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Retirement should be a time for new-found
freedom. The type of freedom that comes from
knowing that while you’ve stopped working, your
portfolio hasn’t — it’s still going strong, working
each and every month to deliver regular income.
See how we’ve generated
monthly income for retirees at
franklintempleton.com/retirementincome

All investments involve risks, including possible loss of principal. Past performance does not guarantee future results.
Investors should carefully consider a fund’s investment goals, risks, charges and expenses before investing. To obtain
a Franklin Templeton fund summary prospectus and/or prospectus that contains this and other information, call
1-800-342-5236. Investors should read the prospectus carefully before investing.
© 2018 Franklin Templeton Distributors, Inc. All rights reserved.
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Advisors are overwhelmed
by options. Wary of expensive
solutions that don’t do what’s
promised, firms risk falling
behind. Our annual
Tech Survey can help.
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Megan Gorman –Chequers Financial Management

We started as a boutique firm with huge
ambitions. Schwab was a perfect fit.

Megan brought her passion.
So we brought all of ours.

Here’s Why.

Here’s How.

“When I took the leap to start my own
independent firm, Schwab supported us
in ways I couldn’t have imagined. Right
from the start, they listened and gave us
the guidance we needed to reach our
goals. As we’ve grown, Schwab has been
with us every step of the way.”

“We see ourselves as an extension of
Megan’s team, and their advocates. It’s my
job to first listen, and then to think about
their business, about their objectives and
goals, and to see it through their eyes.
Their ambitions become ours.”

Charles Schwab is proud to support more independent advisors of all
sizes and their clients than anyone else.

Learn more at advisorservices.schwab.com or call 877-687-4085

Natalie Straub –Schwab Advisor Services

Results may not be representative of your experience. Chequers Financial Management is not owned by or affiliated with Schwab, and its personnel are not
employees or agents of Schwab. This is not a referral to, endorsement or recommendation of, or testimonial for the advisor with respect to its investment
advisory or other services. Schwab Advisor Services™ serves independent investment advisors and includes the custody, trading, and support services of Schwab.
Independent investment advisors are not owned by, affiliated with, or supervised by Schwab. ©2018 Charles Schwab & Co., Inc. (“Schwab”). All rights reserved.
Member SIPC. (1018-8XCU) ADP104120-00 / 00217367

Veo One®
simple
solution

We have one job: to make your job easier. With Veo One, RIAs like you get integrations with some of the most popular
financial management apps—all the tech that you like best. We’re talking one dashboard. One unified view. One login.
One place to enter data. Veo One ? See what we did there?
Take our technology for a test drive. If afterward you want to give Veo One a hug, don’t worry. We won’t judge.

Ready to kick overcomplicated tech to the curb?
tdainstitutional.com | 800-934-6124

TD Ameritrade Institutional, Division of TD Ameritrade, Inc. member FINRA/SIPC. TD Ameritrade is a trademark
jointly owned by TD Ameritrade IP Company, Inc. and the Toronto-Dominion Bank. © 2018 TD Ameritrade.
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SHOW YOUR CLIENTS THE POWER OF WEALTH + HEALTH
The choices we make today will determine the choices we’re able to make
tomorrow. By empowering clients with strategies that address both their
wealth and their health, you may help them live longer, better.
Discover the Wealth + Health connection at Transamerica.com/freedom

©2018 Transamerica Corporation. All Rights Reserved. 33773_ADBRP1018
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What’s going on
@financial-planning.com
www.financial-planning.com

WEB SPECIAL

GUIDE TO GROWTH
Advantage, aggregators
Led by Focus Financial and Fueled by PE capital, consolidators were
major RIA buyers in Q3’18.
AUM

Seller: Loring Ward/Buyer: Focus Financial and Buckingham
Seller: Global Financial Private Capital/Buyer: AssetMark
Seller: Edge Capital Group/Buyer: Focus Financial
Seller: Franklin Street Advisors/Buyer: Fifth Third Bank
Seller: Vista Wealth Management/Buyer: Focus Financial
$0

$5M

$10M

$15M

Source: DeVoe & Co.

Wild ways advisors win over clients

How much for that new firm?

How can you connect on a more

RIA mergers and acquisitions are on

personal level? It takes effort and time

pace for another record year,

before clients see you as more than

although not sporting the blockbuster

just a business associate. From skydiv-

numbers some anticipated. This year

ing to volunteer firefighting, here are

was characterized by multibillion-dol-

some methods planners have used

lar deals with aggregators and large

to take relationships to new heights:

RIA firms emerging as lead buyers:

https://bit.ly/2yQ9PZB

https://bit.ly/2EZGFwP

EVENTS
Dec. 6-7
In|Vest West
San Francisco
https://bit.ly/2v1HHRr
Jan. 28-30
FSI OneVoice
New Orleans
https://bit.ly/2OXMDyT
Jan. 29-Feb. 1
T3 Advisor Conference
Dallas
https://bit.ly/2IdJckE
Feb. 6-9
TD Ameritrade Inst. National LINC
San Diego
https://bit.ly/2g2ySix
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ONE POINT OF VIEW
CAN MISS THE POINT.
Diverse perspectives inform opportunities.
At Legg Mason, we've brought together
nine independent, specialized investment
managers, each with their own unique
thinking and a shared conviction for active,
long-term investing.
Through their collective expertise, we offer
you a choice of strategies to help you meet
your clients’ goals.

Thinking Independently, Together
Meet our investment managers at
LeggMason.com/Together

©2018 Legg Mason Investor Services, LLC. Member FINRA, SIPC. All entities mentioned are subsidiaries of Legg Mason, Inc.
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FOLLOW
THE
LEADER
STAY
CONNECTED.
STAY
ENGAGED.
From short gems of
wit and insight to
valuable observations,
our Twitter feed
provides a real-time
connection to an
influential community
of independent
financial advisors.

Editor’s View

Making Peace
Advisors, once deeply wary of digital tools, seem to
have turned a corner. Still, anxiety lingers.
“Fun” isn’t a word we expected to see applied to robo
advice tools when we began poring through results
of Financial Planning’s annual Tech Survey. After all,
advisors have long expressed concern that
automated advice would displace them.
Not this year. Planners are telling us they are
embracing the efficiencies that digital technology
can bring their firms.
“Easy to get used to and fun to navigate,” one
independent planner said about Fidelity Go in the survey’s comment section.
Said another about FutureAdvisor: “Their platform is fantastic and very
little work required on our office’s part.”
Still, even as advisors tell us they are more comfortable integrating robos

JOIN THE
CONVERSATION
@FINPLAN

into their practices, they say they struggle with the dizzying array of choices
and competing platforms. What to buy? How to integrate it? A misstep can
cost thousands of dollars and hundreds of hours of lost time and effort.
“Paralyzed is too strong a word. But they do face a lot of uncertainty,” says
Harry Terris, who wrote our main feature, “Too Much, Too Many,” on p. 26.
“Advisors don’t want to be left behind, but they don’t want to invest a lot of
time and resources into a platform or approach that fizzles out.”
But once they do embrace certain tools, Terris found planners were
mostly enthusiastic.
“It’s interesting to observe how much advisors seem to get out of
sometimes relatively simple steps, like software that helps them work and
interact with clients remotely,” he tells me. Case in point: One RIA told us that
software slashed the time needed to rebalance client portfolios by 95%, as
well as gave him more accurate reviews.
Looking forward, will advisors continue to integrate robos? Which tech
solutions will gain the most traction with clients? For an early glimpse at the
future, see “Make Way for Alexa,” by Financial Planning Technology Editor
Suleman Din, on p. 34. —Chelsea Emery

8 Financial Planning December 2018
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iShares municipal bond ETFs help you keep more of what you earn by
minimizing the impact of taxes and fees on your investments. With the lowest
costs in the industry, the iShares National Muni Bond ETF and iShares Short-Term
National Muni Bond ETF have also never distributed capital gains.

BlackRock.com/KeepMore
Carefully consider the Funds’ investment objectives, risk factors, and charges and expenses before investing.
This and other information can be found in the Funds’ prospectuses or, if available, the summary prospectuses
which may be obtained by visiting www.iShares.com or www.blackrock.com. Read the prospectus carefully
before investing. Investing involves risk, including possible loss of principal.
Source for cost claim: BlackRock and Morningstar as of 6/30/18. Based on Morningstar’s U.S. Category Group Municipal Bond. Total universe consists of 48 ETFs. iShares
National Muni Bond ETF (MUB) and iShares Short-Term National Muni Bond (SUB) are the least expensive ETFs in this universe based on prospectus net expense ratio. Both
funds have an expense ratio of 0.07%. Source for no capital gains claim: BlackRock as of 12/31/17. iShares Muni ETFs have never distributed a short- or long-term capital
gain. Past distributions not indicative of future distributions.
Transactions in shares of ETFs will result in brokerage commissions and will generate tax consequences. All regulated investment companies are obliged to distribute portfolio
gains to shareholders. Fixed income risks include interest-rate and credit risk. Typically, when interest rates rise, there is a corresponding decline in bond values. Credit risk refers
to the possibility that the bond issuer will not be able to make principal and interest payments. There may be less information on the financial condition of municipal issuers than
for public corporations. The market for municipal bonds may be less liquid than for taxable bonds. Some investors may be subject to federal or state income taxes or the Alternative
Minimum Tax (AMT). Capital gains distributions, if any, are taxable.
The iShares Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”).
©2018 BlackRock, Inc. All Rights Reserved. BLACKROCK and iSHARES are registered trademarks of BlackRock, Inc. or its subsidiaries in the United States and elsewhere.
All other trademarks are those of their respective owners.
ICR1018U-644594-1999103
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ADVERTORIAL FEATURE

A silver lining

HEATHER
BROWNLIE,
the U.S. head
of BlackRock’s
fixed income
iShares business,
explains.

Great advisors know that taxes can cost far more than a fund’s expense ratio,
and focusing on this detail enables their investors to keep more. As U.S. interest
rates rise, some bond investors may be steeling themselves for negative returns
at year end. Losses are never fun, but there can be an economic benefit.
Tax loss harvesting not only lets investors offset certain taxes; it also offers an
opportunity for advisors to rebalance portfolios and, in particular, to rethink
how they build portfolios to potentially improve the tax efficiency through the
inclusion of low cost ETFs.
What kind of returns might bond investors expect when
they open their year-end statements?
Heather: It depends on the types of bonds they own.
The Federal Reserve is in the midst of normalizing its
monetary policy, and rates are rising. That’s particularly hurting
prices for long-term Treasury bonds and investment-grade
corporates, which are typically more interest-rate sensitive.
Another development this year is the stronger dollar, which
has weighed on international bond prices. All of this is
a happening against the backdrop of a U.S. equity bull
market that is nearly 10 years old.
What do these market conditions mean from a tax
perspective?
Heather: Everyone’s circumstance is unique, of course, but it’s
possible that people will find themselves with taxable capital
gains and losses that could help offset those gains. This tax loss
harvesting strategy makes it possible to sell assets at a loss in
order to reduce one’s tax liability at the end of the year, or defer
it into future tax years. It’s one way to keep more money in your
portfolio longer, working for you.

How is my client’s asset allocation affected?
Heather: Tax loss harvesting is actually a great opportunity
for investors to rethink how they invest in bonds. For example,
they can keep their allocation materially unchanged, but seek
a replacement with a similar exposure that’s lower cost than the
original or that offers more control over investment decisions.
How should investors think about the costs of their
investments?
Heather: When calculating the cost of a fund, investors
often focus on its annual expense ratio. But that’s just
a “headline” number. Taxes can take a much bigger bite
out of your bottom line. The more you pay out, the less
you have working in your portfolio. That deficit can add
up quickly.
iShares ETFs are low cost and tax efficient. Only 5% of iShares
ETFs paid capital gains distributions over the past five years.
The iShares National Municipal Bond ETF and iShares ShortTerm National Municipal Bond ETF are the lowest cost in the
industry and have never distributed capital gains.

Carefully consider the Funds’ investment objectives, risk factors, and charges and expenses before investing. This and other
information can be found in the Funds’ prospectuses or, if available, the summary prospectuses which may be obtained by
visiting www.iShares.com or www.blackrock.com. Read the prospectus carefully before investing.
Investing involves risk, including possible loss of principal.

Fixed income risks include interest-rate and credit risk. Typically, when interest rates rise, there is a corresponding decline in bond values.
Credit risk refers to the possibility that the bond issuer will not be able to make principal and interest payments. There may be less information
on the financial condition of municipal issuers than for public corporations. The market for municipal bonds may be less liquid than for taxable
bonds. Some investors may be subject to federal or state income taxes or the Alternative Minimum Tax (AMT). Capital gains distributions, if any,
are taxable. Source for no capital gains claim: BlackRock as of 12/31/17. iShares Muni ETFs have never distributed a short- or long-term capital
gain. Past distributions not indicative of future distributions.
Transactions in shares of ETFs will result in brokerage commissions. iShares Funds are obliged to distribute portfolio gains to shareholders by
year-end. These gains may be generated due to index rebalancing or to meet diversification requirements. Trading shares of the iShares Funds
will also generate tax consequences and transaction expenses. This material does not constitute any specific legal, tax or accounting advice.
Please consult with qualified professionals for this type of advice.

The Internal Revenue Service has not released a definitive opinion regarding the definition of “substantially identical” securities and its
application to the wash sale rule and ETFs. The information and examples provided are not intended to be a complete analysis of every material
fact respecting tax strategy and are presented for educational and illustrative purposes only. Tax consequences will vary by individual taxpayer
and individuals must carefully evaluate their tax position before engaging in any tax strategy.
The iShares Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”).

© 2018 BlackRock. iSHARES and BLACKROCK are registered trademarks of BlackRock. All other marks are the property of their respective owners.
ICR1118U-650451-2026255
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GO FROM

Financial
Advisor
TO

Retirement
Hero
You don’t need a cape to be your clients’
#RetirementHero. With ADP’s retirement solutions, your
clients get access to the tools and guidance they need
to help their employees become retirement ready. Like
our mobile app, which makes it simple and easy to enroll,
manage, and track progress — anytime, anywhere.
Unleash your inner superhero with ADP’s retirement solutions.

www.adp.com/retirementservices

844-ADP-ELITE

Unless otherwise agreed in writing with a client, ADP, LLC and its affiliates do not offer
investment, financial, tax or legal advice or management services. For its retirement
plan recordkeeping customers, ADP agrees to act as a nondiscretionary recordkeeper
performing ministerial functions at the direction of the plan sponsor and/or plan administrator. Accordingly, ADP does not serve in a fiduciary capacity nor act as an investment
advisor or manager to any of the retirement plans for which it provides recordkeeping
services. Nothing in these materials is intended to be, nor should be construed as,
advice or a recommendation for a particular situation or plan. Please consult with your
own advisors for such advice.

ADP, the ADP logo and ADP A more human resource are registered trademarks
of ADP, LLC. 99-4996-D13E-0318 Copyright © 2018 ADP, LLC.
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DATA-BASED INSIGHT FROM FINANCIAL PLANNING AND SOURCEMEDIA RESEARCH

Retirement Advisor Confidence Index

Contributions Hold Despite Volatility
Even as stock market swings have unsettled clients, they are investing more, not less.
Still, a recent retreat in equity prices has dinged advisor revenue.
By Harry Terris

Clients are investing more in their retirement plans even as

RETIREMENT ADVISOR CONFIDENCE INDEX

stock market volatility has frayed nerves and pushed some

59

into safer holdings, advisors say.

57

Both the dollar amount of contributions for all retirement
plans and the number of retirement products sold has
increased, according to the latest Retirement Advisor
Confidence Index, Financial Planning’s monthly barometer of
business conditions for wealth managers. The component

55
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52.1

47

tracking products sold came in at 50.9. (Readings above 50

52.2
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45

“Everything has been stable” despite worries about risk,

54.0
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tracking contributions came in at 55, and the component
indicate an increase; readings below 50 indicate a decline.)
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one advisor says, noting, “Most clients have contributions
automated.”

CLIENT RISK TOLERANCE

Another advisor says seasonal factors help support

65

investment flows, as “funding of retirement plans usually

60

picks up as we get closer to the end of the calendar year.”

55

Advisors also say that a healthy economy and robust
hiring are supporting retirement savings.
“We saw retirement plan participants move more into cash

52.2

53.8

35

47.1

45.2
42.2

40

30

48.0

47.6

45

contributing, though.”
revenue. The index component tracking retirement services

58.0
56.6

50

and less into stocks,” an advisor says. “They did not stop
However, advisors say retreating stock prices dinged

62.8
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fees dropped four points to 48.3, the lowest level in more than
two years.
“Fees were lower as assets under management went
down,” an advisor says.
Overall, the composite RACI slid five points to 46.6,
matching a low reached in the summer of 2015. In addition to
retirement plan contributions, product sales and fees, the
composite tracks risk tolerance, asset allocation, investment

product selection, new retirement plan enrollees and client tax
liability. The biggest drag on the composite was the component tracking client risk tolerance, which plummeted 16.2
points to 30.9, the lowest level since the beginning of 2016.
“Market volatility is scaring people,” an advisor says.
The risk pullback was evident in changes in asset allocations reported by advisors. The component tracking flows

The Retirement Advisor Confidence Index, published in partnership with ADP®, is created by the editors of Financial Planning
and is based on a monthly survey of about 300 advisors. Visit financial-planning.com for more results.
ADP and the ADP logo are registered trademarks of ADP, Inc. ADP does not provide tax, financial, investment or legal
advice, or recommendations for any particular situation or type of retirement plan.
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Benchmark
into stocks plunged 14 points to 44.8, the lowest level since

Broadly, however, advisors say they are encouraging

the index was launched in mid-2012. Meanwhile, the compo-

clients to focus on the long-term, and that rebalancing

nent tracking flows into bonds edged up 0.7 points to 52.6.

formulas are acting as stabilizers to shift portfolios back into

Some advisors say that moves to reduce risk have been

equities at more attractive valuations. Advisors also say that

particularly sharp among older clients. One advisor observes

hesitant to invest, others saw a buying opportunity. FP

spending down portfolios.”
CLIENT ASSETS USED TO PURCHASE EQUITIES AND BONDS
70

CONTRIBUTIONS TO RETIREMENT PLANS, PRODUCTS
SOLD AND FEES FOR RETIREMENT SERVICES
70
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some clients are actively searching for bargains.
“Volatility is normal,” one advisor says. “Some clients were
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Harry Terris is a Financial Planning contributing writer in New York. He is also a contributing writer and former data editor of American Banker.
Follow him on Twitter at @harryterris.
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INDUSTRY INSIGHT

Veres

yourself the freedom to
select the investment and
insurance solutions objectively that a client’s financial
situation requires. That
doesn’t mean you’re necessarily competent, or that
your advice is first-rate. But
it does mean that you have
no incentive to push this
inferior product over that
other superior one.

