Erik Averill (00:04):
Welcome to the MLB Draft Podcast. I'm your host, Eric Averill, certified financial planner, certified private wealth advisor, former pro athlete and the co founder of AWM. I'm joined by my cohost, former major league baseball pitcher and certified financial planner Travis Chick. Our goal on the MLB Draft Podcast is to provide you with the roadmap to successfully navigate the MLB draft and becoming a professional athlete. You're going to hear from scouting directors, GMs, agents, former and current players, elite performance coaches and of course leading financial experts. What is traditionally seemed like a black box we are going to bring to light the critical details you need to know to help you make the decisions that are in your best interest so with that, let's jump right in.
Erik Averill (00:59):
Hey everyone, welcome back to the MLB Draft Podcast. We are excited to continue the conversation around the people that you are going to be trusting and helping you navigate the biggest financial decision of your life and so last episode we dove into really the first decision that so many of you have made on your sports agent and we ended that conversation really reminding all of us that this is the biggest financial decision that you are going to have to make and in addition to the contract expertise that your agents should be providing is, it's really the quality of financial advice and expertise that you are going to rely on. We're going to continue using the framework in which we discussed how to choose the best sports agent of who has the expertise, who has the experience of working in your specific situation and really what type of relationship that you as a young, almost very wealthy individual with a lot of complexity has, what type of team do they need.
Erik Averill (02:12):
Where we want to start with is helping educate just everyone on what is the landscape of the term financial advisor. You think that the agent process is confusing the financial processes even worse and the reason is is because major league baseball is this tiny little subset. There's only 30 teams, there's 750 major league players, there's only so many specialized agents but you walk out the door and you're going to bump into somebody who says, "Oh, I'm a financial advisor." Currently there's around 300,000 financial advisors who use that term, which we'll get into. Whether it's a broker who works for one of the big go wire houses, uses that term or insurance agent who really sells insurance but calls themselves a financial advisor or it's individuals like us who are certified financial planners and certified private wealth advisors is we want to distill how do you actually make sure the person you're hiring has expertise.
Erik Averill (03:17):
Our backgrounds are going to give us a lot of insight into the two different worlds and Travis, I want you to start by breaking down for the athletes and for the families of the first decision you've got to make there are, there are really two different types of companies in the financial industry. Can you talk a little bit about what those are?
Travis Chick (03:39):
Yeah. There's basically two types as you hit on. One is what's called a broker dealer. The next is what's called a registered independent advisory and so the broker dealer is the big companies that you see on the street every day and what they're incentivized to do is sell products. There are some very qualified people at those entities but at the end of the day they are, and don't let them kid you, they're incentivized to sell specific products and both of us obviously have experience working at those and we were conflicted with that type of environment, which is why we've ultimately switched into this RIA in the independent space and so as I hit on this a little bit earlier on the last podcast from a fiduciary mindset, really this is where that line is drawn.
Travis Chick (04:31):
What that means is we are legally obligated or registered independent advisors are legally obligated to act in your best interest from a fiduciary capacity. Every decision that's made, every advice that's given is illegally bound to be in your best interest and that's not the case at broker dealers because when you think in terms of a broker, that word in itself is probably defined as selling a product and corresponding between the buyer and the seller. Brokers are incentivized and compensated on what they sell. This is a very broad explanation of what that means but that's a very big scope on how you make this framework of making this decision on who you want actually managing your finances.
Erik Averill (05:20):
Yeah. I think a helpful analogy for me in this is there's just this term financial advisor but at the end of the day, like you said, when we worked at the big broker dealers on the bottom of our business card or on the bottom of the website it was, I'm a registered representative of the firm. My ultimate obligation is to do what's going to increase the shareholders' value of a publicly traded company and that could be in conflict with my client and so I think to emphasize it doesn't mean you're bad. You and I both worked at these and that we'd consider ourselves with a lot of integrity, ultimately why we ended up leaving these groups but this is true, whether you're an athlete or not is there are just better solutions out there.
