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Schwah laying off 1,000;
CED says more ‘to come’

BY BRUCE KELLY

THE CHARLES SCHWAB Corp. said
last week it was eliminating about 3%
of the combined workforces of the
Schwab and TD Ameritrade businesses,
which accounts for about 1,000 employ-
ees, the company said in a statement.

“These reductions are part of our
efforts to reduce overlapping or redun-
dant roles across the two firms, but the
combined firm will continue to hire in
strategic areas critical to support our
growing client base,” according to the
company, which added that the laid-off
employees could apply for newly avail-
able jobs at the company.

Schwab completed its acquisition

“We’ve had to part ways with some
incredibly talented people,” CEO Walt
Bettinger told 2,100 virtual attendees
at the 30th annual Schwab Impact con-
ference in the keynote presentation last
Tuesday, confirming that additional job
cuts are “still to come.”

‘THE NATURE OF COMBINATIONS’
“Unfortunately, it’s the nature of com-
binations like this,” Bettinger said. “By
combining our forces and continuing to
operate through our clients’ eyes we’re
going to be stronger than we could have
ever been separately.”

The keynote discussion with
Schwab’s head of adviser services Bernie
Clark provided the first and most trans-

of TD Ameritrade on Oct. 6. 0000 ] parent comments from the two

The combined firm will over- ) KEY POINTS

see about $6 trillion in assets

executives since the $22 billion
acquisition of TD Ameritrade

e Sch
managed by registered invest- Schwab closed last month.
. . announced . R
ment advisers who used either layoffs after TD Citing a full consolidation
Schwab or TD Ameritrade In- acquisition that brings together $6 trillion

stitutional as a custodian.

Senior executives, includ-
ing TD Ameritrade Institu-
tional president Tom Nally,
have left the new enterprise
in recent weeks.

High-level departures in-
clude institutional product
specialist Dani Fava, now with
Envestnet; Skip Schweiss, for-
mer president of TD Ameritrade Trust
Cos., who’s on deck to become president
of the Financial Planning Association;
and longtime spokesperson Joseph Gi-
annone, who is joining Dow Jones.
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e CEO Walt Bet-
tinger alluded
to more cuts
to come at the
annual Schwab
Impact virtual
conference.

worth of assets and is expected
to take up to 36 months, Clark
said, “It’s early days,” and that
the company is focused on
keeping lines of communica-
tion open during the process.
“Diving into it, we're try-
ing to create as much trans-
parency as we know,” he said.
“We want to be clear, honest
and transparent in the things we know,
and in the things we don’t know.”
—With Jeff Benjamin
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Missing adviser
charged with
fraud by FBI

BY BRUCE KELLY

THE FBI LAST week charged a missing
Atlanta financial adviser, who went on
the lam ahead of an investigation by the
Securities and Exchange Commission,
with one count of mail fraud.

Last Monday, the Federal Bureau
of Investigation said it had issued a
warrant for the arrest of Christopher
W. Burns, 37, who has been missing
since he left his home on Sept. 24, ac-
cording to a statement.

That was the day before he was
supposed to turn over documents
related to his businesses to the SEC.
Burns is also under investigation by
the Internal Revenue Service, accord-
ing to the FBIL

The host of a local weekly ra-
dio show, Burns conducted business
through a number of entities, includ-
ing Investus Advisers, Investus Finan-
cial, Dynamic Money and Peer Con-
nect, according to the agency, which
believes the adviser has defrauded a
number of victims out of hundreds of
thousands of dollars.

Financial advisers under duress
from regulators and investigations
were commonplace during the finan-
cial crisis of 2008, and some even fled
in an attempt to escape scrutiny into
their businesses and practices.

Investus Advisers has no assets
under management, according to its
most recent Form ADV filing with the
SEC. Christopher Burns is listed as
the firm’s principal and chief compli-
ance officer.

bkelly@investmentnews.com

bkelly@investmentnews.com
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Labor releases rule that could
curb ESG in retirement plan

BY MARK SCHOEFF JR.

THE DEPARTMENT of Labor released
a final regulation Friday that could curb
the use of socially responsible investing
in retirement plans, although the text of
the rule was revised to take out refer-
ences to environmental, social and gov-
ernance factors.

The regulation, first introduced in
June and then opened for a 30-day com-
ment period, has been on a fast track
for approval before the end of the first
Trump administration.

It drew more about 8,700 public com-
ments, the vast majority in opposition.
Critics assert the rule will chill increas-
ingly popular ESG investing in compa-
ny-sponsored retirement accounts.

The rule amends the investment du-

-

ties regulation of federal retirement law,
which has been in place since 1979. It
requires plan fiduciaries to select invest-
ments and strategies based solely on how
they will affect the plan’s financial per-
formance, or so-called pecuniary goals.

“This rule will ensure that retirement
plan fiduciaries are focused on the fi-
nancial interests of plan participants
and beneficiaries, rather than on other,
non-pecuniary goals or policy objec-
tives,” Labor Secretary Eugene Scalia
said in a statement.

Fiduciaries should not sacrifice re-
turns, increase risks or raise costs of a
plan in order to pursue nonpecuniary
objectives, such as environmental, so-
cial and governance investing, agency
officials told reporters.

CONTINUED ON PAGE 22 ©

Biden favored among adviser pundits

BY MARK SCHOEFF JR.

TREND LINES LOOK bad for President
Donald Trump with the election nearing
its end.

He’s trailing Democratic presidential
nominee Joe Biden by significant mar-
gins in most national and battleground
state polls. Coronavirus cases are spik-
ing again, while the pros-
pects for a pandemic T
stimulus package in 3
Congress have faded.

But don’t count
Trump out, said Greg
Valliere, chief U.S. policy
strategist at AGF Invest-
ments.

“You underestimate Don-
ald Trump at your own
peril,” Valliere said last
Tuesday at the virtual
Schwab IMPACT con-
ference. “He has phe-
nomenal energy.”

In 2016, Trump
stunned Valliere and

x
PY.

InvestmentNews.com

most other election analysts, who had
predicted a victory for Democratic pres-
idential nominee Hillary Clinton.

But this election differs from four
years ago, Valliere said. This time, Trump
is trailing Biden significantly in fund-
raising, facing a huge gender gap with
female voters and losing support among
seniors. Even more damaging is the un-
relenting coronavirus pandemic.

Biden has the edge in what will likely
be a close race, Valliere said. The candi-
date who attains 270 or more votes in the
Electoral College will win the election.

“I make [Biden] the favorite to get
about 300 electoral votes,” Valliere said.
“That’s hardly a landslide but it
should be a very narrow vic-

tory.”

SLIM MARGIN

Brian Gardner, chief
Washington policy
strategist at Stifel, also

is predicting Biden

will prevail by a slim
CONTINUED ON PAGE22 ©

1d James
pased’

ruiting
0VID-1

RAYMOND JAMES Financial Inc. re-
ported a net increase of 84 advisers in
the quarter ended in September, despite
the difficulties presented by COVID-19
and the general slowdown in travel and
business due to the pandemic.

The firm now hit a new high of 8,239
advisers across its varied platforms at
the end of September, a net increase of
228 for the prior 12 months, or a bump
of 2.8%.

Raymond James has been one of
the leading recruiters of financial ad-
visers for the past several years, draw-
ing advisers from competitors with

BY BRUCE KELLY

the promise of a more adviser-focused
culture. The firm said earlier this year
it would rely on technology and online
meetings to conduct virtual recruiting
during the pandemic.

During a conference call with an-
alysts last Thursday to discuss fiscal
fourth-quarter earnings, CEO Paul Reil-
ly said that he was “very pleased” with
the firm’s recruiting across channels,
including its traditional employee group,
its independent contractor broker-dealer
and its registered investment adviser.

RECORD REVENUE
Reilly added that the potential for re-
cruiting growth was particularly strong
in future quarters as there was pent-up
demand from some advisers who are
looking to leave wirehouse firms. Those
advisers did not want to move quite yet
because branch offices have been in
large part closed and made a change in
business venue tricky, he said.
Meanwhile, Raymond James re-
ported record annual net revenue of $8
billion and adjusted annual net income
of $818 million. The firm said in Sep-
tember it was laying off about 4% of its
workforce, or more than 500 employees.

bkelly@investmentnews.com

LPL

LPL FINANCIAL, the biggest inde-
pendent broker-dealer with 17,168
registered reps and financial advisers,
sees more opportunity to grow through
mergers and acquisitions, both by its
advisers and at the corporate level.
“We do think the environment,
as we look out for any number of
reasons, including potential tax law
changes, certainly drives more con-
solidation and activity on the M&A
front,” CEO Dan Arnold said Thursday
afternoon in response to a question

IS preparing for increased
levels of industry consolidation

BY BRUCE KELLY

during LPL’s conference call with ana-
lysts to review third-quarter earnings.
“Whether that be at the adviser level
or more at the corporate level, we see
that the trajectory of activity trending
up on both fronts.”

BUY OR MERGE
Firms like LPL provide financing for
their advisers to buy or merge with
other advisers’ practices. Arnold added
that any deals would have to fit in three
ways: strategically, financially and op-
erationally.

