
The opinions expressed in this newsletter 
are for general information only and are 
not intended to provide specific advice 
or recommendations for any individual. 
To determine whether any of these 
strategies are appropriate for you, consult 
with your Cetera Investment Services 
advisor or your attorney, accountant or 
tax advisor before taking any action. 
Neither Cetera Investment Services nor 
any of its representatives may give legal 
or tax advice. Investment theories are 
provided as information only and are not 
endorsed by Cetera Investment Services. 
The information in this newsletter is not 
an offer or a solicitation of an offer to buy 
or sell any security. Advisory services may 
only be offered by Investment Adviser 
Representatives in connection with an 
appropriate Cetera Investment Services 
Advisory Services Agreement and disclosure 
brochure as provided.

The Federal Reserve Board has already raised interest rates 
this year, and it appears poised to make additional hikes 
later this year. How does this affect my portfolio?

One driving force behind the gains in stock prices in recent years has been 
the low interest rates available for bond investors. Because of the interest 
rate drought, investors looking for more income from their portfolios often 
shifted to dividend-paying stocks. The dividend yield on the S&P 500 
since about 2010 has been roughly 2%. When bond yields are even lower, 
that can make stocks unusually attractive, given the possibility of asset 
appreciation and growth in future dividend payouts.

The more recent stock market gains have been driven by optimism over 
economic growth, assuming that corporate tax reform and some measure  
of deregulation could bring back GDP expansion in the range of 3% to 4%. 
By the measure of price/earnings ratios, stocks have gotten pretty expensive 
by historical standards.

Now that the Fed is boosting interest rates, the yield on 10-year U.S. 
Treasury notes has returned closer to normal, and is higher than the S&P 
500 dividend yield. To date, that hasn’t seemed to cause the bulls to pause. 
But as interest rates go still higher, the math of yield versus dividend could 
affect future stock market gains.

See your financial advisor to learn more.
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Insurance for your income

What would you consider a devastating financial loss? The top answers in one 
survey include having one’s home burn down, becoming disabled and being 
unable to work, being a victim of credit card loss, and, well down in importance, 
being in a car accident.

We can buy insurance to protect against these kinds of losses. Some 73% of 
the people in the survey had home insurance, and 88% had car insurance. Only 
24% said that having to cancel a vacation would be devastating, but 23% had 
insurance against such an event—in other words, nearly everyone concerned 
about such a cancellation had obtained insurance for it.

The results of the survey are shown in the graph on page 
2. The anomaly in the data is this: The loss of the 

ability to work was the second highest 
concern, at 78%, yet it had the lowest 

level of insurance, at 10%. 

Ironically, the risk of disability 
in one’s lifetime is greater than 
most others. According to the 

Social Security Administration, roughly 25% of today’s 
20-year-olds will become disabled before retirement 
age. The Life and Health Insurance Foundation for 

Education reports that one in three women 
and one in four men will be out of work 
for 90 days or more during their work 
years due to a disability. The Centers for 
Disease Control and Prevention states 
that more than half of the 47 million 
Americans who are disabled are in their 
prime working years. 
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Overlooked needs

When you hear “insurance,” what 
comes to mind? Auto, home, and life 
policies, most likely. But your most 
important asset is your ability to earn 
an income. You can insure that also. 
This issue of QuarterNotes looks at 
disability insurance. If your employer 
already provides disability insurance, 
good for you. If not, this is a subject 
that is worth your attention.

The so-called “fiduciary rule” 
affecting the retail financial services 
industry has been delayed. Details 
are on page 3.

If you have questions about your 
investments, please bring them to us. 
Put our expertise to work for you.
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Insurance . . . continued

The Dodd-Frank legislation, enacted 
after the meltdown in the financial 
services industry in 2008, required 
the Securities and Exchange 
Commission to study the pros 
and cons of putting all investment 
advisors on a “fiduciary” standard. 
What does that mean?

Whenever a financial professional 
provides investment advice, one of 
two different standards applies:

1. whether the recommendation is 
“suitable” for the client; or

2. the recommendation is in the 
client’s best interest.

To the layman, the difference in these 
two statements may not seem like 
much. To lawyers and regulators, 
there is a world of difference. 
Standard 1 has been in general use 
among brokers. Standard 2 is the 
“fiduciary” standard, and it applies to 
Registered Investment Advisors and 
to fee-only financial planners. 

The SEC never reached a final 
conclusion. But in the meantime, 
the Department of Labor got into 
the picture with a ruling of its own. 
The DOL decreed that Standard 2, 
the fiduciary standard, would apply 
whenever investment advice was 
provided with respect to qualified 
retirement assets, including IRAs and 
IRA rollovers. The SEC may yet speak 
on the subject later this year, which 
might affect investors with taxable 
investment portfolios (even if those 
portfolios are intended  
for retirement).

