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PART I

The State of the
Advice Industry and
Your Opportunities






INTRODUCTION

Buicks and Big Macs

What the Financial Advice Industry Can Learn
from General Motors, McDonald’s, and FedEx

recently participated in a workshop for top advisors of a leading

wirehouse brokerage firm. My topic was “Catching the Baby
Boomer Retirement Wave”—specific tactics for tapping the historic
opportunity of 77.5 million Americans hurtling toward retirement
with (generally) insufficient funds. I was interrupted along the way
by an advisor who admitted the importance of the boomer wave, but
shared that he just doesn’t see anyone from that generation. Our dia-
logue follows:

Gresham: How old are you?

Advisor: Forty-two.

Gresham: So you're a boomer yourself and you don’t encounter
boomer-aged people in your practice?

Advisor: Not as clients.

Gresham: Have you purchased or leased a car in the past couple
of years?

Advisor: Yes—but why?

Gresham: Did you choose a Cadillac?

Advisor: No.

Gresham: Why not?

Advisor: No reason—I just didn’t.

Gresham: My grandfather saved for years to get a Cadillac, and he
was so proud of it—he showed people he had finally succeeded.
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You’re more financially successful than he was, so why no
Cadillac?

Advisor: T have nothing against Cadillacs, but buying one never oc-
curred to me.

Now you know how a lot of baby boomers feel about full-service
financial advisors—once a status symbol of the elite, they are largely
out-of-mind for the current generation.

Cadillac was for many years the epitome of postwar American suc-
cess—even its name came to symbolize success and status, the stan-
dard-bearer for an industry with commanding worldwide market share.
In the same era, having your own stockbroker usually implied your so-
phistication about money and a macho ability to take risks in search of
outsized riches. But just as Cadillac lost its luster when it failed to court
the children of its most loyal customers, the full-service brokerage in-
dustry now teeters on the brink of its own mortality. Is it too late—as it
was for Oldsmobile—or will the wirehouses reinvent themselves to
avoid being trumped by a financial Lexus?

LOSING THE LIMO MARKET

Surveys of millionaire households confirm anecdotal reports that many
members of the baby boom generation are going it alone as investors.
Buoyed by a sea of information and online tools, the boomers can sail
seemingly without fear toward retirement. At work, most of them are
given that role without choice as 401(k) plans replace the defined ben-
efits of their parents’ generation and a shifting economy creates job
changes and new rollovers. Try Googling “mutual funds.” You’'ll find
Morningstar.com, a site at which a bevy of powerful analytics and
provocative research ideas are but a few clicks away. Combined with a
robust history of seemingly every known fund, what more could an in-
vestor need for assurance?

NEW TIMES, NEW BRANDS

Companies like Charles Schwab, Fidelity Investments, and Vanguard
have become far more than just financial services companies—they are
well-known consumer brands. Each company has declared its value
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proposition and has attracted a substantial following. Schwab provided
the first popular platform to hold securities and funds from different
companies; Fidelity is among the largest providers of retirement plans;
and Vanguard has championed low-cost mutual funds. By contrast,
what is the unique strength of Merrill Lynch or Smith Barney? An early
attempt by one firm to distinguish itself in the marketplace was the dra-
matic but hollow line, “We make money the old-fashioned way—we
earn it.” A similar smugness was revealed by General Motors when its
ads challenged, “This is not your father’s Oldsmobile.” If sales are any
guide, the answer soon became clear.

The baby boom marketplace (Americans born between 1946 and
1964) is much larger than that of the earlier generation. At 77.5 million
strong, the boomers outnumber the Silent Generation (born 1926-1945)
by nearly three to one. The sheer population increase can support more
choices and more providers. Indeed, Detroit’s Big Three have seen their
competition spring from seed during the boomers’ car-buying lifetimes.
But population alone does not guarantee demand, forcing many brands
to either focus on a market niche, be overwhelmed, or become extinct
(remember Oldsmobile).

Volvo’s first U.S. imports were ugly but offered safety. Toyota and
Nissan delivered reliability and value, while their Lexus and Infiniti di-
visions tapped an upscale desire for luxury—in addition to unprece-
dented quality. Porsche and BMW have delivered performance, and
Mercedes has toppled Cadillac as the world’s prestige brand, while at
the same time acquiring former Big Three player Chrysler.

Where go Merrill Lynch, Morgan Stanley, and Smith Barney? Le
Cirque or McDonald’s? Will they follow the path of Oldsmobile into
history or will they forge new identities?

One of the great challenges to the full-service advice business is
the enormous dispersion in its service delivery. The client experience
is highly varied in almost all touch points with an advisory firm. There
is, of course, an argument to be made in favor of personalized solu-
tions and that no two clients are identical—therefore their results will
differ. But I'm talking about the entire service offering.

Consider the quality of advice created by the very best advisor at a
wirehouse firm and that of the very worst. Without arguing for the mo-
ment about what constitutes “best” and “worst,” let’'s make the judg-
ment simpler. How many clients of the brokerage firm outperformed
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the market? Better yet, how many clients are on track to achieve their
retirement goals?

Dig a bit deeper. It’s clear that there is no quality control of these
(to me) basic issues. Imagine the trouble that would be created for
FedEx if it attempted to manage an international delivery service in
which some packages arrived before 10:30 a.M. the next day (as the
firm promises), while others were entrusted to drivers with their own
agendas who didn’t deliver until after lengthy lunch breaks or after-
noon rounds of golf? Hold on, you say—the client of a brokerage firm
is in part a determinant of success or failure. Clients will often direct in-
vestments that may be too risky and end up losing. Okay—but beware
of the economic reality of competition.

FedEx is able to charge a premium price not because it surprises
clients with an 8 a.m. delivery (instead of 10:30), but because on any
given day most of its clients are not surprised. FedEx has many com-
petitors, most of which succeed by charging lower prices or by serving
more personally a market not frequented by FedEx (such as the U.S.
Postal Service, which will pick up your Express Mail nearly every-
where). The consistency may not be quite as good—I frankly don’t
know—but it’s certainly good enough for a great many consumers. The
market sustains the perception that it is not.

Now apply the same standards to the full-service advice industry.
Ultimately, the consistency of results will determine a firm’s ability to at-
tract and retain affluent investors. The more consistent, the more success-
ful due to the maintenance of a reputation for consistency. That's how a
brand is built. An additional dynamic is how much people will pay for
that service. The more consistent and the more successful, the higher the
price. In addition, the more outstanding the service, the higher the price.
The more personalized the service, the higher the price—for a certain
clientele that’s willing to pay.

Perhaps a more accurate industry comparison for the full-service
advice business is the similarly fragmented restaurant world. McDon-
ald’s attracts more customers to its individual restaurants than do
most local coffee shops or diners, allowing it to continue investing in
new products, quality control, manager and franchisee training, and,
importantly, specific and compelling advertising. Consistency is its
hallmark—McDonald’s is not attempting to land atop some Zagat’s
list of leading culinary experiences. Le Cirque, by contrast, has no
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interest in drawing a crowd. It has limited seating and covets the
reputations of its superb chef and manager. The CEO, top manage-
ment, and franchisees of McDonald’s can all do well by making a lot
of people a little bit happy (kids are easier to please!), and the own-
ers of Le Cirque are not suffering, either, as they delight a limited
clientele. The business models are distinct, and the organizations re-
flect the differences.

What to do with a full-service brokerage firm in which the largest
client eats regularly at Le Cirque and a great number spend weekends
at McDonald’s? Beyond their taste in restaurants, these folks likely have
very different financial needs. And just like the restaurant industry,
there are business models to accommodate the specific needs and in-
terests of each patron. The secret of success is to understand your tar-
get market and consistently deliver services appropriate to that market
at the right price: Marketing 101.

The trouble today is that too many firms are trying to service Le
Cirque patrons inside of a fast-food chain while also claiming to offer
Le Cirque—quality cuisine to slightly above-average Americans at fair
prices. The closest I've seen to capturing the entire spectrum of tastes
is Disney’s two domestic theme parks. But there the model is simpler—
just two parks, plus two more overseas. How do you do it in an inter-
national company with hundreds of offices and thousands of financial
advisors? The success of the model depends more on the skills of the
individual employees—the advisors—than it does on the company it-
self. It is in fact the advisors who determine most of the client experi-
ence (with the exception of Web offerings and monthly statements).
The products—Ilike the food created by the restaurant—are one aspect
of the relationship, and their performance is critical to the client’s suc-
cess. But just as exceptional service can overcome an average meal
and make the evening a night to remember, so too can the skills of a
first-rate advisor offset the ubiquitous product offerings of large finan-
cial services firms—none of which have maintained an edge in product
delivery or pricing for any extended time period.

Back to Detroit. What are the lessons to be learned by full-service
financial advice firms from the experiences of the automotive industry,
so humbled by the boomers? And is it too late? Consider the various
aspects of managing a business, and consider the challenges and po-
tential solutions of each.
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Learning from History

The most detailed chronicle of Detroit’s decline—and the rise of
Japan as a global automotive player—is certainly 7he Reckoning by
distinguished storyteller David Halberstam. This 1986 classic is now
out of print, but copies can be found on eBay and Amazon.

Qualty
Is the advice good? Detroit confronted the quality issue in several
ways, but some lessons are clear:

You need more than a slogan—*“Quality is Job 1” made for a great
lapel button but it didn’t convince anybody. Changing perception is a
longer-term process of deeds, not words. Compounding Detroit’s is-
sues were not just that quality was not rewarded anywhere in the com-
pany, but also that multiple, vertically integrated layers provided all of
the product components. The Ford Motor Company was actually quite
a substantial miner and smelter of iron ore at one time. Full-service fi-
nancial advice firms are no longer entirely reliant on closed architec-
ture using their own products—that wall has fallen. But many other,
more subtle forms of vertical integration persist at the largest firms.
One is technology, where legacy systems have prevented the most im-
portant client-service requirement to date—the ability to hold all of
your investments in a single account. Many discount brokers popped
up as commissions were deregulated in May 1975, but Schwab became
the largest—not just because its trades were cheapest, but in part be-
cause it was an innovator in allowing clients to consolidate their stocks
and funds in one account. Almost 20 years later, full-service firms were
still working to match the capability.

