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The Department of Labor’s New Fiduciary Rule
In a world of constant change, the financial services
industry is no exception. Recently, we’ve seen an influx of new technologies and investment strategies that
approach investor needs in unique, exciting ways.
From new tools that make financial advice accessible
to millions of investors to innovative investment strategies that take advantage of volatile markets, more investment opportunities exist today than ever before—
and this leads to more regulation.

•

The Department of Labor (DOL) released a rule this
year, which we call the “fiduciary rule.”

•

Essentially, it requires financial advisors giving advice on retirement accounts to act in their clients’
best interests.

•

Under this new rule, many financial professionals
may initiate fee-based advisory relationships with IRA
owners, where appropriate for their client, rather than
commission-based ones.

•

The goal of the rule is to reduce conflicts of interest
and protect the interests of all investors.

•

We believe the Model Wealth Program is an attractive solution for investors who wish to participate in a
fee-based advisory program.
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Source: Morningstar. Annualized returns for periods ended June 22,
2017. U.S. large stocks is the S&P 500 Index, U.S. small stocks is the
Russell 2000 Index, U.S. Bonds is the Barclays US Aggregate Bond
Index, Intl Developed Markets is the MSCI All Country World Index ExUS, International Emerging Markets is the MSCI Emerging Markets
Index. Returns include dividends and interest. Investing involves risk
including the potential loss of principal. No strategy assures success
or protects against loss. Past performance is not an indication of future results.

The Department of Labor (DOL) released a rule this
year that requires financial advisors giving advice on
retirement accounts to act in their clients’ best interests.
While this sounds simple on the surface, it involves
some complexity and requires robust resources to address the needs of America’s retirement investors.
Under this new rule, implications for IRA owners include:
•

•

Many financial professionals may initiate feebased advisory relationships with IRA owners,
where appropriate for their client, rather than commission-based ones. This may be an annual fee
equivalent to a percentage of the account’s value,
a quarterly or yearly retainer fee, or an hourly or
per-project fee.
If you would like any investment advice, investment management recommendations pertaining to your IRA, or regarding a rollover or distribution of assets to or from your IRA, you will be
required to enter into various documents: in an advisory relationship there will be a written agreement
with a financial professional which requires the advisor to act in your best interest and in a commission-based brokerage account, there will be a best
interest contract (BIC), which documents that your
advisor and the broker-dealer firm facilitating the
buying and selling of securities held within your
commission-based IRA account are acting in your
best interest. The BIC will also provide you with
various disclosures related to fees and any conflicts of interest that may exist.

At Cornerstone Wealth Management, we fully support
the intent of the rule—to reduce conflicts of interest and
protect the interests of all investors. Because we’ve
always strived to act in your best interest, the rule won’t
change anything about our philosophy in helping you
pursue your financial goals. Rather, its new requirements for documentation and compensation could lead
to adjustments in our process, the contract governing
your account, or the way we service your account going
forward.
In this ever-changing environment, our firm is offering
unique strategies and opportunities to improve service
to retirement investors and we are very excited about
the innovation happening in financial services right
now. We are taking advantage of our firm’s vast resources to implement changes and assess impacts, if
any, on the way we work together on your financial
goals. Where appropriate, we’ll use the innovative tools
and solutions we offer to service your account in a way
that is in line with your financial needs.

Our goal is to minimize impact to you as much as possible. If any changes are required, your advisor will
communicate them with you as needed. For now, rest
assured that your accounts are in good hands with one
of the most prepared firms in the financial services industry. Together, we’re in a strong position to lead you
toward your financial goals, in any regulatory environment.
If you have any questions, please make an appointment to visit with your financial advisor. For additional
information about the DOL rule, you are also welcome
to visit
http://www.dol.gov/ebsa/regs/conflictsofinterest.html

Making the Transition to a Professionally-Managed
Advisory Account
With the implementation of the DOL fiduciary rule,
many advisors and investors are considering the advantages of a professionally-managed, fee-based advisory account. Under this approach, the client benefits
from more in-depth guidance and advice, as well as a
full-time investment management team that is constantly evaluating, monitoring and managing the investment portfolio.

The Move Towards Fee-Based Advisory Accounts

- Short-term focus, which often leads to emotional
decision making

The financial industry is rapidly moving in the direction
of fee-based advice, commonly referred to as a professionally-managed advisory account. Under this arrangement, the advisor does not collect commissions
based on transactions. Instead, an annual fee is
charged for managing the account and providing comprehensive wealth management services. When a
team approach is utilized, the financial advisor allocates a portion of the annual fee to an investment team
that manages, monitors, and rebalances the client’s
portfolio as market conditions change.

