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The power of Commission-Free 
insurance + fiduciary control.

Fiduciaries need to be involved in their 
clients’ insurance. But insurance is a 
commission-driven industry and that’s 
hugely problematic for fee-only advisors. 
Anything that incentivizes selling a 
particular product rather than growing 
wealth for the client is simply antithetical 
to RIAs.

Additionally, commissions can cause 
significant pricing problems. So, while 
eliminating commissions from insurance 
products opens the door for fiduciaries 
to be involved in their clients’ insurance, 
it also allows products to be re-priced to 
deliver better consumer value. 

RIA clients want, need and already own 
insurance. Until now, while RIAs may 
identify clients’ insurance needs, they 
have been unable to fulfill them in a 
fee-only practice.

By leveraging low-cost, Commission-Free 
insurance, RIAs can assure their clients’ 
insurance needs are fulfilled with products 
and solutions they recommend. This opens 
up an enormous set of assets for RIAs 
to incorporate into their practice, as the 
insurance industry is more than double 
the size of the entire RIA industry. 

Why is insurance important 
to RIAs and their clients?

Most RIAs agree that insurance is a critical 
component in each of their clients’ holistic 
financial plans. They discuss life insurance, 
long term care, disability and ask if their 
clients own annuities, but there’s little 

they can do with them. DPL works 
closely with carriers on behalf of RIAs 
to re-price products to create unique, 
fee-only options without high 
commissions or extreme complexity. 
Carriers recognize the need to modify 
their products to meet the needs of the 
fee-only market. The first step is getting 
rid of commissions and other buried 
fees in classic insurance products.

For example, the M&E fee for a 
traditional variable annuity is about 125 
basis points per year. That’s before fund 
expenses, administrative charges and 
riders that can double the cost. Working 
with our insurance company partners, 
we’ve crafted products specifically for 
fee-only advisors where the fee is as 
low as 20 basis points a year, many 
with institutional share class funds.

How do RIAs work with DPL?

DPL serves as an RIA’s “insurance  
department” with an independent  
point of view. To get RIAs started with 
insurance, DPL will compare their clients’ 
current policies against our suite of low-
cost alternatives. Our insurance-licensed 
and carrier-agnostic consultants analyze 
RIA clients’ policies to assure that their 
products are best suited to help them 
meet their financial goals. We often 
find that clients can benefit from saving 
significant amounts in fees alone, while 
the advisor has the benefit of providing  
a valuable service and added AUM to  
their practice.

For example, we worked with an RIA 
in California to switch out a client’s 
legacy annuity for a Commission-Free 

alternative, saving the client about 
$7,500 a year in fees. In addition, DPL’s 
knowledge of the carrier’s buyback program 
for legacy policies generated a five-figure 
check to the client for surrendering.

Academic research shows tangible 
value in the peace of mind that comes 
from insurance. After helping RIAs evaluate 
their clients’ existing products, we expand 
their insurance advisory service to help 
RIAs utilize insurance as an investment. 
Insurance products can provide guaranteed 
income, longevity protection and protect 
against sequence of return risk — all  
benefits that clients need and want.

Can you explain DPL’s 
membership concept?

Member firms get full access to our low-
cost, Commission-Free and transparent 
product suite. Our team of experts provides 
analysis and insight to help RIAs find better, 
value-driven solutions to meet their clients’ 
needs and goals.  

Beyond the service and value we provide 
directly to firms, DPL’s membership forms 
a buying co-op to drive innovation and 
negotiate new products on behalf of the 
fee-only RIA industry.

Are the insurers on board?

Absolutely. We’ve partnered with nine 
top-tier carriers offering life products 
— term, variable universal, guaranteed 
universal — and more than a dozen 
annuities. We are working to add more 
to our offering, including carriers in 
long-term care and disability.

COMMISSION-FREE INSURANCE 
+ FIDUCIARY CONTROL. 
JOIN THE REVELATION.
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Nationwide Strategic Beta ETFs are designed to help reduce risk. 
Tracking Rothschild or TOBAM indexes, they look to mitigate 
against severe drawdowns and avoid potential risk concentrations. 
Call 1-877-893-1830 or visit etf.nationwide.com 

NATIONWIDE RISK-BASED U.S. EQUITY ETF RBUS

NATIONWIDE RISK-BASED INTERNATIONAL EQUITY ETFRBIN

NATIONWIDE MAXIMUM DIVERSIFICATION U.S. CORE EQUITY ETFMXDU

NATIONWIDE MAXIMUM DIVERSIFICATION EMERGING MARKETS 
CORE EQUITY ETFMXDE

Call 1-800-617-0004 to request a summary prospectus and/or a prospectus, or download prospectuses at 
etf.nationwide.com. These prospectuses outline investment objectives, risks, fees, charges and expenses, and other information that 
you should read and consider carefully before investing. 
Investing involves risk, including the possible loss of principal. Shares of any ETF are bought and sold at market price (not NAV), 
may trade at a discount or premium to NAV and are not individually redeemed from the Fund. Brokerage commissions will reduce 
returns. The Fund’s return may not match or achieve a high degree of correlation with the return of the underlying index.
KEY RISKS: The Funds are subject to the risks of investing in equity securities. The Funds may also be subject to the risks of investing in foreign securities (which are volatile, harder 
to price and less liquid than U.S. securities), including emerging markets (which may include currency fl uctuations, political risks, di� erences in accounting and limited availability 
of information). Please refer to the summary prospectus for a more detailed explanation of the Funds’ principal risks. There is no assurance that the investment objective of any 
fund will be achieved. Diversifi cation does not assure a profi t or protect against a loss in a declining market.

The R Risk-Based US IndexSM and R Risk-Based International IndexSM (“Index”) are products of, the marketing names for and licensed trademarks of Rothschild Risk Based Investments 
LLC (collectively with its a�  liates, “Rothschild”). Rothschild, the Index and “Rothschild Indexes” are trade and service marks of Rothschild and have been licensed for use for certain 
purposes by Nationwide Fund Advisors. Nationwide Risk-Based U.S. Equity ETF and Nationwide Risk-Based International Equity ETF (“ETF”) are not sponsored or sold by Rothschild, and 
Rothschild makes no representation or warranty, express or implied, regarding the ETF to the owners of the ETF or any member of the public.
Nationwide Maximum Diversifi cation U.S. Core Equity and Nationwide Maximum Diversifi cation Emerging Markets Core Equity ETFs are not sponsored, endorsed, sold or promoted by 
TOBAM and TOBAM makes no representation regarding the advisability of investing in such fund. TOBAM does not guarantee the accuracy or completeness of any data and information 
and is not responsible for any error or omission or for the results obtained from the use of such data and information. TOBAM GIVES NO EXPRESS OR IMPLIED WARRANTY, INCLUDING ANY 
WARRANTY OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE.
Nationwide Fund Advisors (NFA) is the registered investment advisor to Nationwide ETFs, which are distributed by Quasar Distributors LLC. NFA is not a�  liated with any distributor, 
subadviser or index provider contracted by NFA for the Nationwide ETFs. Nationwide is not an a�  liate of third-party sources such as Morningstar, Inc or MSCI. Representatives of the 
Nationwide ETF Sales Desk are registered with Nationwide Investment Services Corporation (NISC), member FINRA, Columbus, Ohio.
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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REALpeople

We know it takes more than industry-leading technology, 
services and products to support our advisors and their staff. 
It also takes the commitment of smart people who understand  
you and care about you and your business.

If you want an independent advisory and brokerage firm made 
up of real people who go the extra mile for you and your 
clients, call Securities America at 800-989-8441 to speak with 
one of us today.

www.JoinSAI.com

Securities America, Inc., Member FINRA/SIPC, 
Securities America Advisors, Inc., 
an SEC Registered Investment Advisory Firm

At Securities America we see financial advisors for 
who you really are — real people with real goals. 

Pictured here are 
real people and  
real advisors  
you’ll meet at  
Securities America.
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Ryan Marshall of ELA Financial 
Group in Wyckoff, New Jersey, 

reviews clients’ retirement plans 
annually, but he does his own 

only every four or five years.
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‘Keep Quiet’
Confidential emails reveal a top Wells 
Fargo advisor’s despair after he cried 
fraud. Christopher Lewis could have 
stayed at Wells if he was silent, but 
spoke up anyway. Read the behind-
the-scenes story of how one advisor 
challenged authority and how much it 
cost him. Go to https://bit.ly/2MdnEGb

CHALLENGING AUTHORITY
A banner year for RIAs
Advisory firms either broke or nearly equaled growth benchmarks in 2017.

Source: TD Ameritrade 2018 FA Insight Study of Advisory Firms
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Client growth Revenue growth AUM growth

Encore, Encore
To build on last year’s strong client, 
revenue and AUM growth, firms should 
focus on strategic planning. Last 
year, firms grew their client base at a 
median of 7.8% in 2017, according to 
TD Ameritrade Institutional’s 2018 FA 
Insight Study of Advisory Firms. Go to 
https://bit.ly/2OxXr6Y

GUIDE TO GROWTH

Oct. 3-5
FPA Annual Conference
Chicago
https://bit.ly/2rzKz6Y

Oct. 15-18
NAPFA Fall National Conference
Philadelphia
https://bit.ly/2Ma7qxG

Oct. 28-31
Schwab Impact
Washington
https://bit.ly/1nWZoVd

Dec. 6-7
In|Vest West
San Francisco
https://bit.ly/2v1HHRr

EVENTS

www.financial-planning.com
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Conservation can create capital.

Experience is our ESG advantage.

ClearBridge Investments, LLC is a Legg Mason Company. All investments involve risk, including loss of principal.
©2017 ClearBridge Investments, LLC.   

ClearBridge believes investors shouldn’t have to choose between principles and performance. 

Thirty years of experience shows us that long-term, active Environmental, Social and Governance 
(ESG) investing is good business. As a large stakeholder of a technology company, we were able 
to engage in a dialogue that led to signifi cant water conservation. The company’s Shanghai facility 
achieved 100% water recycling, sustaining a cost savings of $2 million a year. They now use the 
same breakthrough recycling program across their global operations.

Offer your clients return on their investments and their values. ClearBridge.com/esg
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connection to an influential 
community of independent 
financial advisors.
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@FINPLAN

Psychological traps keep planners from following the 
advice they give clients.

Confession Time

What planning advice do you give others but fail to 
heed yourself? The question might spark a wry smile 
of recognition. From avoiding paperwork to taking 
on too much risk, advisors fall prey to the same bad 
financial habits that bedevil clients.  

“I was surprised by some of the more simplistic 
planning steps advisors don’t follow,” says Financial 
Planning associate editor Amanda Schiavo, who 
wrote our main feature, “When Advisors Ignore Their 

Own Advice.” Failing to update estate documents is one example, Schiavo 
noted. “Also surprising were the advisors who don’t put a lot of effort into their 
own retirement.” 

Blame status quo bias. This psychological tendency means we prefer to 
keep things the same. It results in paperwork avoidance, ducking tough con-
versations and spending paralysis. Overconfidence, too, plays a role. Advisors 
who consider themselves experts in financial topics often assume too much 
when it comes to their own planning, Schiavo tells me. 

“I think planners — and anyone really — can get themselves into trouble 
when they end up suffering from a mix of both status quo bias and overconfi-
dence,” she says. “When you are advising others and know exactly what must 
be done, you can end up telling yourself you’re in no danger and you’ll get to 
it eventually. But at some point, eventually can become too late.” 

Succession planning may be one area where planners struggle most with 
status quo bias, notes consultant Matt Sonnen in his piece, “Cementing a 
Future Generation.” 

“The industry continues to remain woefully underprepared,” he writes. 
“Advisors owe it to themselves, their firms and their clients to build a career 
track for the next generation of advisors.” And you owe it to your family to get 
those estate planning documents in order.  — Chelsea Emery
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When engineering new strategies and creating 
index-linked vehicles that enhance allocations, 
working with S&P Dow Jones Indices makes the 
transformative difference. Global product issuers 
turn to our indices to expand into new territories. 
Together, we help power growth and enable 
investors to explore with greater confi dence.

S&PDJI can launch big ideas

indexology® 
sets the course
spdji.com/indexology

© S&P Dow Jones Indices LLC, a division of S&P Global 2018. All rights reserved. S&P® and Indexology® and Indexology® ® are registered trademarks of Standard ® are registered trademarks of Standard ®

& Poor’s Financial Services LLC. Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. It is not possible to invest ® is a registered trademark of Dow Jones Trademark Holdings LLC. It is not possible to invest ®

directly in an index. S&P Dow Jones Indices receives compensation for licensing its indices to third parties. S&P Dow Jones Indices LLC does 
not make investment recommendations and does not endorse, sponsor, promote or sell any investment product or fund.
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Solid economic numbers and corporate earnings reports are 
helping to support client sentiment and investment flows, 
advisors say.

Client allocations to equities increased sharply and 
positions in bonds also grew, according to the latest Retire-
ment Advisor Confidence Index — Financial Planning’s 
monthly barometer of business conditions for wealth 
managers. The component tracking client holdings of stocks 
jumped 6 points to 58.7 and the component for bond 
holdings rose 2.9 points to 52.4. Readings below 50 indicate a 
decline and readings above 50 indicate an increase.

“People are becoming more encouraged by a seemingly 
improving economy,” one advisor says, echoing peers who 
report that brisk economic activity and healthy business 
earnings are feeding optimism.

Advisors say that investment flows are also being pro-
pelled by gains in employment and personal income that are 
adding to the pool of investable assets. “Economic growth is 
leading to new enrollees in the workforce and more partici-
pants are contributing,” one advisor says. 

Further, advisors say that better personal financial 
practices are enabling clients to focus on saving and 
planning for the future. One advisor attributes increased 
interest in new retirement accounts to clients’ adoption of 
“more aggressive saving-toward-retirement goals.” 

The increases in the index components tracking flows into 
stocks and bonds helped swing the composite into positive 
territory with a gain of 2.3 points to 52.1. In addition to asset 
allocation, the composite tracks investment product selection 
and sales, planning fees, new retirement plan enrollees, client 
risk tolerance, and client tax liability.

The composite was also helped by the component track-

ing contributions to retirement plans, which rose 0.4 points to 
55.5, consonant with the readings on stock and bond hold-
ings. Advisors cite several additional factors that are support-
ing retirement investment flows in their practices, including a 
rise in the number of clients at or near retirement age. 

