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communicate complex ideas quickly.  
Andrew Sobel, author of Clients for 
Life: How Great Professionals Devel-
op Breakthrough Relationships, and 
Woody Brock of Strategic Economic 
Decisions, Inc. break new ground in 
how to communicate the value of 
planning.  
      Plus: Greg Galecki’s method for 
transitioning equity to employees, 
two advanced retirement simulation 
presentations (Sam Savage has cre-
ated interactive portfolio models for 
Bessemer Trust, while Bill Bengen 

        Take a look at the NAPFA 
National Conference speaker lineup 
(May 2-6 in Chicago), and you fi nd a 
lot of what the profession needs right 
now: experts from the global busi-
ness community offering advanced 
communication techniques to help 
attract clients, build relationships 
and change client behavior for the 
better.  Former McKinsey execu-
tive Gene Zelazny, pioneered the 
state-of-the-art in using graphics to 
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EARLY WARNING

I’m in kind of an unfamiliar position here, and actually wondering if this 
feeling that has come over me might be the fi rst sign of insanity.  Maybe 
you can tell me if I should be worried.  

Ready?
Lately, I’ve been getting pretty excited about the life insurance 

industry.
Actually, the source of my excitement is not the traditional variable 

life and annuity contracts, although I do think these venerable contracts are 
bumbling toward an interesting tipping point.  Analysts and advisors are 
beginning to discover some of the games that the larger life companies have 
played with the nearly-opaque inner workings of their products, including 
overpriced guarantee riders on annuities, lots of undocumented charges and 
fees, higher-than-necessary cost of death benefi t coverage and add-ons to the 
subaccount management fees that the companies simply put in their pocket 
with hardly a ‘thank you.’  Awareness of these issues has begun seeping into 
the consumer consciousness already, made more visible by products like the 
Advisor’s Edge VA with its low-cost portfolio management.  When Jefferson 
National was able to eliminate the M&E charges on its annuity contracts, 
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and Tom Davidson have added to 
their new metrics for retirement 
distributions), plus marketing the 
fiduciary advantage, managing 
clients’ careers as an asset and 
the most interesting life insurance 
due diligence presentation you are 
likely to see.  Lee Eisenberg (The 
Number) and Andrew Sobol (co-au-
thor What Color Is Your Parachute 
For Retirement?) are BREAKOUT 
speakers.  
      (http://www.napfa.org - click 
on the National Conference link.) 
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it was not hard to see that some of 
these fees might not have been totally 
necessary in the fi rst place.

No, the source of my 
excitement is actually the fulfi llment 
of a prophecy that I made maybe 12 
years ago now.  Back then, I said 
that someday soon one of the large 
insurance companies would do what 
Fidelity did in 1974: break from the 
broker-sold pack, offer transparent 
insurance products that specifi ed 
exactly what you were paying for and 
could be sold without a commission.  
This (I said) would suddenly make 
it respectable for fi duciary fi nancial 
advisors to recommend cash value 
risk pooling products to their clients 
as a matter of normal routine, and the 
life insurance industry would climb 
out of its 25 year sales slump and 
become relevant and even highly-
competitive in the fi nancial services 
arena.

Normally, I like to have my 
predictions come true within the 
same decade as I made them, or at 
least during the same Presidential 
Administration, but, well, fi nally it is 
starting to look like I might have been 
right after all.  Not one but two (!) 
new variable life insurance products 
have come to market in recent 
months which, I think, are structured 
in a way that makes them as palatable 
to the fi duciary planning community 
as, say, an ETF.  My guess is that 
every executive at every traditional 
insurance company is praying that you 
won’t notice these new contracts--or, 
if you do, that you will ignore them.  
Because if you and a few thousand 
other advisors suddenly decided to 
start recommending one or the other 
of these new contracts for appropriate 

or if they suffer a decline just as the 
cost of insurance becomes more 
expensive, then the policy’s cash 
account might not have enough 
money to make the next premium 
payment.  This leads to that awkward 
moment you’ve heard about, where 
the policyholder gets a letter saying, 
essentially, if you want to keep your 
permanent life insurance policy 
permanent, then you need to start 
writing large fi ve fi gure checks each 
year.  This is not the sort of letter an 
85-year-old retiree wants to receive, 
especially when he believed that he 
had secured the inheritance of his 
children. 

In contrast, let’s take a look 
at something called Intelligent 
Life, which was designed from 
the ground up by TIAA-CREF to 
the specifi cations of somebody 
many of you know very well: Ben 
Baldwin, author of The New Life 
Insurance Investment Advisor, and 
a frequent speaker on life insurance 
topics at FPA conferences.  “I’ve 
come to agree with a lot of advisors 
that commissions are dead,” says 
Baldwin.  “Today, I can’t say to 
a client that I’m a fi duciary, even 
though my motivation and instinct is 
to do what’s best for my clients.  I got 
so sick of that: I realized that we need 
to get out of that paradigm, but we 
needed adequate product on the other 
side of the fi duciary divide.”

When he spoke at a CCH 
annual meeting, Baldwin posed a 
simple question to the audience.  “I 
said, why don’t RIAs and fi duciaries 
like life insurance?” he says.  “The 
fi rst thing out of their mouths was 
‘undisclosed commissions.’  The 
fi duciary community wanted 
something that was transparent, 

subsets of your clients, then the rest 
of the insurance industry is going 
to have to start offering a better, 
more transparent deal to their own 
customers.  Before long, the whole 
life insurance delivery mechanism 
will start to crack at the very base of 
its foundations.

To see what I’m excited about, 
let’s take a look at the typical variable 
universal life (VUL) contract that is 
out there today, and compare it feature-
by-feature with these newer products.  
With the traditional VUL policy, an 
agent will sell what is called a target 
premium, which really means a 
certain death benefi t--say, $1 million, 
to keep the numbers simple.  The 
agent will be paid a full commission 
based on that target premium and 
a much lower commission on any 
other money you dump into the 
contract.  Whatever money is left 
over after the commission, plus 
future premiums plus additional 
money (at the discretion of the client) 
will go into the policy’s cash value 
account, and that internal portfolio 
of funds will pay for each year’s cost 
of insurance.  The cost of insurance 
(COI) is calculated based on the 
amount at risk--typically the death 
benefi t minus the cash value building 
up inside the policy.  

In the early years, the internal 
investment account will take in more 
premium dollars than it is paying out 
in cost of insurance (COI), but as the 
policyholder reaches his/her actuarial 
lifespan, the cost of insurance per 
$1,000 of coverage will exceed the 
yearly premium amount.  At that 
point, you hope the investment 
returns will be paying the premiums.  

Of course, if the investments 
don’t go up as fast as was illustrated, 
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Continued on page 4

something they could see through, 
something they could say yes or no to 
based on what the facts are.  So that’s 
what we wanted to provide.”

At the same time, one of 
Baldwin’s colleagues, Bret Benham, 
was taking over as president of 
TIAA-CREF Life--a subsidiary of 
the company that is best known for 
managing retirement programs for 
college professors.  Benham had been 
experimenting with a transparent, no-
commission life insurance design at 
Kansas City Life and later at Fidelity.  
Not long after he arrived at TIAA-
CREF’s Charlotte offi ces, he realized 
that he was working for a company 
that had very similar values to the 
fi duciary planner, lawyer or trust 
company: that is, its fi rst instinct 
is to protect the consumer against 
predatory fi nancial fi rms.  “The 
company has all this history, this 
way of doing business that was really 
compatible with all those advisors 
who dislike traditional insurance,” 

says Benham.  “So we decided to 
address those issues directly, and see 
if we could give them something they 
could be comfortable with.”

The result was something called 
Intelligent Life, which was introduced 
with little fanfare a year ago so the 
company could experiment and 
tweak it before marketing it to a wider 
audience.  Today, the product comes 
in two fl avors: variable universal life, 
and universal life--basically fi xed-
income.  “Commissions and back-
end loads are gone,” says Baldwin.  
“But that’s just the beginning.  One 
thing my son (Ben, III) and I are 
constantly frustrated by is products 
that are trying to nick us here and 
there and everywhere.  With this, we 
wanted everything up front and on 
the table.”

