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THE FINANCIAL
INDUSTRY’S
CHANGING
LANDSCAPE

S

ince the financial crisis of 2008, political
and legislative representatives have
focused more attention on the nature of
the relationship between investment advisors
and clients, and the standards which govern
that relationship. To know the significance
of the regulatory dialog, it’s important to
understand the difference in approach and
philosophy that exists now among practitioners
in the financial services industry.

The two standards of care in the investment
industry

Broker-dealer client relationships exist
under what’s called the suitability standard,
which only requires that a broker–dealer
representative sell their clients “suitable”
products. Rather than making the client’s
interests central to every recommendation,
the suitability standard only details that the
broker-dealer has to reasonably believe that
any recommendations made are suitable
for clients. Analyzing investment fees and
commissions is not a requirement under this
standard, and conflicts of interest often exist
in the form of hidden compensation from
investment products to brokers who sell them.
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Many times these conflicts go undisclosed
to clients who are being sold these products.
This approach is often transactional in nature,
product driven, and as long as an investment
seems reasonable in and of itself, it can be
bolted in to a client’s portfolio without regard
to its competitiveness, cost structure, or
appropriateness in the client’s overall financial
picture. The broker-dealer representative is
free to act merely as a connector of people and
products.
Registered Investment Advisors (RIAs) are
held to the fiduciary standard. A fiduciary
is required by law to act in the best interest
of the client at all times. An advisor acting
in a fiduciary capacity must make his or her
interests secondary to that of the client. Under
this standard, an advisor must take all factors
into account when analyzing investments, and
must make choices and recommendations
with only the client’s interests in mind.
Acting in a fiduciary capacity means doing
thoughtful analysis, and taking a longterm view of a client’s short- and long-term
needs. Compensation is typically much more
transparent, and conflicts, should they exist,
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must be disclosed. This deeper analysis, and
the focus on the client’s overall needs, creates
a much different dynamic between the advisor
and those they serve. RIAs are required to
make recommendations to their clients that are
free from conflicts of interest.
Understanding this, the direction that regulators
seem to be taking comes more sharply into
focus. The aftermath of the financial crisis has
[Continued on page 2]
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[Changing landscape - continued from
cover]
led to a re-evaluation of the financial industry,
scrutiny of how financial advice is given and
how practitioners in the investment industry are
compensated.

The regulatory environment

Many legislators at the federal, state and local
levels are indicating that they’d like to see
action taken toward a more uniform standard,
with a desire to see investors protected by
the fiduciary standard. This movement was
punctuated most recently by New York City
Comptroller Scott Stringer’s proposal to require
all financial advisors operating in the State
of New York to clearly disclose to clients and
prospective clients whether they are acting as
fiduciaries.1
Stringer’s proposal would require a broker
who isn’t subject to fiduciary duty to tell current
and prospective clients, both orally and in
writing, that “I am not a fiduciary.” In addition,
the broker would need to disclose that “I am
not required to act in your best interests, and
am allowed to recommend investments that
may earn higher fees for me or my firm, even
if those investments may not have the best
combination of fees, risks and expected returns
for you.”
Mary Jo White, chair of the Securities and
Exchange Commission (SEC), which oversees
the key participants in the securities sector,
including securities exchanges, securities
broker-dealers and investment advisors, is now
talking about a uniform standard of conduct
“in the very near term.” The SEC’s Investor
Advisory Committee, created by the DoddFrank Act, and formed to advise the SEC
in its duty to protect investors, has come to
some pointed conclusions: “Investors may be
harmed if they choose a financial adviser under
a mistaken belief that the financial adviser is
required to act in their best interest when that
is not the case, receive recommendations that
comply with a suitability standard but carry
additional costs or risks without affording
additional benefits, or fail to receive the ongoing account supervision that they expect
based on the manner in which brokers’
advisory services are sometimes marketed.2
“Although they are more subtle and more
difficult to measure than the harm that results
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independent financial advice. This issue
is being addressed now.

from outright fraud, these types of harm can
nonetheless have a significant impact on
investors’ financial well-being. Despite the
difficulty of quantification, the Committee
believes it is essential that the economic
analysis currently being undertaken by the
Commission acknowledges both the existence
and importance of investor harms of this type
that can result from advice delivered under a
suitability standard.“
Their recommendation: “The Investor
Advisory Committee believes that personalized
investment advice to retail customers should
be governed by a fiduciary duty, regardless
of whether that advice is provided by an
investment adviser or a broker-dealer. The
Committee further believes that the fiduciary
duty for investment advice should include, first
and foremost, an enforceable, principles-based
obligation to act in the best interest of the
customer.”
The Department of Labor is the government
agency that oversees retirement and pension
plan administration. The agency is reproposing rules and guidance, and possibly
expanding the guidelines for which services
and providers will need to operate, under the
fiduciary standard.