One advisor says that business-owner clients now have a 
clearer picture of their likely earnings for the full year and  

Robust economic performance and business earnings push trade war fears out of the 
spotlight, advisors say.

Benchmark

Improving Economy Spurs Optimism

By Harry Terris
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are therefore more comfortable allocating money to retire-
ment portfolios. The index component tracking fees for retire-
ment services added 2.4 points to 55.1, consistent with trends 
in assets under management indicated by readings on 
contributions and asset allocations.

While advisors say that overall confidence in the economy 
is helping to drive investment flows, the index signaled a 

persistent undercurrent of client nervousness. At 48, the 
component tracking client risk tolerance registered its sixth 
consecutive month in negative territory, and continued to 
weigh down the composite.

Advisors say that unease continues to center around trade 
tensions, “dysfunction in Washington,” and volatile relations 
between the U.S. and other countries around the world. FP

Benchmark

Harry Terris, is a Financial Planning contributing writer in New York. He is also a contributing writer and former data editor for American Banker. 
Follow him on Twitter at @harryterris.
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I’ve been watching, with increasing dismay, 
the trend of nonfinancial planners taking 
over ownership of planning firms. We have 
private equity firms buying financial services 
firms, and financial services firms that are 
either going public or promising to as part of 
their roll-up pitch to independent advisors. 
The distress became especially acute  
when Focus Financial Partners went public 
and raised just over $600 million from its 
new shareholders. 

Don’t get me wrong; I don’t have anything 
personally against Focus founder and CEO 
Rudy Adolf, or Stone Point Capital, which 
now owns more than 50% of the Focus firm 
and its portfolio of disparate planning offices 
around the country.

I don’t know anything troubling about Lee 
Equity Partners (investors in HighTower 
Advisors and Atria Wealth Solutions), 
Hellman & Friedman (majority owners of 

Edelman Financial Services), Long Ridge 
Equity Group (Carson Group), Pantheon 
Capital (Hanson McClain Advisors), or any of 
the other firms looking for a high payout 
from the labors of financial planners. 

I have nothing against the public markets.
What troubles me are the incentives that 

these outside investors may be injecting into 
the planning-client relationship. 

When a planning firm is owned by one or 
more planner partners, the terms of the 
relationship with clients takes place between 
two parties: the client and the advisory firm. 
Moreover, the service model and the delicate 
budget balance between how much time 
and treasure is expended on serving clients 
versus going into the pockets of the firm 
owners, are typically dictated by people who 
sit in front of clients and have motivations 
not to scrimp on their services. Insiders are 
motivated to improve the lives of clients.

On Dangerous Ground

By Bob Veres

The Focus Financial IPO calls attention to the problems that 
outside investors may bring to the planning-client relationship.

But what happens when a 
third party — be it share-
holders or a private equity 
firm — is introduced into this 
cozy dynamic? Suddenly, 
there’s an additional mouth 
to feed, and the planner (and 
planning firm) now owes 
obligations to both the client 
(for excellent service) and to 
the outside investor (for 
increased profits). This 
creates a significant conflict 
of interest that can detract 
from the services provided 
by the purchased planning 
firms to the public. 

In fact, the nature of this 
conflict is so substantial and 
serious that it is actually 
prohibited in other profes-
sions. A CPA firm may not let 
its total non-CPA ownership 
exceed 49% (in this country), 
and working in the firm must 
be the principal occupation 
for all equity participants in 
the firm. 

Those non-CPA share-
holders must, at a minimum, 
have graduated with a 
baccalaureate or higher 
degree and the principal 
executive officer of any CPA 
firm must be a licensed CPA.

Similarly, U.S.-based 
lawyers are specifically 
prohibited from allowing 
nonlawyers to own any 
interest in their law firms. 
Nor can a nonlawyer be a 
corporate officer or director 

Ideally, we do not 
want consumers 
to be working with 
professionals who are 
primarily beholden  
to others. 

Veres
INDUSTRY INSIGHT
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Veres

of the law firm, and nonlawyers can’t 
have the right to direct or control the 
professional judgment of a lawyer.

These prohibitions were put in place 
to address exactly the concerns that I 
have about the roll-up going public 
and private equity phenomena. Ideally, 
we do not want consumers to be 
working with professionals who are 
primarily beholden to others. We don’t 
want the professional sitting across the 
desk to be cutting corners or making 
recommendations that are more in the 
interests of shareholders than the client 
or customer.

The Focus Financial IPO particularly 
bothered me because the prospectus 
made it clear that the money raised 
from shareholders would be used to 
finance more acquisitions of planning 
firms. More importantly, company stock 
would provide Focus with a powerful 
new acquisition tool. 

A Real Danger
I had, in the past, worried that the 
prepublic Focus was siphoning off 
revenues from its planning offices, and 
these worries were not totally alleviated 
when I saw, in the Focus offering 
documents, that Adolf received a salary 
of $736,837 last year, with a bonus of 
$1,779,692 and option awards valued at 
$1,269,102. The document cited 
“additional compensation” of $131,820, 
and later, it said that he is also 
reimbursed for the expenses of his 
personal aircraft. 

There is a real danger that this train 
will have left the station before 
anybody thinks to enact the sort of 
safeguards that have been applied to 
CPA and law firms. In the next few 
years, we could see enough advisors, 
late in their career, sell out to newly 
public roll-ups or alert private equity 

investors whose loyalty is to provide the 
highest return possible to their share-
holders, rather than the best service 
possible to the public. 

By the end of the decade, we might 
have too many planning firms in the 
hands of nonplanners for there to be 
any hope of imposing a professional 
restriction on ownership.

In an efficient marketplace, this 
might not matter. The firms that 
provide the best service will win the 
loyalty of the most clients, right? 

Alas, this only works if the public 
truly understands what financial 
planning means. In the current market-
place, insurance agents routinely call 
themselves planners or advisors, sell 
annuities and skip away from one 
credulous customer to another. 

The SEC is debating whether brokers 
can hide in “wealth manager” clothing. 
The answer is apparently yes, so  
long as they don’t refer to themselves 
as “advisors.” 

It is not hard to envision a new class 
of firms that claim to offer full-service 
financial planning — many of which 
once did offer full-service financial 
planning — that will be operated as 
corporate providers of something that 
looks like financial planning. But it will 
be financial planning where every 
shortcut is taken and every corner cut 
in order to squeeze the last ounce of 
profit from each relationship.

The firms will look much more like 
independent planning firms than the 
wirehouses ever did. The folks wearing 
green eye shades in some remote 
corner office will be making decisions 

on what to recommend, how much 
time a planner can spend with clients 
and what products to recommend 
under whatever group agreement is 
designed to generate the most profits. 
We might see sales contests and 
incentive trips slipping back into the 
profession through the back door.

That doesn’t mean these firms will 
ultimately win the majority of consum-
ers. After all, Vanguard and TIAA are 
the largest mutual fund and annuity 
firms in the marketplace, and they 
don’t have public shareholders. There’s 
an advantage to having fewer conflicts. 
The more the people who sit face-to-
face with clients can concentrate on 
the client’s welfare with the fewest 
distractions, the more likely the firm is 
to hold its own in the marketplace.

The Temptation
But in the meantime, many thousands 
of clients — I guess I would recharac-
terize them as “customers” — may 
receive an inferior form of financial 
planning as our profession falls into a 
conflict-of-interest position that other 
professions wisely avoided. I know that 
there are a lot of advisors out there 
near the end of their careers who are 
attracted to the temptation of a 
well-financed buyout. All that private 
equity money, and stock ownership in a 
publicly traded firm, seems like the 
perfect reward for all their years of 
working hard for clients. 

I hope, before they reach out their 
hands, that they think about how 
financial planning services will be 
offered by the new owners. And I hope 
that somebody, somewhere, finds a 
way to stop this manifest conflict of 
interest from invading what has been a 
very client-focused profession — before 
it’s too late. 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.

Clients may receive an inferior 
form of financial planning as our 
profession falls into a conflict-of-
interest position. 
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Company cultures fascinate me. Two RIA 
firms can offer the same services and 
produce the same revenue, but one can be a 
toxic place to work and the other can nurture 
employees to perform at their best. 

How do these firms differ in establishing 
and maintaining their cultures? 

It starts at the top. All employees look to 
the leaders of the company to establish a 
vision, mission and patterns of behavior. On 
a more granular scale, staffers are continu-
ally evaluating how managers treat their 
fellow colleagues. 

If staff members see managers frequently 
raising their voices, then that same behavior 
will be deemed acceptable for meetings not 
involving management. If managers make 
important decisions without encouraging 
employee involvement, then employee buy-in 
might not be as high, either. 

In a positive environment, supportive 

managers can propel their teams to achieve 
surprising results. 

A Sense of Confidence
One young advisor told me how he was 
taking over a portion of a book that a 
veteran advisor was passing down upon his 
retirement. This newer advisor was in his 20s, 
but his superiors encouraged him to work 
with C-suite executives and start managing a 
book of more than $40 million. 

When he reflected on the transition 12 
months later, he could not speak highly 
enough of his senior advisors and company 
leaders. Because they had instilled in him a 
sense of confidence, he felt ready for the 
transition and had the skills he needed.

The new advisor’s colleagues had also 
encouraged him to ask questions whenever 
he felt unsure of anything — technical or 
otherwise. 

Cultivating Culture

By Dave Grant

Why do some firms become toxic places to work, while others 
nurture employees who then perform at their best? 

He worked closely with 
the company’s founder to 
maintain strong client 
relationships throughout the 
transition and noticed how 
his superior had the utmost 
care for the client as this 
change occurred. He spoke 
about how that behavior 
now drives him to be a  
better advisor. 

With beaming pride, he 
also shared with me how he 
was able to keep bringing in 
held-away assets and 
convert referrals from current 
clients, ensuring that he 
wasn’t just a servicing 
advisor but could add to the 
company’s growth. 

Without the support of 
the company leaders, I fear 
it could have been a 
different story.

In contrast, negative 
cultures can leave scars.

Early in my career, I saw 
how poor communication 
can adversely affect culture. 

In the early weeks of 
joining an RIA, team 
members disagreed about 
how prospects should be 
onboarded.

One advisor who brought 
in the majority of the firm’s  
business didn’t feel like his 
views were being taken into 
consideration. So he stood 
up in front of the entire 
planning team and yelled 
that he was shutting down 

Culture needs to be 
nourished throughout its 
infancy, fed to ensure its 
growth and maintained 
constantly to ensure any 
weeds don’t take root. 

Grant
NEW GENERATION
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his book and leaving.  
As a new member of that team, I 

was shocked to see this company 
crumple before my eyes. 

The next day, however, everything 
went back to business as usual. The 
outspoken team member was at the 
office when I arrived, as were the rest of 
the team. 

Colleagues tolerated his outburst, 
which, unfortunately, was not a one-off 
occurrence. Not surprisingly, this 
advisor’s behavior left colleagues on 
edge about what else might occur.

This toxic environment spawned 
other unproductive behaviors: Team 
members often had closed-door 

meetings to talk about other staff 
members. Certain staff members would 
purposefully not show up for company 
meetings because they didn’t get along 
with one another. Others would send 
hotheaded emails that should never 
have been written. All of this bad 
behavior happened in clear view.

Needless to say, the toxic culture at 
this firm resulted in bad morale, high 
staff turnover and an inconsistent  
client experience.

Communication makes or breaks 
culture: A former colleague described 
recently how the culture of his com-
pany suddenly changed when the 
company executed a succession plan.

A new owner came in to succeed the 
retiring owner and the communication 
rules changed overnight. The family 
atmosphere, in which everything was 

discussed as a staff, evaporated, and it 
now became a top-down “here’s what 
we’re doing” regime. 

Staff members no longer took time 
to get to know one another over lunch 
or early-morning cubical visits, after the 
new owner commented how people 
were spending too much time away 
from their desks. 

The new owner thought he was 
making the firm more efficient, but in 
reality, he was eroding the culture  
that had made the firm successful.

Twelve months later, two key 
members of the support team left, 
citing the change in ownership and 
culture as their main reason for leaving.

Culture has to be nourished and 
maintained: Culture is like a garden. 
First, it has to be planned mindfully 
before anything material can happen. 

Then, it needs to be nourished through-
out its infancy, fed to ensure its growth 
and maintained constantly to ensure 
any weeds don’t take root.

While top managers are the main 
groundskeepers of corporate culture, 
every staff member has a role in 
feeding wilting plants. 

A good culture praises publicly those 
plants that are showing their fruit, 
ensures new plants get everything they 
need to grow at their own pace, and 
either removes weeds when they 
appear or brings in the groundskeeper 
when the weeds become too much  
to handle. 

If the staff ignores any part of the 
garden, its growth is stunted, weeds 
take over and, in the worst case, 

Dave Grant, a Financial Planning columnist, is founder of the planning firm Retirement Matters in Cary, Illinois. He is also the founder of NAPFA 
Genesis, a networking group for young fee-only planners. Follow him on Twitter at @davegrant82.
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discussed as a staff, evaporated, and it 
now became a top-down “here’s what 
we’re doing” regime. 

Staff members no longer took time 
to get to know one another over lunch 
or early-morning cubical visits, after the 
new owner commented how people 
were spending too much time away 
from their desks. 

The new owner thought he was 
making the firm more efficient, but in 
reality, he was eroding the culture  
that had made the firm successful.

Twelve months later, two key 
members of the support team left, 
citing the change in ownership and 
culture as their main reason for leaving.

Culture has to be nourished and 
maintained: Culture is like a garden. 
First, it has to be planned mindfully 
before anything material can happen. 

Then, it needs to be nourished through-
out its infancy, fed to ensure its growth 
and maintained constantly to ensure 
any weeds don’t take root.

While top managers are the main 
groundskeepers of corporate culture, 
every staff member has a role in 
feeding wilting plants. 

A good culture praises publicly those 
plants that are showing their fruit, 
ensures new plants get everything they 
need to grow at their own pace, and 
either removes weeds when they 
appear or brings in the groundskeeper 
when the weeds become too much  
to handle. 

If the staff ignores any part of the 
garden, its growth is stunted, weeds 
take over and, in the worst case, 

much of it has to be ripped out and 
be replanted.

Culture for solo advisors? Promoting 
a positive culture is essential for 
companies with staff, but what about 
solo advisors? Does corporate culture 
even exist when there is just one 
worker? I think it does, but it is tightly 
linked to the personality and vision of 
the advisor. 

In order to understand the culture of 
a solo-advisor firm, look to his or her 
clients. They are in the same place as 
staff members in a large firm. 