For example?  Baldwin points 
fi rst to the cost of insurance--the 
payment that covers each year’s 
amount at risk.  In many contracts 
on the market today, the COI is 
assumed, in the policy illustration, 
to be an optimistically low price.  
In subsequent years, at the life 
company’s whim, the COI can be 
(and often is) raised--in extreme 
cases, up to a maximum rate which 
would be listed on the CSO 2001 
tables.  Baldwin says these rates are 
disclosed in the insured’s annual 
report, but few advisors and fewer 
consumers know a great COI rate 
from a poor one.  “The reality,” 
says Benham, “is that companies 
would load the cost of insurance up 
very high in order to pay those costs 
associated with distribution.”  (Think: 
commissions.)

Intelligent Life is designed 
to assess the marketplace and then 
charge a COI that falls somewhere 

among the least expensive 25% of 
term rates for a policyholder’s age 
and health circumstances--and to do it 
consistently, year in, year out, for all 
policyholders.  As Benham puts it: “If 
we are really making this transparent 
to our customers, our term insurance 
rates, which are competitive in the 
marketplace, should be the same 
regardless of whether we sold them 
as standalone term or inside this 
policy.  From a customer standpoint, 
isn’t that how you would want it?”

In addition, the Intelligent Life 
product allows policyholders to do 
something that was previously only 
possible with term contracts: lock in 
the same COI rate for ten or twenty 
years.  “My wife has a policy that we 
bought,” says Benham, “and it has 
a guaranteed 10-year COI, similar 
to buying 10-year level term on the 
outside, with the same underwriting.”  
At the end of the term, she would be 
eligible to lock in another 10- or 20 
years--again, at competitive rates.

Another issue close to 
Baldwin’s heart is the taxes that 
insurance companies have to pay--
and how they pass on those costs to 
their policyholders.  Every insurance 
carrier has to pay deferred acquisition 
cost taxes to the federal government, 
based on the costs of distribution-
-and, of course, those companies 
that pay high commissions will 
have a higher DAC tax.  “With our 
policies, the charge is insignifi cant, 
since we don’t have all the advice 
and distribution costs built in,” says 
Benham.  “So we don’t charge that at 
all.”

In addition, each state levies 
its own premium tax, which turns 
out to be a different percentage for 
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each state.  Baldwin says it is not 
uncommon for life companies to 
default to the highest rate and charge 
everybody 3%, even though his state-
-Illinois--charges only 50 basis points.  
Why should his clients have to pay 
any more than that?  The Intelligent 
Life product passes on the actual tax 
incurred by the policyholder in his or 
her state.

Then there are the add-ons to 
management fees.  Each underlying 
fund portfolio--which are called 
variable insurance trusts when they’re 
inside a life contract--has its own 
expense ratio, and many insurance 
companies layer their own set of 
fees on top of this management fee, 
raising the cost of the investment by 
between 20 basis points and 40 bp a 
year.  Intelligent Life doesn’t do that-
-and, in fact, if you look at its menu 
of 47 investment options, only two 
have expense ratios above 1% a year: 
Templeton Developing Markets and 
Royce Micro-Cap Portfolio, at 1.24% 
and 1.25% respectively.  At the other 
end of the list are TIAA-CREF’s own 
index funds, which range in price 
from 6 basis points a year (TIAA-
CREF Stock Index Fund) all the way 
up to 29 basis points (TIAA-CREF 
International Equity Fund).

Benham says that this generated 
a nice surprise for the company.  
“The insurance contract was the 
fi rst exposure that some advisors 
have had to the TIAA-CREF mutual 
fund menu,” he says, “and we were 
surprised how much of the money 
was eventually allocated to them.”

So where does the company 
make its money?  Each policy has its 
own M&E (mortality and expense) 
ratio, which ranges from 95 basis 

Trendspotter

The SEC’s continuing 
exemption of brokers from 

RIA registration is having an 
unintended effect: brokers are 
apparently expressing interest in 
leaving wirehouses in increasing 
numbers.  The goal is to cross 
the line into the fi duciary space-
-where they can freely call 
themselves fi nancial planners, 
offer investment advice on non-
crippled software, and receive 
nearly 100% of the revenues they 
generate as well.  

These exodus periods 
are always great news for the 
independent broker-dealers, but 
this time Fidelity and Schwab 
are positioning themselves in the 
recruiting wars in increasingly 
sophisticated ways. 

Schwab has teamed with 
Cambridge Investment Research, 
the most asset management-
oriented of the independent BDs, 
to create transition plans for 
brokers who want to register as 
RIAs but may not want to go all 
the way to giving up their Series 
7 licenses.  (Schwab custodies 
assets for Cambridge’s asset 
management programs.)  

Fidelity, meanwhile, is 
working with Portland, OR-based 
FocusPoint Solutions to design 
presentations around the country 
for brokers on how to (painlessly) 
set up their own offi ce, 
understand the SEC’s compliance 
obligations, and how to delegate 
to Fidelity and FocusPoint some 
of the back offi ce chores that 
they were having their brokerage 
system handle.  

points a year on the fi rst $100,000 
of account value, down to 65 basis 
points on cash accumulation up to 
$500,000, down to 35 basis points 
on amounts over that.  “That’s what 
we--TIAA-CREF--pay ourselves for 
our operations,” says Benham.  “It 
represents our costs plus our profi t 
margin, although we do make a little 
bit on the term insurance as well.”

Is that all?  Not exactly.  One 
of the problems advisors have with 
life insurance as an investment 
vehicle is that it’s usually off the 
Schwab/Ameritrade/Fidelity/Fiserv/
SSG platform and therefore hard to 
manage.  You can’t do block trades, 
statements often come in the mail 
instead of downloaded into the 
portfolio management software--
and, as Ben Baldwin, III asked his 
father: ‘how can I manage my clients 
money effectively if I have to handle 
each policy individually and move 
the money around on an individual 
basis?’

To solve that problem for 
advisors, TIAA-CREF entered 
into a partnership with McCamish 
Systems in Atlanta, which had 
created programs that allowed 
group life insurance contracts and 
corporate-owned life to be managed, 
collectively, as an asset.  A similar 
system allows banks and executive 
benefi t fi rms to offer non-qualifi ed, 
insurance-funded benefi t plans to 
corporations.

“They had the systems in 
place to manage very large groups 
of policies as a group, and we 
wanted a state-of-the-art platform 
to offer to advisors,” says Benham, 
explaining the decision not to do a 
lengthy in-house reinvention of the 
wheel.  Currently, the Intelligent Life 
platform has download interfaces 
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into PortfolioCenter and Advent, 
and Investigo is in the testing stages.  
Other software vendors are on a list 
which will be prioritized as advisors 
who use them show an interest in 
the product.  And--yes--you can 
bill portfolio management fees 
directly out of the Intelligent Life 
subaccounts.

Who’s it forfor?

But for many fi duciary 
advisors, all of this begs a very 
important question: who is this 
product FOR?  We have, after all, 
no shortage of mutual funds, ETFs 
and REITs to meet the investment 
needs of clients.  When would it be 
appropriate for a fi duciary advisor to 
recommend a no-load VUL contract?

Baldwin admits that a relatively 
small percentage of all consumers 
might need or want the product, 
but the target audience represents a 
much higher percentage of fi nancial 
planning clients.  How often have 
you worked with a client who would 
like to leave a certain amount of his/
her current assets to heirs, and would 
like the money to grow on a tax-free 
basis--but who is also nervous about 
actually giving up the money, because 
who knows how long he or she will 
live, or what unexpected costs will 
arise down the road?  

For that client, the VUL 
contract offers tax-free compounding 
of legacy assets until death, and 
also preserves the option to borrow 
money back out of the policy--tax-
free--if it is needed at some point 
down the road.  Normally, borrowing 
out of a cash value life contract 
would be rather risky, since the 
money is coming out at a time when 
the contract is assessing high (and 

rising) COIs and expenses.  But with 
Intelligent Life’s lower costs, the risk 
is greatly diminished.

Baldwin believes that the TIAA-
CREF policy is fl exible enough serve 
a variety of needs in the typical client 
lifecycle.  In the early years, you can 
dial up the life insurance coverage to 
provide premature death protection 
for the family--using the policy as a 
term contract, but with any leftover 
funds accumulating tax-free.  Then, 
when the kids have moved away and 
the retirement portfolio is meeting 
the client’s living expenses, you can 
dial the death protection (and yearly 
COI payments) back down and turn 
the policy into a cash accumulation 
vehicle.  

