, but 
never went to the full chamber for 
a vote. The bill, The Retirement En-
hancement and Savings Act, was 
reintroduced this year. 

The legislation has a good 
chance of passing by year-end, 
Mr. Power said, calling it a “game 
changer” for the industry. The hope 
is that the president’s executive or-
der lends more immediacy to the 
issue, he said.

SPONSORING MEPs

One of the features of interest to 
401(k) advisers is that they would 
seemingly be allowed to sponsor 
an open MEP — which they can’t 
do currently without running 
afoul of prohibited transaction 
rules.

Mr. Power positions this as 
“private branding” — for example, 
Mary Smith, an adviser with a few 
dozen 401(k) clients, could bundle 
the clients into the “Mary Smith 
multiple-employer plan” that she 
sponsors and for which she pro-
vides investment management. 

giacurci@investmentnews.com 
Twitter: @gregiacurci
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LEGALMATTERS

BY BRUCE KELLY

A FINANCIAL ADVISER involved 
in a wide-ranging college basket-
ball corruption and bribery scandal 
pleaded guilty to three charges re-
lated to his efforts to bribe coaches 
who were then supposed to steer 
student-athletes toward his firm. 

Last September, the college 
basketball world was turned on 
its head when the U.S. Attorney’s 
Office for the Southern District of 

New York laid out findings from 
an F.B.I. investigation that uncov-
ered mass corruption, bribery and 
wire fraud involving some of the 
sport’s top programs.

Four assistant coaches and six 
other individuals were charged, 
including the financial adviser, 
Munish Sood. His firm, Princeton 
Advisory Group, had $236 million 
in client assets, according to its 
Form ADV. 

Mr. Sood did not return a call 

last Wednesday for comment. 
The three counts, which were 

connected to events in 2016 and 
2017, were conspiracy to commit 
bribery, payments of bribes to an 
agent of a federally funded orga-
nization and wire fraud conspira-
cy. Mr. Sood “agreed with others 
to offer and pay bribes to multiple 
[National Collegiate Athletic As-
sociation] men’s college basket-
ball coaches, intending to influ-
ence and reward those coaches in 

connection with the business of 
their universities,” according to 
a formal criminal charge known 
as a criminal information, which 
was filed Aug. 27. 

Under a criminal information, 
the defendant skips the process of 
an indictment and instead pleads 
guilty to the charges. 

FUTURE CLIENTS
Mr. Sood wanted college basket-
ball players to become clients 

down the road, according to the 
Justice Department. He paid 
“bribes to the NCAA men’s college 
basketball coaches, in exchange 
for which these coaches agreed 
to and did exercise their influence 
as coaches for their respective 
universities to persuade and pres-
sure student-athletes to retain the 
services of Sood, among others,” 
according to the information. 

In March 2016 in South Caro-
lina, Mr. Sood met with a former 
agent, an assistant basketball 
coach and a cooperating witness 
to discuss whether the coach could 
“direct and influence” certain stu-
dent-athletes at the University of 
South Carolina to hire Mr. Sood, 
according to the information.

bkelly@investmentnews.com 
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INVESTINGINTELLIGENCE

BLOOMBERG NEWS

WALL STREET’S DO-GOOD 
investment boom is finally tak-
ing notice of the credit markets. 
Sustainable investment assets 
grew 37% last year, according to 
Bloomberg data, but the majori-
ty of those funds focus on stocks. 
That’s leading to some awkward 
conversations on Wall Street, as 
wealthy investors and foundations 
increasingly want to align their 
entire portfolios with their social 
mission but are finding few oppor-
tunities to do so in fixed income.

Of almost 1,900 ESG funds 
tracked by Bloomberg, 15% in-
vest in fixed income, versus 62% 
in equity. On an asset basis, that 
figure is even smaller, with fixed 
income representing about 3% of 
the $491 billion invested in such 
funds. 

Bonds, though, have the po-
tential to be a popular ESG as-
set class for impact 
investors, those who 
look to generate en-
vironmental and so-
cial outcomes along 
with financial return. 
Fixed income typical-
ly attracts investors 
with longer time hori-
zons who might be 
more philosophically 
aligned with environ-
mental and social is-
sues, said Mike Amey, 
head of sterling port-
folio management and 
ESG strategies at Pa-
cific Investment Management Co. 
A World Bank report released in 
April details some initial evidence 
that ESG factors can help bond in-
vestors avoid default risk.