The clients communicate directly 
with the advisor and try to understand 
the nuances of his or her communica-
tion style. 

If the personality and culture of a 
solo advisor resonates with many 
clients, and the advisor nurtures those 
relationships just as managers do with 
larger staffs, the advisor will find 
himself with many healthy, fruitful 
planning relationships. 

But instead, if the advisor doesn’t 
maintain client relationships, services 
become superficial — or, at worst, 
transactional. A solo advisor’s culture 
then depends on how well they cultivate 
their client relationships into long-last-
ing bonds. Culture is a living entity 
inside every practice, regardless of 
whether staff is present. When leaders 
tend to their culture with care, it can 
become the lifeblood of a company 
and ensure its long-lasting success. FP

Dave Grant, a Financial Planning columnist, is founder of the planning firm Retirement Matters in Cary, Illinois. He is also the founder of NAPFA 
Genesis, a networking group for young fee-only planners. Follow him on Twitter at @davegrant82.
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If you have high-net-worth clients who are 
looking for ways to put away more in their 
retirement accounts, it may be time to show 
them how to supersize their retirement 
accounts with the mega-backdoor Roth IRA 
contribution strategy. 

When Congress raised the income limits 
on eligibility for Roth conversions in 2010, 
higher-income taxpayers were able to 
contribute to a nondeductible traditional IRA 
and then convert it to a Roth IRA a short 
time thereafter. 

For married couples filing jointly whose 
income is $199,000 or greater in 2018, 
contributions to a traditional IRA are not 
deductible, and they’re disqualified from 
contributing to a Roth IRA. 

However, a high-income individual might 
make a nondeductible contribution to a 
traditional IRA and subsequently convert it 
to a Roth account in order to make tax-

advantaged withdrawals from the account  
in retirement. 

Their ability to make contributions to a 
Roth IRA is curtailed, but not their ability to 
convert an existing traditional account to a 
Roth account. (The 2018 tax law ended the 
ability to reverse a Roth conversion by 
converting it back into a traditional account.) 

Some clients run into a complication from 
the IRS aggregation rule while executing this 
strategy, though. IRC 408(d)(2) stipulates that 
“all individual retirement plans shall be 
treated as one contract” and that “all 
distributions during any taxable year shall be 
treated as one distribution.” 

This means that if a client had any 
traditional IRA accounts in place at the time 
the Roth conversion was performed, the 
distributions from the converted accounts 
would be treated the same way as the 
distributions from traditional accounts, since 

Help Clients Boost Savings

By Kimberly Foss

Clients can increase their IRA retirement savings by thousands 
with this strategy.

the IRS rule aggregates all 
accounts for tax purposes.

Fortunately, though, 401(k) 
accounts are not subject to 
the aggregation rule. This 
means that any assets held 
in such employer-sponsored 
plans will not fall afoul of  
IRC 408(d)(2). 

In fact, clients may roll 
over funds from traditional 
IRA accounts into 401(k) 
accounts and thus ensure the 
aggregation rule will not 
apply to subsequent distribu-
tions from those assets. 

This assumes, of course, 
that the client’s 401(k)  
plan permits rollover 
contributions from outside 
tax-qualified accounts.

Now the good part. 
Assume you have a high-net-
worth client who is highly 
focused on both saving for 
retirement and leveraging 
tax-advantaged growth in 
her invested assets. 

She has already made the 
maximum allowable 
contribution to her other 
tax-qualified plans, including 
her health savings account, 
her IRAs and her regular 
401(k) contribution. But she 
wants to do more. What do 
you tell her?

You suggest that the 
client make a non-Roth 
after-tax contribution to her 
401(k). You will need to help 
her check her plan docu-

The crucial step for 
the tax court is to 
establish the client’s 
intent to bypass the 
income limits on Roth 
contributions.

Foss
IN PRACTICE
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ments to make sure that the plan 
allows such contributions.

Provided her plan document was 
drafted to permit these contributions, 
she can contribute up to the maxi-
mum allowed for all types of contribu-
tions (employee contributions, 
employer contributions and non-Roth 
after-tax contributions). For 2018, the 
maximum allowed for all contributions 
is $55,000. 

So, supposing that your client’s 
employer (likely the client herself) had 
contributed $10,000 to her 401(k), she 
would be able to put in another 
$26,500 ($55,000 - $10,000 - $18,500).

Her contribution is nondeductible, 
but it may be withdrawn tax-free. It will 
accumulate in a tax-free environment, 
and when the earnings are withdrawn, 
they would be taxed as ordinary 
income. Unless, of course, you advise 
your client to take the next step.

Once the client has contributed the 
after-tax funds to the 401(k), she can 
roll them over into a Roth IRA. The 
rollover is a tax-free event, and 
because the assets are now in a Roth 
IRA, both the contribution and the 
subsequent earnings may be with-
drawn tax-free. 

The only portion of any distributions 
that would be taxable is the amount 
earned by the assets while they were in 
the 401(k). Ideally, the rollover took 
place relatively soon after the 401(k) 
contribution, and as such, any earnings 
would be negligible.

There’s a major caveat I must 
mention: The IRS step-transaction 
doctrine, which originated in 1935, 
holds that separate steps in a chain of 
transactions that have no inherent 
business purpose may be treated as a 
single tax event. 

In other words, if the rollover 
happens too soon after the non-Roth 
contribution, the Tax Court may rule 
that the intent was to make an 

otherwise impermissible Roth contribu-
tion, which might be disallowed. This 
would likely result in a 6% penalty for 
excess contributions to a qualified plan.

Advisors take different positions on 
the best way to avoid triggering that 
issue. The most conservative planners 
advise waiting a full year before rolling 
over the funds from the 401(k) to the 
Roth IRA. Others suggest waiting a 
month (a typical account statement 
cycle) to make the move. 

But perhaps the most important 
measure in avoiding the application of 
the step-transaction doctrine is to 
avoid red-flag terms, such as “backdoor 
Roth” or “Roth conversion,” in your 
written communications with the client.

The crucial step for the Tax Court is 
to establish the client’s intent to bypass 
the income limits on Roth contributions.

By avoiding those terms in your 
communications with your client, you 
won’t be assisting the IRS in making its 
case, should anyone become curious 
about your client’s Roth assets.

Especially for non-CPA practitioners, 
whose records are typically not 
protected by advisor-client privilege, it 
is vital to be careful what you say and 
what you write. 

On the other hand, some experts 
believe the IRS is unlikely to come after 
taxpayers who have done backdoor 
Roth conversions. 

For example, Jeffrey Levine says he 
was unable to find a single case where 
the IRS has faulted a conversion by 
appealing to the step-transaction 
doctrine.

In summary, here are a few caveats 
and tips for implementing this strategy.

• This only works for clients with 
significant resources and income who 
have already maxed out contributions 
to their other retirement accounts.

• The client’s 401(k) plan must allow 
for non-Roth, after-tax contributions to 
the plan.

• You (perhaps in concert with the 
client’s tax advisor) will need to help the 
client carry out the strategy in a way 
that avoids the IRS aggregation rule 
and prohibition on step transactions.

• Don’t forget the HSA. when maxing 
out annual contributions to tax-quali-
fied plans, including the 401(k).

• Using the 401(k) avoids the IRS 
aggregation rule.

• When possible, advise self-em-
ployed clients to design their 401(k) 
plans to permit non-Roth employee 
contributions.

• Take care to avoid red-flag 
language in your communications with 
your client. 

• It’s smart to allow some time to 
elapse before the rollover. Just remem-
ber that any accrued earnings before 
the rollover will be taxed upon with-
drawal.

When implemented properly, the 
mega-backdoor Roth strategy can help 
your high-net-worth clients set aside 
tens of thousands of extra dollars each 
year. These assets will accumulate 
tax-free and provide nontaxable 
income in retirement. 

This back door can lead to huge 
benefits both for your client and for the 
advising relationship. FP

Kimberly Foss, CFP, CPWA, is a Financial 
Planning columnist and the founder and 
president of Empyrion Wealth Management in 
Roseville, California, and New York. Follow her 
on Twitter at @KimberlyFossCFP.

If a rollover happens too soon 
after a non-Roth contribution, 
a court might disallow it, which 
could result in a 6% penalty 
for excess contributions to a 
qualified plan.
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A custodian is one of the most crucial 
vendors for RIAs. From the core services of 
trading, holding and maintaining records of 
electronically owned securities, to the 
ancillary technology that custodians provide 
to help advisors run their businesses, a good 
RIA custodial relationship can help firms 
attract and retain clients. 

However, as the advisory industry has 
shifted from a focus on sales to advice, 
custodians and the RIAs they serve are 
increasingly in conflict with one another. 
Indeed, many of the ways in which RIAs help 
their clients reduce costs and further grow 
their wealth are actually detrimental to the 

bottom lines of RIA custodians.
To better align the interests of RIAs and 

the custodians that serve them, it’s time that 
the platforms start charging the RIAs they 
serve a custody fee. A basis-point custody 
fee would ultimately allow custodians to  
focus on providing the best services and 
solutions to RIAs, instead of just seeking new 
ways to make money off of an RIA’s clients.

The idea of paying a basis point fee for a 
custodial platform that, for the better part of 
the past 20 years we’ve gotten for free, may 
sound horrible. But the reality is that RIA cus-
todial platforms aren’t free in the most literal 
sense. As the saying goes, “If you’re not 

It’s Time for a Custody Fee

By Michael Kitces

The change is needed to better align the interests of RIAs
and the custodians that serve them.

paying for it, you’re the 
product.” Our clients are the 
product, and we are effec-
tively bringing them to the 
RIA custodian.

To understand why, we 
have to look at how RIA 
custodial platforms actually 
make their money:

1. On cash:
The few percentage points of 
cash that are held in a 
client’s portfolio may seem 
insignificant, but when that 
money sits the RIA custodian 
makes money on the money.

With the cash held in a 
proprietary money market 
fund the custodian might 
earn a 50-basis point 
expense ratio. With the cash 
in a related bank subsidiary, 
the custodian earns a net 
interest margin of maybe 1% 
or 2%. 

This may sound trivial, but 
bear in mind that companies 
like Charles Schwab have 
almost $1.5 trillion on their 
RIA platform, which means 
even if the average client 
has just a couple percent in 
cash, that could be $50 
billion in cash assets earning 
50 basis points on money 
market funds, or 1% more in 
net interest margin. 

In fact, if you look at 

RIA IQ

A basis-point custody 
fee would ultimately 
allow custodians to 
actually focus on 
providing the best 
services to RIAs.
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Schwab’s annual report, you’ll see that 
over 50% of Schwab’s entire revenue 
for the whole company was interest 
revenue. Which is technically not just 
things like net interest margin from 
Schwab Bank but also a little bit of 
interest on margin loans and securities-
based lending, etc. But as Schwab itself 
acknowledges, most of it is making 
money on cash. Schwab generated $4.6 
billion last year in interest alone.

2. On fees:
That includes both the subtransfer 
agent fees or what are called sub-TA 
fees that mutual fund companies pay 
to custodial platforms to hold and 
administer their mutual funds, which 
can be anywhere from 5 to 15 basis 
points. Technically, this is part of the 
expense ratio of the underlying fund, 
but the fund company collects the 
expense ratio from the client and then 
pays those dollars to the RIA custodian 
to be on the platform.

In addition to sub-TA fees, RIA 
custodians also make money through 
their increasingly popular no-transac-
tion-fee (NTF) platforms. You may not 
pay a ticket charge when buying funds 
through one of these, but clients 
typically do pay a 12b-1 fee because 
the platforms deliberately put funds 
only into their NTF platforms that pay 
a 12b-1 fee. That’s what the custodian 
uses to cover the cost.

In the case of Schwab, about $1 
billion in fees was collected last year 
just on mutual funds — either through 
Schwab’s OneSource NTF platform or 
through other sub-TA fees from third 
parties and platform payments. And 
that’s not including the few hundred 
million in fees they generated from 

their own proprietary Schwab funds.

3. On ticket charges:
Looking at Schwab again, all those 
trading commissions in the aggregate 
represented only 7% of total revenue, 
or about $600 million. This may sound 
like a big dollar amount when you’re 
doing commissions at $5 a trade, but 
bear in mind that Schwab has between 
the RIA institutional and retail divisions 
close to $3 trillion in assets. And so on 
$3 trillion, earning just $600 million in 
trading commissions amounts to about 
2 basis points of revenue on their 
aggregate assets.

The key point here is to acknowl-
edge that RIA custodial platforms are 
free to advisors precisely because 
custodians want us to bring them 
clients — and then feed our clients into 
their money-making machine.

Misalignment 
This means RIA custodians operate a 
business model that is fundamentally 
misaligned with the advisors they serve. 
And it has created a situation where we 
as RIAs can create value for our clients 
by trying to systematically dismantle 
the custodian’s revenue and profit lines.

Custodians make most of their 
money off the money market and bank 
sweep that pays ultra-low interest 
rates. Consequently, a custodian can 
profit, while we use rebalancing 
software to always keep clients fully 
invested so they don’t have more than, 
say, a 1% allocation. Alternatively, we 
buy ultra-short-term bond funds just so 
we don’t have to keep anything in 
actual cash, or we tell our clients to 
keep their cash somewhere else that 
gives them better yields if they’re not 
about to invest it.

There’s even a service now called 
MaxMyInterest, which will help auto-
mate the process of taking client cash 
away from custodians and send it to 

third-party banks that pay drastically 
higher yields, boosting client cash 
returns by as much as 1%-1.5% a year.

Similarly, if RIA custodians make 
money off of sub-TA fees, we choose 
mutual funds or ETFs that don’t pay 
sub-TA fees. The major reason Van-
guard and DFA funds have lower 
expense ratios than most of their 
competitors offering similar solutions is 
because their expense ratios don’t 
include all the back-end payments to 
the custodians. So we seek the lowest-
cost funds for clients and dismantle the 
custodian sub-TA fee line.

The same thing happens with 12b-1 
fees in NTF platforms. It’s usually not a 
good deal for most clients to use 
mutual funds in those NTF platforms 
because they have higher expense 
ratios — owing to their using the share 
class with the 12b-1 fee, which still 
indirectly comes out of the client’s 
pocket and goes to the custodian.

So what do we do? When clients 
have sizable assets, we skip the NTF 
platform entirely and instead pay the 
ticket charges because it’s cheaper for 
our clients — at the expense of the 
custodian’s revenue. The only clients we 
put in NTF funds are those whose 
accounts are small, where the 12b-1 fee 
is cheaper than the ticket charge. This 
means we’re making sure as advisors 
that it’s lose-lose for the custodian.