Vanguard reps charging
30 basis points for
advice are salaried
salespeople trying to
steer customer assets to
the firm’s products.

No Free Pass for Vanguard

Through this lens, I look at
Vanguard, whose Personal

It’s the same old sleight of hand, focusing attention on costs
of a loss leader rather than the real source of profits.

Advisor Services now has
more than $100 billion under
management, offering
investment advice for 30

By Bob Veres

basis points via representatives on the phone. To me,
this is a familiar sight. Since
After Vanguard CEO Tim Buckley gave his

interest first, a body of knowledge, and

the beginning of my career in

startling keynote address at the Inside ETF’s

certifications that actually mean someone

the 1980s, insurance agents,

conference in January (sole diamond

has actually mastered complicated material

annuity salespeople and

sponsor: Vanguard), I received at least 30

relevant to excellent planning advice.

purveyors of load funds have

email messages from advisors. Buckley’s

pretended that their agenda-

One of the most encouraging trends in

words were certainly alarming: He said that

this march toward professionalism is the

conflicted advice — often

Vanguard plans to attack financial planning

growing disconnect between independent

including financial planning

and investment advice fees the way the

advisors and product manufacturers — that

analysis — was free of

company once launched its very effective

is, mutual fund and insurance companies.

charge. All you had to do was

broadsides against the fee structure of the

We are rapidly moving away from the

buy their products — and of

mutual fund industry. Vanguard would drive

captive insurance field force. Mutual funds,

course, then (they would tell

advisor fees down to the bare bones lowest

by and large, no longer pay commissions to

you) the product companies

cost, and take no prisoners doing so.

the advisors who recommend them. Brokers

were really paying for these

are leaving the captive world for the greener

advisory services, not you,

pastures of independence — no longer

the customer.

Advisors were asking what this war on
their livelihood meant for their firms.
To me, the answer is not complicated, but
it does require you to follow a chain of logic.
For years, I’ve preached the virtues of

relying on the squawk box to tell them what

Vanguard is doing them
one better. It’s charging a

to sell.
I’ve been a longtime advocate of fees over

very low fee, which makes

professionalism in the advisory space, which

commissions generally. I have always

the advice its representatives

means a variety of things: expertise, an

believed that if you are only paid by the

provide over the phone a bit

ethical framework, putting the clients’

client for your advice, then you’ve given

more credible. And then,

Financial-Planning.com
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Veres
when it comes time to make investment
recommendations, the Vanguard

investment landscape.
This, too, makes the low-cost

Vanguard Personal Advisor Services to
do it. That “exorbitant” 80 basis points

representative steers the customers to

investment advice competition from

pays for a lot more than a scaled down

— can you guess? — Vanguard funds.

Vanguard seem scary; the company

retirement analysis delivered over the

that is embracing manifest conflicts of

phone and the predictable recommen-

Vanguard were giving financial advice

interest in its advice recommendations

dation of in-house funds.

away for free, the way the product

has generally been viewed as a

peddlers have been doing. Advisors —

consumer-friendly organization by your

you compete with a company that is

and their more savvy clients — would

clients and the media generally.

determined to drive the profession’s fee

Nobody would be alarmed if

know instantly that the profits were

But at the end of the day, I think we

But the question remains: How do

structure below profitable levels? I think

actually coming from the (very predict-

should not be afraid to call a spade a

the answer is the same as the profes-

able) product recommendations. But

spade. The Vanguard reps charging 30

sion’s (so far successful) response to the

the fact that Vanguard is charging a

basis points for investment advice are

robo competition. You point out the

fee, and then comparing that low fee

salaried product salespeople offering

value of objective advice, and of

with the “exorbitant” 80 basis points or

advice as a loss leader to steer

personal service, and you fight margin

so that more objective financial

customer assets to the company’s

compression by embracing technology

planners charge for a much more

products.

and automating everything you

comprehensive, personal service, causes

How do you compete with a
company determined to drive the
profession’s fee structure below
profitable levels?

possibly can. You move toward working

alarm bells to ring like a terrible gong of
doom throughout the profession.
It’s the same old sleight of hand,

know your clients on a deeper level
even than the personal financial
planner up the street.

focusing your attention on the cost of
the loss leader rather than the real

with a well-defined niche where you

Moreover, I suspect that one could

And you tell clients and prospects

see a big difference between a Van-

the honest truth: There’s a place for

guard financial plan — and the

sales in the financial services world,

Vanguard is a fine company, and we all

experience level of the planner behind it

and that you can often get pretty

owe it a debt of gratitude for its role in

— and the plan and planner offering

decent advice from a sales agent. Just

pushing fund fees lower. I remember a

advice at an independent advisory firm.

make sure that you understand the

time when Don Phillips at Morningstar

The sales agents who gave away

conflicts involved in a sales relation-

was pointing out that fund companies

planning were always a bit perfunctory

ship. And don’t be surprised when you

with $100 million were charging a

in their analysis and advice — they had

see the recommendations you receive

relatively high expense ratio, and then,

to get quickly to the point, after all —

after the “planning” work.

when their funds went up over eight

and however earnest the planner on the

figures in customer assets, somehow

Vanguard phone lines might be,

fervently believe that her company’s

those economies of scale were not

chances are the customer is talking to a

products are the best out there, but I

finding their way into lower costs to the

young person just starting out and

guarantee you that their degree of

end consumer.

getting a fairly straightforward retire-

fervor is no greater than the life

One could argue that Vanguard’s

ment analysis alongside Vanguard-

insurance salespeople I’ve interacted

pricing revolution has also driven some

centric portfolio recommendations.

with over the years, or the indexed

source of profits.
I hope I’m not misunderstood here:

really good active managers out of the

If I were looking for advice on

That Vanguard representative may

annuity salespeople who sometimes

business. And one might imagine that

making a large, planned-giving

joust with me on Twitter over my “holier

the rise of ETFs — resisted by Vanguard

donation that would pay my heirs an

than thou” prediction that fees are the

initially — would have caused those

income for life or looking for how to

future. Conflicts are conflicts, no matter

expense ratios to decline anyway. But

restructure my small business to take

who embraces them, and I’m sorry,

by and large, I believe Vanguard has

full advantage of the Section 199A

Vanguard, much as I respect you, you

exerted a positive influence on the

deduction, I probably wouldn’t call up

don’t get a free pass on this. FP

Bob Veres, a Financial Planning columnist in San Diego, is publisher of Inside Information, an information service for financial advisors. Visit
financial-planning.com to post comments on his columns or email them to bob@bobveres.com. Follow him on Twitter at @BobVeres.
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Bowen

Outsourcing is critical

in-ho

because it allows you to do

the m

more of what really matters:

deleg

build relationships with your

busin

existing clients and start

funct

relationships with new ones.

publi

After all, spending time
with clients can have a real

Operation Delegation

Advisors need to excel in two key areas to

clients or your practice, defer it. Schedule a

create a truly great practice: business

time to re-evaluate it, and decide at that

development and relationship building.

time how to proceed.

Advisors who focused on

ship b

client relations grew their

add t

AUM by an average of 18%

Al

per year, whereas advisors

contr

who focused more time on

of ch

investment research and

hiring

portfolio rebalancing grew

in mi

their AUM by only 11%,

ful de

according to a 2006 to 2016

Outs
it all
wha
rela

Advisor Network.

Be clear about
expectations but don’t
micromanage. Allow
freelancers to use their
own expertise and
creativity to achieve
high-quality results.

1.

which

toget

each

resul

outso

impro
One option is to outsource

3. Delegate it: When a task lies clearly

Of course, finding the time to devote to

aren’

published by the SEI

By John J. Bowen Jr.

W

impact on your income.

study by FP Transitions,

Financial advisors can reduce distractions and increase firm
profits by outsourcing these functions.

indep

everything you can to a

servic

Ne

those tasks can be a major challenge.

outside of your core skill set, delegate it to a

turnkey asset management

requi

Back-office problems, staff issues and client

staff person or to an outsourcing partner.

program, custodian or other

befor

financial institutional

Most

partner. However, if they

expe

opportunities can draw a business leader in

4. Do it: If a task falls under your core
strengths, and if none of the previous three

many directions, significantly impacting
their business’s progress

Ds are appropriate,

cannot meet all your needs,

skills

and profitability.

then, and only then,

you can turn to a second

expe

do it.

option: delegating specific

That said, here’s some
good news. Advisors can
avoid nearly all these
distractions by applying

Video

When a task falls outside your
skill set, delegate it.
https://bit.ly/2CGx1MF

every task, in this order:

mom

— delegate — that’s

independent providers on an

your

particularly impor-

as-needed basis.

parti

tant for today’s top

the rule of Four Ds to

Fin

noncore functions to

It’s the third D

In working with freelanc-

advisors. The most effective advisors

ers, the first step is to

poten
2.

delegate just about every function that’s

determine what you can call

refer

business reason to spend time on a task,

outside their main tasks of rainmaking and

on others to do. Which

towa

drop it. When it comes to non-revenue

helping clients.

business processes might be

chara

1. Drop it: If there is no compelling

activities, you can nearly always drop them.

Bottom line: To operate at a high level

2. Defer it: If you are unsure whether a

that gets results, you’ll need to outsource at

or profitably — by a third

least some of your business functions.

party, as opposed to an

task will result in a positive benefit for your

handled more effectively —
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in-house staffer? We have found that

dent contractors working together.

do

the most successful advisors frequently

Such advisors can be a great source of

ters:

delegate duties in advanced planning,

referrals for high-quality freelancers

your

business development, back-office

with experience in the financial

functions, compliance, technology,

services industry.

nes.

public relations and team building to

me

independent contractors.

real

Why these areas? These functions

Next, identify the most qualified
candidates, interview them and check
their references. Make sure to ask

aren’t focused directly on client relation-

references if they know who else the

n

ship building, and therefore, they don’t

independent contractor is working with

eir

add the highest value to your practice.

— and place a call to those firms as

8%

All of that said, independent

well. Often you can get a more

ors

contractors can also present a new set

insightful perspective from references

on

of challenges when it comes to finding,

that have not been preselected by

d

hiring and managing them. With that

the freelancer.

ew

in mind, here are three tips for success-

2016

n’t

eir

ource

Also, make sure to consider how the

Stay on track with business development and
relationship building. Let others handle the rest.

how he or she would complete the
project in the assigned time frame.

ful delegation.

freelancer will fit in with your existing

Have the person talk to clients and

Outsourcing is critical because
it allows you to do more of
what really matters — build
relationships.

team. Independent contractors should

internal staff as appropriate and then

complement your existing team by

present his or her solution to you.

bringing in new expertise and talent.

Be clear about expectations, but

They should not displace or alienate

don’t micromanage. Allow freelancers

your staff. Do not hire a freelancer to

to use their own expertise and creativ-

oversee an interesting project that your

ity to achieve high-quality results. Give

which duties you will outsource. Pull

current staff is perfectly capable of

them access to internal staff and

together your current costs of doing

doing on their own, for example.

resources as needed. Set up a clear

1. Identify your needs: Decide exactly

each function in-house. Be clear on the

Finally, when choosing among two

channel of communication, preferably

results you hope to achieve through

or three finalists, be sure to weigh the

with a single point person in your

outsourcing, such as lower costs,

relationship factor in your final

firm, so that you can be apprised of

improved performance, enhanced

selection. While expertise is key,

project progress.

service or overall responsiveness.

remember that credibility and chemis-

Next, define the specific skills you’ll

try are also very important.

And of course, pay promptly. If
independent contractors are diligent

ent

require of an independent contractor

3. Make the hire: Negotiate a

about completing their projects in a

ther

before you start searching for one.

written contract and create a clear

timely manner, they will be justifiably

Most individuals specialize, so don’t

agreement that defines the project,

annoyed if you take too much time to

expect to find a broad range of diverse

deliverables, deadlines and bench-

process their invoices. Even worse, you

eds,

skills in any one person (and if you do,

marks. It should spell out the billing

might get a reputation as a slow payer

d

expect to pay very well for it).

and payment process and deal with

among a network of freelancers,

any intellectual property issues and

potentially making it more difficult

noncompete provisions.

for you to bring on good talent in

fic

Finally, anticipate issues. Take a
moment to think through the effects on

n an

nc-

your business of delegating this

t be

the future.
In the end, effective delegation

independent contractor, start with

potential issues or problems.

bite-size pieces. Assign a meaningful

can free up an enormous amount of

project (but not one that is mission-

both time and energy — allowing you

referrals. More advisors are moving

critical) to assess the contractor’s

and your team to focus on what

toward a virtual office business model

performance. Hire the contractor as a

counts most: Providing world-class

characterized by networks of indepen-

consultant to put together a plan for

client service. FP

2. Select a contractor: Ask for
call

As you begin working with an

particular function. Try to head off any

y—

d

John J. Bowen Jr., a Financial Planning columnist, is founder and CEO of CEG Worldwide, a global coaching, training, research and
consulting firm for advisors in San Martin, California. Follow him on Twitter at @CEGAdvisorCoach.
Financial-Planning.com
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HUMAN CAPITAL

Cruz

in a job. This doesn’t mean
they don’t want to work hard.
It means many younger
workers expect to have
meaningful lives both inside
and outside of work, and
they want to harness the
flexibility that technology
provides to their professional
and personal lives.
This demand for flexibility
can create a challenge for
firms. How can you provide a
flexible, open work environment, while also ensuring a
productive and engaged
workforce?

Best Use Cases for Tech
Powerful new software can help attract job seekers
and retain key talent.

Tech is the answer. The
utilization of technology
allows firms to incorporate
alternative work arrangements for how, when, and
where work gets done
without compromising the
overall client experience.

By Kelli Cruz

Demographic trends
indicate that demand for
alternative or flexible work
Most financial advisors believe technology is

human capital, and look for the best people

arrangement will probably

critical to the success of their firms. After all,

to support the firm’s value to clients.

continue to rise. Indeed,

the right software and digital tools can

It’s important to understand that manag-

many millennials who put off

streamline many mundane but necessary

ing human capital is about more than just

marriage and child rearing

administrative tasks, thereby enabling

compensation. Every firm needs to leverage

during the great recession

advisors to spend more time with their

a unique combination of rewards and

may now be looking to start

current and prospective clients.

incentives that works best for that firm, its

their own families.

That said, technology is not without its
downfalls. I’ve seen many firms try to use

people and its clients.
Your human capital strategy should cover

Meanwhile, those aging
out of the workforce could

tech tools to reduce the human footprint

the key areas of managing your team

seek out flexibility to take

inside their firms. While this outcome may be

members, including recruiting and hiring,

care of an aging parent or

possible in the long run, it’s ill-advised.

compensation and rewards, and the man-

relative. Such situations can

Instead, technology should be used to

agement, development and retention of

include the following:

enhance the capabilities of your people —

employees. Technology is a key component

not to replace them.

of any human capital equation, and firm

employees are assigned to

• Job-sharing: two

owners and partners can use it in a variety of

the same job that is equiva-

business. The value the firm delivers to its

ways to attract job seekers and to retain your

lent to one full-time employ-

clients is almost entirely driven by its people.

key talent.

ee. Job-sharing must ensure

At its heart, an advisory firm is a people

Just as advisors look for the best assets to

For instance, consider the challenges in

the continuity of the work

meet a client’s investment goals, firm owners

managing the newest generation of workers.

being done at the same

should engage a strategy for the firm’s

They tend to place a high value on flexibility

workstation to accomplish

20 Financial Planning December 2018

020_FP1218 20

11/12/2018 1:25:17 PM

Ed Slott and Company’s
Instant IRA Success 2-Day Workshop

THE ONLY “SLOTT” THAT
IS GUARANTEED TO PAY OFF
IN LAS VEGAS

From an administration with new policies and sweeping tax reform
to extreme volatility in the markets, 2018 has been filled with major
financial headlines and resulted in new challenges for retirement
savers and investors.
Have the answer to your clients’ questions by becoming informed
on the latest retirement and tax planning strategies.

Stack the chips in your clients’ favor by joining us for:

Ed Slott and Company’s
2-Day IRA Workshop
INSTANT IRA SUCCESS
Las Vegas • February 22-23, 2019

You’ll not only walk away from this workshop with critical IRA
knowledge but also an action plan that turns cutting-edge
retirement planning strategies into improved client relationships
and increased business.
Deal your clients a winning hand by gaining:

▶ The most-up-to-date IRA expertise, including opportunities and
new planning considerations stemming from the Tax Cuts and
Jobs Act
▶ Built-in networking and Q&A time with our team of IRA Experts
▶ A 400+ page manual to take home and use as a handy
reference guide, along with CE credits
Don’t gamble with your clients’ future - learn the latest in
retirement and tax planning this February in Las Vegas.