Detroit’s competition that stole the quality prize included Acura
and Lexus. One way those organizations competed with Detroit was
a TV commercial in which the announcer rolled a ball bearing down
the side seam of a car’s hood—between the hood and the car
body—to prove the accuracy of the hood’s fit. An American car’s
seam was so gapped that the bearing rolled off or literally fell inside
the car. Oops.
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For the full-service advice industry, the lesson is to make sure the
quality of the service is indeed sufficient. What constitutes valuable ad-
vice? Is it the same test as when a stockbroker provided a quote and
access to the New York Stock Exchange? That same generation as car
buyers tolerated the “planned obsolescence” scheme cooked up by the
finance guys who got control of Detroit in the 1960s and 1970s.

At the highest end, quality differences are the most glaring. As a re-
sult, most comparisons of product or service are unnecessary—the
winner is clear. Cadillac, the icon of American success and status, lost
its crown to Mercedes in a breathtakingly short period of time. So com-
plete was the victory that Daimler-Benz swooped lower into the price
lineup, ultimately capturing buyers with models below $30,000. I recall
a status-seeking friend who bought one of the first 190 models in 1987
because, as he said, “I can now own a Mercedes.” But it drives terribly
in the snow!

High quality has not left the full-service advice business, although
what passes for high quality has many interpretations. The very best
advisors are not determined solely by the products or services deliv-
ered; neither are they identified by their form of compensation. Unfor-
tunately, some firms have tried to increase quality using both strategies.
A terrific advisor might sell only securities culled from research aug-
mented by the advisor’s own expertise. Saying that person is “just a
stockbroker” is not relevant if in fact the performance achieved is su-
perior to others. Similarly, an advisor who sells managed accounts and
is compensated by an asset-based fee could actually be a product
pusher. More specific measures are required to spread quality through-
out a firm.

Reliability = Consistency

You can create a high-quality product or service, but if it has problems
in manufacturing, the quality is only as good as the model the client re-
ceives. This is the automobile recall factor (or the FedEx delivery time
promise). For Detroit, the reliability issue remained a thorn in its side—
even after the Big Three began creating cars people liked. And the af-
fliction was not entirely theirs—I remember the old line about a
British-made brand, “You have to own two because one is always in
the shop.” For the full-service firms, the problem is actually more acute
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because the product (advice) is being dispensed across a far broader
platform of individual advisors. The difference between the best and
worst is profound. How can a national advertising campaign have any
impact when there is such a huge disparity among expertise levels and
advice quality? FedEx drivers who can’t get their packages delivered on
time do not stay employed at FedEx. Franchisees at McDonald’s who
substitute ingredients or don’t serve french fries will hear from some-
one—quickly.

Toyota and Honda played the reliability card against Detroit and
won big. Both companies continue to raise prices while the Big Three
became caught in a death spiral of discounts.

Value

Competition based on value has many different aspects. Value is a
highly personalized concept. What constitutes value for one person
may not fit another person. Take the value of performance. While one
investment may produce greater absolute returns, the required volatil-
ity may not be acceptable to your client. How then to measure value? I
think each person has an inherent sense of what he or she considers
value. Value can also refer to the services rendered. For example, does
your client value your advice? This is an important and basic question.
And what is your client willing to pay for that service? At least two dy-
namics are at work in the advice industry—what services are valued
and whether they are provided at a fair price.

Auto manufacturers lost their dedication to value when they es-
chewed quality for short-term profits, when they provided models that
did not match the public’s needs, and when they failed to produce cars
for a reasonable price. Competitors soon filled the void.

What is your value? Thoroughly consider again what you do—are
those services truly valued by your clientele? Do they result in referrals?
Just as importantly, are clients willing to pay you for them?

One great concern about financial advice is that it must reflect
changing requirements and the reality of stronger competition. Con-
sider the impact of defined contribution/401(k) plans. In the previous
generation, the first purchase of a mutual fund, stock, or municipal
bond was typically facilitated by a financial advisor or broker. Clients
would make that initial purchase and at some point might be lured to a
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less-expensive alternative source like a discount broker or direct
provider, but they seldom cut the tie to their advisor, preferring to
check in from time to time to see if they remained on the right course.
Researchers call these folks “validators”—clients not requiring full-time
assistance (from their perspective), but unwilling or unable to entirely
rely on their own decision making.

Enter the 401(k). Many baby boomers in particular have their first
investing experience by choosing within the protected environment of
a defined contribution plan. What had once been an experience con-
ducted with taxable monies through an advisor is now first conducted
with the assistance of information about capital markets, asset alloca-
tion (AA), and a limited array of investment choices—not the confusing
universe of all investment products but a significant enough selection
in most cases.

Clients of the current generation have therefore begun one step
ahead of their parents—or have they? More importantly, the new folks
are also entering within the context of investor education and with ex-
posure to critical maxims like diversification and AA. Increasingly,
these new retirement investors can opt out of decision making and se-
lect an AA fund tuned to their risk parameters and/or time horizon. A
growing percentage of 401(k) plans now default participants to a life
cycle fund if the participants have not made selections from among the
plan options.

Advisors promising to provide diversification and AA were once of-
fering a better strategy than that of the investor who had simply pur-
chased several unrelated bonds, stocks, and funds. But 401(k) plans
have raised the bar. Why will clients pay for AA and diversification if
their retirement plan experience tells them they can do it on their own
via a mutual fund company’s web site or—even simpler—through an AA
fund? The growth rate in AA funds should serve as a warning to advi-
sors—people can and will do it themselves. But this change has brought
an opportunity. Offering such a fund can be a terrific way to acknowl-
edge the benefits of investing and rebalancing—freeing you to work
more on the substantive issues confronting your client’s household.

Ultimately value will be determined—as it always is—by the mar-
ketplace. My suspicion is that like most other industries, the advice
business will retain its profit margin primarily through the delivery of
services that cannot be provided over the telephone or via the Web and
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that require a greater level of expertise. What you can only do in person
is what will determine your value—what your unique value will be—
and what clients will pay for are the more sophisticated and sometimes
even intangible services that clients cannot approach on their own. In-
vestors can select securities, build portfolios, and even rebalance online
through multiple providers. But can they accept the discipline of invest-
ing in a market sector as it falls in value relative to other investments?
Can they prepare an estate plan? Can they build a legacy? How are they
made aware of new products? Who will explain risk to them or help
them plan for the next generation? As Warren Buffett notes, “Investing is
simple, but not easy.” It is simple to accept the laws of physics. Each of
us knows that much of what goes up is destined to fall, but it is another
matter entirely to put your money on that fallen star.

So if the millionaire households will pay for what they value, the
questions become: What will they value and how do we market it? We
explore this topic more in the following chapters, as we focus our dis-
cussion more on life issues than on investment topics.

In the pages ahead, we explore the wealth management issues that
are most relevant to your clients. These are the same issues that led
Money magazine to completely remake its monthly product from a
publication favoring investments to one now organized around five
specific aspects of wealth management. Sensing a change of interest in
its subscriber base (nearly two million copies of Money are distributed
each month), Time Warner (publisher of over 150 titles) spent about $1
million to research its offering. The results were startling. Readers were
overwhelming in their opinion: Money devoted too much space to the
discussion of investments. Who’d have thought that a magazine named
Money could be guilty of talking too much about investing money? But
what the researchers heard was a plea for advice that was still about
money, but also what to do beyond investments.

Money was relaunched with the April 2005 edition divided into five
separate categories—Start, Plan, Home, Invest, Spend. “Start” is just
what you’d expect—a section devoted to simply getting started with a
lifetime financial plan. “Relevance” was the word mentioned most of-
ten as I listened to the Money team describe their new baby’s focus. Is
your practice relevant? Refreshing? Do yourself and your clients a favor
and subscribe. A “professional discount” subscription set me back $10
at the time of this book’s writing. In his great book, Marketing to the
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Affluent, Tom Stanley advised: “Read what your prospect reads.” Good
advice. Don’t just buy the magazine. Do what Money did—ask your
clients basic questions. What are they seeking beyond investments?
What are their concerns beyond retirement? What are their fears?
Then think of how you can help them. There is no shortage of basic
questions that could be asked that could lead your practice to a new,
refreshing, and rewarding direction. All good advertising makes a
promise to improve the customer’s life in some way. Are you doing at
least this?

Niches

If asset allocation and the diversified approach to investing are no
longer points of differentiation, are all advisors destined to go the way
of the dinosaur? Not necessarily. Look again at the automobile indus-
try’s travails. Several important players have found niches around the
mass-marketing machinery determined to pump out ubiquitous sedans,
minivans, and SUVs to a shrinking customer base. Porsche has been
experiencing record sales, driven in part by a boomer craving for per-
formance—even in the family car. BMW is selling a record number of
SUVs, as is Mercedes. By making a commitment to a specific aspect of
automobiles—performance—all three manufacturers have retained and
grown market share while protecting profit margins by giving cus-
tomers what they want. Listening to the customer is not rocket science;
it’s just basic marketing and it works.

Of course the parallels between automobile performance and in-
vestment performance are too easy to miss. Thousands of mutual funds
and a similar number of hedge funds are managed with the hope of
beating market indexes for clients who “don’t want to drive 55.” Advi-
sors with the rare ability to consistently deliver strong returns will al-
ways attract clients willing to pay for the thrill. The fickleness of the
performance buyer is of course the risk accompanying any marketer
offering performance—a true performance aficionado is always seek-
ing more speed, but speed also kills. If you cannot maintain your edge,
you will lose out to another player. And there is always someone gun-
ning for you—indicating that this is a risky road to take.

But the call to think (and act) outside the box can be compelling.
Other niches have been successfully built around less exciting aspects
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of personal transportation. What about Volvo’s appeal to the safety-
conscious? There will always be opportunities for those willing to
adjust to individual needs. Value is personal, but the ball is always in
play and to succeed you need to be where the ball is going—not
where it’s been.