Erik Averill (06:14):
In this independent space it's, you have the confidence of knowing the advice in which you're going to get from anybody who is a registered investment advisor is conflict-free. We are giving you the advice that's in your best interest and so just how we had talked about on the agent's standpoint, like I wouldn't let anybody in my door who I know from the onset has a conflict of whether it's in my best interest or their best interest because there's just better solutions. I mean it might sound blunt but literally whether I'm talking to an athlete or just a mom and dad who was trying to protect their retirement, there would be a hard line in the sand that I would not let anybody who's a broker dealer through the door because you're starting on a relationship that you literally have to always ask when they're making a recommendation.
Erik Averill (07:07):
Well, is this really in my best interest? And so I don't want to belabor that point and really want to go, okay, if you're following and tracking with us and say, "Okay, I've eliminated all of these people that say technically I've got to ask her, is this advice in my best interest?" And now starts to go to, "Who actually has the expertise?" And so walk me through a little bit on the individual side. Are all financial advisors created equal?
Travis Chick (07:38):
No, absolutely not but it's really funny. I think everybody listening to this call and you may disagree with me at first but follow me here is I think everybody on this podcast is actually very well equipped in the baseball space to make this decision and what I mean by that is, if anybody on this podcast had any sort of injury as it pertains to baseball, every single one of them would seek out the most qualified in the baseball space to handle that injury. They're not going to go into the orthopedic down the street, they're going to seek out the the Andrews and the Jobe and the ... I mean, they're going to seek out the biggest names in the industry because they know that they only have one shot to get that right.
Travis Chick (08:26):
If you have your Tommy John surgery and you screw that up, that could ultimately change the trajectory of your career significantly. From a financial perspective, it's really no different. You want to know that the person that's handling your financial decisions as far as for an athlete has the experience, has the expertise and is qualified in that space to do so. I think it's a very distinct parallel that's drawn between how to make that decision medically and how to handle that decision financially.
Erik Averill (09:00):
I think it's a great analogy and the reason we have the confidence in the medical industry is there's actually this process in which doctors can't just call themselves doctors. We know the amount of advanced education that they spend eight years after undergrad and then they do this residency and then there's also this medical ethics board that holds them accountable and so could you imagine if you had to walk into a doctor's office and try and figure out, do you actually know what you're doing? Unfortunately, in the financial space, it's a little convoluted. The good news is is you're not completely left in the dark. There are actual advanced designations and so of the 300,000 financial advisors, there's something called the certified financial planning designation.
Erik Averill (09:50):
It's something both you and I hold, an 85,000 advisors hold this designation so we're not talking about you can't find one of these is realistically, if somebody is not at a minimum, a certified financial planner, you should not let them through the door. The CFP is the only individual that has demonstrated advanced education so you're required to go through whether it's UCLA and you for Pepperdine and then you have to sit for a six hour exam and then you have continuing education that's required and so as a consumer, as a client, you have this confidence of knowing, Oh, this person's actually trained. They're a certified financial planner. And by the way, there's not just this focus on investments. We'll get a lot more into this conversation and a lot of what we're going to talk about specifically for you as a draft family is taxes are arguably the most important decision you're going to make and so as a CFP, you want to make sure that they've got a full view of taxes, investment, insurance, estate planning that they truly can give advice on all financial matters.
Erik Averill (10:57):
I think one of the things that scares families away from financial advisors prior to the draft is this false understanding that financial advisors equals only investments and Hey, I don't have any money before the draft, so why am I worried about investing? Absolutely right. What you need is a certified financial planner who's got this expertise within tax and so you have this level of going. The other analogy I love, it's professional baseball. It's the Arizona Diamondbacks are not looking for any professional shortstop to play for them. They're looking for the absolute best because by definition of professional is somebody who's being paid for that skillset and so you've got to now throw in all of the independent baseball, you've got to throw in all of minor league baseball, you've got to throw in all the international leagues. They are all professional baseball players but the Arizona Diamondbacks are looking for Nick Ahmed, who's the elite gold glove shortstop.
Erik Averill (11:57):
Your financial situation is no different is you don't want to financial advisor, you want a elite expert who has the skillset and the expertise and experience of working with someone in your situation and so Travis maybe start to talk about what are some of those unique things that a [inaudible 00:12:16], family is going to face from a financial perspective?