“This is likely the most content rich, immediately actionable admission workshop I’ve ever attended. Ed Slott and
Company blew my mind with their knowledge, delivery and mission to arm advisors with critical issues and strategies. I
look forward to serving my clients with the pages of intel!” -Jonathan Hera, Bothell WA

VISIT IRAHELP.COM/2-DAY TO LEARN MORE AND REGISTER TODAY!

Get $300 off by using promo code: FINPLAN
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Cruz
one full-time position’s duties.

• Flextime: a situation in which an
employee works eight hours a day, but

Dropbox and Google Docs make

remotely or share a job. The key to

medi

sharing and transferring files secure

success though, lies in creating a

syste

and instantaneous.

strong, flexible communication network

detai

at your firm, while simultaneously

techn

maintaining accountability.

ately

with flexibility in an their schedule.

Just having these tools at your

Some employees, due to personal

fingertips isn’t enough. Be sure to use

obligations, or preferences, may prefer

them! Put the necessary training and

to work early in the morning, or later in

systems in place so that if a new

the afternoon.

technology is useful, people can

• 10-hour day/four-day workweek:
describes employees who work 10 hours
per day and reduce the workweek to
four days.

• Nine-hour day/half-day on Friday:
employee works nine-hour workdays

How can you build accountability
into a flexible work environment?
Be clear and upfront with employees

in ce

Ie

least

understand and use it.

about their roles and expectations. To

expe

Technology should be used to
enhance the capabilities of your
people — not replace them.

create this transparency, make sure you

softw

develop well-defined job descriptions

Thes

for your employees.

of th

This allows your firm to easily build

These descriptions are useful tools

Their

that explain the tasks, duties, functions

with

Monday through Thursday and four

teams and encourages collaboration

and responsibilities of a position. They

softw

hours each Friday.

across every department.

detail who performs a specific type of

of th

work, how that work is to be completed

these

For all these situations, there are a

Unfortunately, there is still a mindset

lot of tools to ease collaboration and

that an employee needs to be at their

and the frequency and the purpose of

incen

communication among employees.

desk and putting in face time to be

the work as it relates to the organiza-

Sin

Slack and Microsoft Teams, for

truly productive and contribute to the

tion’s mission and goals. Make sure to

example, are redefining how employees

firm. This mindset can prevent firms

list required technology, including

communicate and manage projects.

from allowing employees to work

specific software programs, social

Kelli C

N
A
G
c
i
a

Reliable is good.

022_FP1218 22

ensu

11/12/2018 1:25:19 PM

work

y

media platforms and organizing

trained on the different software

systems on a regular basis and likely

systems in your job descriptions. This

packages they have purchased, I also

know them better than you, their

detail underscores the importance of

suggest creating training goals and

opinions matter. Soliciting input can

technology in the roles, and appropri-

utilizing e-learning programs to ensure

help you make better choices. If they

ately sets expectations for proficiency

employees are properly trained. After

buy in early, the implementation phase

in certain software and systems.

all, why spend money on these

will go more smoothly.
It also will help to create engage-

I encourage firms to designate at

programs and packages unless they’re

yees

least one employee as a subject matter

going to be used? Goals and objectives

ment with your team that can lead to

To

expert for each technology system or

tied to tech-training targets can then

the retention of talent, by communicat-

e you

software program utilized by the firm.

be rewarded through your compensa-

ing that they have an important role in

These point people are an integral part

tion program.

the firm’s investment decisions.

ns

of the implementation of technology.

ols

Their responsibilities include interfacing

ions

with tech vendors, staying current on

hey

software updates and training the rest

of

eted

e of

zato

of the team. I recommend rewarding

Managing people is about more
than just compensation. Every
firm needs to decide what mix
of rewards and incentives works
best for its situation.

Since most firms fall short of
ensuring that employees are fully

in your people. Firms need to hire the
right people with the right skills and put
them in the right jobs. As a firm’s tech
environment evolves, employees must

these tech responsibilities through your
incentive plan.

Investments in technology can’t be
made independently from investments

Finally, don’t forget to involve your

also be trained and developed to make

employees in the tech decision-making

the most of these powerful new tech

process. Because employees use the

resources being put in place. FP

Kelli Cruz is a Financial Planning columnist and the founder of Cruz Consulting Group in San Francisco. Follow her on Twitter at @KelliCruzSF.

Nationwide
Advisory IncomeSM
Guaranteeing your
clients monthly
income for as long
as retirement lasts.

With people living longer all the time, the number of years they’ll need
income is naturally more. We have a solution for that. Nationwide
Advisory Income is a single-premium immediate annuity (SPIA) created
specifically for RIAs and fee-based advisors. Guaranteeing your clients a
reliable stream of income as part of a comprehensive financial plan can
bring them peace of mind knowing they won’t outlive their income.

Nationwide Advisory Solutions

LEARN MORE: nationwideadvisory.com
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RIA IQ
disqualified person if such approval is
consistent with the public interest and
the protection of investors.”
Consequently, FINRA would likely
require that your employer demonstrate that your association with them
is in the public interest and does not
create any unreasonable risk of harm
to the market or investors. In reviewing this type of an application, FINRA
will look at all the circumstances
related to the felony, as well as other
relevant facts.
For example, FINRA would likely
consider: the fact that the felony
conviction did not involve securities or
fraudulent misconduct; the lack of any
intervening misconduct on your part;
the length of time you had been
registered in the securities industry
without any disciplinary action or
customer complaints; your accepting
responsibility for your actions; and,

After DUI, Advisor Seeks
to Rejoin Industry

your continued compliance with the

Under SEC rules, this planner was statutorily disqualified
after driving under the influence. Can he ever register
with a brokerage again?

their record. If they approve you, they

terms of your probation.
Additionally, FINRA would consider
the nature of your position the firm
plans to employ you in, as well as
whom your supervisor would be and
would, of course, probably require the
firm to craft a heightened supervisory
plan for you which may, for example,
include having your supervisor keep

By Alan J. Foxman

an eye on you for signs of impairment

BLOOMBERG NEWS

and such. FP
Q: A few years ago I got a felony DUI

A: FINRA may deny a firm’s applica-

which made me “statutorily

tion for association with a statutorily-

disqualified”[under Section 3(a)(39) of

disqualified individual if it determines

the Securities Exchange Act of 1934].

that individual’s employment wouldn’t

I’ve totally complied with all aspects

be consistent with public interest and

of my probation, which is due to

the protection of investors. By the

expire in a couple months. What are

same token, FINRA bylaws (Article III,

the chances that I could get regis-

Section 3(d)) say that FINRA “may

tered with a brokerage firm?

approve association of statutorily

CEQUIZ
GO TO FINPLANCEQUIZ.COM
TO TAKE THE CE QUIZ ONLINE

Alan J. Foxman is vice president at NCS
Regulatory Compliance and a partner at the
law firm of Dew Foxman & Haugh in Delray
Beach, Florida.
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High Net Worth

Millionaires Need Tax Help
— Where are the Advisors?
Clients are willing to pay more for tax advice but they’re
still not getting it.

as taxes and accounting, in order to
“truly understand what’s going on here,”
Stein says. This could be why advisors
are avoiding the subject and can end
up missing an opportunity.
“Taxation for high-net-worth
investors is obviously a critical piece of
any plan,” says Cresset advisor Nick
Parrish. “When you’re talking about
25% to 30% of assets going out the

By Amanda Schiavo

door to the federal government, a
thoughtful tax strategy can have a
High-net-worth clients are looking to

specific advice, but it doesn’t mean

advisors for tax help, but in many cases

advisors are able to give it. Comfort

advisors aren’t delivering.

and level of expertise can play a part in

developed an approach to guarantee

why advisors aren’t discussing tax

advisors consider tax efficiency.

At least that’s what a recent study

issues with investors.

suggests. Over half of millionaires say

To that end, Parrish says Cresset

“We have built out a full internal tax

The main reason advisors are not

they would pay more for an advisor who

material impact on that.”

capability here,” Parrish says. “We have

can help them navigate the recent tax

talking about tax strategy is because it’s

experts in estate tax, business tax,

overhaul and minimize their tax bill,

complicated, says advisor Avy Stein,

structuring and so we’ve really built an

according to Fidelity’s 2018 Millionaire

managing partner of Cresset Capital in

infrastructure to help us think about

Outlook, which surveyed more than 1,000

Chicago, a custodial client of Fidelity.

how to effectively structure that.”

HNW households, including more than

“The other reason is it’s new and the

600 millionaires.

regulations which underpin or interpret

might help advisors better serve clients.

In fact, four in 10 millionaires

the legislation just came out [in Octo-

And it is in looking toward the future that

surveyed say their advisors have not

ber] and there will be more to come.”

clients have the greatest concerns.

It takes time, effort and understand-

proactively reached out to them on the
issue of tax changes.
Clients may be willing to pay for tax

Taking a similar approach in the future

Looking ahead, investors are bullish on

ing across multiple disciplines including

the market now, but not optimistic about

private equity and real estate, as well

the economy in the future, the Fidelity
study says. However, investors with

Advisors are Missing an Opportunity

advisors are more positive on all metrics,
including future outlook, than those
without, showing how valuable financial

What planners are doing:

advisors can be.

40%
35%

“Advisors are proving their worth, at

39%

least from the survey perspective,” says

30%

David Canter, head of RIA advisor

25%

segment at Fidelity. “Investors feel like

27%

20%

they have a plan, that they’ve imple-

15%

mented a plan, they can stick to it and

17%

10%

0%

4%
Nothing

Millionaire
reached out first

Source: Fidelity Millionaire Outlook Study

Financial-Planning.com

025_FP1218 25

that an advisor is helping them reach

11%

5%

Advisor reached
out by phone/in
person

Advisor reached
out via personal
email

Advisor reached
out via general
email

their overall life goals.” FP

Amanda Schiavo is an associate editor of
Financial Planning. Follow her on Twitter at
@SchiavoAmanda.
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Tech Survey:
Too Much,
Too Many

Advisors are overwhelmed by options. Wary of
expensive solutions that don’t do what’s promised,
firms risk falling behind.

CREDIT LINE HERE

By
Harry Terris
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Tech Survey 2019
Firm Affiliation

Role/Firm Affiliation

Mobile is No. 1. The fervor for robo

Independent RIA

28%

Ind. but affiliated
with a broker-dealer

22%

RIA affiliated with
a broker-dealer
Dually registered
independent

9%

Employee of a
broker-dealer

9%

Bank-affiliated advisor
CPA
Insurance agent

out there,” says Paul Strid, a founding

abound. And FOMO paralysis is

principal at Concentus Wealth

holding firms back from big purchases.

Advisors. “It’s a little overwhelming

Those are just some of the major
findings of this year’s Financial

12%

Planning Tech Survey.
Several surprises emerged when we

7%

3%

Firm AUM

Because purchase decisions can
determine how well advisors serve
clients and meet challenges from
competitors, firms are often reviewing

hundreds of independent RIAs,

the tech they use. Subscription and

planners affiliated with broker-deal-

licensing fees for a full tech suite can

ers and other advisors to tell us which

be among a firm’s biggest expenses.
This year’s Tech Survey sheds light

markedly alter the wealth manage-

on how advisors are making these

ment industry, what products they are

decisions, where they are having

buying and avoiding — and why.

success and coming up short, and

To be sure, there’s less unease

Role AUM

because there are so many options.”

asked a controlled audience of

technologies they prefer, what will

4%

fintech. There are lots of cool ideas

advice is cooling. Cost concerns

which tools they are picking and why.

about the disruptive nature of robo
advice. Automated investing has

9%

< $10M

prompted much handwringing about
its potential to displace traditional

$10M to $24.9M

6%

$25M to $49.9M

7%

practices.
But as online platforms have
added financial planners to offer

$50M to $99.9M

10%

hybrid services, upstart challengers
25%

$100M to $499.9M
$500M+

36%

Respondent
Respondent
AgeAge
Under 25

45-54

65-74
75+

advisors see less reason to be

Robo Rethink

concerned.

When we asked survey participants

23%
6%
1%

which technology is most likely to

many advisors expect technology to

change the wealth management

lead to more hiring — not less — at

industry over the next one to three

their firms.

years, skepticism of the probable

financial coaches who guide clients
33%

55-64

through their digital platforms,

strengthen their roles as trusted

20%

• Best Use Cases for Tech p. 20
• 8 Tech Trends p. 34
• New Tech — Should I Try It? p. 38
• Harnessing AI p. 42
• Robos Hiring Humans p. 44

raked in billions of dollars of assets

Advisors say they look to tech to

15%

35-44

or shut down, and incumbents have

Indeed, our survey found that

1%

25-34

have been absorbed by larger firms,

More Valuable
Tech Insights

impact of robo advice came through
clearly in comparison to last year.
The percentage of advisors naming

through challenging life shifts and

it fell markedly this year, more than for

complex decisions. They are selecting

any other technology category. Robo

from an ever expanding set of tools,

advice dropped to fourth place from

from file sharing to video conferencing.

second in the ranking of transforma-

We found that even tech-savvy
advisors can get lost in the dizzying

tive technologies.
Deployment remains low as well.

array of choices, competing platforms

Only 16% of advisors say they have a

and new ideas. As some pressing

robo offering.

issues are clarified, new uncertainties
emerge.
“It’s a little bit of the Wild West in

Certainly, robo tools are still widely
viewed as ideal solutions for many
self-directed clients. They are also
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FIDELITY CLEARING & CUSTODY SOLUTIONS
Powering transformation for banks, broker-dealers, and RIAs

Explore

Fidelity AMP
Automated Managed Platform
co-developed with eMoney®

Integrated with WealthscapeSM, Fidelity AMP is a planning-led
digital advice solution that helps you manage automated and
fully advised clients side by side.
Visit go.fidelity.com/digitaladvicesolutions
Call 800.735.3756
Consolidated Data

Digital Advice

Note: The solutions
feature both Fidelity and
third-party resources.

Advisory

eMoney is an affiliate of Fidelity Investments.
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Tech Survey 2019

Mob

considered a good way to sign up

Tech That Will Change Wealth Management

younger clients who may later

Advis

embrace valuable, full-service rela-

more

tionships as they accumulate wealth.
completely on their own without even
stepping foot in our office,” says an

40%

Mobile apps

“Clients were able to sign up

39%

Behavioral finance software

advisor at an independent RIA with
more than $500 million AUM, in
of Schwab’s robo platform. She added
that the tool enabled the firm to bring
its customary asset minimum. “It’s

Virtual reality/3-D conferencing

easy and simple and cheap. We

Natural language processing (e.g., Alexa)

recently launched an ad campaign

Wearable devices (e.g. Apple Watch)

for it and we’ll see if that’s able to

chan

adva

18%

Real-time financial activity reporting
Advanced risk profiling software

keep

20%

Artificial intelligence/chatbots

in many new clients who did not meet

mob

24%

Predictive analytics/big data

regards to her firm’s implementation

year.

27.5%

Robo

mana

to th

30%

Digital platforms (e.g. client portal)

are p

clien

14%
9%

H
af

6%
4%

draw in more clients.”
That approach might be impracti-

51%

cal for smaller practices without the

affordable pricing to clients with

managers. About 26% of advisors say

scale to administer relatively small

smaller accounts. “I would have

that advanced technology will lead

portfolios of relatively low-balance

turned these over to a robot before,”

their firms to hire more people —

accounts. Advisors must still manage

says an advisor at an independent

twice as many as those who expect

billing, make privacy disclosures,

RIA. “The client pays a bit more here

additional technology to cause less

review client profiles and meet

but gets personalized access the

hiring. (Most respondents anticipate a

I hav

regulatory requirements.

robot cannot provide.”

neutral impact on hiring.)

clien

Some wealth management firms

“Our ability to work with a myriad of

“T

large

are choosing an approach somewhere

The Human Equation

technology solutions gives us an

youn

between robo and traditional rela-

Responses on how new technology will

advantage in bringing in advisors from

my fi

tionships, such as using model market

affect hiring further supported the

all walks of life,” an advisor at a

has b

portfolios as a way to offer more

notion that robos complement wealth

broker-dealer says.

to ac

Client Portal

Portfolio Management
Portfolio Management

Client Portal
BD/custodian provided portal
eMoney
Albridge
MoneyGuidePro
Orion
Tamarac
An outsourced solution
Morningstar
Black Diamond
Wealth Access
InvestCloud
Modestspark

24.1%
12.1%
9.1%
7.5%
4.6%
4.2%
3.3%
2.9%
2.3%
0.7%
0.3%
0.3%

Morningstar Office
Albridge
Envestnet
Orion
Schwab PortfolioCenter
Black Diamond
Tamarac
Advent AXYS
Investigo
Addepar
AssetBook
BridgePortfolio
FinFolio
Adhesion
Advent APX
Advisors Assistant
Capitect
Hanlon Advisory
Portfolio Pathway

15%
12.4%
10.7%
7.8%
4.2%
3.9%
3.6%
2.6%
1.3%
0.7%
0.7%
0.7%
0.7%
0.3%
0.3%
0.3%
0.3%
0.3%
0.3%
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Mobile First

track of their accounts.”

Advisors still say that mobile apps,

clients from making common and

But using mobile for secure,

predictable errors when, for instance,

more than any other tech category,

archived communications that meet

0%

are poised to change the wealth

regulatory standards adds another

%

management industry in the next one

hurdle. “So much client activity is

finance software as the No. 2 category

to three years, the same result as last

moving to text and email. Email is no

that will change the wealth manage-

year. For many planners, adding

issue, but with texting it has been

ment business. Many survey partici-

mobile technology is essential for

nearly impossible to control client

pants report that clients have re-

keeping pace with broader cultural

behavior,” says another advisor at a

sponded positively to advanced

changes brought about by telecom

dually registered RIA firm. The mobile

risk-profiling software, which helps

advances, especially among younger

communications platform CellTrust

align their investment portfolio with

clients.

has relieved him of the fear of being

their individual tolerances for risk.

say

text a client on an unapproved service”

How is new tech
affecting hiring?
10%

by enabling him to move conversations into a safe environment.

