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INSIDE

BY BRUCE KELLY

LAST YEAR PRODUCED an em-
barrassment of records at Bank of 
America’s Merrill Lynch wealth 
management group, as the unit 
reached new highs 
on metrics ranging 
from assets to reve-
nue.

Merrill Lynch 
posted record reve-
nue of $17.4 billion 
in 2021, a 14% year-
over-year increase. 
Client balances 
reached a record 
$3.2 trillion by the end of December, 
another 14% annual increase.

The firm also saw a record net 
addition of ultra-high-net-worth cli-
ents, or households with more than 
$10 million in assets, which rose 
32% to more than 720.

Indeed, the word “record” was used 
25 times in a summary released last 
Wednesday morning of Bank of Amer-

ica and Merrill Lynch’s 2021 wealth 
management highlights for last year.

As InvestmentNews has not-
ed, despite last year’s political and 
social turmoil, 2021 turned out to 
be a tremendously fat year for the 

broad financial ad-
vice industry, from 
large broker-dealers 
to burgeoning regis-
tered investment ad-
viser networks.

The S&P 500 re-
peatedly hit record 
highs last year, bene-
fitting brokerage firms 
like Merrill Lynch im-

mensely. The index ultimately posted 
a total annual return, including divi-
dends, of 28.7% — almost twice its an-
nual median return of 15.4%.

GOOD FORTUNE
Merrill Lynch was no exception to 
the industry’s good fortune. Sixty 
percent of the firm’s financial advis-

Records rain down on 
BofA’s Merrill Lynch unit

BY JEFF BENJAMIN

DYNASTY FINANCIAL Partners 
is turning to the public equity mar-
kets to support its strategy of help-
ing wirehouse representatives break 
away to become independent finan-
cial advisers.

According to the filing with the 
Securities and Exchange Commis-
sion, St. Petersburg, Florida-based 
Dynasty is seeking to raise $100 
million through an upcoming initial 
public stock offering. The stock will 

list on the Nasdaq under the ticker 
symbol DSTY.

The IPO would place Dynasty on 
a short list of firms offering investors 
various exposures to the fast-growing 
wealth management space, which has 
become the darling of deep-pocketed 
private equity investors.

Dynasty Financial 
IPO casts doubt 
on the future  
of the platform
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• The industry bellwether 
reported a host of new 
highs in 2021.

• ‘Record’ was mentioned 25 
times in the earnings report.
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BY BRUCE KELLY

WELLS FARGO & CO. again report-
ed a drop in its overall head count 
of financial advisers as part of its 
fourth-quarter results, reported Jan. 
14, but the rate of decline is less than 
the previous quarter’s and the aver-

age revenue per adviser continued to 
increase.

At the end of December, Wells Far-
go Advisors reported 12,367 financial 
advisers, a drop of almost 1.5% when 
compared to the previous quarter and 
down close to 8.5% compared to the 
end of December 2020.

While the company hasn’t 
staunched the bleeding of its financial 
advisers completely, the three months 
ending in December saw the rate at 
which its adviser head count declined 
slow a bit.

For example, at the end of Septem-
ber, the firm reported 12,552 financial 
advisers under its roof. That was a 
quarter-over-quarter head count de-
cline of 267, or 2.1%, and an annual 
decline of 1,241, or 9%.

RECENT PEAK IN ADVISERS
Annualized revenue per adviser, a 
widely used industry metric, increased 
15.8% in 2021, reaching $1.17 million 
at the end of last month, compared 
with $1.01 million a year earlier.

Wells Fargo hit its recent peak in 
total financial advisers in Septem-
ber 2016, when it reported more than 
15,000 across its varied business lines. 
That was right when the problems 
started for the bank as it was revealed 
that Wells Fargo bank employees had 
secretly created millions of unautho-
rized accounts in the names of cus-
tomers without their consent.

BY SEAN ALLOCCA

GOLDMAN SACHS Group Inc. 
announced record revenues in its 
wealth management segment last 
Tuesday, but still fell well short of 
overall estimates for the quarter.

Companywide revenue jumped 
8% from a year earlier, to $12.64 
billion, in large part due to gains in 
its investment banking and wealth 
management divisions. However, 
rising expenses, including signif-
icant increases in pay for its em-
ployees, ate into overall profits.

COMP AND BENEFITS COSTS
Operating expenses jumped 23%, 
largely because of higher com-

pensation and benefits costs, 
according to the company. The 
investment bank shelled out an 
additional $4.4 billion in com-
pensation alone last year, topping 
$17.7 billion for the year and send-
ing the bank to its only quarterly 
profit decline of 2021.

“Our asset management and 
wealth management business 
both had record years,” CEO Da-
vid Solomon said during an earn-
ings call last Tuesday. “We are 
keenly focused on growing this 
business, and we’ll be updating 
our long-term goals.”

Shares of the Wall Street bank 
fell more than 8% in early trading 

Higher payouts mar record 
year at Goldman Sachs

BY BRUCE KELLY

2021 WAS AN unusually produc-
tive year for Morgan Stanley and its 
close to 16,000 financial advisers, who 
brought in record net new assets for 
the year of $437.8 billion, for an an-
nual growth rate of 11%, according to 
the company.

Morgan Stanley had an outstand-
ing year when it came to acquiring 
new client money and now has $4.9 
trillion in wealth management cli-
ent assets across varied business 
lines, James Gorman, the chairman 
and CEO, said during a conference 
call last Wednesday with analysts to 
discuss fourth-quarter results. Mor-
gan Stanley typically sees a net new 
asset growth rate of 4% to 6%, said 
Gorman, who sounded somewhat as-
tounded by the rate of growth in 2021.

“This past year, I think we grew 
[net new assets] at 11%, which is — 
I mean, it’s freakish, right,” he said. 
“You’re talking about over $400 bil-
lion of new money. There are a lot of 
asset management companies that ar-
en’t $400 billion in size.”

“I don’t think that’s sustainable. I’d 
love it, but I don’t think it’s sustain-
able,” Gorman said, adding that he 
couldn’t comment on the future oth-
er than to say he expected a “healthy” 
rate of asset growth.

“And you compound what is now 
$4.9 trillion, you get to really big num-
bers, which is why, combined with 
wealth and asset management, we put 
them together and currently, they’re 

INVESTMENTNEWS

THE SOCIAL Security Administra-
tion has reached an agreement with 
its three labor unions on a plan for its 
employees to return to their offices.

“This will be a significant step to-
ward improving access to our services 
as we implement this plan,” Kilolo Ki-
jakazi, the agency’s acting commis-
sioner, said in a press release. 

A separate press release from the 
American Federation of Government 
Employees said the plan is for work-
ers to return to offices on March 30, 
“although this date is subject to chang-
es in pandemic conditions and further 
negotiations with agency components.”

An email that Kijakazi sent to So-
cial Security’s employees last Friday 
says the agency hopes that offices can 
resume providing in-person service, 
without appointments, in early April.

The agency closed its 1,200 field of-
fices to the public in March 2020 due to 
the pandemic.

In May of last year, it rolled out a 
partial reopening in the form of “ex-
press interviews” to help people apply 
for original or replacement Social Se-
curity cards and submit the necessary 
proof of identity in person. But as of 
late last month, the agency said that it 
had no plans to reopen and the major-
ity of the public would have to rely on 
online services.

Morgan Stanley 
sees ‘freakish’ 
revenue growth, 
Gorman says

Social Security, 
unions, agree on 
reopening offices

 CONTINUED ON PAGE 24  

Drop in Wells Fargo advisers 
continues but slows in 2021

 CONTINUED ON PAGE 24  

 CONTINUED ON PAGE 24  
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Robert McCann returns to the advice industry

BY MARK SCHOEFF JR.

FINRA WANTS TO allow bro-
kerages to conduct remote 
inspections of branch of� ces 
through the end of the year.

A temporary rule in response 
to the coronavirus pandemic has re-
lieved Financial Industry Regulatory 
Authority Inc. member � rms of the 
onsite, in-person inspection require-
ment. Last fall, the measure was ex-
tended through June.

On Jan. 10, Finra � led a proposal 
with the Securities and Exchange Com-
mission to extend the remote inspec-
tion rule again until the end of the year.

“The proposed additional six-
month extension … is 
necessary to address 
the operational chal-
lenges resulting from 
the Covid-19 pandem-
ic that many member 
� rms continue to face 
in planning for and 
timely conducting, 
during the second half 
of calendar year 2022, 
the on-site inspection component of 
[supervisory rules] at locations re-
quiring inspection in calendar year 
2022,” the proposal states.

The SEC must approve Finra rule 

proposals. But Finra 
� led the proposal for 
“immediate effective-
ness,” which means it 
will become opera-
tive on July 1 unless 
the SEC objects.

The brokerage in-
dustry, which mostly 
has been operating 

remotely during the pandemic, has em-
braced remote of� ce inspections and 
has been pushing Finra to extend them. 

In a Dec. 7 brie� ng, the Securities 
Industry and Financial Markets As-

sociation indicated it wants to make 
remote inspections permanent be-
cause brokerages will be operating at 
least partially on a remote basis for 
the foreseeable future.

“We are in discussions with Fin-
ra, the SEC and the state regulators 
about moving beyond the temporary 
relief to what should the regime look 
like in a permanent remote working 
environment,” SIFMA Chief Execu-
tive Kenneth Bentsen Jr. said at the 
December event.

mschoeff@investmentnews.com

BY BRUCE KELLY

AFTER LEAVING UBS in 2020, Rob-
ert J. McCann is returning to the advice 
industry as co-chair of NewEdge Capi-
tal Group, which works with 300 advis-
ers and $30 billion in client assets.

McCann is working alongside cur-
rent NewEdge Capital Group chair 
Charles Warden, founder of Mid Atlan-
tic Capital Group. Parts of Mid Atlantic 
were rebranded under NewEdge, as 
parent company EdgeCo Holdings con-
solidated the wealth management oper-
ations it has launched or acquired since 
2018, according to a Jan. 11 statement. 
McCann is also an investor in the � rm.

McCann is widely credited with 
injecting new life into UBS’ wealth 
management business in the U.S. af-
ter the credit crisis. He left Merrill 

Lynch to join UBS in 2009 as CEO of 
UBS Wealth Management Americas. 
In 2015, he became UBS’ chairman for 
the Americas region.

NewEdge has three businesses 
for � nancial advisers: two registered 
investment advisers, NewEdge Advi-
sors and NewEdge Wealth, and a bro-
ker-dealer, NewEdge Securities Inc.

“In the same way that streaming 
apps disrupted cable TV, the wealth 
advice business is being changed by 
elite advisers using cloud-based open 

platforms to deliver advice optimally, 
and NewEdge embraces that change,” 
McCann said in the statement.

bkelly@investmentnews.com

Finra seeks to 
extend remote 
inspections 
to year-end

Average 
production of
� nancial advisers
BY BRUCE KELLY

On Jan. 14, Wells Fargo & Co. re-
leased its earnings, kicking off 

the reports from bank and wealth 
management � rms. Undoubtedly 
many executives will be touting 
record revenues and earnings, as 
they did throughout 2021.

To put that into context, Invest-
mentNews reviewed company 
� lings from the fall to see how 
much annual revenue, in the form 
of advisory fees and sales commis-
sions, � nancial advisers at publicly 
traded � rms generated. 