CONTINUED ON PAGE22 ©

November 2, 2020 InvestmentNews | 3



TopNews

|s Waddell & Reed ready
to make a comeback?

couple of years ago,

Waddell & Reed Finan-

cial Advisors looked to
be in disarray.

Thomas Butch, the
longtime head of the bro-
ker-dealer, left at the end of
2017. The firm parted ways
with hundreds of low-pro-
ducing brokers and advisers, while
some large teams left in the summer of
2018 for competitors.

Near the end of 2018, the firm even
eliminated a special perk for its close to
1,300 advisers and reps; it said it would
no longer lease office space for most of
its independent contractor brokers and
advisers, requiring them to find and re-
locate to their own offices by the end of
2020.

Taking freebies away from advisers
is like denying children dessert: It’s best
not done if the goal is to keep harmony
in the household.

The firm, the broker-dealer arm of
Waddell & Reed Financial Inc., which
also owns the Ivy Funds, is in the throes
of change. And that’s not easy.

Waddell & Reed has
been overhauling its busi-
ness for some time. Until
several years ago, the bro-
ker-dealer’s business model
relied primarily on its bro-
kers and advisers selling
the parent company’s pro-
prietary, actively managed
mutual funds.

And in the middle of October, Wad-
dell & Reed Financial’s stock price
spiked to a recent high

p

ment stressed the growth of its wealth
management franchise.

Waddell & Reed has recruited 32 ad-
visers this year with $1.9 billion in as-
sets at their prior firms

of $18.02 per share
amid market specula-
tion that it was bound
to be the next man-
ager of actively man-
aged mutual funds to
be snapped up, just as
Morgan Stanley did at
the start of the month

) KEY POINTS

e \Waddell & Reed is in the
midst of an overhaul as
takeover chatter cools.

e The firm has been adding
and recruiting advisers.

and added 11 more in the
three months that ended
in September. That’s im-
pressive, as recruiting at
big firms has been ham-
pered by COVID-19 and
the general slowdown
of business across the
economy.

when it said it was buy-
ing Eaton Vance.

That’s a lot for a management team
to work through. But on a conference
call last Tuesday with analysts to dis-
cuss third-quarter earnings, manage-

Waddell & Reed has
also built up its pipeline of advisers, ac-
cording to Shawn Mihal, senior vice pres-
ident of wealth management.The firm has
signed or made offers to 17 more advisers
who generate $8.2 million in annual com-

missions, Mihal said during the call.

“We are seeing the ability to bring
advisers over from a variety of different
types of firms,” Mihal said. “So, still in
the independent [broker-dealer]| space,
we’re seeing opportunity there and the
advisers that have joined this year, a
considerable number come from inde-
pendent, a few from wirehouse and a
few from bank channels.”

“The larger majority [are] really
coming through the other independent
channels making a transition over to
Waddell & Reed,”he added.

TIMING IS RIGHT

In an indication that turnabout is fair play

in the current wealth management mar-

ket, Waddell & Reed could go on the of-
CONTINUED ON PAGE 23 ©

Digital demand stokes big returns in emerging markets

BY JEFF BENJAMIN

AT THIS TIME OF PEAK uncertainty,
pairing the global pandemic with a wild-
ly unpredictable U.S. presidential elec-
tion, one might assume a reduced appe-
tite for investments in the far reaches of
the emerging markets.

But as most financial advisers will at-
test and many will swear by, investing is
about diversification, and real diversifi-
cation requires a certain level of risk and
adventure.

Consider the knockout performance
of the $1.1 billion EMQQ Emerging
Markets Internet & Ecommerce ETF
(EMQQ), which is up 54% from the start
of the year on the heels of a 34% gain last
year. For context, consider the bench-
mark-tracking iShares MSCI Emerging
Markets ETF (EEM), which is up 2.5%
this year after gaining 18.2% last year.

The extreme disparity — and EMQQ
is not the only example — is a reminder
of where things are in the emerging mar-
kets these days and why financial advis-
ers should tread gingerly into the space.

“This is a risk-on side of the mar-
ket, and if the global economy recovers
in 2021 the emerging markets could
bounce back higher,” said Todd Rosen-
bluth, director of mutual fund and ETF
research at CFRA.

The 26 countries represented in the
MSCI emerging markets index include a

41% weighting in China, a country that
has demonstrated a relatively respect-
able 4% economic growth during much
of the pandemic.

But while China and the so-called
Northeast Asia cluster, including Taiwan
and South Korea, get credit for contain-
ing the virus while not crippling their
respective economies, the real strength
of certain emerging market strategies
concentrates on a trend the virus has
propelled.

“Every consumer sector within the
emerging markets is getting digitized,”
said Kevin Carter, who launched the
EMQQ ETF six years ago.
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“The thing that’s emerging in the
emerging markets is people,” he said.
“They want stuff and they want to move
up, and I concluded that the broad mar-
ket indexes were not the way to go for
that kind of exposure.”

The EMQQ fund tracks an index
of just 83 stocks, two-thirds of which
are from China and 100% of which are
pegged to internet and e-commerce busi-
ness.

“People in the emerging markets
don’t have traditional bank accounts
and debit cards and TVs with a thousand
channels; they're leapfrogging all that
and going digital,” Carter said. “The tra-

ditional infrastructure that we think of
doesn’t exist in the emerging markets.
Kenya’s gross domestic product is 80%
phone-based right now.”

“EVERY CONSUMER
SECTOR WITHIN
THE EMERGING
MARKETS IS

GETTING DIGITIZED.”
KEVIN CARTER, CREATOR OF EMQQ ETF

In terms of concentrated emerging
market bets, a similar story is found in
the $3.3 billion KraneShares CSI China
Internet ETF (KWEB), which is up 49%
this year and gained 30% last year.

DIGITAL ACCELERATION

The flip side of this kind of bet on dig-
ital growth in the emerging markets is
souped-up volatility in an already vola-
tile category.

In 2018, for example, when the U.S.
was engaged in a trade war with China,
EMQQ lost 30% and KWEB dropped
34%, while the more diversified MSCI

CONTINUED ON PAGE 23 ©
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What's your emerging market strategy missing?

The full power of an Asia expert.

Introducing the Matthews Emerging Markets Equity Fund

With Asia representing 80% of the emerging market investment universe, having a deep understanding
of this complex region is critical. The Matthews Emerging Markets Equity Fund applies our 29 years of
investment expertise in Asia to other emerging markets around the world, so that you don’t miss out
on some of the most attractive investment opportunities today.

Uncover new investment opportunities at MatthewsAsia.com/Emerging-Markets

Investors should consider the investment objectives, risks, charges and expense of the Matthews Asia Funds carefully before making an investment
decision. This and other information about the Funds is contained at matthewsasia.com. Read the prospectus carefully. Investing involves risk including

the possible loss of income. Funds that invest in emerging market foreign securities may involve certain additional risks, exchange rate fluctuations, less liquidity,
greater volatility and less regulation. Distributor: Foreside Funds Distributors LLC
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EDITOR’'S NOTE

Retirement bill
offers glimmer
of hope

his week, Mark Schoeff Jr.
reported the on the Ne-
al-Brady bill in the House (page
18). It's an expansive, biparti-
san retirement savings bill.
There's a lot in the bill for
pre-retirees, company sponsors
and retirees. But the changes
proposed for retirees jumped
out at me. My tweet of the
article led
- Arizona-based
financial
planner and
portfolio man-
ager Roger
Nusbaum to
1 retweet it,
‘ ‘ ‘_ noting the
k benefits of
GEORGE B. optionality for
MORIARTY retirees.
| asked him to elaborate,
and I'll share his thoughts:
“Lifting the age for RMDs
tends to be viewed as a perk
for the wealthy, but RMDs are
often a burden for retirees with
six-figure retirement accounts
as opposed to truly wealthy in
the seven figures. As a matter
of circumstance, a retiree in
this situation is often forced
to take a $20,000 to $30,000
distribution they may not need
so that the government can
collect its $4,000 to $6,000 in
taxes. Where optionality comes
into play is being able to take
less money out of a tradition-
al IRA at age 72 or 73, thus
paying less tax that year and
leaving more in the account to
grow. It also creates circum-
stances where it may make
more sense to meet any in-
come needs or fill any income
gaps taking a withdrawal from
a Roth IRA, which of course
would not be a taxable event.”
The sponsors noted that
this bill was partially a response
to COVID-19's impact on sav-
ings and, at least based on this
Twitter exchange, it's a hopeful
sign that Congress will come
up with real solutions that will
help people.

- o

r

gmoriarty@investmentnews.com

Advisers can't always rely
on market performance

he stock market rally over the past decade was an absolute luxury

for independent advisers. Over the course of those 10 years,

financial advice firms experienced revenue growth on average in

the double digits, according to the latest pricing and profitability

study by InvestmentNews Research in conjunction with BNY Mel-
lon’s Pershing and The Ensemble Practice. Median revenue growth peaked
at 15.5% in 2013, according to the data, and hit a low of just 5% in 2016.

Simply put, in an industry dominated by fees on assets under manage-
ment, record-setting rallies equal revenue.