26%

51%
13%

More
Fewer
No change
Don’t know

ct

s

ad of

rom

Respondents name behavioral

fired, he says, should he “inadvertently

d

te a

stock prices sink abruptly.

For more exclusive Tech Survey
analysis and results, please see
https://bit.ly/2DiXyjB

Cost Constraints
Yet the cost of such tools is a major

Many clients need personal relationships with experienced advisors to get

consideration. One advisor at a small

through the delicate and taxing

practice gave a positive review of her

process of evaluating their financial

specialized risk-profiling application,

situations and planning for the future.

but says she is giving it up because of

A human voice or a face-to-face

the expense in favor of a component

I have had are trying to deal with my

meeting can be reassuring and help

embedded in the financial planning

clients’ kids,” says an advisor at a

impose structure on a sometimes

platform she uses.

large, dually registered RIA firm. “The

daunting undertaking.

“The biggest challenge and success

younger kids want mobile apps, which

Other cost concerns came up, too.

But advisors continue to look to

“They’ve made a lot of strides to

my firm does not support. My success

technology for more — to enhance the

strengthen their product,” an advisor

has been the kids using their phones

depth of insight they can provide and

at an RIA firm says, describing the

to access the online portal to keep

for tools that can help them keep

portfolio management platform he

CRM
Client Relationship Management
Salesforce
Redtail
Microsoft Outlook
Ebix SmartOffice
Act! CRM
Microsoft Dynamics CRM
Wealthbox CRM
Junxure
Junxure Cloud
GoldMine
Tamarac Advisor CRM
XLR8 CRM
ACT4Advisors
ProTracker
Salentica
Advisors Assistant
Hanlon Advisory

Financial-Planning.com
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22.8%
22.1%
14.3%
3.9%
3.3%
3.3%
2.9%
2.3%
2%
1%
1%
1%
0.7%
0.7%
0.7%
0.3%
0.3%

Financial Planning
MoneyGuidePro
eMoney
NaviPro Planning Suite
3.9%
Money Tree
2.9%
RightCapital
2.9%
Advicent NaviPlan
2.3%
SunGard
1.6%
RetireUp
1.3%
Advicent Profiles 0.7%
WealthTec 0.7%
Finance Logix 0.3%
Hanlon Advisory 0.3%

31.3%
21.8%

Client Portal
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Tech Survey 2019

Success Stories
In this highly fragmented ecosystem,
advisors are trying a wide range of
uses. “Unfortunately, we don’t need

Tools Used by Advisors
CRM

Financial planning

Client portal

Portfolio management

Document management

Compliance

most of those upgrades, either due to
91%

82%

80%

79%

72%

64%

already having a different solution or
because our approach doesn’t merit

tools based on differing styles,
strategies and focuses. Here’s what
they say works best:
• Morningstar‘s tool that compares
variable annuities has totally

the upgrades. The accompanying cost

revamped our ability to create an

increase for all the upgrades is

honest disclosure form.

therefore harder to swallow.”
For expensive technology to justify

• Rebalancing software reduced
time to rebalance by 95% and

its cost, fundamental architecture must

allows more frequent and more

be in place to support its functionality.
One area of friction is the reliability of
feeds of financial data from major

accurate review of portfolios.
• We have had a lot of success
using eMoney to model various

financial institutions into portals and

scenarios for clients on retirement

financial planning platforms with

and/or estate planning. Being able

account aggregation features.
File sharing

59%

to show them graphically how

Advisors need comprehensive

things would look if “something

visibility into their clients’ finances to
Risk assessment

58%

happened” is very powerful. The

provide sound advice, and account

five-year cash-flow reports are an

aggregation can help make the
Marketing communication

53%

Rebalancing

51%

process efficient. Yet, describing the
portal solution he uses, an advisor at

excellent tool as well.
• Raymond James’ “Vault” feature
offers amazing file sharing,

an RIA firm says, “like many other

particularly for clients who are

aggregation tools, we run into issues
Multifunctional platform

48%

retired and traveling abroad. They

when links break without a lot of

can have access to all of their

explanation.”
Form filling

47%

important documents from

There’s no doubt that tech is
transforming wealth management,

Model market provider

39%

and that financial planners will need

anywhere that has internet.
• We have started doing more video
conference-type meetings with

new tools to compete. But with
Social media management

28%

busy clients, which has allowed us

budgets stretched, advisors will

more time and less travel, while

continue to closely monitor their tech
Robo advisor

16%

helping busy clients who can’t

ROI. Watch for platforms that break

make it to the office or those who

through and deliver the biggest bang
13%

for the buck. FP

Macro risk

8%

Chatbot

5%

Harry Terris is a Financial Planning
contributing writer in New York. He is also a
contributing writer and former data editor of
American Banker. Follow him on Twitter at
@harryterris.

Online advice

better meet their needs!
• The ability to work remotely and
not being tied to a physical office
has been amazing. Nothing is
stored on our servers anymore.

Robo Solution

Risk Assessment
Risk Assessment
Supplied by my BD or custodian
Riskalyze
FinaMetrica
Pocket Risk

live too far away. It allows us to

Robo Solution
26.1%
16.3%
4.9%
2.3%

Schwab Intelligent Portfolios
Betterment
Vanguard Personal Advisor Services
Fidelity Go
SigFig
FutureAdvisor
Personal Capital
Jemstep

4.2%
2.9%
1.3%
1%
1%
0.7%
0.7%
0.3%

32 Financial Planning December 2018

032_FP1218 32

11/12/2018 4:40:41 PM

033_FP1218 33

11/12/2018 9:52:03 AM

Tech Survey 2019
compared like a restaurant on Yelp or

offer

Google, but be prepared to manage

custo

online reputations with tools that track

such

what’s being said about practices.

clien

Tech providers such as Kredible (which

be w

was acquired by AdvisorEngine)

digita

demonstrate there’s more to keeping

optio

your business’ good name than having

digita

an active social-media presence.

fees,

Expect more reputational tools for the

expe

RIA to become available, especially in

ency

response to voice-assistant searches.

Be
help

Fitbits and Finance

tech

It’s not just wealth management that’s

servi

being commoditized. Clients will

can p

increasingly diagnose themselves with

are in

a new generation of health and

clien

wellness tools. Consider how DNA

open

testing to determine lineage and

mana

Clients are using virtual assistants such as Amazon Alexa — it’s best that advisors start using them, too.

hereditary health conditions already

Make Way for Alexa,
Siri, Fitbit and More

comes in a box. How can advisors use

VR i

this new data to supplement their

Until

financial planning services?

realit

Advisors need to acknowledge
that prospective clients may be
seeking out online reviews of
their practices.

helpi

As more clients turn to digital assistants, RIAs must
follow or risk losing them.

futur

But a

the t
part

Many clients use the same mobile
device to track their health and their
personal finances. An RIA doesn’t have

By Suleman Din

to be a physical trainer — but being
able to have conversations with a

Google Assistant, investing apps,
virtual reality tech — clients are using

become a thing of the past.
Caveat: digital assistants’ language-

wellness and health wellness goals is

them all. But which new digital tools

processing software is still so buggy

one way to deepen that client relation-

are vital for advisors? Here’s a break-

that most users prefer not to use these

ship. Get comfortable with asking

down of the eight most-important

tools for actual financial transactions.

health questions. Some retirement
tools now determine longevity and

technologies for 2019 and beyond.

Online Reputational Tools

BLOOMBERG NEWS

client on complementary financial

expected long-term health care needs.

Voice Devices

As advice increasingly is delivered

Whether it’s Amazon Alexa, Google

though mobile, the web and voice-

New Banking

Assistant, Siri or Cortana, clients use

assistant devices, financial planners

If you have young clients, you know

these virtual assistants to schedule

need to acknowledge that prospective

they may well be using micro-investing

appointments, check account bal-

clients may seek out online reviews of

and trading apps such as Acorns or

ances or send messages to advisors.

their practices as they decide whether,

Robinhood. (Robinhood recently

RIAs should be able to field these

and where, to sign on. You may grouse

passed the 4-million-user milestone.)

requests. Keyboards and typing could

about how your services shouldn’t be

These same apps are increasingly
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p or

offering checking accounts for

Some institutions have focused on

hybrid robo advisor approach. The one

ge

customers. RIAs should be aware that

using VR tech in order to broaden the

single offering, maintained and

such apps might be pulling younger

skills of their own staff.

available on a computer 24/7, may

rack

clients away from big banks, so it may

hich

be worth exploring the various
digital-first banking and payment

ng

options that clients might use. Many

ving

digital-first banking apps offer lower
fees, a better digital and mobile

The bet is that automated
advice, packed with financial
services, is cheaper and better
than even hybrid robo advisors.

prove popular.
Constant monitoring is something
no human could do for dozens of
clients. While the lack of human
guidance remains a drawback for such

Training new employees is shifting

offerings, a knock-on effect on clients

the

experience and even more transpar-

from a traditional apprenticeship

may result, if they expect advisors to

y in

ency than a traditional bank.

model to VR, with new hires (or

know their entire financial life portrait

advisors needing skills upgrades)

and be accessible at any time.

es.

hat’s

with

Being fluent in these options can
help an advisor stay current with other

engaging in multiple scenarios that

tech changes in the larger financial

deal with client models. This polishes

Concierge Services

services world. It is also a way RIAs

engagement skills with little risk of

Some advisors have already added

can push back against big banks that

burning an important client account.

services for their high-net-worth clients

are increasingly trying to persuade

Total Automation

advice, hoping to deepen the relation-

opening retail and affluent-wealth

The robo advisor is transforming again,

ship. They don’t just help a client

management accounts.

and the key concept in its latest

budget for a car, they find the best deal

iteration is letting the algorithm

and facilitate the purchase. Expect that

VR is Real

manage a client’s entire paycheck. The

special service to spread.

Until very recently, the case for virtual

bet is that automated advice packed

Juggling the various requests may

reality in wealth management —

with a variety of financial services —

be challenging, so a host of tools for

helping prospects visualize potential

planning, insurance, savings, tax

concierge service management are

futures — seemed a bit far-fetched.

planning, credit and debt management,

available that can be added to the

But a more grounded application of

wellness, home buying, loans and even

back end of any RIA practice.

the technology is emerging, thanks in

aspirational investing and spending —

part to experimentation at banks.

is cheaper and better than even the

dy

use

e
be

well beyond wealth management

clients who bank with them into

Political Investing

le

Whether the result of the current

eir

political climate or part of the greater

have

trend that has fed ESG investing, some

ng

young investors are not shy about
injecting political views into their
portfolios.

is

Different screens exist for moral and

tion-

ethical issues and for faith-based
investing, and at least one robo
advisor has pointedly created a screen
to avoid companies that support
President Trump. If demand exists for

eds.

such politically tuned funds and
indexes, tools are sure to follow that

w

help advisors screen for political

sting

leaning in a portfolio. FP
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Noah Kerner is CEO of Acorns, a micro-investing app attracting younger clients from big banks.
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Suleman Din is technology editor of
American Banker and Financial Planning.
Follow him on Twitter at @sulemandn.
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Planning for Retirement vs.
Planning for Quality of Life
Retirement can feel like a faroﬀ concept, and the deluge
of news — and conﬂicting
viewpoints — on the topic could
cause confusion and anxiety
around how much we should
be saving. Hartford Funds’ John
Diehl, Senior Vice President of
Strategic Markets, discusses the
three questions identiﬁed by
the MIT AgeLab that ﬁnancial
advisors can ask their clients to assess how prepared they are
to live well in retirement.
What makes retirement feel so elusive?
Starting at a young age, we’re encouraged to save
for retirement, but most people don’t know what
exactly they’re saving for or how much they should
be saving. Retirement is completely unknown until
we’re actually in it, so it’s natural to think of it in the
abstract. Compounding the already-ambiguous nature
of retirement is the media coverage — there are
countless news stories about changes to the traditional
retirement landscape, what retirement costs, and
at what age it’s ideal to retire. The overabundance
of information and the distance people feel from
retirement can make it seem intangible.
How can an advisor make the concept of retirement
more tangible for their clients?
Advisors should help their clients create a vision for their
retirement. Finding out what they want, need, and hope
for in retirement, and then developing a ﬁnancial plan
around those interests, can help clients realize why they
are making the investment in the ﬁrst place. If they have
a custom-built vision to work toward, clients may feel
more engaged and motivated to have and execute on the
retirement conversation.

What are the questions that ﬁnancial advisors should
ask clients to gauge their retirement vision?

H
th
yo

Dr. Joseph F. Coughlin, PhD, Director of the MIT AgeLab,
identiﬁed three simple questions:
1

Who will change my light bulbs?

2

How will I get an ice cream cone?

3

Who will I have lunch with?

W

What do these questions have to do with retirement?
Although these questions seem unrelated to
retirement, they are designed to enable the advisor to
uncover important factors that can help determine
their clients’ future quality of life. These questions
initiate conversations about the clients’ plans for
where to live, how to get around, and how to spend
their time in retirement, so they can be a great starting
point for advisors to ﬁnd out more about their clients
and to engage them in planning for a satisfying
retirement.
The questions also inject a bit of realism into that vision
of retirement. The media counsels us to think about
bike rides on the beach and rounds of golf, but we ﬁnd
that things that bring purpose and meaning, and our
ability to access those things, actually are what quality
of life is all about.
When should an advisor ask clients these
questions?
Advisors should incorporate these questions into the
comprehensive retirement planning conversations they
have with clients. Planning is integral to living longer
and better, and being fully prepared for retirement
means knowing what to expect from both a quantity
and quality standpoint.
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To learn more about investor psychology and how ﬁnancial advisors
can better communicate with their clients, go to hartfordfunds.com
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Human-centric investing means understanding
the behaviors, motivations and eccentricities of
your clients, not just the market.

Welcome to the Hartford Funds network of ﬁnancial relationship experts
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At
At Hartford
Hartford Funds,
Funds, we
we believe
believe in
in something
something we
we call
call human-centric
human-centric investing,
investing, an
an approach
approach that
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deeper understanding
understanding of
of
investors
investors and
and how
how emotions,
emotions, experiences,
experiences, life
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stage and
and psychology
psychology aﬀ
aﬀect
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nancial advisors.
advisors.
With
With that
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in mind,
mind, we
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Dr.
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Barbara Nusbaum
Nusbaum

Dr. Kristy Archuleta

Dr. Vicki Bogan

Tim Sanders

Gail Blanke

Clinical
Clinical Psychologist,
Psychologist,
Ph.D.,
Ph.D., expert
expert and
and speaker,
speaker,
specializing
specializing in
in the
the
intersection
intersection of
of money,
money,
psychology
psychology and
and life.
life.

Program Director of
Personal Financial Planning
at Kansas State University

Professor and Director of
the Institute for Behavioral
and Household Finance
(IBHF) at Cornell University

Author and expert on
motivation, emotional
talent and sales innovation

Celebrated motivational
speaker, renowned
personal life and executive
coach and best selling
author, whose vision
is to empower women
worldwide to lead
exceptional lives.

She
She has
has appeared
appeared as
as
an
an expert
expert for
for CBS
CBS News,
News,
Forbes,
Forbes, The
The Wall
Wall Street
Street
Journal,
Journal, Bloomberg,
Bloomberg, Money
Money
Magazine,
Magazine, Daily
Daily Worth
Worth and
and
The
The New
New York
York Times.
Times.

Dr. Archuleta’s research
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ﬁnancial therapy and
includes dyadic processes
inﬂuencing ﬁnancial and
marital satisfaction.

The mission of the IBHF is
research and education
in the areas of behavioral
ﬁnance and household
ﬁnance with the goal of
better understanding and
modeling ﬁnancial behavior.

Tim is the author of ﬁve
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York Times bestseller Love
Is the Killer App: How to Win
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ALSO IN PRACTICE: SHOULD I HIRE A CPA? P. 40

to be

pack

bigge
The bottom half consists

Be

of the late majority — those

oped

who belatedly adopt

Is the

technology, kicking and

client

screaming the whole time
— and the laggards — those
who may never implement
I consider myself somewhere between an early
adopter and the early

New Tech — Should I Try It?
You don’t want to be too early when it comes to adopting new
software — you also don’t want to be too late.
By Carolyn McClanahan

clien

M

inclu

from my experience in

softw

practicing medicine. One of

stora

my professors said, “Never

remo

prescribe a newly-released

coun

drug for at least six months.

And

Let all the other doctors kill

use a

their patients first.” This

keep

really came to pass as I saw

my w

multiple drugs go on, then

block

off the market when wider
use showed their true
limitations and side effects.

If you are too far ahead
of the game, you may
waste a lot of time,
energy and money
investing in products
that don’t pan out.

W

clien

Th

show

Howe

of ou

much

acco

us, a

majo
Most of us can place ourselves into one of

relate to software? In my 15

keep

W

successful financial advisor’s practice. With

five categories. (I’ve adapted the following

years of financial planning

and p

so many options available, however, deciding

framework from E.M. Rogers’ social science

practice, I’ve seen many

fraud

what new tools to use can be overwhelming.

theory called diffusion of innovation.)

software packages come

Ev

and go. Very few live up to

to cre

you may waste a lot of time, energy and

actively seek out new opportunities. Early

their promises. The ones that

that

money investing in products that don’t pan

adopters are a little slower to adopt but

do usually are snapped up

finan

out. Likewise, if you are too far behind, you

know they will have a leading position in

by a larger entity that

situa

may pay dearly in lost productivity and

applying the technology in their day-to-day

eventually ruins a beautiful

drivin

client satisfaction.

work if the tool is successful. The early

product. I’ve been an early

healt

majority jump on board after seeing evi-

adopter and subsequently

Th

your practice without driving yourself crazy?

dence it works for others. These three

been totally burned.

