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BEACON’S SERVICE-BRIEF SERIES 

 

C H A R T I N G   T H E   C O U R S E 

Special Series of Briefs About Beacon’s Client Services 

B eacon’s booklet 
Balanced, Global 

Portfolios Using Mutual 
Funds sets out to make the 
case for our specific method 
of building our clients’ 
portfolios by joining together 
the unique needs of the client 
and his or her family to our 
capital-markets expectations.  
It closes with “Why Mutual 
Funds?” Herein we quote 
ourselves from p. 18: 
 

“In using mutual funds 
Beacon is able to select 

world-class partners in the 
joint duty of managing our 

clients’ money.  Beacon 
concentrates on the asset 
allocation (mix) decision 

and sub-contracts the 
duties of security and 
currency selection to 

partners that range from 
global giants to specialty 

boutiques—all handpicked 
by Beacon to play a key 

role in clients’ portfolios.  In 
addition, mutual fund 

supermarket powerhouses 
like Schwab Institutional 
enable Beacon and our 

clients to enjoy substantial 
economies of scale in asset 

trading and custodial 
services.  Beacon’s clients 

are considered ‘institutional 
clients’ with these partners, 

and we believe strongly 
that the combined breadth 
available from this method 
of building balanced, global 
portfolios is unmatched by 

any single service 
provider.” 

Consistent with our 
continued efforts to provide 
full disclosure to our clients 
about our business 
practices, Beacon offers this 
article to “pull the curtain” 
on the costs associated with 
our approach.  In addition, 
we seek to further 
illuminate our clients’ 
understanding about what 
services our partners 
provide. 
 

BEACON 
Perhaps best understood by 
clients are Beacon’s fees.  
As a fee-only™ advisor, we 
are paid a fee directly from 
each client, and we receive 
no additional remuneration 
from 3rd parties.  Our 
services include investment 
management for all our 
clients, priced via an asset-
based, sliding-scale as 
follows: 

 $1MM & less, 1.0% 

 $1MM-$2MM, 0.75% 

 $2MM & up, 0.50%                                
 
 

We also provide value-
added financial planning 
services to most of our 
clients (Beacon does not 
provide exclusively financial 
planning-only services).   
 
As our Brochure (Form 
ADV) with the SEC states, 
dual service clients receive 
a blended-fee.  In recent 
years, clients paid Beacon 
an average blended fee for 
investment management 
and financial planning 
services of 0.60% of their 
investment portfolio total.  
This was the “average fee-
dollar” paid as each client’s 
individual fee varied per the 
size of their investment 
portfolio or the complexity 
of the financial planning 
issues we jointly tackled. 
 

CORE MUTUAL FUNDS 
As a balanced, global 
portfolio manager, Beacon’s 
approach is to diversify our 
clients among multiple 
asset classes (stocks, bonds, 
cash etc.) and geographical 

regions (US, non-US, etc.) 
using no-load mutual funds.   
Most of the “core” mutual 
funds we use are institutional 
share classes not available to 
retail shareholders.  The 
institutional share funds, for 
example, don’t market to 
“the masses” and save 
considerable costs in the 
process.  This pricing 
structure is attractive to 
Beacon’s clients because 
investment returns are 
enhanced with lower costs. 
 
With data from Morningstar, 
Beacon is able to 
approximate our clients’ total 
costs in owning our core  
mutual funds—called 
operating expense ratios 
(OER)—and compare with the 
“average” mutual funds.  As 
the page 2 chart depicts, 
Beacon’s core funds are 
much less expensive to own 
than the average 

(comparable) funds in the 
Morningstar database.  For 
example, Dodge & Cox Stock 
has an OER of 0.52% 
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Balanced, Global Portfolios Using Mutual Funds: Total Costs 

WHAT DOES IT ‘COST’ TO WORK WITH BEACON?  Our Value Proposition! 

http://www.bfaltd.com/files/Balanced%20Global%20Portfolios%20Using%20Mutual%20Funds_2013.pdf
http://www.bfaltd.com/files/Balanced%20Global%20Portfolios%20Using%20Mutual%20Funds_2013.pdf
http://www.bfaltd.com/files/Balanced%20Global%20Portfolios%20Using%20Mutual%20Funds_2013.pdf
http://www.bfaltd.com/files/Beacons%20ADV%20Part%202A%20BROCHURE_Part%202B%20SUPPLEMENT_Updated%20March%202015.pdf
http://www.bfaltd.com/files/Beacons%20ADV%20Part%202A%20BROCHURE_Part%202B%20SUPPLEMENT_Updated%20March%202015.pdf
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compared to the average US 
large cap stock fund’s OER of 
1.50%.  In total, the total OER 
for one of Beacon’s balanced, 
global portfolios is about 
0.54%—–almost 100 basis 
points less than the 
Morningstar “international 
hybrid” fund category. 
 