Baldwin offers a quick back-
of-the-envelope calculation that 
advisors can use to evaluate the 
product’s effectiveness as a pure 
accumulation vehicle.  “Sometimes, 
I will ask the client’s CPA to look at 
the 1099s and tell me the yearly tax 
cost on his investment account,” he 
explains.  “In other words, what is it 
costing him in taxes to get a certain 
rate of return?  That is the number we 
have to get the COIs down below, on 
an annual basis, to give this product 
the fi rst level of credibility.”

Symetra Complete Advisor

Remember that I said, earlier 
in this article, that I’m excited about 
TWO new cash value insurance 
products?  The second one is even 
more tightly focused on helping 
clients accumulate a legacy through 
tax-free accumulation.

Symetra Complete Advisor 
is a VUL contract designed and 
developed by Jack Desemar and 
his organization, Baton Rouge, 

LA-based Future System, Inc. 
(www.futuresystem.com), in 
conjunction with an actuary named 
Ben Wolzenski and Reinsurance 
Group of America.  Those of you 
who read my profi le of Desemar 
and his Future System in the January 
2006 issue of Inside Information will 
realize a certain irony here; Future 
System is a detailed fi nancial planning 
methodology, with its own software, 
and one of its core principles is the 
idea that most consumers should 
avoid buying insurance at all if they 
can avoid it.  

“Our planning system 
straightforwardly tells people not to 
buy life insurance unless you need 
to,” Desemar admits.  “But I think the 
reality is that most advisors are doing 
that already.  It’s not that they’re anti-
insurance, per say; but they ARE 
against high front-end commissions 
and policy traps that are not disclosed 
and total lack of transparency.  And 
they’re strongly against companies 
doing things that are not in the 
best interests of the clients or the 
advisors.”

Unlike most planning 
methodologies, Future System breaks 
down everything a client owns into 
fi ve basic categories which roughly 
follow Maslow’s famous hierarchy: 
lifestyle, shelter and enjoyment assets 
like the home and second home, cars 
and boats etc. (Category 1); cash 
reserves (Category 2); retirement 
assets that the client plans to consume 
in his or her Golden Years (Category 
3); and then reserve assets that can 
be tapped into should something 
catastrophic happen (Category 4); 
and assets that the client plans to 
leave to charity or his/her heirs 
(Category 5).  As Desemar told me 
last year, ideally clients should have 

Continued on page 6
last year, ideally clients should have 

Continued on page 6
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a source of income that they can 
fall back on should they get sued or 
a medical condition wipes out their 
retirement portfolio.

The problem, of course, is that 
Category 4 and 5 assets can be very 
ineffi cient; they tend to be whatever 
is left over from the taxable portfolio.  
Putting the money into an annuity 
gives you a different set of problems: 
1) where would you fi nd an annuity 
from a company you can trust, 
whose expenses and tricky guarantee 
clauses don’t erode the portfolio 
more than taxes?  And 2) if you DID 
fi nd that kind of contract (and, as we 
mentioned earlier, there are some on 
the market), it would fail you at the 
exact moment when you wanted to 
transfer the assets to heirs.  At death, 
the annuity assets don’t receive a step-
up in basis like virtually everything 
else in your client portfolios.  Instead, 
the heirs have to pay income with 
respect to a decedent (IRD) taxes 
on the portfolio’s growth, effectively 
wiping out the effect of tax-free 
accumulation.

Traditional life insurance posed 
a different problem.  Each year, in 
addition to management fees, you 
have to pay for the cost of insurance 
coverage--which, if you are mostly 
interested in the accumulation, serves 
as a constant and unnecessary drag on 
the portfolio. 

Desemar began looking for an 
alternative.  Why not, he thought, 
try dialing down the death benefi t 
as much as possible, similar to 
what can be done with Intelligent 
Life?  That was better, but there was 
no policy where the COI charges 
could be dialed down to the limit 
and held there--and most of the 

traditional options were designed 
in a way that appalled the fi duciary 
in Desemar.  “When you look at a 
policy projection on a traditional life 
product, you see the result of some 
internal assumptions which project 
what future expenses are going to be 
in that product,” he says.  “But those 
are just guesses,” he says, adding 
that the agent has an incentive to dial 
down the cost assumptions as much 
as possible in order to get the sale.

The way Desemar saw it, 
paying premiums is a little bit like 
dumping cash into a barrel, and at the 
bottom of the barrel, you have a valve 
which leaks out, each year, a certain 
amount of expenses and cost of 
insurance.  As the policyholder gets 
older, the cost of insurance goes up 
because he or she is one year closer to 
death, and also because the insurance 
company might (as we noted before) 
decide to raise the COI rates and 
other expenses.  “The projection,” 
says Desemar, “just guesstimates 
how much you would have to keep 
dumping into the top of the barrel in 
order to keep it from running out 20 
years in the future.  But it’s purely a 
guess.”  The biggest problem, he says, 
is that the COIs get so high when the 
client reaches age 80, 85, 90 and up 
that the risk becomes unacceptably 
high that the premiums will, with the 
benefi t of hindsight, have been too 
low all along.

Yes, you can dump more cash 
in the policy.  But Desemar decided 
to try a different approach.  Why not 
turn the whole policy design upside 
down, and instead of specifying 
a target premium or a constant 
death benefi t, have the contract 
automatically, each day, adjust to the 
minimum amount of life insurance 
coverage permitted by law based on 

that day’s assets in the policy’s cash 
value account?  “Symetra Complete 
has all the pricing pieces in place,” 
says Desemar.  “It has no front-end 
charge, no surrender charge, product 
and policy language that protects 
the policyholder and discloses 
everything.  But it’s also a radical 
new design, unlike anything that has 
been offered before.”

Veteran insurance agents will 
contest this assertion, saying that 
the product is simply a modifi ed 
endowment contract (a MEC, in the 
trade parlance); that is, an insurance 
contract which, because it fails a test 
created by the 1986 Tax Act, no longer 
allows tax-free loans to be taken out 
of the cash value.  With a MEC, the 
policyholder can take distributions, 
but they will be taxed like annuities 
would be: the fi rst money out is 
deemed to have been earnings on 
the account, which means it will be 
taxed at ordinary income rates, with 
a 10% penalty if the client taking 
distributions is under age 59 1⁄2. 

Because of this unfavorable 
tax treatment, most insurance 
companies will work hard to prevent 
policyholders from accidently 
putting so much into a policy that it 
becomes a MEC--and will, in fact, 
return those excess premium checks 
with a warning and await further 
instructions.  Desemar argues that, if 
the product is recommended correctly, 
most clients won’t be taking money 
out of the VUL contract unless it’s 
an emergency, and in that case the 
proper question is: did they save 
enough in COI costs over time to 
offset the additional tax obligations?  

To keep the COI costs at 
an absolute minimum, Symetra 
Complete Advisor always buys the 
least possible at-risk death benefi t, 
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adjusted for new premium payments, 
and also for the daily movements in 
the market.  This required amount is 
laid out in IRC Section 7702A in some 
detail, and interestingly, the amount 
goes down as the policyholder gets 
older--which means, of course, that 
as your clients age, they have to 
buy less at-risk death benefi t.  How 
much less can be illustrated by an 
adaptation of the table in the tax code, 
which is helpfully provided on page 
22 of the Symetra Complete Advisor 
prospectus.  If the policy happened to 
have $1 million of cash value at these 
various ages (I know; theoretically it 
will go up over time, but we’re trying 
to keep the numbers simple here), 
this is the amount of death benefi t it 
would have to buy in order to qualify 
as modifi ed endowment contract and 
be taxed at death as life insurance:

Client age        Required Death    
          Benefi t/$1 million cash value
    55                   $1,401,600
    60                   $1,072,470
    65                      $810,480
    70                      $602,540
    75                      $435,260
    80                      $305,500
    85                      $211,020
    90                      $145,780
    95                        $96,440
    96                        $85,410
    97                        $72,270
    98                        $55,550
    99                        $32,820
   100                                $0   

“This is why the policy has 
a signifi cantly lower chance of 
lapsing,” says Desemar.  “First of all, 
if you take money out of the contract, 
it automatically lowers the cash value 
and therefore the death benefi t you’re 
having to pay for--that day.  Second, 

as a policyholder gets older, the 
weight of the COI doesn’t increase to 
crushing levels, the way a traditional 
policy does.  Instead, it goes down, 
reducing the cost drain on the cash 
value.”