Not all publicly traded � rms are 
on the list. Morgan Stanley, for ex-
ample, used to report the average 
revenue per � nancial advisers but 
stopped about a year ago.

All � gures are for the 12 months 
ending Sept. 30. All information 
comes from company � lings with 
the Securities and Exchange Com-
mission or directly from the � rm.

BLUCORA INC.'S AVANTAX
Financial advisers: 3,529
Average revenue per adviser: 
$160,300

LPL FINANCIAL
Financial advisers: 19,627
Average revenue per adviser: 
$324,000

AMERIPRISE FINANCIAL INC.
Financial advisers: 10,073
Average revenue per adviser: 
$756,000

WELLS FARGO ADVISORS
Financial advisers: 12,552
Average revenue per adviser:
$1.14 million

UBS, WEALTH MANAGEMENT 
IN THE AMERICAS
Financial advisers: 6,266
Average revenue per adviser:
$1.7 million

bkelly@investmentnews.com

“THE WEALTH ADVICE BUSINESS 
IS BEING CHANGED BY ELITE 
ADVISERS USING CLOUD-BASED 
OPEN PLATFORMS.”
ROBERT McCANN, NEWEDGE CAPITAL GROUP

 allow bro-
kerages to conduct remote 
inspections of branch of� ces 

A temporary rule in response 
to the coronavirus pandemic has re-
lieved Financial Industry Regulatory 
Authority Inc. member � rms of the 
onsite, in-person inspection require-
ment. Last fall, the measure was ex-

On Jan. 10, Finra � led a proposal 
with the Securities and Exchange Com-
mission to extend the remote inspec-
tion rule again until the end of the year.

“The proposed additional six-

Finra seeks to 
extend remote 
inspections 

KEY POINTS

• Finra � led a proposal with 
the SEC to extend the rule 
allowing remote inspections 
of brokerage branch of� ces, 
which was a response to 
Covid, through year-end.
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T
wo articles about our nation’s retirement programs attracted the 
attention of many InvestmentNews readers recently. One concerned 
a paper written by a University of Virginia law school professor 
charging that tax policy changes related to traditional 401(k)s and 
IRAs have largely benefited the financial industry and affluent 

savers, ignoring the needs of less affluent workers. A second story reported on 
research from the National Institute on Retirement Security, which found that 
defined-benefit plans produce better results for participants than defined-con-
tribution plans. 

No doubt, many advisers and financial services companies, as well as 
employers, will take issue with the chief arguments of those reports. But 
rather than argue the merits of the stories, let’s take a step back and look at 
what drove researchers to look at these issues in the first place: the peculiar 
nature of our national retirement “system.”

The quotation marks are intentional because what we have isn’t exactly 
a coherent, thought-through system. Rather, it’s a combination of various 
self-directed individual retirement accounts that began with 1974 legislation 
that’s been modified over the years, plus 401(k) and similar defined-contribu-
tion workplace accounts based on a quirk in a 1978 law noticed by pension 
consultant Ted Benna. Add public-sector defined-benefit plans and a sprin-
kling of vestigial private-sector plans, which covered only a small fraction of 
the population even in their heyday, and there you have America’s retire-
ment “system” — undergirded by Social Security, which provides an average 
monthly retirement 
benefit of $1,555.

For clients of 
advisers, who tend to 
be among the more af-
fluent segments of the 
population, the current 
patchwork structure 
probably works well 
enough — but it has 
yawning gaps. Just 
27% of taxpayers have 
traditional IRAs, about 
10% have Roth IRAs 
and 60 million, or 
about 23% of the U.S. adult population, participate in a 401(k) plan, where a 
Fidelity study put the median balance at about $29,000. That leaves millions 
at risk. Finding a better way to secure adequate post-work income for mil-
lions of Americans short of welfare would seem a compelling national policy 
issue.

While American policymakers tend to ignore the approaches of other 
nations, looking at the Australian experience might make sense. In 1983, 
over opposition from much of the business sector, the government there put 
in place a compulsory superannuation program, in which employers were 
mandated to put 3% of each employee’s annual income into 401(k)-like funds 
for retirement. Mandatory employee contributions also were planned at the 
start, but eventually became voluntary, and now can be tax-advantaged in 
many cases. 

The mandatory employer contribution percentage has been raised over 
the years. It currently stands at 10% and is set to rise in increments to 12% 
in 2025. The private sector, under government regulation and supervision, 
operates the more than 500 superannuation funds available for participation.

There is now $2.5 trillion in Australia’s program, more than enough mon-
ey to generate adequate retirement income for all workers when combined 
with their version of Social Security. In fact, superannuation has turned Aus-
tralia from an importer of capital to an exporter, strengthening its economy 
and potentially increasing its clout internationally. 

Isn’t there a lesson to be learned from Down Under?

To rethink our retirement 
‘system,’ go Down Under

IN THEIR OWN 
WORDS ...
from the web and  
print pages of  
InvestmentNews

“People are 
modernizing 
their  
portfolios.  
Like all 
the major  
institutional 
investors, they 
have turned to 
alternatives.”
Michael Weisz, founder and 
president, Yieldstreet

 

“Active  
management  
is a source of 
risk, not risk 
management.”
Don Bennyhoff, chief  
investment officer, Liberty 
Wealth Advisors

 
“With the explosion 
of new investors 
on mobile apps, 
keeping new clients 
might become a 
challenge.” 
Michael Foy, head of wealth 
management, J.D. Power

Opinion

THE CURRENT  
PATCHWORK  
STRUCTURE PROBABLY 
WORKS WELL  
ENOUGH — BUT IT  
HAS YAWNING GAPS.
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A
rocky start to the year for the 
� nancial markets against the 
backdrop of surging in� ation and 
higher interest rates would seem 
to indicate a strong run ahead for 
active management. The argu-
ment typically goes that market 
volatility, especially the down-
ward kind, is a time for active 
managers to � ex their muscles by 

teasing out precious alpha as market beta 
is heading south.

In the wide world of book-talking, 
that’s often how the story is presented. In 
the most polished version, active man-
agement typically has the best stories of 
a wizard behind a curtain somewhere 
helping investors navigate the best and 
worst of risk and reward.

In reality, only about a third of active 
strategies manage to beat their bench-
marks, regardless of whether it’s a bull 
or bear market. But these are mostly 
gross generalizations, because even the 
simple de� nition of active and passive 
management is nuanced to the point of 
overlapping strategies and de� nitions. 
That explains the broad expanse of the 
never-ending debate about what makes 
a market, and why there will always be a 
home somewhere for active management.

“I don’t think active will ever have 
another opportunity to dominate, but I do 
believe there are niche areas where active 
provides real value,” said Steve Skancke, 
chief economic adviser at Keel Point.

Regarding the current economic back-
drop, Skancke said, “I come down on the 
side of this probably not paving the way 
for active management.”

ACTIVE CHALLENGES
Skancke cited the pandemic-in� uenced 
market volatility that started in early 2020 
and went through much of 2021 and said 
that active, in general, did not step up and 
deliver outperformance.

“When you look at the S&P 500 Index, 
it’s really hard to beat that,” he said, add-
ing that the outlook for lower expected 
returns for the broad market over the next 
few years will make it even harder for 
active managers to outperform.

“It will probably be single-digit returns 
for the next several years just as a result of 
the uptick in interest rates,” Skancke said. 
“Historically, when we’ve seen markets in 
the 8% to 10% range, you typically don’t 
see active managers outperform, because 
it’s dif� cult to cover the higher fees.”

Don Bennyhoff, chief invest-

ACTIVE 
MANAGERS 
ARE GETTING 
A SMALLER 
SLICE OF 
THE PIE

 CONTINUED ON PAGE 10  
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THE DEBATE OVER ACTIVE VS. PASSIVE 
STRATEGIES MAY BE COMING TO A CLOSE.
BY JEFF BENJAMIN
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Independent registered investment 
advisers, as the largest buyers of 
exchange-traded funds, are forcing the 

asset management industry to dedicate 
more resources to the lower-cost, more 
liquid fund wrapper, and active strategies 
are increasingly coming along for the ride.

“There’s been demand and even 
stronger supply by asset managers to 
offer actively managed ETFs,” said Todd 
Rosenbluth, director of mutual fund and 
ETF research at CFRA.

According to CFRA data, through the 
end of last year, active ETFs made up 
4% of all ETF assets, and represented 
10% of ETF net in� ows in the past year.

Some of the major old-school mutual 
fund players recently moving into the 
active ETF space include American 
Century, Davis Funds, Dimensional Fund 
Advisors, Fidelity, Franklin Templeton, 
Janus Henderson, JPMorgan, Nuveen, 
Pimco and Principal Financial.

“You get some of the bene� ts of the 
ETF structure, with tax ef� ciency and li-
quidity,” Rosenbluth said. “The fees tend 
to be better compared to active mutual 
funds because they have to cut the fees 
to be competitive.”

FOCUS ON ETFs
While assets are slowly moving into 
active ETFs, Rosenbluth said many 
traditional fund companies don’t have 
any choice but to develop ETF wrappers 
around active strategies because � nan-
cial advisers increasingly are focused 
only on ETFs.

“Advisers are being given a choice, 
and the asset managers are hoping 
instead of pulling money from the fund 
family and going toward someone else’s 
ETF, that some investors and advisers 
like the strategy and the team and also 
like the bene� ts of an ETF and this is a 
happy middle ground,” Rosenbluth said.

“I think demand for active man-
agement and equity ETFs is building” 
he added. “For some of the � rms that 
entered, they now have to be able to 
prove that they can function.”

Rosenbluth believes many of the 
legacy asset managers that have clung 
to mutual funds for so long will continue 
to migrate toward the ETF wrapper.

“Some of the money moving out 
of active equity mutual funds is doing 
so reluctantly into index-based ETFs, 
because investors and advisers prefer 
the ETF structure,” he said. “We’re going 
to see more of these [active] products. 
But it’s still hard for active management 
to demonstrate outperformance, and 
the ETF structure only offers some of 
the bene� ts. The portfolio managers still 
need to pick the right stocks.”

— Jeff Benjamin

Active ETFs catch 
the eye of RIAs 
and big funds, too

ment of� cer at Liberty Wealth 
Advisors, joined the RIA a year 
ago after 23 years at indexing 
giant The Vanguard Group, and his 
stance on active management is in 
line with what one might expect.

“We’ve gravitated away from 
higher cost, and I think everyone 
understands the relationship 
between higher cost and lower 
returns,” he said. “If you’re looking 
for risk management, active man-
agement is a source of risk, not 
risk management.”

Bennyhoff doesn’t deny there 
are good active managers, he just 
thinks the effort to � nd them isn’t 
worth it and believes advisers’ 
time can be better spent else-
where.

“We try and think about the job 
at hand, and we don’t use active 
funds as a risk management tool,” 
he said. “But to the degree the cli-
ent wants to outperform, it’s hard 
to do that with passive funds un-
less you are willing to be tactical.”

Yes, the notion of being tactical 
even with a portfolio made up 
of passive indexed strategies 
is where the hairs start to split, 
and the nuance abounds. While 
it’s prudent to acknowledge the 
shades of grey overlapping active 
and passive, the classic, old-
school actively managed mutu-
al fund is generally viewed as 
occupying the opposite end of the 
continuum from a low-cost index 
exchange-traded fund.

