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Ask yourself… Am I sure I can’t do better than my current situation? 

Many of our current client relationships began 

with a consultation including an analysis of their 

existing brokerage account statements. Those 

statements can be very confusing. Investment 

management firms that charge their clients a 

high advisory fee, recommend “questionable” 

investment products, or both, generally don’t 

focus on educating clients on how to read these 

statements. We can help you understand the 

advisory fee you’re paying, product and other 

costs you may not be aware of, red flags (think 

annuities), and we can make a side by side 

comparison to illustrate what we believe makes 

Tone Capital different. If you are uncomfortable 

asking your advisor the 5 questions detailed 

below, we can help. If your portfolio looks great, 

we will tell you that; if there are concerning 

aspects, we will let you know what we find 

objectionable. We do this at no cost for any 

potential client - and there is no obligation. 

5 Questions you need to ask your advisor right now… 

1. Will you itemize all the fees that I’m paying in writing? 

Investor’s should maintain a strict focus on fees 

and costs that erode investment returns - over 

time the effect can be material. Some investors 

are not aware of size of their annual advisory fee; 

additionally, there are costs associated with the 

individual products in investment accounts. We 

consider these types of costs to be “hidden” in 

that you do not write a check to pay them; they 

are normally extracted directly from your 

account and from the product returns. 

Advisory fees are usually assessed as a 

percentage of the assets under management, 

and charged quarterly. These fees are typically 

stated as an annual rate and typically range from 

1% to 2% per annum. One of most significant 

costs associated with owning a mutual fund is its 

expense ratio (product cost) which can approach 

1% for actively funds, and for less mainstream 

funds can be much higher. A typical investor at a 

large brokerage firm can find themselves paying 

all-in costs (advisory and product costs) of 2% - 

2.5% annually. A $500,000 investment account 

can have a typical investor paying $10,000-

$12,500 per year for investment management 

services and product costs. 

Tone Capital regards an all-in cost of over 1.5% 

as excessive and unnecessary. Our maximum 

advisory fee is 0.85%, and our cost-focused 

approach to products, using index funds and 

ETFs, allows us to remove high expense ratio 

products from the client’s portfolio. We strive to 

limit our client’s all-in costs to 1.00% - 1.25% per 

annum.  

 

Tone Capital regards an all-in cost of over 

1.5% as excessive and unnecessary. Our 

maximum advisory fee is 0.85%, and our 

cost-focused approach to products, using 

index funds and ETFs, allows us to remove 

high expense ratio products from the 

client’s portfolio. 
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Expense Ratios of Actively Managed and Index Mutual Funds 

 

Note: Expense ratios are measured as asset-weighted averages. Data exclude mutual funds available as investment choices in variable 

annuities and mutual funds that invest primarily in other mutual funds.  

Sources: Investment Company Institute, Lipper, and Morningstar 

2. How has my portfolio performed? 

It’s a great question, but it’s equally important to 

understand the factors that contribute to those 

returns (risk assumed, asset allocation, cost) and 

to identify an appropriate benchmark so you 

have a way to assess your performance. What is 

an appropriate benchmark?  In a simple 

scenario, if your portfolio is only comprised of, or 

allocated to, large cap US stocks then the S&P 

500 Index would be an appropriate benchmark. 

Conversely, if you are ultra conservative and only 

invest in fixed income, you’d never compare 

your returns to the S&P 500 Index. In practice it’s 

usually not that simple because in order to most 

effectively manage a client’s risk profile most 

portfolios allocate to a broad range of asset 

classes including small and large cap US stocks, 

international stocks, and fixed income, to name 

just a few.  

Your benchmark should reflect your specific 

allocation which will give you a true comparison 

to your performance.  It is important to 

understand your benchmark so you can hold 

your advisor accountable. A 15% return in 2017 

may seem like a successful year; however, if your 

benchmark returned 22% in 2017, the 7% 

difference represents meaningful 

underperformance.  Many advisors attempt to 

beat the benchmark with stock picking and 

expensive actively managed mutual funds; most 

fail at this endeavor while still charging hefty 

fees. At Tone Capital, we match your allocation 

with your risk profile and implement your plan 

using low cost ETFs and index funds and what we 

believe to be a fair advisory fee.  This approach 

keeps money in your pocket and enhances your 

returns.   

