
Suppose you need legal advice. And
suppose you have a choice between
two attorneys, A and B. You know that
Attorney A is required by law to do
everything within her power to make
sure you get the very best advice
available to help you solve your legal
problem. Providing legal advice is A’s
main business, and she is required to

serve your interest with undivided loyalty, obedience, confidentiality,
reasonable care and skill, full disclosure, and full accounting.

Further suppose that you know that
Attorney B is not required to operate
under the same strict rules as Attorney A.
Attorney B operates under rules that say
that the legal advice he provides is only
“incidental” to his main business, which is
preparing legal documents like wills and
trusts. And if the advice is “incidental,” he
doesn’t have to exercise the same standard
of care to ensure that the advice he gives
you is the best you can get.

If you do business with A, you have
“protections” under the law which you
don’t have if you do business with B. 

Thankfully, you don’t have to make these
distinctions with attorneys. They are all
required to serve your interests in the
same way, adhering to the fiduciary
principles noted at the end of the first
paragraph. Every person who uses the
services of an attorney has these protections under the law.

Unfortunately, current law does not hold all Financial Advisors
to the same legal standard when it comes to the work they do 
for their clients. Some financial advisors (Registered Investment
Advisors) are held to the fiduciary standard like Attorney A, and
some (Stock Brokers) are like Attorney B. So consumers face the
problem of trying to identify who can provide them with these

important legal protections and who does not. How did this
confusing situation develop?

In 1999, brokerage firms were essentially granted an “exception”
to the fiduciary standards rule after arguing that the advice their
representatives provide is purely “incidental” to their main
business of buying and selling financial products (mutual funds,
stocks and bonds, annuities, etc.). This exception, known as the
“Merrill Lynch Rule,” is the crux of the problem and results in
consumers being served by “Advisors” who operate under two
distinctly different sets of rules. 

This is why the Financial Planning
Association (FPA) sued the Securities and
Exchange Commission in June of this year.
The FPA and others believe that all
consumers should receive the same
uniform protections under the law.

Arthur Levitt, Jr., the former SEC
commissioner, also favors a review of the
Merrill Lynch Rule, saying, “Brokers and
advisors should be bound by similar
fiduciary standards.” And Mercen Bullard,
assistant law professor at the University 
of Mississippi and president of Fund
Democracy, a pro-investor group, noted,
“There’s no question that investor
protections are far stronger for clients of
(registered) investment advisors than for
clients of brokers.”

Barbara Roper, director of investor
protection for the Consumer Federation of
America, said, “Brokers call their sales reps

by titles that imply they are advisors. The real issue is the SEC’s
failure to enforce the requirement that brokers limit themselves
to ‘solely incidental’ advice in order to escape regulation as advisers.’’

You can do a preliminary check on your Advisor by going to
www.SEC.gov and clicking “Check out Brokers and Advisers.” 
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A common mistake people make is to leave
their retirement plans (401(k), 403(b), 
457, etc.) with their previous employer.
When they do this, they incur costs which
they can avoid by moving the funds to a
Rollover IRA. There are several reasons we
recommend a rollover to an IRA:

● IRAs have lower fees.

● IRAs provide more investment options.

● IRAs provide more estate planning flexibility.

● IRAs allow consolidation of accounts to simplify and improve
management of the money.

An article in the October 21, 2004 Wall Street Journal (WSJ) explains
the high cost of employer sponsored retirement plans. In the article
“High Fees Hit Small Plans” the WSJ reports that the “retirement
savings of millions of Americans are being seriously eroded because
of the high fees charged to administer their 401(k) plans.”

The WSJ cites findings from a study by HR Investment Consultants
in Baltimore. According to the study, investors in employer plans
with 50 participants or less pay an average of 1.4% of their assets
annually in fees. Investors in 1000-person plans pay an average of
1.17%. However, many investors in small plans pay as much as 
3% or more. Over time that can make a significant difference. Over
20 years a 1% increase in fees on a $100,000 investment can reduce
the gain by $66,254 (assuming a 7% return).