• Interest groups, particularly the largest
broker-dealer firms, will likely have a fair
amount of influence on the political and
legislative process that shapes the final
outcome. There can be no certainty of
exactly what will be implemented, or to
whom any new rules might apply.
Even with these factors in mind, it seems
likely that regulatory emphasis on investor
protection will lead to positive changes in
the industry.

What does the fiduciary standard of care mean to
you?

Directors and officers of nonprofit and
community-based organizations are considered
fiduciaries, or persons of trust, with the power
and obligation to act with total trust, good faith
and honesty on behalf of their organization.
According to The Law Project and the National
Council of Nonprofits there are three duties
that typically apply to nonprofit fiduciaries3:
1

Factors that may influence the regulator outcome

The industry and the regulations governing it
are clearly moving toward a standard of putting
clients’ interests first and rightly so. As the
movement grows, there are some important
factors that will affect the outcome:
• The shift to an industry-wide fiduciary
standard will require broker-dealers, who
often operate primarily as sales outlets
for investment products, to significantly
change their business models and more
importantly, their culture. While some
changes have occurred among brokerdealers, it is not realistic to expect a
sales-driven culture to quickly adopt the
fiduciary standard in a meaningful way.
• Regulators must consider whether
changes that require a blanket fiduciary
standard will have any negative or
unintended consequences. Early
language under consideration by the
Department of Labor may have made
it much more difficult for participants
in employer retirement plans to seek

Duty of care. The duty of care includes

obligations to be informed, attentive
and always act in a manner that the
officer or director reasonably believes is
in the best interest of the organization.
Typically, that means decisions must be
made with requisite care.
In satisfying its duty of care, a board
should advise itself of all material
information reasonably available to it,
implement a decision-making process
that allows members to carefully
consider that information and all
reasonable alternatives, and where
appropriate, seek advice from relevant
industry advisors. It is also important
to maintain complete records of board
deliberations.

2

Duty of loyalty. The duty of loyalty

requires each director and officer to act
in good faith and in a manner that the
individual reasonably believes to be in
the best interests of the organization.
Directors and officers must put private
interests aside, and avoid any selfdealing or conflicts of interest.
Leaders of nonprofits may be
personally liable if they act based on
their own self-interest in a way that
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does not serve the organization’s
interests first and foremost.
3

Duty of Obedience. The duty of

obedience requires the directors and
officers of a nonprofit or communitybased organization to carry out
the mission of the organization, as
expressed in its governing legal
documents.

How can a fiduciary investment advisor help?

When working with an RIA, trustees should
expect to have a fiduciary partner who is

focused on the needs of their organization,
and is held to the same high standard of care
as they are. An investment advisor acting
in a fiduciary capacity must be thorough in
their approach to evaluating an organization’s
needs, deliberative in evaluating investment
options and portfolio design, and diligent in
creating and following defined processes and
procedures that will support trustees in fulfilling
their fiduciary duties.

their investment advisor are critical for longterm success in the nonprofit sector.

Well-defined and documented processes,
strong communication and alignment of goals
and purpose between the organization and

We’d love to hear from you!

If you have questions, or would like to talk
about how Fragasso Nonprofit Investment
Advisors can partner with you, please contact
Dotti Bechtol, fiduciary asset business
development officer, at 412-227-3208 or
Gregg Daily, manager, institutional investment
accounts at 412-227-3213.

1 - Jason Zweig, “New York City Comptroller to Call for New Fiduciary Disclosures by Brokers,” Wall Street Journal, March 24, 2015, http://www.wsj.com/articles/
new-york-city-comptroller-to-call-for-new-fiduciary-disclosures-by-brokers-1427232590
2 - “Recommendation of the Investor Advisory Committee Broker-Dealer Fiduciary Duty,” SEC, http://www.sec.gov/spotlight/investor-advisory-committee-2012/
fiduciary-duty-recommendation-2013.pdf
3 - Gregory F. Pesce and Neal Paul Donnelly, “Fiduciary Duties of Directors and Officers of Distressed Nonprofit.” The Law Project, July 2013, http://www.
thelawproject.org/wp-content/uploads/2010/03/FiduciaryDuties-NFPdistress-2.pdf
“Board Roles and Responsibilities,” National Council of Nonprofits, https://www.councilofnonprofits.org/tools-resources/board-roles-and-responsibilities
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FIVE TIPS FOR DONORS CONSIDERING A CONTRIBUTION
Gregg Daily, AIF®
Manager, Institutional Investment Accounts