- Poor risk management, which often leads to unrecoverable losses
- Inferior investment selection, which often leads to
performance issues
- Inattention to costs, which can hurt returns over the
long-term
- Conflicts of interest, which can lead to a lack of objectivity

The Model Wealth Program
Our in-house investment management team is responsible for managing portfolios in our Model Wealth Program. Our philosophy is simple: We focus on solving
the five challenges that often prevent individual investors from attaining their long-term financial goals:

The following study from Dalbar and J.P. Morgan illustrates the outcome caused by these challenges. Over a
20-year span, in spite of robust returns from investments in general, the average investor earned a mere
2.3% annually from his/her investments.

20-year annualized returns by asset class (1997 - 2016)
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Source: J.P. Morgan Asset Management; (Top) Barclays, FactSet, Standard & Poor’s; (Bottom) Dalbar Inc. Indexes used are as follows: REITS: NAREIT Equity REIT
Index, EAFE: MSCI EAFE, Oil: WTI Index, Bonds: Barclays U.S. Aggregate Index, Homes: median sale price of existing single-family homes, Gold: USD/troy oz, Inflation: CPI. 60/40: A balanced portfolio with 60% invested in S&P 500 Index and 40% invested in high quality U.S. fixed income, represented by the Barclays U.S. Aggregate Index. The portfolio is rebalanced annually. Average asset allocation investor return is based on an analysis by Dalbar Inc., which utilizes the net of aggregate mutual fund sales, redemptions and exchanges each month as a measure of investor behavior. Returns are annualized (and total return where applicable) and
represent the 20-year period ending 12/31/16 to match Dalbar’s most recent analysis. Guide to the Markets – U.S. Data are as of June 30, 2017.

We believe the Model Wealth Program is distinctly designed to address these five challenges.
Our goal is to achieve consistently strong performance,
by maintaining a long-term perspective.
We are focused on risk mitigation, by providing a professionally-managed, broadly-diversified portfolio of
investments that is monitored, managed and rebalanced when market conditions change.
By using professional investment selection— we employ rigorous due diligence to identify quality managers.
Low fees— we strive to keep expenses low so that the
investor can keep more of what she/he earns.
Objectivity— we have no financial arrangements with
the firms that are represented in your portfolio.
Is the Model Wealth Program right for you?
To decide if the Model Wealth Program is right for you,
consider the questions below:
Individual Stocks and Bonds
At least $200,000
How much do you have
available?
We generally recommend investing at least $200,000 to be
properly diversified
No
Do you want professional management?

You decide on all buys and sells
with the help of your advisor
Lower

There are some important points to consider before
choosing which investment option is right for you. Many
investors enjoy the experience of owning individual stocks
and bonds, but some investors may want more diversification. With an advisory account, the investor will not typically own individual stocks and bonds directly. With a professionally managed portfolio of mutual funds and, at
times, exchange-traded funds (ETFs), individual stocks
and bonds will still be represented within the portfolio. In
many cases, many of the same names the investor might
own directly will be represented in the portfolio. The difference is that these companies are usually owned in appropriate amounts and are being monitored by professionals
who decide when to buy and sell stocks. In other words,
the mutual fund portfolio manager and his team of analysts are making the buy/sell decisions, the program manager (of the Model Wealth Program) is monitoring the performance of the mutual funds and ETFs, and the financial
advisor is monitoring the success of the program manager. We believe this “multi-layer” approach to investment
management offers the potential for better risk management, and potentially better long-term investment results.
Mutual Funds and Annuities

Advisory

$5,000 minimum

$25,000 minimum

$5,000 minimum

$25,000 minimum

Yes

Yes

Dedicated portfolio professionals Dedicated portfolio managers at
who manage to the fund’s stated each fund and regular professional
objective
reviews of your portfolio
Higher

What level of diversification do you want?
Need more than 20 stocks from
You can buy mutual funds that are
various industries – More than 10 broadly diversified, but asset allobonds for adequate diversification cation is up to you
Manually
How will you maintain
your asset allocation?

Requires you to periodically rebalance to keep in line with your
portfolio objectives
Per transaction

How do you want to
pay for services?

You pay a commission each time
you buy and sell a stock or bond

Manually

Highest
Provides diversified portfolio from
numerous mutual funds families
that is designed around your asset
allocation needs
Automatic

You and your financial advisor de- Asset manager rebalances your
cide when to rebalance your
portfolio to keep it aligned with
portfolio
your target asset allocation
Upfront and ongoing

Fee based on assets

You pay an upfront cost and ongo- Annual fee based on assets
ing management fees

Stock investing involves risk including loss of principal.
Bonds are subject to market and interest risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to availability and change in price.
Investing in mutual funds involves risk, including possible loss of principal. Value will fluctuate with market conditions and may not achieve its
investment objective.
An investment in Exchange Traded Funds (ETF), involves various risks, including the risk of losing money and should be considered as part of an
overall program, not a complete investment program.
Annuities are suitable for long-term investing, such as retirement investing. Variable annuities are subject to market risk and may lose value.
Investment Insights is emailed monthly to our clients and friends. Reproduction or distribution of this material is prohibited and all rights are
reserved.