Of course, there are dozens of factors that have contributed to the trend,
but there’s no doubt market performance ranks high on the list. Considering
the S&P 500’s 11.6% surge in 10-year annualized gains and a 245% cumulative
rally over the same time period, it’s safe to say market performance played a
significant role in the emergence and success of the independent channel.

Fast forward to 2020 and advisers may want to take stock. As the past six
months have taught us, volatility is quickly becoming a way of life post-pan-
demic, and the rally of the past decade may be giving way to a new era of
market turbulence. The problem for advisory firms is that overdependence
on market growth may have caused firms to ignore basic business practices
— like forming long-term marketing strategies or making capital invest-
ments in technology — according to the research.

The InvestmentNews Research survey found that firms are allocating
less than 4% of their revenues to marketing and technology. According
to the report,
which queried

more than 300
independent
and hybrid
advisers, even
firms that ex-
pect marketing
to jump-start

THE LACK OF A SOLID
BUSINESS DEVELOPMENT
STRATEGY FOR SOME
PRACTICES HAS THE

fzfé’ﬁ?f%i}il POTENTIAL TO CREATE
manazement. - WIDE DISPARITIES

techniques. The
research shows
inadequate lead

IN FUTURE GROWTH.

tracking, and
advisers have
very little individual accountability.

The lack of a solid business development strategy for some practices has
the potential to create wide disparities in future growth. If AUM fees aren’t
as reliable as they have been over the past decade, will independent advis-
ers struggle to keep pace?

While the data are striking, advisers have the advantage if blue skies
suddenly turn stormy. During times of turbulence, clients are in need of
additional hand-holding and the guidance that seasoned financial advisers
are well positioned to provide. That means more opportunities for advisers
to reach out to customers. Creating and maintaining those relationships is
at the heart of wealth management, and advisers should relish times when
they can provide counsel clients need to weather the storms.

For the independent channel to continue its unprecedented growth,
advisers would do well to focus not only on the performance of the markets,
but on internal systems, like marketing and technology, to ensure their
practices are running soundly. Having the capabilities to reach out and help
clients will be paramount if the markets — and associated fees from assets
under management — suddenly falter.
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IF DEMOCRATS PREVAIL, REGULATORS
MAY UPSET THE NEW REG BI
STANDARD, LEADING TO BIG
CHANGES IN FEE STRUCTURE — OR
THEY MAY JUST LEAVE IT ALONE

BY BRUCE KELLY

- s

roker-dealers are starting to implement changes in how registered reps and advisers charge
clients in the wake of Regulation Best Interest, which took effect in June, with some firms cur-
rently overhauling certain fees and charges to clients.

That is to be expected, particularly after a revamping of industry rules of the magnitude of
Reg BI.

Jay Clayton, head of the Securities and Exchange Commission, said at an Oct. 19 industry
meeting that financial advisers who are dual registrants (meaning they charge fees in advisory
accounts and commissions in brokerage accounts) understand that they must know their cus-
tomers and follow policies intended to curb conflicts of interest.

Indeed, broker-dealer executives and securities regulators are using buzz words like trans-
parency and disclosure when discussing the changes to fees and charges made under the SEC’s new rule,
which is supposed to ensure that financial professionals registered as investment advisers and brokers act
in their clients’best interests.

“The dual-hatted investment professional — the investment adviser-broker dealer who’s now subject to
[Reg BI] — is finding out that while the compensation models are different ... the standard you owe your
customer is very much the same,” Clayton said at a virtual conference.“You’re seeing it in the disclosures.”

That’s all well and good, at least for the present moment and immediate future. But just as the broad
retail financial advice industry settles into operating under the new regime, will the Reg BI system last in its
current form if former Vice President Joe Biden wins the White House?

Remember, Reg BI came after the current Republican administration of President Donald Trump moved
to erase the Department of Labor’s fiduciary rule, part of former President Barack Obama’s legacy. The
retail financial advice and securities industries despised the DOL fiduciary CONTINUED ON PAGE 10
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CONTINUED FROM PAGE 9

rule, so Trump’s election in 2016
was a clear win for their interests.
The biggest critiques of the DOL
fiduciary rule were that it was ex-
pensive, would punish brokers who
charged commissions and left firms
wide open to costly attacks from the
plaintiff’s bar.

The election takes place Tues-
day, a few days after this story was
first published online at Invest-
mentNews.com, and Joe Biden has
consistently led in a number of polls.
Will a change from a Trump to a
Biden administration signal more
regulatory uncertainty regarding
how advisers charge clients for
brokerage assets and advisory ac-
counts? What will happen if figures
that Wall Street particularly loathes
(think Sen. Elizabeth Warren, D-
Mass.) are given prominent roles?

“The wild card with Reg BI right
now is not what it says but how
it is enforced,” said John Rooney,
managing principal at Common-
wealth Financial Network, a large
independent broker-dealer and RIA
platform.“If you want to weaponize
Reg BI like some ideologues on the
left do, then it’s likely you will have
to reassess to meet their dictate.”

“The big question to ask is who
ends up in power in a potential
Biden administration,” Rooney said.
“Will it be pragmatists or hardened
ideologues who will advance an
agenda regardless of the unintended
consequences it may reap? I don’t
think we know that right now.”

a question from an analyst during a
conference call last fall.“I mean, at
the level clients are paying, I think
it’s mid-70 basis points for advice on
dollars of assets — it’s a great value
question. The advice pricing holds
up as long as your clients are getting
value.”

MUTUALLY EXCLUSIVE

Looking over their shoulders at
the mutual fund industry, advisers
see an industry that has seen fees
pushed down radically over the
past 20 years because of dirt cheap
exchange-traded funds. While

the fees financial advisers charge
clients have eroded over the past
two decades in the range of 15% to
20%, those fees for financial advice
are not under the intense pressure
experienced by mutual funds — at
least not yet.

“Advisers’ fees have come down,
and advisers have to do more to
show they are earning fees,”said
Eric Schwartz, executive chairman,
at Cambridge Investment Research
Inc., another large independent bro-
ker-dealer and RIA platform.“So it’s
kind of two contrary trends.”

“Advisers are doing more than
they used to do.They are not just
divvying up clients’ accounts into
four mutual funds,” he said.“Some
firms now have an in-house accoun-
tant or operate more like a family
office for a much smaller scale of
client, not just for those with $100
million. The best advisers could po-
tentially raise fees if they add value.”

Advisor Group slashes its
pricing on wrap accounts

dvisor Group is lowering fees on advisermanaged portfolios,
commonly known in the industry as wrap accounts, by as much
as 50%.

The pricing for such wrap accounts, based on client assets,
now starts at 9 basis points, with larger accounts as low as 3 bps. Ad-
visers determine the total fee to charge to clients, and the asset-based
fee comes out of the total client fee.

Lower fees benefit advisers and their clients. There has been jockey-
ing among brokerdealers since the Department of Labor's now-defunct
fiduciary rule to change or reduce pricing models to diminish conflicts
of interest created by certain charges and commissions.

Advisor Group, a network of close to 11,000 financial advisers, will
also not raise various affiliation fees on advisers in 2021, according to
CEO Jamie Price, who spoke last Tuesday to kick off a virtual version of
the firm'’s annual meeting, called ConnectED.

"Our wrap pricing on adviser managed [accounts] has been
extremely expensive,” Price said. “We're going to cut it by 50%)," he
added, with the new pricing model among “the most competitive on
the Street," leveraging Advisor Group’s “scale and our clout.”

"Advisermanaged asset-based pricing — sometimes referred to as
a wrap — enables advisers to charge a fee that is not tied to the num-
ber of trades they make, removing any potential conflicts of interest
based on the cost of the trade,” Price said in a follow-up conversation
with InvestmentNews. “We are focused on supporting the ability of
our financial professionals to serve their clients in a fee-based relation-
ship, which is where the future of wealth management is heading.”

— Bruce Kelly

vestment Services Inc., which caters
to advisers who are tax pros, is in
the process of levying a new $60
annual fee for advisers’accounts at
outside money managers, a popular
way for advisers to conduct business
directly with mutual fund companies
like American Funds.

And starting in October, UBS

impact on pricing,”she said.

A FINE MESS

Also worrisome for brokerage ex-
ecutives and advisers if Democrats
win, at least in the short term, is the
potential surge in fines and restitu-
tion firms could face in the wake of
enforcement investigations carried

“ADVISERS HAVE TO DO MORE TO SHOW THEY ARE EARNING FEES.

ERIC SCHWARTZ, EXECUTIVE CHAIRMAN, CAMBRIDGE INVESTMENT RESEARCH

FEE JOCKEYING

The financial advice industry and
broker-dealers that sell or rec-
ommend products are constantly
jockeying on fees, with the great
fear being that advisers’ ability to
charge in the neighborhood of 100
basis points — meaning 1% — of a
client’s assets may decrease in the
coming decade.

Pricing and pressures on fees
are without a doubt on the minds
of senior brokerage executives.
Last year, after discount brokers
cut commissions to zero for certain
trades, Morgan Stanley CEO James
Gorman said it was valid to spec-
ulate about whether there will be
increased pressure on advisory fees
in the future.

