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Definition of Managed Money: 
A means of investment where the investor, rather than buying and selling their own securities, 
places their investment funds in the hands of a qualified investment professional for a 
predetermined fee.  Essentially investors utilize managed money believe they can earn higher 
returns by employing someone else to professionally manage their investments. 
 
While a mutual fund is a good example of managed money, they are not the focus of this guide. 
A more precise definition to use would be a Managed Account. 
 
Definition of Managed Account: 
An investment account that is owned by an individual investor and looked after by a hired 
professional money manager.  In contrast to mutual funds (which are professionally managed on 
behalf of many mutual fund holders), managed accounts are personalized investment portfolios 
tailored to the specific needs of the account holder. 
 
Investopedia explains a managed account: 
For example, If an investor buys ABC Mutual Funds, which invests in Company 1 and Company 
2, and that investor wants to reduce the weighting of Company 1 in the fund, the fund company 
wont allow it since the money manager looking after the fund cannot make investment decisions 
based on one investor’s preferences.   
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On the other hand, managed accounts can be tailored to meet specific needs and goals.  
Investors can express preferences or restrictions concerning strategies, individual securities, and 
even tax implications.  This flexibility can give investors a greater sense of control, even though 
the primary investment decisions are still made by the professional money manager.  
 
Another key differentiator is that in a managed account, the investor, rather than owning shares 
of ABC Mutual Fund, actually owns the individual securities.  Additional transparency is often 
cited as a key advantage of managed accounts. 
 
Advantages such as customization, transparency, tax efficiency, and professional management 
have made Managed Accounts extremely popular.  Additionally, they can also offer flexibility in 
fees, versus a mutual fund. 
 
The concept is simple, managed accounts fill the needs of retail investors wealthy enough to 
invest $100,000 and in some cases as little as $25,000, who want to move beyond pooled 
vehicles like mutual funds into portfolios with individual security ownership that are actively 
managed by professional asset managers.  
 
SMAs were developed in the 1970s to accommodate accounts and clients who needed to meet 
specific objectives that did not fit within the constrictions of a mutual fund investment. It is the 
freedom of choice of professional managers, portfolio customization, objective investment advice 
for a set fee, diversification (or concentration should the client choose), tax efficiency and general 
flexibility that have made SMAs popular among informed investors. 
Some people question if SMAs actually provide significant advantages in terms of risk/return over 
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more typical portfolios. There is no clear answer, and without comprehensive data, any evidence 
is largely anecdotal. 
The ownership structure of an SMA provides an investor some tax advantages over a similarly 
invested mutual fund. After purchasing mutual fund shares, an investor will have a tax liability for 
any net capital gains in the mutual fund portfolio, even if the investments the fund sold for a gain 
were purchased before the investor owned the shares of the fund. This is known as an 
"unearned capital gain," and has a negative effect on the investor's return from his mutual fund 
investment. However, because assets in an SMA are owned by the investor directly, unearned 
capital gains are not possible. Further, an investor in an SMA typically has the ability to direct the 
investment manager to sell individual securities with the objective of raising capital gains or 
losses for tax planning purposes. This practice is known as "tax harvesting", and its objective is 
to attempt to equalize capital gains and losses across all of the investor's accounts for a given 
year in order to reduce capital gains taxes owed. 
SMAs are popular with wealthier investors and their financial advisers as they are seen as 
exclusive, and offer investment options not available to those of more modest means. 
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Traditional Managed or Separately Managed Account (SMA): 
Unlike mutual funds, where many investors pool their assets to access the services of a 
professional money manger, traditional managed-account programs known as Separately 
Managed Accounts or SMA’s) allow investors to contract the services of a professional money 
manager for an account that is separate and distinct from the accounts of other investors.  These 
services include significant portfolio customization and tax management.  Typically these 
accounts include primarily individual stocks or bonds, and require a larger investment, often 
$100,000 for each asset class or account.  To gain diversification an investor may need 
$500,000 or more to take full advantage of a portfolio consisting of multiple separately managed 
accounts.  The largest program for Separately Managed Accounts is the Consulting Group 
formerly of Smith Barney, before Morgan Stanley absorbed that firm.  
 