So what will be the road next traveled by those in the advice
industry?

It’s hard to say. We do know it will be a crowded thoroughfare and
there will be many ways to make the trip. Along the way the models
will change and the prices will fluctuate, and the only certainties will
be those of change and variety. And, oh yes, it will be an interesting
journey, one you probably will not want to miss.

This book is about successfully making the trip. We will explore
the alternatives to building an appealing, profitable, and enjoyable
business that surprises clients with its ability to create consistent value.
When the trip is more successful and enjoyable, it should be more fun
as well. Let’s get started, because to reach your destination you’ll need
a map.



CHAPTER 1

The Value of Advice

Which Advice Is Most Valued by Affluent
Households—And What Should It Cost?

What services are today's clients willing to pay you to provide?
What can you offer—and what do you want to offer?

What five words can help guide you to provide a consistent offering
of services valued by affluent clients?

If other service professions can be a guide to financial advisors, they
reveal that the most reliable long-term profits can be earned from
those services that cannot be easily delivered via nonhuman means,
such as over the telephone or via the Web.

There is an incredible, once-in-a-lifetime opportunity for those ad-
visors willing to engage those who need long-term financial help. The
most lucrative segment of the industry will remain for those advisors
who can deliver what clients will pay for—real advice for real issues.
That advice will require you to determine for each client household its
greatest:

Needs—the requirements of daily living, including household
income.

Concerns—issues that worry a household based on current condi-
tions, such as the care for an aging parent.

Fears—potential problems, such as the chances of contracting a
major illness or being confined to a nursing home.

15
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Risks—vulnerabilities—financial, emotional, or otherwise.
Goals—what people hope to accomplish.

Dreams—the things people hope to do, but typically do not as cir-
cumstances catch up to them and realities or lack of motivation
outweigh the potential to do them.

WHY THE AFFLUENT WANT YOU

Now save yourself a lot of time. Here’s a simple exercise to determine
if you have the right stuff to be an Advisor for Life:

Think about your own life and family. What do you need to live on
right now? What level of income is required by your current lifestyle? If
you are a successful advisor, you earn a six-figure annual paycheck—
or more. So what is that annual number? Now ask yourself: What
would you do if your income fell by 50 percent this year? Where would
you turn? Who would you ask for advice?

Consider that the loss of a high percentage of current income is the
precise concern of many affluent households. According to Cultivating
the Middle-Class Millionaire by Russ Alan Prince and David A. Geracioti
(Wealth Management Press, 2005), 88.6 percent of millionaires surveyed
are “very concerned” about losing their wealth. A “significant financial
reversal” is uppermost in the minds of those who have achieved finan-
cial success—the fear of losing is what drives so much of what we in
the advice industry call risk tolerance. Translate that into your life.

What would you do? Initially you might want some sympathy, but
sooner or later you’d want someone to give you advice about what to
do—lay out your options, help you decide how to adjust to the situation.

THE ACID TEST—CAN YOU SHOW TRUE CONCERN?

The point of exploring this scenario is to see the client’s side of finan-
cial advice and financial advisors. The emotions that I trust ran through
you as you contemplated the income loss are the same as those surg-
ing through your clients and prospects. Here’s the true test—can you
summon empathy for others? Can you be truly concerned for your
clients as they confront life’s real challenges? This is the primary test of
the Advisor for Life.
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The reason I earlier urged you to “save yourself a lot of time” is
that if you do not feel concern for your clients, you will not be happy
(or successful) as an Advisor for Life.

You can’t fake concern. (Warning—you haven’t heard the last from
me on this topic.) As this book progresses, I will continue to challenge
your ability to accept your clients, probe for their concerns and fears,
and deliver a consistently superior and surprising level of service. This
will maintain your value no matter what the markets do and is the
essence of the Advisor for Life.

THE FOUR COMMANDMENTS

My longtime colleague, Don Berryman, has a marvelous way of phras-
ing important principles so they become impossible to forget. An old
branch manager friend of Don’s summarized the role of the financial
advisor in four words that are appropriate for us to use now to frame
the role of the Advisor for Life:

Be available.

Be concerned.
Be informed.
Have an opinion.

N e

These four simple but powerful commands capture the meaning of
Adpvisor for Life. While you may intuitively appreciate their importance,
here is my perspective.

Be Available

To be truly available to your clients you must be ready to give your
time—the most valuable resource. The same is true of how you choose
to spend your time away from your role as a financial advisor. To be
available to your family—spouse, parents, growing children—is to give
the most precious gift you can provide. Busy and successful people
constantly lament the shortage of time, yet most don’t take a moment
to determine where their time is best and most valuably spent. A con-
sistent complaint of many millionaire households is that their advisors
are “not proactive” and are “difficult to get hold of.” They don’t freely
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offer their time. They do not make contact on the client’s terms instead
of their own. (See Figure 1.1.)

Most advisors to millionaire households get pretty good reviews
from their clients—successful people don’t tend to suffer poor serv-
ice from anyone for very long. But surveys indicate a consistent 20
percent of clients working with a primary advisor are actively look-
ing for a new one or thinking about doing so. Given the rich supply
of millionaire households in the United States today—roughly nine
million—that is a hefty list of prospects for advisors willing to pro-
vide better service!

The opportunity for prospecting millionaire clients by being avail-
able—better proactive service—is even greater than indicated by the
preceding numbers. The percentage of millionaire households using a
primary advisor is only about 70 percent—a number that has been con-
sistently falling as the bull market helped buoy the confidence of in-
vestors. Digging further into the data reveals that many of these
self-directed housebolds are interested in finding a primary aduvisor.
Data from a recent survey found that of the respondents who reported
keeping the bulk of their assets with a well-known discount commis-
sion firm, 38 percent of those households are interested in finding a
primary financial advisor. What gives?

Reasons for Leaving Current Primary Advisor

41%

35%
32%
28%

Performance  Don't Like Advisor Not  Hard to Find
Strategies Proactive

FIGURE 1.1 What Clients Don’t Want
Source: 2006 Phoenix Wealth Survey.
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Change Brings Opportunity The self-directed household population draws
heavily from two groups—both of which represent opportunity for the
Adpvisor for Life. First, the baby boomer demographic is rife with so-
called self-directeds because the generation has grown up with more in-
formation and confidence managing its own financial affairs, which to
this point have consisted largely of investments. But now boomers are
having to confront more complex needs. Estate planning, disability,
parental care—each requires knowledge of legal structures, trusts, taxa-
tion, insurance, and other issues that are beyond the realm of simple in-
vesting. When these issues unveil themselves, even the most confident
investors are suddenly in uncharted waters—and they generally don’t
like it. Figure 1.2 is a chart I'll refer to several times in this book that can
help provide perspective (and life preservers) for these investors.

The life cycle shows both the phase of client household financial
development and the advisor’s role in each phase. Note that the early
stages of investing create little or no opportunity for the advisor to add
value—indicating where the financial advice marketplace has evolved
to support the self-directed client. As discussed in the Introduction,
within the relative safe haven of a 401(k) plan, a client can select in-
vestments and build a diversified portfolio—a Phase II strategy. In the
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; Investing Investment Polic Estate planning Charitable giving
O[Setting plan and goals Stat t 4 Business succession Business succession
£ | Basic savi atement Family wealth planning | Estate distribution
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W[ investin ss_et_ allocatio Family office
= 9 Refining strategy ) Family foundations
= $r|vatfefla.ccognt ln\{estlng Asset protection .
ax-efficient |‘nvest|ngl planning o __--==77
Asset protection planning _ »TRANSFER- "7
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FIGURE 1.2 The Advisor for Life Cycle
Source: The Phoenix Companies, Inc.
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late 1980s, the innovation of managed account programs was to help
investors who owned a grab bag of individual stocks, bonds, and funds
to build a managed solution with structure and purpose. Now that ad-
vantage has been taken away and provided to the average defined
contribution plan investor. The opportunity for the Advisor for Life to
make an impact has been moved to Phases III and V.

The others who are ready to accept the value of the Advisor for
Life are those households unable to navigate the financial markets
since the bull market lost its steam. For them, the thrill of making their
own decisions has worn off through the unexpected shock of the tech
wreck in 2000-2001, or, even more likely, the flat market of 2005—the
second flattest in modern market history. Down markets followed by
flat markets are especially frustrating because nothing good seems to
be happening while investors are hoping to make up for earlier losses.

Allocating the Advisor’s Time The final aspect of availability is the numeric
reality of time. A survey of top advisors examined their allocation of
time among a number of activities. And while “administration” and
“business processing” garnered much of the advisors’ attention, the
largest segment was devoted to “client service.” (See Figure 1.3.) I be-
lieve client service to be the most important and therefore the most lu-
crative activity for top advisors, so the ranking is appropriate. But

3%

2%

Client Service

Business Processing
33%
Administration

Prospecting

Planning

O @ O @ &

23%

FIGURE 1.3 Where Advisors Spend Their Time
Source: Advisor Impact.
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consider the numbers—39 percent of top advisors’ time is allocated to
client service. Is it enough?

Let’s now test the time commitment to affluent clients and see if
advisors are allowing enough of it to provide the needed service(s). A
50-hour workweek over 48 weeks a year would give 2,400 working
hours per year.

Now consider the amount of time required to provide effective
service to a millionaire household. From a Phoenix Wealth Survey, an
annual survey of millionaire households (net worth minus value of pri-
mary residence) conducted by the Phoenix Companies, Inc. with Harris
Interactive, we know that a large percentage of millionaire households
think monthly contact with their primary advisor provides the right bal-
ance for service.

Take it a step further. What does the total year of service comprise?
Is each contact an hour? What about the more complex work? What
about reviews? Preparation? If the time commitment to your affluent
clients is one hour a month, that’s 12 hours every year. If you devote
two hours per month, that’s 24 hours each year. For the sake of this
discussion, call it 20 hours. Based on a 39 percent slice of your 2,400-
hour year, you can provide adequate service to just 47 households—
more only if you reduce the service time.