The benefi ts of a MEC-ed VUL 
over an annuity as a wealth transfer 
vehicle can be shown in a relatively 
simple illustration.  Desemar’s web 
site includes a graph which shows 
the hypothetical accumulation of an 
annuity and a life insurance contract 
at some rate of return which really 
doesn’t matter, since both are the 
same rate.  The life insurance policy’s 
cash value goes up each year in a 
straight line (we’re assuming a fi xed 
yearly rate of return here) and so does 
the annuity’s account value.  The life 
insurance cash value line is always 
below the annuity’s, due to the cost of 
insurance, and you can see at a glance 
why you would want to minimize 
that amount as much as possible 
(unless, of course, you need the 
protection--for which Future System 
recommends term insurance).  

As the client gets older, the 
cash value of the VUL contract 
remains below the annuity until the 
date of death, at which point the 
income with respect to a decedent 
tax kicks in, sending the annuity’s 
line shooting downward.  It actually 
falls considerably below the VUL 
contract’s on the date of death, since 
the life proceeds are paid income-tax-
free.  

Yes, the money is still in the 
client’s estate, and yes, it generates 
death taxes--as do the Intelligent 
Life proceeds, since this is the cost 
of having access to the funds in case 
of emergency.  But those monies 
would have been in the taxable estate 
anyway had they been invested in a 

traditional mutual fund portfolio. 
“This is the most effi cient way 

we could think of to shepherd those 
assets to heirs,” says Desemar.  “If 
you can think of a better way, please 
let me know.”

And who, exactly, is Symetra 
Life?  The company, which is based 
in Bellevue, WA, was for 50 years 
the life and annuities division of 
Safeco Corporation--the auto and 
home insurance company which, 
among other things, owns the naming 
rights to the Seattle Mariners baseball 
fi eld.  In 2004, it sold its Symetra 
subsidiary to a group of investors that 
includes Warren Buffett’s Berkshire 
Hathaway, Inc. and White Mountains 
Insurance Group, direct marketer of 
Esurance auto insurance coverage.  
Rich Lindsay, who heads Symetra’s 
life and annuities division, calls his 
company a “startup with 50 years of 
track record.”

Licensing Desimar’s product 
design, Lindsay has created two 
contracts.  The fi rst is a true no-load 
VUL product (Symetra Complete 
Advisor); the other (Symetra 
Complete) pays a maximum 1.5% 
a year to a registered rep (there are 
breakpoints which take it down to 
0.5% if the account value exceeds 
$5 million).  This, of course, directly 
addresses a design problem of 
traditional products in the commission 
world: that the agent is nearly always 
paid a hefty up-front commission that 
can equal or exceed the fi rst year’s 
premium, and then is given little 
incentive to service the client once 
the sale is made.  The annualized 
level commission would qualify as 
a signifi cant innovation in its own 
right in the insurance marketplace, 
and it will be interesting to see if 
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independent BD fi rms (especially 
those that are owned by insurance 
companies) are willing to put it on 
their shelves. 

Both contracts buy the minimal 
life coverage at rates that are probably 
higher than the Intelligent Life 
product, but are fully-disclosed and 
intended to be much lower than what 
you can fi nd elsewhere in the cash 
value insurance marketplace.  “The 
charges refl ect permanent insurance 
coverage,” says Lindsay, “so they 
cost more for us to provide than if you 
were just buying term.”  Meaning?  If 
a person’s health deteriorates, a term 
policy would expire, and the company 
could go through a second round of 
underwriting and eliminate the health 
risk.  With permanent insurance, as 
long as the policyholder has money in 
the contract, the coverage continues, 
even if he or she contracts a life-
threatening disease in the interim.

Like Intelligent Life, the 
Symetra Complete products assess 
each state’s specifi c insurance cost 
rather than some (higher) blended 
rate, and there is no surrender charge 
or policy fee.  No additional fee is 
added to the underlying expense 
ratios of the funds.  Mortality and 
expense charges come in at 95 
basis points for policy years 1-20 
for accounts less than $100,000; 65 
basis points for account values up 
to $500,000, and 35 basis points for 
anything over $500,000.  If the policy 
has been in force for more than 20 
years, the M&E automatically falls 
to 35 basis points regardless of the 
account value.

In addition, the policy is 
designed for fl exible underwriting.  
Meaning?  “Suppose you have a client 

who plans to contribute $100,000 
a year so that it will ultimately 
reach $1 million in contributions 
or premiums,” explains Lindsay.  
“When the policy is issued, we will 
underwrite that $1 million insurance 
benefi t up-front, even though the 
client is not obligated to actually meet 
the plan.”  In other words, there is no 
extra cost if the client doesn’t put in 
the full $1 million.

This can be handy for a client 
who plans to sell a business in, say, 
three years, and estimates that the sale 
will fetch $5 million.  The company 
can underwrite for something more 
than $5 million, and the client can 
begin putting what she can into the 
contract, with the intention of putting 
some or all of the proceeds of the sale 
into the portfolio at a later date.  “If 
they end up giving the business to the 
kids, no harm, no foul,” says Lindsay.  
“They won’t have as much premium 
invested, or as much cash value, but 
they might not need the same cash 
value because they are transferring 
the business instead of the assets.”

Alas, for a fi duciary advisor 
who is focused on minimizing 
investment costs, the options in 
Symetra Complete Advisor will not 
be quite as interesting as those in 
the Intelligent Life contract.  The 
34 variable insurance trust options 
include the PIMCO All Asset 
Portfolio and its Commodity Real 
Return Strategy Portfolio (annual 
expense ratios: 70 and 90 basis points 
respectively), the American Century 
Large Co. Value fund (26 bp); and 
a variety of AIM, American Century, 
Dreyfus, Fidelity VIP, Franklin and 
Franklin Templeton and Mutual 
Shares funds, plus a few funds 
managed by Pioneer.  Only nine of 
the funds have zero 12(b)-1 fees.

As I said earlier, there are 
insurance executives at larger 
traditional fi rms all around the 
country who are convinced that the 
advisory community has no interest 
in all this silly transparency and low-
costs and creative product design.  In 
their view, you are either an agent 
who knows how to sell product 
for a commission, or you’re one of 
those advisors who would never 
recommend a cash value product no 
matter how they designed it.

Now, I’m not sure which of 
us would be the last person in the 
world to suggest that you recommend 
one of these products who a client 
who isn’t appropriate for it--it could 
be Desemar or Baldwin, Benham, 
Lindsay or me, and if we’re not the 
last, we are all crowded down toward 
the bottom of that list.  

BUT…  the advent of these 
new products begins a testing period 
for the advisory profession and the 
world at large.  If you have clients 
who fi t the accumulation/transfer 
profi le, and if you have it in you to 
do your own due diligence on the life 
insurance industry’s newest, most 
fi duciary-friendly offerings, then this 
is your chance to prove that those 
insurance executives are completely 
wrong--and maybe pick up some 
tax benefi ts for your clients in the 
bargain.  

You can get more information 
on the Intelligent Life product 
by going to this web site: http://
www.tiaa-cref.org/advisors/services/
insurance_team.html/, or by calling 
1-866-966-5623.  You can explore 
the Symetra Complete products at: 
http://www.symetra.com/financial/
complete/, or by contacting Rob 
Thompson at rob.thompson@synme
tra.com; 425-256-8025.
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Continued on page 10

Those of you who have been 
following our article-by-
article search for a New 

Paradigm in investing have seen 
creative portable Alpha strategies 
and virtually zero-cost trading, an 
analytical tool called Generalized 
Auto-Regressive Heteroscedasticity 
(GARCH), a variety of non-market-
correlated investment options and 
a wider variety of forward-looking 
evaluations covering everything 
from future expected returns based 
on current valuations (high or low) 
to economic forecasts and analyses 
of price disparities among different 
asset classes.

All of these may or may 
not add value to the portfolio-
tending process.  But throughout 
the discussion, there has been a 
rather large elephant in the living 
room: the possibility that any and 
all of these techniques could be 
plausibly branded as market timing-
-or (to put it another way) that 
the instruments and techniques of 
market timers could overlap with the 
various NP strategies outlined here.  
Interestingly, most advisors seem 
to know very little about the tools 
used by market timing professionals, 
perhaps because they make the sign 
of the cross to ward off evil whenever 
the words “market timing” come up 
in mixed company.

And so I looked for an advisor 

Portfolio Management

Straight Talk about
Timing Tools

We already know what you think about market timing.  But 
can the tools used by timers be useful in the advisory world?

who seemed, to me at least, to have a 
reasonably conservative perspective 
on handling client portfolios, who 
has done a decent amount of research 
into market timing techniques, and 
who was using some of them in a 
way that might plausibly fi t within 
the boundaries of the planning 
culture.  