Then of course there’s the ticket 
trading charges themselves, which are 
completely commoditized and getting 
pressured lower and lower, for which we 
as advisors then regularly ask for more 
concessions. “New clients coming on 
board with a whole bunch of trades. 
Can we have a break so we can get the 
client?” That’s another lose-lose 
situation for the custodian.

Again, the problem is that custodi-
ans have put RIAs in a position where 
we look better to our clients when we 
stick it to the custodian. The more we 

The problem is that custodians 
have put RIAs in a position where 
we look better to our clients 
when we stick it to the custodian.
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play the game and dismantle the 
custodian’s profit centers, the more 
money we save our clients. Ironically, 
that means the more fee pressure there 
is on advisors, the more incentivized we 
are to put pressure on the custodians to 
reduce their profits, because it reduces 
the client’s costs and that makes our 
fee look more manageable.

A New Baseline
This is why I think that in the future, we 
as RIAs will simply pay a basis point 
custody fee to the custodian.

Imagine that an RIA custodian 
charged us a custody fee to use their 
platform, tools and technology, as well 
as for access to funds, ETFs, stocks and 
bonds. But instead of getting it all for 
free — where they then try to extract 
the value from our clients — we pay for 
it directly, maybe for something like 10 
basis points, tearing down to 7 and 5 
and 3 basis points as our assets grow.

This is meant to be an approxima-
tion of how much the RIA custodian 
already makes off the typical RIA, but 
instead of making a basis point or two 
on average in ticket charges and a few 
basis points off the sliver of client 
assets and NTF funds — and then the 
50-100 basis points that they make off 
a few percent of cash that we hold — 
they just charge us one uniform custody 
fee on everything, with breakpoints at 
higher asset thresholds.

The point here is to charge a fee 
that simply averages out to the same 
amount the custodian was already 
making from us when calculated as a 
percentage of revenue based on the 
total assets of their platform. In such a 
model, the custodian would simply be 
incentivized to make the best darn RIA 
custody platform out there.

And because the custodian will be 
making the fee, I would expect they 
then would go back to all the fund 
providers and renegotiate new versions 
of true, clean shares. No 12b-1 fees, no 
sub-TA fees — a special version of 
advisor class shares where no back-end 
fees were needed because the custo-
dian would be earning his custody fee. 

This would guarantee us access to 
the cheapest funds that exist of any 
fund company at any time. You 
wouldn’t just have to go to Vanguard or 
DFA to find the cheapest funds; you 
could go anywhere because the costs 
would come down for all of them.

In the aggregate, advisors would 
then be incentivized to consolidate 
assets into a common platform that 
clients would want to use — because it 
would have the best solutions, and not 
because it would be the one that made 
the custodian the most money.

And the more we consolidated, the 
bigger the RIA custodian would get as 
well because it would earn the custody 
fee on all the assets, regardless of type. 
That’s what happens when all our mod-
els get aligned. 

Making the Pivot
Ironically, the fact that not all RIAs are 
equally profitable would be among the 
biggest blocking points for reinventing 
the RIA custody model. Indeed, those of 
us who are already good at playing the 
game essentially get a below-average 
fee and have little incentive to switch.

This was never an issue for broker-
dealers, who simply received a slice of 
those transactions; if a custodian 
charged $5 or $10 a trade, the broker-
dealer would charge $15 and take the 
markup. If the custodian made 50 basis 
points on cash, the broker-dealer would 

get another 10, and so on down the 
line. The RIA custody model, then, is 
more closely aligned to broker-dealers 
than to the RIAs they’re serving now.

That’s why I believe a shift has to 
occur. RIAs would avoid constant 
conflict with their custodial platforms, 
while the platforms would grow without 
being gamed by their RIAs. 

Gone would be the requirements for 
having minimums for cash or trades, 
and in their place would be just one 
guideline that simply said, “Hey advisor, 
you want a break on your fees? Grow 
bigger and hit the next asset break 
point.” This would also prevent the 
custodian platforms from ever begging 
us to make our clients more profitable 
for them by trading more frequently, 
holding more cash or using more 
expensive funds.

My gut says that an RIA custodian is 
going to offer this soon — if only 
because as RIAs get better at gaming 
the system, the revenue lines get lower 
for the custodians as a percentage of 
assets. And more efficient cash 
management tools, which allow us to 
move cash off of custody platforms, 
constitute very material threats to the 
entire custody business model. Or 
perhaps some RIA custodian will just do 
it to be the disruptive innovator that 
challenges the rest of the custodians.

This is the opportunity for us to have 
the best custody platform we’ve ever 
seen. And even though it’s going to feel 
awkward for us when we’re not paying 
a fee, it will ultimately benefit everyone 
— our clients included. FP

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.

As RIAs get better at gaming the 
system, revenue lines get lower 
for custodians as a percentage 
of assets. 

RIA IQ
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By Amanda Schiavo

Just like a doctor who pops outside for a cigarette break, 
advisors sometimes develop bad habits in their own financial lives.

Although they do their utmost to hammer home the importance 
of proper planning, advisors don’t necessarily follow their own words 
of wisdom. They can fall victim to the same behavioral biases as 
their clients and end up making questionable financial decisions. 

Overconfidence is one such cognitive bias that often affects 
advisors, says Stephen Wendel, head of behavioral science at 
Morningstar. He calls it the Lake Wobegon effect, named after the 
mythical town in the radio show “A Prairie Home Companion,”           
where “all the women are strong, all the men are good-looking 
and all children are above average.”

Part of the joke is that not everyone can be above average. 
But advisors can get caught up in the idea that since they’re 
experts, they are assured of not doing worse than those who 
aren’t experts. As a result, they can end up neglecting their own 
best interests.

“We might give advice to somebody else thinking they 
are average, but of course we’re not average, so that advice 

SA
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A
 N

IA
LL

A When Ryan Marshall, a partner at ELA
Financial Group in Wyckoff, New Jersey, speaks, 
Ryan Marshall the investor doesn’t always listen. 

WHEN 
ADVISORS 
IGNORE THEIR 
OWN ADVICE
Planners’ own financial results
might be better if only they would 
actually do what they tell their clients to do.
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doesn’t apply to us,” he says. 
Of course, this is true of people 

across many professions. The saying 
that doctors make the worst patients is 
a cliché for a reason.

Academics in the field agree. 
Advisors can also fall victim to status-
quo bias, procrastinating or experienc-
ing inertia “where we make all types of 
decisions, especially financial deci-
sions,” says Victor Ricciardi, a finance 
professor at Goucher College. “The idea 
is that people don’t like change … and 
even advisors will not necessarily 
update their own estate planning.”

Although it’s impossible for someone 
to avoid all behavioral biases, Ricciardi 
suggests that planners need to 
understand these instincts better to 
help them in advising clients who are 
facing the same issues.

Confessing Financial Sins 
To that end, some brave advisors were 
willing to fess up and admit their 
financial sins to Financial Planning. 

The most commonly cited issues 
were failures to budget, a tendency to 
shy away from tough conversations 
with family members or knowingly 
taking on overly risky investments. 

Some were even more basic — for 
instance, not updating important 
documents or not reviewing retirement 
plans for years.

Doug Boneparth of Bone Fide 
Wealth in New York City acknowledges 
he doesn’t always put money away for 
his own retirement, which is far in the 
future, and instead lets it build up in a 
reserve fund. He says he’s “on this kick 
of accumulating cash” in order to “feel 
better” about moving retirement 
savings down on his list of goals after 
he and his wife had a child and bought 
a home a few years ago. 

Essentially, he says, he’s being even 
more conservative for himself than he 
would recommend for clients. 

“Does that conflict with the advice 
that I give?” he asks. “Not necessarily, 
but it’s a challenge. Maybe I should  
be looking closer at that mix about 
how much goes into retirement versus 
cash reserves.”

Similarly, Ryan Marshall, a CFP who 
is a partner at ELA Financial Group in 
Wyckoff, New Jersey, concedes that he 
doesn’t review his retirement plans 
once a year as he does with his clients.  
Instead, he does such a review only 
“once every four or five years.”

Risk management is another area 
where there is a discrepancy between  
what advisors say and what they 
actually do.

Matthew Gaffey, senior wealth 
manager at Corbett Road Investment 
Management in McLean, Virginia, notes 
the traditional strategy of having 
retirees ramp down the risk in their 
portfolios, which he notes should be 
more akin to “pumping the brakes 
rather than slamming them.” 

Whereas Gaffey might advise clients 
to progressively reduce risk in their 
portfolios over time, he’s more comfort-
able holding risk in his own invest-
ments. He noted that other advisors 
take that same approach. 

On a lighter note, Marshall questions 
whether retirement will be in his future 
at all. “I don’t think I want to retire ever,” 
he says with a laugh. “I’m giving people 
advice to retire [but] I really like my job. 
Granted, I’m still young. I’m 36 years 
old, so I have a lot of time. But I truly 
enjoy my job.”

Here are some of the major short-
comings that these and other advisors 
acknowledge when they reflect on 
things that they’re saying to clients but 
not actually doing themselves:

Lacking the Patience to Budget
Marshall confesses that he believes his 
biggest fault is putting off creating a 
monthly budget. 

Instead, he takes a shortcut. “I 
calculated how much I need to save for 
the retirement that I would like to have 
and just make sure I save an additional 
5% more than that amount each 
month,” he explains. 

“As long as I am putting that away 
and I have my emergency fund set up, I 
don’t budget. However, some clients 
really need to budget. But I don’t have 
the patience or time to sit down every 
month and come up with a plan.” 

Delaying Updates on Documents
“What I advise my clients to do 
periodically, and what I am not 
particularly good about doing for 
myself, is checking on, and updating 
when necessary, my estate planning 
documents every three to five years,” 
says George Gagliardi, the founder of 
Coromandel Wealth Management in  
Lexington, Massachusetts.  

“Yes,” Gagliardi concedes, “this 
shoemaker is barefoot with regard to 
estate planning advice.” 

Lacking Necessary Discipline

Scott Bishop, executive vice president 
and director of financial planning at 
STA Wealth Management in Houston, 
says one of his flaws in his manage-

Special Report: Retirement Planning
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ment of his personal finances is having 
an investment plan and then not 
having the discipline to stick with it. 

“I think financial advisors see so 
many investment opportunities that 
they don’t stay disciplined,” he says. “I 
have done that at times in my career.”

Paralyzed in Budget Reviews
“Developing a good understanding of 
your budget is an invaluable tool to 
help you prioritize your spending and 
build your net worth,” says Marielle 
Schurig, a CFP who is an account vice 
president at UBS Financial Services in  
New York City.

“However, budgeting seems like such 
a restrictive thing, which is why many 
people freeze up when they talk about 
it and why they don’t stick to it,” 
Schurig says.

“Since a budget isn’t static, I often 
don’t take the time to do an emotional 
audit of my spending and review my 
budget as often as I should,” she says. 

“This is one of the many reasons that 
working with a financial advisor is so 
important because they can hold you 
accountable and remind you to check 
in when necessary,” she adds.

 
Avoiding Tough Conversations
Scott Pedvis, managing director of 
investments at Wells Fargo Advisors in  
New York City, cites the tendency to 
avoid tough conversations as a 
common failing. He got a first-hand 
demonstration of how to do it.

“I once had a client with an adult 
child, perfectly capable of working, who 
lived off the client,” Pedvis recounted. 

“One day, after the child asked the 
client for money to buy a luxury 
residence, the client asked me what I 
thought he should do. 

“I explained that while it’s ultimately 
the client’s decision, I thought the 
residence in question was too extrava-
gant and that if the client wanted to 
really help the child, he should explain 
why the child needs to start to fend, at 
least in part, for himself financially. 

“No one likes conflict, especially in 
family relationships, but I felt it was my 
job to give the client my honest opinion  
… I know if the roles were reversed, it 
would be very hard for me to financially 
deny a family member because I 
understand the strain and stress that 
would put on a relationship.”

Not Mastering Cash Flow
“I found myself asking my clients to 
review and analyze their expense data 
in order to become masters of cash 
flow,” Boneparth says. “However, 
reconciling and categorizing expense 
data can be time-consuming, so I  
didn’t find myself practicing what I  
was preaching. 

“However, at the end of last year, I 
did commit to the practice so that I 
could truly understand what I was 
asking my clients to do and look into 
finding solutions to reduce the heavy 
lifting,” he says. In the end, “it was a 

very rewarding experience.” 

Living Too Lavishly
Bishop, the Houston planner, cites 
another common problem among advi-
sors. “[Planners aren’t] disciplined in 
their spending and [need to be] more 
thoughtful about toys like cars and 
boats,” he says. “I think that as many 
financial advisors grow their practices, 
they tend to make more money and 
thus have lifestyle creep. 

“[They are] buying a larger home, 
nicer car, better trips and other toys 
without having a good budget and/or 
disciplined savings plan.” 

Taking on Too Much Risk
In discussing advisors’ apparent 
willingness to personally assume more 
risk than they endorse for clients, 
Gaffey says, “While we consistently 
discuss the reduction of risk over time 
with our average client, many of the 
advisors we work with do not want to 
follow that same glide path and prefer 
to remain much more equity-driven 
within their own portfolios. 

“I believe much of this is driven by 
our underlying faith in the market 
performing well over time. Many 
planners are comfortable taking on 
that risk with their own money but 
would be reluctant to ever suggest a 
client do the same.” FP

Amanda Schiavo, is an associate editor of Financial Planning. Follow her on Twitter at @SchiavoAmanda.

Special Report: Retirement Planning
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your RIA business by providing advanced investment and account management technology.
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Not planning for succession is the biggest risk that advisors can take.

Cementing a Future Generation

By Matt Sonnen

Although the drumbeat for succession 
planning has been getting louder over 
the years, the industry continues to 
remain woefully unprepared. 

We have all seen the headlines 
screaming about the more than 
two-thirds of advisors who don’t have 
succession plans, yet the average age 
of those advisor principals who are 
owners is getting closer to 60.

Clearly, there is a wide gap here, yet 
for many advisors, they aren’t feeling 
the urgency to groom the next genera-
tion to take over. These advisor-owners 
tell us that they aren’t concerned, 
haven’t found the right successor or 
simply want to keep the status quo.

What many of these advisor-owners 
aren’t thinking about is a new industry 
trend that has been named Breakaway 
Advisor Movement, Version 3.0, and it 
has massive implications for ramping 
up the urgency for succession planning.