‘BUYING INTO THE STORY’
Bennyhoff and other passive-in-
vesting proponents readily 
acknowledge the advantages 
of active management when it 
comes to select market sectors 
and industries, mostly involving 
less-ef� cient areas such as small-
cap equities, emerging markets, 
international equities, munici-
pal bonds, and � xed income in 
general.

Beyond that, Bennyhoff said, 
investors and � nancial advisers 
are just “buying into the story of 
active management.”

“There’s some great managers 
out there, and I’m not a detractor 
for active funds,” he said. “I think 
people buy into the story that if 
you pay an active manager higher 
cost, they can give you higher 
returns. But they only consistently 
make good on one of those promis-
es, you de� nitely get higher costs.”

Charles Sachs, chief invest-
ment of� cer at Kaufman Rossin 
Wealth, is also in the camp of be-
ing done with active management 
and the stories that come with it.

“It’s turnover, taxes and ex-
penses,” he said. “You’re paying 
someone to do something they 
shouldn’t be doing. You have the 
extra cost of the manager, the 
extra cost of the taxes, and you 
underperform.”

But while Sachs contends that 
“it’s just a matter of time before 

you will have egg on your face as 
an active manager,” the � ip side is 
what makes a market and keeps 
pumping life into active strategies.

Bryan Shipley, co-chief exec-
utive at Arnerich Massena & As-
sociates, believes his time is well 
spent researching and allocating 
to active managers.

“The data says you have about 
a 50-50 shot of beating bench-
mark after fees,” he said. “Every 
year we do a study on ourselves 
because we want to be sure that 
we’re adding value to our clients 
in the managers we approve for 
our clients.”

Shipley said the extra effort 
pays off.

“At worst, two-thirds of our 
managers beat their benchmark 
after fees, and at best 80% have 
beaten the benchmark after fees,” 
he said. “Today, about 10% to 20% 
of our portfolios are passive. It 
takes patience to really get reward-
ed through active management.”

‘TALE OF TWO ASSET CLASSES’
That kind of commitment is likely 
music to the ears of the active 
management space, because it’s 
a rare tune, says Eric Balchunas, 
senior ETF analyst at Bloomberg 
Intelligence.

“Last year active management 
pretty much treaded water, losing 
about $50 billion worth of net � ows, 
but if you deconstruct that, it’s a tale 
of two asset classes,” he said.

According to Bloomberg’s data, 
active equity funds suffered about 
$400 billion in net out� ows in 2021, 
while active bond funds had net 
in� ows of roughly $350 billion.

“The active exodus is really out 

of stock pickers,” Balchunas said. 
“People are just not into paying a 
legacy money manager, especially 
the closet indexers. That’s as close 
as anything to an endangered 
species.”

But as endangered species go, 
sitting atop a mountain of assets 
in the legacy active management 
space is still far from horrible.

Even as low-cost indexed strat-
egies have become the darlings 
of independent � nancial advisers 
as the foundation of almost any 
portfolio with a long-term focus, 
active management still has scale 
and inertia on its side.

As Balchunas details, the ac-
tively managed segment is riding 
a “bull market subsidy” that could 
persist until a real bear market 
takes it away.

“The stock market is up 122% 
over the last � ve years,” he said. 
“If you have a big base of assets 
in a bull market, there’s nothing 
greater. It makes you completely 
immune to out� ows.”

Last year, for example, active 
funds grew by about $12 billion.

“Active out� ows are around $2 
trillion over the past � ve years, 
yet the assets have ballooned by 
about $5 trillion over that time, so 
the fee revenue has grown by $45 
billion,” Balchunas said. “It doesn’t 
make sense to the normal mind 
that you lose customers and make 
more money. The active slice of 
the pie keeps shrinking but the pie 
keeps getting bigger.”

ETF MIGRATION 
But while analysts believe the 
legacy active strategies wrapped 
inside traditional mutual funds 
will continue losing to ETFs, the 
active efforts are far from over, 
as witnessed by the way active 
strategies are migrating into the 
ETF space.

While asset managers cling 
for all the obvious reasons to 
high-cost active funds that still 
generate revenue, they’re also try-
ing to wrap many of those same 
strategies inside ETFs to have it 
both ways for as long as it lasts.

“You’re still seeing incremental 
net gains toward active in tradi-
tional wirehouse and full-service 
brokerage channels, but as you 
look at the balance of portfolios 
among the independents, the 
portfolios are tilted toward pas-
sive already,” said Tyler Cloherty, 
managing director at Casey Quirk.

“The RIAs tend to be much 
more cost sensitive,” Cloherty 
added. “There’s de� nitely a strong 
performance story where seg-
ments have had much less ability 
to provide alpha over time. But 
there’s been a bit of behavior tilt 
by advisers, so they don’t want to 
spend the bulk of time doing man-
ager research or asset allocation. 
They’re looking at a mix of betas, 
rather than looking at managers.”

jbenjamin@investmentnews.com
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“I DON’T THINK 
ACTIVE WILL 
EVER HAVE 
ANOTHER 
OPPORTUNITY 
TO DOMINATE.”
STEVE SKANCKE, CHIEF ECONOMIC 
ADVISER, KEEL POINT
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BY EMILE HALLEZ

I t is a scary time for many people 
to be thinking about retirement, 
and not only because of an ongo-
ing pandemic that has radically 

changed our daily lives.
Along with that, inflation is a 

potential threat to retirees living on 
fixed incomes and workers nearing 

the end of their careers. Add in the 
possibility of stagflation — sluggish 
economic growth coupled with infla-
tion — and things get more compli-
cated.

“Inflation can have a real impact,” 
said Todd Giesing, assistant vice 
president and director of annuity 
research at the Secure Retirement 
Institute. “When you think about the 

cost increases we’re seeing today, it 
absolutely is hitting the pocketbooks 
of Americans. You can see it at the 
grocery store. You can see it at the 
gas pump. It is everywhere.”

Many clients are almost certainly 
wondering what it means to their 
ability to retire and what they should 
do if inflation persists.

A quarter of the more than 1,100 
people surveyed in November by Al-
lianz Life cited rising inflation as the 
biggest risk to retirement, up from 
8% who said the same last year.

It is still the early days of what 
could be a sustained period of price 
hikes, and it’s unlikely that many of 
the people facing the biggest risks 
have made major financial decisions 

in response to that trend, observers 
say.

And that means it’s prime time 
for advisers to start having conversa-
tions with clients about how inflation 
could affect their plans and what 
they can do to minimize their risks.

Among the questions is whether 
they should be considering annuities. 
For those who already have contracts, 
a concern could be whether they would 
be better off swapping out products.

“For a future retiree, inflation can 
be a concerning issue, particularly 
because no one knows how long they 
need to fund their retirement income 
for — in other words, when will you 
die?” Steve Parrish, co-director at The 
American College Center for Retire-
ment Income, wrote in an email.

“We’re sitting on a hot stock mar-
ket, and if the [Federal Reserve] rais-
es rates, this may cause the market to 
cool off. I know of a couple of savvy 
pre-retirees who are, largely because 
of inflation concerns, taking some 
of their equity gains and placing the 
proceeds in a deferred income annui-
ty,” he wrote.

That could be done with non-
qualified money through a broker-
age account, for example, or with 
tax-qualified assets through a qual-
ified longevity annuity contract, he 
noted. Like other annuity purchases, 
that can help ensure someone keeps 
receiving cash payments.

“You peel off gains now so that 
you’ll have money in the future — 
money you may particularly need 
because some of your other income 
sources have either been exhausted, 
lost value or lost spending power,” 
Parrish said.

INFLATIONARY EFFECT
Even normal inflation has an impact 
on finances in retirement. Spending 
decreases by an average of 12% over 
20 years for a retiree, although that 
affects people with lower wealth 
much more substantially, a recently 

Here’s what inflation will 
mean for annuities in ‘22

Past U.S. bouts with inflationary pressures

*through November Source: Bureau of Labor Statistics
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Over the past 100 years, there have been about half a dozen instances in which the consumer price index increased by 5% or more annually.
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published working paper from the 
Center for Retirement Research at 
Boston College found. In short, the 
researchers found that retirees spend 
less over time out of necessity.

“This is a prime time to talk to cli-
ents, especially those that are five to 
10 years from retirement, about the 
ability to build protection,” said Kelly 
LaVigne, vice president of advanced 
markets and solutions at Allianz Life. 
“When inflation goes up, it’s very 
difficult for everyone, but for those 
on fixed income it’s more difficult.”

ATTRACTIVE FEATURES
Interest-rate-dependent products, 
which include fixed annuities, guar-
anteed benefits on variable annuities 
and others, can provide more attrac-
tive features in response to a move 
from the Fed, LaVigne said.

“We know that if inflation goes up, 
the Fed is going to act. They’re going 
to increase interest rates … That’s 
good for the insurance companies as 
a whole,” he said.

“You might be able to move a 
traditional fixed client into a fixed 

indexed product, 
simply because 
it will give them 
a little bit more 
opportunity to at 
least mitigate the 
risks associated 
with inflation,” 
LaVigne said.

Products that 
provide increas-
ing payments over 
time can help, 
although those 

features usually offer lower initial 
payment rates than fixed annuities 
do, he noted.

While many people hold annuity 
contracts that were purchased when 
the guaranteed benefits available 
with some products were in their 
prime, it is unlikely that VAs will see 
the richness of their optional riders 
rise to pre-financial-crisis levels. 
Prior to 2009, insurers offered VAs 
with very competitive features that 
many providers later regretted when 
interest rates fell.

“The days of those income wars 
or benefit wars are pretty much over,” 
LaVigne said. As an industry, “we 
really have learned our lessons from 
the past.”

RISE OF RILAs
Insurers are now more interested 
in buffered annuities — registered 
index-linked annuities (RILAs), as 
they have been rebranded, a type of 
VA that limits an account’s growth 
potential but also has guardrails on 
losses. Those products account for a 
small fraction of all annuity sales, but 
demand has increased quickly over 
the past few years, with market vola-
tility and overall uncertainty serving 
as selling points. Annuity providers 
have been adding RILAs to their 
product rosters in droves.

For the first nine months of 2021, 
RILA sales were 81% higher than the 
same period in 2020, data from Limra’s 
Secure Retirement Institute show.

Of course, annuities are only one 
area for advisers to make recom-
mendations to help risks associated 
with inflation, Giesing said.

Heightened inflation “is still 
something fairly new, so I don’t see 

people rushing to change strategies 
immediately,” he said.

And so far, there are no indica-
tions that the current heightened in-
flation has prompted any increased 
demand for annuities, Sheryl Moore, 

CEO of Moore Market Intelligence, 
said in an email.

“We are just showing normal, cycli-
cal growth at this point,” Moore said.

Compared with the products that 
were on the market during high 
inflation in the ’70s and ’80s, there are 
many more options currently, Giesing 
noted.

“We didn’t have the suite of 
products that are available today, on 
the annuity side or other products, 
to try to find that balance between 
protection and growth,” he said.

ehallez@investmentnews.com

Working to make retirement 
clearer for everyone. 
Starting with you.
Let’s face it. Retirement can be confusing for just about everyone. At Jackson®, we’re here to help clear 
things up. Our range of annuity products help remove the uncertainty that complicates your clients’ plans. 
And, our award-winning customer call center,* fee transparency, and user-friendly website make navigating 
everything easier for you. Together, we can help make retirement clearer for everyone.