Multi-Discipline Accounts 
Multi-discipline accounts (sometimes called Unified Managed Accounts) combine the services of 
multiple separate account managers into a single portfolio.  This portfolio offers all the benefits of 
a traditional managed account portfolio – and more – at reduced investment minimums. Each of 
the different managers of the portfolio is coordinated by an overlay manager to maintain 
compliance with the wash-sale rule and minimize capital gains tax liabilities.   The goal was to 
unify all the various accounts that were necessary with traditional SMA’s into one account with a 
lower minimum account requirement to gain diversification. 
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Mutual Fund Advisory Programs 
The term “mutual fund wrap” has largely been replaced by “mutual fund advisory program” to 
describe a portfolio of mutual funds selected to match a preset asset allocation model 
appropriate for an investor’s goals, offered in a single investment account together with the 
services of professional investment advisor.  The account is typically automatically rebalanced to 
maintain the asset allocation model, and provides consolidated performance reporting regardless 
of the number of mutual funds in the model.  A variety of asset allocation models are available, to 
accommodate the investors’ goals, risk tolerances, time horizons, etc.   
 
A professional financial advisor works with the investor to determine which asset allocation 
model is appropriate and to provide ongoing guidance.  
Most larger bank investment platforms, such as Chase and Wells Fargo utilize this model for 
their investment management. 
 
ETF Wrap Programs 
ETF wraps are on of the latest entrants to the managed-money arena and are similar to mutual 
fund wraps but use exchange-traded funds instead of mutual funds as their investment vehicles.  
Since ETF’s have lower expense ratios than mutual funds, ETF wraps have a strong appeal to 
cost-conscious investors. 
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After working for some of the largest firms in the Managed Money business, I’ve come to the 
following conclusions.   
Managed Money offers a tremendous degree of tax efficiency, flexibility, convenience and peace 
of mind that few other investment options can provide.  These features have made fee-based 
investing and managed-money investment vehicles quite popular among affluent, tax-sensitive 
investors. 
 
The most common reasons for utilizing managed accounts are: 
Tax efficiency- Specifically in comparison to mutual funds. Again, with separate accounts, 
because the investor owns individual securities, whether its stocks, or bonds, or ETF’s, there is 
more control of the tax consequences when investing non-qualified assets.  An investor can give 
instructions to the money manager to harvest gains or losses as needed.  If there are large loss 
carryovers from previous years, an investor can request gains be realized, and conversely, if 
there are large gains from other investment accounts or activities, losses can be harvested to 
help minimize the tax burden.  
The tax flexibility is a primary advantage of investing in managed accounts versus mutual funds.   
 
As an aside, this doesn’t necessarily hold true in a mutual fund wrap program, since the primary 
investment vehicle is mutual funds, and most of these programs lack the sophistication to allow 
for tax harvesting. 
 
Investment Flexibility- Mutual funds, by prospectus must remain invested, even in bad markets.  
When you purchase the XYZ Large-Cap Growth fund for example, the portfolio manager is 
making the assumption you want to own large-cap growth investments, so he, by mandate, must 
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remain invested in large-cap growth stocks.  He can’t go to cash, it is forbidden in the 
prospectus.  He is paid to own and manage large-cap growth stocks.  The only way to divest 
your investment in large cap growth stocks is to sell your shares in the XYZ fund.  In contrast, 
many “wrap programs,” utilize a more tactical approach. 
 
Think of your traditional, asset allocation model portfolio.  This is called strategic asset allocation.  
The most movement from and between the various asset classes occurs at intervals, primarily to 
rebalance the portfolio.  That is to get back to the ideal mix of assets for a given risk tolerance, 
like 60% stocks and 40% bonds, for a moderate investor, for example.  After some period of time 
and exposure to market movement, the mix may have changed and needs to be reset.  That is 
strategic and it is what most mutual fund portfolios are based on.   
 
In some managed accounts however, they utilize a tactical asset allocation.  With the stated 
goals of maximizing exposure to the best performing asset classes and minimizing or avoiding 
exposure to the worst performing asset classes.  
 
Separately managed accounts can more adeptly accomplish this goal because the accounts are 
structured and managed on an individual account basis, rather than for the masses.   
Additionally, these tactical allocation accounts typically use ETF’s, which are well suited for this 
type of rotation from one investment area to another based on whatever methodology the money 
manager is utilizing. 
The best analogy for the difference between strategic and tactical investment management is 
rowing versus sailing.   
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Sailing is strategic; you go as fast as the wind can take you and typically in the direction of the 
wind.  A typical mutual fund portfolio, owning the various categories of the market, would 
represent this and performing based on market conditions.  In 2008, the strategic  
portfolio would still be holding stocks and simply rebalancing to maintain the predetermined mix 
of assets suitable to a given investor profile. 
 