There are three types of retirement plan fees:

● Plan Administration Fees. These are day-to-day expenses for
administrative services such as plan record keeping and legal
and trustee services that are necessary to administer the plan.

● Investment Fees. These are the largest component of plan fees
and expenses. Fees for investment management and investment
related services are generally assessed as a percentage of assets.

● The fees are deducted from your investment returns and
include sales charges (commissions), management fees
(investment advisory fees) and other fees for record keeping.

● Individual Service Fees. These are individual service fees
associated with optional features (such as loans) offered by 
the plan.

The WSJ article goes on to report that small plans are more
vulnerable to high fees for several reasons:

● Small plans are unable to spread fees, including legal
compliance, shareholder communication and record keeping
fees, across as many participants.

● Small plans have a less attractive choice of investment options.

● Many plans are built around pricey group-annuity contracts
issued by insurance companies.

● Mutual fund companies which generate profits from assets
invested in mutual funds tend to shun small plans. For this
reason, small business owners turn to stock brokers and
insurance agents to set up plans. These brokers and agents
often charge higher fees. 

You can obtain information about the fees in your plan by contacting
the plan administrator and requesting the following:

● Prospectus. The prospectus describes the investment
management fees and other fees associated with each
investment alternative. The plan administrator should also
provide a description of any transaction fees and expenses that
are charged against your account balance in connection with
the investments.

● Account Statement. Your account statement may show
administrative and individual expenses charged to your account.

● Summary Plan Description (SPD). The SPD will tell you how
the plan operates. It may tell you how expenses are allocated
among plan participants.

● Annual Report. The annual report (Form 5500) contains
information regarding the plan assets, liabilities, income and
expenses and shows the aggregate administrative fees and other
expenses paid.

In conclusion, you can avoid retirement plan fees by rolling 
over your old retirement plans to an IRA. In addition, talk to 
the plan administrator in your current retirement plan and let the
administrator know you are concerned with fees. BWFA can help
you set up a Rollover IRA and move the funds from your old
retirement plans.

Fees Take Toll on Employer
Sponsored Retirement Plans
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Most investors pay scant attention to
portfolio risk management. In this
article we discuss the importance of
risk management, and how we handle
portfolio risk for the investment
management clients of BWFA.

In the 1990’s, as the value of their investment portfolios rose
sharply, most investors ignored the risk in their portfolios. The
more risk that you took (e.g., investing in Internet startups), the
higher the returns. Most investors did not correlate the outsized
returns with excessive portfolio risk at the time, but most would
now understand the significance, having watched their stocks
lose 50% (or more) of their value in 2000-2002.

Before the downturn in 2000-2002 most investors
thought an S&P 500 Index fund provided them
with all the diversification they needed. They
learned differently, as large capitalization growth
stocks declined 45% over the three years, and 
$100 became $55.

Managing risk is kind of like driving over 
the speed limit. You don’t think of the
consequences until it is too late.

Professional money managers have long
recognized the importance of risk management.
Studies show conclusively that most of the long
term return investors earn is based on how
their assets are allocated, as opposed to market
timing or success with hot stocks. It’s the
discipline of sticking to an appropriate risk
profile that pays dividends. It’s not sexy but it
works. So what is an appropriate risk profile?

Model Portfolios
The appropriate amount of risk in each client’s
portfolio varies by client. Clearly, a 35 year old with 
a steady job can tolerate a higher degree of market
volatility (risk) than a 65 year old living off of portfolio
income. But if each client is different, how do we
manage the risk of each client’s investments in a
large firm? One of the ways is by using Model
Portfolios. 

In the early 1990’s we developed seven model portfolios. 
Each Model has a different mix of assets with different risk
characteristics. We then matched a model to each of our clients
based on their income needs, net worth, age, goals, and our
judgment of their willingness to accept risk. The seven models
are: Aggressive Growth, Capital Appreciation, Conservative
Growth, Growth and Income, Income and Growth, Income, and
Maximum Income. By monitoring the actual mix in a client’s
portfolio against their assigned Model, we can more easily
maintain the risk profile appropriate for each client. Our reports
are arranged so clients can monitor what’s going on, and see if
we are following their Models.