Annuities are long-term, tax-deferred vehicles designed for retirement. Variable annuities involve risks and 
may lose value. Earnings are taxable as ordinary income when distributed. Individuals may be subject to a 10% 
additional tax for withdrawals before age 59½ unless an exception to the tax is met. 
* SQM (Service Quality Measurement Group) Contact Center Awards Program for 2020. 
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 your Jackson representative or the Company to obtain the prospectuses. Please read the prospectuses 
carefully before investing or sending money.  
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. 
These products have limitations and restrictions. Contact Jackson for more information.  
Jackson® is the marketing name for Jackson National Life Insurance Company® and Jackson National Life Insurance Company of New York®. 
CMC25777CCCAD 04/21

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

81%
YOY INCREASE 
IN RILA SALES 

THROUGH  
SEPTEMBER 

2021

“THE DAYS OF THOSE INCOME 
WARS OR BENEFIT WARS ARE 
PRETTY MUCH OVER.”
KELLY LAVIGNE, ALLIANZ LIFE



A s with so many financial ad-
visory niches, Steve Larsen 
found his focus right under 
his nose. 

Six years after purchasing a single 
Bitcoin for $235 and then essentially 
ignoring it, Larsen said a “light bulb 
went off” about a year ago when he 
stumbled on an article about crypto-
currencies. 

“I had always wanted to find a 
niche, but never really found one that 
fit for me,” he said. “Then, finally, I 
found the intersection where people 
needed a lot of advice, and since 
March I’ve been managing crypto 
portfolios for clients.” 

Larsen, president of Columbia Ad-
visory Partners in Spokane, Washing-
ton, recalls being hungry for cryp-
tocurrency knowledge back in 2015 
when he made his initial investment. 
But he had difficulty finding informa-
tion on areas related to blockchain 
and digital currencies, so he moved 
on. 

“In late 2020, I clicked on an ad 
about some things going on with 
Ethereum, and suddenly it all came 
flooding back, as well as some new 
information,” he said. “It took me 
about an hour to completely fall 
down the rabbit hole.” 

UNIQUELY SUITED
Larsen believes his education in infor-
mation systems and background as 
a web developer make him uniquely 
suited to focus on cryptocurrency 
investing. 

He recalls getting his first job out 
of college following the collapse of the 
2000 tech bubble based on a fantasy 
football program he developed while 
in college. And he was initially inter-
ested in Bitcoin back in 2015 because 
he wanted to learn more about the 
world of decentralized betting pools. 

After leaving the web developer 
gig, Larsen spent two years cutting 
his teeth in financial services at Ed-
ward Jones before launching his own 
advisory firm in 2004. Until 2020, he 
was running a garden variety advi-
sory practice that had grown to $200 
million by serving the broad spec-
trum of financial planning needs. 

While Larsen has quickly become 
fluent in cryptocurrency investing, he 

respects that fact that it is still a for-
eign concept to many of his clients, 
which is why his initial move into the 
niche was with “clients we had really 
good relationships with.” 

The next stage of his niche devel-
opment included friends and family, 
and now he’s starting to expand it to 
the rest of his clients. 

Larsen estimates that about 1% of 
his total advisory assets are allocated 
to crypto, and that about 15% of his 
clients own crypto, with a maximum 
portfolio allocation of around 5%. 

“My first goal is for everybody 
interested in crypto to have an 
opportunity to invest,” he said. “And 
my secondary goal is to provide 
education about what’s going on with 
cryptocurrencies so more people will 
want to go into it.” 

When adding crypto to client port-
folios, Larsen builds diversified allo-
cations to between six to 10 different 
cryptocurrencies that he “monitors 
and rebalances just like a traditional 
portfolio.” 

The digital currencies are pur-
chased on the Gemini custodial plat-
form, where investors are charged 
commissions of around 2%, and he 
usually allocates crypto into taxable 
accounts for the sake of simplicity. 

“Right now, crypto has to be 
considered the aggressive part of the 
portfolio, so we take it out of stocks,” 
he said. “But we’re also reducing 
exposure to cash and bonds to make 
room for crypto.” 

Even as crypto has become easier 
to purchase and custody, Larsen 

said it needs to find a place in a 
diversified portfolio, and the current 
uncertainty surrounding inflation is 
an open door of opportunity. 

“I think a lot of our client base is 
nervous about the economy, inflation 
and the labor market, and they are 
very open to systems that might help 
hedge that risk,” he said. “Tradition-
ally, that meant gold, real estate or 
starting your own business, but now I 
believe crypto is the hedge.” 

MANY CHALLENGES
In terms of challenges related to his 
niche, Larsen is frustrated by the lack 
of regulatory clarity and the inability of 
regulators to draw a hard line. 

“Most planners would like to see 
the SEC come in and add clarity, 
because the uncertainty is not helpful 
to anybody,” he said. 

Another challenge is getting 
clients comfortable with the extreme 
price volatility of an “asset class that 
can go up or down 12% to 15% a day, 
and up 300% or down 80% in a year,” 
he said. 

And when it comes to advising 
clients to buy something like Bitcoin 
at more than $66,000, when he paid 
$235 just six years ago, Larsen said 
the focus on today’s price misses the 
point. 

“Right now, the global financial 
system is built on global currencies, 
particularly the U.S. dollar, and that’s 
what crypto will replace,” he said. 
“This means the dollar gets some 
well-needed competition to keep it in 
check. If the dollar had a competitor 

now, we wouldn’t have the monetary 
policy the Fed is pursuing.” 

Asked whether he’s worried about 
clients buying at the top, Larsen re-
sponded, “Anybody who buys Bitcoin 
under $100,000 will have a good story 
for their grandkids. We haven’t even 
begun to see what’s going to happen 
with this.” 

jbenjamin@investmentnews.com

Adviser finds added value in crypto niche
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Cryptocurrency investing

PRO TIP
“Find where change is happening. 
If you were going to find a niche in 
a static area, you probably would 
have found it already. Stop looking 
for a rule book, look to develop 
a path where you can have an 
impact.”

NICHE ADVISER

NICHEADVISER
JEFF BENJAMIN
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“I BELIEVE CRYPTO 
IS THE HEDGE.”
STEVE LARSEN, PRESIDENT,
COLUMBIA ADVISORY PARTNERS
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 BY SEAN ALLOCCA 

O nce the domain of the 
ultra-rich, alts are now the 
investment du jour of wealth 
managers as entry minimums 

come down and placements open 
up for a larger number of accredited 
investors.    

Sales of alternative investments, 
like nontraded real estate investment 
trusts and business development 
companies, skyrocketed in the first 
half of last year. Rare whiskies, 
classic cars and even handbags have 
seen their values increase over 100% 
in the past decade, according to a 
survey by investment firm KKR & Co.

iCapital Network Inc., an alterna-
tive investment provider for wealth 
managers, has seized the opportunity 
by landing almost half a billion dol-
lars in two funding rounds last year 
and is hoping to ride the alt wave 
well into 2022.  

“We’re seeing a strong gravitation 
to these types of assets,” said CEO 
Lawrence Calcano.  

As the number of publicly traded 
companies steadily declined over the 
past decade, interest in the private 
markets has exploded. “The number 
of investment opportunities in the 
public market is just swamped by 
what’s available right now in private 
markets,” he said. 

NEW WAR CHEST
The New York City-based company 
increased assets on its platform to 
more than $104 billion, and grew its 
head count to more than 720 employ-
ees last year. Armed with a new war 
chest of cash, iCapital acquired Axio 
Financial, a distributor of structured 
notes, and entered into a partnership 
with the digital currency asset man-
ager Grayscale to offer cryptocurren-
cy to advisers in September. 

Steve Houston, iCapital’s head of 
fund management and research, said 

the growing appetite is driven by his-
torically low interest rates and the need 
for advisers to seek out higher yields 
for clients. “There’s a desire to diversify 
traditional asset-allocated portfolios 
that typically hold taxable fixed in-
come and public equity,” he said. 

The company’s secret could be its 
ability to combine multiple high-net-
worth investors into a single private 
placement. By automating much 
of the subscription process, inves-
tors can pool their money together, 
thereby bringing down the minimum 
for everyone and gaining access to 
otherwise unattainable investments.  

“Historically, these investments 
have been the purview of institutions 
both because of the high minimums 
and there’s a lot of operational costs,” 
Calcano said. “Even investors with 
$5 or $10 million — that we would 
consider to be wealthy — can’t make 

that kind of commitment. When the 
minimums come down, clients can 
invest in a way that makes sense for 
their portfolio size and composition.” 

Founded in 2013, iCapital Net-
work Inc. facilitates access to private 
markets for advisers’ high-net-worth 
clients and has gained significant 
interest from private equity investors. 
The company landed an impressive 
$447 million in July and tacked on 
another $50 million in December 
when additional investors wanted in. 
The company has a valuation of more 
than $6 billion.  

“It’s the story of the whale and the 

minnows,” said William Trout, direc-
tor of wealth management at consult-
ing firm Javelin. “The minnows being 
everybody else.” 

A reason for the increased interest 
in iCapital is tied to the explosion 
of the alts market. Advisers holding 
between 5% to 10% of holdings in 
alternatives are expected to nearly 
double the size of their investments 
over the next two years, according to 
a forthcoming research paper from 
Javelin. 

Advisers are desperate for new 
ways of generating alpha and diversi-
fying their high-net-worth client port-
folios, said Craig Iskowitz, founder 
and CEO of the Ezra Group. “The 
post-Financial Crisis bull market is 
fading, [along with] two-plus decades 
of low interest rates.” 

Many of the top custodians serv-
ing independent advisers are now 

reporting doubling and tripling of 
assets in alternative investments, he 
added. 

In fact, the independent channel 
could prove one of the biggest oppor-
tunities for iCapital and its compet-
itors. One of the major obstacles, 
however, is the complex subscription 
processes necessary to get clients 
signed up for private investments.  

“The private market is the Wild 
West for advisers,” Trout said. “There’s 
just huge friction in terms of the ef-
ficiency and the ability to capture all 
this information, and to communicate 
it onward.” 

Due diligence is the first challenge 
for advisers who have to ensure pri-
vate investments are appropriate for 
clients. Then comes communication 
back and forth with lawyers, fund 
sponsors and custodians, and signing 
and emailing documents. In many 
cases, documents are still being 
hand-delivered using mail carriers, 
like FedEx Corp. or United Parcel 
Service Inc., Trout said. 

It’s something that alt providers 
will have to solve to continue the seg-
ment’s sustained growth. While iCap-
ital is tackling document manage-
ment, data gathering and compliance 
needs, along with a host of robotic 
process automation fintechs, more 
will have to be done to get full adop-
tion from the independent channel. 

FULL ADOPTION
And not many companies are offer-
ing products that can simplify the 
entire process, Trout said. “The RIA 
market is where the action is moving 
forward.” 

Still, assets under management in 
the alternative investment space are 
projected to top $17.2 trillion by 2025, 
according to the research from KKR.  

For Calcano, the main objective 
isn’t pulling in additional assets, 
but getting advisers informed about 
private placement options and 
making sure the end investor has the 
right information available to make 
informed decisions.  