“You are rightly questioning
will there be pricing pressure on
advice,” Gorman said in response to

FORCING BIG CHANGES

The DOL fiduciary rule drove bro-
kerage firms to propose big changes
in mutual fund pricing.

For example, in 2016, months be-
fore the surprise election of Donald
Trump, Merrill Lynch and Com-
monwealth Financial Network said
they were banning commissions in
retirement accounts and replacing
them with advisory fees. After a
federal appeals court in 2018 struck
down the Department of Labor’s
rule, both firms continued to allow
commission-based business. Other
firms made similar proposals to
flatten mutual fund commissions to
avoid potential conflicts.

Reg Bl is currently pushing larger
broker-dealer to alter fees and pric-
ing, though not to the degree of the
defunct DOL fiduciary rule.

Pointing to Reg BI, Avantax In-
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changed its billing for fee-based
advisory accounts in the Americas,
moving to daily averaging from
quarterly in the arrears. This was
done “in the context of Reg BI,”said
a person familiar with UBS who
asked not to be named, and took
into consideration best practices,
billing and communication with
clients.

“There’s an ongoing criticism
that Reg BI does not say what is in
the best interest of the customer,”
said A.Valerie Mirko, a partner at
Baker & McKenzie.“The impact I
would expect with a Democratic-ma-
jority SEC would be to examine
that, based on the two Democratic
commissioners there now.”

“That means, potentially, formal
guidance which is more explicit
and eventually puts brighter lines
in place that would have a greater

out under a new regime. While the
Trump administration was clearly
pro-business and focused on deregu-
lation and cutting corporate income
taxes, what new penalties might a
Democratic-led SEC or Treasury
Department assess?

If the Democrats take the presi-
dency and the Senate and keep the
House, it would not be surprising
if regulators ramped up activity,
industry executives said. That’s the
expectation.

“Regardless who wins, the indus-
try will focus on better disclosure
of fees,” Cambridge Investment’s
Schwartz said.“We’ll be trying to
think ahead of time what could be
considered improper five or 10 years
from now, not what was improper in
the past.”

bkelly@investmentnews.com

InvestmentNews.com
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ASSETS UNDER MANAGEMENT IN MODEL
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BY JEFF BENJAMIN

WHILE THE FINANCIAL services
industry in general might be feeling
the pinch of ongoing pressure to low-
er fees, the financial adviser remains
uniquely sheltered from the trend, as
long as the adviser is ready to pony up
more services.

A new report from Cerulli Associ-
ates offers the latest evidence that direct
contact with investors gives advisers a
leg up on justifying their fees.

The report, which focused on how
investors value finance, found that 82%
of adviserreliant clients believe the
advice they are receiving is worth the
price, which suggests that advisers are
an anomaly in the financial services in-
dustry food chain, where fees have been
dropping for years.

The Cerulli research is in line with
the latest pricing and profitability re-
port from InvestmentNews Research,
which shows that over the past two

Cerulli director Scott Smith said that

while fees at the asset management and
trading platform levels have been drop-
ping, advisers are generally shielded
by the fact they represent the hands-on
planning process to clients.

“Demand for financial advice is
climbing,” Smith said.“A full 40% of in-
vestors surveyed in 2020 say they need
more advice than before and 56% are
willing to pay for it, which is up from
51% in 2019.”

BEYOND PORTFOLIO FOCUS
Kashif Ahmed, president of American
Private Wealth, represents the side of
the advisory space where fees have not
become an issue.“We charge for advice
in a myriad of ways, and on the AUM
pricing we are higher than the industry
average of 1%,”he said.“We have never
had any pushback on the pricing.”
Ahmed admits the client experience
has grown beyond just a focus on port-
folio performance, which is where some
say the fee pressure begins as

years only 24% of advisory [

firms adjusted fees. Of those advisers are having to offer
firms that did adjust fees, P KEY POINTS more services in ordger to hold
68% raised them. * Reports from fees steady.

The InvestmentNews data Cerulliand In- “‘'m definitely seeing
found that while advisory vestmentNews | pressure on fees, especially
fees tend to fall as individual focus on pricing | with new clients, and it has
portfolios grow, the largest and value. really become more prevalent
firms are generally com- e Both reports in the last three to five years,”
manding the highest fees. For show how said Ed Butowsky, managing
clients with up to $1 million, advisory firms director at Chapwood Capital
for example, the average fee handle fees Investment Management.
is 94 basis points, and the relative to “The focus on fees has to
range from the smallest solo clients. do with the online options
practitioners up to the largest that are out there,” he said. “I

super ensemble firms averag-
es between 94 and 102 basis points.

The fees are typically lower for larg-
er clients, especially those working with
smaller advisory practices.

At the $10 million portfolio level, the
average fee is 43 basis points, but the
range goes from an average of 20 basis
points at solo practitioners up to 79 ba-
sis points at the largest advisory firms,
according to the InvestmentNews data.

don’t have a hard time justify-
ing my fees, but I can go low if I need to.”
Tim Holsworth, president of AHP
Financial Services, sees fee pressure
as relative.“The whole thing about fees
is only an issue in the absence of value,
and if fees end up becoming too much
of the focus with a client it’s almost
never a good relationship,”he said.

jbenjamin@investmentnews.com
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Adviser optimism rises for 04

dvisers are feeling a bit more
A optimistic than they were three
months ago.

When InvestmentNews Research
took the industry’s temperature
heading into the third quarter, 87%
of advisers surveyed believed it was
at least somewhat likely that the
COVID-19 pandemic would trigger
another significant market decline of
10% or more.

Heading into the fourth quarter, ad-
visers are feeling more confident about
financial markets, their businesses and
the overall economy than they were in
our last survey.

The survey of 106 financial ad-
visers, was fielded in the first half of
October and focused on plans for the
coming quarter and sentiment about
the year ahead.

Adviser expectations for the overall
U.S. economy were the most notable
change from the third to fourth quar-
ters, shifting from a negative to posi-
tive outlook. In the most recent survey,
65% of advisers expected economic
growth over the next year, compared
with 44% who felt similarly in the

NUMBERSGAME

DEVIN MCGINLEY

third quarter. Fewer than 25% of advis-
ers surveyed this quarter anticipated a
deterioration in economic conditions.

The rosier outlook was also re-
flected in views on financial markets.
About two-thirds of advisers expected
an improvement in the S&P 500, and
the bulls were more bullish: Among
advisers expecting growth in the in-
dex, the median projection rose from
7% to 9%.

Notably, advisers were also less
concerned about adverse regulatory
developments. Despite the approach
of a presidential election, the share of
advisers very worried that regulatory
and political shifts would hurt their
business declined from 39% to 31%.

This survey was fielded by Invest-
mentNews Research. For more
information on IN’s research offer-
ings, visit our data store or contact
INResearch@investmentnews.com.

WHAT’S YOUR OUTLOOK FOR THE NEXT YEAR?

B o3

65%

59%

44%

Expect the economy
to improve

Source: InvestmentNews Research

Expect the stock market
to improve

04

66%

39%

31%

Very concerned about
regulatory developments

InvestmentNews.com
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Addressing the longevity gap acmg women

omen face a number of unique
\N challenges in retirement large-

ly as a result of lower lifetime
earnings and their greater longevity rel-
ative to men. Consequently, many wom-
en will face a “longevity gap” during
which they must be prepared to cover
their expenses single-handedly, often
during a phase of life when health care
expenses are at their highest.

MARY BETH
FRANKLIN

ONRETIREMENT

Health care concerns among old-
er Americans have been heightened
during the COVID-19 pandemic given
the vulnerability of older people to the
coronavirus. The latest statistics from
the Centers for Medicare and Med-
icaid Services show over 1 million
COVID-19 cases among the Medicare
population and more than 284,000 hos-
pitalizations. Nearly one-third of bene-
ficiaries went home at the end of their
hospital stay and 22% died, according
to CMS. About half of the hospitaliza-
tions lasted seven days or less while
5% lasted more than 31 days.

Health care costs in retirement are
a key priority for many clients. Six in
10 Medicare beneficiaries are con-
cerned about future health care costs
and 40% are worried a major health
situation could lead to bankruptcy
or debt, according to a new survey of
1,100 adults age 65 and older conduct-
ed by MedicareGuide.com. One-third
of respondents said they would use
retirement savings to treat a severe ill-
ness like COVID-19.

On average, women pay more for
health care in retirement than men.
The extra cost is primarily a result of
women’s longer life spans, rather than
increased use of medical services.

Typically, women will live two to
four years longer than their husbands,
given similar health status, but those
estimates can vary dramatically based
on medical conditions such as high
blood pressure, high cholesterol, heart
disease, diabetes, cancer or tobacco use.

LONGEVITY ASSUMPTIONS

To address these disparities, some ad-
visers assume that clients will live to
age 90, 95 or even 100. Others may add
five years to a financial plan if a cli-
ent’s parent lived into their 90s. While
these approaches are well-meaning, no
one wants to create a plan that overes-
timates longevity and restricts spend-
ing unnecessarily.