The first breakaway movement 
began more than 20 years ago and 
continues as captive wirehouse advisors 
leave their employers for a better way 
to run their businesses as registered 

investment advisors. To help facilitate 
these breakaways, a cottage industry of 
aggregators and roll-ups came on the 
scene to provide start-up capital and 
transition assistance for an equity stake 
or continuing basis points in the newly 
established firms. 

As these RIA firms matured, they 
quickly realized that they had the 
experience and scale to replicate these 
platforms on their own at a much lower 
cost, and many have since broken away 
from these service providers. This 
realization by advisors led to Break-
away Advisor Movement, Version 2.0.

In a similar fashion, existing RIAs are 
starting to see another wave of 
breakaways among the younger, more 
entrepreneurial employees at their 
firms. These up and comers, who are 
wondering what future they will have at 
their firms, are also beginning to say to 
themselves, “There has to be a better 
way” and are looking to start their own 
RIAs in direct competition with the firms 
that they are leaving. 

Most of this is driven by the firm’s 
lack of succession planning and the 

younger employees feeling as if they 
will never get a meaningful piece of the 
ownership pie. As a result, these  
entrepreneurial advisors who have 
learned the RIA craft see that, due to 
the owner’s lack of planning, their only 
option is to break away, taking their 
business development, relationships 
and technology-savvy skills with them.

When this happens, the aging 
advisor’s firm’s valuation takes a big hit. 
After all, what is left to acquire in a  
firm that is losing its best talent and 
client relationships? 

Advisors who haven’t cemented a 
future generation of leaders are at 
extreme risk of not being able to 
monetize their decades of hard work. 

Succession planning isn’t easy. 
However, not planning is the biggest 
risk that advisors can take as they 
consider their retirement futures. 

The good news is that there is still 
time, but it is rapidly running out as 
Breakaway Movement, Version 3.0 
gains momentum. Advisors owe it to 
themselves, their firms and their clients 
to build a career track for the next 
generation of advisors to play a 
meaningful role in the future of their 
businesses. 

For prepared firms, this process is a 
healthy one that brings needed vitality 
into the business while richly rewarding 
the founders. 

(A version of this story originally ran 
on financial-planning.com in May  
2017.) FP

Special Report: Retirement Planning

Matt Sonnen, is the founder and CEO of     
consulting firm PFI Advisors. Follow him on 
Twitter at @mattsonnen_pfi.

70%

60%

50%

40%

30%

20%

10%

0%

67%

Business won't succeed
if I'm not there

63%

Difficult to think about

61%

Not ready for
succession

Head in Sand
73% of advisors don’t have a succession plan in place. 
Here’s why

Source: Financial Planning Association, 2018

032_FP0918   32 8/14/2018   12:28:56 PM



HartfordFunds_FinancialPlanning_FP_Sept_2018_R2.indd
7-18-2018 4:48 PM Suk Choi / Suk Choi

1

Job
Client
Media Type
Live
Trim
Bleed
Pubs

None
None
None
7.375” x 10”
7.875” x 10.5”
8.125” x 10.75”
None

Job info

None

Notes

Art Director
Copywriter
Account Mgr
Studio Artist
Proofreader

None
None
None
None
None

Approvals

Fonts
Open Sans (Regular, Light)

Images
ControlStrip.eps (100%), GettyImages-176640135.tif (CMYK; 621 ppi; 48.28%), HF_Blue_Gra-
dient_G.psd (CMYK; 487 ppi; 61.56%), HartfordfundsTag-CMYK-SUK_USETHISONE.ai (24.77%), 
HF_Elbow_4C.ai (66.8%)

Inks
 Cyan,  Magenta,  Yellow,  Black

Fonts & Images 

Saved at Nonefrom Suk’s iMac by Printed At

8
0

 7
0

 7
0

 1
0
0

1
0
.2

 7
.4

 7
.4

1
0
0

 1
0
0

 1
0
0

1
0
0

 1
0
0

 6
0

1
0
0

 1
0
0

7
0

 7
0

3
0

 3
0

1
0
0

 1
0
0

 6
0

1
0
0

 1
0
0

1
0
0

 1
0
0

7
0

 7
0

3
0

 3
0

1
0
0

 1
0
0

 6
0

7
0

 7
0

 4
0

7
0

 7
0

3
0

 3
0

1
0
0

 4
0

1
0
0

 4
0

4
0

 1
0
0

1
0

 4
0

 4
0

2
0

 7
0

 7
0

3
.1

 2
.2

 2
.2

7
0

 4
0

 4
0

7
5

 6
6

 6
6

5
0

 4
0

 4
0

2
5

 1
9

 1
9

B
0

 0
 0

 0

1
0
0

7
0

3
0

1
0
0

1
0

2
5

5
0

7
5

9
0

1
0

0
1
0
0

 6
0

1
0
0

7
0

3
0

1
0
0

 6
0

4
0

 7
0

 4
0

7
0

3
0

1
0
0

 4
0

4
0

 1
0
0

4
0

 1
0
0

4
0

 7
0

 4
0

7
0

 4
0

 4
0

 3
4

0
 7

0
 4

0
7

0
 4

0
 4

0
1
0
0

 6
0

A

3
%

IS
O

 1
2
6
4
7
-7

 D
ig

it
a
l 
C

o
n
tr

o
l 
S

tr
ip

 2
0

0
9

While every benchmark is important, 
at Hartford Funds we believe the 
ultimate measure of success will always 
be investor satisfaction.

At Hartford Funds, we live by a simple philosophy: “Our benchmark is the investor.®”

So while other asset managers are measuring success by outperforming the S&P 500, we seek a 
diff erent kind of success — doing everything possible to help investors reach their long-term life goals.

Of course we focus on performance. That’s why we partner with world-class institutional 
sub-advisers. But it’s also why we work with behavioral experts, fi nancial therapists, money 
psychologists and academic researchers to help you better understand your clients.

After all, as an advisor, when you have happy clients you have a good business. And so do we.

Investing involves risk, including the possible loss of principal. Investors should carefully consider a fund’s 
investment objectives, risks, charges and expenses. This and other important information is contained in a 
fund’s full prospectus and summary prospectus, which can be obtained by visiting hartfordfunds.com.  Please 
read it carefully before investing. 

© 2018 Hartford Funds Distributors, LLC.
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Practice

Most financial advisory firms, both large and 
small, have lead advisors who manage client 
relationships and who are surrounded by 
underlings who help them serve those clients.

 These advisors position themselves as 
wise sages, and most matters concerning 
clients must go through them. They are the 
Grand Poobah within their firm — they run 
the show.

In general, a Grand Poobah is someone 
who has a worthless title and an inflated 
sense of self-importance. (The term origi-
nated in the 1880s in Gilbert and Sullivan’s 
comic opera “The Mikado,” although you 

may remember it from Fred and Barney’s 
secret lodge society in “The Flintstones.”)

Most advisors are not like this, yet some 
structure their practice under a lead advisor 
as their business matures. It’s not the best 
model. How can you avoid falling in the 
Grand Poobah trap?

There are a number of problems with this 
approach: the egocentricity of the advisor; a 
lack of clear career paths for support staff; 
and overreliance on a single person, who 
could suddenly disappear because of death 
or incapacity. 

To be sure, many lead advisors work hard, 

Avoid a Grand Poobah Trap

By Carolyn McClanahan

If your practice revolves around a lead advisor, you may be 
headed to big problems. Here’s a way that works much better. 

care about their employees 
and clients, and worry about 
how to transfer duties to the 
next generation. 

But there are other lead 
advisors who think others 
couldn’t possibly do the work 
as well as they can and feel 
they are not easily replace-
able. Their practice gives 
them purpose and validates 
their worth. For some, this 
evolves into a sense of power 
and self-importance. It is not 
easy to extract oneself from 
this situation.

As a lead advisor’s 
workload increases, junior 
advisors are hired to 
increase capacity. The junior 
advisor may be in the 
background for years — run-
ning reports, researching 
client questions, taking 
meeting notes and various 
other duties. 

Yet, they do not manage 
client meetings. Over time, 
they are encouraged to 
develop their own books of 
business and they may be 
handed the less profitable 
clients to manage.

The junior advisor is often 
given an additional carrot 
— a vague promise that one 
day they will take over the 

Most junior advisors 
don’t want to hang 
around waiting for their 
boss to retire. More 
often than not, a junior 
advisor leaves to start 
his own practice or goes 
to another firm. 
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John Hancock Bond Fund
Class I: JHBIX     Class A: JHNBX

Top Morningstar ratings1

★★★★★
Overall Class I rating as of 6/30/18 out 
of 878 intermediate-term bond funds. 

Based on 3-, 5-, and 10-year Morningstar 
Risk-Adjusted Returns, accounting for 

variation in monthly performance.

The fund seeks to outperform 
the market without taking 

on excess risk2

Market exposure
(beta)

Outperformance
(alpha)

2.78

0.86

Managed by the 

portfolio team at 

John Hancock 

Asset Management 

Jeffrey N. Given, CFA

Howard C. Greene, CFA

Today’s bond markets offer no easy answers. That’s why the team behind 

John Hancock Bond Fund takes a more nimble approach, targeting income 

opportunities from all areas of the markets and focusing on cash bonds 

instead of complex derivatives so investors always know what they own. 

We think it’s a better way to invest.

Discover our multimanager approach at jhinvestments.com.

Today’s uncertain
 bond markets  call for 
 a nimble approach

 All funds may experience periods of negative performance.
1 For each managed product, including mutual funds, variable annuity and variable life subaccounts, exchange-traded funds, closed-end funds, and separate accounts, with 
at least a 3-year history, Morningstar calculates a Morningstar RatingTM based on a Morningstar Risk-Adjusted Return that accounts for variation in a fund’s monthly excess 
performance, placing more emphasis on downward variations and rewarding consistent performance. Exchange-traded funds and open-end mutual funds are considered a single 
population for comparative purposes. The top 10.0% of funds in each category, the next 22.5%, 35.0%, 22.5%, and bottom 10.0% receive 5, 4, 3, 2, or 1 star(s), respectively. 
The overall Morningstar Rating for a managed product is derived from a weighted average of the performance figures associated with its 3-, 5-, and 10-year (if applicable) 
Morningstar Rating metrics. The rating formula most heavily weights the 3-year rating, using the following calculation: 100% 3-year rating for 36 to 59 months of total returns, 
60% 5-year rating/40% 3-year rating for 60 to 119 months of total returns, and 50% 10-year rating/30% 5-year rating/20% 3-year rating for 120 or more months of total 
returns. Star ratings do not reflect the effect of any applicable sales load. As of 6/30/18, the fund was rated 5, 5, and 5 stars out of 878, 778, and 563 intermediate-term bond 
funds for the 3-, 5-, and 10-year periods, respectively. Please note that Class I shares may not be available to all investors and that performance of other share classes may 
vary. Past performance does not guarantee future results. 2 Morningstar Direct. Calculations are based on Class I shares for the 10-year period ended 6/30/18. Alpha measures the 
difference between an actively managed fund’s return and that of its benchmark index. An alpha of 3, for example, indicates the fund’s performance was 3% better than that of its benchmark 
(or expected return) over a specified period of time. Beta measures the sensitivity of the fund to its benchmark. The beta of the market (as represented by the stated benchmark) is 1.00. 
Accordingly, a fund with a 1.10 beta is expected to have 10% more volatility than the market. The fund’s benchmark is the Bloomberg Barclays U.S. Aggregate Bond Index, which tracks the 
performance of U.S. investment-grade bonds in government, asset-backed, and corporate debt markets. It is not possible to invest directly in an index. 
Fixed-income investments are subject to interest-rate and credit risk; their value will normally decline as interest rates rise or if an issuer is unable or unwilling to make principal or 
interest payments. Investments in higher-yielding, lower-rated securities include a higher risk of default. Liquidity—the extent to which a security may be sold or a derivative position 
closed without negatively affecting its market value, if at all—may be impaired by reduced trading volume, heightened volatility, rising interest rates, and other market conditions. The 
use of hedging and derivatives could produce disproportionate gains or losses and may increase costs. Fund distributions generally depend on income from underlying investments 
and may vary or cease altogether in the future. Please see the fund’s prospectus for additional risks.
Request a prospectus or summary prospectus from your financial advisor, by visiting jhinvestments.com, or by calling us at 
800-225-5291. The prospectus includes investment objectives, risks, fees, expenses, and other information that you should 
consider carefully before investing.
NOT FDIC INSURED. MAY LOSE VALUE. NO BANK GUARANTEE. NOT INSURED BY ANY GOVERNMENT AGENCY.
© 2018 John Hancock. All rights reserved. John Hancock Funds, LLC, member FINRA, SIPC. 
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Practice

lead advisor’s practice. Think about the 
problem with this. Most advisors are 
hitting their stride in their late 40s and 
early 50s. 

They hire an energetic 30-year-old 
junior advisor. That young advisor toils 
behind the scene for years. If they are 
motivated and smart, they can learn 
most of what they need to know to be 
a lead advisor in five to 10 years. Now 
their boss is 60 and they are 40. 

The beauty of the financial planning 
profession is you can work for a really 
long time. Most junior advisors don’t 
want to hang around waiting for their 
boss to retire. More often than not, the 
junior advisor leaves to start their own 
practice or go to another firm. 

Sadly, the Grand Poobah is left in the 
lurch and their succession plan is in 
ashes. Their years left in the workforce 
are numbered and they don’t have a lot 
of time to regroup.

An Ensemble Model
There is a common-sense answer — 
move to a true ensemble model. 
Instead of forcing a junior advisor to  
toil in the background, make this 
advisor the lead for a particular 
component of the client’s financial life.

I started out as a solo practitioner. 
As my practice grew, it was unsettling 
to me that so many people relied only 
on me for their financial well-being. Life 
can be precarious. 

I also realized that I loved financial 
planning but did not enjoy the nuts and 
bolts of managing investments. Finally, 
it was challenging to manage clients 
alone as my involvement in leadership 
and education blossomed. 

To me, the perfect answer was hiring 
out what I did not enjoy. My first hire 
was an investment manager. He did the 
investments and I did the planning. 

After making certain that the clients 
understood how we worked together 
and were reassured they would be well 
cared for, they embraced this change.

My next hire was another financial 
planner. She personified why younger 
advisors leave firms — for more than a 
decade she had worked for a lead 
advisor who had no intention of 
quitting any time soon. 