You probably have more than 47 clients—the average Series 7 reg-
istered rep has over 500 accounts, according to the Securities Industry
and Financial Markets Association (SIFMA)—and you don’t want to
limit yourself to that number. What’s the result? Some clients get more
of your time than others. That’s what’s happening across the industry.
Millionaire clients aren’t going to tolerate shoddy service, but neither
do most advisors intend to provide less than expected results. The
problem is mathematical—there is only so much time in the day and
only so many days in the year. The amount of time we have is finite,
yet client concerns are infinite. The major complaints about service are
based on the pure reality that few advisors have adequate time to
spend with clients. Based on other commitments and the structure of
their responsibilities, most advisors don’t spend the time they should
with clients.

There are two observations here—first, that much of this book is
dedicated to helping you determine and deliver the most valued serv-
ices in limited time. Second, we will examine ways to recapture time—
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primarily by eliminating from your routine those services that can be
provided by others or even eliminated. A great motivator and coach,
UCLA’s John Wooden, was fond of saying, “Don’t let something you do
well get in the way of something you do great.” Your time is pre-
cious—use it for what no one else can do and for which you will reap
the greatest reward.

We'll revisit availability later on, including service strategies that
reflect client needs and concerns—especially in the context of the all-
important communication opportunity, the client review.

Be Concerned

Concern is what top professionals show their best clients, and it pays
dividends for them. They do not provide a superficial worry. Instead
they offer a real empathy for their clients’ situations. Some may call this
the human factor or the personal touch. At the end of the day it’s about
simple and honest caring.

Consider this scenario. How successful would any physician be
without having at some level a genuine interest in taking care of peo-
ple? The same could be said for a teacher who didn’t honestly love
children. The difference between accomplished professionals and
those who spend a lifetime doing “ordinary work for ordinary pay” is
that the very best care about their profession and their clients, patients,
or students. The difference between an average restaurant and a fabu-
lous one is the chef’s passion to put art on a plate and an unmatched
service commitment from the maitre d’. If you aspire to these levels,
your concern for clients will be noticeable, appreciated, and, best of
all, reflected in your work.

How to Get There The question then becomes: “How can you best exhibit
concern?”

Start with the order in which most people make financial decisions.
The list provided earlier is a good framework. Most people focus on
satisfying whatever current, perceived need they face. They then con-
sider their goals and, finally, dreams. The financial advisor’s role is to
follow the emotional path as indicated by the client. Help ensure that
needs are met, and that goals and dreams won’t be compromised by
risks along the way. At the same time, the Advisor for Life will probe



The Value of Advice 23

for concerns and fears to make sure they do not spoil your client’s
quality of life.

Concern’s Two Dimensions There are two dimensions of concern. The first
is “what”—what could happen to a household that would derail its
ability to achieve its goals? This calls for my favorite financial planning
tool, the Wealth Planning Overview (see Figure 1.4). This one-page
chart summarizes the big issues for affluent households.

Which risks may threaten your clients’ current and future existence?
Knowing that most people want a comfortable retirement, which issues
revealed by the Wealth Planning Overview could prevent this? One ad-
visor uses this chart to find for each client where his or her blind spot
is for risks. Another longtime practitioner is more dramatic. He likes to
say he’s looking for the “bullet” that could “take out” the household’s
financial plan.

We'll return to the Wealth Planning Overview in Chapter 5. Con-
sider it for now a tool to help show your genuine concern for clients—
an inventory of potential risks.

Your Family’s Financial Needs

Estate Retirement Income Assisting Assisting
Planning Planning Protection Children Parents
[ [ | [ [
Government Premature
Wills Benefits Death Education Health Care
T T T T T
o Living Living
Trusts Investments Disability Expenses Expenses
I I
Corporate Asset
Heirs Plan Protection
T T
Charity Health Care
I
Individual
Plans

FIGURE 1.4 The Wealth Planning Overview
Source: Stephen D. Gresham, Attract and Retain the Affluent Investor (Dearborn
Trade, 2001).
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The second dimension of concern is timing. Timing is the differ-
ence between an issue being a concern, risk, or fear—and how we act
upon it. The more time you have to deal with a problem or objective,
the more likely you are to resolve or achieve it.

Consider the basic issue of retirement. Retirement is easier to fund
for the person with more time to save and invest. If you suddenly had
to retire tomorrow, would you have the same flexibility? Of course not.
Similarly, many concerns can become fears if the time line to their ap-
pearance is shortened. Being concerned about a potential health risk
can quickly become a fear once that risk surfaces. The person who acts
early to address that risk usually has the best chance of managing it.

To manage time in the context of concern I often refer to a chart
given to me by a wise minister in upstate New York. He had struggled
for years to find a way to counsel couples contemplating marriage. Op-
timistic and in love, and mostly young, his parishioners wanted to plan
their weddings, not their futures. The minister found himself offering a
vision of the future that was not so rosy as he asked tough questions
such as: What will you do if and when you have children? Do you have
enough income? Will both of you work? What if your folks become un-
able to care for themselves?

Though he was showing genuine concern for these young people,
the betrothed couples most often dismissed or minimized the minister’s
queries. He found himself lecturing and sounding more like a worried
parent than a spiritual counselor. His solution was to lead the couples
into a discovery process called the Fantasy Trip. Only by having them
come to their own conclusions could he hope to open their eyes to the
risks ahead.

The Fantasy Trip is a simple exercise with profound value and clar-
ity. The minister would ask the couple to list the 10 most important peo-
ple in their lives—present and future. By that he meant for them to
include relatives, future children, even business partners. The list itself
can be interesting in that showing which people are most important is a
value judgment unto itself. To use the chart with financial advice clients,
the Advisor for Life can determine the people for whom each client feels
the greatest responsibility or dependency. In this aspect, the Fantasy Trip
chart (see Figure 1.5) has value for any household at any stage.

The Fantasy Trip is a journey into the future. After listing the 10
most important people in the client’s life, have him list the ages of
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Current Plus Plus Plus, Plus lus Plus Plus
Year 5Yrs 5Yrs 5Yr 5Yrs Yrs 5Yrs 5Yrs

Client’s Client’s
Name Charlie Smith Age 46 51 56 6 66 1 76 81
Spouse’s Spouse’s
Name Lisa Smith Age 44 49 54 64 ] 74 79
Relative’s Relative’s
Name Jessica Smith Age 10 15 20 5 30 3 40 45
Relative’s Relative’s
Name Joseph Smith Age 7 12 17 2 27 3 37 42
Other’s Other’s
Name Amos Smith Age 78 83 88 9 98 143 108 13
Business Business
Partner’s Bob Patrick Partner’s 40 45 50 5! 60 5 70 75
Name Age
Other's Other’s
Name Barbara Jones Age 70 75 80 85 90 95 100 105
Other’s Other’s
Name Patrick Jones Age 68 73 78 83 88 93 98 103

\V/

FIGURE 1.5 The Fantasy Trip
Source: Stephen D. Gresham, Attract and Retain the Affluent Investor (Dearborn
Trade, 2001).

those people today. Then for each name, we add the current age of
that person. Once the ages are in place, the chart prompts you to fill in
the ages of each person in future time periods—in this case every five
years over a 35-year horizon. Once completed, the Fantasy Trip pro-
vides a simple picture of a family’s future, projecting what life might be
like at any time.

We'll return to the Fantasy Trip and discuss the issues created by
this vision of the future. No substitute for formal financial planning, the
Fantasy Trip is a prospecting and communication tool for helping you
connect with clients—and for them to identify real future issues. The
topic of this chapter is to determine what affluent clients are willing to
pay you to do.

Next, combine the dimensions of concern—what might happen
and when it might do so. Baby boom expert and visionary Ken Dycht-
wald of AgeWave.com interprets his research of baby boom clients to
mean that they seek an advisor who can help them “visualize and fund
their future.” The future holds challenges for any household. These
two tools can help bring focus to a wide array of potential issues and
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provide the basis for more valuable conversations with both prospects
and clients. These tools can help with the far more involved conversa-
tions about what you can do to help them avoid trouble—dodge the
bullet—and also realize their goals.

Be Informed

What millionaire household would pay for advice from someone who
is uninformed? How can you prove you are well-informed?

How would someone know you are a good financial advisor? What
evidence do you have of your skill or experience? Physicians and pro-
fessors can show you their walls of diplomas and scholarly awards. If
you work for a brokerage firm, you might have a plaque or a nice
statue that identifies you as a member of a recognition club, such as
the Chairman’s Club or President’s Council. I have one of those—ex-
actly 20 years old at this time. When T still had my advisory practice I
proudly displayed that plaque until the day a client asked how I
earned it. I was forced to reveal that it was my annual income from
client accounts that warranted this recognition—not my top account
performance or rave reviews from clients.

How can you show that you are informed? Affluent households
regularly respond in surveys that they seek someone who knows how
to take care of people like themselves. They seek evidence to provide
comfort that their professionals have been there, done that. Who wants
to be the first patient of a new Lasik surgeon? At the doctor’s office,
you see diplomas and licenses. What’s on your office wall?

On an easel in the offices of one metropolitan New York financial
advisory practice I know, there is a chart that represents a lifetime of
diagrams created on cocktail napkins and envelope backs, as well as in
careful office deliberations—all seeking answers to real-world prob-
lems of clients and their families.

Pointing to the easel, team members can show prospective clients
evidence that indeed they have been there before and have seen
everything. As quintessential Advisors for Life, team members seek to
give prospects comfort in advance of their first meeting. Each team
member will probe for a family’s needs, concerns, risks, and fears. The
team terms the process a search for “vulnerabilities”—a more comfort-
ing approach than an examination of potential “bullets.”
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Evidence that you have worked with similar clients is comforting to
the prospects as well as to potential centers of influence, such as ac-
countants and attorneys. Openly share that evidence.