“I’d rather see the market grow 
more slowly and people take the 
extra time and get the extra educa-
tion as opposed to just jumping in — 
reflexively and reactively,” he said. 

sallocca@investmentnews.com 

iCapital lands $497 million in funding; 
hopes to ride alt wave well into 2022

“HISTORICALLY, THESE  
INVESTMENTS HAVE BEEN THE 
PURVIEW OF INSTITUTIONS.”
LAWRENCE CALCANO, CEO, iCAPITAL NETWORKS INC.

Source: Javelin Strategy & Research
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T iming is everything and that 
goes for quali� ed charitable 
distributions as well. That’s 

why QCD planning should be 
addressed early in the year to 
maximize the tax savings on re-
quired minimum distributions. 

QCDs are direct transfers 
from individual retirement ac-
counts to quali� ed charities. 
They can only be done from 
IRAs — not from company plans 
— and not even from active SEP 
or SIMPLE IRA plans (although 
they can be done from inactive 
SEP and SIMPLEs).

The tax bene� t is that these 
transfers from an IRA out to 
charities are not included in the 
IRA owner’s income, making 
them the preferred way to give 
to charity. 

IRAs are the best assets to 
give to charity since they are 
loaded with taxes. Any time 
IRA funds can be withdrawn 
tax-free, that’s something that 
should be taken advantage of, 
and QCDs provide that oppor-
tunity. But year after year, most 
people still give the old-fash-
ioned way by writing a check to 
a charity in December and re-

O ne of the most dif� cult 
— and essential — du-
ties of a � nancial ad-

viser is to help a client cope 
with the death of a spouse. 
Among the myriad � nancial 
decisions that a new widow 
or widower must make is if, 
when and how to claim So-
cial Security survivor bene� ts. Several 
advisers contacted me over the holidays 
with questions about survivor bene� ts.

Barbara in 
Omaha said she’s 
working with a re-
cent widow who’s 
63. Her spouse died 
last July, also age 
63. Neither had 
claimed Social Se-
curity yet.

“I have had a 
terrible time get-
ting answers from 
Social Security 
Administration on 
the topic, including 
disconnected calls 

and one less-than-polite SSA rep,” she 
wrote. “The widow has a small Social Se-
curity bene� t of $930 per month at her 
full retirement age. Her spouse would 
have had a [full retirement age] bene� t 
of $2,300 per month.” 

“My question is: Can the widow take 
discounted bene� ts on her own record 
(so $930 less the early bene� t discount) 
and then at her full retirement age switch 
to the full retirement age survivor bene-
� t of $2,300?” she asked. “I had someone 

at Social Security tell me 
she could not do that. But 
language from the Social 
Security website regarding 
widow bene� ts made me 
believe she could.”

“Yes, the widow can 
claim her own reduced So-
cial Security retirement 

bene� ts � rst and switch to her maximum 
survivor bene� ts at her FRA,” I replied. 
Survivor bene� t options are explained 
at this Social Security Administration 
website www.ssa.gov/bene� ts/survivors/
ifyou.html#h2:
• If you already receive bene� ts as a 

spouse, your bene� t will automatical-
ly convert to survivors bene� ts after 
the Social Security Administration re-
ceives the report of death.

• If you’re also eligible for retirement 
bene� ts (but haven’t applied yet), you 
have an additional option. You can ap-
ply for retirement or survivors bene-
� ts now and switch to the other (high-
er) bene� t later.

• If you became entitled to retirement 
bene� ts less than 12 months ago, you 
may be able to withdraw your retire-
ment application and apply for survi-
vors bene� ts only. If you do that, you 
can reapply for the retirement bene� ts 
later when they will be higher.

• For those already receiving retire-
ment bene� ts, you can only apply for 
bene� ts as a widow or widower if the 
retirement bene� t you receive is less 
than the bene� ts you would receive as 
a survivor.
The only catch to claiming survivor 

bene� ts early is if the widow is currently 
working. If so, her Social Security bene-
� ts are subject to earnings restrictions. 
In 2022, she would lose $1 in bene� ts for 
every $2 earned over $19,560 if she is un-
der full retirement age for the full year. 
Earnings restrictions disappear at full 
retirement age.

That’s the situation another adviser, 
Ryan from outside of Boston, faced with 
one of his clients.

“The husband died in October 2020 
when his wife was 60,” Ryan wrote in 
an email. “She was earning more than 
$90,000 a year at the time of his death. 
When she spoke to SSA, they said she 
would receive the $255 death bene� t, but 
no survivor bene� ts.”

“The widow was denied survivor ben-
e� ts because she earns too much money,” 
I explained. “All Social Security bene� ts 
— including survivor bene� ts — are sub-
ject to earnings restrictions if claimed 
before full retirement age.” The $255 is a 
burial allowance, which is not subject to 
earnings restrictions.

In 2022, she would lose $1 in bene� ts 
for every $2 earned over $19,560. With 
a $90,000 salary ($90,000 - $19,560 = 
$70,440 in excess earnings/2 = $35,220 in 
forfeited bene� ts.) That’s more than her 
annual bene� ts since survivor bene� ts 
claimed at 60 are worth only 71.5% of 
her late husband’s bene� t, versus 100% 
if she claimed survivor bene� ts at her 
full retirement age.

“She may want to claim her survivor 
bene� ts at FRA when they are worth 
their maximum amount and delay col-
lecting her own retirement until 70,” I ad-
vised Ryan. “Retirement bene� ts grown 
by 8% per year for every year she post-
pones claiming them beyond her FRA. 
Survivor bene� ts do not.”

FORMER SPOUSES
Ex-spouses who were married at least 10 
years before divorcing and who are sin-
gle or who waited until age 60 or later to 
remarry may also be eligible for survivor 
bene� ts.

A widow, widower or surviving di-
vorced spouse cannot apply online for 
survivors’ bene� ts. They should contact 
SSA at 800-772-1213 to request an ap-
pointment. 

Another important fact for survivors 
to know: If the deceased was receiving 
Social Security bene� ts, they must re-
turn the bene� ts received for the month 
of death and any later months. If funds 
were received by direct deposit, ask the 
bank to return the money to SSA. If the 
bene� ts were received by check, don’t 
cash them and return them to SSA as 
soon as possible.

(Questions about new Social Securi-
ty rules? Find the answers in Mary Beth 
Franklin’s 2021 ebook at MaximizingSo-
cialSecurityBene� ts.com)

Mary Beth Franklin, a certi� ed � nan-
cial planner, is a contributing editor for 
InvestmentNews.
mbfranklin@investmentnews.com
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ceiving no tax benefit. Advisers should 
help clients change those old habits and 
show them how to increase their tax 
savings by using QCDs, but QCDs need 
to be properly timed to maximize the 
benefit.

Most people don’t receive any tax 
benefits for their charitable donations 
since they don’t itemize their deduc-
tions. Instead, they use the larger stan-
dard deduction. The QCD not only re-
places the itemized deduction but goes 
one better. It’s an exclusion from in-
come, which reduces adjusted gross in-
come, a key figure on the tax return that 
determines the level of other tax ben-
efits, deductions and credits. Itemized 
deductions only reduce taxable income.

QCDs are only available to IRA 
owners and IRA beneficiaries who are 
70½ or older, and for this rule, you must 
actually be 70½. For example, if some-
one will turn 70½ tomorrow, they don’t 
qualify today. Donor advised funds and 
private foundations don’t qualify for 

QCDs. QCDs are meant for direct gifts 
from the IRA to the charity. They are 
limited to $100,000 annually per IRA 
owner (not per IRA account).

Even though the SECURE Act raised 
the RMD age to 72, the QCD age remains 
at 70½, so QCDs can be used for charita-
ble giving even before RMDs begin.

The big tax benefit, though, is when 
RMDs begin, since QCDs can reduce or 
eliminate the income tax on RMD in-
come — if the timing is right. 

The problem is that most people do 
their giving in December at holiday 
time. Advisers need to educate RMD cli-
ents that for QCDs, January is the new 
December. It’s best to do QCDs early in 
the year before any RMDs are taken. If 
the RMD is taken before the QCD, that 
RMD income can’t be offset by a QCD 
done later in the year. The tax rules 
state that the first dollars withdrawn 
from an IRA in a year where an RMD 
is due will first go to satisfy the RMD. 
This is known as the “first dollars out 
rule,” and that’s what creates this QCD 
timing quirk.

EXAMPLE
Jane is subject to RMDs. Her RMD for 
2022 will be $5,000, and she also makes 
annual charitable gifts of $5,000, so 
she’d like to have her 2022 donations 
eliminate the tax on her RMD. But if 

Jane takes her 2022 RMD before doing 
a QCD, her $5,000 RMD will be includ-
ed in income and a QCD can no longer 
offset her $5,000 RMD income. Yes, Jane 
can still do a QCD later in the year for 
$5,000 and that will be excluded from 
income, but because Jane did the RMD 
first, she will have to withdraw a total of 
$10,000 from her IRA instead of $5,000. 
And she will still owe tax on her $5,000 
RMD, which could have been avoided 
by reversing the order. (If Jane needed 
the $5,000 RMD say for expenses, then 
there’s not a problem and she’ll pay the 
tax on those funds.)

However, if Jane did the $5,000 QCD 
in January (or at any time before taking 
an RMD), then the QCD would satisfy 
her 2022 RMD and she would not have 
to take any 2022 RMD. She would only 
have withdrawn $5,000 and it would all 
be excluded from income. That’s the 
right way to do QCDs.

QCD TAX TRAP CAUTION
The SECURE Act eliminated the age 
restriction on making tax-deductible 
IRA contributions. But this provision 
came with a poison pill for QCDs. If a 
client wishes to take advantage of the 
QCD, advise them not to contribute to a 
deductible IRA because taking the tax 
deduction could eliminate the QCD tax 
benefit and make the QCD taxable. If the 

client really wishes to contribute to an 
IRA after age 70½ and also wants to gain 
the QCD benefit, have them contribute 
to a Roth IRA instead, if they qualify un-
der the Roth IRA income limits. 

ENHANCED 2022 QCD TAX BENEFITS
Beginning in 2022, two charitable tax 
breaks for making cash donations are 
gone. First, the $300/$600 tax deduction 
for non-itemizers is no longer available, 
and the 100% of AGI itemized deduc-
tions goes back to 60%. This leaves few-
er avenues to gain tax benefits for char-
itable gifts. That in turn makes QCDs 
more valuable, since they can replace 
these tax breaks and then some.

January is the new December for sav-
ing taxes on QCDs. Watch the timing!

For more information on Ed Slott and 
Ed Slott’s 2-Day IRA Workshop, please 
visit www.IRAhelp.com 
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W hen former � nan-
cial services exec-
utive Mark Hayes 

needed to transfer money to 
pay bills while on the road 
late last year, he noticed 
his Vanguard Group Inc. 
mobile app had suddenly 
changed.  

Some of the functionality on the com-
pany’s Beacon app, like the ability to an-
alyze portfolio performance, was gone 
and he couldn’t access half of his funded 
accounts. When he reached out for help, 
a representative said the company was 
aware of the problem, but there was no 
timeline available for a � x. 

“It looked like it had not been quality 
tested, because there were numbers over-
lapping other numbers, and it wasn’t per-
fectly clear what I was seeing,” Hayes said. 
“It’s just frustrating because it’s my mon-
ey. You have my money. You’re supposed 
to give me my money,” the former exec-
utive vice president at U.S. Bancorp said. 