Instead of relying on anecdotal in-
formation, advisers can use person-
alized data and actuarial longevity
projections to give clients a clearer
understanding of their expected health
care costs and put financial plans in
place to cover those costs.

women and their spouses may have a
more reliable path to retirement pros-
perity. For example, advisers should fo-
cus on how one spouse’s retirement in-
come decisions, such as when to claim
Social Security, will affect the other’s
potential survivor benefits.

Using a few key data points, Medicare costs are also a
including the state where an P KEY POINTS major consideration. When
individual lives (which in- e (Onaverage, one spouse dies, the income
fluences health care costs), women pay threshold that can trigger
their gender and whether more for monthly high-income sur-

they have one of handful of
common health conditions,

health care in
retirement than

charges is cut by 50%, po-
tentially resulting in tens

it is possible to forecast indi- men. of thousands of dollars of
vidual life expectancies and o The extra cost additional health care costs
health care costs with much reflects the for the surviving spouse.
greater precision. factthatwom- | A financial adviser could

For example, a healthy en live longer address this potential chal-
45-year-old man is likely to than men. lenge by recommending

live until 87 and spend about
$492,000 in health care costs
throughout his retirement, according
to a new white paper from HealthView
Services, a leading provider of health
care cost projection software used by
financial advisers and financial insti-
tutions.

$200,000 MORE IN COSTS
The man’s 43-year-old wife is likely to
live until 90 and spend nearly $692,000
on her health care during retirement,
including the last five years of her life,
when she lives alone after being wid-
owed. Although the woman’s project-
ed lifetime health care costs are about
$200,000 higher than her husband due
to her longer life, she can fund that
amount by investing just $5,000 more
today, assuming an investment in a
balanced portfolio of 60% stocks and
40% bonds with an average annual re-
turn of 6%, the paper said.

With additional time and flexibility,
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retirement income sources
that do not count as part of
Medicare’s modified adjusted gross in-
come formula, such as Roth individual
retirement accounts, health savings ac-
counts, life insurance or nonqualified
annuities.

“Following these steps, women and
their financial advisers can mitigate —
and potentially even eliminate — the
longevity gap and the other challenges
that are common among female retir-
ees,” said Ron Mastrogiovanni, CEO of
HealthView Services. “Financial advis-
ers with the right tools and data at their
fingertips have the power to help their
female clients close that longevity gap.”

(Questions about new Social Securi-
ty rules? Find the answers in my ebook
at InvestmentNews.com/MBFebook.)

Mary Beth Franklin, a certified finan-
cial planner, is a contributing editor
for InvestmentNews.
mbfranklin@investmentnews.com

PORTION OF AMERICANS WORRIED
THAT RISING COSTS POSE A RISK TO
THEIR RETIREMENT SECURITY

BY MARY BETH FRANKLIN

The best month
to start Social
Security benefits

Geraldine: | have a technical ques-
tion. | have a client who turns 66 —
his full retirement age — on Nov. 2.
He plans to file for his Social Security
benefits online. Should he request
that his benefits start in November,
December or January? If he selects
his birthday month of November, will
he receive his full retirement age
amount or less?

MBF: Normally, the day of the
month on which a person is born
determines both when he or she is
entitled to benefits as well as the
amount of the benefit. But that’s not
the case when it comes to claiming
benefits at full retirement age.

Unreduced benefits are payable
beginning with the month you reach
your FRA, regardless of what day
of the month that is, according to
the Social Security Administration.

In your client's case, he will be
eligible for his FRA benefit amount
beginning in his birthday month of
November. Those benefits would be
paid starting in December.

There is a different rule for people
who claim Social Security benefits
before FRA.

Retirement benefits can begin
the first month a person is age 62
throughout the entire month. Social
Security follows English common
law that finds that a person attains
an age on the day before the birth-
day. For example, a person born Jan.
15, 2003, will attain age one on Jan.
14, 2004.

You must be age 62 throughout the
entire month to be allowed to claim
a benefit in the same month. Social
Security deems that you will reach age
62 the day before your birthday. That
means if you were born on the first or
second day of the month, you will be
eligible to claim the minimum benefit
payable during the month of your 62nd
birthday. But if you were born on any
other day of the month, the minimum
benefit payable would be claimed the
month immediately following your
62nd birthday.

Retirement benefits are reduced
for each month of entitlement prior
to the month full retirement age is
attained. Depending on birth year,
full retirement age ranges from age
65 for some people up to age 67.

InvestmentNews.com
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401(k) surts send fiduciary
Insurance costs soaring

BY EMILE HALLEZ

THE EXTREME PACE of new 401(k)
lawsuits this year is showing the legally
precarious spot most plan fiduciaries oc-
cupy — a position that is only becoming
more difficult.

It is rare for a plan to have a near-per-
fect design and documentation showing
the prudent process that went into it,
which provides the best defense against
those lawsuits. But another protection,
fiduciary liability insurance, is getting
harder to come by.

Premiums, for example, are up by
about 35% from a year ago. And coverage
limits are now much lower, so employers
must buy as many as five policies to ob-
tain the level of coverage they need. The
fees they must pay to renew policies have
skyrocketed to as much as $2 million.

“Until this point, the fiduciary carri-
ers just took it on the chin. For 10 years,
these cases were manageable,”said Dan-
iel Aronowitz, managing principal at
insurer Euclid Specialty Managers. “But
now, the three to five cases [are] being
filed per week.”

Insurers have covered the cost of de-
fending lawsuits and footed the bill for
massive settlements.

The cases generally focus on invest-
ment-management fees and administra-
tive costs. Many lawsuits, for example,
allege that plan sponsors failed in their
fiduciary duty by not considering index
funds rather than actively managed
products, not opting for the lowest-cost
share class available, not using low-
er-cost vehicles such as collective invest-
ment trusts and not cutting administra-
tive fees to a bare minimum.

Prominent litigators have said lawsuits
have been necessary to get plan fiducia-
ries to comply with the Employee Retire-
ment Income Security Act and operate
their plans in the best interest of workers.

It’s hard to argue with that; over-
all 401(k) costs have been declining for
years, and many plan sponsors now
clearly take their fiduciary duties more
seriously, with the threat of litigation al-
most certainly being a consideration.

MASSIVE SETTLEMENTS

But the massive settlements struck in
some of those cases — as much as $140
million in a lawsuit against Nationwide,
for example — have attracted a horde of
plaintiff law firms.

“2020 has just been an unprecedented
year in terms of the suits filed,”said Wen-
dy Von Wald, fiduciary product manager
at Travelers.“It’s been quite astonishing.”

One firm, Capozzi Adler, has brought
dozens of new, nearly identical claims
against plan sponsors, for example.

“I don’t know that there are a lot of
new plan sponsors out there buying in-
surance,” Von Wald said.“Certainly, those
that were [already] purchasing it, we’'ve

seen them looking for higher limits.”

There has been about $1 billion in
total settlements in defined-contribution
plan excessive-fee cases over the past 10
years, Aronowitz noted, which has pro-
vided an incentive for the flurry of new
lawsuits seen this year.

“There has been the most dramatic
inflection point for the fiduciary liability
insurance area that I've ever seen,”’he said.
“The market is close to a crisis point.”

Defendants have about a 25% chance
of winning motions to dismiss — and if
they don’t succeed, they are very likely
to settle, he said.

RISK FACTORS

The rates for fiduciary coverage depend
in part on a plan’s size, including assets
and the number of participants, Von
Wald said. But other factors that can in-
crease the risk of a lawsuit, such as the
inclusion of the employer’s own stock as
an investment within the plan, can raise
prices, she said.

“It’s a very difficult time in terms of
being a fiduciary. There is certainly more
scrutiny in terms of the due diligence that’s
required under ERISA,”she said.“The way
the marketplace is moving in addressing
these types of class-action lawsuits will
have an impact in the upcoming years, es-
pecially if we're seeing the settlements in
the range we have in the past.”

The retention rates that plan spon-

BIG CHECKS

sors pay to renew coverage when a con-
tract is up were once as low as zero, and
more modest rates were about $100,000,
Aronowitz said. Now, those rates are as
high as $2 million, he said.

That is a big new cost for employers,
but it’s not the only one. Insureds often
must show they’ve taken steps to de-risk
their plans, which they do with the help
of a risk management consultant, he said.

“If you are a plan sponsor in America

.. you can’t do this alone,” he said.

However, merely hiring a consultant
does not give employers immunity, said
Michael Kozemchak, managing director
at Institutional Investment Consulting, a
firm that works mostly with plans with
more than $100 million in assets.

“It’s a giant number of lawsuits that
have been filed. I think all of them have
a consultant,” he said. “Showing up for
[plan] committee meetings isn’t going to
keep you out of harm’s way. I think that’s
a paradigm shift.”

One problem is that employers work
with consultants that have a similar mind-
set, Kozemchak said. “If the client is com-
placent, they hire people who are com-
placent. You see the personality marriage
between a committee and a consultant,
and I think that can be catastrophic.”

BURDEN OF PROOF

Plan sponsors must thoroughly docu-
ment that they went through a compre-
hensive process in selecting investments
and services, though about 90% of them
can’t prove that in court, he said. That
means having competitive bidding pro-
cesses at least every three or four years
for everything — record keeping, cus-
todial services, the brokerage window,
managed accounts and investments. But
plan fiduciaries also need to keep tabs
on investment performance and costs
much more regularly, outside of issuing
requests for proposals.