Practical  
ramifications

Resistance to 
the rule change 
largely comes 
down to the 
question of 

compliance. It is far easier to prove 
objectively that an investment is 
“suitable” for an investor than it is to 
prove that it is in the same investor’s 
“best interest.” The additional 
paperwork and compliance costs 
have been estimated to run to  
$2.4 billion annually. 

That can be too big a burden for 
smaller brokerage firms. According to 
The Motley Fool, the United Kingdom 
passed similar rules in 2011. Since 
then, the number of financial advisors 
has fallen by 22.5%.

Another important issue is that the 
compensation of the advisor may 
be affected. If the advisor is paid 
commissions, a disclosure agreement 
will be required, called a Best Interest 
Contract Exemption. It will lay out the 
compensation procedures in detail, 
so as to assist the investor in making 
an informed decision. 

The delay

The Department of Labor rule was 
slated to begin taking effect on April 
10, 2017, and to be phased in fully 
by January 1, 2018. However, on 
February 3, 2017, President Trump 
ordered the DOL to reconsider 
the costs and benefits of the 
fiduciary rule. That review will delay 
implementation, and it could result in  
 

modification or complete elimination 
of the requirement. 

On the other hand, many financial 
services companies had their 
strategies for meeting the DOL 
requirements well under way.  
They may decide to continue with 
those programs.

The “fiduciary rule” is delayed

What would not be covered 
by the “fiduciary rule”

▲ Ordinary after-tax brokerage 
accounts are not affected, even 
if the account owner expects to 
use the money for retirement. For 
individuals, only IRAs and IRA 
rollovers would be subject to  
the rule.

▲ If a customer takes the 
initiative, and calls to request 
a specific financial product or 
investment, that transaction will 
not constitute “financial advice” 
and would not be covered by the 
fiduciary rule.

▲ General financial education 
(such as this newsletter) as 
well as general advice based 
upon a person’s age or income 
will similarly not be considered 
financial advice.

NEW RULE
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Americans not protecting their income against disability

The long and short of it

There are two distinct types of 
disability insurance policies, aimed 
at two phases of income protection. 
First, there’s the short-term, in which 
80% of gross income is replaced for 
a limited period of time. The duration 
of such insurance may be as short 
as 60 days or as long as 180 days. 
The insurance “kicks in” after an 
elimination period, typically one or 
two weeks. Recovery from surgery 
or an accident may be handled by a 
short-term policy.

After 180 days, a long-term 
disability policy takes over. These 
policies typically replace only 60% 
of one’s salary, often up to a limit 
of $5,000 per month. The benefit 
continues so long as the disability 
does. If recovery from a car accident 
takes a year, the long-term policy 
replaces the income in months six 
through 12. If the disability is the 
result of a degenerative disease, 

the replacement income continues, 
usually to age 65. 

In most cases, once one is able 
to return to work the income 
replacement ends. What if one 
can do some work, but not at one’s 
profession? It is possible to purchase 
“own-occupation” coverage, which 
is recommended for those in highly 
skilled professions.

Costs

Some employers provide disability 
insurance to their employees, or 
offer it to them on a group basis. 
Understanding what is available 
from the employer is the first step 
in evaluating adequacy of coverage. 
If the employer allows employees 
to purchase additional coverage, 
this is often the most cost-effective 
solution.

As with any insurance, policies 
with the most generous benefits 

will have the highest premiums. 
“Own-occupation” insurance will be 
more expensive. Longer elimination 
periods, shorter coverage durations, 
and lower benefit amounts are steps 
toward lowering premium costs. 
One rule of thumb is that disability 
coverage should cost about 3% of 
one’s gross income.

Premiums for women tend to be 
higher than premiums for men, 
because women live longer and 
have a record of more claims. It is 
possible to obtain a policy that is not 
cancelable and has its premium fixed 
for the duration of the coverage.

Social Security  
disability payments

The disability benefits from Social 
Security should be considered 
a safety net, not an adequate 
replacement income. The amount 
of the benefit is linked to the work 
record of the individual. It’s estimated 
that a younger disabled worker, for 
example, may expect only $700 
per month from the Social Security 
Administration.

Look at the whole picture

Personal savings also will play a 
role in evaluating one’s insurance 
needs. One who has been able to 
accumulate a larger portfolio that 
may be tapped in the event of an 
emergency may be able to handle 
longer periods without a regular 
income.

Building your portfolio and providing 
trusted advice for your investments 
is where we come in. Unsure of your 
financial plans? We will be pleased 
to offer our informed perspectives on 
your unique situation. Call on us!
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unable to work, being a victim of credit card loss, and, well down in importance, 
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