To fill the gap, asset managers 
are tapping into potentially over-
looked asset classes to find invest-
able opportunities for sustainabili-
ty-hungry clients. 

Here’s what’s going into sus-
tainable bond portfolios.

DEVELOPMENT BANK DEBT. 
High-grade debt issued by the 
World Bank and other develop-
ment banks offers some of the 
best- performing do-good credit 
on the market, according to UBS 
Group, which found the debt deliv-
ered strong returns for its socially 
conscious private bank clients. 

“We weren’t asking clients to 
forgo any expected returns,” said 
Simon Smiles, chief investment 
officer for ultrahigh-net-worth cli-
ents at UBS’ wealth-management 
division. Development bank debt 
turned out to have “a very attrac-
tive expected risk-return over a 
cycle for AAA-rated debt,” he said. 

GREEN BONDS. The market for 
environmentally friendly bonds is 
expected to hit a record $170 bil-
lion in new issuance this year, but 
the bonds are in relatively short 
supply, according to Bloomberg 
NEF. Green bonds represent less 
than 0.5% of the global fixed-in-

come market. Most deals are 
oversubscribed, and their environ-
mental credentials appeal to long-
term investors who buy and hold 
investments. If you can get your 
hands on a green bond, you’ll find 
the sector has been dominated this 
year by sovereign, local govern-
ment and financial issuers, which 
use the proceeds to fund smaller 
projects focused on renewable en-
ergy, green buildings, sustainable 
water management and the like.

Social and sustainability bonds, 
which concentrate on themes such 
as responsible farming or housing 
finance, are also a budding area, 
with about 25 deals this year. 

MUNI BONDS. The municipal bond 
market is an “abundant source of 
potential investments” in ESG, said 
James Iselin, head of the municipal 
fixed-income team at Neuberger 
Berman Group. The asset manag-
er recently retooled the focus of an 

existing $56 million 
muni fund to center 
on impact investing. 
Debt issued by lo-
cal communities can 
have a positive effect, 
funding energy and 
water-treatment proj-
ects, schools and pub-
lic transportation. It 
can also help investors 
lower their tax liabil-
ities. Eaton Vance’s 
Calvert Research and 
Management, Alli-
anceBernstein, and 
Columbia Threadnee-

dle Investments also have launched 
municipal funds with similar do-
good mandates. 

ESG-RATED BOND PORTFOLI-
OS. Fund managers such as Pimco, 
Fidelity Investments and Brown 
Advisory Inc. are building their 
sustainable fixed-income funds by 
selecting bonds issued by compa-
nies that perform well on ESG rat-
ings maintained by third parties 
such as Sustainalytics and MSCI 
Inc. This essentially replicates the 
most common ESG equity strate-
gies in the debt market.

“It’s still fairly early days, but 
we thought this was an important 
building block,” said Colby Pen-
zone, senior vice president for Fi-
delity’s investment product group, 
which launched a sustainability 
bond index fund in June. For so-
cially conscious investors, “the 
preference in the marketplace to 
date has been more concentrated 
in the equity space, but a diversi-
fied portfolio has to have fixed in-
come,” he said.

REAL ESTATE. When the Ford 
Foundation last year committed 
$1 billion from its endowment to 
impact investing, it said one of 
its top initial investment targets 
would be affordable housing. 
Community Capital Management 
Inc., an impact investing company 
that oversees about $2.3 billion, 
slices up portfolios so investors 

can use their fixed-income strate-
gies to support housing in a num-
ber of categories such as disaster 
recovery, minority neighborhoods, 
arts and culture programs, and 
sustainable agriculture. The Flor-
ida-based company last year cre-
ated a pool of mortgage-backed 
loans, municipal debt, and other 
asset-backed debt tied to afford-
able housing for women and girls. 
They built the product in response 
to clients who asked about invest-
ing in gender-focused products. 