“Most consultants don’t put formality
around looking at the lowest cost funds
every year,” Kozemchak said.

The median size of a settlement in
401(k) litigation is currently about $10
million, he said. As insurers adjust pric-
es and coverage limits, particularly at a
time when many employers are facing
their own financial challenges, there will
likely be a gap in the coverage that plan
sponsors need and what they can afford.

“That is creating a problem,” Kozem-
chak said.“A lot of sponsors are going to
be running naked.”

ehallez@investmentnews.com

THE BIGGEST 401(K) EXCESSIVE-FEE LAWSUITS HAVE BEEN SETTLED FOR MORE THAN $30 MILLION

AWARD OR YEAR CASE YEAR CASE WAS
SETTLEMENT WAS FILED SETTLED OR DECIDED PLAINTIFF LAW FIRM

1 Haddock v. Nationwide $140 million 2001 2014 Stanley Law Group
Financial Services

2 Abbott v. Lockheed $62 million 2006 2015 Schlichter Bogard & Denton
Martin

3 Spano v. Boeing $57 million 2006 2015 Schlichter Bogard & Denton

4 Tussey v. ABB $55 million 2006 2019 Schlichter Bogard & Denton
Ybarra v. Board of Trustees of - Franklin D. Azar &

52 million

5 Supplemental Income Trust $ 2017 2019 Associates

g Pledger v. Reliance $39.8 million 2015 2020 Schiichter Bogard & Denton
Trust Co.

7 :h:;ia v. McKinsey $39.5 million 2019 2020 Nichols Kaster

8 Nolte v. Cigna Corp. $35 million 2007 2013 Schlichter Bogard & Denton

9 Kruger v. Novant Health $32 million 2014 2015 Schiichter Bogard & Denton

Sources: Groom Law Group, InvestmentNews
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Bipartisan retirement bill would
Increase RMD age to /5

BY MARK SCHOEFF JR.

BIPARTISAN LEADERS of the House
tax-writing committee introduced an
expansive retirement savings bill last
Tuesday that would allow people to save
longer and set aside more money for re-
tirement, and expand automatic enroll-
ment in company retirement plans.

The 132-page measure, Securing a
Strong Retirement Act, contains about
three dozen provisions and was written
by House Ways and Means Committee
Chairman Richard Neal, D-Mass., and
the panel’s top-ranking Republican, Rep.
Kevin Brady of Texas.

The measure builds on the SECURE
Act, which Congress approved late last
year. It incorporates a number of retire-
ment savings provisions that have been
introduced by other lawmakers and is
similar to a Senate bill sponsored by
Sens. Rob Portman, R-Ohio, and Benja-
min Cardin, D-Md.

The Neal-Brady legislation would
raise the age at which participants must
begin withdrawing money from retire-
ment plans from 72 to 75 and would
exempt lower balances from required
distributions. It would increase limits on
retirement plan catch-up contributions

Jems object to SEC

BY MARK SCHOEFF JR.

DEMOCRATIC MEMBERS of the Secu-
rities and Exchange Commission have
objected to agency staff providing leeway
to broker-dealers that have not properly
established customer protections when
borrowing securities from them.

In a no-action letter Oct. 22 to the Fi-
nancial Industry Regulatory Authority

for people 60 and older. It also would
increase a tax credit that encourages
low- and middle-income people to save
for retirement.

The bill would require automatic en-
rollment of employees in newly estab-
lished company retirement plans. It would
increase incentives for small businesses
to start plans and allow nonprofit organi-
zations to participate in multiple employ-
er plans. It also would allow companies to
match a retirement plan contribution with
an employee’s student debt payment.

Neal said the bill responds to retire-
ment savings setbacks resulting from the
coronavirus pandemic

odd, coming just days before the election
and a little over two months before the
end of the congressional session.There’s a
chance that parts of the Neal-Brady mea-
sure could be included in a government
funding bill or other legis-

that have added to on-
going retirement securi-
ty challenges.
“COVID-19 has only
exacerbated our nation’s
existing retirement cri-
sis, further compromis-
ing Americans’ long-
term financial security,”

) KEY POINTS

e The Neal-Brady bill intro-
duced in the House would
raise the age at which
participants must begin
withdrawing money from
retirement plans.

lation considered during
a lame-duck session.

The Insured Retire-
ment Institute, a trade
association for the retire-
ment savings sector, plans
to launch a lobbying push
for the bill, which con-
tains several parts of the

Neal said in a statement.
“In addition to meeting workers’ and fam-
ilies’ most pressing, immediate needs,
we must also take steps to ensure their
well-being further down the road.”

The timing of the bill’s introduction is

five-point policy plan the
group has been advocating.

“The measures contained in this bill
have the potential to have dramatically
beneficial effects on the retirement sys-
tem,”said Paul Richman, IRI chief govern-

Regulation/Legislation

ment and public affairs officer. “Action is
required now, not later, to begin address-
ing the immediate [retirement savings]
problems and longer-term problems.”

If the Neal-Brady bill does not be-
come law before the end of the congres-
sional session late this year, it would
have to be reintroduced in 2021. Getting
it out now serves as a marker that it will
be a House Ways and Means Committee
priority next year.

TIAA supports the legislation.

“We believe that as Congress works
to refine this bill, ultimately it will im-
prove the retirement readiness of Amer-
icans and help millions attain a secure
financial future,” Chris Spence, TIAA
managing director of federal govern-
ment relations, said in a statement.

mschoeff@investmentnews.com

no-action letter

Inc., Elizabeth Baird, deputy director of
the SEC Division of Trading and Mar-
kets, said some brokers are violating the
customer protection rule, which requires
them to deliver collateral to customers
from whom they are borrowing fully
paid and excess margin securities.

The brokers did not physically turn
over the collateral — such as cash, Trea-
sury bills or notes, or an irrevocable
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letter of credit from a bank — to their
customers. Instead, the collateral was
deposited in the lender’s securities ac-
count at the broker-dealer or in a bank
account in the name of the broker-dealer.

The customer protection rule requires
brokers to safeguard customer securities
and cash so that there’s no delay — or
shortfall — returning them if the broker-
age fails.

The SEC no-action letter gives the
brokerages that are violating the rule
until April 22 to come into compliance.

Democratic SEC members Allison
Herren Lee and Caroline Crenshaw
said the no-action letter was misguided
because it provided cover to continue
inappropriate behavior for another six
months.

Lee and Crenshaw said the bro-
ker-dealers are “seeking to minimize
their costs” by depositing the required
collateral into brokerage accounts or
at the broker’s bank. Because they’re
maintaining control over the collateral,
customers may not be able to access it.

“Whether these arrangements violate
[the customer protection rule] is not a
close call,” Lee and Crenshaw wrote in
a statement. “In the midst of a historical-
ly volatile year for the nation’s markets,

acquiescing to the continuation of this
conduct for up to six months presents an
unacceptable risk to investors.”

They said no-action relief can be pro-
vided when conduct “may touch upon a
gray area of regulation.”

But the circumstances surrounding
the brokers’securities lending were crys-
tal clear — they are breaking the rule,
Lee and Crenshaw said.

A no-action letter“should not provide
a grace period for compliance with clear
violations of law — especially violations
that put investor funds directly at risk,”
they wrote. “Here, the potential harm to
customers arising from the conduct goes
to the very heart of the Customer Pro-
tection Rule and should be remediated
without delay.”

It is unusual for SEC members to
step in on a no-action letter, which are
issued by agency staff. In this case, the
commission needs to weigh in, Lee and
Crenshaw said.

“[T]he question here is whether an
extended, across-the-board grace period
for such violations should be granted,
and that decision falls within the discre-
tion of the full Commission,”they wrote.

mschoeff@investmentnews.com
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To help clients understand
personal finance, make It fun

s financial advisers, we all know
A that most Americans are woeful-

ly mismanaging their personal
finances. And we all know why: Most
lack the education they need to make
effective financial decisions that are
in their best interest.

Few Americans are taught about
money by their parents. Fewer take
any classes about the subject in school,
and it’s a rare employer that provides
any advice or information about per-
sonal finance to its workers.

Yep, America is a land of financial
illiterates. And that’s why most people
find the topic intimidating, confusing
and even downright scary.

We can improve the situation by do-
ing something that few advisers ever at-
tempt: Let’s make personal finance fun.

It’'s a routine approach for us at
Edelman Financial Engines. Here’s just

one example, us-

| ing perhaps one of
P KEY POINTS | the most hated and
o Most Amer- gonfusing 'aspegts
icans aren't in all. of fu.lancllal
well-informed |  planning:  life in-
about person- | Surance. )
al finance. Few clients
want to talk about
* One way to it. No one wants to
deal with that |~ spend money on it.
is to make But we have found
discussions a way to create a
enjoyable for | conversation that
clients. is always filled
with laughter —

and results in the
client agreeing to get the insurance
policy they need. How do we do it? We
ask our clients one simple question.

Does Batman need life insurance?

