
	

Compass  Points

New Market Highs

On September 15 the S & P 
500 market index closed above 
2,500 at a new record high. The 
Dow Jones Average also closed at a 
new record high of 22,268.  This is 
something on the order of the 40th 
record high close for the Dow this 
year. 

In the words of Ye Ole But-
tonwood Sage, “What goes up must 
come down!” 

T + 2 The New Normal 

“T” stands for trade.  The “+2” 
stands for the number of days it 
takes to settle the trade.  In lay-
man’s terms, that is the number of 
days before you either (1) receive 
cash from a stock sale or (2) need 
to deliver cash to pay for a stock 
purchase.  

The previous standard was T + 
3 days. The transition from three 
days to two days was accomplished 
without a hitch.  (Remember that 
for your next opportunity to display 
a mastery of financial industry triv-
ia.) 

Harvey & Irma

There is much speculation over 
the economic impact of two recent 
weather events. After Irma made 
landfall, the stocks of re-insurance 
companies rallied when it became 
clear that the larger cities of Miami 
and Orlando were spared a direct 
hit. 

Re-insurance companies are 
those companies that stand behind 
frontline insurance companies.  Na-
tionwide, for example, may under-
write several thousand homeown-
er’s policies in Miami.  Nationwide 
can then pay a premium to a re-in-
surance company like Swiss Re 
who accepts some of the liability 
(re-insurance) in exchange for the 
payment. 

The economic impact of natur-
al disasters is extremely difficult to 
predict.  The adverse impact is dif-
ficult to assess with any precision 
because of the vast scope of the 
disaster. Property damage, lost em-
ployment, unexpected medical ex-
penses, foregone consumer choices 
and opportunity lost are all part of 
the negative side of the ledger. 

It is also clear that the re-building 
process stimulates economic activi-
ty that can offset some of the ad-
verse impact.  That said, it is hard 
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to believe that insurance pay-
outs and government aid will 
cover more than a fraction of 
the cost of the damage done. 

The office of the Governor 
of the state of Texas estimates 
180 billion dollars of Harvey 
related damage.  Congress just 
approved roughly $8 billion in 
Harvey aid as part of a stop-gap 
measure on the debt ceiling.  
Reality may fall somewhere 
between those numbers. The 
damage done by Irma is yet to 
be determined. 

Harvey, Irma & the IRS 

The IRS quickly announced 
that it would relax documenta-
tion requirements needed to es-
tablish eligibility for loans from 
401K retirement plans. It is tak-
ing the same stance for hard-
ship distributions from other 
types of retirement accounts. 

We cannot recall this kind 
of response in prior natural dis-
asters.  We think it is a positive 
step that will be helpful for 
those who have the resources to 
take advantage of the offer. 

Equifax: The Corporate 
Disaster That Keeps on 

Giving…

What we know is that there 
was a massive data breach in-
volving some 143 million indi-
viduals’ personal information.  
The breach was ongoing from 
May through July.  Perhaps the 

first corporate communications 
failure of many was Equifax’s 
decision to wait six weeks be-
fore reporting the breach. 

The breach involved names, 
addresses, dates of birth, social 
security numbers and in a few 
cases the person’s drivers li-
cense number. There were 
209,000 credit card numbers 
taken.  Most of the 143 million 
were US citizens.  400,000 
were residents of the United 
Kingdom. 

As of this writing, the ‘how’ 
of the breach has been deter-
mined.  The ‘who’ is unknown.  
A group named the “PastHole 
Hackers Team” claims credit 
and is demanding a ransom of 
600 bitcoins ($2,500,000.00).  
It seems more likely that they 
are opportunistic ransom seek-
ers than the actual perpetrators 
of the breach. 

The Problem 

Equifax’s customers are 
banks, savings and loans, and 
other institutions that extend 
credit to consumers.  Equifax 
has a customer base measured 
in the thousands, not millions.  
When the breach became pub-
lic, the call volume and internet 
traffic overloaded their system’s 
capacity. 

The Problem X 2 

Repeated inept responses 
from Equifax were compound-
ed by a feeding frenzy in the 

press speculating about how the 
stolen data could be used to 
harm consumers.  Lurid lists of 
possible instances of identity 
theft abuses (opening new lines 
of credit, applying for over-
payment refunds on tax returns, 
purchasing expensive medical 
procedures, etc.) generated still 
more attempts to contact 
Equifax. 

What to do? 

At the moment, we think the 
best thing to do is simply moni-
tor your accounts closely.  
Freezing credit reports makes 
sense.  However given the cur-
rent volume of people attempt-
ing to freeze accounts there is a 
good chance you can’t get the 
job done. 