We cross-trained to create a 
consistent planning process, then she 
took over the insurance and projection 
planning for each client. It took about 
two years to get her fully integrated, 
but, again, the clients were delighted 
with this expansion.

Our most-recent hire is a 25-year-
old financial planning graduate. He 
came with some experience but was 
still quite green. We immersed him in 
the insurance planning, and he is now 
working directly with clients in this 
realm, though he is not yet having 
meetings on his own. 

His current project is to do all the 

college planning and he will lead the 
meetings on this subject. 

Additionally, he will do the educa-
tion for employees holding the 401(k) 
plans we manage for our clients with 
businesses. Our goal is for him to start 
having his own meetings next month, 
less than a year after he was hired. 

We are all cross-training, so we can 
fill each other’s roles at the drop of a 
hat. The beauty of our approach? We 
have a deep bench, the clients know 
they have a team they can rely on, and 
it would be difficult for one person to 
leave and take clients with them.

How is this working out for our 
25-year-old? He is delighted with his 
significant responsibilities and shares 
the details of is role with his cohorts at 
other firms. They are envious.

It should be easy for firms with the 
Grand Poobah model to make this  
change. Once your younger planners 
can be prepared to take over one part 
of the planning process, announce to 
your clients that you are going to an 
ensemble approach and let it run  
from there. 

Your clients will thank you, you’ll 
retain the next generation and the world 
won’t fall apart the day you are no 
longer there for the many who depend 
on what you do. 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.

As in sports, cross-training to fill multiple roles in an advisory firm is a valuable training technique.
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The beauty of an ensemble 
approach? There is a deep 
bench, clients know they have a 
team they can rely on and it is 
difficult for one person to leave 
and take clients with them.
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Capital 
Appreciation

Risk 
Management

Income 
Generation

Liquidity 
Management

QLC

QLC puts quality
at the core of your 
portfolio

Is your client’s investment core as fi t as it should be? Introducing FlexShares 
US Quality Large Cap Index Fund, designed to strengthen a portfolio’s core. 
QLC seeks to add the dimension of quality through our proprietary multi-factor 
approach focused on profi tability, attractive valuation and positive momentum. 
It’s like a personal trainer for long-term investments.

See how QLC brings quality to any portfolio’s core by visiting 
fl exshares.com/large-cap

MANAGED BY NORTHERN TRUST

Before investing, carefully consider the FlexShares investment objectives, risks, charges and expenses. This and other information is 
in the prospectus and a summary prospectus, copies of which may be obtained by visiting www.fl exshares.com. Read the prospectus 
carefully before you invest. Foreside Fund Services, LLC, distributor. 

An investment in FlexShares is subject to numerous risks, including possible loss of principal. Fund returns may not match the 
return of the respective index. A full description of risks is in the prospectus.  

FlexShares US Quality Large Cap Index Fund (QLC) is passively managed and uses a representative sampling strategy to track its 
underlying index. Use of a representative sampling strategy creates tracking risk where the Fund’s performance could vary 
substantially from the performance of the underlying index along with the risk of high portfolio turnover. Additionally, the Fund is 
at increased dividend risk, as the issuers of the underlying stock might not declare a dividend, or the dividend rate may not remain 
at current levels. The Fund is also is at increased risk of industry concentration, where it may be more than 25% invested in the 
assets of a single industry. Finally, the Fund may also be subject to increased volatility risk, where volatility may not equal the target 
of the underlying index.
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Without the right planning, accumulating a 
large IRA can come with some unexpected 
consequences for clients, including higher 
Medicare costs.  

Forward-thinking advisors can help by 
recommending a number of strategies to 
keep Medicare costs in check, once clients 
take distributions from their IRAs and other 
retirement plans. 

How does the situation arise in the first 
place? Medicare charges premiums to 
participants in Medicare Part B, which covers 
doctor visits, and Part D, the prescription 
drug benefit.

In 2018, the basic premium for Part B is 
$134 per month, while it varies for Part D 

depending on the plan.
However, high-income individuals are 

required to pay more. A high-income client, 
in this case, is defined as one with a 
modified adjusted gross income over 
$85,000 on a single tax return, or $170,000 
on a joint return. 

These clients’ premiums are subject to a 
surcharge known as an Income Related 
Monthly Adjustment Amount, or IRMAA. 
These surcharges increase with income and 
can more than triple what Medicare partici-
pants pay for their benefits, costing thou-
sands of dollars each year. 

In 2018, for example, the largest premium 
surcharges apply to persons with MAGI over 

Avoiding a Medicare Hit

By Ed Slott

A hefty IRA can sometimes mean higher health care costs. Don’t 
let this happen to your clients. 

$160,000 on a single return, 
or $320,000 filing jointly. For 
Medicare Part B, the largest 
surcharge is $294.60 per 
month, or $3,535.20 per year. 

This increases the monthly 
premium to $428.60, which is 
3.2 times larger than the 
base premium of $134.

For Part D, the largest 
surcharge is $74.80 per 
month, or $897.60 per year. 
Combined, the two surcharg-
es can total $369.40 per 
month, or $4,432.80 per year.

In 2019, a new additional 
income level of “over 
$500,000 single or $750,000 
joint” will apply. 

A 6% Hike
Premium amounts for 2019 
will not be announced until 
the end of 2018.  

However, as the surcharge 
at the new over $500,000/ 
$750,000 income level will 
be set to collect 85% of plan 
costs, up from 80% at the 
current top level, the largest 
2019 premiums can be 
estimated to be about 6% 
larger than the largest are 
for 2018.

These IRMAA income 
thresholds are fixed through 
2019. They’ll be adjusted for 
inflation starting in 2020. 
IRMAA surcharges apply on 
a so-called cliff basis. When 

Client

If a client’s income 
spikes temporarily, for 
only one year, 
IRMAA surcharges 
apply accordingly.

ALSO IN CLIENT: P. 44: HOW TO HELP WITH HSAs

Breakdown of Charges

Source: Medicare.gov; analysis by Ed Slott & Co. 

Filing 
Single

Married 
filing jointly

IRMAA 
Surcharge 
Part B

Total 
Premium 
Part B

IRMAA 
Surcharge 
Part D

Total of 
surcharges
Part B & D

Up to 
$85,000

Up to 
$170,000

$0.00 $134.00 $0.00 $0.00 

Over 
$85,000 to 
$107,000

Over 
$170,000 to 
$214,000

$53.50 $187.50 $13.00 $66.50 

Over 
$107,000 to 
$133,500

Over 
$214,000 to 
$267,000

$133.90 $267.90 $33.60 $167.50 

Over 
$133,500 to 
$160,000

Over 
$267,000 to 
$320,000

$214.30 $348.30 $54.20 $268.50 

Above 
$160,000

Over 
$320,000

$294.60 $428.60 $74.80 $369.40 

2018 IRMAA surcharges for Medicare Part B and Part D
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Not FDIC/NCUA insured • May lose value • Not bank/CU guaranteed 
Not a deposit • Not insured by any federal agency

CNC18955 09/17

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

of an add-on benefi t1 can help address many of these challenges. So, isn’t it worth the time to 

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

and even the comfort of leaving money to loved ones?

IF YOU THINK AN ANnuity is

HARD TO EXPLAIN,
Try telling a client

THEY may RUN 
OUT OF INCOME.

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

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

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

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

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

you reach the first dollar of an IRMAA 
income level, it causes the full corre-
sponding surcharge to apply to all 
premiums paid for the year.

Example 1: If Bob has MAGI of as 
much as $85,000 on his single return, 
he’ll owe no surcharge. But if his income 
reaches $85,001, then a monthly 
surcharge of $53.50 for Part B plus 
$13.00 for Part D, or $66.50 total, will 
apply for all 12 months of the year. 
Bob’s $1 of additional income increases 
premium cost by $798 for the year.

You can help clients control income 
to minimize surcharges. For IRMAA 
purposes, MAGI is defined as Adjusted 
Gross Income (AGI) with adjustments 
for some income that is exempt from 
federal tax, such as interest from state 
and local bonds. Medicare uses the 
MAGI reported on the federal tax return 
from two years ago. 

For example, to determine whether 
someone will pay higher premiums for 
2018, Medicare uses 2016 MAGI. 

Similarly, the tax return filed for 2018, 
which can be strategized for the rest of 
this year, will be used to calculate 
IRMAA surcharges for the year 2020. 

If income spikes temporarily, for only 
one year, surcharges apply accordingly. 
This may result from an event such as a 
large Roth IRA conversion, taking a 
large investment gain or even winning 
a lottery.  

There is no “it’s only a one-time gain” 
exemption to owing a surcharge. 
However, if income drops the next year, 
then that year’s surcharge will be 
reduced accordingly.

Be Aware of the RMD Effect
 Required minimum distributions can 
result in much higher health care costs. 
Don’t forget that this includes older 
beneficiaries who are subject to RMDs 
on inherited IRAs. 

An RMD is included in the MAGI 
used to determine Medicare Part B and 

Part D costs two years later. 
Example 2: Jason is single and 

reached age 70 ½ in 2016. He took his 
first RMD of $5,000 in 2016, increasing 
his MAGI to $108,000.

For 2018, his monthly Part B 
premiums will be $267.90 (base 
premium of $134 plus surcharge of 
$133.90) and his Part D surcharge will 
be $33.60 a month. 

Without the RMD, his MAGI would 
be $103,000, so his monthly Part B 
premium would be $187.50 with a Part 
D premium of $13.00. That’s a com-
bined $101 less.

In other words, Jason’s RMD will cost 
him an extra $1,212 in 2018 for Medi-
care ($101.00 x 12 = $1,212.00).

Check a client’s tax return to see if 
reported MAGI is near one of the 
threshold amounts. 

When MAGI is close to a threshold 
amount, take steps to keep it under the 
threshold. If income is close enough, 
any of a number of tax return strate-
gies may do the trick. 

Looking ahead, plan realization of 
income and deductions to keep MAGI 
below the nearest threshold.

How Roth Conversions Can Help
 A Roth IRA conversion can be useful in 
minimizing future IRMAA surcharges, as 
distributions from the Roth IRA can be 
tax free, reducing MAGI. 

To avoid a current income spike from 
a Roth conversion, consider making a 
series of partial conversions over a 
number of years so income will not be 
pushed into higher tax brackets. 

This is a strategy that requires 
long-term advance planning.

Clients who are in their early 
retirement years may want to consider 

converting to a Roth IRA sooner rather 
than later. By doing so, they can 
minimize the impact of RMDs on 
Medicare costs. RMDs are not required 
from Roth IRAs during the account 
holder’s lifetime. 

When a client converts, the conver-
sion is included in the MAGI used to 
determine Medicare Part B and Part D 
costs two years down the road. 
Therefore, clients will ideally want to 
consider converting to a Roth IRA 
before the extra income would affect 
their Medicare costs. 

This is a strategy that should be 
discussed with clients in their early 60s. 
As the examples below show, thinking 
ahead and doing the conversion before 
it can impact Medicare premiums may 
save a client thousands of dollars.

Example 3: In 2015, Maria, age 62, 
became concerned about how future 
RMDs from her million-dollar IRA would 
affect her Medicare costs. 

She converted her IRA to a Roth IRA. 
The conversion is taxable in 2015 and 
included in Maria’s MAGI for that year. 
However, it will not affect Maria’s 
Medicare premiums, because 2018 is 
the first year that Maria will participate 
in Medicare.  

The MAGI reported on Maria’s 2016 
federal tax return will determine 
Maria’s premiums for 2018. 

By converting in 2015, Maria avoids 
the fate of her conversion impacting 
Medicare costs.

Example 4: Maria’s twin sister, Kathy, 
gets wind of Maria’s successful 
strategy. She decides to convert her 
million-dollar IRA too, but delays doing 
so until 2016. 

Her conversion is taxable in 2016 
and included in her MAGI for that year. 
Unlike her sister, Kathy will see a big 
impact on her Medicare premiums. 

This is because 2018 is the first year 
Kathy will participate in Medicare, and 
the MAGI on her 2016 return will 

To avoid a current income spike 
from a Roth conversion, consider 
making a series of partial 
conversions over many years.
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Make it happen. 

seic.com/ias 

888-734-2679

Reclaim time for what 
matters most to you 
and your clients, with:
�             Technology that supports you

�             Workfl ows that guide you

�             Flexible investments that    
empower you

Independent Advisor 
Solutions by SEI

Being 
independent

can work better 
when your 
business 
is actually  
streamlined.

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

041_FP0918   41 8/14/2018   5:50:34 PM



42   Financial Planning   September 2018 

determine the size of her premiums. 
Converting her million-dollar IRA in 
2016 increases her MAGI to the highest 
IRMAA income level. 

For 2018, she will owe a Medicare 
Part B premium of $428.60 and Part D 
surcharge of $74.80, monthly.

Converting later may still be an 
effective strategy. A Roth conversion 
will negatively affect MAGI for Medi-
care purposes for only one year. It may 
make sense to take that hit to eliminate 
all RMD concerns in the future.

Example 5: Kathy from our previous 
example got hit hard with Medicare 
costs in 2018 due to her conversion in 
2016. However, she will never have to 
take RMDs from her Roth IRA. She will 
avoid having RMDs increase her 
Medicare costs in all years after she 
reaches age 70 ½. 

Health Savings Accounts 
Younger clients may want to consider 
funding an HSA rather than an IRA, if 
they have a choice. No one is expecting 
the cost of medical expenses in 
retirement to decrease. 

Clients can make deductible HSA 
contributions in their working years, and  
then access their HSA tax- and penalty-
free to pay for qualified medical 
expenses in retirement. This is the best 
of both worlds. These qualified distribu-
tions are not included in MAGI for 
Medicare purposes.

Qualified Charitable Distributions
Qualified charitable distributions can 
also minimize income. For older clients, 
QCDs may help minimize the impact of 
an IRA on Medicare costs. As a result of 
the new tax law’s increased standard 
deduction amounts, many clients won’t 

be deducting contributions, so QCDs 
are more valuable for income tax 
planning. And they can help avoid 
Medicare premium increases as well. 

With a QCD, an IRA owner (or 
beneficiary) who is age 70 ½ or older 
can transfer up to $100,000 annually 
from their IRA to a charity, tax free. 

A QCD can satisfy an IRA owner’s 
RMD for the year, and the RMD is never 
included in income at all, so it is not 
included in MAGI.