Travis Chick (12:24):
Well, it's huge because as we work with clients all across the country, one of the biggest areas that is of first focus because we don't know which team is ultimately going to draft them is their state's residency and so for me, here in Texas, a lot of the players that I work with specifically don't necessarily have to worry about working on their residency or seeing where they're going to ultimately land as a resident because Texas doesn't have a state income tax but so many of the States that are around the country have significant state income taxes, which are going to try to get in a piece of that bonus and so having very proactive planning and the example that we typically would use is if a team in Florida has a spring training team in Florida, I mean that drafts you, you may want to live there year round because you may live in New York where the weather's not ideal to work out in the off season.
Travis Chick (13:19):
That's just part of the advanced planning that goes into. Okay, how can we plan for your future with how it's going to impact you on the field but also impact your tax situation the most and then the next part of that obviously is and this is ultimately going to happen once we figure out which team drafts you is where that team assignment is going to ultimately be.
Travis Chick (13:40):
For Allie Richmond as an example this year, a lot of people were probably questioning why he didn't get directly sent to the short season team in Maryland but a lot of that was centered around how to handle that from a most tax effective assignment. That's the reason that he was actually assigned to Florida because at the end of the day, him getting assigned to Florida versus getting assigned to Maryland is not going to impact whether he's going to be a successful perennial all-star major league baseball player. A month of the season or a couple of weeks of the season but having a several hundred thousand dollars not being taxed and Maryland can have longterm effect on the legacy that he's trying to create financially and so those are things that we think about. Those are just a few of the things that we think about but they can have such a significant like profound impact on your future from a financial perspective that if you're foregoing thinking about those things, then you are obviously just leaving money on the table.
Erik Averill (14:42):
I want to park here for a second because here's where the rubber meets the road. On this financial decision around taxes is, most advisors don't do taxes. Every broker dealer, on the bottom of their website is we do not provide tax advice and that makes sense because their typical client is like 58 years old with $425,000 in their account and not in the highest tax bracket and that doesn't make it wrong. It's just they don't specialize in this. Whereas you as an athlete, you're instantly in the highest tax bracket. You're 37%, you're 3.2% Medicare surtax on top of that, you add in your state tax, 45 to 50% of your signing bonus will disappear to taxes and it doesn't always have to be that case and so the expertise that's required and here's the thing, there are so many people that are flippant about giving tax advice that aren't experts.
Erik Averill (15:38):
You're going to have agents tell you like, "Oh, just get a driver's license and claim residency." But they're not the ones who are going to get charged penalties and interest when the audit comes and they also don't understand and they don't have an incentive de structure your bonus in the most tax efficient way. Our clients are represented by 28 different agencies. We've seen this happen, we've watched the mistakes from the biggest agencies, we've watched signing bonuses not get structured properly and very candidly, agencies, a lot of them just won't push. The truth is over the experience, out of the 30 teams, there may be only three teams that we've ever ran into that put their feet so hard in the sand that they will not move on how you structure your bonus but if we can save a dollar from being exposed to the ordinary income rate of you as a player, we've literally just saved you 40 plus percent on your money.
Erik Averill (16:34):
This is the crux of probably the most important decision that you have and we'll get into why it's so important that your certified public accountant has specialized expertise in the athlete, the tax codes over 10 million words and so it goes back to the doctor analogy. There are tons of orthopedic surgeons. You're looking for Dr. Andrews because the experience and expertise of specialized medical practice for the pitcher, right on Tommy John, it's the same thing when it comes to taxes. No one CPA can know 10 million words so you want to know it's not just some CPA because we see this happen all the time. I mean we saw two years ago one of the biggest agencies provided a recommended split and a lot of times it's like, Hey, 60% here, 40% on the back end. And it just wasn't the best. I'll get off my soapbox but I think taxes, it's so important and this is why we [inaudible 00:17:35], so much that you need to talk to a qualified financial team before the draft.
Travis Chick (17:45):
Yeah. And I think too I used this analogy earlier I think most of the people are qualified to make the decision on how to select somebody but what often gets overlooked is okay, from a tax planning, I'm going to emphasize planning there, many of the people on this call, they're used to just providing a 1099 or a W-2 to their CPA and say, "Hey, go file my taxes." Because for the majority of Americans, there's not significant complexity to their financial life. They go to work, they have a 401k, they have a savings account and they turn in their W-2. With baseball players, with all the sources of income, with all the States that they're playing in, with all the different things going on, it's truly tax planning versus just filing your taxes but having that proactive tax planning, like you said earlier, if we can save a dollar that's saving 40% on that dollar, that's significant but having that integrated with the financial planning services, it's really kind of the only way to go if there's any kind of complexity in your financial life.