Hayes is not alone. Thousands of oth-
er disgruntled Vanguard customers are 
wondering what happened to the useful 
tools available on the Beacon app and 
why the issues still haven’t been resolved 
months after the reported update.  

“Shakes my con� dence in Vanguard 
services that they can’t � x this and treat 
it as a priority,” commented online re-
viewer and app user Tim Correia. “What 
other infrastructure technology are they 
having issues with?” 

NOTABLE OMISSIONS
The unexpected update removed many 
features that customers used daily, ac-
cording to online reviews. Two notable 
omissions were the ability to research 
investments as well as to review detailed 
performance information. The Beacon 
app, which helps customers with ac-

count balances, makes trades online and 
directly deposits checks, now has an av-
erage two-star rating out of more than 
7,000 reviews in the Google app store. 

“It’s actually the worst � nancial app 
I’ve ever used, and I’ve told reps that and 
written a letter to the CEO,” tweeted one 
disgruntled user. 

Hayes said his email to 
CEO Tim Buckley did not re-
ceive a response. 

According to the com-
pany, the update helped 
streamline all navigation 
and transaction � ows to 
make it easier to review 

portfolio performance, place trades and 
manage accounts. 

“As a part of our multiphase, compre-
hensive strategy, we introduced a new 
mobile application and improved our on-
line resources to assist clients who over-
whelmingly prefer to transact online,” a 
Vanguard spokesperson said in an email. 
“Our new mobile application launched 
last year with a refreshed user experi-
ence that made the most-used features 
even easier for clients to use.” 

There are additional features on the 
way. One notable example is the com-
ing introduction of additional research 
capabilities, including holdings tables, 
cost-basis data and account details. 

“Our team is continuously gathering 
feedback from clients and making en-
hancements to evolve along with client 
needs and preferences,” the spokesper-
son said. “We’ve come a long way, but 
we recognize we still have room for im-
provement.” 

The Malvern, Pennsylvania-based 
company will be pushing through � xes 
to restore some functionality, according 
to a customer email from a representa-
tive shared with InvestmentNews. “I just 
spoke with the Web Technical Support 
Team and they let me know the app is 
going through weekly rollouts to improve 
the functionality,” according to the email. 

BAD TIMING 
While customers were still seeking an-
swers about their mobile app, another 
glitch, this time on the website, blocked 
users from accessing important docu-
ments just weeks later. Right as investors 
were looking for year-end reports, some 
weren’t able to download PDFs or tax 
forms online for roughly six days.  

For Vanguard, the hiccup couldn’t 
have come at a worse time.  

After learning about the malfunc-
tion, some customers questioned wheth-
er they can trust their investments to a 
company that’s subject to major tech 
failures. “I’ve been a Vanguard client for 
25+ years. On hold for an hour and 40+ 
minutes. Worst customer service expe-
rience EVER. Why would anyone trust 

their money to this infrastructure?” in-
vestor Rob Kaufmann posted on Twitter. 

It’s feedback that’s likely not lost on 
the $8 trillion mutual fund giant.  

The leading ethos in Malvern is, of 
course, low cost. Unnecessary expenses 
and high fees can eat into investment re-
turns over the long term, and it’s a man-
tra that has catapulted founder John Bo-
gle into the pantheon of investing giants. 

It’s why Vanguard uses all of its own 
exchange-traded funds in its robo-ad-
visers, precisely because they are some 
of the cheapest available on the market. 
It’s also why its robo Digital Advisor is 
one of the least expensive investment 
services available at only 20 basis points, 
or an annual cost of just $6 on the mini-
mum investment of $3,000. 

Digital Advisor, with its human-hy-
brid option Personal Advisor Services, 
outpaces competitors in terms of sheer 
assets under management at more than 
$200 billion, and besides the mobile app, 
generally fares well in overall customer 
satisfaction surveys by consulting � rm 
J.D. Power. 

The company also touts an impecca-
ble reputation with some of the most loy-
al customers in � nancial services. Those 
are all impressive accomplishments for 
any � nancial services � rm. 

But, it might be time to loosen the 
purse strings and invest in technology 
that can stand up to the demand of mod-
ern investing — even if that means rais-
ing costs.  

“This is not an isolated incident,” said 
Michael Foy, head of wealth manage-
ment at J.D. Power. “Our research sup-
ports what we’ve heard anecdotally with 
the mobile app. The new Beacon app 
has gotten a lot of bad press, but we saw 
even before the launch that Vanguard’s 
mobile app experience was below aver-
age for the industry.” 

BOTTOM OF THE HEAP 
According to the J.D. Power study, the 
mobile app ranked second to last out of 

the 16 companies reviewed and well be-
low the industry average.  

“Vanguard has a very strong brand 
and customer loyalty,” Foy said. “But with 
the explosion of new investors on mobile 
apps, keeping new clients might become 
a challenge.” 

Technical glitches were cited as one 
of the most important indicators in deter-
mining customer satisfaction, Foy said. 

Of investors who experienced issues in 
the past year, 15% said they would prob-
ably or de� nitely switch providers, com-
pared to only 4% who did not, according 
to the data. 

“We appreciate the thoughtful feed-
back we’ve received to date, and encour-
age clients to share feedback with us di-
rectly,” the Vanguard spokesperson said. 

Hayes, who had considered himself a 
Vanguard lifer, is now currently consid-
ering competing products from Fidelity 
Investments Inc. and Charles Schwab & 
Co. “I don’t want to change, I just want 
to go back to having a useful tool,” he 
said. “The company has done well with 
me and my family. This is the last thing 
I want.” 

GOOD NEWS 
The good news is the number of cus-
tomers using wealth apps every day 
has increased four percentage points 
year over year, according to a report 
by Bloomberg last year. Overall, hours 
spent on � nance apps were up 90% year 
over year in 2021, while downloads of 
online apps jumped 20%, which means 
there is plenty of room for improve-
ment. 

Vanguard is coming into its own in 
terms of technology and likely realizing 
the importance and the power that mo-
bile apps and online tools will have with 
investors moving forward. The industry 
overall will need to come to grips with 
growing client expectations for mobile 
technology, and provide experiences 
that are easy and useful. 

With a stalwart reputation and track 
record, once resolved, these tech glitch-
es will likely become just a minor speed 
bump in its technology journey. Van-
guard’s story could even serve as a case 
study someday. 

“Over time, this could turn into a 
risk,” Foy said. “But they’ve got a lot of 
goodwill with investors.” 

sallocca@investmentnews.com

Are Vanguard’s ongoing tech 
issues costing it customers?
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“I DON’T WANT TO CHANGE, 
I JUST WANT TO GO BACK 
TO HAVING A USEFUL TOOL.”
MARK HAYES, FORMER U.S. BANCORP EXECUTIVE 
AND VANGUARD CUSTOMER
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“NO ONE KNOWS HOW LONG THEY NEED TO FUND 
THEIR RETIREMENT INCOME FOR — IN OTHER 

WORDS, WHEN WILL YOU DIE?”
- STEVE PARRISH, CO-DIRECTOR, THE AMERICAN COLLEGE 

CENTER FOR RETIREMENT INCOMEINtheNews

BY MARK SCHOEFF JR.

AN INVESTOR’S VICTORY over 
Robinhood earlier this month in a 
Finra arbitration case involving last 
year’s meme-stock trading halt could 
provide a road map for future claims, 
although experts caution that it’s too 
early to tell.

Nearly a year ago, Robinhood re-
stricted transactions in certain stocks 
as a result of unprecedented volume 
during a trading frenzy involving 
GameStop and other shorted stocks. 
Since then, several investors have 
� led claims against the online broker-
age in the Financial Industry Regula-
tory Authority Inc.’s arbitration sys-

tem for losses related to the trading 
interruption.

Robinhood had an undefeated re-
cord on those claims until Jose Batista, 
a 27-year-old truck driver, prevailed on 
Jan. 6. A sole Finra arbitrator ordered 
Robinhood to pay Batista $29,460.77 
in compensatory damages.

Batista argued that when Robin-
hood placed prohibitions on purchas-
ing stocks of some publicly traded 
companies on Jan. 28, 2021, it caused 
the value of those shares, including 

Koss and Exper, which Batista held, to 
plummet.

“We were thrilled for Mr. Batista 
and his family that the arbitrator re-
ally made it right,” said August Iorio, 
a partner at Iorio Altamirano who 
represented Batista. “We think this is 
a groundbreaking win in the industry, 
and we hope to see more like it.”

When news about the award got 
out early this month, Iorio’s phone 
started to buzz with inquiries from ag-
grieved investors. He said he received 
more than 100 calls on Jan. 11.

“Now there’s an overwhelming in-
terest,” Iorio said.

A Robinhood spokesperson de-
clined to comment.

Arbitration hopefuls shouldn’t get 
too excited about their chances of 
winning, experts said. In the Finra ar-
bitration system, individual decisions 
don’t set a precedent, and there’s no 
case law to guide arbitrators.

“It’s still early,” said Christine 
Lazaro, a professor at the St. John’s 
University School of Law and director 
of its Securities Arbitration Clinic. “It’s 
hard to predict future outcomes based 
on one decision.”

Batista’s win isn’t necessarily a 

harbinger of more victories for Rob-
inhood investors because their claims 
could be different from his, said An-
drew Stoltmann, a Chicago securities 
attorney.

“Each of these cases is so fact-spe-
ci� c that you can’t read too much into 
this,” Stoltmann said.

WINNING STRATEGY
Iorio’s winning approach could be a 
strategy that’s adopted in other claims 
against Robinhood. He said the key 
was taking a conservative approach 
and following where the discovery 
process led. The case included two 
hearing sessions.

Rather than trying to prove Rob-
inhood halted trading in some sort of 
collusion with a third party, Iorio ar-
gued that it used � awed liquidity and 
risk management leading up to the 
trading halt. It wasn’t prepared for the 
volatility that hit last January, and that 
caused signi� cant investor losses.

“These online broker-dealers have 
a responsibility to investors beyond 
providing the [trading] platform,” Io-
rio said.

Stoltmann said that proving Rob-
inhood was involved in a conspira-
cy related to the trading restrictions 
would be dif� cult.

“It may look good on paper, but 
there’s a proof problem,” he said.

FAMILIAR LANGUAGE
The trading restriction cases pose 
challenges because they’re not typical 
suitability disputes.

“It’s a hard claim to articulate,” 
Lazaro said. “It’s not a claim that arbi-
trators typically see.”

Iorio cited causes of action that 
often are found in Finra arbitration 
claims, such as breach of contract, 
breach of � duciary duty and unjust 
enrichment.

“It helps when an attorney can 
frame the claim using language arbi-
trators will be familiar with in other 
types of securities cases,” Lazaro said.    

Most of the investors who have lost 
their claims against Robinhood rep-
resented themselves, but three were 
represented by Nathan C. Volheim. 
Volheim did not respond to a request 
for comment.

Batista’s claim was heard under 
the special proceeding option for sim-
pli� ed cases. It could be a year before 
the bigger ones are decided, Lazaro 
said.

Robinhood could fare better in 
those cases. Or maybe Batista has 
provided a pathway for investor suc-
cess.