Another way to illustrate your problem-solving history is to have
handy a number of case studies depicting issues confronted and resolved
by your practice. We'll talk more about case studies in Chapter 16, as well
as the role of another credibility-enhancing tool, the professional designa-
tion. Marks such as CFP (Certified Financial Planner) or CIMA (Certified
Investment Management Analyst) can help distinguish you.

Have a Professional Opinion

Real professionals provide recommendations for action. Think of other
professionals you admire—your doctor, college professor, or CPA. Do
you admire the physician who tells clients what they wish to hear
rather than explaining their need for strong medicine? The prescription
may not be something they want to hear, but it is the result of the char-
acteristics I've described so far—being concerned and being informed.
Having a professional opinion is the obligation of every true profes-
sional, and it is what will earn you respect. It is the point at which
training, experience, and judgment manifest themselves in a course of
best action designed for the client.

We’ll examine the work of institutional investors later in Chapter 6,
but I refer to their role as that of being responsible investors. Because
pension fund and endowment trustees carry the burden of investing on
behalf of others—retirees, university students and faculty, hospital pa-
tients and staff—the institutional investor is never free of the responsi-
bility to work on behalf of others. Therefore they are never free of the
need to have an opinion about how the assets are to be managed.
They can’t dodge the responsibility to engage with the public securities
markets and make choices about investment managers. They have a fi-
duciary and moral duty to serve their organization and its beneficiaries.

The Advisor for Life must have a professional opinion. No affluent
household will long tolerate an advisor who asks what the client wants
to do. Where is the value in that approach? Top advisors have an opin-
ion because they are informed, whether through experience or training
or both. A solid opinion is the result of doing one’s homework and ex-
ercising sound judgment. This combination provides the confidence to
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have an opinion. In this book, you can see more examples of how to
have opinions without having to forecast the stock market or make
some other outrageous claim. While you should rely on personal expe-
rience when providing opinions, keep personal opinions out of your
discussion. Remain objective. Many opinions are those about how to
approach a situation—they provide a game plan or strategy like diver-
sification and show why you’re recommending this course to obtain a
comfortable retirement. They are not just vague predictions or general
pronouncements.

BE INSPIRATIONAL—THE FIFTH DIMENSION

Credit for adding a fifth dimension to our four principles goes to Dan
Lampe in St. Louis. Dan heard Don Berryman recount these four prin-
ciples and immediately observed that even the most available, con-
cerned, and informed advisors will often fail to get clients to accept
their opinions because they express them without a compelling level
of conviction.

Saving and investing for retirement can be a difficult and often ab-
stract concept—especially to a young family. Dan rightly urges advisors
to make their opinions inspirational as well. Don’t just recognize your
role as a coach to help your clients achieve their objectives—savor it.
Look forward to the challenges.

The Advisor for Life is like those very good coaches who are un-
yielding and demanding in their principles, but also are supportive. And
the team’s best interest is always at the top of the list. A good coach also
makes sacrifices in the drive to the championship, not just the players.
To get the most out of even a top player, a good coach may have to
challenge that player to be better, to make adjustments, to work harder,
or to be smarter—spend more time studying the playbook. The player
may have to sacrifice—eat better and spend more time in the weight
room. The Advisor for Life has the unpopular task of being a con-
science about spending and a stickler on process issues like rebalancing
portfolios. It’s the job of the Advisor for Life to take a sharp pencil to the
bottom line and draw a direct route to the finish line.

At the end of the day, inspiration is a differentiator. You're sur-
rounded by smart, competitive professionals with similar products and
services. You may be able to prove superior knowledge versus another
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advisor, but can that message stand out in a crowded field? A good
preacher leaves the congregation with more than something to think
about. He inspires them to reach for that elusive next level. Your job is
no different. The power to help people take action is as important as
the recommendations themselves. In a recent World Health Organiza-
tion (WHO) survey, it was found that among various prescription drug
patients, less than half of those afflicted actually took their medicines
as instructed by doctors. Even in the case of life-saving drugs like beta
blockers for heart trouble, the majority of patients did not follow their
doctors’ recommendations. Why?

Good financial health is just as much a chore and an effort as good
physical health. The devil in your mind says, “Spend today, save to-
morrow” while the savings angel pleads for a long-term view. The Ad-
visor for Life must not only be available to clients, be concerned for
their futures, be informed about effective strategies, and have an opin-
ion about what to do now—the Advisor for Life has to be inspirational
to clients so that they will take the necessary actions.

This chapter has focused on answering the question: What will
clients pay you for? The answer can be found in the five simple words
from Don and Dan:

Available
Concerned
Informed
Opinionated
Inspirational

MESR A e

We will now get more specific with each area and dig deeper into
those services that will help earn you a lifetime of clients.
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CHAPTER 2

How to Develop a Compelling
Investment Philosophy

What do you believe is the best long-term investing strategy?

Do you have the greatest confidence in buying undervalued
assets and waiting for them to appreciate (value investing) ver-
sus seeking out companies with great future potential (growth
investing)?

Do you favor use of multiple-manager styles or a core-and-satellite
array?

When selecting investments for your clients, do you utilize active
management or a passive approach?

Is it more important to fund specific client liabilities, or do you fa-
vor a tolal return goal?

What role does tax efficiency play in your investment philosophy?

\ )( 7 hatever your philosophy, you must be able to articulate it with
clarity and conviction to current and prospective clients and
they must share your vision.

COMMON VALUES AND YOUR SUCCESS

Critical to the success of any long-term relationship—personal or pro-
fessional—is the concept of common values. Scratch the surface of
any healthy marriage and you’ll find a couple who may appear to
have many differences, yet they share similar philosophical views and

33
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Investors First

Sam (not his real name) and his team of financial advisors sum up
their commitment to the investment process: “We are first and fore-
most investors ourselves. We are constantly seeking education and
valuable information in an attempt to become better investors and
wealth management advisors; ... our primary mission is to intelli-
gently and opportunistically allocate capital.” When presenting his in-
vestment approach to prospective clients, Sam uses examples of
specific investment solutions created for clients based on their unique
requirements.

identical objectives for their lives together. Such is the bond of a
shared game plan that can make any relationship more fulfilling and
sustaining.

Often overlooked by otherwise savvy financial advisors is the im-
portance of a shared investment philosophy. In its most basic form, an
investment philosophy reflects the fundamental approach to profiting
in the markets. There is perhaps no more emotional topic in financial
advice, save that of an individual’s personal concerns about the future.
Here are gathered the multiple dimensions of moneymaking.

TIME HORIZON—IS TIME ON YOUR SIDE? BETTER YET, IS IT ON YOUR
CLIENTS’ SIDE?

Time horizon is the period governing the investment process and the
hoped-for returns to finance one’s lifestyle and other objectives. The
longer the time horizon for an investment process, the greater the flex-
ibility and—statistically—the likelihood of success. When examining
investment philosophy from the angle of time horizon, call this aspect
the “patience” factor.

But the time horizon has additional aspects to it that can become
part of your philosophy. No other aspect of investment philosophy is
more abused by clients and advisors than that of time. We’ve each en-
countered a client who was ostensibly a long-term investor but, after
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just six months, was suddenly nervous about the market and seriously
considering the termination of the investment manager.

Markets are by nature humbling, and the recent history of equity
markets has provided a lifetime of variations in just the period between
1995 and 2005, in which the Dow Jones Industrial Average rose from
3,834 (December 31, 1994) to 11,338 (May 21, 2001)—a gain of 195
percent—then collapsed 36 percent to 7,286 (October 9, 2002), only to
top 11,000 again in late 2005, a return of 50 percent from the low point
of 2002. (See Figure 2.1.)

Plus, investor confidence is a function of prices. “Don’t confuse
bull markets with brains” is another market adage with statistical valid-
ity. The Phoenix Wealth Survey of millionaire households conducted
over the years 2000-2006 reveals the relationship between stock mar-
ket performance and investor confidence. When asked in early 2000,
when the market was at its tech bubble best, only 30 percent percent
of millionaire investors claimed to be confused about how to invest
their money. Surveyed again in early 2003, when the stock market was
still languishing near the bear market low, the percentage of “con-
fused” investors had risen dramatically to 47 percent. By early January
20006, after the Dow had again passed 11,000, confidence had returned
and only 29 percent of millionaire investors said they were confused
over how to invest.
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FIGURE 2.1 Dow Jones Industrial Average, 1994-2005
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BULL MARKETS AND BRAVERY

Yet the effect of the bear market was lasting, according to the survey. In
very early 2000, 56 percent of respondents said, “It is important to get a
substantial return on my capital, even if it means taking some risks,”
while the other 44 percent chose to answer, “It’s important to preserve
the safety of my capital, even if it means accepting a lower return.”

As the market crumbled, so did investor confidence. One year later,
after less than a year of falling prices, the sample was split 50-50 be-
tween substantial return with risks and safety with a lower return. By
early 2002, the sample had reversed field to 46 percent favoring higher
returns with risk versus safety (54 percent), and the safety players have
held the field since then—most recently 55 percent to 45 percent in
early 2006 (2006 Phoenix Wealth Survey).

One of the great Advisor for Life challenges is to help clients real-
ize their objectives by becoming the Client for Life. The best advisors
educate their clients, knowing that benefits accrue to both clients and
advisors. Long-term investing success is dependent on a long-term
mind-set. But that kind of perspective is an affront to human nature.
Remember how missing the best days over virtually any market period
has a seemingly disproportionate impact on investment return? The
most recent version is shown in Figure 2.2.

I've always found this particular investing lesson to be especially
vexing to clients, since most simply cannot believe that with all
the trillions of dollars under management and billions spent on market
research that the investment industry can’t identify at least some of the
bad days and some of the best! Surely there must be a way. And that
hope is the central marketing proposition of market timers and traders—
an enormous and growing segment of the investing population.

Given a choice between the patience required of a long-term strat-
egy and the ability to influence results with action in the moment, most
people will choose the latter course. It is both instructive and interest-
ing that during both bull and bear markets in the years 2000 to 2000,
nearly half of respondents to the Phoenix Wealth Survey of millionaire
households declared their willingness to take advantage of short-term
opportunities in financial markets. Does anyone see a conflict here?

