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Greetings! 

Last week, the much anticipated DOL Fiduciary Rule went into effect and will be implemented through the 

beginning of next year. While I covered the basics of the rule in last month's newsletter, I feel this is also a 

good time to reiterate the significance of checks and balances in the financial industry. 

In the not so distant past, an unscrupulous professional's Ponzi scheme, defrauding investors of billions of 

dollars (now an HBO movie "The Wizard of Lies") forever changed the landscape of how business will be done 

in the financial industry. While wide-sweeping changes have been brought about, there continue to be 

ambiguities and it is important for investors to be well-informed and in the know. Please read the article 

below for how we provide checks and balances for all our clients.   

 

Happy Father's Day to all the dads, grandads, and all the guys who are good role models for our young 

ones!   
 

 

Economic and Market Review 

One thing about bull markets, especially the long ones, is that the risk and volatility that go hand-in-hand 

with the stock market, become a distant possibility as time goes on. The current bull market for the S&P 500 

stocks will be 8 years old as of the end of this month. According to the National Bureau of Economic 

Research, no expansion has lasted longer than 10 years, based upon data that has been tracked since 1854. 

 

Last few weeks' events, including the tragedies in the U.K, and the withdrawal from the Paris climate 

agreement, were all taken in stride by the financial markets. Even the UK election result did not create a big 

stir. With that said, the tech sector seems to be getting slammed, especially the big five, also known as 

FAANG (Facebook, Apple, Amazon, Netflix and Google). These giants have dominated the tech sector, 

particularly in the last six months. "Apple is one fine company, but the increase in its market value in 2017 

alone has already surpassed the entire market cap of, say, Mastercard, or McDonald's, or Nike, or Goldman 

Sachs Group," says Robert Boroujerdi of Goldman Sachs. A little correction may not be such a bad thing after 

all. 

  

Returns are however, more uncorrelated than not, providing implied opportunities in several other sectors. 

Blaine Rollins, CPA of 361 Capital believes there is value to be had in international stocks. "The year-to-date 

economic and political backdrops seem like they could easily continue into the fourth quarter of 2017. With 

little is getting done in Washington D.C., the U.S. dollar should continue to weaken providing for better 

returns in overseas assets or in companies that generate much of their revenues in foreign currencies." 

 

The U.S. consumer continues to be confident about the economy. The U.S. economic data however, as 

measured by the Citi Surprise Index, is continuing to come in below expectations. While the real GDP growth 
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for the first quarter was recently revised to 1.2% annualized (driven mostly by consumer demand), the recent 

weaker-than-expected economic data during the second quarter suggests that a more thoughtful approach 

may be warranted. 

 

Inflation remains subdued. The Federal Reserve's preferred measure of inflation, the Personal Consumption 

Expenditure (PCE) deflator continues to remain low and as may be expected, the Feds decided to maintain 

the target federal funds rate at the current range of 0.75% to 1.00% in their May meeting. 

 

The European economic data has been outperforming relative to expectations. The results of the elections 

from last week were surprising, if not shocking. Prime minister Theresa May had called a snap election to 

support her hardline Brexit negotiations, but it dramatically backfired May's plans when the Conservatives lost 

their overall majority. Although her party remains the biggest party, one can conclude that the UK will most 

likely adopt a softer approach on the Brexit negotiations, indicating that some positives could emerge over 

the short to medium term indeed. 

 

With almost halfway through the year, there are several economic events that can change the course and 

define the rest of the year. Rollins concludes that "the road ahead looks easy, but keep your hands on the 

wheel because the bumps will always try and throw you off."  
 
 

Checks and Balances Curb Abuses 
 

A system of financial advisors, broker-dealers, third-party custodians and regulators creates checks and 

balances to curb abuses. Here's what investors should look for. 

  

The large, high-profile fraud cases against Bernard Madoff and R. Allen Stanford in 2009 had many investors 

concerned that what happened to clients of those firms could happen to them. The organizational structure 

of those firms permitted them to operate outside many of the checks and balances created by regulatory 

agencies to prevent these types of abuses. Understanding how those checks and balances work can help you 

discriminate between legitimate investment services businesses and those operating on the fringes. 

  

Custody of Assets - One of the key components to protecting investors is the use of an independent third-

party custodian to hold investors' assets. When you make an investment or transfer assets to your account 

with your financial advisor, those monies and securities are never in possession of your financial advisor or 

her firm. Your checks for investments are made to the third-party custodian. In the case of Bernard Madoff, 

investors made checks payable to his company or him personally. 

  

Statements and Confirmations - Another role of the independent third-party custodian is to produce the 

confirmations and statements that document activity in your account and to distribute those documents to 

you. Your financial advisor's broker-dealer periodically audits account statements to ensure that the client 

address, securities positions and transactions match with their records. As a final check, your financial 

advisor's firm reviews client statements as well to ensure accuracy of the data reported by the custodian. 

Because Madoff did not use an independent custodian, his firm was able to create bogus statements, and 

clients or employees who asked questions were simply asked to leave. 

  

Regulatory Oversight - Investment firms, broker-dealers and third-party custodians must comply with the 

rules and regulations of the Financial Industry Regulatory Authority (FINRA), which conducts periodic audits 

of broker-dealers and their representatives. In addition, fee-based advisory firms fall under the auspices of 

the Securities and Exchange Commission (SEC), which also conducts periodic audits of investment advisory 



firms and their representatives. Broker-dealers and their representatives must also comply with the rules of 

state securities commissions for each state in which they do business. 

  

Broker-Dealer Oversight -To ensure compliance with state and federal regulatory bodies, broker-dealers 

have multiple layers of supervision and auditing to ensure their representatives comply with all regulations as 

well as the broker-dealer's internal policies. Again, the broker-dealer and your financial advisor never have 

possession of your monies or securities - those are held by the custodian. Madoff acted as his own broker-

dealer, allowing him to basically monitor his own business, via his brother and niece acting as compliance 

officers. 

 

Written by Securities America for distribution by Rashida Lilani.   

  

We, at Lilani Wealth Management, understand the importance of ensuring the safety of your investments 

against misappropriation. We welcome any questions you may have about our company, our broker-dealer 

(Securities America Inc.), the third-party custodians and / or regulatory agencies. You can do your part by closely 

reviewing your transaction confirmations and account statements and promptly bringing any questions to our 

attention. You should settle for nothing less than complete transparency in our relationship with you. 

 
 

Know someone who needs help getting their financial house in order? Let us help. Call us at (916) 782-

7752 (Sacramento) or (408) 513-7417 (Bay area)  
 

 
 

Rashida Lilani, CFP®, CMFC 

Lilani Wealth Management 
 

1624 Santa Clara Drive, Suite 235, Roseville, CA 95661 

951 Mariners Island Blvd, 3rd Floor, Suite 300, San Mateo, CA 94404  
 

Phone: (916) 782-7752 / (408) 513-7417  

Email: info@lilaniwealthmanagement.com 

Website: www.lilaniwealthmanagement.com 
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