The search led me to Paul 
Gire, of Strategic Advisory Services 
in Orinda, CA.

Gire has been at this for a 
while.  He began looking at the most 
basic of market timing tools in 1987, 
and had the privilege of watching the 
runup to the Black Monday crash 
in October through the prism of the 
relative strength index.  “Relative 
strength is simply a measure of the 
rate of change, how fast the market is 
moving in this or that direction today 
versus how fast it was moving some 
time ago,” he explains.  “It doesn’t 
try to measure market sentiment 
or whether people are bullish or 
bearish, but simply the change in the 
prices.”

Is that signifi cant?  As Gire 
explains it, there’s an almost physical 
element to the analysis.  “If you were 
to throw a baseball straight up in 
the air, and do a relative strength or 
momentum graph on its motion,” he 
says, “you would see that as it left 
your hand, the momentum would be 
accelerating because of the energy 

your hand gave to the baseball.  But 
as the ball continues moving up, it 
will start ascending at a slower and 
slower pace as gravity exerts its pull 
downward.  By the time the ball 
reaches the apex,” Gire continues, 
“where the energy your hand has 
given it is equal to the energy of the 
gravity, where the ball is not moving 
at all, the graph of the momentum 
will have already turned down, and 
be zero at that apex.”  

Meaning?  “The momentum 
would be giving you an advance 
warning that the ball is running 
out of energy and is about to fall,” 
explains Gire.  “This may correspond 
to a market rally where, as it goes 
further and further, average people 
start jumping in and participating, 
until eventually the more seasoned 
investors will get concerned that 
the value has gone a little too far, 
and begin taking chips off the table.  
You can see the energy begin to 
dissipate.”

Gire sent me a graph of the 
relative strength of the S&P 500 and 
the actual value of the S&P 500 for 
what appears to be 19 months before, 
during and after the Crash of 1987, 
and the image is quite interesting.  
“The market exploded higher and 
had lots of energy for most of 1987,” 
he says, “but you can see, in the 
Autumn, even though the market 
was continuing to move up, it was 
moving at a much slower pace.  After 
the crash, I went back and looked at 
how the relative strength index had 
dropped before the market dropped, 
and thought, wow, this is interesting.  
That started my whole trip into what 
is referred to as technical analysis.”

Gire is not the sort of advisor 
who jumps into things quickly, and 
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he was initially skeptical that a 
tool which forecasts crashes would 
be useful during normal market 
behavior.  Instead of betting client 
money on it, he spent the next ten 
years following the signals and 
deciding whether they would have 
been helpful if he HAD bet client 
money.  In our interview, he shared 
with me daily, weekly and monthly 
data, highlighting places where 
the indicators suggested that you 
would sell and buy back into the 
market, and the actual stock market 
performance through these signals.  
The daily signals created too many 
potential trades for Gire’s liking; 
overall he calculated that simply 
following this one trading indicator, 
he would have added a bit of value 
to client portfolios, even though they 
seemed to suggest underweighting 
equities a little too early, and getting 
back in a little too late, and some of 
the signals--especially in times when 
the markets were moving quickly 
up and then down (or vice versa)--
would have cost his clients money.

Weekly signals produced 
roughly two round trips a year and 
followed the same general pattern.  
“More often than not, it would add 
value, but sometimes it doesn’t,” 
says Gire.  True to form, the tool was 
most effective during the extreme 
period of the “tech wreck” market.  
“In 2000, there was a very timely 
sell signal, then you got back in and 
caught the rally in 2001, and then 
sidestepped most of the decline from 
there through 2002,” Gire says.  “It 
got you in nicely at the bottom in late 
2002 for the next rally.”

The monthly data gives you 
an average of one round trip a year, 

including years when there is no 
trade indication at all.  “The last 
signal on the monthly data was a buy 
in late 2002,” says Gire, “and we’ve 
gone three or four years now without 
any trade signal.”

After ten years, Gire decided 
that he wasn’t going to overweight 
or underweight equities based on 
this one indicator.  “I really worked 
at it,” he says, “but to my mind, it 
just wasn’t accurate enough.  As 
you have fewer trades, they don’t 
become as accurate, and if you want 
to get more accurate, you have to 
make more trades, and there was too 
much of a tradeoff.”

Then Gire began looking at a 
second signal, which market timers 
refer to as “market breadth.”  “To 
me, relative strength is like going to 
the doctor, and he checks all the vital 
signs on the outside, and you can 
only tell so much from that,” he says.  
“Market breadth is like getting some 
blood tests.  You really don’t know 
how healthy you are until they’ve 
had a look at your blood chemistry.”

Market breadth is 
fundamentally about measuring the 
number of advances versus declines 
in a given index or the market as a 
whole.  Some versions measure new 
highs versus new lows, and some 
look at the whole picture.  “I call it 
a fundamental technical indicator,” 
says Gire.  “It basically measures 
supply and demand.  If there are 
more stocks advancing every day 
than declining, then the market is 
going to have an upward bias.  If 
there are more stocks declining than 
advancing, then it is going to have a 
downward bias.”

For example, Gire ran across 
a study which looked at market 
breadth at market tops, and found 

that on the day the market hits a new 
high, on average, only six percent of 
the stocks were actually achieving 
new highs, and (again on average) 
20% of the stocks were down more 
than 20% and 10% were down as 
much as 30%.  In an extreme case, 
the day that the Dow hit its all-time 
high in 1929, not a single stock hit its 
individual all-time high.

How is this possible?  “In 
a cap-weighted index, a very few 
stocks are accounting for the rise in 
prices at the end of a bull market,” 
says Gire.  “The majority of stocks 
have already topped out and are 
dropping in price.  If you had an 
equal percent of your money in each 
of the stocks in the index, chances 
are your portfolio would be down 
10% or 15%, even as the index was 
hitting new highs.  The blood work 
is saying that the patient is getting ill, 
and there is trouble right around the 
corner.”

How does this work in the real 
world?  “In February 2006, only four 
of the 30 stocks in the Dow were at 
new highs, and the remaining were 
down an average of 26%,” Gire 
says.  “That was a good foreboding 
for the correction that we saw.  It 
didn’t actually start until May of 
2006, but we had about an 8% to 
9% correction.  Here was warning a 
couple of months in advance that the 
patient was getting sick.”

Notice that these momentum 
or market breadth analyses don’t 
factor in any economic forecasts 
or evaluation of current market 
valuations versus the historical 
average.  Gire admits that many 
market timers simply look at the 
indicators when making investment 
decisions, but he thinks those other 
factors ought to be factored into the 
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decision process.  In particular, he 
looks at market cycles, and tries to 
determine where the market may be 
within that cycle.  “This can help 
you decide that when you get these 
signals, how much importance you 
should give them.” he says.   

And he looks at secular market 
cycles, which span several traditional 
market cycles.  Gire believes that the 
most useful statistic for interpreting 
where you are in these longer-term 
bull or bear markets is the direction 
of infl ation.  “When infl ation has 
been high, and is coming down, it 
puts a tail wind behind fi nancial 
assets,” says Gire.  “They tend to 
appreciate at well-above-average 
rates.”  As examples, when the world 
was coming out of World War I, 
infl ation began to come down from 
a high of 16%, creating a bull market 
that lasted until the famous crash of 
1929--which happened to coincide 
with the bottom of a graph showing 
the 5-year infl ation rate.  After World 
War II, high infl ation again came 
down through the late 1940s and 
early 1950s, and once again a long 
bull market ensued.  Everybody 
knows about the bull market that 
started in 1982 and lasted through 
the 1990s, which was associated 
with a long-term drop in infl ation 
from 1979 throughout the same 
general period.

Similarly, Gire found that 
when infl ation was rising, the 
markets seemed to be offering more 
surprises on the downside than the 
upside.  “1966 was the fi rst year that 
the Dow got above 1,000,” he says, 
“but it couldn’t seem to get back 
above there and sustain it all the 
way through the infl ationary period 
that lasted through 1982.”  Trying to 
explain this phenomenon is not easy, 

but Gire suggests that if the discount 
rate used to calculate today’s value 
of future returns goes up, the value 
of those future returns goes down, 
and there is less reason to invest 
in the stock market--or, perhaps, 
enthusiasm for it.