Environmentally friendly build-
ings also are presenting opportu-
nities. Federal National Mortgage 
Association, for example, was the 
largest issuer of green bonds in 
the world last year, selling more 
than $27.6 billion in green mort-
gage-backed securities in 2017, up 
from $3.6 billion in 2016. The U.S. 
government-backed firm, which 
guarantees housing-related debt, 

built the securities by pooling fi-
nancing for green-certified apart-
ment buildings. The water and 
energy efficiency modifications 
made to the properties in those 
portfolios will likely reduce utility 
bills, according to Fannie Mae. 

CDFIs. Community development fi-
nancial institutions, which provide 
affordable lending to low-income 

and underserved communities, are 
gaining traction with impact inves-
tors. Banks have been the prima-
ry investor in the area for years, 
thanks to the 1977 Community 
Reinvestment Act, which encour-
aged commercial banks to meet the 
lending needs of their local commu-
nities. This has given CDFIs a long 
performance history. Some are even 
large enough to have credit ratings. 
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Thorn Run Partners.
Here’s a rundown of the pros-

pects for the bills:

INVESTMENT ADVISER REGU-
LATORY FLEXIBILITY IMPROVE-
MENT ACT
Chances: Slim
The Investment Adviser Regulato-
ry Flexibility Improvement Act is 
one of 32 that comprise the JOBS 
and Investor Confidence Act that 
the House approved 406-4. But the 
Senate Banking Committee may 
not have the appetite to take up the 
measure, which also includes a pro-
vision to change the definition of an 
accredited investor.

“Although we remain hopeful, 
it is looking less than likely that 
that whole package of bills will 
be considered by the Senate,” said 
Neil Simon, vice president of gov-
ernment relations at the Invest-
ment Adviser Association. “I don’t 
see a lot of interest in the Senate 
in considering separately any of 
the components of this 32-bill 
package.”

HSA LEGISLATION
Chances: 50-50
One of the HSA bills that the House 
passed in late July, H.R. 6311, would 
almost double the contribution limit 
for the vehicles to $6,750 for individ-
uals and $13,500 for a household. 
It was approved, 242-176, with the 
support of 12 Democrats.

That may not translate to enough 
Democratic support in the Senate 
to overcome the 60-vote  filibuster 
threshold. Many Democrats have 
asserted that HSAs — which allow 
for tax-free build up of funds to cov-
er medical expenses that also can 
serve as retirement-savings tools — 
mostly benefit wealthy people. 

Advocates maintain some hope 
that HSA contribution reform could 
be included in must-pass legislation.

“The chances are 50-50 on rais-
ing HSA contribution limits,” said 
Roy Ramthun, president of HSA 
Consulting Services. “I can see cases 
where it’s likely to move and cases 
where it’s less likely to move.”

RETIREMENT ENHANCEMENT 
AND SAVINGS ACT
Chances: 60-40
This week, the House Ways and 
Means Committee is expected to 
begin work on Tax Reform 2.0, a 

measure that could include the Re-
tirement Enhancement and Savings 
Act. That bill would encourage the 
use of annuities in 401(k) plans and 
allow small businesses to band to-
gether to offer 401(k) plans. 

“That is a positive sign that the 
House is focusing on retirement 
security issues,” said Paul Richman, 
vice president of government affairs 
at the Insured Retirement Institute. 

Two years ago, the Senate Fi-
nance Committee approved RESA, 
and it was reintroduced this year. 
Last month, President Donald J. 
Trump signed an executive order 
designed to help more workers save 
for retirement. The momentum for 
retirement policy is raising hopes 
that legislation will make it to Mr. 
Trump’s desk this year.

“I’d really like to think it is some-
thing we could get done before the 
end of this Congress,” said Chris 
Spence, senior director of federal 
government relations at TIAA.

Even if bills die this fall, getting 
this far will give them a boost when 
reintroduced next year. 

“You’re not starting from ground 
zero,” Mr. Simon said.
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al Society of Black Engineers. After 
graduating, he earned and received 
both his certified financial planner 
designation and chartered financial 
analyst credential and earned his 
MBA from the UNC Kenan-Flagler 
Business School.  

Today, having spent more than 
15 years in investment manage-
ment and financial planning, Mr. 
Beverly has discovered his purpose. 
He’s focused on bringing financial 
literacy to communities of color 
and helping them create, grow and 
transfer generational wealth. 