Rowing is tactical.  The speed and direction of travel is not predicated on wind speed and 
direction.  Investment performance is not predicated on general market performance, but rather 
can be attributed to finding markets that are doing well, and avoiding markets that are struggling.  
In 2008 for example, tactical portfolios would have been trying to avoid the U.S. stock market and 
seeking assets that were outperforming, like the U.S. Government bond market.  A managed 
account, composed of assets that can mirror market segments, such as ETF’s, best suits this 
style. 
 
Fee Transparency- One of the best reasons for utilizing managed platforms is the ability to 
know with absolute certainty what you are paying.  Fee based accounts charge a hard dollar 
advisory fee, which is typically deducted directly form the account on a monthly or quarterly 
basis.  One of the biggest problems with mutual funds is the difficulty in determining exactly what 
is being charged.  The actual amount of fees typically exceeds amounts that can be found online 
at sites like Morningstar.com.  Additional fund expenses are disclosed in the “Statement of 
Additional Information” that funds must publish.  In a managed account, fees are disclosed at the 
account opening and can even be negotiated with the advisor.  By knowing exactly what you are 
paying, you can better determine if you are getting value for your money.  Investment 
performance is part of the value equation, but so are service and communication. 
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As Part of a Plan- Any legitimate financial professional should insist before recommending any 
products, or solutions that you have a comprehensive plan in place.  Part of that plan should be 
testing which products, investment vehicles, etc., will give you the best opportunity to reach your 
financial goals in a low risk, low cost manner. 
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Common Managed Money Mistakes 
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The biggest mistake made with managed money is investing in an account or program without 
fully understanding it.  Since managed accounts are becoming more and more complicated, 
understanding them is not as simple as it once was.  In addition to fully understanding how a 
specific fee-based, managed account platform works, here are a few more common mistakes to 
avoid: 
 

1. Paying too much in fees without knowing it.  It is obvious, but often overlooked, the 
more you pay for financial products, the less you generally get.  This is also true with 
managed accounts.  Many wrap accounts have layers of fees, for example, mutual fund 
wrap accounts, use mutual funds with higher expenses, then wrap those funds into the 
managed account which has a hard dollar advisory fee.  I have seen fees on wrap accounts 
exceed 2%, and use mutual funds that carry their own expenses of 1% or so.  Ouch!   If 
you’re not sure what you are paying, ask your advisor.  Ask for the amount of the wrap fee, 
and importantly ask for the amounts charged by the underlying investments in the account, 
such as mutual funds, ETF’s, or any other vehicles being used to manage your account. If 
you’re still not sure, or cant get a straight answer, MOVE YOUR MONEY ELSEWHERE. 

 
2. Too many proprietary vehicles in your managed account.  Unfortunately I see this 

often.  An advisor works for XYZ firm and it just so happens that in XYZ’s wrap program 
there are an abundance of XYZ’s own fund offerings.  That doesn’t instill confidence that the 
managed account is in your best interest, but rather it is what is in the best interest of the 
advisor’s firm.  Avoid this situation.  While some firms may be competent money managers, 
it is doubtful they are best in class across a variety of asset classes.  This is a classic case 
of corporate interests being put ahead of client interests. 
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3. Investing in managed accounts with advisors who aren’t experts.  Everyone will try to 

tell you they’re an expert these days.  But if you dig into the backgrounds and experience of 
many so-called retirement/investment experts you will find a lot of them just aren’t.  It takes 
time and experience to understand financial planning and financial products.  Don’t risk your 
financial future in the hands of someone with minimal experience/expertise. 

 
4. Putting all of your assets into managed accounts.  Like all investments, you should 

never put all of your eggs in one basket.  A separately managed account or a wrap account 
can be an excellent choice for managing your risk assets, with an eye toward reducing fees, 
improving performance, and gaining tax efficiencies, but you should use them as part of a 
prudent, comprehensive plan.  It’s important to balance income needs, risk reduction, and 
liquidity with the potential for growth.  These accounts are typically designed for risk assets, 
(yes I am including bond and fixed income assets in that category) and as such, you should 
never put all of your assets into vehicles where there is risk of loss. 

 
These accounts are typically liquid, meaning you can terminate the account at any 
time and get to the principal should the need arise. However, I would verify that with 
the advisor, as I have seen instances where the underlying investment vehicle was a 
private equity or hedge fund type investment that made it difficult to end the 
agreement and access the funds. 
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Who Should Consider Managed Money? 
 