What is the infl ation factor 
saying about today’s market?  
“Infl ation seems to be rising, and 
has been for the past six years.  And 
guess what?” says Gire.  “We’ve 
had essentially fl at markets for those 
six years.  We are in a secular bear 
market right now.”

How do we know whether 
infl ation has peaked or will continue 
going up?  Gire readily confesses that 
he doesn’t know.  But he believes, 
based on the graphs of infl ation 

shifts, that these tend to be long-term 
trends.  “This is an indicator that 
doesn’t need to be super-precise,” 
he says.  “It usually takes two or 
three years for it to hit those turning 
points.  When you DO hit them, it 
can be a diffi cult environment to 
invest, because you don’t know if 
the old era has ended, truly, or not.  
Often you'd just be more cautious 
than otherwise, until a new long-
term trend has established itself.”

With these three tools in place, 
Gire fi nally became comfortable 
about over- and underweighting 
equities according to an 
amalgamation of three signals plus 
his own judgment about what they 
were saying.  So far, he is using them 

Continued on page 12

“The good news is that our accountants tell us it’s much easier to hide “The good news is that our accountants tell us it’s much easier to hide 
major losses from analysts and shareholders than it was to hide ob scene major losses from analysts and shareholders than it was to hide ob scene 

profi ts from the IRS.” 
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only for the S&P 500 part of investor 
portfolios, and has been for the past 
two and a half years.  

Is he beating the market over 
that time period?  “No,” he says, “but 
that isn’t unusual.  We have been in 
a diffi cult environment for these 
indicators, and one thing you need 
to understand, if you are going to do 
this, is what environments it does do 
well in, and where it struggles.  In this 
case, it struggles in a correctionless 
environment--and we are now in 
the third longest stretch in market 
history without a correction of 10% 
or more.”  The value will be added, 
he believes, when the signals tell him 
to underweight equities, probably a 
little early, before a signifi cant 
correction--or in the less common 
runup to a crash like 1987.

“The hard thing to remember 
is that this is not a forecasting tool,” 
says Gire.  “It is a read-in-real-time 
tool.  I can’t tell you what I’m seeing 
for next year; there is no forecasting 
about how far the market will go, 
or what the returns for the year will 
be.  It simply says there are more 
buyers than sellers, that there is less 
energy in the market, that there is a 
headwind or a tail wind.  In some 
ways, that is very liberating,” he 
adds.  “I don’t read the Wall Street 
Journal any more, other than to be 
entertained.  I certainly don’t read it 
to help me understand the market.”

And, of course, it takes a 
certain kind of fortitude to follow 
these signals on faith--something 
not every advisor will have, even if 
he or she believes in the tools.    Gire 
found that out last July, when the 
signals were telling him to get back 
to a full weight in equities.  “I had a 

bad feeling about it,” he confesses.  
“I wasn’t sure it was going to work 
out too well.  It turns out that we got 
back in within a couple percent of 
the bottom of the correction, and it 
caught this rally that has happened 
ever since.  That happens over and 
over again; if you’re watching the 
news, or watching the economy, you 
will fi nd yourself leaning in the other 
direction from what the signals are 
telling you to do.”

A somewhat less painful 
experience came last February, when 
a new version of Asian Flu rattled 
the U.S. and global investment 
markets on the heels of a 10% 
market correction in China.  “The 
MTI indicator told me that it was 
a nonevent.” he says.  “There was 
no deterioration in market breadth 
prior to that drop on February 27.  
If anything, it seems to be a buying 
opportunity, and there should be 
more rally to come before there is 
any signifi cant trouble.”

This, of course, fl ies in the face 
of the conventional wisdom: that the 
subsequent market recovery was a 
sucker’s rally.  And it doesn’t rule 
out some kind of long-term decline; 
Gire isn’t predicting the future, he 
is responding to immediate events.  
“The market drop DID create what 
we call an early warning, because 
breadth deteriorated on that drop,” 
says Gire.  “In those cases, if breadth 
doesn’t come back really strong, 
we’re in trouble.  But it came back 
strong enough to give us an all-clear 
signal.  If you look at other kinds 
of things, like put to call ratios and 
oversold/overbought indicators, 
they all said that it was a buying 
opportunity.  So when other advisors 
called me about the market drop, I 
had complete equanimity about it.  

It was nice to have that emotional 
counterpoint to all the panic that was 
out there.” 

After talking with Gire several 
times over a period of years, I am 
impressed by his readiness to confess 
what he doesn’t know or understand, 
and his ability to evaluate the possible 
drawbacks of the tools he’s using.  
My mental image of a market timer 
is somebody who believes in the tool 
rather than his/her own judgment, 
but it seems to me that every tool--be 
it a hammer, screwdriver or relative 
strength chart--requires the judgment 
to evaluate its use.  

As to why it works, well, to 
Gire that’s an interesting question.  
“You see where the market seems to 
be reacting to something,” he says, 
“and then a month or two later, the 
news comes out as to why the market 
was suddenly making this change.  
It seems to have this wisdom that 
is almost frightening--collective 
wisdom or something.”

And, of course, Gire has 
heard--very clearly--what most 
advisors think about the tools of 
market timing.  “You’re going to get 
more naysayers on this than most of 
the articles you write,” he tells me.  

Meanwhile, Gire is managing 
assets for a handful of advisors, and 
looking at creating a mutual fund 
built around his interpretation of the 
three market evaluation tools.  “If 
I can raise $50 million, one of the 
national mutual fund families will 
launch a fund with me as subadvisor,” 
he says.  “That will allow me to 
make this available to anybody who 
is interested in using these tools.  My 
guess is it will take a bear market for 
people to get interested,” he adds.  
“Right or wrong, that’s how human 
psychology works.”
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The Profession

Solid Software Citizens
A new organization hopes to improve connectivity and cross-

program functionality in the advisory profession.
better, not only for him, but also 
for the advisory community.  His 
idea, which Friedman has been 
promoting around the profession, 
is to create a group of software 
vendors in the planning space who 
agree to promote and improve 
their connectivity, to support 
open-platform programming and 
generally share their technological 
specifi cations so that their 
products will work together more 
seamlessly.

The organization is 
called Your Silver Bullet (http:
//www.yoursilverbullet.net/)--note 
the .net NOT .com, as I reported 
earlier.  The name is facetious and it’s 
not.  “There really is no silver bullet 
in this profession,” says Golding, 
“because no one application is 
going to do everything the best 
for every planning offi ce out there; 
there’s just too much variation in the 
way advisors practice.  But if you--
the advisor--could pick from a suite 
of applications, written by different 
vendors who pledge to make sure 
that things interface smoothly, and 
that when they don’t work, they 
pledge to work together and not 
point fi ngers--then each advisor 
should be able to create your own 
silver bullet from off-the-shelf 
programs,” Golding concludes.  
“What we’re looking at is a 
consortium of software vendors that 
would adhere to certain standards.”

For advisors, the membership 

I’ve always thought Ken Golding 
lived in the fourth or fi fth circle 
of hell, and was surprised to 

discover that he actually lives in the 
San Francisco Bay area.  Golding 
is the tech wizard who teamed up 
with Novato, CA planner Greg 
Friedman to create CRM Software, 
the company that developed 
and markets the Junxure-i CRM 
software program for fi nancial 
advisors.  In that role, not only 
does Golding have to fi gure out 
how to make all the improvements 
that Friedman wants for his own 
fi rm (which show up as “upgrades” 
for everybody else), but he has to 
interface with a bewildering array of 
outside vendors and all their various 
technological quirks.  Advisor 
customers want to be able to share 
increasingly detailed client fi nancial 
data between their CRM hub and 
whatever planning software they 
happen to use--plus, of course, their 
portfolio management program and 
their paperless offi ce suite.

Since all of these various 
programs are constantly going 
through upgrades, and advisor 
needs keep changing (think of how 
few planning fi rms were paperless 
fi ve years ago), the integration task 
becomes, well, hellish.  If you are I 
were to seriously misbehave in this 
life, we might be given Golding’s 
job in the next.

Which may be why Golding 
has been working on making things 

list (the charter members are 
displayed on the following page, 
but you can fi nd out who’s currently 
participating from the web site) is a 
guide to the best software citizens 
in our planning world, and the 
programs and service providers who 
are most likely to be working on 
your behalf rather than their own.  your behalf rather than their own.  your
By choosing from the My Silver 
Bullet list, you stand a better chance 
of having your software suite be 
compatible and capable of sharing 
data and other information--now 
and in the future.  “The message 
these companies send when they 
join,” says Friedman, “is that they 
are committed to open architecture 
and developing interfaces.”