Erik Averill (18:53):
I think to stay on the [crosstalk 00:18:53], you as an athlete entering into professional baseball, when you walk into a situation where you now have millions of dollars, you are now in the 0.05% of all people in the United States so 99.5% of people are not like you and so the majority of the financial advice that's out there is tailored towards the massive fluent. It's tailored towards the 99.5% and that's not a bad thing. That's good thing, that those people are available but what you don't need is the typical advice for the 99.5%, you need the specialized expertise because your complexity when it comes to taxes, when it comes to tax efficient investing. When it comes to liability protection, it comes to your estate planning. When it comes to making these decisions, the advice you need is very different than the average individual and so it goes down to, okay does somebody ... are they actually a certified financial planner? And then look on the team, I hold designation, the certified private wealth advisor that were trained specifically for people with $5 million or more.
Erik Averill (20:04):
My advanced education through Yale and Brandon's through Chicago Booth and it's, the reason we have to do that is because the needs are just different. We can't we can't overemphasize how important the right financial team is and because this is a financial decision that you're making, is while you might be negotiating a contract three or four times throughout your career, over a 15 year career and that agent expertise is super important, money is going to be relevant for the rest of your life. If you think through on a daily basis, how was money impacted the decisions I've made. Money is involved in almost everything and so making sure that you have qualified experts to help you make those decisions is absolutely paramount. Trav, one of the things that I think would be also helpful is just talk through the difference of what it's like to work with an 18 and 21 year old versus someone who, yeah, you know what, they have millions of dollars but they're a business owner and they're 55 years old. Why does that matter that somebody has experience of working with young athletes?
Travis Chick (21:28):
Where do I start? Because their life cycle and their lifestyle is so much different. The average 55, 60 year old that has a couple million dollars in the bank and I'll use say 2 million just to compare it to a draft pick that's 20 years old and has 2 million in the bank, that person's expectations on his retirement are centered around number one, how long is that retirement going to be? Number two, how much of that 2 million can he spend or can she spend comfortably over that life cycle? And what are the variables, the outliers, the things that could significantly impact that life cycle but the biggest thing is that that life cycle most likely is 20 to 30 years.
Travis Chick (22:18):
You think in terms of from an actuarial table, like how long people are going to live. The normal number that most people factor into is 92 years old. Just kind of as a round number. If you're 60 you have 32 years to plan for. If you're 20 you have 70 years to plan for it and so one of the things that we focus on with the draft picks is, okay this is money that we expect for you to utilize for the rest of your life and so a lot of that is education. Okay, what is the decision making on how is this car going to impact you for the rest of your life? Is it a $90,000 truck or is it a $60,000 truck? What does that $30,000 impact?
Travis Chick (23:03):
It's significantly different because most 60 year olds aren't retiring and running out and buying a Ford Raptor. Most 60 year olds aren't going to make $3,000 for the next five years and then jumped their income up to potentially 500 to 700 then 10 million. It's just a complete life cycle change and so understanding that life cycle is really where that expertise like you said earlier, that rubber meets the road.
Erik Averill (23:30):
I think that's great. [crosstalk 00:23:30], what are the detailed questions to ask? We're going to provide that in the show notes. We obviously have a questionnaire we'll get to anybody in your hands for free. Not to mention the book that we've written on the MLB Draft Process called Paid has a questionnaire in the back but I want to address the two kind of situations where we co mingle or interact with agents is a lot of times families go to the agents and ask for recommendations and I think it's a great place to start because your agency, if qualified should have some experts in house. When I say in house experienced not actually working for the agency. That's going to be my second point. You should never hire your financial advisor who works for the same company as your agent. I think the conflicts there are just ripe but one of the things is getting a referral from your agent is good place to start but I would ask the agent, how many other players do they work with that are represented by other agencies?
