
     

 

 
 
Dear Friends and Clients, 
 
 
Yesterday… 
 
Almost 50 years ago, on a planet not too far away, Dan and I were working for Dean Witter, and we found ourselves in the middle of an organization 
reluctant to change.  Witter owned their own mutual fund company, InterCapital, which was a cash cow.  It needed to be; the expense ratios were high 
and the performance was terrible.  Witter was not a first-tier corporate underwriter, did not negotiate large public finance issues, was not adept at 
secondary trading, and did not provide their brokers with the kind of products necessary to build sophisticated portfolios.  They were, however, honest.   
 
Dan and I made most of our dollars by selling tax-free bonds to banks and small institutions.  Our careers began in the 1970s and changed, slowly but 
surely, as owning stocks became more lucrative and the baby boomers were becoming a financial force. Witter tried to back into the corporate finance 
industry by developing InterCapital as a corporate finance substitute.  Instead of creating stock and bond issues that would trade as individual shares, 
they envisioned their brokers building net worth for their customers using InterCapital funds.  It didn’t work.  We tried to be company men, but we just 
couldn’t do it; the funds underperformed significantly.     
 
Most of our customers didn’t buy mutual funds or common stocks.  They were bond folks and happy to let their investments mature, collect principal 
and interest, then reinvest in longer maturities.  If the yield curve was positive and interest rates hovered between 6% and 8%, this strategy worked well.  
It started to run out of gas in the early 80s and most investors were slow to realize it.  Then, a watershed event occurred with the passage of the Tax 
Equity and Fiscal Responsibility Act (TEFRA) of 1982.  It prohibited the continued issuance of bearer bonds.   Until that time, investors had the option of 
holding their muni bonds in bearer or registered form.  Corporate debt could be held in registered or book-entry form.  Although many customers liked 
getting their hands on the assets and did this work themselves, that privilege was short lived and most munis became book entry only.   
 
A high percentage of investors were not happy about this.  Change often comes hard and the “coupon clippers” were very reluctant to part with their 
bearer bonds…… Unfortunately, many had developed bad habits.  Coupons were stripped instead of clipped on interest payment dates.  Legal opinions 
were discarded, bonds were misplaced (lost would also be a good term) and market values were rarely updated; many (most) holders of bearer bonds  
did not know what their securities were worth.  Stocks had their own set of issues.   Name changes and splits were hard to track, address changes were 
not conveyed to the paying agents, causing dividend checks to go undelivered.  Naturally, certificates were misplaced.  The practice of holding securities 
in physical form represented a huge problem for brokerage firms, transfer agents, and any type of advisor.  When securities were sold prior to maturity 
date, the trades had be “paired off,” a good delivery was necessary on both sides.  The buying and selling of shares and par value must be a zero-sum 
game: 100 shares sold, 100 shares purchased.  100m bonds sold, 100m bonds purchased…for every purchase, there is a sale.   
 
After 1982, the reporting of fair market value was greatly facilitated by TEFRA.  Prior to its passage, custodians were not commonly employed to “price” 
on a regular basis. The long and short of it was that few people knew what their holdings were really worth.  Once delivered by the broker, physical 
securities were not priced on a regular basis.   Ignorance was bliss for these investors; they only cared what the bonds were worth on date of purchase 



 

 

and date of redemption.   Now they were being confronted with their successes and failures every 30 days.  Knowing those prices meant coming to grips 
with “real” returns, not a welcome event for most individual investors.  Most wanted to be left alone to roll over their investments at prevailing rates, 
whatever those were.  If their bonds returned 6% and the rate of inflation was 8%, their real return was negative 2%.  Surprisingly enough, this kind of 
knowledge was not widely held.   
 
The unintended consequences of TEFRA were huge.  Eventually, the double-digit inflation of the 70s and 80s subsided.  When that happened, prevailing 
rates went down and equity values went up.  This was an easy trade and investors needed to be on the right side of it.  Dan and I were not very good at 
rolling over bond ladders for individuals.  Our strength was portfolio success, not par bonds.  Our portfolios had a little edge to them; we used 
discounted sinking fund term bonds, hospital bonds that were issued a bit ahead of their time and traded at distressed levels, small town airport bonds 
and industrial development bonds that had lost the sponsorship of their underwriters.  We encouraged customers to extend their ladders and increase 
their equity holdings…two methods of increasing duration, neither of which was popular.   
 
As if on cue, the market action that occurred between 1990 and 1995 created a double squeeze play.  The yield on the 10-year Treasury dropped from 
8.6% to 5.6%, while the Dow Jones Industrial Average rose from 3,000 to 4,500.  This was crippling for investors who were content to roll over maturing 
fixed income investments.  The ensuing 3% drop in rates was a 34% decease.  If you owned some stocks they were up 50%...good news.  Unfortunately, 
this created capital gains tax, and few investors knew how to deal with that.  Even fewer had the stomach to own a full allocation of equities.  The end of 
this ignorance was close at hand and made for a good splatter in 2000 – 2001.  Whenever a crash earns its own nickname, you know it was a pretty good 
one; the dot com disaster fit this profile perfectly. 
 