This addresses one of 
Golding’s most persistent 
frustrations; advisors who expect 
him to create seamless interfaces 
with software programs that--
by corporate fi at--have closed 
architecture systems and which 
charge sizable fees every time 
somebody wants specifi cations 
or technical help.  Friedman and 
Golding didn’t mention Advent, 
but so many others have that the 
company serves as an example of 
what Your Silver Bullet is not.  Buy 
a program from a company that 
isn’t a member, and you shouldn’t 
be surprised if you encounter 
compatibility problems and delays 
as the other vendors in our offi ce 
suite have to reverse-engineer a 
solution without any helping hand 
from the other side.

For the software companies 
themselves, this offers a chance to 
formalize an informal process that 
is messy and ineffi cient.  “Let me 
tell you how it typically works,” 

Continued on page 14
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Friedman explains.  “I’ll be at 
a conference somewhere, and a 
promising new startup company will 
approach me and say, a lot of our 
customers and potential customers 
want us to have an interface with 
you.  They’ll say, who are you?” 
says Friedman.  “And I’ll say, well, 
who are you?  Then we’ll exchange 
business cards and a promise to talk 
at some point down the road.  It’s 
a totally random process.”  And, of 
course, it inevitably causes more 
work for Golding.

Going forward, the 
organization might contribute more 
than just compatibility networking.  
At informal meetings with the early 
members, Friedman was initially 
looking for a modest fi nancial 
contribution so that the group 
could start developing a centralized 
clearinghouse of compatibility-
related issues and other information-
-and,  as Golding puts it, take a stab 
at standardizing what each company 
means by a “client record.”  But 
Friedman quickly found that the 
software companies are capable of 
contributing something much more 
valuable than a couple thousand 
dollars.  “It seems like every time 
I talk with somebody, they have 
an idea, and say to me, if we could 
put our heads together with some 
of the other programmers at other 
companies, we could do this or that 
cool thing,” says Friedman.  “Most 
of them are things I never would 
have thought of.”

It’s important to note that this 
is not a project of CRM Software 
or Junxure-i; Your Silver Bullet 
has its own LLC, and two of the 
very fi rst companies that Golding 

and Friedman invited into the 
group (and who accepted the 
invitation) were competing CRM 
programs ProTracker and Redtail 
Technologies.  An advisory board 
is being created among the vendors, 
and the formal meetings might 
produce new hybrid ideas that make 
advisors’ lives easier.

My sense from looking 
over the list and the criteria for 
membership is that this is an 
initiative that every advisor should 
consult before making a buying 
decision--because you want to 
work with companies that are more 
concerned about you than their own 
bottom line, and also because we 

Solid Software Citizens
Continued from page 11

want to promote the core values that 
My Silver Bullet represents.  

“I don’t want to tell other 
people how to run their companies,” 
says Friedman, “but the reality is 
that there are ways to do things 
more openly, and there are also 
ways to do things that are more 
diffi cult for the next vendor.  The 
more we can promote an avenue 
to keep things open, and develop 
these interfaces, and have a formal 
environment where companies can 
say, we should keep this in mind, the 
easier things will be for advisors.”

And, of course, for Golding, 
whose day job just became a bit less 
hellish.

Charter Members of Your Silver Bullet

Account AggregationAccount Aggregation:
Advisor Exchange, LLC (www.advisor-exchange.com)

Consultants:
Trumpet, Inc. (www.trumpetinc.com)

CRM/Offi ce ManagementCRM/Offi ce Management:
CRM Software/Junxure-1 (www.junxure.com)
ProTracker (www.protracker.com)
Redtail Technologies/Redtail CRM (www.redtailtechnology.com)

Document ManagementDocument Management:
CEO Image System/Executive Assistant (www.ceoimage.com)

Financial PlanningFinancial Planning:
EISI/NaviPlan (www.naviplan.com)
Money Tree Software (www.moneytree.com)
MoneyGuidePro (www.moneyguidepro.com)

Risk Tolerance:
FinaMetrica (www.riskprofi ling.com)

Investment Policy StatementsInvestment Policy Statements:
IPS AdvisorPro (www.ipsadvisorpro.com)

Laser Application FormsLaser Application Forms:
Laser App Software (www.laserapp.com)

Portfolio ManagementPortfolio Management:
Adhesion Technologies (www.adhesiontech.com)
Back Offi ce Support Service (www.thebackoffi ce.biz)
Etelligent Consulting (www.etelligentconsulting.com)
Financial Computer Support/dbCAMS (www.fcsi.com)
Orion Advisor Services (www.orionadvisor.com)
Tamarac (www.tamaracinc.com)
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Continued on page 16

Client Services

Little Box of Values
Here's a system for helping clients do something more 

valuable than manage their assets.
value issues, which are at the core 
of everything,” he says.  “I ran my 
program by a billionaire here in the 
community, and he said, this is a 
family foundation without all the 
tax returns and legal documents.  
It gets the family together talking 
about giving--which could be a 
charitable gift, or they could give 
their time and energy.”

The program is called The 
Little Blue Box, and it actually 
comes in a nice hard plastic, cobalt-
blue box, fi lled with a variety of 
materials including a ball which is 
passed around, and whoever holds 
it is empowered to speak; a small 
hourglass timer to prevent any 
one person from dominating the 
conversation, a glass heart which 
can hold a picture of the family, and 
a notepad to record thoughts, ideas, 
insights and plans.  The box can also 
hold loose change or money that 
will start a microfoundation before 
it accumulates to the investment 
stage.

“The core idea came to 
me,” says Katzeff, “as I was 
pondering the famous quote from 
my namesake, the Jewish scholar 
Rabbi Hillel: ‘If I am not for myself, 
then who will be for me?  And if I 
am only for myself, then what am 
I?  And if not now, when?’  I found 
myself asking basic questions,” he 
continues.  “What is a family good 
for?  Where do parenting skills 
come from?  The answer is values.  

Advisors who work with 
family offi ces or with 
clients who are about to 

pass on signifi cant ($20 million+) 
inherited wealth have learned some 
interesting techniques for helping 
the families reconnect and talk 
about the money, what it means 
and to give the heirs a sense of the 
values of the parents in addition 
to the legacy assets.  The process 
generally involves using some of 
the money to set up a charitable 
foundation, where the family gets 
together on a regular basis, like the 
board of directors of a corporation, 
to make decisions about grants and 
portfolio management issues.  

The theory is that connecting 
with the community and sharing 
values and ways to make the world 
a better place is a way to connect 
with each other in a positive, 
nonthreatening way.

But what about the other 99% 
of us?  Don’t less wealthy families 
need the same bonding experience 
to open up rusted intergenerational 
lines of communication?

Hillel Katzeff, an advisor with 
San Diego-based HK Financial, has 
created an interesting version of this 
tried-and-true family togetherness 
program, which advisors can use 
with their clients without having 
to spend or give away a fortune.  
“When you have a shared purpose, 
you have something else that you 
can talk about, which gets to the 

We should be listening more to each 
other, loving each other more in the 
context of our family, and to lead 
each other as a family towards the 
life that we envision.”

How does it work?  In most 
cases, the advisor introduces the 
box to a family, describing it as a 
way to facilitate intergenerational 
or inter-family communication.  
Each family member has a chance 
to hold the ball and speak--which, 
corny as it may sound, has actually 
opened up dialogue where it had 
been blocked.  “One of the quotes 
from a family that tried this,” says 
Katzeff, “was: ‘It was amazing.  
My son usually says very little, but 
he was totally empowered by the 
talking ball.  He says, now WE have 
to listen!’”

Ideally, that fi rst experience 
will start a tradition in the family, 
where once a week they will sit 
down together and talk things 
over.  Another comment from a 
family with The Little Blue Box 
on the mantle was: “Instead of 
watching TV on Saturday mornings, 
our family decided to have family 
circles.  Now we do stuff together 
and talk.”