Keeping the RMD amount out of 
MAGI can result in big savings. This is 
not the case, however, if an IRA owner 
takes an RMD and then donates to 
charity and claims a charitable 
deduction. With that approach, the 
RMD would still be included in MAGI.

Example 6: Jason, from our prior 
example, decides to do a QCD of 
$5,000 to satisfy his RMD in 2016. 

The $5,000 RMD is not included in 
the 2016 MAGI used to determine his 
Medicare costs for 2018. Jason’s QCD 
will save him $1,212 in Medicare costs 
for 2018. If Jason had instead taken his 
RMD and made a charitable donation 
of $5,000, this would not have lowered 
his Medicare costs.

A client not using QCDs to satisfy 
RMDs can start doing so and see 
benefits two years later. Depending on 
income levels, clients may benefit in 
some years but not others, but this 
strategy is worth looking into annually. 

If a client is charitably inclined and 
would be making a donation anyway, 
why not do a QCD and save hundreds 
or even thousands in Medicare costs, as 
well as income taxes? 

As a reminder, the QCD is only 
available for IRAs, not company plans. 
Also, donor-advised funds and private 
foundations are not eligible recipients.

Other Strategies
Here are other ways you can help 
clients manage MAGI to minimize 

Medicare surcharges. 
 • Timing investment gains and other 

income by accelerating them onto a 
tax return for a year before IRMAA 
calculations occur, or deferring them 
to a year when income is expected to 
be lower and there may be offsetting 
losses.

• Obtaining spending funds from 
tax-free sources. For instance, a client 
may borrow against a life insurance 
policy rather than take a taxable 
distribution from a retirement plan, or 
use tax-free proceeds from the sale of 
a principal residence (as much as 
$250,000 for a single filer, or $500,000 
on a joint return).  

• Home equity is another source of 
tax-free cash, which can be tapped via 
a reverse mortgage (a home equity 
conversion mortgage). The HECM 
credit line can be drawn on tax-free, 
with no corresponding mortgage 
payment expense. 

• Investing in appreciating assets 
and for tax-deferred income, rather 
than current income.

Clients approaching their Medicare 
eligibility years obviously need planning 
help. Advisors cannot afford to be 
caught off guard when it comes to 
assisting these clients. 

Careful planning with IRAs can help 
minimize the bite of Medicare costs. 
Roth conversions, HSAs and QCDs  
are all strategies worth discussing  
with clients. An advisor with expertise  
in these matters can stand out from  
the rest.  FP

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.

A client may borrow against a 
life insurance policy rather than 
take a taxable distribution from 
a retirement plan.

Client
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Odds are your clients are struggling with 
higher insurance costs and worried about 
incurring future medical bills. Here’s one 
option advisors can help them explore: 
health savings accounts. 

These accounts, which are offered in 
combination with high-deductible health 
insurance plans, provide a unique opportu-
nity for clients to save. Better still, they afford 
triple tax advantages. 

Widespread confusion about how these 
accounts work, however, can keep clients 
from establishing HSAs or taking full 
advantage of them. Unfortunately, advisors 

are often at sea as well, particularly in 
helping clients establish their own account 
outside of an employer. 

“A lot of planners focus on investments 
rather than insurance, so unless they 
themselves are purchasing individual health 
insurance or have lots of clients who do, 
they’re usually not very familiar with 
independent HSAs and don’t know in-depth 
details about them,” says John Chan, a 
planner with Alamo Insurance and Wealth 
Management in San Antonio. 

Because HSA savings enjoy triple tax 
advantages — contributions are tax-deduct-

How to Help With HSAs

By Kerri Anne Renzulli

These triple-tax-advantaged savings accounts can be great, but 
tracking down the right one may involve several decisions.

ible, earnings accrue tax-free 
and tax-free withdrawals can 
be made for qualified 
medical expenses — failing 
to help clients establish their 
own HSA can be a big 
missed opportunity. 

“Advisors I’ve spoken with 
know the basics of an HSA, 
but I feel many advisors 
under-stress HSAs with 
clients,” adds Stephen 
Jordan, a planner with 
Cyr|Woertz Financial Group 
in Peoria, Illinois. “I think it is 
a really important tool.”

But advisors who do have 
a solid grasp on HSAs can 
build client loyalty. “Most 
clients did not know HSAs 
existed, but were excited 
they could get an additional 
tax deduction,” Chan says. 
Those who did open HSAs  
“felt it was very beneficial 
and appreciated that I 
brought the account to  
their attention.”

Here are a number of key 
issues that advisors should 
address with clients:

HSA Eligibility
First, clients will need to 
confirm that their health 
insurance plan can be paired 
with an HSA. For many, this 
will be fairly obvious, as plan 
names will often include HSA 
in the title. But clients should 

Client

Not all HSA providers 
are created equal; 
huge variations exist in 
interest rates, fees and 
investment options.

An essential starting point for clients is to decide whether the HSA is mainly an account to pay current medical costs or 
an investment vehicle to save for medical expenses in retirement. 

check with their insurer.
“Try to discourage people from 

making such a determination on their 
own,” says Roy Ramthun, the president 
and founder of HSA Consulting 
Services.

To qualify for use with an HSA, the 
IRS says, a plan must have a minimum 
annual deductible of $1,350 for 
individuals or $2,700 for families and a 
maximum annual deductible of $6,650 
for individuals and $13,300 for families.

Clients cannot have any other health 
insurance coverage, be enrolled in 
Medicare or be covered by another 
plan, say through their spouse, Ramt-
hun says. 

And they cannot be claimed as a 
dependent on someone else’s tax 
return. If they’re covered by a high-
deductible health plan that’s already 
paired with a flexible spending account 
or health reimbursement arrangement, 
they typically can’t contribute to an 
HSA. For further help determining if 
your client can open an HSA, consult 
IRS Publication 969.

Encourage clients to do this check 
as soon as they’ve joined a high-de-
ductible plan. Any medical expenses 
they accumulate before opening the 
HSA will not be reimbursable, even if 
they were in an eligible health insur-
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ible, earnings accrue tax-free 
and tax-free withdrawals can 
be made for qualified 
medical expenses — failing 
to help clients establish their 
own HSA can be a big 
missed opportunity. 

“Advisors I’ve spoken with 
know the basics of an HSA, 
but I feel many advisors 
under-stress HSAs with 
clients,” adds Stephen 
Jordan, a planner with 
Cyr|Woertz Financial Group 
in Peoria, Illinois. “I think it is 
a really important tool.”

But advisors who do have 
a solid grasp on HSAs can 
build client loyalty. “Most 
clients did not know HSAs 
existed, but were excited 
they could get an additional 
tax deduction,” Chan says. 
Those who did open HSAs  
“felt it was very beneficial 
and appreciated that I 
brought the account to  
their attention.”

Here are a number of key 
issues that advisors should 
address with clients:

HSA Eligibility
First, clients will need to 
confirm that their health 
insurance plan can be paired 
with an HSA. For many, this 
will be fairly obvious, as plan 
names will often include HSA 
in the title. But clients should 

Not all HSA providers 
are created equal; 
huge variations exist in 
interest rates, fees and 
investment options.

check with their insurer.
“Try to discourage people from 

making such a determination on their 
own,” says Roy Ramthun, the president 
and founder of HSA Consulting 
Services.

To qualify for use with an HSA, the 
IRS says, a plan must have a minimum 
annual deductible of $1,350 for 
individuals or $2,700 for families and a 
maximum annual deductible of $6,650 
for individuals and $13,300 for families.

Clients cannot have any other health 
insurance coverage, be enrolled in 
Medicare or be covered by another 
plan, say through their spouse, Ramt-
hun says. 

And they cannot be claimed as a 
dependent on someone else’s tax 
return. If they’re covered by a high-
deductible health plan that’s already 
paired with a flexible spending account 
or health reimbursement arrangement, 
they typically can’t contribute to an 
HSA. For further help determining if 
your client can open an HSA, consult 
IRS Publication 969.

Encourage clients to do this check 
as soon as they’ve joined a high-de-
ductible plan. Any medical expenses 
they accumulate before opening the 
HSA will not be reimbursable, even if 
they were in an eligible health insur-

ance plan at the time, says Paul 
Fronstin, director of the Employee 
Benefit Research Institute’s health 
research and education program. 

Where to Open an HSA
Hundreds of financial institutions offer 
HSAs. But not all providers are created 
equal; big variations exist in interest 
rates, fees and investment options.

How your client intends to use the 
HSA will have a huge impact on which 
features should take top consideration. 
If they will be using it to pay current 
medical costs, account maintenance 
fees should be the main concern. 
Features like a debit card and easy 

online bill paying are also worth 
looking into, Ramthun adds. 

If, instead, the HSA will be used as 
an investment vehicle to save for 
medical expenses in retirement, the 
focus shifts to the plan’s investment 
menu, the managers and fund fees.

An analysis by Morningstar from 
2017 of the 10 largest HSA-plan 
providers found that Alliant Credit 
Union was the best option for clients 
using an HSA for current spending.

It also recommended SelectAccount 
(the company has since changed its 
name to Further) and the HSA Author-
ity because, like Alliant, they offer 
checking accounts without monthly 
maintenance fees. 

For those looking to invest HSA 
savings, Morningstar found that 
HealthEquity was the only plan offering 
“a well-designed investment menu, 
strong underlying managers, and 
attractive fees.” 

But it also recommended Optum 
Bank, the HSA Authority and Bank of 
America. All four plans had at least two 
of the three key features.

Only the HSA Authority was recom-
mended  by Morningstar as both a 
spending and saving vehicle.

Devenir offers a search tool that 
allows people to search through 519 
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plan providers by a wide range of  
criteria.

Funding the HSA 
If a client’s employer is not associated 
with the HSA, they may need to ask HR 
if it is possible to have a portion of their 
pay or bonuses directed to it. If they 
can’t do that or are self-employed, they 
will need to take a more active role in 
funding the account.

For 2018, those with individual 
coverage can save a maximum of 
$3,450 in their HSA. For those with 
family coverage, the contribution limit 
jumps to $6,900. Clients who are 55 or 
older by the end of the year can sock 
away an additional $1,000.

If your client joined a high-deduct-
ible plan during the year, they can still 
contribute the maximum as long as 
they had coverage by Dec. 1, under 
what’s known as the last-month rule. 

When taking advantage of that rule, 
clients must remain on a high-deduct-
ible plan for all of the following year. 
Failing to do so may mean they’ll have 
to claim “excess” contributions as part 
of their taxable income and pay a 10% 
penalty tax on that sum. 

Remember that all funding limits are 
related to tax filing status too, meaning 

that while spouses can each have their 
own HSA, the maximum remains 
unchanged if they file a joint tax return. 
For instance, a husband can put $4,000 
into his HSA this year, but that means 
his wife can contribute only $2,900 to 
hers, so as a family, they still remain 
under the $6,900 limit.

For families with adult children still 
on the family health plan who file their 
own independent tax returns, this 
presents a chance to fully fund two 
HSAs connected to the same insurance 
coverage, Ramthun says. A client and 
adult child can each open an HSA and 
each stash the full $6,900 in it this year. 
Happy news for broke children: the 
funding can come from someone 
beside the account owner. Bad news: 
parents can’t use their HSA to cover an 
independent child’s medical costs. 

“Contributions can be put in as a 
lump sum or be spread out over the 
course of the year,” Ramthun says. “But 
if they want the tax deduction, they 
need to make sure the money is in the 
account before the April tax deadline, 

though I urge people not to wait that 
long. If they want to wait to see how 
much medical expenses they actually 
incurred and use it as a cash account, 
they should still put the funds in by the 
end of the year.”

All contributions made to an 
independently opened HSA are still 
deductible from taxable income, even if 
a client doesn’t itemize. The tax break 
just won’t be realized until a client 
completes their tax return and files IRS 
Form 8889. That said, workers will 
typically lose out on FICA tax benefits 
on their contributions, Fronstin adds.

If Clients Already Have HSAs
Clients who have HSAs but then join an 
employer that offers different ones 
have two options. They can keep both 
accounts or close the one they opened 
independently and move the funds to 
the work-related HSA. 

They should not, however, opt out of 
the work-related account, Ramthun 
advises. They’ll need to leave it open to 
receive employer HSA contributions. 

Rather, if a client wants to keep the 
original HSA, they should opt to do a 
trustee-to-trustee transfer once or twice 
a year, Ramthun says. “You can move 
the money between HSAs as often as 
you want, but I would limit it as there 
can be fees involved.” 

Also, be careful not to roll the money 
over. Taking money out of an account 
and into your possession only to deposit 
it in another account must be done in 
60 days and can be done only once a 
year, as with an IRA. FP

Kerri Anne Renzulli is a senior editor of 
Financial Planning. Follow her on Twitter at  
@kerenzulli.

All contributions made to an 
independent HSA are still 
deductible from taxable income, 
even if a client doesn’t itemize. 
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I am about to provide you with a historical 
analysis that will help your clients breathe an 
enormous sigh of relief about their retire-
ment portfolios.  

Since 1926, there have been 33 distinct 
“client lifetimes,” as I call them. By following 
a simple investing strategy, all 33 would have 
been left with millions of dollars if they lived 
to age 95. 

Consider a client lifetime as a 60-year 
window, starting at age 35 when the person 
seriously begins to invest for retirement. The 
client retires at age 70, and then lives to age 
95. Thus, this 60-year lifetime includes a 

35-year period of accumulation, followed by 
a 25-year period of distributions. 

Ideally, some people will begin investing 
even earlier, and of course, some will live 
beyond age 95, but for the purposes of this 
analysis, we assume the above parameters 
are true. I also base my calculations for the 
retiree’s distributions on the RMD guidelines, 
assuming the retiree only withdraws the 
RMD amount each year and nothing more, 
and that each year’s RMD withdrawal is 
adequate for their needs.

The starting income at age 35 is assumed 
to be a modest $50,000, with an increase of 

Ease Clients’ Concerns

By Craig L. Israelsen

If history is a guide, your clients can stop freaking out about  
running out of money during their post-work life. 

1.5% annually through age 
70. In the accumulation 
phase, the client saves 8% of 
their annual income every 
year and invests it in a 60% 
equity, 40% fixed-income 
portfolio. More specifically, 
the portfolio — which is 
rebalanced annually — in-
cludes the following:
•	 40% large U.S. stocks 

represented by the  
S&P 500.

•	 20% small U.S. stocks 
represented by the 
Ibbotson Small Compa-
nies Index from 1926 to 
1978 and the Russell 2000 
from 1979 to 2017. 