Needed conversations about 
money aren’t being conducted 
around the dinner table, he said. 
So he spent the past two school 
years teaching financial literacy  to 
students at the Washington Jesuit 
Academy, a low-income, all-boys 
middle school, to raise awareness 
and close the knowledge gap. 

“When I was in 5th grade, one 
of my teachers would often have us 
memorize quotes,” Mr. Beverly said. 
“He would say a Malcolm X quote, 
‘Education is the passport to the fu-
ture, for tomorrow belongs to those 
who prepare for it today.’” 

ADVISER NETWORK
Mr. Beverly, who joined Momen-
tum Advisors in 2016, is planning 
to leave and form his own regis-
tered investment advisory firm lat-
er this year. Last year, he formed 
moXY Financial, a network of 
advisers to promote financial edu-
cation, primarily for Generation X 
and Y clients. This year, he recruit-
ed 10 minority advisers for the 
network and has been speaking at 
professional conferences to raise 
client awareness. 

Mr. Beverly is working to in-
crease the number of minority ad-
visers in the industry. In 2017, 4.8% 

of financial advisers were African 
American and 8.3% were Hispanic, 
according to the Bureau of Labor 
Statistics. Given that nearly 40% 
of Americans are people of color, 
Mr. Beverly believes there will be 
increased demand for financial 
services from minorities.

Mr. Beverly also started the 20 by 
2020 Initiative, a sponsorship pro-
gram to help 20 minority advisers 
obtain the CFP credential by the end 
of 2020. The program offers awards 
of $500 to $1,000 to cover the cost of 
review courses and program materi-
als and  recruits financial advisers to 
mentor the recipients. 

“Since I’ve known him, he has 
tirelessly, tirelessly and I will re-
peat, tirelessly, advocated for 
moving the profession forward in 
a positive way,” said Feraud Calix-
te, senior financial adviser at Triad 
Financial Advisors Inc. 

Mr. Calixte was helped by the 
20 by 2020 Initiative last year. 
He met with Mr. Beverly for two 
months every Sunday morning at 
6 a.m. at a Starbucks to go over 
calculator questions and invest-
ment analysis for the CFP exam. 

“He’s really wanting to give 
opportunities to up-and-coming 
planners who’ve traditionally 
been underrepresented in the in-
dustry,” Mr. Calixte said. “And he’s 
talked about it, he’s written about 
it, he’s volunteered, but he also 
put money in it.”

Through the 20 by 2020 Initia-
tive, Mr. Beverly sponsored two 
African-American advisers last 
year and is now working with four 
recipients to help them sit for the 
November CFP exam. He believes 
more diversity in the financial 
services industry will have a com-
pounding effect that reverberates 
in diverse communities. 

RETAINER FEES
Mr. Beverly, who currently advises 
41 clients, hopes to gain 20 more 
in the next three years or so. He 
advises on more than $10 million 
in assets. He instituted hard asset 
minimums last year and charges 
retainer fees to some clients.

The first few years of his prac-
tice, Mr. Beverly did not feel as 
though he had a clear direction 
on the type of client he wanted to 
serve. After a couple of years, he 
decided to work with clients who 
are similarly committed to service. 

“Since then my growth has 
been better, and I think clients are 
deriving more value working with 
me as an adviser,” he said. 

And although he acknowledg-
es he is spread thin because of 
his many volunteer activities, Mr. 
Beverly said the overarching goal 
for financial education and wealth 
creation is the same. 

“Ford has several different 
lines of vehicles that serve differ-
ent markets, but the purpose is to 
get people to their destination in a 
reliable car,” Mr. Beverly said.
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“HE HAS TIRELESSLY 
... ADVOCATED FOR 
MOVING THE PRO-
FESSION FORWARD.”
FERAUD CALIXTE, SENIOR 
FINANCIAL ADVISER, TRIAD

KNOW SOMEONE?
Do you know a successful ad-
viser from a diverse background 
who has an inspirational story to 
tell? If so, email special projects 
editor Liz Skinner at lskinner@
investmentnews.com.