“The more cases that go to hearing, 
the clearer the playbook will become 
on how to beat them like a pinata,” 
Stoltmann said. “Robinhood has to be 
careful not to sprain its wrist patting 
itself on the back for its early wins.”

mschoeff@investmentnews.com

BY EMILE HALLEZ 

CALIFORNIA IS STARTING to crack 
down on businesses that haven’t regis-
tered for its CalSavers automatic IRA 
program and don’t offer their own retire-
ment plans, the state announced Jan. 12. 

More than 650 employers in the state 
will be sent notices that they’re not in 
compliance, said Katie Selenski, execu-
tive director of CalSavers. That includes 
381 businesses that haven’t responded 
to the state at all since the � rst deadline 
on Sept. 30, 2020, as well as employers 
that registered for the program but have 
since failed to make it available for their 
workers. 

The businesses that have not re-
sponded to the state will be the � rst 
to be penalized, with � nes starting at 
$250 per employee. Those employers 
that don’t comply after another 90 days 
will then be � ned an additional $500 per 
worker, according to the state. 

In its announcement, California 
urged employers with 100 or more 
workers to register if they haven’t done 
so, before those � nes are imposed. 

“Our goal with this whole process 
is to bring employers into compliance,” 
Selenski said. 

The money collected from � nes will 
be used to help pay down a startup loan 
the program received from the state’s 
general fund, although that purpose for 
the penalties is secondary to ensuring 
participation, Selenski said. 

ROLLING OUT IN WAVES
CalSavers has been rolling out the pro-
gram in waves, with businesses with 100 
or more workers being required to sign 
up or provide their own retirement plans 
in mid-2020. The second wave started 

Meme-stock trading � asco could be 
a shot through Robinhood’s heart
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BY MARK SCHOEFF JR.

FINRA IS POISED to beef up rules sur-
rounding sales of complex products and 
to enhance safeguards related to pur-
chasing cryptocurrencies and digital 
assets from brokerages.

Those items are among the organi-
zation’s 2022 priorities, Robert W. Cook, 
CEO of the Financial Industry Regulato-
ry Authority Inc., said last Wednesday.

“A theme of a lot of what we’ll be do-
ing this year is going to be around retail 
investor protection issues, particularly 
in light of the surge of retail investors 
we’ve seen come into the markets in 
recent years,” Cook said during a Secu-
rities Industry and Financial Markets 
Association webinar.

As more ordinary investors pile 
into the market, they’re doing so 
in part through risky invest-
ments, such as options, that 
they’re more easily able to 
access through online trad-
ing platforms.  

OPTIONS ACCOUNTS
Last year, Finra launched 
an exam sweep focusing 
on how its member bro-
kerages recommend 
and monitor options 
accounts. It’s look-
ing to expand on 

that effort this year.
The broker-dealer self-regulator is 

likely to update its rules for options ac-
counts, Cook said. It also will review reg-
ulation of complex products generally.

“We’ve talked a little bit about this in 
the past, but we’re getting closer to being 
able to solicit comment on what we ought 
to be doing in this space,” he said.

Finra also will take a look at sales of 
cryptocurrencies and digital assets by 
its member � rms, which could result in 
stronger advertising and disclosure re-
quirements.

Cook stressed that Finra isn’t delving 
into how cryptocurrencies are regulated. 
That’s a matter for the Securities and 

Exchange Commission and other 
regulators to sort out.

DIGITAL ASSETS
Finra is concen-
trating on what 
happens when in-
vestors purchase 
cryptocurrency 
or a digital asset 
through reg-
istered rep-
resentat ives . 
The regulator 
will consider 
whether ad-
ditional safe-
guards are 

needed when a customer conducts 
transactions involving both traditional 
securities and crypto, a situation where 
different regulations apply to the prod-
ucts.

“Investors may not know they are 
� ipping out of the broker-dealer regime 
into a different regime because they’re 
dealing with the same broker-dealer,” 
Cook said.

HIGH-RISK BROKERS
Another item on the Finra agenda is to 
amend a recently implemented high-
risk-broker rule to require � rms that 
receive the designation to disclose it on 
their BrokerCheck pro� les.

Finra will assess liquidity risk man-
agement practices by its member � rms, 
a topic that has come up in relation to 
last year’s meme-stock trading frenzy.

The regulator also is going to con-
sider updating its rule book based on 
lessons learned during the coronavirus 
pandemic. For instance, Finra has al-
lowed brokerages to conduct remote 
compliance inspections, a policy that 
might be extended beyond this year. An-
other pandemic adjustment that could 
become permanent is the option for re-
mote arbitration hearings.

The new broker-dealer standard of 
conduct, Regulation Best Interest, went 
into force in June 2020. Finra will reeval-
uate some of its rules that were in exis-
tence before Reg BI to see whether they 
need to stay on the books or if they’ve 
been superseded by the measure.

mschoeff@investmentnews.com 
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last year, with companies with at 
least 50 employees having to reg-
ister on June 30, 2021. Penalties for 
noncompliance for the second group 
of eligible businesses will 
go into effect halfway 
through 2022. 

The most signi� cant 
deadline is this year, how-
ever, when businesses 
with � ve or more workers 
will have to register. Cov-
erage goes into effect for 
that group on June 30. 

“This � nal wave, we ex-
pect to result in very rapid 
growth,” both in terms of 
the number of businesses and covered 
employees, Selenski said. That wave 
represents about 90% of the employ-
ers that will be subject to CalSavers 
and the state’s coverage mandate. 

SIZE AND SCOPE
Currently, the program represents 
about $175 million across 220,000 
funded accounts at 23,000 employ-
ers, according to a separate notice 
CalSavers published Jan. 13. The 
average balance in accounts that are 
funded is nearly $800, although more 
than half of all accounts hold less 
than $500, as many of them are re-
cently opened. About 9% of accounts 
hold between $2,000 and $5,000. 

Among different industry sec-
tors, accounts are most common in 

accommodation and food services, 
representing a quarter of all partici-
pants. The next most common sector 
is administrative and support and 

waste management and 
remediation services, at 
18%. Health care and so-
cial assistance workers ac-
count for 14% of accounts. 

The majority of ac-
counts, 97%, are invested 
in the CalSavers Target 
Retirement Funds, accord-
ing to the state. 

The opt-out rate for 
participants is just under 
30%, a � gure that has re-

mained steady, Selenski said. Given 
that the median income of workers 
covered by the program is less than 
$30,000 and that there are no contri-
butions from employers, “we’re re-
ally proud of that [opt-out rate] and 
have been impressed,” she said. 

CalSavers has been challenged 
in court by a conservative tax group, 
the Howard Jarvis Taxpayers Asso-
ciation, which has claimed that the 
program is preempted by the Em-
ployee Retirement Income Security 
Act. California defeated the case at 
the district and appellate court lev-
els, although the plaintiff group has 
since asked the Supreme Court to 
review it. 

ehallez@investmentnews.com
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Franklin Templeton has appoint-
ed Anne Simpson as its global 
head of sustainability. In the new 

position at the San Mateo, Califor-
nia-based asset manager, Simpson will 
be in charge of the company’s overall 
strategic direction on stewardship, 
sustainability and environmental, social 
and governance investment strategy 
globally.

Simpson joins Franklin Templeton 
from the California Public Employees 
Retirement System, where she served 
as managing investment director for 
board governance and sustainability, 
developing and executing its sustain-
ability investment strategy across a 
global portfolio of $500 billion in which 
80% of assets are internally managed.

“A hire of this prominence demon-
strates our commitment to being a 
global leader in stewardship and sus-
tainability, which acknowledges that 
our choices as responsible investors 
have a profound effect on the world 
and its future,” Jenny Johnson, Franklin 

Templeton’s president and CEO, said 
in a statement. “We are con� dent that 
Anne’s expertise and leadership will 
take our � rm-wide efforts on sustain-
able investing to the next level.”

Before joining Calpers, Simpson 
was a senior faculty fellow and lecturer 
at the Yale School of Management. She 
has also served as head of the Global 
Corporate Governance Forum at the 
World Bank, executive director of the 
International Corporate Governance 
Network and joint managing director 
of Pensions & Investment Research 
Consultants Ltd.

In 2019, Time Magazine included 
Simpson on a list of 15 women leading 
the global � ght on climate change.

STAFFING

Simpson to head 
ESG at Franklin 
Templeton

ANNE
SIMPSON



22  | InvestmentNews  January 24, 2022 InvestmentNews.com

INtheNews

BY BRUCE KELLY 

FIRST REPUBLIC BANK’S wealth 
management unit reeled in 11 wealth 
management teams in 2021, the � rm 
reported Jan. 14, compared to eight in 
2020, which was a particularly dif� -
cult year in which to recruit and hire 
� nancial advisers given the onset of the 
Covid-19 pandemic. 

First Republic’s total wealth man-
agement assets at the end of December 
were $279.4 billion, according to the 
company, compared with $194.5 billion 
at the end of 2020, a 12-month increase 
of 43.7%. Net client in� ows accounted 
for $51 billion of the 2021 assets, First 
Republic said. 

HIRING MODE
And First Republic has started 2022 in 
hiring mode, reporting this month that 
it recruited two longtime Merrill Lynch 
� nancial advisers based in New York, 
Stephen Stabile and Adam Hirsch. Sta-
bile was a 17-year veteran of Merrill 
and Hirsch a 15-year veteran. 

“The cost of hiring teams is not ap-
preciably changed in the last year ver-
sus prior years or more recently,” Bob 

Thornton, president of private wealth 
management at First Republic, said 
during a conference call to discuss earn-
ings. Thornton said that the bank’s inte-
grated banking and wealth management 
model made it “an attractive destination” 
for veteran � nancial advisers. 

The fourth quarter was particularly 
strong, he noted, with wealth manage-
ment assets under management in-
creasing by $28 billion, with nearly 60% 
of the increase coming from net client 
in� ows. 

Over the past decade, First Repub-
lic’s wealth management group has 
been a destination for wirehouse ad-
visers looking to leave Wall Street for a 
smaller � rm and also get paid a signif-
icant bonus to do so. The bank will pay 
on the high end of bonuses for � nancial 
advisers in markets in which it’s look-
ing to expand, according to recruiters. 

First Republic Bank was part of Mer-
rill Lynch when Bank of America Corp. 
took over Merrill during the credit crisis 
in 2010; Bank of America later sold First 
Republic to a group of private investors, 
who then took it public. 

bkelly@investmentnews.com
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PERRY SANTILLO, a former registered 
representative charged by the SEC with 
four others and three � rms of operating 

a Ponzi scheme, has been sentenced to 
210 months in prison and ordered to pay 
restitution totaling $102,952,582.77. 

Convicted earlier of conspiracy to 
commit mail fraud, mail fraud and con-

spiracy to launder money, Santillo, of 
Rochester, New York, bilked at least 
1,000 victims out of more than $100 
million, according to the related civ-
il case brought by the Securities and 
Exchange Commission in 2018. 

In 2007, Santillo and a partner 
formed a business known as Lucian 
Development in Rochester, which 
raised millions of dollars from inves-
tors in Rochester and elsewhere, by 
soliciting investments for City Capital 
Corp., a business operated by Ephren 
Taylor. In July 2007, according to a 
release by the U.S. Attorney’s Of� ce 
for the Western District of New York, 
Santillo and his partner were advised 
by Taylor that their investors’ money 
had been lost. Santillo and his partner 
agreed to acquire the assets and debts 
of City Capital Corp., but the amount 
of the acquired debt far exceeded the 

value of the acquired assets. Taylor was 
later prosecuted and convicted of oper-
ating a Ponzi scheme. 

