
Mailbag
March 2017

(866) 303-3809    
FinancialEngines.com

Let’s go back to where this all started. 

On April 6, 2016, the U.S. Department 

of Labor (DOL) released the long-

awaited Conflict of Interest rule. This 

rule, set to take effect on April 10, 2017, 

requires investment advisors who give 

retirement advice to act as fiduciaries 

– meaning they must put their clients’ 

best interest first, not their own. 

On Feb. 3, 2017, President Trump sent 

a memo to the DOL asking them to 

further examine the rule. Specifically, 

he wants to know whether the rule 

will harm investors by reducing their 

access to retirement advice. 

The memo doesn’t ask to push back 

the effective date, but the president 

has essentially taken step one toward 

potentially delaying the rule’s rollout.

The most important thing for you to 

know about this situation is that it doesn’t 

matter what Washington does, because 

we’ve operated as a fiduciary since day 

one. Our standards will always be set by 

what’s right for our clients, not by any 

minimum required of other advisors by 

the government. That’s why you – as 

a client of Financial Engines – aren’t 

affected by the Conflict of Interest rule or 

any potential delays to its rollout. Because 

we've operated as a fiduciary since day 

one, the way we operate won't change.

If you have friends or family members 

who are either confused about all of 

this or unsure whether they’re working 

with a fiduciary, please let us know 

– we can help them. We think that 

everyone should be getting financial 

advice that puts their interest first.

I saw that the Conflict of Interest rule is making 
news again. What’s happening? And where does 
Financial Engines stand on this?

John Bunch 
President, Financial 
Engines Advisors L.L.C.
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I also saw that President Trump wants to overhaul the 
Dodd-Frank Wall Street Reform and Consumer Protection 
Act and that the Consumer Financial Protection Bureau 
might be eliminated. What does that mean and how could I 
be impacted?

First off, the process to make any 

changes to Dodd-Frank or the 

Consumer Financial Protection Bureau 

(CFPB) hasn’t started yet – anything 

you’re seeing or hearing at this point is 

just noise.

As background, Dodd-Frank was 

passed in 2010 in response to the 

2007 economic collapse. The purpose 

of the law was to protect against 

future economic crises by putting the 

government in control of regulating the 

financial industry. One of the biggest 

things that Dodd-Frank did was create 

the CFPB, which is a government 

agency in charge of overseeing banks, 

credit unions, credit-card issuers and 

loan providers.

President Trump and some others 

think that Dodd-Frank has created 

slow-downs in lending, basically 

preventing consumers from getting 

personal and small business loans. 

Dodd-Frank critics also argue that it 

caused U.S. businesses to lose ground 

to foreign competition and, in some 

cases, eliminated jobs.

Supporters of the law, however, 

think that overhauling or eliminating 

Dodd-Frank would leave consumers 

unprotected and vulnerable. 

For now, any buzz about changes to 

Dodd-Frank is essentially little more 

than a newly elected administration 

trying to make good on campaign 

promises and the media reporting 

(and in some cases, over-reporting) 

on what might happen. If any changes 

are made to Dodd-Frank, they won’t 

happen overnight – and our team of 

professionals is here to monitor and 

analyze these types of developments 

so you can stay ahead of the game. If 

shifts are made to Dodd-Frank or to 

anything else that would create a need 

to adjust your personal plan, you’ll hear 

about it from us right away.

“For now, any 
buzz about 
changes to 
Dodd-Frank 
is essentially 
just noise.”
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Markets may seem a bit “giddy” right 

now with the S&P 500 up +27% since 

Feb. 11 of last year, but we aren’t 

seeing too many signs of what many 

would term “irrational exuberance.” 

New all-time highs for stock markets 

don’t necessarily signal that markets 

have peaked. And clearly, the 

media tends to sensationalize these 

new records. While the Dow flying 

through the 20,000 mark is certainly 

a milestone, markets have been 

strong for some time now – so while 

this and other records are somewhat 

notable, they’re no reason for a drastic 

recalibration of your financial strategy.