BANKCHANNEL

Live Oak launches RIA
BY JEFF BENJAMIN

LIVE OAK BANK, a 10-year-old 
bank that specializes in making 
loans to niche industries, includ-
ing registered investment advis-
ers, has launched its own RIA.

Live Oak Private Wealth, 
housed on the bank’s main cam-
pus in Wilmington, N.C., will oper-
ate as a wholly owned subsidiary 
of the bank.

The new RIA is starting with 
$400 million under management 
by bringing on local industry vet-
erans who specialize in asset man-
agement, trust services and sales, 
according to Jason Carroll, who is 
moving from managing director of 
investment adviser lending at the 
bank to chief executive of the RIA.

“My hat, from a lending per-
spective, has been removed,” Mr. 
Carroll said. “I’m responsible for 
building a best-of-breed RIA by le-
veraging the great technology and 
marketing stack at Live Oak.”

NICHE MARKETS
Live Oak Bank has an $8 billion 
loan portfolio and has lent $600 
million to independent financial 
advisers since 2012. The bank also 
specializes in such niche markets 
as veterinarians, pharmacists, 
craft breweries and senior care 
facilities.

The RIA subsidiary provides 
a resource for managing trust as-
sets, which the bank has been out-
sourcing until now.

Asked whether the bank’s own-
ership of the RIA creates any kind 
of conflict or competition with the 

lending business, Mr. Carroll re-
sponded definitively.

“Since Live Oak Bank entered 
and disrupted this industry, the 
bank has always considered itself 
Switzerland,” he said. “It plays no 
favorites, and that’s been a key to 
its success. If we used Live Oak 
Private Wealth to compete against 
the RIAs the bank serves, that 
would do no one any good.”

However, he said, “Should an 
RIA want to join us, we will have 
a conversation.”

Mr. Carroll, who described the 
bank as “a marketing and technol-
ogy company that happens to be 
a bank,” said there will be no data 
sharing between the bank and the 
RIA, and that there are no current 
plans to send referrals to the RIA.

BETTER ABLE TO SERVE
David DeVoe, managing director 
at the investment bank DeVoe & 
Co., said that not only will own-
ing an RIA not create a conflict, 
the bank also will be better able to 
serve the RIA market.

“I think it’s a net positive for 
potential firms that might use 
the lending platform because the 
bank already knows RIAs pretty 
darn well, and they’ll know them 
even better now that they own 
one,” Mr. DeVoe said.

In addition to Mr. Carroll, who 
has been with Live Oak for five 
years, the new RIA includes man-
aging directors Andy Basinger, 
Bill Coleman and Connor Keller.

jbenjamin@investmentnews.com 
Twitter: @benjiwriter

Firm says bank, RIA will not share data



Congratulations to the 2018 
Invest in Others Awards finalists!

Catalyst Award 

Community Service Award 

Global Impact Award 

Volunteer of the Year Award 

Lifetime Achievement Award 

Corporate Philanthropy Award Financial Institutions

Awards will be presented at the Invest in Others Awards Gala on September 27th in Boston

Carrie Coghill Cullen Douglass Paul Wetmore

Brenda Blisk Bryan Drowos Timothy Rice

Jim Quigley David Shnitzer Bob Solis

William Lervaag Stephen Plain Pat Sullivan

Pat Henry Sacha Millstone Stephen Rudolph

investinothers.org/awardsHelping Financial Advisors Compound Their Investment in Others

Advisory Firms

Family and Children’s Services
Northwestern Mutual

Al Wooten Jr. Heritage Center
Merrill Lynch

Magee Womens Research Institute & Foundation
Coghill Investment Strategies

American Red Cross in the National Capital Region
Blisk Financial Group

Jewish Federation of South Palm Beach County
Wells Fargo Advisors

Boys & Girls Clubs of Greater Northwest Indiana
Lakeside Wealth Management

Hope’s In
Barrington Wealth Management

CameroonONE & ONETrack International
Ameriprise Financial

Open Arms Home for Children
Morgan Stanley

Heart of Illinois Harvest
Masterplan Financial Group

Town of Wallkill Boys and Girls Club
SEP Financial Services

Good Grief
Private Advisor Group

Okizu
Hanson McClain Advisors

Funding the Future
The Millstone Evans Group of Raymond James

Milestones Autism Resources
HW Financial Advisors

Watch live to see who wins on September 27th, at 
7:00pm EST on investinothers.org
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quarter of the year after a midterm 
election tends to be the reversal for 
the markets.”