Now that we’ve established 
Beacon’s core funds have 
lower OER’s than comparable 
peers, lets consider what 
services our clients get for 
the 0.54% paid to the funds 
(an “indirect” cost to clients 
since the OER is netted from 
returns).  Beacon is indebted 
to Price Waterhouse’s 
Investment Industry Service 
Group for this data.  Funds 
provide the following services 
for the OER, all required by 
the Investment Company Act 
of 1940 and the US Securities 
and Exchange Commission: 

 Investment research, 
management & trading 
services by advisors and 
sub-advisors. 

 Independent directors 
and/or trustees. 

 Distribution (see Schwab 
costs) 

 Custodial Services. 

 Transfer Agent and 
Shareholder Services. 

 
 Internal and Independent 

Accountants 

 Outside Legal Counsel for 
contracts. 

Each fund’s prospectus has 
a listing of the fund’s annual 
operating expenses, 
including financial highlights 
and footnotes.  In summary, 
an institutional mutual fund 
complex can provide these 
required services with an 
economy-of-scale that no 
individual could approach. 
 

SCHWAB               
INSTITUTIONAL 

Our 3rd partner in providing 
investment management 
services to our clients is 
Schwab Institutional (“SI“).  
Since Beacon is a fee-only™ 
advisor,  and because we 
use exclusively no-load 
mutual funds, it is 
appropriate to explore how 
SI is paid, and look at the 
services they provide to 
Beacon and our clients.  SI 
is our preferred partner for 
asset custody and trading 
services.  However, unlike 
Schwab’s retail operation 
wherein each 
accountholder is the client, 
with SI the client is Beacon 
and our clients have very 
little direct interface with SI 

apart from statement 
mailings, etc.  Nonetheless, 
behind the scenes SI plays 
an important role for 
Beacon  as we deliver client 
services.  Here are just a 
few key services or roles SI 
plays for us: 

 Electronic interface to 
Beacon’s software for 
trading, asset pricing and 
income distributions, 
account reconciliation, 
etc. 

 Institutional trading. 

 Institutional service 
group for client account 
paperwork. 

 Institutional pricing for 
trading and mutual fund 
pricing and purchases, 
including Schwab’s 
OneSource—no-load 
funds free of SI 
transaction fees 
(OneSource funds pay SI 
0.30% for distribution 
out of their own profit; 
over the past 12 months 
Beacon’s clients paid SI 6 
basis points in 
transactions fees to buy 
no-load funds that are 
not part of OneSource). 

 Availability of over 4,000 
mutual funds, including 
800-plus “institutional-
only” mutual funds. 

 Asset Protection 
Insurance, including 
Securities Protection 

($150MM above SIPC), 
Excess Securities Vault 
(fire/theft), Errors & 
Omissions (accidental 
mishaps), and Stock 
Brokers Blanket Bond 
(employee dishonesty, 
robbery, computer crime, 
etc.). 

 
Beacon values our client 
relationships, and we strive 
to provide value-added 
services for a competitive fee.  
Some of the alternatives and 
costs to our fee-only™  
investment management 
approach (excluding financial 
planning) include brokerage 
“wrap-fee” accounts, 
brokerage managed-mutual 
fund accounts, and hedge-
funds (typical costs range): 

 Wrap-fees, 2% to 3%. 

 Broker managed-mutual 
funds, 1.5% plus the fund 
operating expenses, 
totaling over 3%. 

 Hedge Funds, 2% (to 3%) 
of assets (minimum) plus 
20% (to 30%) of profits. 

In comparison to the 
aforementioned alternatives, 
none of which provide the 
Beacon-like, value-added 
financial planning services, 
we compare favorably.   
 
A new alternative has 
emerged called Robo-
Advisors, a “financial 
advisor” that provides online 
portfolio management with 
minimal (or no) human 
intervention. Robo’s use  
ETF’s (Exchange Traded 
Funds, a security tracking a 
passive index).  The ETF’s 
have lower OER’s than 
Beacon’s mutual funds, and 
the Robo’s have lower fees 
than Beacon’s  fees.  So, 
excluding our value-added 
financial planning services, 
what is our investment value 
proposition?  Keep reading. 