•	 30% U.S. bonds repre-
sented by the Ibbotson 
Intermediate Term Bond 
Index from 1926 to 1975 
and the Barclays Capital 
Aggregate Bond Index 
from 1976 to 2017. 

•	 10% cash represented by 
3-month Treasury bills.
Here’s the tricky part. A 

client who began their 
investing life in 1926 at age 
35 had a far different 
experience than one who, at 
age 35, began their investing 
life in 1940. Why? Because 
the sequence of returns 
experienced in each client’s 
portfolio will be different 
based on the historical 
moment. Thus, we need to 
analyze each rolling 60-year 
period from 1926 through 
2017 to account for each 
cohort of clients. In fact, I’ve 
analyzed 33 distinct rolling 
60-year periods over the 

A retirement portfolio that is built for growth during both the accumulation years and the distribution years can 
distribute far more to a retiree than its starting balance at the beginning of retirement.

Portfolio
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Portfolio

92-year period from 1926 to 2017.  
“The Big View” chart uses a red 

dotted line to show the retirement 
portfolio balance at age 70 for each of 
the 33 different clients. The solid blue 
line represents the total dollar amount 
of RMDs withdrawn over the 25 years 
from age 70 to 95, and the lighter blue 
bars represent the ending portfolio 
balance at age 95.

Using the assumptions outlined 
above, over the entire 1926 to 2017 time 
period, the average 35-year rolling 
return for this four-asset, annually-rebal-
anced portfolio was 9.97%.

But of course, there’s variation in 
people’s experiences. A client who 
began their investing life at age 35 in 
1926 accumulated $1.18 million in their 
retirement portfolio by the end of 1960 
at age 70. Meanwhile, their portfolio 
had an average annualized return of 

8.31% using the actual returns of the 
four indexes used in this analysis.

This same client began their retire-
ment in 1961 and after withdrawing the 
RMD each year for the next 25 years, 
had withdrawn a total of $3.16 million by 
the end of 1985. At the start of 1986, as 
a 95-year-old, they still had a balance 
of $3.1 million in their retirement 
account. We need to remember that 
they maintained a 60/40 portfolio not 
only through the accumulation phase, 
but also through retirement. 

Impressive Outcomes
As the graph shows, each of the 33 
different clients (the first one turned 35 
in 1926, the last one turned 35 in 1958) 
accumulated an average of $1.3 million 
in their retirement portfolios by age 70. 
The largest balance at age 70 was $1.76 
million over the 35-year period from 
1958-1992, while the smallest balance 
was roughly $860,000 over the period 
from 1940-1974. So, our 33 clients had 
impressive outcomes by age 70. 

The average 25-year total RMD 

withdrawal between ages 70 to 95 was 
$4.8 million, or roughly 3.7 times more 
than the average starting balance of the 
retirement portfolio at age 70. The 
average annual RMD-based withdrawal 
over all the rolling 25-year periods was 
$193,014. Of course, there is variation 
around that average. You will recall that 
the RMD fluctuates based on the 
portfolio’s performance in the prior year, 
combined with the escalating mandat-
ed withdrawals as the client ages. 

For example, during one particular 
25-year period from January 1961 to 
December 1985, the average annual 
RMD withdrawal was $126,244 — the 
lowest average over all the rolling 
periods. In contrast, during the 25-year 
period from 1977 to 2001 the average 
annual RMD was $236,843 —  the 
highest average due to a favorable 
sequence of returns in the portfolio. 

This particular 25-year distribution 
period from 1977 to 2001 came after a 
35-year accumulation period that 
started in January 1942 and ended in 
December 1976, when the client turned 

In our analysis, the average 
25-year total RMD withdrawal 
between ages 70 to 95 was  
$4.8 million.
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The Big View
There have been 33 client lifetimes since 1926. 

Source: Steele Mutual Fund Expert, calculations by author
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70. The starting balance for this client in 
January 1977 was $1.15 million. 

Over the next 25 years, a total of $5.9 
million was withdrawn based on RMD 
guidelines (which averages out to 
$236,843). At age 95, this particular 
client had a portfolio balance of $4.6 
million. Do you think they will run out of 
money? I certainly don’t. Of course, 
every story won’t have such a happy 
ending, but the RMD methodology guar-
antees a portfolio will not be liquidated 
prior to age 116 if only the RMD is 
withdrawn each year — and no more.

The Big Picture
Simply put, a retirement portfolio that is 
built for growth during both the 
accumulation years and the distribution 
years can distribute far more to the 
retiree than its starting balance at the 
beginning of retirement. 

This big picture is important for 
retirees to understand so they don’t fret 
over what they feel is too small a 

retirement portfolio. A portfolio that has 
a material equity allocation can grow to 
meet withdrawal demands over time. 

Finally, the average portfolio balance 
at age 95, for all 33 clients, after 
enduring 25 years of RMD-based 
withdrawals, was $3.7 million. The 
maximum figure was $5.89 million and 
the minimum figure was $2.53 million. 

This is incredibly comforting if the 
stipulated RMD each year is adequate 
to meet your client’s needs during their 
retirement years. 

We also must consider the costs 
associated with the portfolio. Thus far in 
the analysis, we have been using 
performance data based on four 
indexes, and indexes don’t have annual 
expense ratios or advisory fees. “The 
Staggering Impact of Portfolio Costs” 
summarizes the impact portfolio costs 
have on the outcomes for these 33 
different investors. 

As shown in the table, the baseline 
figures do not account for any portfolio 

costs. If we assume a total portfolio cost 
of 50 bps, the average portfolio balance 
at age 70 falls by nearly $142,000 from 
$1.32 million to $1.18 million. At 50 bps, 
the average total RMD withdrawal from 
age 70 to 95 drops from $4.82 million to 
$3.98 million.

Finally, the average portfolio balance 
at age 95 declines from $3.7 million to 
$2.93 million. Obviously, the impact to 
the investor is more pronounced if the 
portfolio cost escalates to 100 bps or  
150 bps.  

In summary, a growth-oriented 
portfolio combined with an adequate 
savings rate during the working years 
produces a retirement nest egg at age 
70 that simply cannot be liquidated 
prior to age 95 if the client withdraws 
only the amount stipulated by the RMD. 
Moreover, it is imperative to keep 
portfolio costs and advisory fees as low 
as possible. 

Note that this analysis did not rely 
upon a Monte Carlo simulation. Rather, 
it was based on actual historical 
performance over rolling 60-year 
periods. The variability in the sequence 
of returns was fully accounted for. 
Unless you believe the future will be 
radically different from the past, this 
analysis should be reassuring to your 
clients. Share it with them. FP

Craig L. Israelsen,  Ph.D., a Financial Plan-
ning contributing writer in Springville, Utah, is 
an executive in residence in the personal finan-
cial planning program at the Woodbury School 
of Business at Utah Valley University. He is also 
the developer of the 7Twelve portfolio.

A retirement portfolio built for 
growth can distribute far more to 
a retiree than its starting balance 
at retirement. 

Portfolio

CEQUIZ
GO TO FINPLANCEQUIZ.COM

TO TAKE THE CE QUIZ ONLINE

The Staggering Impact of Portfolio Costs
The effect on investors can be quite significant.
Total Portfolio 
Expenses 

0 bps 50 bps 100 bps 150 bps

Average 
Portfolio 
Balance at 
Age 70

1,322,564 1,180,728 1,055,264 944,238

Average 
Total RMD 
Withdrawal 
Over 25 years

4,827,592 3,988,878 3,301,455 2,737,413

Average 
Portfolio 
Balance at 
Age 95

3,705,899 2,930,070 2,317,789 1,834,470

Source: Steele Mutual Fund Expert, analysis by author
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CE Quiz

From: Avoiding a Medicare Hit
1. What is the current basic premium for Medicare Part B?
1. $150 per month
2. $75 per month
3. $200 per month
4. $134 per month

2. What is the maximum modified adjusted gross income 
a married couple filing jointly can have before they will 
be subject to a Medicare surcharge for an income related 
monthly adjustment?
1. $85,000
2. $200,000
3. $170,000
4. $100,000

From: Ease Clients’ Concerns
3. What was the average 60% equity/40% bond portfolio 
balance, at age 95, for 33 different clients (in time periods 
ranging from 1926 to 2017) who began investing at age 35, 
saving 8% annually of a salary starting at $50,000 and 
increasing 1.5% each year until age 70?
1. $5.89 million
2. $3.7 million
3. $2.53 million
4. $800,000

From: How to Help With HSAs
4. To qualify as a high-deductible plan that can be used 
with an HSA, the plan must offer a minimum deductible of 
how much for individuals?
1. $2,700
2. $1,350
3. $2,000
4. $1,500

5. What is the maximum annual deductible for a family  
in order for a plan to qualify as one that can be used with 
an HSA?
1. $10,200
2. $15,100
3. $13,300
4. $9,700

From: Warning: Be Careful When Clients Hire Family 
Caregivers (online only)
6. How much, on average, do family caregivers helping 
a relative with dementia spend on annual out-of-pocket 
expenses?
1. $10,697
2. $8,765
3. $11,289
4. $7,522 

From: Rates Are Rising. Are Unconstrained Bond Funds Still 
Worth the Risk? (online only)
7. As of the end of second quarter 2018, what was the 
five-year annualized return of PIMCO’s Unconstrained 
Institutional Class Bond Fund?
1. 5.21%
2. 2.57%
3. 1.18%
4. 3.31%

From: How Sending Out Promotional Materials Can Affect 
Suitability (online only)
8. Which FINRA notice addresses examples of electronic 
communications considered to be either within, or outside, 
the definition of “recommendation” for advisors?
1. Notice to Members 01-45
2. Notice to Members 01-23
3. Notice to Members 01-55
4. Notice to Members 01-75

From: Help Clients Boost Savings
9. At what income level is a couple filing jointly disqualified 
from contributing directly to a Roth IRA?
1. $150,000
2. $225,000
3. $199,000
4. $300,000

10. What is the current annual maximum allowed for 
all employee contributions, employer contributions and     
non-Roth after-tax contributions?
1. $25,000
2. $75,000
3. $35,000
4. $55,000

VISIT FINPLANCEQUIZ.COM TO TAKE FINANCIAL PLANNING’S  CE QUIZ.

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 Sept. 30, 2019.

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 Sept. 30, 2019.

If you need assistance, please contact SourceMedia customer service at help@sourcemedia.com or (212) 803-8500.

SEPTEMBER 2018
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Free Succession Planning System for Retiring Advisors
www.lightedtunnel.com
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The Women’s Choice Award® for Financial Advisors & Firms was created to 
help women identify advisors that provide quality service and possess a strong 
commitment to their female clientele**. For advisors, it provides a competitive 
advantage to stand out from the competition.

WWe dominate Google rankings when women are searching for financial advisors.  
Take advantage of our online presence as well as program benefits including 
turnkey resources, dedicated landing page, a feature in our national USA Today 
ad—just to name a few.

Join the elite network of Women’s Choice Award advisors and start attracting 
the most powerful decision maker in the world: women. 

Visit us at womenschoiceaward.com or contact jtorres@womenschoiceaward.com for more information.

Are You Reaching the Female Market?
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*.

*Source: www.cnbc.com/2015/02/02/sors-have-such-a-hard-time-reaching-women.html
**Advisors that meet our 17-point criteria can earn the Women’s Choice Award.
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Five years ago, I made the biggest mistake 
of my career. 

I gave some untimely advice to a new 
client and soon realized the full impact that 
our work can have on our clients’ lives — not 
just on their wallets. 

When Jim (I’m withhold-
ing his last name for 
privacy reasons) first visited 
my office, he was 62 years 
old and simply gathering 
information to see if he 
could retire at 65.

I saw he had built up a 
sizable nest egg in a 
401(k) and was debt free. 
He was a diligent saver 
over his entire career and 
was in an excellent 
financial position, so I 
gave him the most 
surprising news of his life. 
I told him, “Jim, I have 
great news for you. If you 
want to, you can retire 
right now.” 

He replied, “You mean I 
don’t have to wait until I’m 
65? Will I have enough 
money?” 

“That’s right,” I told him. “We’ve calculated 
for risks and inflation, and with your planned 
spending, you will have plenty of income to 
retire today.”

About a week later, Jim visited our office 
and was very excited. He said, “Guess what, 
Ben? I took your advice and put in my 
two-week notice.”

With that, Jim said goodbye and left 
happy as can be. 

Now, you may be 
wondering why this was 
such bad advice. After all, 
the plan was financially 
sound, and he was 
certainly ready to retire 
— on paper, that is. 

Three months later, Jim 
and his wife came into our 
office for a review. Even 
though only a few months 
had passed, he looked as if 
he had aged three years. I 
could immediately tell 
something was wrong. 

As we talked, I learned 
that all of Jim’s friends 
were his former co-workers. 
Now that he had retired, 
he was spending most of 
his time alone, watching 
television while his wife 
was at work. Besides 

having a small amount of yard work, he was 
bored and had no plan. 

Additionally, because he had a physically 
demanding career, his new sedentary 
lifestyle was negatively affecting him. He was 

My Worst Advice 

By Ben Taatjes

Sometimes a planner’s guidance to a client can go seriously 
awry. Why? Reality doesn’t always match the dream. 

inactive, sleeping later and 
moving visibly slower. 

Mentally, he was already 
slower and seemed disen-
gaged from life. He certainly 
wasn’t the same upbeat 
person who had strutted into 
my office celebrating his 
retirement. Instead, he seemed 
like a man disconnected from  
his purpose. 

Without realizing it, Jim 
had left his purpose at work 
and didn’t have a new one to 
take its place

In essence, it was as if he 
had moved into an empty 
house that he expected to be 
furnished. Reality did not 
match the dream.

What I finally understood 
was that Jim hadn’t initially 
come in to retire. He had 
been planning to retire at 
65. Those three years would 
have given him more time to 
process, to say goodbye to 
his friends and to prepare 
mentally for his retirement. 

Jim helped me to see that 
preparing well for retirement 
means far more than 
financial planning. 

To truly serve clients 
holistically, advisors should 
work with them to create 
plans that address their 
purpose, relationships, health 
and legacy. 

Simply put, if you don’t 
address the nonfinancial 
issues, the financial ones will 
not matter. FP

Selfie

Ben Taatjes, is CEO and founder of Taatjes Financial Group in Willmar, Minnesota. 
To submit a Selfie commentary, email fpeditor@sourcemedia.com. Post your comments online at financial-planning.com.
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