The Models Versus the Market
Before we began using our Models we did extensive testing to
ensure the models would meet the expected risk/return profile.
However, we know that so-called “back-testing” is theoretical,
and not the same as real-time investing under actual market
conditions with real money and every day influences — like

investor/client behavior.

A more accurate way to determine if our
approach of using Models works is to look
back over a full market cycle — the last 
8 years — to see how our Models held up
under actual conditions. We are confident

that clients who do this will be very
satisfied with their investment results
over this period.*

Individual investors often fail because
they lack the information necessary to 

make good decisions, but also because they
don’t have the discipline and detachment necessary to

manage their investments. The tremendous growth in
our business is evidence that investors have reached the

conclusion that it pays big dividends to have a professional
investment manager handle their money.

*Investment performance of individual client accounts can vary
considerably due to differences in withdrawal rates, specific investments,

investment model and restrictions.
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BWFA’s Model Portfolios
Risk Management That Pays Dividends

By Bob Ray



Individual Retirement Accounts (IRAs)
often are the largest asset passed on to
heirs. The biggest advantage of IRAs 
is tax deferral. The good news for
beneficiaries is that you can
S T R E T C H the advantage out 
over your lifetime. It’s not hard to take
advantage of this opportunity. This
article tells you how.

The rules for handling inherited IRAs are different for surviving
spouses, nonspousal beneficiaries and beneficiaries who are not
persons (such as an estate or a charity). This article deals only with
the rules for spousal beneficiaries.

The ideal way to handle your inheritance is to place the money
into an IRA owned by you, as the surviving spouse. This preserves
the tax deferral advantage of the IRA, allows you to name your
own beneficiaries, and stretches the period for the required
withdrawals over your life expectancy. We’ve listed the steps you
should take below.

1. Transfer the money to your own IRA: Transfer the
money to your own IRA with BWFA. The account to
which you transfer the inherited money can be a new 
or existing IRA in your name as the surviving spouse.
Deposit your share of the IRA and any other inherited
retirement account balances into it. Do this prior to
September 30th of the year following the death of the
IRA account owner. Note: If you are substantially older
than your spouse at the time of their death, then a
different solution may be better. See “To Transfer or Not”
at the end of this article.

2. Name new beneficiaries: Make certain to name 
both primary and contingent beneficiaries. These
persons, trusts or charities will receive the balance 
of the IRA.

3. Determine the cost basis of the IRA owner: It 
is important to know that when you inherit an IRA you
also inherit the cost basis. Since this money has been
taxed already, you don’t have to pay tax on it again upon
its distribution to you. Cost basis occurs when non-
deductible contributions are made to the IRA. 

4. Make your required minimum distributions:
The rules for determining the amount of your minimum
required distribution are different depending on whether
you transfer the money into an IRA of your own or leave
the money in your deceased spouse’s IRA.

To Transfer or Not
If you transferred money to your own IRA, you would be required
to take yearly distributions based on your life expectancy. If you
are not yet age 701⁄2, you will be able to wait until that time before
you must begin distributing. 

If you decide NOT to transfer the money to your own IRA and
your spouse was not yet age 701⁄2, you must take the distributions
within 5 years of the date of death. This is not a good option,
because it accelerates the taxes due, negates years of tax deferred
growth, and prevents you from naming new beneficiaries on the
IRA. This is why your best option is to transfer the money into
your own IRA. If your spouse was age 701⁄2 or older at the time 
of their death, you have 2 options: (1) take distributions over your
own life expectancy, or (2) take distributions based on the single 
life expectancy of your deceased spouse.

If you were older than your spouse, and your spouse lived to be
701⁄2, you can choose to leave the money in your spouse’s IRA and
take the distributions over your spouse’s single life expectancy.
This will be a very rare situation and would only be advisable
under these very restrictive conditions.

Obviously, these rules can be confusing at a time when you are
most unprepared to deal with complex issues. We are always
available to advise you as the need arises.
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Inherited an IRA? Here’s what you should do!
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