Today… 
 
Our today started in the early 90s when I stumbled across an article describing Charles Schwab’s entry into the Registered Investment Advisor custodial 
business.   They offered to execute trades at their discounted fees, provide access to competitive brokers, and custody investor assets for the right 
price…gratis.  This also allowed the idea that we could be doing our best for our clients to fully evolve, instead of being satisfied with just “selling” our 
best ideas to investors.  We were in business!  On June 30, 1995, our first Form ADV and client contract was penned, and I resigned from Dean Witter.  
On that same day, our “customers” became “clients,” and we were able to hold ourselves out as fiduciaries and take full discretion.   
 
We were convinced that competitors would follow us in droves, but the silence has been deafening.  Not looking back would be an understatement.   As 
a matter of fact, the future was the only timeframe we were concerned with, and we had felt no need to write a letter like this since our departure.  We 
are writing it today because the changes that created our existence as a Registered Investment Advisor not only evolved slowly but continue to unfold.  
Would you like to see what the future holds? 
 
 
 
Tomorrow…  
 



 

 

You may remember us mentioning the Department of Labor’s (DOL) proposed fiduciary rule, which attempted fruition in 2015.  This proposal was meant 
to hold ERISA (Employee Retirement Income Security Act) advisors to the fiduciary standard (instead of suitability) and force a higher accountability for 
recommendations.  We said fine, happy to have everyone on the same page, and we made sure all our policies and procedures complied.  It wasn’t 
meant to be; after many deadline delays, the Fifth Circuit Court of Appeals vacated the rule in early 2018.  
 
Many thought this regulation should have been initiated by the SEC instead of the DOL.  Be careful what you wish for.  The SEC has recently approved a 
standard package of rulemaking, including a Standard of Conduct for Investment Advisors and a Regulation Best Interest with a deadline date of June 30, 
2020.  In this same genre, the Certified Financial Planner Board of Standards, Inc., has a date set to enforce fiduciary duties on anyone holding its 
credentials. The consensus seems to be more accountability, understandable context, and disclosed information so clients of all financial industry 
businesses fully understand their options and the conflicts that a business may encompass. Bravo!  We have nothing to hide and fully welcome the 
competitors to the side of full disclosure and low conflicts.  It became apparent to us early on that the more our clients knew, the more durable and loyal 
they would become.    
 
Not so fast… With these new rulemakings come headlines screaming of large name firms potentially forcing their CFPs to drop their certifications to 
avoid the new standards expected from the credential holders.  Other businesses have threatened to leave business in states that have already hopped 
on board by passing their own fiduciary rule.  The tug-of-war continues.  We anticipate seeing changes and many clarifications on the regulation as the 
deadline approaches.  
 
Are we too sensitive? 
 
Sure, that might be the case.  However, we don’t like the idea that a host of our competitors can call themselves advisors without working in an 
environment that puts the client’s best interests first.  What’s so tough about that?  Earlier in this letter, we made the point that customers have a sixth 
sense and know when their best interests are being served.   In 1995, we upgraded our customers to clients and gave them a contract to clarify our 
position.  Has that hurt our business?   I don’t think so.  What it did (among other things) was change the way we are compensated and how we 
celebrate our success.  Gone are the free trips, special bonuses and recognition clubs.  Ever present is the performance history we have generated for 
each account and how it compares to an asset allocation benchmark.  This is a business plan that is very difficult to replicate; we know that and are very 
conscious of preserving it.  
 
We are now crowding $1.7 billion in assets under management, family works here, we have incredible partners and team members that money could 
not buy.  When we interview prospective clients, very little selling is necessary.  We show them our business plan and the facts speak for themselves; 
these people use their sixth sense to analyze our sixth sense…and we don’t flinch when discussing our business plan. 
 
Keep your eyes peeled for news about the SEC and their Best Interests plans.  We will be paying close attention and will make sure P&A is totally 
compliant.  The unintended consequences of TEFRA were significant in 1982 and some are still being digested.  It would be best to assume similar 
ramifications will be generated by Best Interests.  TEFRA changed the way individuals invest and it changed the way advice was distributed.  Stay tuned. 
 
 



 

 

Like, Really Like, & Love… 
 
Our affection for equities always is positive and contains only three degrees of affection: Like, Really Like, and Love.  Simply put, we believe stocks can do 
anything bonds can do, but better.  Corrections rarely last longer than 18 months and those of us who have learned to stay the course find ourselves 
playing with house money very quickly.  In July 2008, our affection for equities was Really Like, as it is today.   Shortly thereafter, we moved to Love and 
stayed at that assessment until the froth created by the mortgage crisis started to subside.  Love gave way to Really Like in January 2013 and Really Like 
yielded to Like in April 2013.  Two years later, we were back to Really Like. 
 
These degrees of affection have their greatest effect on new monies being managed by P&A.  We do not move our asset allocations around like a go-kart 
through traffic.  Building net worth requires an eye on the horizon and a sense for how taxes, emotions, and liquidity needs affect the investor.  Love is 
usually born out of a correction while Like normally follows a strong expansion.  We tend to be contrarians.  We see Really Like on the horizon for the 
near term and encourage all of our clients to fulfill their long-term plans and enjoy the successes the market has delivered over the last 10 years…rock 
on Garth!   
 
On behalf of the entire P&A team, 
 

_    ^       
James S. Pittenger, Jr,    Dan Anderson 
Chairman/CEO     President  
CFP®      CFP® 
 
 



 

 

 
 



 

 

 