MONEY WAS GONE
Santillo and his partner didn’t disclose 
to investors that their money was gone. 
Instead, they continued to solicit ev-
er-increasing amounts of money from 
new investors in an unsuccessful at-
tempt to recoup the losses. The Ponzi 
scheme continued until 2018. 

Between January 2012 and June 19, 
2018, the U.S. Attorney’s Of� ce said 
Santillo and his partner obtained at 
least $115.5 million from approximate-
ly 1,000 investors, and had returned 
approximately $44.8 million, but owed 
them the remaining $70.7 million. 

Santillo’s partner, Christopher Par-
ris, was previously convicted and is 
awaiting sentencing.

First Republic increased number 
of teams it added in 2021

Ponzi fraudster sentenced to 17½ 
years for bilking at least 1,000 victims
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ers received an incentive award last 
year, according to a senior Merrill 
Lynch executive who spoke with re-
porters last Wednesday morning on 
the condition he remain anonymous.

That reflects Merrill’s planning; 
in 2018, the firm unveiled changes in 
compensation and pay that reward-
ed advisers for bringing in a healthy 
number of net new accounts, while 
those who fell short of new company 
goals saw compensation cuts. 

MORE WITH LESS
And all this was accomplished with 
fewer financial advisers. Training ad-
visers at Merrill Lynch has suffered 
during the Covid-19 pandemic, re-
sulting in a diminished head counts 

across the Bank of America/Merrill 
Lynch wealth management franchise, 
from private bankers to wealth man-
agers to adviser trainees.

Bank of America/Merrill Lynch re-
ported 18,846 advisers at the end of 
last year, including Merrill, Bank of 
America private bank and consumer 
investments. That compares to 20,103 
at the end of 2020, a decline of 6.3%.

The company said that was “due 
in large part to an 18-month pause in 
hiring trainees during the pandem-
ic, and as the company prepared to 
launch its new adviser development 
program,” according to the earning’s 
report summary.

Historically, Merrill has hired 
about 2,000 advisers into its training 
program annually, the company said.

bkelly@investmentnews.com
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Other examples of publicly trad-
ed plays in the wealth management 
space include Focus Financial Partners 
(FOCS), AssetMark Financial Hold-
ings (AMK), Envestnet (ENV) and CI 
Financial (CIXX).

Among those firms, Envestnet’s 
stock price has a 12-month return of 
negative 15.6%, AssetMark is up 2.9%, 
Focus is up 3.2%, and Toronto-based CI 
is up 63.7%.

‘TREND WILL CONTINUE’
Dynasty was founded in 2010 and has 
grown to a network of 46 RIAS with 
292 advisers and nearly $65 billion in 
client assets.

“The IPO is very exciting as a 
further validation of the success of 

the RIA space,” said Louis Diamond, 
president of Diamond Consultants.

“Dynasty’s main business is 
breaking away large wirehouse 
teams to form RIAs, and this IPO 
says their bankers and the investing 
public believes the breakaway trend 
will continue,” Diamond said. “They 
have a number of capital solutions, 
but this is not a cheap business to be 
in. The IPO enables them to keep ex-
panding the team.”

While access to the public equi-
ty markets is likely to expand Dy-
nasty’s business model of recruiting 
wirehouse breakaways and offering 
technology services to independent 
advisers, it will also provide some li-
quidity to Dynasty insiders.

Dynasty representatives did not 
respond to a request for comment for 

this story.
David DeVoe, managing director 

of DeVoe & Co., described the IPO as 
“another important milestone for the 
company.”

“Dynasty’s continued success will 
not necessarily increase industry 
M&A activity,” DeVoe said. “Although 
some of their clients might choose 
to execute transactions, that volume 
would likely be more than offset by 
the implications of their platform: 
Joining a platform like Dynasty can 
be Option B versus an external sale.”

THE OTHER QUESTION
Assuming Dynasty is embracing 
the public equity markets to help 
fuel continued expansion, the other 
question is how big such a platform 
can become before it starts to resem-
ble the types of businesses that the 

breakaway brokers left in order to 
become independent.

“At what point does joining Dynas-
ty start to be like joining a wirehouse?” 
said Charles Failla, founder and prin-
cipal of Sovereign Financial Group.

Failla started Sovereign three 
years ago after breaking away from 
Raymond James. The firm, which he 
describes as a “mini-Dynasty plat-
form,” has grown to 10 advisers and 
$700 million.

“We’ve already made the commit-
ment to grow to no more than 40 ad-
visers,” Failla said. “I’m very cynical 
and wonder if we’re looking at peak 
valuation with this IPO. I guess it de-
pends on what they’re planning to do 
with the money.”

jbenjamin@investmentnews.com

DYNASTY FINANCIAL
 CONTINUED FROM PAGE 2

The bank was fined $185 million 
and then-CEO John Stumpf resigned 
abruptly. Other bank issues 
and problems then came to 
light. Since then, Wells Far-
go executives have blamed 
the adviser attrition on a 
variety of reasons, from re-
tirement to consolidating 
business lines.

“Adviser productivity 
continues to rise, attrition 
is slowing, and recruiting 
momentum is building,” a 
company spokesperson wrote in an 
email. “At Wells Fargo we feel positive 
about recruiting heading into 2022 

and are excited about our compensa-
tion plans.”

When it rolled out its 2022 compen-
sation plan to financial advisers last 
month, executives at the firm hoped it 

would be regarded as sim-
pler and potentially more 
lucrative than pay plans in 
the past.

For example, the firm 
reduced the number of com-
pensation hurdles its private 
client group advisers will 
face each month from three 
to one. Wells Fargo Advisors 
is also dangling an addition-
al $5,000 in deferred com-

pensation for advisers who qualify.

bkelly@investmentnews.com

last Tuesday.
In November, Goldman Sachs 

boosted its perks and compensation 
for employees to help attract top tal-
ent and fight burnout caused by the 
pandemic, including increased 401(k) 
matches for most employees, more 
paid leave, and a six-week unpaid sab-
batical for long-term employees.

“On compensation, our philosophy 
remains to pay for performance, and 
we are committed to rewarding top 
talent in a competitive labor environ-
ment,” Goldman CFO Denis Coleman 
said on the call.

RECORD WEALTH REVENUES
Competing Wall Street wealth man-
agers, like Wells Fargo & Co., are also 
boosting benefits for advisers. Wells 
Fargo’s 2022 compensation plan, rolled 
out last month, reduced the number of 
compensation hurdles advisers in its pri-
vate client group will face each month, 
and comes with an additional $5,000 in 
deferred comp for qualified employees.

Goldman’s earnings were buoyed 
by an excellent quarter for its wealth 

management segment, however.
Its revenues totaled a record $5.98 

billion last year, marking an increase 
of 25% from 2020. Higher manage-
ment fees on increased assets under 
management pushed up revenues, ac-
cording to the company. 

“We have these areas of the firm, in 
particular, asset management, wealth 
management and digital consum-
er banking platform, where we see 
real opportunity to expand and grow 
Goldman Sachs franchise, real op-
portunity to ultimately diversify the 
earnings mix and make the firm more 
durable, more diversified and drive 
higher returns,” Solomon said during 
the earnings call.

Goldman’s consumer division also 
performed well, with Marcus growing 
8%, driven by higher credit card and 
deposit balances. Taken together, con-
sumer and wealth management gener-
ated record net revenue of $7.47 billion.

“In that context, if there are oppor-
tunities to accelerate that plan and add 
on to that business, or accelerate the 
growth of those businesses, we’ll cer-
tainly consider them,” Solomon said.

sallocca@investmentnews.com

about $6.5 trillion,” he said. “We can 
see a path to $10 trillion here, and we 
want to call that because we believe 
that’s going to happen.”

RECORD HIGHS FOR S&P
Despite last year’s political and social 
turmoil, 2021 ended up being a tremen-
dously fat year for the broad finan-
cial advice industry, from large bro-
ker-dealers to burgeoning registered 
investment adviser networks.

The S&P 500 repeatedly hit record 
highs last year, benefitting brokerage 
firms immensely. It ultimately posted 
a total annual return, including divi-
dends, of 28.7% — almost twice its an-
nual median return of 15.4%.

Over the past couple of years, Mor-
gan Stanley has acquired a variety 
of wealth management business, and 
those acquisitions appear to be pay-
ing off.

In 2019, it said it said it was buy-
ing Solium Capital Inc.’s stock plan 
business for $900 million. A year later, 
Morgan Stanley announced two large 
transactions, the purchase of ETrade 
Financial Corp. for $13 billion in stock 
and then the $7 billion purchase of 
fund manager Eaton Vance. It’s also 
recently invested heavily in its finan-
cial adviser platform.

Morgan Stanley’s wealth manage-
ment group reported net revenues for 
2021 of $24.2 billion, up 27% year-
over year.
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“AT WHAT POINT DOES JOINING 
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LIKE JOINING A WIREHOUSE?”
CHARLES FAILLA, FOUNDER AND PRINCIPAL,  
SOVEREIGN FINANCIAL GROUP

HIGHER PAYOUTS
 CONTINUED FROM PAGE 3

MORGAN STANLEY
 CONTINUED FROM PAGE 3



For those who do more than read InvestmentNews—they rely on it for:

•   Premium Magazine delivered to your 
home or of� ce

•    First Look Newsletter every Saturday

•    IN Daily Pulse Newsletter plus your
choice of topical 
newsletters

•    Unlimited access to 
Investmentnews.com

•   Premium breaking 
news alerts

ADD DIGITAL AND DATA ACCESS TO YOUR 
PRINT SUBSCRIPTION

To learn how to upgrade your print subscription, please visit:
investmentnews.com/store

$ $ R

JUNE 7-11, 2021

INVESTMENTNEWS.COMANCIAL ADVISERSTHE TRUSTED RESOURCE FOR FINANCIAL ADVISERS
$5.00 / $89 YEAR

MAGAZINE  |  VOL. 25, NO. 19  |  COPYRIGHT INVESTMENTNEWS LLC.  |  ALL RIGHTS RESERVED

PAGE 8



22_PARA_Print_Amy_InvNws Andy B.

RTV
Parametric Ben-Her Marketing David S.

22_PARA January 17, 2022 8:10 AM –

       Investment News RIA strategies –

10” X 13” 10.25” X 13.25” 9.5” X 12.5” –

–  cyan
 magenta
 yellow
 black

–

100%–

–

– 

23 Madera Avenue   San Anselmo, CA 94960   415-302-3424   www.ro3sf.com

For 30 years, we’ve helped advisors engineer customized portfolios for their 
clients—market exposures that re� ect highly individualized goals and deliver distinct 
tax advantages.

Let’s partner to make passive investing personal.™

NOT FDIC INSURED. OFFER NOT A BANK GUARANTEE. MAY LOSE VALUE. 
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY. NOT A DEPOSIT.

©2022 Parametric Portfolio Associates® LLC
Investments are subject to risk. Contact your � nancial professional.

Learn why we’ve been named the leading direct indexing provider* at customtothecore.com

*Improving Client Experience: Customizing with Direct Indexing, Cerulli Associates research paper (sponsored by Parametric), August 2021.
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