It instead shows the ability of investors to have both a core long-
term strategy and an interest in short-term actions. What is more inter-
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Average Annual Return, S&P 500 1/86-12/05
9.3%

-0.1%
5,047 Trading Without the 60
Days Best Days

Returns cited exclude dividends.

FIGURE 2.2 The Risk of Market Timing
Source: © 2006 Mulberry Communications.

esting to me is how many good advisors are threatened or concerned
about this dichotomy instead of encouraging it—or at least facilitating
it. Which diet would you choose—one that allows you to occasionally
snack or have dessert, or one that forces compliance at all times? Don’t
fight human nature. Success is determined over the long run, and the
Adpvisor for Life has to help clients live that life in a sustainable way.

The implication of multiple investing interests and needs suggests
the potential for more than one time horizon per client. That reality is
stretched further by the multiple needs of affluent households—differ-
ent objectives require different time horizons. For most families, col-
lege expenses arrive sooner and are paid for faster than retirement
costs. The Advisor for Life must juggle these multiple objectives and
help clients to stay the course by assigning different “maturities” to
each obligation.

One of the most common mistakes made by both advisors and
clients is to lump assets together into one pile, managed altogether
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Holding on to the Real Money

Gary, an experienced and savvy independent advisor in Ohio, ac-
commodates clients who want to “have a little fun on the side.” He
helps them establish a trading account with an online discount firm.
There the clients can make their own trades while Gary concentrates
on the core of their investment strategy. The main goal of this separa-
tion is to emphasize to the clients the difference between casual in-
vesting and his more serious role as the steward of the bulk of their
money. The trading account has a budget of usually not more than
$30,000. Just like with a young child, “When it’s gone, it’s gone!”

with an often hazy and probably inappropriate aggregate benchmark.
Institutional investors, by contrast, separate assets—at least through
specific accounting—for different needs. Often, separate investment
policy statements and risk profiles are created for those different ac-
counts, reflecting the variations. For example, a hospital endowment
may have a long-term endowment fund, a shorter-duration pension ac-
count for employees, a more liquid fund for operating expenses, and a
buildings and grounds account with multiple tranches reflecting the de-
preciation of specific buildings and new construction plans.

Advisor question: Are you including time horizon in your investment
philosophy?

RISK—WALL STREET’S FOUR-LETTER WORD

Risk is usually expressed as intraperiod volatility. I'm going to change
the definition for the purposes of this book to reflect the more realistic
view of the Advisor for Life. Risk is not relative in the long run—it is
absolute. Success is determined only by achieving objectives. “Beating
the market” is a hollow victory if the market goes down and the invest-
ment manager’s performance is better but still negative. So risk will be
true for our discussion and volatility will have its own place in the sun.
Here we’ll discuss absolute, not relative returns. No one can spend rel-
ative returns.

For the purposes of developing an investment philosophy that is
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attractive to clients and prospects, I hope you will choose absolute re-
turns and absolute risk. This is the only time I won’t offer you a choice
of how to include a topic in your philosophy! Calculating the amount
of risk is then not much more than determining household expenses
during retirement (or other goal) and how much of a reduction in qual-
ity of life can be tolerated. That test is the most realistic projection of
true risk. Since most surveys indicate that funding a comfortable retire-
ment is by far the number-one goal of millionaire households, it should
not be a surprise that the top concern is not being able to fund a com-
fortable retirement.

The 2006 Phoenix Wealth Survey gives more details about what
represents a comfortable retirement. Fully 81 percent of respondents
expected to live in retirement with at least 80 percent of current in-
come. A good portion of the participants were already retired at the
date of the survey, but there was nonetheless a healthy expectation
that income could be maintained. Some 40 percent said they expected
to have consistent earnings throughout retirement—no decline. Income
levels are pretty healthy for this crop of millionaire households, with 77
percent at $100,000 per year and above, and 43 percent exceeding
$150,000. Given that 68 percent of the respondents claimed net worth
(net of the value of their primary home) between $1 million and $2
million, there is little margin for error—and some fairly aggressive as-
sumptions about returns. Risk as I define it—in absolute terms—will
become very real very quickly if the household suffers a serious market
reversal or unexpectedly large medical bills.

Advisor question: How will “risk” be defined in your investment
philosophy?

VOLATILITY—CAN YOU WEATHER THE STORM?

Volatility is the dynamic within investing that leads to premature man-
ager terminations and fund redemptions when they appear to have lost
their performance edge. Rather than risk holding on to a failing story,
too many investors will scrap even the most lauded portfolio manager.
Also known as the “quality of the ride,” volatility must be communi-
cated to clients to avoid unhappy experiences and poor performance.
As a rule, the most aggressive management styles have the most
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volatility—the proverbial trade-off between risk and reward. Blended
appropriately with other investments, these more volatile results can ac-
tually improve risk-adjusted returns, depending on how the path of re-
turns correlates with other management styles. In other words, volatility
is not uniformly bad; it should be applied in appropriate measure and
not only reflect your investing approach but also match your clients’
emotional fortitude. Another aspect of volatility is style. To the average
investor, the failure of a manager to follow a distinct path may seem like
volatility. I'll address style in the next subsection, but it is very important
to separate the two concepts at the client level. For the moment, con-
sider specifically the challenge of explaining an investment manager’s
history of volatility and what that history suggests may be the future
path relative to specific types of securities and their benchmarks.

The old question “Are you unhappy about the manager—or the as-
set class?” refers to the difference between volatility inherent in a par-
ticular style and the current state of affairs for the asset class itself. An
aggressive mid-cap growth manager’s performance can seem volatile—
even erratic—in absolute terms, but how much of the differential is
consistent with simply being a mid-cap growth manager? Volatility is a
tricky concept to communicate, especially given its long-term positive
relationship to performance.

A branch manager I know uses a remarkably simple illustration to
educate clients about volatility: the quarterly account values for his
own account with an investment manager he has used in his asset-allo-
cation solutions for clients. The actual account value, net of additions
and withdrawals, is on a spreadsheet (not a graph or mountain chart).
He includes not only the account value, but also the amount of appre-
ciation or depreciation for that quarter. Although the long-term history
of the account is positive, he pauses when showing the bear market
periods to emphasize how difficult it can be to stay the course.

Advisor question: How will you incorporate volatility in your invest-
ment philosophy?

STYLE—IS YOURS FLEETING OR STEADY?

Investment manager style—typically growth or value—reveals a per-
sonality that can be matched with clients of similar orientation to sus-
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tain a relationship through the most difficult market periods. Clients
who truly understand their investment managers and appreciate disci-
plines are able to maintain confidence and commitment during those
inevitable times when a style is out of favor. The most resilient clients
are able to capture additional gains by rebalancing into an out-of-favor
manager or investment style while the less objective ones are often
chasing current winners.

A second aspect of style is the natural fit with a client’s psychology.
For example, a client whose road to financial success was a function of
saving and restrained lifestyle—same car, same house, same spouse—
may be more comfortable with a buy-and-hold manager who is long-
term focused with several core positions, rather than a more aggressive
manager trading in and out of positions. The more active trader may
not reflect the values and mind-set of the long-term “millionaire next
door.” For the same investor, a value style of management, investing in
companies currently out of favor but with good prospects, may be
more appealing than a philosophy that pursues the latest and greatest
technologies—more a growth style. Compatibility with a manager’s
style is one of the most important drivers of long-term client relation-
ships—and may be the most basic.

Adpvisor question: Style and rebalancing should be included in your
investment philosophy. How will you address both from the client’s
perspective?

INVESTMENT VEHICLES—HOW DO YOU EXECUTE YOUR
INVESTMENT PHILOSOPHY?

A client seeking long-term capital growth with income may be com-
fortable with stocks and bonds that she can see in her account. If
she instead owned shares in a mutual fund, she would not have that
clarity of the underlying investments. Would she be comfortable with
the fund’s management if she could see what they were buying and
selling?

For a great many investors, the transparency of a separately man-
aged account may be too much information; they “want to drive the
car but don’t want to look under the hood.” Strategies utilizing small
companies or even derivative instruments may appeal to aggressive,
active investors and terrify others.
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History also plays an important role in a client’s investing prefer-
ences. Asking for such history is a very important part of determining
your compatibility with prospective clients. Learning of a prospect’s bad
experience with a certain type of aggressive bond fund, for example,
would be helpful before recommending its use—even if the interest rate
situation is much different today. In other words, your knowledge and
perspective are superior to the expertise of most clients. Don’t mistake a
bad impression of an investment for its poor timing. The memory of an
investment mistake and the attendant embarrassment and loss of capital
can forge an indelible memory that is not easily overcome.

More survey information is helpful to gain insight into millionaire-
household preferences. The most common financial products owned
by this group are stocks—80 percent of respondents to the 2006
Phoenix Wealth Survey replied that they or someone in their family
owned equities in early 2006. (Of note is that in early 2002 stockhold-
ers made up 92 percent of the sample.) Mutual funds held outside of
an individual retirement account (IRA) or 401(k) were second at 64
percent, and bonds were third at only 52 percent. Among these mil-
lionaire households, there seems to be a preference for packaged solu-
tions without regard for contents; for example, IRAs, listed as a
financial product owned by 72 percent of the sample, almost certainly
contain funds, stocks, and/or bonds. Some 54 percent said they partici-
pated in a 401(k) and 11 percent have 529 plans.

Funds are a comfortable choice, with 92 percent of respondents
with them stating their commitment to keep the same (or more) money
in them for the next year, and 48 percent planning to add to their in-
vestment by the same (or greater) amount as in the previous year. One
in five households that do not currently own mutual funds say they will
likely buy them within the next year. A full 29 percent said they own a
separately managed account, and only 6 percent own hedge funds.

Distinct preferences for financial products pervade the advice in-
dustry. Despite all entreaties by advice firms and the clear impression
that clients seek results and don’t so much care which vehicles are
used to obtain them, many advisors remain trapped in silos of their
own making. Be flexible!