First, find out where you fall on the scale of

categories make up about 50% of the

innovator vs. laggard.

technology adoption status.

If you are too far ahead of the game,

BLOOMBERG NEWS

augm

majority. My mindset comes

How does this experience
Good technology is a must-have in any

In

make

certain technology.

The first step is finding out whether you are an innovator or a laggard when it comes to your technology.

W

persp

How can you adopt technology sensibly for

Innovators try all the latest offerings and

Other times, I bought
perfectly good software only
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to be left scrambling when those

streamlined the planning for an area of

packages were purchased and killed by

life that is generally ignored.

bigger competitors.

Investment education tools are

a good reputation.
They did not deliver, and that was a
waste of a year.
Throughout that process, we

sts

Because of these snafus, I’ve devel-

nice to have, and only partly neces-

ose

oped a strong filter for buying software.

sary for us. We use passive equities,

thought, “Why are we doing portfolio

Is the output valuable for us or our

bond funds and individual bonds for

reporting?” We tell clients the past does

clients? If not, we probably don’t need it.

clients with large fixed-income

not predict the future and that short-

positions, and we only accept clients

term numbers do not matter, yet every

who agree with our investment

quarter we send them this report that

philosophy. We don’t pay for any

means nothing to their future financial

makes us more efficient and/or

software on the equity side as the

peace. What clients need is regular

augments education that provides our

fund families we use provide a

information on how much they spend

clients with financial peace of mind.

plethora of educational materials,

and save and how much they need to

plus there is a ton of publicly-avail-

accumulate to reach their goals. Of

able information.

course, a rate of return must be

e

hose

nt

e-

What is valuable from a technology
perspective?
In a nutshell, must-have software

My list of “I can’t live without” tools

mes

includes relationship management

assumed to make those projections, but

software, electronic document

e of

storage, financial planning software,

er

remote meeting applications, ac-

ed

counting and tax planning software.

ths.

And with me being a Twitter queen, I

kill

use a program called Cold Turkey to
keep me off social media so I can get

I bought perfectly good software
only to be left scrambling when
those packages were purchased
and killed by bigger competitors.

looking backward doesn’t provide
useful information.
Two years ago, we invited a small
number of clients to dinner in order to
discuss our conundrum and get their

Our use of individual bonds creates

input. The feedback was pleasantly

saw

my work done. It helps temporarily

a higher educational requirement. Most

surprising, and we decided to quit

en

block distractions.

clients do not understand the nuts and

portfolio reporting.

er

What are tools that help us provide

ead
y

to very expensive reporting software

Our investment manager uses bond

that was driving us nuts, it was a relief

show clients how they spend money.

analysis software to show clients the

to break the chains.

However, that portal is also the bane

behavior and characteristics of their

of our existence since we spend too

bond portfolio.

The portal in eMoney is valuable to

much time and money keeping the

s

account connections fresh. This drives

nce
15

ng

e

Considering that we had graduated

perplexed by bond price fluctuations.

client education?

cts.

bolts of bond ladders and are often

We sent out notices on the cessation
of reporting and just recently officially

So, what software isn’t valuable to us?

stopped providing reports. A number of

You might notice one big piece of

clients emailed us and said, “Yay!!” Only

us, and the clients, crazy. But the

software I have not mentioned — port-

a couple clients had concerns, and we

majority of clients see the utility in

folio reporting. When I started our firm

made the transition knowing full well

keeping it up to date.

in 2004, we did portfolio reporting

that we may lose those clients, and

because it is what everyone does.

that is okay. So far, they haven’t left.

We help our clients plan for aging

Software can make for a love-hate

and put processes in place to prevent

Since I started out with zero dollars

fraud and abuse of our elderly clients.

to manage, I chose a very inexpensive,

relationship. By using the filters of

but adequate, solution at the time.

efficiency and education, you can

Eventually, I teamed up with a group

It worked well for close to a decade.

winnow down the tools you need and

to

to create my own software application

that

that helps clients plan for transitions in

Unfortunately, that software was

make better choices, plus hopefully

financial care, changes in living

purchased by a behemoth and slowly

stay sane in the process.

situations, decisions about when to quit

strangled to death.

up

ful

driving and when to get help with

rly

health care decisions.

ly

only

This tool, Whealthcare Planning, has

We then decided to go with an

Our clients want the human touch,
and by the judicious use of good

upstart that promised great service,

software, we can spend more time

and the person who headed it up had

making that happen. FP

Carolyn McClanahan, a CFP and M.D., is a Financial Planning contributing writer and director of financial planning at Life Planning Partners in
Jacksonville, Florida. Follow her on Twitter at @CarolynMcC.
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issue

share

“I’m n
relationship, you may be
prohibited from giving any tax

and y

Th

advice, even in areas where

plan

you might be knowledgeable.

cour

That leaves you with

CPA.

several choices. You can

with

become a CPA, a route that

don’t

some planners choose.

smar

(Some CPAs also add a

recom

certified financial planner

a new

designation to their profes-

like t

sional credentials.)

who

Fluent understanding
of a plan’s tax
ramifications adds
tremendous value to
a financial planning
relationship.

them

Te

prob

ques

paid.

At

partn
Alternatively, you can add
To provide better tax advice to clients, some advisors become CPAs, but there are other routes you can take, too.

Should I ... Work With a CPA?
Tax planning is part of financial planning — but pay attention to
the terms of your partnership.

one or more CPAs to your

tants

firm. That’s what Jon Ten

he w

Haagen, who owns the Ten

CPAs

Haagen Financial Group in

and

Huntington, New York, is
doing in his succession
planning.
Ten Haagen has hired two
financial professionals who
have both CPA and CFP

By Ingrid Case

designations. They work as
planners and advise on

The more successful your clients, the more

advice around taxes, and you need to know

tax-related issues now, while

they need complex tax considerations

enough to know when you’re out of your

Ten Haagen is still running

incorporated into their overall financial

depth,” he says.

the firm. When he retires,

BLOOMBERG NEWS

plans. Whether you’re timing charitable

But if you’re not a certified public accoun-

they will take over the
practice.

contributions, harvesting tax losses,

tant, you may not be comfortable giving

preventing a bump to a higher tax bracket

tax-planning advice. “It’s a skill set apart

or planning a 199A deduction for flow-

from investing,” says Charles Adi, a planner

client come in to talk about

through entities, a fluent understanding of a

at Blueprint 360 in Houston. “You don’t want

how to invest an inheritance.

plan’s tax ramifications adds tremendous

to open yourself up to the possibility that

Having someone here with a

value to a financial planning relationship.

things might go awry. You don’t want to get

deep knowledge of taxation

sued because you offered inaccurate

was really helpful,” Ten

information, and maybe you’re not making

Haagen says. Without these

sometimes planners just need to know what

much money from providing this service.”

employees, he adds, he

In fact, depending on your broker-dealer

would use a CPA for tax

they don’t know. “People will always need
40 Financial Planning December 2018
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“The other day, I had a
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As Justin Harvey, founder of Quantifi
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y tax

re

able.

issues and nothing else. “I don’t want to

nately not a common combination,”

“Keeping it in-house will make it both

share my income with them,” he says.

Kembikian says.

more profitable and easier to coordi-

“I’m not going to get in your pocket,

If clients come to Citrine with an

nate. Clients would be able to choose

and you’re not going to get in mine.”

already established CPA relationship,

to work with someone on the outside

The third option for financial

Citrine works with those accountants.

or with our person. We would also

planners in need of tax advice, of

Otherwise, they direct clients to one

choose someone who talks well with

course, is to partner with an outside

of the two accountants in whom they

clients in plain English.”

CPA. Most advisors are happy to work

have confidence.

with a client’s existing CPA. If clients

hat

r

es-

g

Because they often have stock

Not every CPA is willing to trade
advice for tax preparation work.

don’t already have an accountant,

options and delayed compensation,

Matthew Bowden, a planner at RFC

smart planners should be prepared to

Kembikian says, “our clients tend to

Financial Planners in Ann Arbor,

recommend one. “Not everyone needs

have tax issues that are more complex

Michigan, says his firm has strong

a new CPA, but when someone does, I

than those of the average person.”

relationships with perhaps three or

like to pass them to a professional

The two CPAs Citrine recommends

four outside CPAs. They’ll talk about

who I know will take good care of

charge a flat fee of $500 to $1,000 to

generalities with planners for free, but

them,” Harvey says.

prepare clients’ taxes, with additional

for specifics, he says, “they want to

fees for identifying any errors in past

get the full story and have the client

problems with this approach: the

returns. The CPAs handle their own

become their client as well before

question of how each party will get

billing and clients pay them directly.

they give advice.”

Ten Haagen points out one of the

paid. Here, too, a variety of models exist.
At San Francisco’s Citrine Capital,

Because Citrine sends them so much

When he wants to know about a

tax-preparation work, neither accoun-

plan’s tax implications, Bowden talks

partner Jirayr Kembikian works

tant bills Citrine or its clients when

to the client’s CPA, gives the advice

add

closely with two independent accoun-

planners call and ask about a proposed

that he’s allowed to give as a non-tax

r

tants in the course of his work, though

financial plan’s tax ramifications.

professional, or encourages the client

he would like to find more. “We want

In the longer term, Citrine plans to

to have a CPA look at the plan. “The

en

CPAs who are competent, proactive

hire a CPA on staff. “That will make us

CPAs we work with don’t typically give

in

and responsive, and that’s unfortu-

a one-stop shop,” Kembikian says.

away free advice,” he says.
Ruth “Robin” Delaney, a wealth

two

ho

as

hile

g

a

out

nce.

th a

tion

hese

Added value
There are a variety of methods you can use
to provide thoughtful tax planning.

manager at Concierge Financial in
Tampa, Florida, works with two
outside CPAs. Delaney and the first
CPA refer clients to each other. “I
don’t charge the CPA’s clients for my
time when they don’t become clients

1. Work with clients’ existing CPAs.

of mine, and the CPA doesn’t charge

2. Become a CPA. An increasing number of financial
professionals have both CFP and CPA designations.

implications of this or that financial

for conversations about the tax
plan,” Delaney says.
Delaney shares a broker-dealer with

3. Hire a CPA to work within your firm and let clients
chose whether to work with your CPA or an outside
accountant.

the other CPA she works with. “We have

4. Build partnerships with outside CPAs you respect,
but be clear about what you’re each bringing to the
relationship and what compensation each party will
receive.

sharing revenue, but part of the loaf is

Financial-Planning.com
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a split rep code, so any fees paid to the
broker-dealer are shared when I use the
CPA’s services,” she says. “I don’t like
better than none at all.” FP
Ingrid Case, a Financial Planning contributing
writer in Minneapolis, is a former senior editor of
Bloomberg Markets magazine. Follow her on
Twitter at @CaseIngrid.
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quan
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const

“W
that is then used to create

good

the next generation of

Avery

mutual funds and ETFs

biase

offered to their customers.

mode

“There’s an unbelievable

Fidel

of this building,” John

tions

Avery, head of artificial

unde

intelligence and advanced

thing

analytics at Fidelity

inform

Investments, told Financial

bogg

Planning at the Boston-

we’ve

based firm’s offices in

The Fidelity AI team keeps a database of 400,000 research notes and investment decisions dating back to the 1970s.

Harnessing AI for Alpha
Fidelity is now using artificial intelligence and data to improve
investment products. Will the effort boost returns?

back

maintains a database of

fintec

400,000 research notes on

analy

investment decisions dating

have

Firms are looking to
analytics to create
precise investment
vehicles that increase
their chances of
generating alpha.

says,

back to the 1970s, he says.

Finte

ADOBE STOCK

prod

smar

incre

Fidel

billio

that no one else is going to
see,” Avery adds.

analytics team is looking to

Fintech firms have long sought ways to

Data to Alpha

investment decisions over

build out the advisor tool kit, but new

“There is definitely movement toward, and

time to pinpoint investment

technologies are also shaping the invest-

real value, in being able to have scientists

biases, knowledge that could

ment products advisors ultimately recom-

look at the data sources,” says Vijay Ragha-

drive future algorithms, he

mend to their clients.

van, senior analyst at Forrester. “To find

says.
For example, confirmation

systems that uncover stock market trends to

recommendations and guide investment

bias makes analysts subject

analyzing decades of investment decisions

decisions — that’s the direction everything is

to dismissing evidence that is

to root out investor bias, firms are looking to

moving toward in fintech.”

contrary to their beliefs, says
Darby Nielson, managing

analytics to create precise investment

The data research ultimately helps

vehicles that increase their chances of

quantitative analysts understand macro

director of research at

generating alpha.

trends and market conditions, information

Fidelity. The research gives
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looking to generate value

allocation groups, the Fidelity

signals and draw insights to make better

using

“That’s where we are

catalogue all the firm’s

From natural language processing

Fid

September. His department

By working with asset

By Sean Allocca
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quantitative analysts an independent

U.S. fintech firms in the second

which can help customers find trading

view on stock selection and portfolio

quarter, up from $2.8 billion from the

information quickly and get access to

construction.

year-ago period, according to this

the latest investment products. Clients

year’s KPMG’s Pulse of Fintech study.

can send a direct message to

good decisions from the bad decisions,”

Venture capital investments soared to

@TDAmeritrade to be connected with

Avery says. “And find out what particular

over $3 billion.

the firm’s AI technology.

“We’re able to go back and study the

te

biases they’ve had in order to push

rs.

able

walls

models forward.”
In addition to the cataloguing project,
Fidelity analyzes all phone conversa-

“We haven’t found the silver
bullet yet,” says John Avery, head
of AI at Fidelity Investments.

Raghavan says. “A reliable application
where clients can punch in some basic
queries without having to pick up the
phone and call a financial advisor —

tions on their customer hotline to better
understand client needs, he says. “The

“That’s where things are heading,”

A smaller fintech is looking to natural

and don’t even have to go beyond their
Facebook app.”

things that we can find out about the

language processing to uncover alpha.

information in that data — it’s mind-

The St. Louis-based investment research

boggling,” Avery says. “That’s where

firm Prattle scans hundreds of thou-

Will Analysts Forget the Process?

we’ve been spending a lot of our time.”

sands of pieces of communication —

While AI is opening up new doors in

Fidelity is currently working on a

like earnings calls from 3,000 compa-

asset management, some experts

ment

backlog of 80 projects, many of them

nies and 15 central banks — and then

worry the technology may prevent

of

fintech startups, that look to boost

offers the proprietary data sets to fund

analysts from fully understanding the

analyst effectiveness, Avery says. “We

managers looking for a pulse on the

processes going on inside machine

haven’t found the silver bullet yet,” Avery

markets.

learning tools. In turn, this could limit

ced

cial

on

ating

says, adding that a lot of analysts are
using the same data sets as their

fast,” says Prattle CEO Evan Schnidman.

competitors. “But by improving the

e

“We’re built to ingest information
The startup attracted $3.3 million in

e

to

delity
to

reliably analyzing data sets to find the

smart analysts, then by definition, you

side, quantitative funds have been early

best outcomes.

increase alpha.”

adopters, he says.

Fintech Investors

language processing to optimize

Fidelity’s work is all part of $8.8

efficiency. The firm recently launched a

billion funding ecosystem made into

Twitter chat bot for handling queries,

“Machine learning is only a black

ation

Funding Fintechs

says

g

es

Schnidman says.
Data aggregation presents another
challenge, Raghavan says. Wrangling
sizable and costly hurdle. “The biggest

Investments rose in five of the last six quarters through June.

challenge especially for legacy institutions is getting that data normalized
and in a spot where analysts can

$10

actually draw insights,” Raghavan says.
By dovetailing the outside data sets

$8

$8.8

with internal data, Avery and others
hope to shape the next generation of

$6

investment products.

$6.8
$5.4

$4

“The saying goes, ‘He who turns over

$5.4

the most rocks wins,’ ” Avery says.

ect

at is

box if you don’t want to look inside,”

information across company silos is a

ould

e

discern if big data algorithms are

funding last year. On the brokerage

r

ent

For example, it may be difficult to

productivity and efficiency of the really

TD Ameritrade is also using natural

ays.

advisor access to some new products.

“What we’re doing is moving more
$2

rocks faster — and finding rocks with

$2.6

more opportunity.” FP
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$0

1Q 2017

2Q 2017

3Q 2017

Source: KPMG Pulse of Fintech study, 2018
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Sean Allocca is an associate editor of Financial
Planning. Follow him on Twitter at @sjallocca.
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AdvisorTech

their

comp

looki
To appeal to millennials

advis

with increasingly sophisti-

run, t

cated needs, the new office

man

is predicated on two-way

succ

video conference calls, Ryan

a tim

says. “Advisors do end up

digit

meeting clients if they’re in

tion,

town, or locals — it does

prov

happen,” he says. “But

and

clients that are in this

to ‘pu

market prefer the convenience of virtual.”

Advisors do meet clients
if they’re in town — it
does happen. But
clients in this market
prefer the convenience
of virtual.

Hyb
for a
pres
new

Pe

and e

to th

to th

Thor Aye, a senior financial advisor at Personal Capital, talks to a digital client at the firm’s office in San Francisco.

Robos are Hiring Humans
As digital advice blends with traditional human service, firms are
looking to expand into technology hubs around the country.