The odd twist with Septembers, 
especially those in midterm elec-
tion years, is that no matter what 
happens, the markets usually rally 
for the next several months.

Since World War II, the 
fourth-quarter performance of the 
S&P in midterm election years av-
eraged 7.5%, with only 1978 and 
1994 producing negative quarters.

What’s more impressive is the 
return in the 12 months starting 
Nov. 1 of a midterm election year. 
Over that period the S&P has aver-
aged a gain of 16.7%, which breaks 
down to 13% when the majority 
changes and 19.6% when the major-
ity in Congress does not change.

 “It’s okay to be a bull with a 
lower-case 'b' right now, because 
history might still work out,” Mr. 

Stovall said. “It’s a 
good time for being 
cautiously optimistic.”

The dark cloud of 
September notwith-
standing, there are 
reasons to believe the 
stock market is not yet 
ready for a pullback.

For example, the 
SPDR Gold Shares 
ETF (GLD) last month 
experienced $1.6 bil-
lion in redemptions, 
more than any other 
ETF in August.

The closely watched gold ETF 
declined by 1.7% in August and 
is down 8.1% from the start of the 
year, which is an indicator of mar-
ket bullishness as interest rates 
move higher and the economy 
continues to expand.

The S&P 500 is up nearly 10% 
from the start of the year.

DOMESTIC DEMAND
“Right now, there is just a lack of 
attractive alternatives to domestic 
stocks,” Mr. Stovall said. 

Still, it is diffi-
cult for most market 
watchers to over-
look the curse of 
September. 

“It is the ba-
nana-peel month, as 
some of the largest 
slips tend to take 
place during Sep-
tember,” said Ryan 
Detrick, senior mar-
ket strategist at LPL 
Financial.

That sentiment is 
front and center for 

Brian Jones, founder of NextGen 
Financial Advice.

“We’re talking to clients about 
how risky the markets are and 
we’re showing them how their 
current portfolio would have per-
formed in 2008,” he said. “For cli-
ents who are closer to retirement, 
we’ve started adding one-year CDs 
that are giving some good yields 
and keeping the money safe.”

jbenjamin@investmentnews.com 
Twitter: @benjiwriter
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Pricing, profitability and growth: The strategies 
of top-performing advisory firms
Thursday, September 27, 2018  | 4:00pm-5:00pm ET

InvestmentNews will present the exclusive results of its new 2018 Pricing & 
Profitability Study, which will highlight how top-performing firms are growing their 
assets and revenues – and ultimately boosting their profits and partner incomes.

Specifically, the research and our panel of experts will:

• Identify staffing and compensation strategies that are resulting in improved 
productivity and growth

• Breakdown the financial performance and income statements of top-
performing firms 

UPCOMING

The future of investment management: 
A balance of scale and customization

Sponsored by

In this exclusive video webcast, several of the industry’s thought leaders and 
top advisers will provide you with actionable advice that will allow you to scale, 
customize and grow your business. Specifically, this webcast will explore:

• How mounting demands on advisers are driving the need for more 
efficiency and scale

• Why behavioral management is an important component of advisory 
value add today

In addition, all registrants for this webcast will receive a free copy of the 
The Race to Scalability 2018: Advisor Research on Investment Management 
Trends white paper.

Distributed by Foreside Fund Services, LLC

NDEMAND

DOWNLOAD NOW    DOWNLOAD NOW    DOWNLOAD NOW    investmentnews.com/investment_webcast_print
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fect,” they said. “This result is not 
surprising, since the profitability 
and value of investment firms is 
reduced by the inability to collect 
conflict-of-interest fees.”

The White House Council of 
Economic Advisers said investment 
companies collect $17 billion annu-
ally due to conflicted investment 
advice to retirement savers. 

THREE EVENTS
The report, “How Do Investment 
Companies Fare Under Obama 
and Trump Fiduciary Rules,” which 
is set to publish in an upcoming 
issue of the Journal of Accounting 
and Finance, adds together three 
events over 2015-16: Mr. Obama’s 
call to action, publication of the 
proposed fiduciary rule in the Fed-
eral Register and publication of 
the final rule.