You're already smiling.

After a fun dialogue about superhe-
roes and favorite movies, and the comic
books we read (or didn’t read) as chil-
dren, we return to the question. And
almost every client’s response is, “Yes,
of course, Batman needs life insurance.”

After all, everyone knows that Batman
engages in very risky behavior; his
odds of dying are pretty high.

But as a financial planner, you
know the truth: Batman, aka billion-
aire Bruce Wayne, has no need for life
insurance. Bruce is unmarried, with no

(3] FINANCIALLITERACY

B RIC EDELMAN
)

living parents and no children. With
no one financially dependent on him,
Batman has no need for life insurance.
(Protecting Alfred via his estate plan is
a different matter — and the opportu-
nity for another fun conversation.)

So who does need life insurance?

Homer Simpson.

Laughing yet?

Homer, we explain to our clients,
is the sole wage earner in his family.
Marge and the kids are at great finan-
cial peril if Homer dies.

This simple conversation — funny,
disarming, engaging — is all it takes to
help our clients put life insurance into
proper context. They get it, and that
lets them get the life insurance they
need to protect their family.

It’s time for the financial planning
community to stop showing off. Enough
with the multicolored charts and graphs.
Stop using jargon and graduate school
terminology that you use (let’s face it)
partly to impress your clients but mostly
to intimidate and bully them into acqui-
escing to your entreaties.

Talk with your clients the way you
talk with your friends. Make it fun.

And then, when they agree that
Batman doesn’t need life insurance,
you can ask them if he needs disability
insurance coverage — and whether he
can quality for a policy!

Ric Edelman is founder of Edelman
Financial Engines.
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any advisers I've spoken to over
I\/l the past six months are frustrat-

ed they’re not closing as many
new prospects during this unique time.
They believe prospects are just “stuck.”
People seem to be waiting for some-
thing to happen, whether that’s for a
vaccine to come out, the election, or
some other catalyst that will let them
feel comfortable making a change
from what they’re currently doing.

Nine times out of 10, the reason
advisers are not gaining traction with
these potential clients is that they’re
leading with investments.

After introductions and some
friendly banter, many advisers feel
the need to pull out their pitch decks
or Callan charts. Unfortunately, with-
in seconds, they sound like every oth-
er adviser the prospect has already
met. Within minutes, the prospect’s
eyes start to glaze over.

So how can you approach a first
meeting differently to improve your
prospect closing ratio?

First, be relatable. Clients want
someone who is real and transparent
on a personal level, not salespeople
who show them canned pitch decks.
Clients want you to listen to them, but
they also want to know about you.
They want to have a real connection.
So let that happen.

LESSONS LEARNED
Here’s an example of how to do that:
“You may be wondering how I got into
this business and why I am uniquely
qualified to help you with your finan-
cial planning.” Then tell your story.

Your story should reveal some les-
sons you’ve learned along the way.
Make sure to show them you’ve made
it through successfully. You want your
prospects to see you as an“overcomer.”
Overcoming in spite of one’s circum-
stances is always appreciated.

It’s also important to keep in mind
that your story will backfire if all you

The secret to closing roSpecs

TOTAL THIRD-QUARTER ANNUITY
SALES, WHICH WAS UP 13% FROM
THE SECOND QUARTER, BUT 8%
LOWER THAN THE YEAR-AGO PERIOD
SOURCE: SURVEY BY THE SECURE
RETIREMENT INSTITUTE

(-. o «

GUESTBLOG

ERIN BOTSFORD

focus on are your industry accolades; it
only works when you exhibit humility.

RISK MANAGEMENT QUESTIONS
Once you've established rapport, you
can start to ask your prospects about
themselves and then bring it around
to their financial situation. Instead of
talking about their portfolio, lead with a
discussion of risk management and risk
tolerance. Why? The fear of loss is a far
greater driver than the opportunity for
gain. I've found this especially true for
wealthy people.

I've created more than two dozen
questions on risk management topics,
including the titling of financial ac-
counts, automobiles and rental proper-
ties. How much umbrella liability insur-
ance do they have? Have they updated
their medical powers of attorney?

Most people typically have numer-
ous risk management issues, which I
note could expose them to potential
lawsuits. By asking these questions, I
am demonstrating my value.

Once I finish with the risk discus-
sion, I focus on estate planning.

The key takeaway: If you want to
improve your ability to close potential
clients faster and at a higher rate, stop
leading with a discussion of invest-
ments.

I've never used a Callan chart or
an investment pitch deck in a prospect
meeting. My experience and the expe-
riences of other advisers that I coach
show that you’ll see an immediate inter-
est from your prospects, and you’ll love
the outcome you receive.

Erin Botsford, a 30-year veteran of the
profession, now runs the Elite Advisor
Success System and Spend the Day
Mastermind programs.

InvestmentNews.com
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Most investors regret having
tapped their 401(k)s early

BY EMILE HALLEZ

The pandemic has prompted few work-
ers to dip into their retirement accounts
early, but more are now considering it,
according to a report last week from
Edelman Financial Engines.

Roughly a third of people said they
have taken 401(k) loans or early with-
drawals at some point in their lives, the
survey found. About 60% of those who
have taken loans or early distributions
from their 401(k) accounts said they re-
gretted it — yet just as many said they
would likely do so again.

The report is based on a survey of
about 1,900 retirement plan partici-
pants conducted from Aug. 20 to Sept.
2. About half said they have significant
stress related to their finances, which
often had a negative effect on their job
performance, according to the report.

A survey released last Wednesday by
Principal Financial found 19% of peo-
ple have pulled money out of
any type of savings account
over the past four months.
Just 3% of workers took
money early from retirement
accounts, compared with 5%

1%

by several large record keepers, includ-
ing Vanguard, Fidelity, Ascensus and
Principal, mostly showed that new loan
applications were down on an annual
basis, although the average size of re-
quested loans was considerably higher.

CARES ACT DEADLINE

Sept. 23 marked the deadline for plan
loans at the $100,000 limit allowed un-
der the CARES Act, meaning that loans
must conform to the normal $50,000
ceiling. However, plan participants who
are eligible for coronavirus-related
distributions, or CRDs, have until the
end of the year to request them. Taxes
on CRDs can be paid over three years,
and participants can pay back their ac-
counts during that time.

Over the summer, plan providers
reported that few workers had taken
CRDs, citing percentages in the low
single digits. In early September, John
Hancock Retirement said less than 1%
of its participants had taken
a CRD, for example. A report
last week from the Public
Retirement Research Lab
showed similar findings for
government employees.

of retirees, that survey found. OF PEOPLE HAVE Figures from one plan

More often, workers dipped TAKEN MONEY  provider, Alight Solutions,

into emergency savings — showed 4% of the roughly
EARLY FROM

9% said they have done so.
Only 1% pulled money early
out of IRAs, while about as
many have taken hardship
withdrawals from 401(k)s, according to
the report.

401(K) LOAN ACTIVITY

Principal found that only 2% of people
have taken loans from their retirement
accounts.

Yet plan record keepers have gen-
erally said that 401(k) loan activity re-
mains low amid the pandemic, if not
even at lower levels than the providers
saw during the same time in 2019.

Data provided to InvestmentNews

IRAS: PRINCIPAL

4 million participants in its
plans had taken CRDs as
of Sept. 30, with an average
withdrawal of $21,000.

However, the record unemployment
seen during the pandemic could boost
that, especially given the lack of addi-
tional COVID-19 relief from Congress.

Without the $600 weekly unem-
ployment checks provided under the
CARES Act and smaller amounts un-
der the subsequent Lost Wages Act,
many who have lost work during the
pandemic likely have few resources for
covering expenses.

ehallez@investmentnews.com

LPL

© CONTINUED FROM PAGE 3

The brokerage industry has been
a hotbed of consolidation for the past
10 years. The costs of technology and
compliance keep rising, while profit
centers like charging commissions on
stock trades are disappearing com-
pletely at some firms. Interest earned
on clients’ cash accounts, once an easy
way to generate profits, also has been
greatly diminished.

Over the last decade, large firms
have bought small or midsize bro-
ker-dealers, which have seen their
profit margins erode. But recently me-
gamergers, such as Charles Schwab’s
acquisition of TD Ameritrade, have

become more prominent.

LPL has been a recent buyer both
of broker-dealers and service firms.

Earlier this week, it closed a $12
million acquisition of Chicago-based
trading platform Blaze Portfolio in a
move to expand its trading and re-
balancing technology for the firm’s
financial advisers. It also recent-
ly closed the acquisitions of bro-
ker-dealers and registered invest-
ment advisers E.K. Riley Investments
and Lucia Securities.

LPL, a recruiting powerhouse, re-
ported a year-over-year gain of 819
financial advisers at the end of Sep-
tember, an increase of 5%.

bkelly@investmentnews.com
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ESG RULE

© CONTINUED FROM PAGE 3

But the final regulation was revised
to take the term “ESG” out of the rule
text; it is discussed in the preamble.
The rule language concentrates on
whether an investing factor is pecu-
niary or nonpecuniary, said Jeanne
Klinefelter Wilson, acting assistant
secretary of labor for the Employee
Benefits Security Administration.