As market records occur, it’s important 

to keep excitement or other emotions 

about them out of your decision-

making process. Remember that 

investing is a long-term game – if you 

start trying to time the market, you’re 

more likely than not to make a rash 

decision that you’ll regret later. Case 

in point, consider what’s happened 

with the S&P 500 over the past two 

years. In February 2016, investors 

didn’t feel good about the S&P 500 

since it was down -11.6% from the 

previous year, but in February 2017, 

everyone was clamoring to invest in 

the S&P 500 because it was up +27% 

from the previous year. The truth is that 

only those who were invested in the 

S&P 500 in February 2016 and stayed 

invested experienced those gains 

through February 2017. This situation 

is just one of many that continues to 

prove the point that it’s important 

to keep a long-term approach 

to investing. 

Regarding a potential correction, 

there are certainly reasons to be 

apprehensive about a pullback. Some 

of these reasons include uncertainty 

surrounding monetary and fiscal policy 

in the United States and abroad, higher 

energy prices, rising wages and a 

stronger U.S. dollar affecting corporate 

earnings. While these could be the 

catalyst for a short-term pullback, they 

aren’t enough of a cause to become 

outright bearish on the market. 

The bottom line? There are plenty 

of reasons we may see some short-

term pullbacks, but the overall global 

economy is the best it's been in 

years and continues to accelerate. 

Furthermore, the risk of recession 

is as low as it's been in a long time, 

and barring some extreme event, a 

recession is likely years away.

Again, it’s critical to keep a long-term 

focus. Markets will naturally ebb and 

flow, but if you have a plan and stick to 

it, time and the compound returns that 

come with it are far more likely than an 

attempt to time the market to deliver 

the results you’re looking for.  

There have been a number of market records recently – is 
there something I should be doing to capitalize on these? 
And is there a potential market correction coming?

Chris Bouffard 
Managing Director, 
Research Center
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The biggest thing to be aware of is that 

a portion of your Social Security benefits 

can be included as taxable personal 

income. Here are some key points:

An individual with retirement income 

between $25,000 and $34,000 may 

have to pay income tax on up to 50% of 

their benefits. If an individual has more 

than $34,000 in retirement income, up 

to 85% of their benefits may be taxable. 

For a couple filing jointly, the brackets are 

slightly relaxed. Those with retirement 

income between $32,000 and $44,000 

may have to pay income tax on up to 

50% of their benefit. For those with 

more than $44,000, up to 85% of Social 

Security benefits may be taxable. 

For couples and individuals with 

higher retirement income, it may be 

worthwhile to consider various states’ 

income taxes. Seven states (Alaska, 

Florida, Nevada, South Dakota, Texas, 

Washington and Wyoming) don’t 

impose an income tax and are popular 

among some retirees for that reason. 

Keep in mind, however, that if a state 

doesn’t tax personal income, it often 

makes up for that lost revenue in other 

ways, such as sales taxes. So although 

you may not be taxed on your Social 

Security benefits, you’ll pay more for 

other items, such as groceries, than you 

might if you lived in a state that taxed 

personal income.

In addition to income taxes, it’s important 

to be mindful of other retirement-related 

tax considerations, including:

Required minimum distributions: 

Once you turn 70 ½, you must start 

taking money out of your IRAs and 

qualified retirement plan accounts. 

These need to be carefully managed, 

as you could find yourself bumped 

up into a higher tax bracket once you 

begin taking distributions.

Capital-gains taxes: Profits from 

the sale of investments in taxable 

accounts, such as stocks, bonds, 

mutual funds and real estate, are 

taxed at capital-gains rates that vary 

depending on how long you’ve owned 

them. Long-term capital-gains rates, 

which apply to assets you’ve held 

longer than a year, can be favorable 

– if you’re in the 10% or 15% tax 

bracket, you’ll pay 0% on those gains. 

By comparison, most other taxpayers 

(who fall within the 25%, 28%, 33% or 

35% tax brackets) pay 15% on long-

term gains. Notably, no one (even 

billionaires) will be taxed more than 

20% on their long-term capital gains. 

Short-term capital gains are taxed at 

your ordinary income-tax rate.  

I’m retiring soon and next month’s tax-filing deadline has 
me wondering if there are some states that are more tax-
friendly to retirees than others – is it worthwhile to relocate 
for these tax advantages?

“Taxes are just 
one consideration 

to bear in mind 
when deciding 
where to retire.”
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It’s also critical to bear in mind other costs such as housing and health care, as these vary between and even 

within states. 

Ultimately, taxes are an important consideration but they are just a piece of your overall financial picture when 

you’re retired. Be sure to examine all aspects of your situation to decide what’s right for you.
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