A managed account can be an important tool for anyone who is seeking a customized 
investment solution. 
Traditionally, those best suited for separately managed accounts or wrap accounts are 
those who are able to invest a larger amount in order to gain access to better money 
management.   
This was essentially a requirement in order to satisfy the larger account minimums required 
for achieving a diversified portfolio.  More recently, firms have begun to offer wrap accounts 
for smaller investors, as a way to convert their business to more consistent fee basis rather 
than traditional commission or transaction based.  Technology ahs made it possible to 
service these small accounts where previously it was cost prohibitive to offer “customized” 
solutions to the smaller investor. 
 
Fee conscious investors, seeking more active management, (compared to simply buying 
inexpensive index funds) find managed accounts, and wrap accounts a way to access 
professional portfolio management and a cost dramatically lower than mutual funds.  
Management fees in separate accounts can be dramatically lower that in mutual funds with 
the same objective.  Again, the fees are based on the individual account, rather than being 
the same for every shareholder in the fund.  In a mutual fund, all shareholders pay the same 
regardless of the size of their investment.  In a separate account, each fee is based on the 
actual account of the individual, (within norms for each money manager), there is also 
flexibility for a negotiated price and breakpoints for larger accounts.   
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More sophisticated investors utilize managed accounts in order to have a better 
understanding of the actual investments being made on their behalf.    
 
Unsophisticated investors who aren’t concerned with how the investments are made, what 
is purchased, etc. (I just want to know what time it is, I don’t care how the watch is made) 
are also good candidates for managed money, due to its transparency and simplicity.  It’s 
easy to see what is owned, how much it costs and the investment performance is usually 
disclosed in quarterly and annually reports.  There is not a lot of investment jargon to wade 
through, either the account made money or it didn’t and the effects of fees are easy to see. 
 
Investors who are tax sensitive and have more complicated tax situations find SMA’s an 
important tool in managing tax consequences on non-qualified accounts. 
 
With proper planning, it is easy to establish whether or not managed accounts will fit into 
your financial picture.  Seeing how the entire picture comes together, how each piece fits 
into your overall plan, can help you feel much more confident about whether or not having 
assets in some iteration of a managed account will meet your expectations.   
 
Additionally, with proper planning, you can examine many different types of managed 
accounts so you definitely get the right one for your needs (instead of just what the advisor 
wants to sell you). 
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Where to get Quality Managed Money Advice? 

Not everybody is Warren Buffet, not everyone has the temperament, skills, time, desire or 
aptitude to manage their own money.   
 
The days of paying a large commission to buy a couple of mutual funds are increasingly a thing 
of the past. They are gone along with $100.00 stock trades as the internet and lower cost 
platforms have forever changed the financial services industry. 
 
The business model of most major Wall Street Firms has evolved to include more fee-based 
products and services, and as such, there is no shortage of advisors who want to sell them.   
Just because a lot of people want to sell them, however, doesn’t mean all are good resources for 
investors. 
 
Many “advisors” are skilled salespeople.  Unfortunately this doesn’t help investors.  It’s actually 
quite the opposite.  Instead of focusing on helping people, many advisors have become really 
great at selling people.   
 
Many large financial institutions, instead of designing products to do the most good for clients, 
have designed products to do the most good for their firm. 
I believe that most financial advice is flawed.  The costs are way too high and I have often 
witnessed first hand poor advice (outstanding salesmanship) that hurts investors more than it 
helps them. 
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This guide, and everything I do professionally, is designed to counter that.  I want to change the 
status quo, call out unscrupulous salespeople, (it’s difficult to call them advisors) and help create 
a low cost, high quality financial planning revolution. 
 
Perhaps this could help you? 
 
If you have questions and would like to talk to a retirement planning expert.  I would be happy to 
chat. 
 
Phone calls are always free, 100% confidential, and there is never an annoying sales pitch.  Just 
outstanding, objective advice, to help point you in the right direction. 
 
We help investors all over the country build a solid financial plan that helps protect and grow 
assets in the lowest risk, and lowest cost manner possible. 
 
I can also help you stress-test your current financial plan to ensure your portfolio’s components 
make sense for you given what you have read in this report. 
 
I firmly believe the financial services industry has gotten too expensive, too complicated, and too 
out of touch with actually helping people reach their goals.  I want to change that.  I firmly believe 
that by helping people first, the business will follow.  If we never meet, if we never do business, I 
want to help you. 
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Do you still have some questions on whether “managed money” is right for you?   
 
Would you like your current managed accounts thoroughly analyzed to see if they are still 
appropriate for you?  Would you like your accounts tested against other options? 
 