Personal Capital now

asset

employs 220 advisors and

coun

manages more than $7.9

The f

billion in assets for 18,000

$3.2

clients, according to its Form
ADV filed in September.
New technologies will

spree

servi

push clients toward automa-

firm n

report by Capgemini.

within the margins of technology and

“We’re looking to recruit the best people,”

like artificial intelligence
apps, could increase

customer advice, a new premium is being

says Kyle Ryan, head of advisory services at

efficiency by 45% to 55%

placed on filling advisory ranks at digital-

Personal Capital. “It’s an opportunity to go

and directly add upwards of

first firms.

into multiple markets to continue expanding

$800 billion in economic

our talent pool.”

impact within the next

Personal Capital announced it opened
new offices in Atlanta with the expressed

PERSONAL CAPITAL

Chicago, Dallas and New York.

The third-largest independent robo has

Ro

Pro
$5T

$4T

$3T

decade. The goal will

intent of bolstering its advisor base. The

eyed expansion since receiving $40 million

eventually be to find top

4,400 square foot location now houses

last August from IGM Financial, part of

talent comfortable with

financial advisors, a human resources

Montreal-based Power Corporation of

dispensing advice digitally,

department and an IT specialist, according

Canada. The funding was an extension of

says Vijay Raghavan, senior

to the firm. After establishing its first hub in

IGM’s commitment of $75 million to Personal

analyst at Forrester.

tech-savvy Denver in 2013, Personal Capital

Capital in May 2016 as part of a Series E

branched out into other hotspots including

fundraising round.

“As millennial investors
themselves get older and
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wealth management and

Automated advisory services,
As hybrid advisory platforms compete

suit.

increasingly streamline

tion, according to a 2018

By Sean Allocca
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their financial lives become more
complex, like their parents, they are
looking for advice from human

als

advisors,” Raghavan says. “In the long

ti-

run, the robo advisor and wealth

fice

management firms who will be

y

successful will be the ones that offer

Ryan

a timely, seamless handoff, from

p

digital to a person-to-person interac-

e in

tion, via phone or live chat, and

s

provide the right level of affirmation

-

ents
t

t
ce

d

9

0

and reassurance that customers need
to ‘pull the trigger.”

Hybrid robo advisors are looking
for a steady salary without the
pressure to sell product and find
new clients.

Epre eaqui dem restem accum
enissi custiis is doluptae. Fugias
in preribus molore ea sanda dit
quo dolestis evellati

“We’re looking to recruit the best people,” says Kyle Ryan, head of advisory services at Personal Capital.

Personal Capital also added trust
and estate planning specialists to cater

client assets. Betterment, which

Bloomberg. Last year, UBS an-

to the high-net-worth crowd, according

currently manages $15 billion in assets,

nounced a partnership with WeWork

to the firm. Almost half of the firm’s

launched Betterment Plus and Better-

in order to update the bank’s wealth

assets under management are ac-

ment Premium for clients that want

management offices in Weehawken,

counts with over $1 million, Ryan says.

speak directly with an advisor.

New Jersey with juice bars and

Even the wirehouses are redesign-

The firm listed 1,800 HNW clients with
$3.2 billion in assets on its Form ADV.

ing office space to attract a younger,

mediation rooms.
However, not all firms are looking to

more tech savvy workforce. Morgan

add a human touch. The second-larg-

suit. Vanguard’s Personal Advisor

Stanley built algorithms and is using

est independent robo, Wealthfront has

Services has been on a CFP hiring

machine learning to help it 15,000-

no plans of adding advisors, preferring

spree to bolster staff at call centers

plus advisor force make trade

to remain a purely digital offering. In

d

serving its hybrid advice service. The

suggestions for clients and handle

fact, the firm has its eye set on devel-

ma-

firm now has more than $100 billion in

more routine tasks, according to

oping a super robo that can directly

Form

vices,

Other industry giants are following

deposit a client’s paycheck and handle

Robos on the Rise

all of his or her financial needs on a

Projected AUM on digital platforms over the next few years
$5T

lly,

nior

rs

nd

Whether or not a robo platform can
become that sophisticated is a subject

%

s of

digital platform.

$4.60T

$4T
$4.10T

of debate among industry experts. But
there is one serious advantage for
advisors looking to make the jump to a

$3T

hybrid firm, Raghavan says.

$2T

management firms,” Raghavan says,

“Compared to traditional wealth
“hybrid robo advisors are looking for a
$1T

$0

steady salary without the pressure to

$1.56T

sell product and find new clients.” FP

Source: Industry research

Sean Allocca is an associate editor of Financial
Planning. Follow him on Twitter at @sjallocca.
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OneVoice is the annual in-person gathering
for broker-dealer home ofﬁce executives.
Education and networking sessions are
speciﬁcally designed for CEOs, senior
executives, managers and employees of
member and prospective member ﬁrms.

Register Now! www.ﬁnancialservices.org/onevoice
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Client
ALSO IN CLIENT: IS 50 THE NEW 100? P. 51

insurance payments he or
she contributed to a Roth
IRA, those distributions will
be tax free, even if the
distribution from the Roth
IRA is otherwise not a
qualified distribution.
Your clients may also want
to consider allocating their
military death benefits to a
few different uses. Some of
the funds can go to a Roth,
some to Coverdell account
and some can be held out for
immediate needs. That said,
the total amount contributed
to a Roth and a Coverdell
account cannot exceed the
total amount of the benefits
received. Funds are considered contributed to the
Coverdell account first and

Potential benefactors of complex IRA regulations include military families and children receiving an inheritance.

the Roth IRA second. Any

5 Quirky IRA Rules

excess amounts contributed
would have to be withdrawn
from the Roth IRA first.

Here are a few ways to help your client take the most advantage
of their retirement plan (or the one they inherited).
By Ed Slott

When it comes to IRAs, the tax rules get

funds to a Roth IRA or a Coverdell Education

pretty complicated to say the least.

Savings Account. This provision applies to

Understanding tax rule
anomalies for IRAs
can come in handy.
You might be able to
save your clients some
serious money.

beneficiaries of all military personnel — not

a Servicemembers’ Group

financial planners should know. Understand-

just active military. Importantly, the Roth

Life Insurance beneficiary

ing these anomalies could come in handy,

contribution can be made without regard to

distribution of $250,000. She

helping you save clients some serious money.

the annual contribution or income limits that

immediately contributes

apply to those accounts. The contribution

$50,000 to a Coverdell

must be done by the end of the year follow-

Education Savings Account

uted to a Roth IRA: Help families of veterans

ing the receipt of the death benefit. For

for her son. The most the

with this one because it can make a big

instance, if the beneficiary’s spouse passed

client could now contribute

difference in their taxes.

away this year, they would have until the end

to a Roth IRA is the remain-

of 2019 to make the contribution.

ing balance of $200,000. If

Here are five unusual quirks that all

1. Military death benefits can be contrib-

ADOBE STOCK

Example: A client receives

The tax code allows a beneficiary of
military death gratuities and Servicemembers’ Group Life Insurance to contribute those
Financial-Planning.com
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If your client later decides to withdraw any
part of the military death benefits or life

the beneficiary receives
more than one benefit, he or
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Client
If the once-per-year rule is violated,

she has one year from the date of

inherited Roth IRA, nor can it be trans-

addition, the inherited Roth is subject

who can stretch the inherited Roth over

owner can only do one IRA-to-IRA or

receipt of each benefit to make a

ferred to an inherited traditional IRA.

to ongoing RMDs, although they will

a longer period. If he converts his

Roth IRA-to-Roth-IRA rollover within

the distribution cannot be rolled over

likely be tax free.

inherited plan funds to an inherited

365 days (not a calendar year). IRAs

and all of the pre-tax IRA funds

Roth IRA, then that inherited Roth IRA

and Roth IRAs are aggregated for this

become taxable. There is no way to

401(k) and is considering converting

is subject to RMDs beginning in the

rule. For example, if you do a rollover

correct this because the IRS does not

those 401(k)s funds to an inherited Roth,

year after death. This would erode the

from one IRA to another IRA, then you

have the authority to do so.

first see if the client has his own IRA or

inherited Roth more quickly. Even

cannot do another IRA rollover from

plan funds that can be converted. Either

though he can convert the inherited

any other IRA or Roth IRA for one year.

after death when a spouse inherits

contribution to the Roth IRA or the
Coverdell.
2. Inherited IRAs cannot be con-

A beneficiary who converts their
own IRA to a Roth IRA, rather
than an inherited plan fund, will
not pay lifetime RMDs.

verted, but inherited plan funds can:

Planning tip: If your client inherits a

This can have serious consequences

An inherited IRA cannot be converted

In addition, for the inherited plan

to an inherited Roth IRA. That said, an

funds to qualify to be converted to an

conversion (the inherited plan funds or

funds, he should use the money

These are the so-called “60-day

more than one IRA and wants to do

inherited company plan (excluding a

inherited Roth IRA, or be transferred to

his own retirement accounts) will be

available to convert any of his own

rollovers” where the funds are received

spousal rollovers for each inherited

SEP or SIMPLE IRA) can be converted

an inherited traditional IRA, the

taxable, but if there are limited funds to

IRAs to a Roth first, and keep that Roth

by the IRA owner as opposed to a

IRA. The IRS ruled, in private letter

to an inherited Roth IRA as long as the

account must be properly titled and

pay the conversion tax, first have the

free of RMDs for life.

direct transfer (which is not subject to

ruling 201707001, that the once-per-

beneficiary is designated — meaning

directly rolled over to an inherited

beneficiary convert his own IRA to a

either the once-per-year rule or the

year IRA rollover rule applies to

the beneficiary is an individual or

traditional or Roth IRA. The designated

Roth, rather than the inherited plan

60-day rule).

spousal rollovers.

qualifying trust named on the company

beneficiary should also take the first

funds. Why? If he converts his own IRA to

retirement plan beneficiary form.

required minimum distribution by the

a Roth IRA, then this is his own Roth IRA

end of the year after death to ensure

and will not be subject to lifetime RMDs.

If no beneficiary is named on the
401(k) form, and, say, the deceased
employee’s son inherits the 401(k)

the ability to stretch distributions.
If the beneficiary chooses to convert

You usually can’t make
contributions to the IRA of
someone who has passed away
— but there are exceptions.

Of course, the direct transfer (a

The inheriting spouse can only do

trustee-to-trustee transfer) is the

one IRA-to-IRA 60-day rollover within a

recommended way to move IRA funds

year. If that surviving spouse inherits,

to avoid these problems, but many

say, a Roth IRA and a traditional IRA

that Roth IRA to a spouse who can roll

applies to spousal rollovers: This one can

clients still do the 60-day rollovers, and

and does spousal rollovers for both

In addition, after death he can leave

3. Once-per-year IRA rollover rule

through the estate, then there is no

the plan funds to an inherited Roth IRA,

it over to her own Roth and continue

easily catch surviving spouses off guard

especially spouses who inherit, because

within a year, only the first of those

designated beneficiary. In that case, the

the amount converted will be taxable

avoiding lifetime RMDs, or he can leave

and end up negating a spousal rollover.

that is what they are usually advised

rollovers will be valid. The other one will

401(k) cannot be converted to an

the same as any Roth conversion. In

it to some other designated beneficiary

to do.

result in a distribution with no chance

Under the once-per-year rule, an IRA

Seeing new possibilities for the first time. As an RIA or fee-based advisor, you’re
always on the lookout for ways to position your clients for success, and we share your
commitment. Drawing on our legacy as Jefferson National, we help you solve for tomorrow
by re-imagining retirement investing. At the heart of who we are is a determination to
develop innovative financial products that are simple and transparent for the way you do
business. Welcome to a world of new possibilities.

Nationwide Advisory Solutions

LEARN MORE: nationwideadvisory.com

| 1-866-667-0564

Nationwide, the Nationwide N and Eagle and Nationwide is on your side are service marks of Nationwide Mutual Insurance Company. © 2018 Nationwide
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Client
of being rolled over in the future. The

The Tax Court decided against

the funds himself, he would have owed

funds will no longer be IRA funds. This is

Nasuti and stated that the 10% penalty

an easy trap to fall into when a client

applies to the amount of the early

dies with several IRAs and the spouse is

distribution that is required to be added

Pritchard et ux. v. Commissioner; No.

the beneficiary of each of them. Avoid

to his gross income and is completely

9025-15L; No. 9026-15L; T.C. Memo.

this problem by only doing spousal

independent of any other income tax

2017-136, July 10, 2017) the taxpayers

rollovers as direct transfers for each IRA

that is due or not due.

owed money to the IRS. The Pritchards

inherited by the spouse.

The 10% penalty is an additional tax.

the penalty.
In a recent tax court case (David D.

voluntarily withdrew from the IRA to

It is related only to the amount of the

pay the IRS, rather than wait for the IRS

early distribution. It is calculated

to take the funds. They lost their case

even when there is no income: Early

separately and added to any income

and had to pay the 10% penalty.

IRA or plan withdrawals can be subject

tax due, even if no other income tax is

to a 10% penalty if no exceptions apply.

due or if a client had negative income.

4. Early withdrawal penalties apply

Some clients who need the funds have

Another quirk to the 10% penalty:

5. IRA contributions for deceased
IRA owners: This scenario is a com-

low or even no income and think that

One of the lesser-known exceptions to

mon one that comes up each year at

the 10% penalty won’t apply. But as

the 10% penalty is for an IRS levy. If the

tax time. A client has earned income

Matthew Nasuti found out in tax court,

IRS levies a client’s IRA or plan funds,

this year, so he qualifies to make an

that is not the case, (Matthew James

there is no 10% penalty — but only if

IRA or Roth IRA contribution, which

Nasuti v. Commissioner, U.S. Tax Court, No.

the IRS takes the funds. The exception

can be made up to April 15 of next

2560-11, July 18, 2012).

does not apply if the client voluntarily

year. But then he dies before making

withdraws retirement funds and uses

the contribution.

Matthew Nasuti was terminated from
his job in 2008. While he was unemployed, he took a $19,030 early distribu-

those funds to pay the IRS.
Years ago, we had a client who owed

He had the qualifying income, so can
the IRA contribution still be made on

tion from his IRA and used the money to

a large amount to the IRS and had no

help pay his living expenses. He did not,

other funds to pay the tax other than

however, report the 10% early distribu-

his IRA. We advised him not to with-

cannot contribute to an IRA for a

tion penalty. Among other reasons, he

draw from his IRA but instead to let the

deceased person (private letter ruling

argued that because his adjusted gross

IRS levy his IRA and take the funds from

8439066). The reasoning behind that

income was negative for 2008, the IRS

there. That move saved the client more

position is the IRS believed dead

was prevented from assessing the 10%

than $50,000 using the levy exception

people don’t need to fund accounts

penalty. That is not so.

to the 10% penalty. If he had withdrawn

for their retirement. (You can’t argue

his behalf, after death? The IRS says no.
The IRS ruled years ago that you

with that logic!) However, the same is
not true for SEP and SIMPLE IRAs.
These can still be funded after the
client has died, assuming they are
otherwise eligible.
It’s just something to know, in case a
client (or their accountant) asks about
this issue at tax time. FP

CEQUIZ
ADOBE STOCK

GO TO FINPLANCEQUIZ.COM
TO TAKE THE CE QUIZ ONLINE

A beneficiary who inherits a company 401(k) plan will be able to convert it to a Roth IRA.

Ed Slott, a CPA in Rockville Centre, New York,
is a Financial Planning contributing writer
and an IRA distribution expert, professional
speaker and author of several books on IRAs.
Follow him on Twitter at @theslottreport.
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Client
question of how many clients
are needed to ensure
financial success.
The truth is that serving
100 real clients in an
ongoing planning relationship takes time. Different
advisors serve clients in
different ways. Some may
focus on interacting via
email and video chat, while
others may follow a regular
routine of meeting in person
with clients two to four times
per year.