P

ittsburgh can boast nonprofit donations
in this region totaling $4.5 million,
surpassing the national average by
nearly $1 million, in 2010, according to Charity
Navigator and reported by Pittsburgh Magazine
on Sept. 26, 2011. And that was in a recession!
It’s no surprise then that philanthropy plays a
big part in the lives of so many of our clients
and our staff at Fragasso. With so many great
organizations and causes in our area, not to
mention nationally and internationally, making
the decision on what and who to support can at
times seem overwhelming.

connection to who or what you support
is personal, it creates a feeling of
having a stake in the outcome, a sense
of being “all in this together.”
2

In our experience, there are five key points to
consider when evaluating a nonprofit for your
donation:

1

4

What are you passionate about?

What causes speak to you personally?
It’s fair to say that there are two parts
to every gift or act of generosity.
There’s the good that it does for
the people, organization, or cause
you’re supporting, and there’s the
fulfillment that comes from having done
something that benefits someone or
something you care about. When your

Are the causes that grab your attention
local, grass roots, or much larger in scale?

There are big differences in what a
grass roots organization may need
versus a large national or multi-national
charitable organization. If you wish
to feed hungry children for example,
then your next question to yourself is
where? Do you want to support the
cause from a global perspective, or
help someone do that closer to where
you live? There are many things that a
larger organization can do particularly
well. But it’s worth knowing who is
doing good things in your community
that may align with your passions, and
how much impact your assistance can
have on smaller organizations. It’s
also important to understand that larger
organizations may be much more
sustainable long term, and smaller
entities may have a harder time with
sustainability.

In the work we do helping clients plan their
financial lives and manage wealth, our process
focuses on the unique priorities each client has
for reaching their desired outcomes. Part of
this process involves evaluating how to make
the most impact with a client’s philanthropic
endeavors. The key is to maximize the
efficiency and effectiveness of every dollar.

3

focused on a specific area? Is the
organization faith-based or secular,
and is that important to you? Don’t
be afraid to reach out to an executive
director or development director. They
should be ready and able to talk to
you about who and what they are
as an organization, as well as what
support they need to help them serve
their mission. Do they have a wellrounded board with appropriate skill
sets, and knowledgeable staff? Are
there other organizations that support a
similar mission, and is there significant
overlap between the services those
organizations provide?

Do your homework.

Start with a visit to an organization’s
website. You should be able to
learn more about the mission of the
organization, what they are supporting
and how, and what type of support they
may need.
Is their work broad-based or more

4

Use on-line, independent resources to
understand the financial health of an
organization.

Look for their 990 filing through a
resource like Guidestar. Research
their financial health rating on Charity
Navigator. Locally, The Pittsburgh
Foundation, during its annual Day of
Giving, provides 990s on their website
for all participating organizations. You
want to look for what assets they have
and how they are used and decide if
they are good stewards of their capital.
How much of what is given to them
goes toward operating the organization,
and how much goes toward the
programs that support their mission?
Do they talk about sustainability, and
does it seem to be a genuine priority?
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PARTNER PROFILE:
ACOUSTICAL SOCIETY OF AMERICA
Dotti Bechtol
Fiduciary Asset Business Development Officer
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What is the right financial strategy for your
philanthropic efforts?

While you may be worried about the
sustainability of an organization over
the long term, we need to make sure
you and your family are financially
sustained as well. How should your
philanthropy fit in with your overall
estate plan? The foundation of estate
planning is to think through who
(personally) or what (organizationally)
should receive money, and when and
how they should receive it. How much
can you, or should you, give away while
you’re alive? How should assets be
handled by your estate? What role will
taxes play?
There is not necessarily a right or wrong way to
be philanthropic, but there can be an informed
and uninformed way of going about it. We
feel that if you start with these steps, you’ll
be better equipped to make more informed
decisions, and feel good about your choices
well into the future.

A

coustical Society of America
(ASA) joined Fragasso as a
nonprofit client in 2014. Since
its organization in 1929, the ASA has
grown steadily in membership and
stature. It is primarily a voluntary
organization and attracts the
interest, commitment and service
of a large number of professionals.
Their contributions in the formation,
guidance, administration and
development of the ASA are largely
responsible for its world-wide
preeminence in the field of acoustics. At
this time, about 7,000 men and women
who work in acoustics throughout
the U.S. and abroad belong to this
prestigious organization.
A variety of fields related to sound are
represented in ASA including physics,
engineering, oceanography, biomedical acoustics, biology, physiology,
psychology, architecture, noise control,
animal bioacoustics, vibration, speech
communication and musical acoustics.
This diversity, along with the opportunities provided for the exchange of
knowledge and points of view, has
become one of ASA’s unique and
strongest assets.