The report also quantifies the 

so-called “Trump Effect,” measur-
ing the positive market impact 
on investment firms of Donald J. 
Trump’s election as president, cou-
pled with Republican control of 
Congress.

As a candidate, Mr. Trump sig-
naled his wish for broad deregu-
lation, saying just a month before 
the election that he would slash 
as much as 70% of federal regu-
lations. Anthony Scaramucci, an 
adviser to Mr. Trump who sub-
sequently served a short stint as 
White House communications di-
rector, said during the campaign 
that Mr. Trump would “repeal” the 
fiduciary rule if elected.

The report authors found the 
Trump Effect to be much greater 
than the Obama Effect. Cumula-
tively, the three dozen investment 
companies, which included Mor-
gan Stanley, Raymond James Fi-
nancial Corp. and TD Ameritrade 
Holding Corp., gained $56 billion 
in market value as a result of the 
election results. 

The report calls this an “aston-
ishing” increase.

“Given that Americans saving 
for retirement will likely continue 
to pay conflict-of-interest fees, the 
financial markets are optimistic 
about the future revenue streams 
of these investment companies,” 
according to the report. “With the 
election of Trump, investment com-
panies recovered all the losses from 
the Obama Effect and more.”

Authors note, however, that in-
vestors priced in the expectation of 
rollbacks to financial regulations in 
addition to the fiduciary rule.  

Since his election, Mr. Trump 
has signed a rollback of some 
banking rules codified in the 
Dodd-Frank financial reform law. 
He also installed an ardent critic of 
the Consumer Financial Protection 
Bureau — Mick Mulvaney — as the 
agency’s acting director. In Febru-
ary 2017, months before the fidu-
ciary rule was scheduled to take 
effect, Mr. Trump directed the La-
bor Department to review the rule, 
which subsequently died in court.

giacurci@investmentnews.com 
Twitter: @gregiacurci
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years?’” Mr. Goldstone said. “If we’re 
not using returns on real portfolios, 
what should we be using? We agree 
two years is short, and we are open 
to other suggestions.” 

Joe Ziemer, Betterment’s vice 
president of communications, add-
ed that Backend’s researchers don’t 
utilize the platforms the way a typi-
cal Betterment customer does, such 
as using direct deposits and getting 
optimization across taxable and 
tax-advantaged accounts. 

Another criticism was that Back-
end penalized robos for allocating 
portfolios to cash. Ken Schapiro, 
Backend’s founder, said that the re-

port only devalued cash if it didn’t 
generate a “reasonable rate of re-
turn,” which the firm set at 1%. 

Mr. Ziemer and Mr. Sha both 
felt the analysis on cash holdings 
was fair. 

“An investment portfolio is not 
the place for cash,” Mr. Ziemer 
said, referencing a blog post Bet-
terment published on the topic. “A 
firm is going to have cash in the 
portfolio to make money.” 

The company plans to release 
new rankings every six months in 
addition to its quarterly reports. 
The hope is that by providing 
more information and transpar-
ency to consumers, digital advice 
firms of all kinds will have to step 
up their game. 

rneal@investmentnews.com  
Twitter: @ryanwneal 
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would have required brokers to 
act in the best interests of their cli-
ents in retirement accounts.

In October 2016, Merrill Lynch 
startled the retail brokerage in-
dustry by mandating that its 
advisers use only an advisory 
account with a flat fee for retire-
ment accounts, as opposed to a 
brokerage account charging a 
commission when clients bought 
products. 

The securities industry was left 
trying to figure out the best way 
to comply with the Department of 
Labor’s fiduciary rule, which was 
very much alive at the time. The 
election of President Donald J. 
Trump in November 2016 and the 
expectation of a pro-business, an-
ti-regulation, Republican regime 
immediately put the rule’s surviv-
al in doubt. 

Two years ago, before Mr. 
Trump’s election, it appeared that 
Commonwealth Financial Net-
work was going to follow Merrill 
Lynch’s lead. Days after Merrill 
Lynch’s announcement, Com-
monwealth said it would stop 
offering commission-based prod-

ucts in IRAs and qualified retire-
ment plans. 