Our Role as Investment Fiduciaries
Simply stated, a fiduciary is someone who is legally
appointed and authorized to hold assets in trust for another person. Fiduciaries are required to put their clients’ needs before their own. Prior to the passage of
the DOL’s fiduciary rule, many brokers, insurance
salesman, and advisors operated under a “suitability
standard” meaning, they were only required to offer
investments that were suitable.
According to the American Institute of CPAs1, the following are requirements of a fiduciary:
- Know best practices, standards and laws
- Diversify assets to a specific risk/return profile
- Prepare an investment policy statement
- Control and account for investment expenses
- Monitor the activities of prudent experts
- Avoid conflicts of interest and prohibited transactions
At Cornerstone Wealth Management, we embrace our
role as financial advisors who enjoy being held to a high
fiduciary standard for assets we manage in the Model
Wealth Program. To learn more about the Model
Wealth Program, contact your Cornerstone Wealth
Management financial advisor.

Alan F. Skrainka, CFA
Chief Investment Officer

1

Source: American Institute of CPAs, Reish, Luftman, Reicher &
Cohen, fi360, Tillinghast-Towers Perrin 2003 Fiduciary Liability
Survey Report

Important Disclosures:

International investing involves special risks such as currency fluctuation and
political instability and may not be suitable for all investors. These risks are
often heightened for investments in emerging markets.
Investing involves risk including the potential loss of principal.
No strategy, including asset allocation, can assure success or provide protection against loss.
Past performance is no guarantee of future results.
The opinions expressed in this material are for general information only and
are not intended to provide specific advice or recommendations for any
individual. Economic forecasts set forth may not develop as predicted and
there can be no guarantee that strategies promoted will be successful. All
performance referenced is historical and is no guarantee of future results.
All indices are unmanaged and may not be invested into directly.
Rebalancing a portfolio may cause investors to incur tax liabilities and/or
transaction costs and does not assure a profit or protect against a loss.
There is no guarantee that a diversified portfolio will enhance overall returns
or outperform a non-diversified portfolio. Diversification does not protect
against market risk.
The Standard & Poor’s 500 Index is a capitalization weighted index of 500
stocks designed to measure performance of the broad domestic economy
through changes in the aggregate market value of 500 stocks representing
all major industries.
The MSCI EAFE Index is an equity index which captures large and mid cap
representation across Developed Markets countries around the world, excluding the U.S. and Canada. With 929 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country.
The NAREIT EQUITY REIT Index is designed to provide the most comprehensive assessment of overall industry performance, and includes all taxqualified real estate investment trusts (REITs) that are listed on the NYSE,
the American Stock Exchange or the NASDAQ National Market List.
The West Texas Intermediate (WTI), also known as Texas light sweet, is a
grade of crude oil used as a benchmark in oil pricing. This grade is described
as light because of its relatively low density, and sweet because of its low
sulfur content. It is the underlying commodity of New York Mercantile Exchange's oil futures contracts.
The Bloomberg Barclays US Aggregate Bond Index, which until August 24th
2016 was called the Barclays Capital Aggregate Bond Index, and which until
November 3rd 2008 was called the "Lehman Aggregate Bond Index," is a
broad base index, maintained by Bloomberg L.P. since August 24th 2016,
and prior to then by Barclays which took over the index business of the now
defunct Lehman Brothers, and is often used to represent investment grade
bonds being traded in United States. Index funds and exchange-traded funds
are available that track this bond index.
The “Average Investor” return is defined and calculated by Dalbar. It refers
to the universe of all mutual fund investors whose actions and financial results are restated to represent a single investor. Dalbar quantitatively
measures sales, redemptions and exchanges (provided by the Investment
Company Institute). This method of calculation captures realized and unrealized capital gains, dividends, interest, trading costs, sales charges, fees,
expenses and any other costs. After calculating investor returns in dollar
terms, two percentages are calculated: Total investor return rate for the
period, and annualized investor return rate. Total return rate is calculating
the investor return dollars as a percentage of the net sales, redemptions and
exchanges for the period. Annualized return rate is calculated as the uniform
rate that can be compounded annually for the period under consideration to
produce the investor return dollars.

Securities offered through LPL Financial, Member
FINRA/SIPC.
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