The primary struggle for resolu-
tion in this story will unfold 
between Equifax and the banks 
that are their customers.  There 
could be some long-term bene-
fits for the rest of us who gen-
erate the data they use.   What-
ever the outcome, Equifax has 
become a corporate poster child 
on how not to handle a data 
breach. 

What not to do. 

Do not respond to ‘free’ offers 
concerning your credit scores.  
There are a variety of firms at-
tempting to exploit consumer 
anxiety with ’free’ marketing 
pitches that rapidly convert to 
expensive services.  A compet-

INVESTOR NEWSLETTER ISSUE N°3 FALL  2009THE ROSE INVESTMENT MANAGEMENT SEPTEMBER 2017



	

itor of Equifax is offering a 
‘free sweep of the DARK 
WEB’ to determine if your 
data is being misused.  Don’t 
take the bait! 

DOL (Department of 
Labor) Fiduciary Rule

This proposed regulation 
targeting retirement accounts 
has been put on hold and may 
be rescinded altogether.  The 
issue is complex and not readi-
ly comprehensible when pre-
sented in short sound bites.  
There are really two underly-
ing issues. 

The first deals with how 
consumers pay for financial 
advice and products.  This one 
also includes how those costs 
are disclosed.  The second has 
to do with what professional 
standards should govern those 
individuals who give advice 
and sell products. 

Stock Brokers, Investment 
Advisers and Insurance Agents 
are all regulated by separate 
oversight entities.  All three 
operate under different stan-
dards of required disclosure.  
They also operate under differ-
ent standards of professional 
conduct.  The members of the 
public who are consumers of 
these products and services are 
generally not aware of the dif-
ferences. 

The DOL Fiduciary Rule is 
an attempt to bring a common 

standard that would apply to 
retirement plans. We’ll avoid 
going further into the details 
until we know whether or not 
the regulation survives.  More 
later … or maybe not! 

The Custody Rule & 
Madoff Wealth Man-

agement

‘Custody’ is a legal term 
with regulatory standing in the 
financial services industry.  In 
layman’s terms ‘Custody’ 
means that your financial ad-
viser has physical possession 
of your money and or securi-
ties. 

Part of what made the 
Madoff Ponzi scheme work for 
so long before the fraud was 
detected was that the firm had 
two divisions, (1) the advice 
division and (2) the brokerage 
division.  Customers wrote 
checks to Madoff and As-
sociates. As a consequence, the 
firm had custody or physical 
possession of their client’s 
money.  ‘Division 2’ created 
fraudulent statements that were 
mailed to the customers of 
‘Division 1’. 

There are volumes of regu-
latory requirements that come 
into play in these circum-
stances where the adviser has 
custody.  Independent audits 
and balance sheet disclosures 
for the firms involved are re-
quired just to name two. 

It is our opinion that there 
were plenty of requirements in 
place to have caught Mr. Mad-
off if they had been enforced.  
Sadly they were not enforced.  
Now the proposed solution is 
more regulation focused on the 
issue of custody. 

The Rose Inc. does not ac-
cept custody of client assets.  
We use an independent, third 
party as custodian of client as-
sets.  In the past we’ve worked 
with as many as three firms.  
Virtually all client accounts are 
now housed at Charles Schwab 
& Co. Inc. 

The regulatory definition of 
’custody’ is being tightened in 
a manner that now extends 
coverage to transfers out of 
accounts to first and third par-
ties.  As a result, we will be 
processing new letters of au-
thorization that grant us au-
thority to transfer funds for 
clients. 

Updating file letters will 
apply only to those clients who 
are (a) making withdrawals 
from their account(s) and (b) 
have previously authorized us 
to make the transfers.  We will 
be working to bring all of these 
accounts into compliance with 
the new rules by the end of 
2017. 
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You can also access our 
newsletters on our website 
www.theroseim.com. 

Thanks for reading! 

With gratitude for your busi-
ness, 

Stephen & Susan 

“Past performance is no guaran-
tee of  future returns.”  This state-
ment applies equally to the portfolios 
we manage as well as any mutual 
fund or individual security discussed 
in this publication.  Compass Points 
newsletter is published for informa-
tional purposes as periodic communi-
cation with clients of  The Rose Inc 
Investment Management.  Discus-
sions of  particular investments do 
not constitute recommendations to 
buy, sell or hold such investments.  
Some content is drawn from other 
sources that are presumed, but not 
guaranteed, to be accurate.  Nothing 
in this publication should be con-
strued as professional advice recom-
mending any particular course of  
action to a reader. 

http://www.theroseim.com
http://www.theroseim.com