Technical tours to Pittsburgh venues related
to acoustics have been planned, as well as
demonstration sessions for local high school
students and Girl Scouts.
ASA sponsors a program of awards,
scholarships, fellowships, grants and prizes
for students and established professionals.
These include a fellowship for early-career
acousticians, a scholarship for graduate
students studying topics in speech and a
minority fellowship for graduate-level study in
any acoustics discipline among others. ASA
provides travel support to students to attend
ASA meetings and has also been a sponsor
of awards at the annual INTEL International
Science and Engineering Fair for high school
students since 1978. Science Writing Awards
are also offered to acoustics professionals and
journalists.
Fragasso Financial Advisors is proud to have
been selected by ASA to help fulfill their
mission and goals.

The ASA is also involved in the
development of acoustical standards
concerned with terminology,
measurement procedures and criteria
for determining the effects of noise and
vibration. ASA’s spring 2015 meeting
will be held in Pittsburgh in mid-May.
Over 950 papers will be presented on a
broad range of topics related to sound.
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THE IMPORTANCE OF DAYS OF GIVING IN OUR REGION
Dotti Bechtol
Fiduciary Asset Business Development Officer

P

ittsburgh has one of the highest
concentrations of nonprofits in the
nation. Nonprofits provide vital services
to communities and are especially important
in tough economic times. They exist because
our governments cannot provide all the
services that we need, hope for and expect.
In Pennsylvania, nonprofits employ 776,258
people and in 2012, paid $36.2 billion in
wages. Nationally, nonprofits account for
more than 10 percent of all jobs; one in ten
employees work in the nonprofit sector1.
Pittsburgh also has one of the oldest
community foundations in the country
that helps connect donors to nonprofits
and nonprofits to donors and funds. The
Pittsburgh Foundation was the third community
foundation in the nation to organize a
fundraising competition, which they began in
2009, called Day of Giving. Day of Giving
is now celebrated nationally; the day is a
fundraising event hosted by local community
foundations. The events last anywhere from
a few hours to a few days, depending on how
long matching funds last. Day of Giving is a
powerful online fundraising competition, similar
to crowd funding, that unites a community
around local causes and raises money through
a single online donation platform. These
fundraising days are now organized in over
100 communities throughout the U.S. A Giving
Day is a great way to build support for charities
in the community, connect donors to local
nonprofits, build new relationships and grow a
nonprofit’s network.

6

How does Day of Giving do in Pittsburgh?

The reaction has been overwhelming for our
philanthropic-oriented region. Last year, over
13,841 donors made contributions in Allegheny,
Westmoreland, and Butler Counties totaling
$5,727,000, according to The Pittsburgh
Foundation 2014 Day of Giving Final Results.
The Pittsburgh Foundation, as a result of its
work to find matching funds, matched 17.8
cents on each dollar. Since the 2009 inception
in Pittsburgh, over $30 million has been
raised2! The organization receiving the most
funds received over $167,000, which is quite a
boost for a local charity.
As a result of the success here, The Pittsburgh
Foundation has modified the original idea for
2015. They have lowered the matching funds
from $10,000 per organization to $1,000 per
individual per organization and are hosting
multiple days of giving throughout the year that
are issue-based and organized around the
needs of the communities. For example, in
December a Pennsylvania legislative change
impacted homeless shelters throughout our
region. The Pittsburgh Foundation hosted a
day of giving specifically for homeless shelters
in December. This allows them to focus
fundraising activities on a cause that has an
immediate need.

What does this mean to our region?

It’s a huge consideration when Pittsburgh
is recognized as a best place to live by The
Economist, to retire by Forbes and to visit
by The Travel Channel3. It helps make the
region a great place for your family, at all ages.

Our city’s philanthropy is just another way
of showcasing the great place the city has
become. At Fragasso Financial Advisors, we
partner with nonprofits to help them meet the
goals of their mission, while protecting and
growing their capital. We also work with our
individual clients on their philanthropic legacy.
If you’d like more information, please contact
me at 412-227-3208 or
dbechtol@fragassoadvisors.com.