Beacon’s Core Funds v. Morningstar Peers/Benchmarks 
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Christine Benz, Director of Personal Finance at Morningstar®, wrote on 9/2/15: When 
Active Management Isn’t Irrational: Defensible reasons to go active, along with some 
picks if you do. Benz begins by noting the criticism leveled at investors for acting 
irrationally, too often, and to their detriment.  She mitigates the charge by stating the 
mass shift of preference in recent years towards passive funds is rational rather than 
emotional—it is based on data.  After spilling some ink about the low “success rate” of 
active funds in beating low-expense index funds, she pivots as follows: “That said, there 
are some situations where investors could reasonably choose an active fund.  Here’s a 
discussion of some of those situations, as well as active funds that would fit in those 
cases.” (boldface by BEACON as Benz names several of BEACON’S long-time active mutual 
fund manager partners). 
http://news.morningstar.com/articlenet/article.aspx?id=713505 

 
MORNINGSTAR’S CHRISTINE BENZ’S REASONS TO GO ACTIVE: 

1. YOU’RE LOOKING FOR DOWNSIDE PROTECTION—”Because index-fund managers don’t have the option to 
hold cash or downplay unattractive pockets of the market, they 
can’t play defense on behalf of their investors...some actively 
managed funds have in fact distinguished themselves with 
conservative positioning and strong downside protection, and they 
may well do so going forward, too.  By smoothing out the bumps 
that can come along with making a pure investment in a market 
segment, as one does with index funds, many such funds can be easier to own as well.” Benz named 
TWEEDY, BROWNE GLOBAL VALUE (TBGVX), a long-time BEACON international stock manager selection. 

2. YOU DON’T LIKE THE INDEX’S CONSTRUCTION—here Benz discusses index funds, depending on their 
composition, often expose investors to parts of the market, or individual companies, that are overvalued—
sometimes very much so—and she reflects on past examples and current exposures as in the present case 
of fixed income Benz notes the Barclay’s Aggregate US Bond Index has “heavy 
government and quasi-government paper, as well as more sensitivity to 
interest-rate changes.”  Benz named both of BEACON’S long-time active US 
bond managers METROPOLITAN WEST TOTAL RETURN (MWTIX) and DODGE 
& COX INCOME (DODIX). 

3. A HIGH QUALITY MANAGER IS AVAILABLE FOR CHEAP—Benz observes that a few high quality active 
managers have expense ratios competitive with index 
funds.  Benz named BEACON’S long-time active US stock 
manager DODGE & COX STOCK (DODGX). 

 
BEACON’S KEY-ADDITIONAL REASON TO GO ACTIVE: (see Beacon’s Investing Style: Active v. Passive Compare/Contrast) 

4. OUR ACTIVE MANAGERS HAVE OUTPERFORMED PASSIVE INDEXES—BEACON has some solid, 
independent support for our contention that we have historically been able to identify and deploy active 
managers that have added-value, that is, produced better results than passive indexes, over full-market 

cycles.  In most cases, this has resulted in 
greater ending (terminal) wealth for fund 
shareholders.  Of course, we need to stipulate 
the ubiquitous warning past performance is no 
guarantee of future results before we review 
the evidence on the following pages.  We 
contend that BEACON’S overall client delivery 
of investment management with financial 
advisory services represents a value proposition 
compared even to low-cost Robo-Advisors.   

Established in 1930 

http://news.morningstar.com/articlenet/article.aspx?id=713505
http://www.bfaltd.com/files/ACTIVE%20and%20PASSIVE%20INVESTING%20THE%20GREAT%20DEBATE%20v3%20September%202015.pdf
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STOCK FUND PARTNERS (a sampling...Ctrl + click on LOGO to visit fund website) 

Tweedy, Browne was founded in 1920 just before the Great 
Depression.  As of December 31, 2015, the current Managing Directors 
and retired principals and their families, as well as employees of 
Tweedy, Browne had more than $887.9 million in portfolios combined 
with or similar to Beacon’s clients—eating their own cooking!  Beacon’s 
clients are invested in TBGVX—with an inception of June 1993—and an 
historical annual total return of 9.78% compared to 5.42% for the 
benchmark MSCI-EAFE Index.  A “key” to such a substantial total return 
advantage?—a time-tested investment discipline of preserving capital 
during periods stocks are misbehaving. 