Advisor question: Which products do you use in creating investment
solutions, and how do they figure in your investment philosophy?
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COST—A TOUGH ISSUE TO SOMETIMES JUSTIFY

Fundamental to the psychology of many investors is the issue of how
much investment counsel should cost, and the very existence of fees is
a philosophical issue for the Advisor for Life.

In the millionaire survey, cost was cited by 25 percent of clients
who were planning to find a new advisor. Just as an individual may
emotionally favor value stocks over more adventurous (and pricey)
growth issues, a thrifty client will be drawn to a low-cost structure.

While we examined cost in Chapter 1 in the limited context of in-
vestment philosophy, expenses are directly related to returns. What is
an appropriate fee for results achieved? Consider the range of fees and
returns represented by the investment industry. At the high end, hedge
funds commonly sport a “one-and-twenty” structure representing a 1
percent value of assets under management, plus a retention of 20 per-
cent of annual profits. This rich arrangement has created many wealthy
hedge fund managers, with the top advisors earning in excess of $100
million—and some topping $500 million—in annual compensation.
And while many investors are delighted to share a generous slice of to-
tal return in order to achieve better results, the fat absolute cost of
hedge fund fees is abhorrent to many others. In Barton Biggs’ book
Hedgebogging (John Wiley & Sons, 2006), he quotes Chris Davis, presi-
dent of Davis Funds: “Never in the history of financial commerce has
so much been paid to so many for so little.”

More traditional growth and value strategies have historically annu-
ally charged 1 percent of assets under management, creating an incen-
tive for managers to increase portfolio value. Fees typically decline in
percentage terms for larger accounts and reduced complexity of man-
agement style. High alpha generators, such as the most active small-cap
philosophies, have limited capacity. The managers of such portfolios
can earn higher fees than those of large-cap investors. Passive strategies
have significantly changed the investment management landscape
through both the philosophy of their index or sector approach—es-
chewing active management by a team of analysts and managers—and
also by dramatically reducing fees. Some index funds for large-cap mar-
ket indexes offer their largest clients participation in the equity markets
for less than 10 basis points. Exchange-traded funds have become an in-
triguing and powerful new force offering unprecedented diversification
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potential as they expand into the nooks and crannies of public markets,
but also by providing lower costs and tax efficiency superior to index
funds. At this writing, the relatively high costs associated with mutual
funds and some separately managed account programs are under
greater scrutiny as clients seek better returns from markets now offering
normalized returns of 10 percent or less after the heady bull market run
of 1982 to 2000. Look for more pressure as the mutual fund scandals
wane and simple economics take over.

The 10 Percent Rule

I've always considered fees to have a gravitational center for the broad
marketplace at about 10 percent of expected returns. For example, the
old 1 percent fee is about 10 percent of the long-term equity market re-
turn of just over 10 percent. Fees for bond portfolios have typically
floated at about half the rate of equity portfolios. Fees for packaged
portfolios, such as separately managed accounts, followed the same 10
percent rule during their early years as bull market returns of 20 to 30
percent per year supported rates of up to 3 percent per annum for all
services including investment management.

As market returns normalized after 2000’s tech wreck, fees continued
to decline to levels more similar to those of mutual funds. Should market
returns remain in single digits, look for fees to continue their fall as sin-
gle-digit net returns force greater investor scrutiny. Fees are at once a po-
tential bond between investor and advisor, creating an incentive to work
together for mutual benefit as account values increase, but also a point of
practice-management leverage. The fee structure also exposes the portfo-
lio to market forces beyond the manager’s control, resulting in unearned
gains when the market rises and depreciation when it falls. When prop-
erly invested, both manager and investor can obviously prosper from suc-
cessful guidance and rising markets, providing the leverage for so-called
fee-based investment services. However, performance-oriented fees,
while becoming more commonplace, will come under greater scrutiny as
investors increasingly question the validity of a fee structure that rewards
an advisor even when the account value does not rise.

Your philosophy must include your opinion about the value of
what you do. While this sounds obvious, it can be easily overlooked.
How do you charge for your investment results, and does your pricing
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reflect your overall philosophy? Hedge fund managers seek high ab-
solute returns, so a fee including a profit percentage is consistent with
that aggressive posture. By contrast, consider the value proposition of
index funds; rooted in a low-cost structure and passive strategies they
sit at the opposite end of the spectrum from high-flying hedge funds.
Costs and the types of vehicles you employ in your investment solu-
tions speak loudly about your philosophical approach to markets and
investing.

Advisor question: Is your fee structure reflected in your investment
guidance?

PASSIVE VERSUS ACTIVE—CAN YOU JUSTIFY EITHER APPROACH?

Just as investment vehicles and costs reflect the core of a philosophy
and their appeal to specific clientele, you make a further fundamental
decision by choosing your basic approach to the markets. Specifically,
do you think active management can beat the returns of unmanaged
indexes or market segments? The argument in favor of active manage-
ment is as old as the markets. It is simply unacceptable to resourceful
market entrepreneurs and many academics that value cannot be added
to a static market, and billions of dollars have been and continue to be in-
vested by individuals and organizations in the pursuit of market-beating
strategies. Most people of wealth and accomplishment believe that the
creative human mind should be able to beat the market, dominated by
the masses. This latent elitism has of course not been borne out by the
experience of most investors, whose returns typically lag those of the
markets and top institutional investors.

A new entrant in the passive investing space is the exchange-traded
fund (ETF)—a potentially exciting low-cost and tax-efficient vehicle of-
fering the ability to invest in significant markets like the Standard &
Poor’s 500 or Japan’s Nikkei 225, as well as narrow slivers like certain
fixed-income maturities, commodities, or pharmaceutical stocks. Com-
bining the benefits of a publicly traded security with those of index or
sector funds, ETFs represent a breakthrough for investors seeking a
convenient method of participating in specific markets. Their status as a
publicly traded security gives them tax efficiency through their internal
management that is not available with traditional mutual funds.
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Index funds and ETFs permit you and your clients to create portfo-
lios at low cost with the built-in advantage of always representing the
market. Beating the benchmark is not the objective of passive strate-
gies—gains are achieved through the time-honored role of asset alloca-
tion. Instead, the passive strategy is designed to avoid surprises, such
as manager style drift or other underperformance. Alpha is achieved at
the portfolio level, not by individual managers. In addition, ETFs in
particular allow clients to participate in very limited segments of the
market, even individual industries, without the added risk of invest-
ment manager stock selection. Consider the following, from the 2006
Investment Company Fact Book (Investment Company Institute):

At the end of 2005 ETFs accounted for approximately 3 percent
of the total investment company assets compared to mutual
funds, which managed over 94 percent of total investment com-
pany assets.

ETF assets have grown by approximately 350 percent since 2000
compared to mutual fund assets, which have climbed by about
27 percent.

The net new issuance of ETF shares was over $54 billion in 2005
compared to $192 billion of net new cash raised by stock, bond,
and hybrid mutual funds combined.

Although ETFs accounted for only 3 percent of the total invest-
ment company assets, they raised over 15 percent of the net
new cash raised by mutual funds, money markets, ETFs, closed-
end funds, and unit investment trusts (UITs) during this period.

As a philosophy, passive versus active investing is determined by
your most basic beliefs about how to earn money, which are generally
influenced by your experience, education, and skills. Can investors
beat the market? Can you? What is more important, asset allocation or
investment manager skill? Where are the acceptable risks for investors?
Such a foundation is critical to establish long-term rapport with clients.
Clients who have suffered a manager’s futile attempts to beat a bench-
mark may prefer to end the quest and give in to the passive strategy.
Analytical types who know the statistical challenge of beating the mar-
kets over an extended time period may prefer passive investing due to
their appreciation of the scholarly data. Finally, there is a cost advan-
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tage to most passive strategies that appeals to the thrifty client who de-
cries the active managers’ costs.

Notwithstanding all of the benefits of passive investing and its un-
deniable appeal to many types of affluent clients, human nature will
trump analysis in favoring some form of active management for most
clients. The idea of “passive” anything is an unlikely state of affairs—
especially for households whose success has been the result of a skill
or tenacity (or both) applied to a business or profession.

Advisor question: Have you articulated the strengths and weaknesses of
active versus passive investing to your clients and prospects?

STYLE BOXES VERSUS CORE AND EXPLORE—/T"S UP TO YOU

A former colleague said it very well when he outlined the appeal of a
core strategy versus that of a shifting mix of asset classes and styles.
Citing the tendency of many millionaire households to be savers and
regularly frugal in their lifestyles, he suggested that in keeping consis-
tent with their practices, these people would most likely not desire a
constantly shifting investment portfolio.

While this is a good suggestion, there are additional considerations
to weigh when describing your philosophy to clients and prospects that
can involve this aspect of investing. Transparency is one issue briefly
touched on earlier that reveals a level of change. That issue can be over-
come with products such as asset allocation funds or managed accounts
that automatically rebalance themselves. Asset allocation funds account
for 26 percent of the new fund sales in 2005 compared to 2 percent in
1999, according to Investment Company Institute data as reported in
BusinessWeek Online, June 26, 2006. Tax implications have been cited
by several advisors as a reason to prefer core investing over a more
complex rebalancing strategy. Intraperiod volatility can be greater with a
style strategy, depending on its complexity and your willingness to cre-
ate a more diversified portfolio. Finally, consider the potential for client
involvement, which can be accommodated easily in a core-and-explore
philosophy in which clients may choose some of the “explore” compo-
nents as their contributions to the plan, either separately with additional
assets or with your participation. Again, ETFs and some specialized
funds offer ideal vehicles for these explorations.
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A Core and Explorer

For the last four years Greg has designed a core-and-satellite ap-
proach for clients, referencing the work of Dr. Burton Malkiel, author
of the industry classic, A Random Walk Down Wall Street (W.W. Nor-
ton, 1985). When Greg advises clients, he pretends that Dr. Malkiel
gets copies of his client’s statements. “He is my invisible conscience
from Princeton.” Greg says, “When you structure a client’s portfolio,
the satellites must respond to the core. The satellites must pay atten-
tion to tax efficiency and the client’s investment objectives.” Greg
uses a four-quadrant grid to address both concerns. The left side in-
cludes investments subject to a lot of tax, and the right side holds
only tax-efficient items. The top row seeks high returns, while the
bottom row promotes risk reduction. That means the northwest
quadrant holds the high-return “tax-ambivalent assets.” The south-
west quadrant is the “risk reducing without concern for taxes” quad-
rant. The northeast quadrant represents tax-efficient high-return
investments, and the southeast quadrant represents tax-efficient as-
sets included for risk reduction. The left side would be owned in tax-
exempt entities such as IRAs and 401(k)s, and the right side in
accounts subject to taxation. Greg blends the four quadrants for each
client to individually address risk, return, and tax efficiency concerns.
Greg’s team creates a monthly performance report comparing their
returns to the benchmark.