Erik Averill (24:36):
And the reason I think that question is so important is a lot of times what agents will do is they've got their preferred financial guy because it protects their relationship and a lot of times very candidly like they're referring people to the broker dealers, the Merrill Lynch's, the Morgan Stanley's, the UBS's, the Wells Fargo's of the world. The agent actually hasn't done that due diligence for you. They haven't made sure, is this an independent advisor who's a certified financial planner who also has a certified private wealth advisor and integrated tax planning and specializes in working with ultra wealthy people under the age of 30? They haven't done that due diligence and so one of the things of a good question is when you interview a financial team is, how many professional players do you work with and how many different agencies are they represented by? Because if you find a financial advisor who really only has clients of one agency, to me that's a huge red flag.
Erik Averill (25:31):
Then the second thing I want to hit on is just this in house option. Is you're going to have, there's very few of them but there are some very big ones that have what they call their business management in house and at the end of the day, the pitches is that they're going to act as your money police but the interesting thing is when you look at who their team is, they actually don't have any certified financial planners, certified private wealth advisors, people who have qualifications to actually provide the oversight. It's a glorified CPA who, because it's not integrated with your investment management, you're actually costing you money and you're overpaying for somebody to pay your bills and travel things. That's actually usually set up to protect the agent relationship and we'll be very strong on that is, what you would never see is you don't see ultra wealthy business people, you don't see their family office financial team tied in with their personal attorney or their business attorney that's going over their contracts.
Erik Averill (26:37):
Those are two separate things. You have the best law firms and then you have multifamily is like us who work in concert together but we would never be in the same house because of the ripe conflicts yet in the sports world, we just kind of pass it over. It's like, Oh yeah, it kind of makes sense. Two things really hardcore there, make sure that it's in your best interest as per this group has this independent expertise from your agency.
Travis Chick (27:13):
Yeah. No, I think that's a great point and so often what we hear is that it's, Oh well it's a convenience thing and what I would say to that is who is it convenient for? Because at the end of the day, if it's checks that are being sent for endorsement income you sign a [inaudible 00:27:33], deal, car deal, shoe deal, things like that. Who is it convenient for? Because at the end of the day, all they have to do is send the check to you or send the check to your financial team and so that's just taking one less step away from them but you're still as a player not having to worry about that and so what I would really strongly advised people to combat that is who is it actually convenient for? Because at the end of the day, what we've seen the most is when that's the case it's really just convenient for that business manager which puts their incentives on the wrong side as well.
Erik Averill (28:02):
That's great. Just in summary as we close out on time, the one thing we'd encourage you is this the biggest financial decision you're going to make and this is your responsibility. We highly encourage you to step up and to own your wealth and to own your career and to own this decision process. I think if you follow this framework and you utilize the resources that we're going to provide in the questionnaire, you are going to find yourself in a very good situation. Just to close, here are the questions. First and foremost, are you an independent registered investment advisory firm? If you're attached to a broker dealer, do not pass go, do not let them through your door. Are you a certified financial planner? If you're not a certified financial planner, sorry, I'm sure you're a great person. You're not going to handle my wealth. There's 85,000 of those out there that you can choose from that are qualified.
Erik Averill (28:55):
Do you have the expertise in the integration of the tax planning? If not, sorry, 40% of my money's just too important. And then lastly, do you actually have experience of working with players in my situation? In the past five drafts, how many bonuses have you actually helped structure? Ask them for specific contracts, cross out the name. If they signed for $8.1 million, was it just split 4,500,000 or was it actually done in the most tax efficient way? And so if you ask these questions, you guys are going to end up in a really good situation. We appreciate the time that you've spent with us, we'll be excited to share with you all of the interviews to come where we're going to have some of the recent draft picks on here and so you can hear about their experience and so have a great rest of the day and we look forward to spending some more time with you on the next episode of the MLB Draft Podcast.
Erik Averill (29:54):
Hey, thanks so much for listening to today's show. We hope that you enjoyed it. Our goal here with the MLB Draft Podcast is to make this the go to resource for all families and athletes looking to take their career to the next level and so this show really is all about you and we would love to hear from you. Are there any questions you have, topics that you would love for us to cover? Please do reach out. You can shoot us an email at erik@athletewealth.com or travis@athletewealth.com. Of course you can find us on social, we're on all the major platforms at Athlete Wealth and if you'd like to set up a phone call with us, you can reach us by going online to athletewealth.com and you'll see right at the top of the page, there's a button where you can schedule a call directly with us and so we would love to hear from you and until next time, stay focused, stay hungry and be a pro.