3. Are you a fiduciary, and will you state that in writing? 

Tone Capital, LLC is a Registered Investment 

Adviser Firm (RIA), and as such our investment 

adviser representatives adhere to a higher level 

of care, a “fiduciary” standard.  What does this 

mean? Fiduciaries, simply put, must always act 

in their client’s best interest; in fact, it’s the law. 
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Broker Dealer Registered Investment Adviser 

Suitability obligation in recommendations Fiduciary standard, client's interest first 

Duty to the Broker-dealer Duty to the Client 

Commission or fee based, or both Fee Only 
 

We believe that it is paramount that investors 

spend time researching advisors and asking the 

right questions if they are thinking about making 

a change. We also believe investors should take 

a fresh look at their current situation; many are 

unaware that their advisors are not fiduciaries, 

or not acting in a fiduciary manner.  Investors can 

perform a search on the FINRA website to view 

registration and reporting for a firm or for an 

adviser. We suggest everyone perform a quick 

search on their current service providers: 

https://brokercheck.finra.org/

4. Are you compensated by any third parties to recommend certain products? 

The financial services industry, and more 

specifically, the mutual fund industry, is a 

marketing machine. The example above in 

question 2, which illustrated the gulf between 

actively managed mutual funds and index 

mutual funds from an expense ratio standpoint, 

only tells part of the story. The other part of the 

story is that most actively managed mutual funds 

underperform their benchmarks, and by 

definition, index funds.  As you can see from the 

data below: over the long-term, only a small 

percentage beats the market. 

Percentage of Actively Managed Funds that Outperformed their Benchmark 

  2016 2002-2016 

Large Cap  34% 8% 

Mid Cap  11% 5% 

Small Cap  14% 7% 
 

Source:  S&P Dow Jones Indices, A Division of S&P Global

How does one sell something that’s more 

expensive and inferior? By changing the subject, 

by convincing people that the future will be 

different and most importantly by compensating 

advisors to sell your product to their clients. 

Most clients are unaware that they’re getting a 

more expensive and inferior investment 

product, or the reasons why it remains in their 

portfolio and drags performance lower. They 

trust that their advisor is making decisions in 

their best interest. Most investors are not aware 

that sales loads and marketing fees are being 

received by the advisor – We believe this is a 

conflict of interest. Is it illegal? Unfortunately - 

not in most cases. We believe if any financial 

adviser recommends one fund over another, all 

financial incentives or benefits to the advisor 

should be clearly explained and disclosed.

Most clients are unaware that they’re getting a more expensive and inferior investment 

product, or the reasons why it remains in their portfolio and drags performance lower. 

https://brokercheck.finra.org/
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5. Who manages your client assets? 

When young men and women interview at 

broker-dealers for advisor positions, they’re 

inevitably asked this question, “What kind of 

sales experience do you have?” This is 

understandable; brokerage firms are in the 

business of gathering assets and one must be a 

good salesperson to convince people to hand 

over their money to someone they don’t really 

know very well. The problem with that model is 

that the salespeople/asset gatherers may then 

turn that money over to professional investors to 

manage. Why is that a problem? For one thing, it 

adds another layer to the client’s cost structure; 

in many cases it results in a “double-dip” by the 

broker, at the expense of the client. In addition, 

wouldn’t you rather speak to a professional 

investor if you have a question about your 

portfolio? Tone Capital charges a fee for the 

assets that we manage. However, our team 

includes institutional investment professionals 

with experience in portfolio management, 

trading, operations, and compliance and we 

manage our client assets. We do not strive to be 

salespeople; we take pride in being investment 

people.  We do not have the overhead of paying 

for someone else to do our investment decision 

making.  We are serious about keeping low 

overhead so that our clients do not pay for fancy 

offices and television commercials through 

higher fees. We hope to make sound investment 

decisions for our clients every day – and we are 

focused on lower all-in fees for our clients – so 

that they have more money in their accounts as 

a result.   
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