1 - Natasha Lindstrom, “Nonprofit sector grows into
powerful national player,” TribLive News, December 25,
2014, http://triblive.com/news/allegheny/7358886-74/
nonprofit-nonprofits-data#axzz3XIMQgpV6
2 - The Pittsburgh Foundation, https://www.
pittsburghfoundation.org/node/27531
3 - The Economist’s Intelligence Unit livability survey
ranked Pittsburgh as the most livable location in the
Continental U.S. in 2014, Forbes 25 Best Places to Retire
in 2014 and The Travel Channel’s Best All American
Vacations list 2014
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WHY CORPORATE GOVERNANCE MATTERS
Lisa Brignoni, CFA
Director of Portfolio Management

C

orporate scandals are unfortunately
not uncommon these days. Whether
they are the missteps of a top executive
on social media or a blatant transgression
while on the job, the actions of corporate
managers can have lasting negative
impacts on the company’s long-term ability
to generate earnings and thus negatively
affect shareholders. Controlling the personal
behavior of highly visible executives is
challenging. But a strong corporate governance
policy can help mitigate that risk by better
managing the actions they take on behalf of
the corporation.
What are the elements of a strong corporate
governance policy? Strong corporate
governance achieves two goals:

• Transparency of information.
• Alignment of managers’ interests with
those of the shareholders.

Transparency is highly important and refers
to the availability of financial information and
other information relevant to the business that
allows investors to make sound decisions.
Aligning managers’ interests with those of the
shareholders is equally important but a bit
trickier to implement. While we like to think
that all managers will work in the best interests
of the company, the structure of compensation
arrangements can affect behavior with too little
or too much dependence on performancebased pay having a negative impact. Too
little dependence may make a manager
indifferent to the company’s performance and
complacent, while too much dependence

can encourage a manager to take on riskier
projects in hopes of greater earnings potential.
Why should nonprofits care about corporate
governance policy? Understanding the
benefits will provide greater insights into a
company that can help nonprofit organizations
make better investment decisions.

• Corporations with strong corporate

governance policies have been linked
to better performance. The rationale
being that companies that appropriately
incentivize managers and provide full and
fair disclosures also make appropriate
business decisions that increase earnings
without adding too much risk 1.

• Socially responsible investors who rely

upon criteria other than financial metrics
to make investment decisions benefit. A
board of directors with a strong system
of checks and balances is less likely
to deviate from its stated mission and
is prepared to provide the information
these investors need to understand the
company’s social and environmental
policies.

• While institutional investors have more

resources and expertise to actively
participate in board decisions and
influence policy, there is no guarantee that
these larger investors will act in the best
interest of all other shareholders.
Investing in emerging markets comes with
an added risk premium due to increased
political risk and a less developed
institutional framework to regulate

securities transactions. Companies in
these markets that take the initiative
to self-regulate and provide full and
fair disclosures are more favorable
investments than those with weak
governance policies.

• Understanding the foundation of a strong
corporate governance policy can assist
nonprofits managing their own boards of
directors.

Fragasso has dedicated financial advisors that
understand these implications and can guide
you towards an investment policy that is suited
to your organization.
Responsible Investing does not have to be an
“all or nothing” strategy. Investors can choose
both the core values on which their portfolio
is based as well as the degree to which
these core values are utilized. As this niche
of investment strategy evolves, it is important
to us at Fragasso Financial Advisors to
continuously educate ourselves on how we
construct personalized portfolios with solid
performance for all investors. We recognize
a growing need to pro-actively address the
concerns of the socially responsible investor
as this niche of investment strategy evolves.
If you want to learn more about socially
responsible investing, give us a call.
1 - Kowalewski, O. Kozminski University. (2012). Does
Corporate Governance Determine Corporate Performance
and Dividends During Financial Crisis: Evidence from
Poland.
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FRAGASSO IN THE COMMUNITY

Gregg Daily, Dotti Bechtol and Chuck Mattiucci

Dotti Bechtol

On March 2 Homeless Children’s Education Fund held their annual
Champions for Children event. Fragasso is a proud sponsor of this
event that helps provide vital funds to HCEF to continue significant work
in 27 homeless agencies across Allegheny County. This year Scott and
Sue Lammie were honored for their commitment and support of HCEF’s
mission through the years.

Dotti Bechtol was proud to participate in the Pittsburgh Business
Times Bizwomen Mentoring Monday event on March 30. The
event offered attendees the opportunity to choose from 40
mentors who are the most influential women in the community for
one-on-one coaching sessions for seven minute conversations.

advisor.
8Investment advice offered through Fragasso Financial Advisors, a registered investment
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