No human being can
mentally manage more
than 150 interpersonal
relationships, yet
advisors pursue a roster
of 100 active clients.
An advisor may reason-

An advisor with 100 clients most likely spends 1,200 hours with them a year — about 60% of their billable time.

ably expect to spend 12

50 Clients is the New 100

hours annually working with
each client to provide
ongoing advice. This might

Advisors can prune their practices to focus on the most
profitable individuals — but it takes more than just time.

be delivered in four two-hour
meetings throughout the
year, plus one hour per
quarter of intra-meeting

By Michael Kitces

work behind the scenes. For
a more frequent, higher-

Does an ideal number of clients exist? Some

serve in an ongoing advice relationship that

mean one hour per month of

others several hundred. Is there a golden

lasts years, if not decades. How, then, should

ongoing email communica-

middle ground?

an advisor go about building a steady roster

tion and check-in meetings.

of real, active clients that can help ensure

Ultimately, firms might even

financial success?

craft a client service

Before unpacking this freighted question,
it’s good to remember an advisor’s historical
role, which primarily was that of a salesper-

ADOBE STOCK

touch service model it could

We now think of clients as people we

advisors may service a few dozen individuals,

A growing body of research suggests that

calendar that includes a

son for investment or insurance products.

no human being can mentally manage more

combination of client

Advice — when it was there to give — was

than about 150 total interpersonal relation-

meetings, calls and educa-

incidental to selling brokerage services.

ships. Since most of us reserve a few dozen

tional events to specify the

Consequently, the advisor-client relationship

of those slots for our friends and family, it’s

scope of advice services

was more akin to that of vendors and

not clear that any professional could

throughout the year.

customers, where business was transacted,

manage a 100-plus roster of real, active

and little else.

clients. And yet it’s a common answer to the

Financial-Planning.com
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Working 12 hours per year
with 100 clients would add
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Client
up to 1,200 hours, which is certainly

dent RIA model that can be run in a

$180,000. The “just” is justified, given

insur

manageable. Someone who works 40

relatively lean manner as a solo

we operate in a world where there are

insur

hours per week all year, and takes off

advisor, as contrasted with advisors on

nearly 30 million households that are

long-

two weeks for vacation, works about

an independent broker-dealer platform,

classified as mass affluent, with a

it’s d

2,000 hours. That means 1,200 hours of

where many only receive 80% to 90%

liquid net worth between $100,000

the a

client-facing time represents only 60%

payouts on their gross revenue, with

and $1 million. For these clients the

in the

of the advisor’s billable time, leaving

some wirehouse or employee-broker-

advisor provides ongoing planning

ment

800 hours — or roughly three hours per

dealer platforms offering payouts as

services along with investment

supp

working day, or about two days per

low as 40% to 50%.)

management — though ostensibly the

gene

investment management function may

$1,80

be outsourced to a TAMP, given a solo

advis

advisor’s limited capacity to do

time

week — available for all the other

Clients who pay more often
expect more service. That means
you may need some additional
staff support.

activities involved in running the
business. That may be compliance
obligations, marketing or any behindthe-scenes support work for clients.

hands-on investment management.
And in fact, industry benchmarking
data shows solo advisor firms are

At a billable rate of $150/hour, those
1,200 hours of client-facing time add up

On $180,000 of gross revenue, being

to $180,000 of annual gross revenue for

able to net upward of 80% would result

serving this mass affluent clientele with

the advisor, even though he/she is only

in advisor compensation of more than

an AUM-centric business model — and

nominally paid for 60% of his/her

$150,000 per year, or about three times

can do so very successfully.

working hours.

the U.S. median household income.

already focused predominantly on

Craf
a ma
rewa
time

On

Another option entails charging the

reven

client an ongoing retainer fee, either

may

Business Models

for an outright amount of $1,800 per

broke

advisor takes home, but prior industry

Notably, while it may take just 12 hours

year or broken is down further as a

of th

benchmarking studies have noted that

per client at $150/hour to generate a

monthly retainer model for $150/

the most successful, technology-lever-

net take-home pay of $150,000 per

month, which over 12 months equals

Batt

aged solo advisors take home as much

year, that doesn’t necessarily mean

$1,800/year. The virtue of the monthly

In the

as $0.87 for every $1 of gross revenue,

that charging $150/hour is the most

retainer model is that it further opens

chall

which is increasingly feasible given the

effective way to generate revenue.

a range of prospective clientele who

100 c

Of course, gross revenue is not
necessarily a net amount that the

availability of technology tools and

might not have the available assets to

A popular billing alternative is

It’

flexible virtual assistants for adminis-

simply the AUM model. At a typical 1%

pay an ongoing 1% AUM fee, but who

ramp

trative support.

AUM fee, this would necessitate

have enough income to pay the

acqu

average investment assets of just

advisor directly from their cash flow.

takes

These prospective clients may be

that’

younger professionals such as physi-

the a

cians and lawyers, with healthy

time,

incomes but also significant debt and/

per m

or limited savings.

still t

(The above presumes an indepen-

Income Growth While Accumulating
100 clients
High income practice

$200,000
$180,000
$160,000
$140,000
$120,000
$100,000
$80,000
$60,000
$40,000
$20,000
$0
-$20,000

Of course, an ongoing planning

first y

relationship can also mean clients will

estab

need assistance implementing various

six to

services products over time — not on a
Income gap years
Livable wage zone

to rea

as-needed basis as their lives change.

livab

Accordingly, many advisors adopt a

0

1

2

3
Years

Revenue

Source: Michael Kitces

Net income

4

5

6

of se

hybrid model of charging AUM or

year

retainer fees while also generating

cumu

some level of commissions from the
implementation of either select
investment products or appropriate
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en
are

are

insurance products — e.g., term life

net take-home pay that could be as

clients who pay significantly more often

insurance, disability insurance or

high as $150,000.

expect more service, meaning the firm

long-term care insurance. Presuming

For someone managing just half

may need at least some additional
staff support.

it’s done in a manner that still meets

those clients, that’s still potentially

0

the advisor’s fiduciary obligation to act

$90,000 of revenue and $60,000 to

e

in their clients’ best interests, imple-

$75,000 of take-home pay, depending

levels there’s still ample room to hire

g

menting product solutions can further

on the extent to which expenses scale

staff and have more take-home pay.

support an advisor’s revenue to

upward, as some advisory firm costs

This profitability potential is among

generate the targeted $150/hour or

are still fixed overhead. That’s a livable

the primary reasons advisors who

may

$1,800/year client. That way, the

wage in most parts of the country and

begin with a broad base ultimately

solo

advisor is compensated for what their

a very healthy one in many areas.

raise their minimums.

y the

time is worth.

t.

ing

with

Crafting a client roster remains
a marathon, not a sprint, but the
rewards — both in dollars and
time saved — are substantial.

Still though, a new advisor may

Nonetheless, at higher revenue

In other words, the 50-client

face an income gap of three to four

pathway is open to advisors who set

years before reaching those compen-

a target for the value of their time as

sation levels, which means it’s

well as the amount of revenue per

important to have a plan to fill that

client necessary to compensate them.

gap during the ramp-up.

It’s then incumbent on the advisor to
focus on lifting revenue by adding

and
On the other hand, the advisor’s

Raising Revenue

new clients that increase the average,

the

revenue for product implementation

Obviously, the more clients pay for

and rotate out the smallest clients.

er

may be substantially reduced by a

services, the fewer years it takes to

Stated more simply, if the advisor is

per

broker-dealer or general agent’s slice

reach any given target level of income.

focused on building a practice around

a

of the underlying commissions.

Viewed another way, it may not even

50 great clients, it’s necessary to

be necessary to try to reach 100

actively manage which clients get

als

Batting for 100

clients.

those slots.
In some cases, advisors may try to

thly

In the end, perhaps the biggest

ens

challenge is figuring out how to secure

twice as much as in the earlier exam-

jump-start the process by buying an

ho

100 clients.

ples — say, $3,600 per year, or $300/

existing advisory firm or at least a book

month, in some combination of AUM

of clients, though this requires either

ramp-up. For new advisors who

and retainer fees as well as implemen-

significantly more startup capital or the

acquire one new client every month, it

tation commissions — it only takes 50

willingness to take on significant debt

takes eight years to get to 100 — and

clients to reach the same revenue. An

to finance the transaction. Plus, if you

that’s presuming no client turnover. If

advisor working with retirees rolling

have that much capital available, it

the advisor builds momentum over

over $500,000+ portfolios only needs

may be more desirable to simply use it

time, perhaps netting two new clients

36 clients to reach the same level,

to cover personal living expenses while

per month after the first two years, it

presuming a 1% AUM fee. If the advisor

growing the client base directly.

still takes about five years. If in the

can secure millionaire clients, it only

first year or two the advisor is still

takes 18.

ts to

who

w.

si-

and/

It’s likely to be a relatively slow

will

establishing their niche, it could take

ous

six to seven years.

on a

Fortunately, the advisor doesn’t have

For instance, if clients are paying

Viewed another way, growing to 50

The fact that you need just 50 great
clients can be incredibly freeing. It
means there’s virtually no client niche

great clients now has an upside of

that’s too narrow. And while the path to

$300,000 of gross revenue. Of course,

50 is not necessarily capital-intensive, it

n

to reach a full client base to make a

securing bigger clients can be more

is a very slow build. Understand that

ge.

livable wage. As noted earlier, a target

difficult, as there’s greater competition,

crafting your client roster remains a

pt a

of serving 100 clients with 12 hours per

more complexity and it likely requires

marathon, not a sprint, but the rewards

year of service at $150/hour leads to

more time to establish trust and

— both in dollars and time saved —

cumulative revenue of $180,000 and

credibility. It’s also worth noting that

can be substantial. FP

e

e

Michael Kitces, CFP, a Financial Planning contributing writer, is a partner and director of wealth management at Pinnacle Advisory Group
in Columbia, Maryland; co-founder of the XY Planning Network; and publisher of the planning blog Nerd’s Eye View. Follow him on Twitter
at @MichaelKitces.
Financial-Planning.com
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Tech Integration Drives Competitive Edge
for RIAs and Fee-Based Advisors

and

usin

Ama

conv

we k

solu
holistic planning is one of the top three
factors for choosing their advisor, tech
integration is key—helping advisors
move beyond the basics of asset
allocation and portfolio management,
to offer more comprehensive solutions

Solu

expe

agg

planning.

Nati

don

boo

For over a decade, Nationwide Advisory

und

Solutions has been working side by

RIAs

side on the front lines with RIAs and

It ha

fee-based advisors, providing the

prop

innovative solutions to help them build

seam

their practice by helping their clients

top

build more wealth. Starting as Jefferson

syst

National, they built a company from the

data

ground up to meet the unique needs of

mor

RIAs and fee-based advisors, created

adv

driven by the power of consumer demand, the push of regulatory

a new category of products to fit their

reform and the rapidly expanding digital economy. As innovation

fiduciary standard, and continued to
lead the way in an industry ripe for

And

outp

disruption.

the

technology needs. Now backed by the superior rating and financial

They launched Monument Advisor, the

Acc

strength of their new Fortune-100 parent, how does Nationwide

industry’s first Investment-Only Variable

Solu

Advisory Solutions give RIAs and fee-based advisors the tech

Annuity (IOVA) with a flat fee of $20 a

adv

integration they demand—to ensure they can gain a competitive edge?

month1—no matter how much a client

mor

invests, no matter how much their

Sati

investment grows. This innovative IOVA

no o

has been winner of Barron’s Top 50 VAs

it ta

for six consecutive years. They recently

inte

understands the way you work and can keep pace with your evolving

The Race is On

race is on—and technology allows the

Year over year, RIAs and fee-based
advisors say that technology is
among the top drivers for enhancing
profitability. Leading research such as
Nationwide Advisory Solutions’ annual
Advisor Authority study of more than
1,700 RIAs, fee-based advisors and
individual investors shows that the
most successful advisors use more
technology—and invest nearly twice as
much in technology—to achieve greater
scale and gain a competitive edge. The

most successful RIAs and fee-based

1

Haw

Put
Adv

Integration Without Aggravation

continues to surge at an unprecedented rate, you need a partner who

clien

investing, income planning and legacy

for risk management, tax-advantaged

CHANGE IS A CONSTANT for RIAs and fee-based advisors,

adv

advisors to stay one step ahead.
Today’s tech-enabled advisor is likely
to earn more and manage more
AUM. And for these top performers,

lead

launched Nationwide Advisory Income,
the industry’s first single premium
immediate annuity (SPIA) designed
expressly for RIAs, fee-based advisors
and the clients they serve.

focu

plan

capa

clien

technology goes beyond cost-savings

And to truly fit the way that RIAs

thei

and operational efficiencies. They

and fee-based advisors work,

dire

use it to transform every aspect of

Nationwide Advisory Solutions makes

From

the client experience, driving greater

comprehensive tech integration

low-

client retention and attracting new

capabilities a top priority, ensuring

toda

clients. And with investors saying that

its innovative IOVA, SPIA and other

inco

Nationwide Advisory Solutions’ Monument Advisor has a $20 monthly flat insurance fee. Additional low-cost fund platform fees ranging from .10% - .35% will be assessed for investors
wishing to purchase shares of low-cost funds. See the prospectus for details.
Variable annuities are subject to market fluctuation and risk. Principal value and investment returns will fluctuate and you may have a gain or loss when money is withdrawn.
Variable annuities are long-term investments to help you meet retirement and other long-range goals. Immediate annuities are contracts purchased from a life insurance company. They
are designed for long-term retirement goals. Withdrawals of tax-deferred accumulations are subject to ordinary income tax. Withdrawals made prior to age 59½ may incur a 10% IRS tax
penalty.
All guarantees and protections are subject to the claims paying ability of the issuing company.
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Sponsor Content from Nationwide Advisory Solutions
investing solutions can be directly

lasting legacy for future generation

paperwork, eliminate administrative

embedded into advisors’ work stations

of their families and favorite charities,

burdens and provide a licensed

and onto the platforms they’re already

this integrated view within a single

insurance agent service to advisors

using. “In a world where Netflix and

advisor work station helps them meet

who need it, all free of charge. This

Amazon have raised the bar for ease,

clients’ needs across every stage of the

combination of high tech with human

convenience, choice and greater value,

financial life cycle.

touch, supports RIAs and fee-based

we know the importance of creating
solutions that today’s tech-savvy

ee

ch

advisors demand—and their tech-savvy
clients have come to expect,” said Craig

ns

d

cy

management and trading platform,
providing capabilities for everything

advisors so they can make the decisions
that are right for their clients—and right
for their practice.

Hawley, Head of Nationwide Advisory
Solutions. “To ensure an exceptional

t,

And with its highly rated account

experience, it takes integration without
aggravation.”

Putting RIAs and Fee-Based
Advisors First

This combination of high tech with human touch, supports
RIAs and fee-based advisors so they can make the decisions
that are right for their clients—and right for their practice.

Nationwide Advisory Solutions has

ion

ory

done the research—and has the
boots on the ground experience—to
understand the level of tech integration
RIAs and fee-based advisors need.
It has made the investment in
proprietary technology that integrates

ld

seamlessly with the vast majority of
top custodians, portfolio management

son

systems, aggregation platforms and

the

data services that are already in use by

of

more than 98% of RIAs and fee-based

d

advisors.

ir

from custom model portfolios to
efficient mass transactions, RIAs and
fee-based advisors can scale their

At a time when competition is

practice while still providing customized

accelerating, and fee-compression is

service for a growing number of clients.

forcing more specialization, Nationwide

Underlying it all is an award-winning

Advisory Solutions is committed to

analytics-driven advisor experience.

providing the total package for RIAs

Every aspect has been designed to

and fee-based advisors. This includes

serve independent advisors the way
they want to be served—using the
channels they want to use. “It’s not
just about ease and convenience,” said

And Nationwide Advisory Solutions

Hawley, “it’s also one more way we can

outpaces the competition by “building

keep costs low and pass greater value

the pipes” for direct data feeds from

back to the advisor and their client.”

leading platforms such as By-All-

On Your Side

a full range of fee-based solutions that
are built from the ground up to align
with their fiduciary standard, fit the way
they work and meet their clients’ needs
across every stage of the financial
life cycle. All with the superior rating
and financial strength of their new

he

Accounts, DST, Pershing Advisor

High Tech and Human Touch

able

Solutions and many others. “With

At a time where advisors and clients

advisor satisfaction scores at 97%—and

alike expect instant online access for

Nationwide Advisory Solutions knows

more than 8 in 10 saying they are ‘Very

almost everything, studies show that

that putting RIAs and fee-based

Satisfied’—our advisors tell us that

one-on-one relationships still wins.

advisors first is at the core of its own

VA

no other annuity has done the work

That’s why Nationwide Advisory

success. “We sit on the same side of

VAs

it takes to offer this level of seamless

Solutions’ has trained a dedicated team

the table of as RIAs and fee-based

integration capabilities,” added Hawley.

of in-house experts to help RIAs and

advisors, so that they can sit on the

fee-based advisors understand how to

same side of the table as their clients,”

incorporate fee-based products and

Hawley concluded. Starting out as the

a

t

tly

me,

rs

s

y
ax

As more RIAs and fee-based advisors
focus on comprehensive holistic
planning, these enhanced integration
capabilities are essential to manage a

solutions as part of a holistic approach
to financial planning.

Fortune-100 parent.

company that was first in its industry to
partner on the front lines with RIAs and
fee-based advisors, there is no doubt

client’s flat-fee IOVA side-by-side with

This team of highly trained experts can

their other assets—tax-deferred vehicles

helps advisors gain greater perspective,

Nationwide Advisory Solutions will

directly alongside taxable accounts.

looking broadly at the needs of each

continue to be on your side, helping you

From maximizing accumulation with

client they serve, providing everything

create your own unique competitive

low-cost tax-deferral, to meeting

from client-approved analysis and

advantage so that you can build your

today’s urgent need for guaranteed

individual reports, to a concierge

practice by helping your clients build

income in retirement, to providing a

service that can complete all the

more wealth. ■

Nationwide Advisory Income is issued by Nationwide Life Insurance Company, Columbus, Ohio.
Monument Advisor is issued in all states, except NY, by Jefferson National Life Insurance Company (Louisville, KY). In New York, Monument Advisor is issued by Jefferson National Life
Insurance Company of New York (New York, NY). The general distributor is Jefferson National Securities Corporation, FINRA member. Policy Series JNL-2300-1, JNL2300-2, JNL-2300-3,
JNL-2300-1-NY, JNL-2300-2-NY. All companies are affiliates of Nationwide Life Insurance Company.
Nationwide, Nationwide is on your side, the Nationwide N and Eagle are service marks of Nationwide Mutual Insurance Company. © 2018
Jefferson National Life Insurance Company | Jefferson National Life Insurance Company of New York
ASM-0612AO (11/18)
10350 Ormsby Park Place | Louisville, Kentucky 40223 | 866-667-0564
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extend required minimum
distributions over his or her
lifetime, known as the
stretch IRA. This can keep
that inherited IRA growing
for decades.
However, the stretch IRA
does not protect those funds
from being squandered. It
only allows the beneficiary to
extend RMDs over the
longest possible time frame.
The beneficiary can
always withdraw more and
empty the account when
they wish, just like many
lottery winners.

The odds of winning an actual lottery are very low. But smaller windfalls, such as inherited IRAs, need preparation too.

Winning the IRA Lottery
Help clients who inherit money. Otherwise, a few small, early
mistakes can cause them to lose out in a big way.

It’s important to have a
contingent beneficiary
named in case a
beneficiary dies before
the IRA owner and the
form wasn’t updated.
If the IRA is large, or the
beneficiaries isn’t equipped
to handle a large inheritance
whether due to age, incapacity, lawsuits or a history
of financial problems, your

By Ed Slott

client may wish to name a
trust as the IRA beneficiary.