About what?  At fi rst, 
something other than each other.  
Katzeff has found that the family 
is most likely to participate if it 
can focus on something else: in 
this case, on the community, and 
how they can help in some tangible 
way.  What kinds of problems have 
they noticed?  Where would each of 
them like to help?  Discussing these 
issues is a way of rediscovering 
what’s important to each other, in 
the context of a shared purpose--
which coalesces when the family 
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Little Box of Values
Continued from page 15

decides to take some kind of action.  
“The idea of a microfoundation is 
that it’s a community foundation, 
set up by the family, with no startup 
costs, administration or ongoing 
expenses,” he says.  “You don’t 
need to be Bill Gates or Warren 
Buffet to make a difference in the 
community; all you need are good 
intentions and actions that may 
include doing good deeds large and 
small.”

Such as?  Katzeff’s family has 
created its own microfoundation 
around homeless children in the 
San Diego area, raising money and 
doing volunteer work.  A client 
is setting up a foundation around 
literacy issues.  The San Diego 
Community Foundation now has 
its own blue boxes to share with 
donors.

Katzeff is also experimenting 
with other ways to use the program.  
“I use it as a way to kick off the 
week with my staff at the offi ce,” he 
says.  “Instead of going straight into 
the business at hand, we take turns 
asking a question, and we rotate, 
and usually it revolves around what 
we did over the weekend, or the 
signifi cance of something.  It has 
given us an opportunity to bond in 
a real way.”

With clients, he will use the 
box at the beginning and end of the 
meeting.  “It sets the tone,” says 
Katzeff.  “The fi rst question is: why 
are we here?  What do we want to 
get out of this meeting?  What is the 
purpose of it?”

Sometimes the purpose turns 
out to be very specifi c.  Katzeff 
recalls the case of a female client 
with dementia, whose daughter 

is the successor trustee, and the 
daughter found it very awkward 
because her mother had a live-
in lover who was also involved 
in the money.  “At fi rst, she was 
very uncomfortable,” says Katzeff.   
“But when we did the circle with 
the mother and the daughter and the 
live-in lover, the focus when I took 
out the ball was that we are all here 
for the mother.  That is the purpose.  
Let’s use something positive, and 
only talk in terms of positives.  At 
the end, it was apparent that it took 
the anxiety out of the meeting, and 
then we put the ball away, and it 
allowed us to talk about how to 
set things up so that the daughter 
can get information, and maybe we 
should open a joint account with 
the mother, and her man, and then 

retitle the other account to the trust.
“Then we did a fi nal circle 

and took the ball out again, to say, 
has this been useful?” says Katzeff.  
“Everybody was complimentary, 
because it really allowed them 
to focus on something other than 
themselves.”

The Little Blue Box is still 
in the experimental stages, a 
wheel that is not totally invented 
yet.  Katzeff hopes that other like-
minded advisors will get in touch 
with him and try the Box on their 
own clients.  “I need more stories,” 
he says.  “I need to get more people 
using it, so I can get feedback on 
how to make it better.”

You can reach Katzeff and 
learn more about The Little Blue 
Box at: info@hkfi nancial.com.

“We pride ourselves on our willingness to work with small clients, “We pride ourselves on our willingness to work with small clients, 
but I’m afraid we have our limits.” 

PlanningPlanningPlanningPlanningPlanningPlanningPlanning
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Bob, I know what you were thinking, and for a 
while I agreed with you.  You knew, more clearly 
than most of is, that it would be impossible to 

reform the wirehouse organizations overnight, and you 
recognized--as few of us do in our little fi duciary corner 
of the marketplace--that collectively, the large Member 
Firms have many times as much... effect on fi nancial effect on fi nancial effect
consumers than the independent advisors who are, for 
the most part, registered with the SEC. 

If you could encourage those fi rms to start 
charging fees rather than commissions, many of their 
worst confl icts of interest (churning; recommending 
unsuitable investments) would start to evaporate.  
Gradually, broker behavior--currently represented 
by many thousands of arbitration cases brought each 
year--would reform itself because there would be no 
incentive to engage in the behavior which generated 
those complaints.  

You knew that by charging fees for advice, these 
fi rms were moving into investment advisor territory 
in more than an incidental way, but you wanted to 
encourage that evolutionary progress for a few more 
years.  Nothing would stop this progress in its tracks 
quite as quickly as the decision to slap fi duciary 
obligations on all those emerging fee-based programs.  
So you and your staff created a very strict interpretation 
of the 1940 Act, which we in the independent space 
routinely lambast (wrongly, since Merrill had nothing 
to do with the interpretation) as “The Merrill Lynch 
Rule.”  Since then, you’ve held your ground, giving 
the wirehouse fi rms more space to evolve to a point 
where embracing fi duciary responsibility is not totally 
anathema to their business models.

It was a bold and interesting experiment, and if 
it had succeeded, the world would be a much better 
place.  But it is becoming increasingly obvious that the 
wirehouse community has forthrightly declined your 
invitation to evolve and reform. 

In retrospect, this is not surprising; they declined 
a number of invitations to bring their brokers on the 
same side of the table as their clients.  When the Tully 
Commission report came out in 1995, the blue-ribbon 

panel--chaired by the Merrill CEO himself--stated 
clearly that fees would be preferable to commissions 
because they would reduce confl icts of interest.  Sure 
enough, the Member Firms rolled out their own fee-
based programs.  But what did they do?  They created 
under-the-table revenue sharing arrangements with 
separate account managers in return for shelf space, 
and boldly demand under-the-table fees for access to 
those programs from the mutual fund industry.  

And to make up for the lost revenue from up-
front commissions, they participated, separately and 
together, in the collusion of research departments and 
investment banking divisions to give out misinformation 
to consumers--to, in other words, disguise marketing as 
research.

In 1999, and later in 2005, as you and your 
staff codifi ed the broker-dealer exemption and faced 
the FPA’s legal challenge, the wirehouse fi rms turned 
down a second and third chance to embrace fi duciary-
like behavior.  Instead, after the recent clarifi cation, 
they went through paroxysms of legal busywork, 
making sure no broker called him/herself a fi nancial 
planner or investment advisor, crippling planning 
software programs and shunting the casewriting work 
to gnomes who worked in separate divisions far from 
the client.  The obvious goal was to give brokers free 
reign to provide investment advice without fi duciary 
obligations.

Once, I--like you--thought it might be possible 
that these large fi rms would read the handwriting 
on the wall, which you and the Commissioners have 
made sure was written in clear English.  Now it seems 
clear that they aren’t even looking in that direction.  
The executives who run the large Wall Street fi rms, 
whose brokers provide such a high percentage of the 
investment advice to mainstream America, have made a 
conscious decision to hang onto the confl icts of interest 
that their fi rms were founded on, and to remain sales 
organizations in their operations, even as they sell 
themselves to the public as friends, counselors and 
advisors.

It’s time to stop them.

Parting Thoughts

An Open Letter to Robert Plaze at the SEC
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No, I’m not naive enough to believe that you and 
your staff or even the Commissioners have the power to 
stop them, or to force reforms.  And yes, I know that if 
the SEC did reinterpret the BD exemption in the 1940 
Act a bit less strictly, these large fi rms would go to their 
friends in Congress, some of whose votes are bought 
and paid for.  

So here’s my best advice, from one former 
believer to another: see to it that the SEC’s upcoming 
RAND study becomes as fair and objective as you can 
possibly make it.  Let it take an accurate snapshot of 
what is actually going on in the marketplace.  This, in 
itself, will require extraordinary courage, since the SIA 
and the independent BDs have already said publicly 
that they plan to make sure their voices are heard in this 
study.

As you know, the only voices that truly need to 
be heard are those of consumers who are trying to make 
sense out of the mixed messages fl ying about them, 
and the brokerage marketing materials and private 

communications that are obfuscating the distinction 
between compliance and fi duciary duty.  Let the RAND 
study tell it like it is, and the journalistic community 
will pick up on the story.  Let whatever the RAND 
research honestly fi nds be communicated to consumers 
through the press in all corners of the marketplace.

If the truth gets out, there will be inevitable calls 
for you and your staff to change positions, to recognize, 
formally, that brokers have crossed the line into fi duciary 
territory, not by inches but by miles.  In that political 
climate, it might be diffi cult for those Congressional 
representatives whose votes have been bought to come 
out too stridently in favor of their benefactors, and in 
any case, you need to leave that fi ght to us, the fi duciary 
professionals who are well able to make our own case to 
Congress.  The best gift you can give to consumers and 
the marketplace at large, at this point, is to put on the 
record how clearly the wirehouse organizations have 
rejected the SEC’s historic, generous invitation, and 
then make them a new offer, an offer they will have a 
lot of trouble refusing in the climate of full disclosure.