Established in 1930 

Dodge & Cox was founded in 1930 during the Great Depression. 
Ownership is limited to active employees of the firm, and the stable 
roster of investment professionals mostly have spent their entire 
careers there.  Beacon’s clients are invested in stock funds DODGX (US) 
and DODFX (International).  DODGX has returned nearly 2%/year more 
than the benchmark S&P 500 Index in the 20 years ended 12/31/15, 
while DODFX has returned nearly 3%/year more than the benchmark 
MSCI EAFE Index since it’s inception 5/1/01.  D&C contends that the 
most compelling opportunities are often created by an overly 
pessimistic consensus among other investors.  We agree! 

Sequoia began in 1970 with Sequoia Fund (SEQUX).  In the 46 years 
through 2015 SEQUX underperformed the benchmark S&P 500 Index 
19 years (41% of the time), including the initial 4 years 1970-1973.  
There were also 4 instances in which SEQUX underperformed 2 
consecutive years.  Yet there were 7 years SEQUX significantly 
outperformed when the S&P 500 Index was losing big.  So, 41% of the 
time SEQUX underperformed the S&P 500 Index.  But, those key 
periods that  SEQUX preserved wealth when the index was losing big 
helped contribute to 3.26% excess annual return in SEQUX (14.01% vs. 
10.75%).   

Gabelli Asset Management began in 1976 as an institutional research 
firm led by Mario Gabelli, and began Gabelli Asset Fund (GABAX) in 
1986.  In the 30 years to 2015 GABAX underperformed (or matched) 
the benchmark S&P 500 Index 14 years (47% of the time), Yet there 
were several years GABAX significantly outperformed when the S&P 
500 Index was losing big.  So, 47% of the time SEQUX underperformed 
(or matched) the S&P 500 Index.  But, those key periods that  GABAX 
outperformed and/or preserved wealth when the index was losing big 
helped contribute to nearly 2%/year more than the benchmark S&P 
500 Index in the 30 years of the fund’s inception-to-date history. 

http://www.tweedy.com/
http://www.tweedy.com/
http://www.bfaltd.com/files/BEACON%20EATS%20OWN%20COOKING.pdf
https://www.dodgeandcox.com/index.asp
https://www.dodgeandcox.com/index.asp
http://www.sequoiafund.com/index.htm
http://www.sequoiafund.com/index.htm
http://www.gabelli.com/corporate/about_us.html
http://www.gabelli.com/corporate/about_us.html
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BOND FUND PARTNERS (a sampling...Ctrl + click on LOGO to visit fund website) 

AllianceBernstein has a deep history of managing tax-exempt 
(municipal) fixed income portfolios. Beacon’s clients are invested in 
municipal funds ABTYX and ALTVX, high income and investment grade 
strategies respectively.   The U.S. municipal bond market has over 
50,000 different government or quasi-governmental entities issuing 
debt that is currently near $3.0 trillion.  New bond issues enter the 
municipal market every week, plus the secondary market—largely the 
domain of bond professionals—who actively trade to get the best buy-
and-sell prices.   From inception to 12/31/15 ABTYX and ALTVX have 
returned  7.81% and 6.19% per year versus the benchmark Barclays 
Municipal Bond Index’s 4.81%.  Active management in the municipal 
bond market is, Beacon believes, essential in a post-2008 world. 

Dodge & Cox was founded in 1930 during the Great Depression and 
began the Dodge & Cox Income (DODIX) fund in 1989 to give its 
shareholders a bond companion alongside their venerable Stock Fund 
(DODGX, see page 4).  The US federal government’s Treasury 
Department issues may types of bonds as do various government 
agencies.  The US corporate bond market is vast, and individual 
corporations often issue different types of bonds from the same 
company!  Then there is the collateralized-mortgage bond market, and 
the asset-backed bond market and on and on.  The bond market is a 
“game of inches” and Dodge & Cox has ably navigated the credit 
markets to return 5.68%/year from inception to 12/31/15 versus 5.34% 
for the unmanaged benchmark Barclays U.S. Aggregate Index. 