Advisor question: How will you use the concept of a core or style strat-
egy in your investment philosophy?

INFLATION—FIGHTING THIS “HIDDEN TAX”

I served as a financial advisor to affluent families in the early 1980s
when inflation was a very real and destructive force just being tamed
by Paul Volcker, the celebrated and valiant Federal Reserve chairman.
Interest rates fell so far in 1982 that the 30-year Treasury bond total re-
turn blew away all competition from other asset classes, up over 52
percent for the year. Any investor from the mid-1970s on had a healthy
respect for the ravages of inflation and its effect on property values,
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FIGURE 2.3 Combating Inflation
Source: Global Financial Data, Inc.

product prices, and investment returns. (See Figure 2.3.) Remember the
administration of President Gerald Ford, which produced the “Whip In-
flation Now!” lapel buttons?

With the inflation beast much subdued most of the time during the
past 20 years (through 20060)—at least relative to the intermediate
past—many advisors and their clients have underestimated inflation’s
potential impact. Beware. Make sure portfolios are inflation tested, but
don’t hide the process; promote it in your investment philosophy. As
these words are written in mid-2006, gold and silver are cresting 20-
year highs (nominal prices, not adjusted for inflation), while natural re-
source stocks and nondollar assets are also climbing. Long-term trends
have a way of resurfacing, and savvy advisors will help prepare
clients—and portfolios—for them.

Aduvisor Note: The market has evolved and there are now readily avail-
able tools to help combat the effect of inflation on a client’s portfolio.
According to the Wall Street Journal, mutual funds that invest in Trea-
sury Inflation Protected Securities (TIPS) experienced an increase in
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Filling Up on Inflation

John Rafal says inflation is an important issue, but because it has not
been a factor in recent years it is sometimes hard to get clients to
quantify its impact. The best example today is gasoline prices. John
tells clients that gas prices may seem high, but adjusted for even the
modest inflation of the past 30 years, they are still lower than they
were during the gas crunches of the 1970s.

assets from $4 billion in 2002 to $34.4 billion at the end of May 2006
(reported by the Wall Street Journal Online, June 23, 2000).

Advisor question: How do you incorporate rising prices and inflation
concerns into your philosophy?

TAXES—THE BANE OF INVESTORS

Other than a comfortable retirement and not running out of money, the
top concern of most millionaire households is the burden of taxation.
Those who work hard are all too familiar with the impact of taxes, yet
another shock is often in store for even the most educated retirees as
taxes creep into the picture with unexpected force.

There is much debate about the benefits of so-called tax-managed
or tax-advantaged investment strategies, and the appeal of the concept
is understandable. However, it is best said that the ideal after-tax strat-
egy begins with the most significant and consistent pretax results, offer-
ing many ways to interpret success. Advisor Greg makes sure that
every client is tax aware. “Every return will be taxed some way, some-
how,” he says.

Long-term capital gains rates are attractive relative to those im-
posed on marginal income, but the balance is to earn those capital re-
turns versus the prospect of deriving a more certain revenue stream
from income-based investments. Bringing taxes into the picture of in-
vestment philosophy is vital, but since the rest of this list has so many
less conspicuous (and capricious) issues, I ended with this one.

Aduvisor question: Are you helping clients to minimize their tax liability?
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FOR THE MANY OTHER CONSIDERATIONS—ASK!

There are many investment philosophy aspects that invoke interest,
concern, and even passion among investors and potential clients. Of-
tentimes you will lament the loss of a client—even though you thought
you had provided terrific service and results. Sometimes there are other
issues that transcend the investment dimension—such as social or per-
sonal concerns.

The best approach to revealing areas of specific importance is to ask
clients and prospects. Unresolved issues fester under the surface of a re-
lationship, and many are afraid to ask questions for fear of appearing un-
sophisticated. Draw them out with regular probing and questioning,
while also taking the time to explain your methodology and rationale.
Naturally, you will often be confronted with the “new discovery” made
by a client of some alternative approach or philosophy, and you should
be prepared, as you likely are already, to accommodate the questions
and help the client understand how you feel about the suggestion.

A great question to baffle rookie brokers years ago was to ask dur-
ing a role-playing session about no-load mutual funds. Many an in-
tense and otherwise intelligent trainee would be caught off guard by
what is now a very common aspect of investing. Today’s potential pit-
falls for advisors who don’t have a well-articulated investment philoso-
phy include index funds, life cycle funds with targeted maturity dates,
some annuities, bond ladders, and ETFs. You can develop opinions
and rationales for including or excluding any product, but the best de-
fense against a varied and constantly changing competitive landscape
is to develop and maintain a well-conceived and effective investment
philosophy of your own and deliver it with Leo Pusateri’s “confidence,
passion, and speed” (more in Chapter 12). Challenge prospects and
clients—and their advisors—with the intelligence of your approach,
but be constantly vigilant for signs of those who don’t understand or
don’t share your most important investment beliefs.

RECRUIT OTHERS TO YOUR INVESTMENT PHILOSOPHY—AND TURN
AWAY SKEPTICS

Be the champion of your investment philosophy. The greatest investors
over time have been passionate spokespersons for their processes,
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Write one sentence representing your investment philosophy for each of the
following 10 dimensions:

1. Time Horizon

2. Risk

3. Volatility

4. Style

5. Investment Vehicles

6. Cost

7. Passive vs. Active

8. Style Boxes vs. Core and Explore

9. Inflation

10. Taxes

FIGURE 2.4 Worksheet for Developing a Compelling Investment Philosophy

which has no doubt helped them better articulate what they do as well
as create a following that helps them stay the course—consider Van-
guard’s John Bogle. Most philosophies are not complex and intuitively
make sense. That’s the best test.

Are your ideas a good fit with your personality? You will be a bet-
ter judge of a good fit for your approach than most prospective clients
will be of themselves. You have perspective and years investing on be-
half of other, seemingly similar believers. And since much of what you
do is really investment consulting—not actual portfolio management—
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you need to recruit like-minded teammates to the process. This should
ideally include investment managers and wholesalers who can help
your practice thrive. Each should have a written copy of your invest-
ment philosophy, understand their companies’ roles in helping you
reach your goal, and support you in client meetings, appreciation
events, and prospecting efforts. (See Figure 2.4.)

Consider your 10 sentences. Which are the most important aspects
of your investment philosophy? Save these sentences to use in Chapter
3 as you apply them to your investment process.






CHAPTER 3

Creating a Defined,
Effective Investment Process

How do you invest for clients?
How do you achieve sustainable, repeatable results?
Can you articulate your process lo clients and prospects?

O nce you are clear about what you believe about investing—your
investment philosophy—you can then develop a process—the
bhow—of implementing those beliefs. The primary goal of a process is
to produce performance relative to client objectives and to do so in a
consistent, repeatable way. If philosophy is the mother of process, con-
sistency is the father of success. Benefits of having a solid advisory
process include:

Being able to more easily market your services because clients
and key referral sources can understand how you achieve
results.

Being able to create a systemized work flow that helps you and
your associates define jobs, measure results, and free up time for
the most valuable activities.

Creating an ongoing business of which you are an important
part, but not necessarily the entirety. Through process, you are
creating equity that can be monetized in a variety of ways.
Standing apart from other advisors who can provide little justifi-
cation for the steps they take on behalf of clients.

55
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In Chapter 2, we examined investment philosophy—the core princi-
ples upon which you approach the securities markets in search of returns
for your clients. To be effective, that philosophy must be deeply felt and
truly reflect your innermost convictions about investing. Passionately
sharing your philosophy with clients and prospective clients creates a
kind of defensive shield over your practice or business, protecting it
through the inevitable market downturns. Those rough patches, which
often drive less committed advisors to follow the latest fad, provide the
Advisor for Life with a stage on which to demonstrate his or her long-
term outlook and value.

Because it is based on core convictions, your investment philoso-
phy is not a sweater that you wear or remove depending on the way
the wind blows; it is a way of life. In the best book I have read on the
topic of investment process (Jnvestment Policy), Charles D. Ellis, the
longtime managing partner of consulting firm Greenwich Associates,
appropriately refers to investment philosophy as “an enduring invest-
ment commitment—through cycle after cycle in the stock market and
in the business economy.” Ellis dryly observes that the only way for an
active investment philosophy to be successful in a marketplace where
information is plentiful and competition intense is to “depend on the
errors of others.” He writes, “Whether by omission or commission, the
only way in which a profit opportunity can be available to the active
investor . . . is that the consensus of other investors is wrong.” It takes
courage to hold on to your principles when others are saying and do-
ing something different. So how do you put your principles into action?
By building an investment process.

Because they follow a formal investment process, institutions tend
to outperform individual investors. You can emulate their success by
establishing a formal process to guide your investment decisions for
your clients.

FROM WHAT TO HOW—THE INSTITUTIONAL METHOD

Let’s look at how a few leading mutual fund managers describe their
process. For example, Harris Investment Management, Inc. describes it-
self as an organization that “manages money according to a long-standing
tradition that combines discipline, focus, knowledge, and state-of-the-art
informational resources.” Its investment process “focuses on active
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