The firm was looking to avoid 
exposure to potential class action 
litigation allowed under the DOL 
fiduciary rule, John Rooney, man-
aging principal, said in an inter-
view last Thursday. 

“The legal exposure didn’t 
make any sense, and once that dis-
appeared we said commissions are 
OK again,” Mr. Rooney said. 

“We never stopped [charging 
commissions],” he said. “Once the 
DOL was dead, we went back to 
our original guidance. We have 
always believed in consumer 
choice, but we didn’t like the legal 
exposure DOL opened us up to.” 

bkelly@investmentnews.com 
Twitter: @bdnewsguy
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“WE DIDN’T LIKE THE 
LEGAL EXPOSURE DOL 
OPENED US UP TO.”
JOHN ROONEY 
MANAGING PRINCIPAL 
COMMONWEALTH



Purchase today at investmentnews.com/2018comp or to learn more.

The key changes over the past year in salaries 
and incentives for more than 30 different positions will:
 

•  Provide you with a baseline for evaluating your current 
employees’ compensation levels, as well as the structure for 
their compensation plans

•  Allow you to offer competitive compensation for new 
roles and recruits

•  Highlight the latest hiring trends taking shape 

•  Present common and evolving organizational and team 
structures along with staffing strategies to drive future growth
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Navigate market storms  
with a guided allocation 

An investment in the Funds may be subject to risks which include, among others, fund of funds risk which may subject the Funds to investing in commodities, gold, natural resources companies, MLPs, real 
estate sector, infrastructure, equities securities, small- and medium-capitalization companies, foreign securities, emerging market issuers, foreign currency, credit, high yield securities, interest rate, call 
and concentration risks, all of which may adversely affect the Funds. The Funds may also be subject to affiliated fund, U.S. Treasury Bills, subsidiary investment, commodity regulatory, tax, liquidity, gap, 
cash transactions, emerging markets, investment style, small-, medium- and large-capitalization companies, high portfolio turnover, model and data, management, operational, authorized participant 
concentration, absence of prior active market, trading issues, market, fund shares trading, premium/discount and liquidity of fund shares, and non-diversified risks. The Funds’ assets may be concentrated 
in a particular sector and may be subject to more risk than investments in a diverse group of sectors. You can lose money by investing in the Funds. Any investment in a Fund should be part of an overall 
investment program rather than a complete program.

RAAXTM and LFEQ® Fund shares are not individually redeemable and will be issued and redeemed at their net asset value (NAV) only through certain authorized broker-dealers in large, specified blocks 
of shares called “creation units” and otherwise can be bought and sold only through exchange trading. Shares may trade at a premium or discount to their NAV in the secondary market. You will incur 
brokerage expenses when trading Fund shares in the secondary market. Past performance is no guarantee of future results. Returns for actual Fund investments may differ from what is shown because of 
differences in timing, the amount invested, and fees and expenses.

Investing involves substantial risk and high volatility, including possible loss of principal. Bonds and bond funds will decrease in value as interest rates rise. An investor should consider the investment 
objective, risks, charges and expenses of the Funds carefully before investing. To obtain a prospectus and summary prospectus, which contains this and other information, call 800.826.2333 or visit 
vaneck.com. Please read it carefully before investing.

Van Eck Securities Corporation, Distributor, 666 Third Avenue, New York, NY 10017

Call us at 800.826.2333

VanEck’s Guided Allocation Funds  

are designed to participate  

meaningfully in bull markets and 

seek to de-risk in bear markets.

RAAX
NDRMX
LFEQ

VanEck Vectors® Real Asset Allocation ETF

VanEck NDR Managed Allocation Fund 

VanEck Vectors® NDR CMG Long/Flat Allocation ETF 

vaneck.com/guided

IN011403.indd   1 9/6/18   10:48 AM


	P013_IN_20180910
	P014_IN_20180910
	P015_IN_20180910
	P016_IN_20180910
	P017_IN_20180910
	P018_IN_20180910
	P019_IN_20180910
	P020_IN_20180910
	P021_IN_20180910r
	P022_IN_20180910
	P023_IN_20180910
	P024_IN_20180910