Established in 1930 

TCW MetWest, like Dodge & Cox (above) is one of Beacon’s bond 
managers and our clients own MetWest Total Return Bond (MWTIX).  
Professional bond research involves financial items or terms 
uncommon or unfamiliar to most individual investors; Macaulay 
duration, immunization, yield curve term structure, bullet-structure v. 
barbell-structure v. concentrated-structure, convexity, call provisions, 
collateral securitization provisions, indentures, etc.—just to name a 
few.  The “Total Return” in MWTIX means it’s not just yield that 
determines what you earn in bonds; as in stocks, yield can be more 
than offset by price declines.  A superior approach seeks total return, 
yield plus the change in principal value.  MWTIX’s 6.51%/year return 
since it’s 2000 inception outgained the Barclay’s index of 5.31%. 

N ow we’ve established we’ve historically been able to identify and deploy active managers that have 
added-value, that is, produced better results than passive indexes, over full-market cycles.  We now 

consider our comprehensive client counsel and services is a key component of What Makes Beacon 
Distinctive.  Unlike the fellow that knows the price of everything and the value of nothing, we want our 
clients to have full confidence that Beacon’s value proposition is worthy of their investment (see page 6). 

https://www.abglobal.com/home.htm#/
http://www.abglobal.com
https://www.dodgeandcox.com/index.asp
https://www.dodgeandcox.com/index.asp
https://www.tcw.com/
https://www.tcw.com/
http://www.bfaltd.com/files/WHAT%20MAKES%20BEACON%20DISTINCTIVE_EXCL%20TWR.pdf
http://www.bfaltd.com/files/WHAT%20MAKES%20BEACON%20DISTINCTIVE_EXCL%20TWR.pdf
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Your INTEGRATED Financial Life...Beacon’s Approach 

Cash Sources & Uses

Tax Planning (Income/Estate/Gift)

Retirement Planning

Education FundingLife Insurance (Capital Needs)

Salary Continuation (Disability)

Investment Policy Statement

Other Financial Decisions

YOUR FINANCIAL LIFE IS INTEGRATED...GOOD DECISIONS CONSIDER THE WHOLE 

“...your financial plan is not a 3-ring leather binder that gathers dust—it is a lifetime endeavor.” 

B EACON’S client service brief Your INTEGRATED Financial Life...Beacon’s Approach catalogs our process 
for client service delivery.  BEACON is distinctive in that we evaluate all the components of our clients’ 

financial lives because this framework allows for superior decision making.  This approach is rare in our 
industry.  Many firms focus only on investing (think Robo-Advisors) , while some include limited topics like 
risk profiling and retirement goal setting.  BEACON’S process is deliberative in that we order our service 
steps in a logical manner.  It is also iterative because we believe a client’s lifetime financial plan is attainable 
only if financial review is continuous and repetitive because the financial world is continuously changing.  For 
each client we preserve electronic records of current and past financial data organized so that we are always 
“up to date” on client profiles.  We obtain and maintain all pertinent client- records including tax returns, 
insurance policies, brokerage records, wills, trusts, and ancillary estate documents.  Our clients’ data are 
kept in our financial databases for instant access and retrieval.  BEACON’S client- contact process is 
distinctive in that were are the catalyst and initiator of client meetings and client communications, whereas 
most other firms are reactive or product- sales minded.  Our commitment to obtain and maintain ALL our 
clients’ financial data is quite distinctive, especially when compared and contrasted with Robo-Advisors.    

 

In summary, today’s Robo-Advisors have emerged and provide many investors with a low-fee turnkey 
investment solution to access the capital markets with passive index mutual funds and ETF’s for annual fees 

about 0.25% to 0.30% (25-30 basis points).  Robo-
Advisors differentiator is low cost, low-touch passive-
only investing.  Combined with low operating expense 
of index funds and low transactions costs of ETF’s, 
Robo-Advisor’s turnkey pricing is lower than the 
total pricing of BEACON’S model (our fees combined 

with our active mutual funds operating expenses; see 
pages 1-2).  But as the Irishman Oscar Wilde reminded 
us (see page 3), it is crucial to understand price (cost) 
≠ value.  BEACON contends our comprehensive 
services combining high-touch investment 
management with financial planning services 
represents a value proposition for our clients 
compared even to low-cost Robo-Advisors. 

“You say the 
private activity 
bonds in our 

municipal fund 
subjected you to 

the AMT?”   
My, my! 

I wonder 
what the 
AMT is? 

http://www.bfaltd.com/files/BEACON_YOUR_INTEGRATED_FINANCIAL_PLAN.pdf