A couple of months ago, three people in New
York, Iowa and South Carolina won hundreds
of millions of dollars in the Mega Millions

than those they may inherit from a spouse.
Here are some ways you can help them
protect that IRA now and keep it growing.

make sure that large
distributions are not withdrawn unwisely. It should be

and Powerball lotteries. If this lucky group
includes one of your clients, you don’t need

Proactive Lifetime Measures

flexible enough, though, to

to read this for them. The rest of you, pay

First things first: Check the beneficiary form.

allow the beneficiary to

attention.

Advisors can help make sure the right ben-

withdraw funds in addition

eficiary is named. It’s also important to have

to the annual RMDs, for

extraordinarily low, there are many smaller

a contingent beneficiary named to allow

items like health, education

but more likely jackpots you can help your

more post-death flexibility or if the benefi-

or financial emergencies. A

clients plan for and protect, such as when

ciary pre-deceases the IRA owner and the

reliable and competent

they inherit an IRA or Roth IRA.

beneficiary form was not updated.

trustee should be named to

While the odds of winning these prizes are

BLOOMBERG NEWS

The trust can be used to

In particular, I’m referring to IRAs children
inherit after both parents have died, rather

Naming an individual on the IRA beneficiary form can allow the beneficiary to

make your sure your client’s
wishes are followed and that

56 Financial Planning December 2018
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the IRA is protected over the lifetime of

IRA until a properly-titled inherited IRA

bank, broker or financial advisor, or to

the beneficiary.

is set up.

you. If the funds are withdrawn as

The U.S. Supreme Court has ruled

The IRA should be titled as an

opposed to a direct transfer, they

that inherited IRAs are not creditor

inherited IRA. Before any funds are

become subject to taxation and cannot

protected in bankruptcy (Clark v.

moved, the account should be re-titled

be rolled over. This is another mistake

Rameker, 2014). Let your clients know

keeping the name of the deceased IRA

that cannot be corrected.

this in case they are worried about their

owner on the account and adding the

beneficiaries being vulnerable to

beneficiary’s name to the title.

financial woes.

An example of a properly-titled

Take correct RMDs: The 50%
penalty for not taking RMDs also
applies to inherited IRAs. Help IRA

inherited IRA is: “John Smith IRA,

beneficiaries calculate the correct

may likely be a one-time event and the

deceased 11-5-18, f/b/o John Smith, Jr.,

RMD. If they are a designated benefi-

funds need to be similarly protected.

beneficiary.”

ciary, meaning the beneficiary is an

Like lottery winnings, this inheritance

individual or a qualifying trust, they can

Naming a trust in this case will provide

Correct titling must also be done

more protection than having a benefi-

when a trust is the IRA beneficiary. In

use the stretch IRA. Use the IRS Single

ciary inherit directly.

that case the account can be titled as:

Life Table. Use the age of the benefi-

“John Smith IRA, deceased 11-5-18, f/b/o

ciary in the year after death when

ately after death, mainly to unintended

Adam Taylor, Trustee of The John Smith

RMDs will begin.

taxation. Here are five rules to follow to

Trust, beneficiary.”

Many inherited IRAs are lost immedi-

avoid this.

In addition, if the decedent died

If there are multiple beneficiaries,

before taking any year-of-death RMD,

then each beneficiary’s share must be

the beneficiary must take that RMD. If

this first stage. The biggest mistakes

set up as a separate inherited IRA. The

it is missed, it is the beneficiary who will

happen here. Sometimes inheritors

split must be done as a direct transfer,

be hit with the 50% penalty.

can’t wait to get some of that money

and the split must be done by the end

and they access the funds too quickly,

of the year after death to allow each

subject to RMDs, even though Roth

exposing the entire IRA to immediate

beneficiary to do a stretch IRA based

IRAs are exempt from lifetime RMDs.

taxation.

on their own life expectancy.

The beneficiary must take RMDs the

Touch nothing: Advice is critical at

Advisors need to educate clients and

No contributions: Let IRA beneficia-

If the inherited IRA is a Roth IRA it is

same as for an inherited traditional

inform beneficiaries that withdrawing

ries know that this is an inherited IRA,

IRA. The RMD from the inherited Roth

inherited IRA funds cannot be undone.

not their own IRA. They cannot make

will generally be tax free but it still must

Once inherited IRA funds are with-

contributions to this account. If they do,

be taken. If it is not, it will be subject to

drawn by a non-spouse beneficiary (a

they are deemed to have treated the

the 50% penalty even if the RMD would

child, grandchild, friend or anyone

account as their own and the entire

have been tax free.

other than a spouse) those funds are

account balance becomes subject to

subject to taxation and they cannot be

taxation and must be emptied. An

leaving an IRA to the next generation,

rolled over. A non-spouse beneficiary

inherited Roth IRA may not be taxable,

or your client has just won the IRA

cannot do a rollover so the mistake

but the inherited Roth IRA is also

lottery by inheriting a significant IRA,

cannot be undone.

deemed withdrawn and the funds are

use these proactive steps to protect

no longer inherited Roth funds, if

those funds and make them last. This is

contributions are made to the account.

a valuable service that is often

We had a beneficiary years ago who
withdrew around $600,000 from his
father’s IRA before an inherited IRA was

Move inherited funds correctly:

set up, and immediately lost more than

Inherited IRA funds can only be moved

$200,000 to taxes.

as direct transfers. As mentioned

Set up the inherited IRA correctly:

earlier, a non-spouse beneficiary can

What should be done first? Advisors

never do a rollover. A common mistake

should know that after death, no funds

occurs when an uninformed beneficiary

should be moved from the decedent’s

wishes to move the funds to a different

If you have a client who will be

neglected. Help your new beneficiary
clients keep their IRA proceeds. FP
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Ed Slott, a CPA in Rockville Centre, New York, is a Financial Planning contributing writer and an IRA distribution expert, professional speaker
and author of several books on IRAs. Follow him on Twitter at @theslottreport.
Financial-Planning.com
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The Worst-Performing Active Funds
High-fee managed futures, energy limited partnerships and multi-alternatives products
topped this list.
By Andrew Shilling

The industry’s 20 worst-performing

gies. “It gives them a higher hurdle to

in assets, found their way on the list.

actively managed mutual funds over

overcome. When your strategy,

Over the three-year period, “the only

the last three years are home to a

category or asset class is out of favor,

thing worse than the Europe stock

combined $25.8 billion in client assets.

it hurts more to invest because not

category [internationally] is China,

With fees averaging just over 140 basis

only are you down, but you’re also

which is quite a bit worse,” he says,

points, their poor performance

surrendering your high cost to the

adding that the European stock

numbers came on top of a significant

asset manager.”

category “has been one of the poorer-

expense to clients.

Managed futures, energy limited

performing categories over the past

partnerships and multi-alternative

one- to- three years. These are down

than 40 basis points higher than the

offerings were among some of the most

10%, annualized, over the past year.”

average top-performing fund, where

common Morningstar categories found

fees were 0.99%, Morningstar Direct

in this screen of funds.

The cost of these returns were more

Lower costs is one reason why ETFs
are so popular, Culloton says. “When we

“Funds like the Eagle MLP strategy,

see actively managed funds, particu-

three-year return among the worst-

Oppenheimer’s SteelPath MLP strategy,

larly actively managed equity, the last

performing funds was -2.67%. A similar

Ivy Energy or Invesco Energy are all just

few years have been suffering outflows,”

list of poor-performing index mutual

in a really tough spot,” Culloton says.

he says. “When you break that down by

funds, which posted an average return

“Those have been the worst-ranking

cost, the higher cost is worse than the

of 1.28%, had an average expense ratio

categories among sector funds.”

lower-cost funds.” FP

data show. Even so, the average

of 0.19%.
“Costs are one of the most reliable

Culloton also noted that international offerings were among the

predictors of long-term returns,” says

worst-performing. A case in point: Two

Dan Culloton, Morningstar’s director of

European stock funds and one foreign

manager research and equity strate-

blend fund, with a combined $5.6 billion

CEQUIZ
GO TO FINPLANCEQUIZ.COM
TO TAKE THE CE QUIZ ONLINE

Andrew Shilling is an associate editor of Financial Planning. Follow him on Twitter at @AndrewWShilling.
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Portfolio

Funds with investment minimums above $100,000, as well as leveraged and institutional funds, are excluded from the list.
All data is from Morningstar Direct.
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CE Quiz
VISIT FINPLANCEQUIZ.COM TO TAKE FINANCIAL PLANNING’S CE QUIZ.

From: Winning the IRA Lottery
1. What is the penalty for not taking RMDs from an
inherited IRA?
1. 35% of the RMD
2. 50% of the RMD
3. 10% of the RMD
4. There is no penalty
From: 5 Quirky IRA Rules
2. If a client receives a death benefit from a spouse who
was in the military, what is the dollar limit on how much of
this benefit can be contributed to a Roth IRA, per the IRS?
1. $5,500
2. $7,500
3. There is no contribution limit
4. $10,000
From: The Risky IRA ‘Loan’ Clients Ask For (online only)
3. If a client borrows money from their traditional IRA, how
much time do they have to deposit the money back into
the account before owing taxes, and also being hit by a
penalty if they are under 59 ½?
1. 60 days
2. 30 days
3. 50 days
4. One year
4. If a single client is a first-time home buyer and wants to
take a loan from their Roth IRA to purchase property, how
much can they withdraw at no penalty?
1. $20,000
2. $10,000
3. $30,000
4. $15,000
From: Are Small-Cap ETFs Worth the Volatility? (online only)
5. From 1926 through 2017, what was the compound
annual return of small-cap stocks vs. large-cap equities?
1. 10.2% vs. 12.1%
2. 12.1% vs. 10.2%
3. 11.5% vs. 9.2%
4. 9.2% vs. 11.5%
From: Worst-Performing Active Funds
6. Of the following actively managed funds, which had the
worst three-year return?

1. Catalyst Hedged Futures Strategy I (HFXIX)
2. Janus Henderson European Focus A (HFEAX)
3. LoCorr Market Trend I (LOTIX)
4. Putnam Capital Spectrum Y (PVSYX)
From: After DUI, Advisor Seeks to Rejoin Industry
7. Which FINRA bylaw states that FINRA “may approve
association of statutorily disqualified person if such
approval is consistent with the public interest and the
protection of investors?”
1. Article I, Section 4(a)
2. Article II, Section 2(e)
3. Article III, Section 3(d)
4. Article IV, Section 4(e)
From: Can’t Afford to Repay a Promissory Note? Here’s
What Could Happen (online only)
8. If an advisor is sued by their broker-dealer for failing
to repay a promissory note for a loan, how much time
does the advisor have to repay the loan, per FINRA Rule
13904(j)?
1. 60 days
2. 15 days
3. 30 days
4. 90 days
From: Kitces: Are retiree health care costs overblown?
(online only)
9. Approximately how much will a couple retiring today
need to have a 90% chance of covering their health care
costs in retirement, per the Employee Benefits Research
Institute?
1. $185,000
2. $211,000
3. $273,000
4. $372,000
10. What is the typical median annual health care expense
of a 65-year-old woman, per a joint study by Vanguard
and Mercer Health Benefits?
1. $10,100
2. $8,100
3. $5,200
4. $4,500

Financial Planning offers its Continuing Education Quiz exclusively online at FinPlanCEQuiz.com
To earn one hour of continuing education credit from the CFP Board of Standards, please visit our website and answer
the questions above. Planners must answer eight out of 10 questions correctly to pass. Credit will count under CFP
Board subject A: financial planning process/general principles. The deadline for participation is Dec. 31, 2020.
In addition, the Investments & Wealth Institute, formerly the Investment Management Consultants Association, has
accepted this quiz for CIMA, CIMC and CPWA CE credit. Advisors must answer eight out of 10 questions correctly to
pass. The deadline is Dec. 31, 2020.
If you need assistance, please contact SourceMedia customer service at help@sourcemedia.com or (212) 803-8500.
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For more information, contact Sheila Sullivan Alyskewycz at 631-659-3370
For more information, contact Christina Chilelli at 212-803-8586

Marketing Opportunities

Software

Always looking for ‘RETIRED’ Investment Advisors
‘TIRED’ of losing
monthly income!
Contact Jonas C. Everett, radio & tv host
with over 21 years of experience in mergers
& acquisitions for:
- Book of Business Purchases
- Lump Sum Opportunities
- Branch Office Opportunities
- Complimentary Appointment Scheduling
- Succession Planning

Tune into the Premier Financial Hour Tuesdays at
6pm on WMT 600AM & Financial Perspectives
Sundays at 11:30am on KCRG Channel 9

Free Succession Planning System for Retiring Advisors
www.lightedtunnel.com

3600 1st Avenue NE, Suite 100 | Cedar Rapids, IA 52402
(800) 383-6590 | jonas.everett@premieriowa.com | premierinvestmentsofiowa.com

Securities offered through Registered Representatives of Cambridge Investment Research, Inc., a Broker/Dealer, member FINRA/SIPC. Advisory
services offered through Cambridge Investment Research Advisors, Inc., a Registered Investment Advisor. Cambridge and Premier Investments of Iowa are not affiliated.

For more information, contact Christina Melomo at 212-803-8586

Marketing Opportunities
Resource

Software

Don’t Miss the January issue of
Financial Planning:

Don’t Miss the
HNW, Philanthropy & Tax Planning
March issue of Financial Planning:
Ad Close: 11/21
Materials Due: 11/29
Complying with the Fed’s
Fiduciary Ruling What
Advisers
Don’t Miss The
February
issue of Can Do to Assure
Start Planning!
Don’t Miss
Financial Planning
– Info Security
Compliance
Reach the largest audience of
Financial
Planning’s
HowIndependent
to Prevent Security
Breaches
Advisors
with SourceMedia
Recruitment & Classified
Space
Close: 1/31
January issue,
Please contact:
Space
Close: 1 / 4
Chilelli at 212-803-8586
Space Close Christina
11/21
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Are You Reaching the Female Market?
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In the next five years, private wealth is expected to grow from $14 trillion to
$22 trillion—women will control an estimated two-thirds of that money*.
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Selfie
The Occasional Cheeseburger

you are working within a
family. Like any family,
relationships are critical. We

Take time to get to know the market you serve. Sometimes this
means making certain restaurant choices.

didn’t realize at first how
tight knit this community can
be, but if you consider the
shared struggles and

By Brad Griswold

multi-generational involvement of the families it is not

I have been eating McDonald’s cheeseburg-

execution involved to deliver a consistent

ers since I was 4 years old. I still remember

product at an attractive price point in two

the first time I went to a McDonald’s. I

minutes or less. Not easy, but the company

couldn’t see over the counter, so my father

has been doing it for more than 60 years

had to hold me up while I bawled my order

and it expects no less out of the profession-

at the very patient young lady behind the

als who work for them.

counter. I was only allowed

To be successful within

really surprising.

When you work in a
niche like McDonald’s,
you are working within
a family. Like any
family, relationships
are critical.

one cheeseburger per visit.

any niche market, you

I think we went back three

need to immerse yourself

times that day. Today, the

in their world. It is impor-

retired McDonald’s owner-

present owner of that

tant to understand the

operator. He had been

McDonald’s is a client of

community, the culture,

working in the system for

our firm and I am forever

even the vocabulary and

more than 30 years, and I

grateful that I had a very

this needs to be done on a

asked him if he was enjoying

patient father.

personal level. You cannot

retirement. He thought for a

I recently had lunch with a

Our firm has been

fake it. You cannot read a

moment and said, “I don’t

fortunate to develop a

book about it. You need to

miss the headaches of

niche market working with

get your hands dirty.

running the business, but I do

McDonald’s owners/

For example, our team

miss the people.” I consid-

operators throughout the

travels extensively to meet

ered what he said and

country. Though not a

with our clients. Like many

realized we had more in

conscious decision

business travelers, we’re

common than I thought.

originally, it has proven to

trying to squeeze in meals

be a rewarding experience

on the run. Where do we

we have developed personal

for our firm and personally

eat? McDonald’s or their

and professional relation-

as an advisor. However, as

competition. We need to

ships working in the

with any new endeavor,

experience the brand as

McDonald’s community and

there was a learning curve

customers in order to bring

hope to continue to do so

and some surprises along

value to the relationship.

for another 20 years. Is it

the way.
A McDonald’s owner will tell you they’re
just folks who sell hamburgers, but in reality,
they are running a complex operation in a
highly competitive market. Consider the

For more than 20 years

We’ve enjoyed many conversations over a

easy? No. Is it rewarding?

meal and investing that time has equipped

Absolutely. But to be

us to provide more impactful advice.

successful you have to live

And, it is important to understand that
when you work in a niche like McDonald’s,

in their world and have the
occasional cheeseburger. FP

Brad Griswold is the founder and managing partner of Corbenic Partners in Bethlehem, Pennsylvania.
To submit a Selfie commentary, email fpeditor@sourcemedia.com. Post your comments online at financial-planning.com.
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Best Media Brand. Two years in a row.*

*Financial Planning wins a 2018 Neal Award from Connectiv,
The Business Information Association — the second
consecutive year we’re honored as Best Media Brand
for Overall Editorial Excellence.
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Being
independent
can work better
when your
business
is actually
streamlined.

Reclaim time for what
matters most to you
and your clients, with:





Technology that supports you
Workflows that guide you
Flexible investments that empower you
Practice management that differentiates you

Independent Advisor
Solutions by SEI
Make it happen.
seic.com/ias
888-734-2679
Information provided by Independent Advisor Solutions by SEI, a strategic
business unit of SEI Investments Company (SEI). Services provided by SEI
Investments Management Corporation and SEI Global Services, Inc., wholly
owned subsidiaries of SEI.
©2018 SEI
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