PECUNIARY, NOT ESG

Pecuniary is defined as any factor that a
fiduciary determines will have a materi-
al effect on risk and return based on an
investment’s timeline, Wilson said.

“That does not mean that fiduciaries
are prohibited from considering such
issues as environmental impact and
workplace practices if they are relevant
to the financial analysis because those
issues are pecuniary in that instance
and therefore appropriate consider-
ations under the rule,”Wilson said.

The final rule contains several oth-
er revisions from the proposal, such
as deleting the requirement that an
ESG fund may only be selected if the
fiduciary uses objective risk-return
criteria, said a DOL senior official. The
final rule removes the blanket prohibi-
tion on any fund that uses ESG factors
from being a qualified default invest-
ment alternative and makes the exclu-
sion less restrictive.

The changes don’t go far enough to
satisfy opponents of the rule.

“We don’t see a substantial change
between the proposal and the final
rule,” said Bryan McGannon, director

of policy and programs at US SIF, The
Forum for Sustainable and Responsi-
ble Investment. “It creates this fog over
how DOL will interpret nonpecuniary.
That confusion is going to lead plan fi-
duciaries to reconsider whether or not
to include ESG options in their plans.”

CRITICAL RESPONSE

Despite the changes in the final rule,
the DOL continues to undermine so-
cially responsible investing in retire-
ment plans, said Aron Szapiro, head of
policy research at Morningstar.

“They’re still pretty hostile to the idea
of ESG factors being something plan
sponsors should consider,” Szapiro said.

The rule will become effective 60
days after it’s published in the Federal
Register. But opponents will continue
to fight it.

“It is a priority for U.S. SIF to reverse
this rule,” McGannon said. The group
will consider a court challenge and leg-
islative responses, McGannon said.

Critics say the Trump administra-
tion’s support of the fossil fuel indus-
try contributed to its push to get the
DOL ESG rule over the finish line. If
Democratic presidential candidate Joe
Biden defeats Trump and Democrats
take over the Senate in Tuesday’s elec-
tion, the rule could be vulnerable to
being overturned.

Once the rule is published in the
Federal Register, a Biden DOL would
have to commence a new rulemaking
to replace it, said Susan Dudley, direc-
tor of the George Washington Univer-
sity Regulatory Studies Center.

mschoeff@investmentnews.com
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electoral vote margin. He said Biden is
polling better at this point in the race
than Clinton was in 2016.

“If poll performance is similar to
four years ago, Biden probably wins,
but it’s going to be close,” Gardner told
reporters recently.

One potential vulnerability for
Biden as the race comes to a close is
his tax plan, Valliere said. Biden is pro-
posing to raise income taxes on people
making more than $400,000 and boost
capital gains taxes to ordinary rates

ductive prescription. In this last week,
Trump may emphasize that a lot.”

DEFCON 5

Even if he tries to raise Biden’s neg-
atives, Trump is the incumbent with
a record to defend. “This election is
going to be a referendum on Trump,”
Valliere said.

One question that’s gaining urgen-
cy is when the outcome will be decid-
ed. With tens of millions of Americans
voting by mail, it’s not likely all ballots
will be counted by late in the evening
Tuesday. Trump has indicated he will
contest mail-in votes.

“THIS ELECTION IS GOINGTO BE A

REFERENDUM ON TRUMP.”

GREG VALLIERE, CHIEF U.S. POLICY STRATEGIST, AGF INVESTMENTS

for people who earn more than $1 mil-
lion. He also backs raising estate and
corporate taxes.

Biden’s tax proposals would boost
federal revenue by about $2.4 trillion
over the next decade, according to the
Tax Policy Center.

“T've not seen a politician in my ca-
reer be successful by saying, ‘Vote for
me, I'm going to raise your taxes,”Val-
liere said.“That, to me, is not a real se-

Gardner uses the probability spec-
trum for nuclear war as an analogy
for an uncertain election. DEFCON 5
would mean that the results won’t be
known for a couple days. DEFCON 1
would mean the outcome is determined
by the House of Representatives.

“Each level of DEFCON gets more
and more remote,” Gardner said.

mschoeff@investmentnews.com
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benchmark declined by 15%.

Of course, investors that enjoyed 2017
gains in the 70% range from the two con-
centrated strategies might have been able
to better absorb the 2018 pullback. The
MSClI index gained 37% in 2017.

Carter believes that, as with most of
the world, the pandemic has accelerated
digital trends that were already taking
shape in the emerging markets, which
is why he remains bullish even after
such strong run-ups.

When looking at the larger emerging
markets landscape, not everyone is as
enthusiastic at this point in the cycle.

“We’re slightly underweight emerg-
ing markets right now,” said Abdur
Nimeri, head of institutional multi-asset
programs at Northern Trust Asset Man-
agement.

“Outside of China, you will find the
commodities and natural resources
that drive those economies [are] pretty
much impaired,” he said.

Nimeri is concerned with how

COVID-19 is disrupting the supply
chains in commodity-rich emerging
economies.

“COVID adds a new layer of risk
and the impact is much bigger in those
emerging economies,” he said. “The risk
case will be a lot more acute.”

TARGETED APPROACH

The expansive and eclectic nature of
a category represented by more than
1,100 individual securities from 26 coun-
tries across five regions of the world is
why some advisers prefer a targeted ap-
proach to the emerging markets.

“Emerging markets is a unique as-
set class and simply tracking a passive
index can have drawbacks,” said Tony
Matheson, wealth adviser at Matheson
Financial Partners.

His client allocations to emerging
markets can be as high as 10% for the
most aggressive portfolios.

“I like the space, but it depends on
what area of the space, which is why I
prefer an active manager that can look
under the hood,” he said. “I want to be

more sector-focused to avoid areas like
energy and banks because I'd rather
have more of a forward focus on tech-
nology and pharmaceuti-
cals.”

Paul Schatz, president
of Heritage Capital, is also
a believer in the benefits of
the emerging markets.

“It's a good diversifier
and while returns are vola-

LY

weaken the dollar, and if the Democrats
go after big tech companies and stock
buybacks, that takes a lot of luster out
of an expensive U.S. stock
market,” he said. “For U.S.-
based investors, the key
is the dollar weakness we
anticipate, and if you layer
a weaker dollar on a cheap
asset class the returns to
U.S. investors will stack up.”

tile with large drawdowns, YEAR-TO-DATE GAIN Semple’s fund, which is
the long-term returns are up 5% this year after gain-
strong,” he said. “Also, with INMSCI EMERGING ing nearly 30% last year,
so much emerging market MARKETS ETF has not seen the same kind

debt denominated in U.S.
dollars, if you get the dollar
right, you can create a strong tailwind.”

WEAK DOLLAR ADVANTAGE
The advantage provided by a weaken-
ing dollar is no small factor, said Da-
vid Semple, manager of the $2.4 billion
VanEck Emerging Markets Fund (GB-
FAX).

“If we get an even bigger fiscal stim-
ulus if the Democrats are in power, that
would steepen the yield curve and further

of recent performance as

some of the targeted ETFs,
but he is focused on the Northeast
Asian cluster.

“China, Taiwan and Korea have done
well containing the virus without shoot-
ing all their fiscal and monetary bullets,”
he said.“The monetary stimulus by Chi-
na has been much, much less than in
the U.S. and Europe, which means they
have room to ease further.”

jbenjamin@investmentnews.com

WADDELL & REED

© CONTINUED FROM PAGE 4

fensive and jump into the market to buy
other wealth management businesses,
CEO Philip Sanders said.

When asked about the firm’s take on
current deal opportunities, Sanders point-
ed to the difficulties of the recent past and
responded that the time might be right.

“The last few years have been really
about kind of putting us in this position,
and we’ve made a lot of improvements

internally ... especially on the wealth
management side,” Sanders said. “So, a
few years ago, if we had opportunities
presented to us, I think it would have
been difficult for us to execute, but we're
now positioned to execute on those types
of opportunities.”

In an email, Mihal added: “We’re
pleased that our strategic steps toward
stronger growth across our wealth man-
agement business are showing results,
including our focus on retaining and
recruiting experienced and productive

affiliated advisers.”

AWARE OF THE RUMORS

A spokesperson wrote that the compa-
ny was “aware of recent rumors and the
speculation that has precipitated as a
result,” but said that as policy, Waddell
& Reed Financial does not comment on
market rumors or speculation.

Waddell & Reed shares closed at
$15.50 last Wednesday, down 14% from
the 52-week high on Oct. 16. Is this an
indication that takeover speculation has

cooled, or is the firm’s declining share
price in line with big market swings over
concerns about an economic recovery
and the coronavirus?

By adding and recruiting advisers,
Waddell & Reed is showing it’s serious
about the growth of its wealth manage-
ment franchise. That’s a far cry from lit-
erally pulling the rug from under advis-
ers and telling them the firm would no
longer pay rent for their offices.

bkelly@investmentnews.com
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Independence matters to our clients.

Here's \Why.

“We chose independence because we
can deliver service according to each
and every client’s exact needs. We chose
Schwab because we knew they could
support us as we grew from $45 million
to over $500 million in AUM?
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