Would you like information/advice on a strategy or managed money program that an advisor has 
recently presented to you? 
 
Click the link below and we would be happy to help.  We want you to have the information you 
need to make the right decision for your financial future. 
 
 
 
 
Get Your Financial Plan Objectively Reviewed and Stress-Tested and 
Have Your Managed Account Tested Against Numerous Others 
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Closing 
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I sincerely hope you enjoyed this guide and found it informative.  I would appreciate any 
feedback.  If you have suggestions for improvement, layout, content, anything, please reach 
out to me at Darren@DaVinciWealth.com. 
 
Managed accounts were never simple, and today they are even more complex, confusing, 
and can be costly if you make the wrong decision. 
 
By reading this guide, you now have knowledge that will make you a better investor. 
If you know anyone else who might benefit from this material, please feel free to send him 
or her a copy.  Better yet, just have them go to my website at www.m3guide.com (that’s 
internet speak for “mastering managed money guide”) to request their own. 
 
It is my sincere desire to help you to do the best you can with the resources you have. 
 
Never assume there is only one right way to do anything, including investing. 
 
Continue to seek knowledge, and surround yourself with those who care about your success 
more than their own. (Especially when it comes to financial advice). 
 
“To give real service, you must add something which can not be bought or measured 
with money, and that is sincerity and integrity”--- Douglas Adams 
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Darren Vilardo 
Darren Vilardo is a retirement 
planner with nearly 20 years 
experience. He is a radio host, a 
blogger, and a thought leader in the 
financial services industry. 
 
 

 
Darren left the world of the big “Wall Street” brokerage firms in 2010 to start his 
independent financial advisory firm, dedicated to the idea that client goals should come first.  
His firm, DaVinci Wealth is committed to providing high quality, low cost financial advice. 
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http://www.investopedia.com/terms/m/managedmoney.asp 
 
http://www.investopedia.com/terms/m/managedaccount.asp 
 
http://www.investopedia.com/articles/mutualfund/08/managed-separate-account.asp 
 
http://brokercheck.finra.org/Search/Search?gclid=CMDcrs2E8sUCFUuTfgod7R4AUw 
 
http://www.sec.gov/investor/pubs/sec-guide-to-mutual-funds.pdf 
 
http://www.sec.gov/investor/pubs/sec-questions-investors-should-ask.pdf 
 
http://www.investmentnews.com/article/20140814/FREE/140819952/sec-cracks-down-on-
wrap-accounts 
 
http://www.forbes.com/sites/advisor/2013/06/12/the-death-of-smas-separately-managed-
accounts/ 
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Investment Advisory Services offered through Retirement Wealth Advisors, (RWA) a Registered Investment 
Advisor. DaVinci Wealth, and RWA are not affiliated. Investing involves risk including the potential loss of 
principal. No investment strategy can guarantee a profit or protect against loss in periods of declining values. 
Opinions expressed are subject to change without notice and are not intended as investment advice or to 
predict future performance. Past performance does not guarantee future results. Consult your financial 
professional before making any investment decision. 
This information is designed to provide general information on the subjects covered. Pursuant to IRS Circular 
230, it is not, however, intended to provide specific legal or tax advice and cannot be used to avoid tax 
penalties or to promote, market, or recommend any tax plan or arrangement. Please note that DaVinci Wealth 
and its affiliates do not give legal or tax advice. You are encouraged to consult your tax advisor or attorney. 
The opinions expressed in this document are those solely of Darren Vilardo and do not necessarily represent 
those of Retirement Wealth Advisors, Inc. (“RWA”), FormulaFolio Investments, LLC ("FFI") or DaVinci Wealth. 
This document is made available for educational and entertainment purposes only. Mr. Vilardo is an 
Investment Adviser Representative of RWA, investment advisers registered with the Securities and Exchange 
Commission. This document is for informational purposes only and does not constitute a complete description 
of the investment services or performance of RWA, FFI or DaVinci Wealth. Nothing on this document should be 
interpreted to state or imply that past results are an indication of future performance. A copy of RWA’s and 
FFI's Part II of Form ADV and privacy policy is available upon request. This document is in no way a 
solicitation or an offer to sell securities or investment advisory services. Mr. Vilardo, RWA, FFI, and DaVinci 
Wealth disclaim responsibility for updating information. In addition, Mr. Vilardo, RWA, FFI and DaVinci Wealth 
disclaim responsibility for third-party content, including information accessed through hyperlinks. 

 


