
 

 

Page 1 

 

Robert J. Kemp 

President 

 

 

2266 N State College Blvd.  

Fullerton, CA 92831 

(714)257-0800 

(800)734-2060    

www.kempfm.com 

 

3
rd
 Quarter 2015 

 
Financial Advisors 

Registered Representative 
offering securities through 
SagePoint Financial Inc., 

member FINRA/SIPC. 

Advisory services offered 
through Kemp Financial 

Management, LLC, a  
 registered investment  

advisor not affiliated with 
SagePoint Financial, Inc. 

Insurance services offered by 
Robert J Kemp are independent 

of SagePoint Financial 

Past performance does not 
guarantee future results. All 

investments involve risk 
including the potential loss of 

principal. 

 Indices are unmanaged and 
investors are not able to invest 

directly into an index. 

For the 28 years that I have been in the financial 

services business as a trusted financial advisor, I 

have always been the “financial advisor” for myself 

and my family. It seems obvious that would be the 

case and I/we follow the same advice that we 

provide our clients, including regular planning and 

update meetings with my wife, sometimes 

scheduled by Wyatt. 
 

I was reflecting with a colleague recently about 

what it’s like to experience being a client of a 

financial advisor. During this conversation, it 

dawned on me that I am working with a “financial 

advisor” through one of my community activities as 

a Board of Trustee and member of the Finance 

Committee. As we conversed, he asked me what 

benefit that I have received from the relationship 

with the financial advisor? My answer was simple: 

“Complete validation of the process we have with 

our clients from the beginning of the relationship to 

the ongoing planning throughout the lifetimes of 

our clients.” Allow me to explain. 
 

During our regular update meetings with our 

“financial advisor,” which is three times per year, 

we learn more about the financial markets from 

their point of view filter. Being the only “financial 

advisor” on our finance committee, much of this 

information is redundant to what I already know 

due to our ongoing research and analysis. But the 

information has been quite helpful and informative 

to the members of our committee to assist us in 

making more informed decisions. 
 

The majority of our time with our “financial 

advisor” is spent around the individual managers 

that have been selected to help us obtain our 

financial goals. Our particular advisor has chosen to 

take the approach of hiring “active managers” to 

duplicate or beat the index for the particular asset 

class. An active manager seeks to obtain market 

returns by buying and selling securities on a regular 

basis, often daily. For a manager seeking to match 

or beat the Standard and Poor’s 500 index, that 

manager would be buying stocks that they believe 

will outperform the index over short or long periods 

of times. Each manager has their own proprietary 

system that analyzes individual stocks and the 

overall market determining how they should be 

positioned for each client.  
 

There are many components of risk that come in to 

play when active managers seek to match or beat 

the market. For starters, there are management 

fees associated with each manager. Because we are 

working as an institution, our managers are mainly 

institutional (not available to retail investors like 

you and I) with lower management fees due to the 

minimum investment size. Depending on the asset 

class, they can range from 45 basis points (BPS), to 

105 BPS per year. This means the manager will 

need to match or beat the market indices starting 

each year 45 to 105 BPS behind the market. 
 

Secondarily, with the buying and selling of 

individual securities there is a cost. Every time a 

security is bought or sold, a commission is paid for 

that transaction. Although transaction costs have 

greatly diminished in the 28 years I have been in 

the business, they are still an added cost that 

impacts investment performance. If a portfolio 

manager turns over their portfolio 50% every year, 

meaning from the beginning of the year to the end 

of the year, 50% of the holdings of the fund will be 

different than what they were at the beginning of 

the year. This is estimated to add an additional 30 

BPS minimum of expense to the manager each 

year. Turnover can range from 10% to 200% 

depending upon the style of management of each 

particular manager. 
 

Lastly, the manager needs to be buying and selling 

stocks or bonds that will match and more 

importantly beat their particular index. While it is 

the American Way to believe that someone must 

have the ability to spot the next Microsoft or Apple, 

or have the guts to buy AIG at $2 a share after 
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plummeting from $85 a share in two trading days, 

statistics have consistently shown this task is 

virtually impossible and random at best. Each and 

every year, statistics are posted about how many 

managers match or beat the performance of their 

particular index. Over the past 12 months, 25% of 

active managers have matched or beat the large 

cap index of the S&P 500. Fixed Income (bond) 

managers have not performed that much better 

with only 30% of the managers matching the 

Lehman Brothers Aggregate Bond Index. More 

fascinating, is the managers that do match or 

outperform their managers are not consistent at 

doing this over longer periods of time, meaning the 

managers in the top 25% are generally not in the 

top 25% in the following years. These statistics have 

really not changed much in the past 28 years. 
  

To me, changing one’s investment philosophy to 

simply that of “owning the market” would be a 

logical conclusion to management fees, turnover 

costs, and underperformance due to the risk of 

owning the wrong securities. That is the conclusion 

KFM had drawn from this dilemma many years ago 

and we continue to believe the ongoing data and 

research firmly supports this conclusion. Instead, 

our finance committee gets to hear a lot about why 

our managers are slightly below their individualized 

benchmark. We have already replaced multiple 

managers in the three years that I have participated 

on the board due to the fact the committee grew 

tired to hear the same story every quarter.   
 

Why has this validated our process? By focusing our 

energies on owning the markets and being globally 

diversified, we do not need to spend precious time 

on market data, underperformance of a particular 

benchmark or the risks associated with utilizing 

“active” management. This allows us to spend more 

of our time on you. Each meeting we learn if there 

are any new short or long-term goals. We hear 

about your work, your travel plans and most 

importantly your family. We update you as to how 

you are doing as it relates to your current and 

future needs. We rebalance your portfolio for cash 

flow and consistency to your investment portfolio. 

We review your retirement and estate plans, while 

seeking to maximize your tax efficiency. I truly see 

this as the major difference between your 

experience and my experience as a client of a 

financial advisor.  
 

The capital markets have most recently turned sour 

due to the impending crisis in Greece. As we have 

shared with you for almost 8 years now, we do not 

believe the underlying problems in Greece will 

affect the capital markets for the long-term. We 

have known about Greece’s problems for many 

years and we understand the situation is quite 

complex. But we do know that Greece only 

represents less than 1.5% of Eurozone economy 

(source: Bloomberg). We are saddened for the 

millions of people this affects who remain in Greece 

and we are hopeful for a quick, painless solution to 

their problem. But at the end of the day, the capital 

markets are currently caught in the emotion of the 

moment. Once again, we do not expect this to 

create any complications over the long-term as this 

relates to your personal short and long-term goals. 

Again, as we focus on the fundamentals of our 

economy, we believe the capital markets will 

continue to move quietly along over the long-term. 
 

Thank you for your continued confidence in what 

we do. We hope that you continue to enjoy the 

summer months with your friends, family and 

community. We look forward to seeing many of you 

in the upcoming months. If anything has changed in 

your financial situation, please let us know during 

your next update meeting. 

 

NOTE: If you would like a copy of our Privacy Policy 

and/or our Form ADV Part II, both can be 

downloaded at www.kempfm.com. You may also 

contact Wyatt to request delivery by mail. 


