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the discussion

message from the publisher
Despite a raging bull market, managing your money and
investments to achieve your financial goals is as challenging as
ever due to uncertainty in global markets, changing regulations
and technology. In a 60 minute discussion, moderated by
former Publisher Tom Monahan, at our Business First office on
February 16th, representatives from seven firms involved in
the wealth management industry talked about the challenges
and opportunities facing today’s investors.

The sponsoring companies paid for the advertising in this
section and for a seat on the panel. The discussion in this section
has been edited for space purposes. I want to thank the
sponsoring firms for their support and for the panelists who
participated.
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the panelists

Nicole Jacobsen-Nally, CTFA, AIF®

Market President - Argent Trust Company

As founding officer for Argent Trust Company in Kentucky, Nicole advises clients on investment, tax and estate
planning. She works in tandem with her legal and accounting network to provide the best possible solutions
to each individual family’s needs. She is a graduate of the University of Louisville, Cannon Trust School,
Leadership Louisville, is a Bingham Fellow, and is a member of the Estate Planning Council of Metro Louisville.

Steve J. Giacobbe, CFA, CFP®

Managing Partner / Chief Investment Officer - Accredited Wealth Management

Steve is the founder of Accredited Wealth Management, a Louisville-based independent wealth
management firm providing fee-only investment and financial planning services. He is a Certified Financial
Planner™ and a Chartered Financial Analyst with twenty five years of experience. Steve earned his
B.A. in economics from Washington & Lee University and an M.B.A. in finance from UNC Greensboro.

Louis A. Lemos II, CFA

Executive Vice President / Chief Investment Officer - First Kentucky Trust

Lou has a Master of Jurisprudence degree in Business and Corporate Governance Law from Loyola
University Chicago School of Law. He earned his MBA from Murray State University and a Bachelor of
Science in finance from Kent State University. Lou is a Chartered Financial Analyst with over 20
years investment experience and serves as a director of curriculum development for the CFA Institute.

Mark K. Nickel, CFP®

Senior Vice President / Director of Portfolio Management - Hilliard Lyons Trust Company

Mark is a Certified Financial Planner™ with 19 years of experience in the investment industry. He is a member
of the Trust Company’s Strategic Planning Team, Chair of the Trust Company’s Investment Committee, and
a member of Hilliard Lyons’ Investment Strategy Group. Mark received a B.S. in finance from the University
of Louisville and his M.B.A. from Smurfit School of Business, University College of Dublin (Ireland).

Charles “Todd” Mercer, CRPS®, C(k)P® Certified 401(k) Professional
Senior Vice President / Wealth Management Advisor - Merrill Lynch
Todd brings more than 25 years of experience in support of clients’ wealth management needs. In addition
to investing strategies, Todd focuses on estate planning services, trust related matters, corporate retirement
plan services, business succession, insurance, and liability management. He is a Senior Portfolio Manager,
and has been managing portfolio strategies on a discretionary basis since 2003.

Mike Ricketts

Managing Director, Investments - Raymond James

Mike Ricketts’ career in financial services spans over four decades. His commitment to serving clients has
been more than a vocation – it’s been his passion and avocation. Now working with two sons, Patrick and
McCauley, he continues to help clients build portfolios that address needs for now and later. Recognized
as a Barron’s “America’s Top 1000 Financial Advisors”.

Shannon B. Budnick, CTFA, CFP®

Senior Vice President / Managing Director of Investments - Stock Yards Bank & Trust

Shannon manages portfolios for high-net-worth clients and institutions and is responsible for the day-to-day
management of the investment team. She is a Certified Trust and Financial Advisor and a Certified Financial
Planner™ certificant. Graduated Florida Trust School, Florida Graduate Trust School, National Trust School,
and National Graduate Trust School, and holds a B.A. in Business from the College of William and Mary.

MODERATOR: We’ll start with a

real easy question. We’ve got an unpredictable president in the White House. We’re
in very long bull market. And there’s a lot of
uncertainty in the United States and around
the world now. So all I need from you is your
market outlook for 2017. Where do you think
we’re going?

GIACOBBE: We believe stocks and risk assets
have been in a sweet spot for several years. Economic growth has been slow and steady since the
financial crisis, which has taken deflation risk
off the table. While the slow pace of economic
growth has not been fast enough to push inflation much higher, which has kept the Federal
Reserve from aggressively tightening monetary
policy. We think this favorable economic environment may continue for a while. Although,
we recognize that the economy is fairly late in
this business cycle and stock market valuations in the U.S. are quite high. We believe as
we move further into the year risks are likely to
increase. One of the risks we’re watching closely
is how well the economy handles the handoff

from monetary policy to fiscal policy, how this
transition is handled will have significant ramifications on the markets. Other potential risks
are the rise in populism around the world and
the trend from globalization towards de-globalization. Investors should watch the upcoming
elections in Europe to see how this trend plays
out globally. Lastly, I would highlight the trend
from disinflation to reflation and the impact this
can have on interest rates and stock valuations,
if inflation and interest rates increase substantially it can negatively impact valuations. We believe there is uncertainty around all these trends
and we can paint a picture where it can go one
way or the other, positive or negative. Currently
we have an optimistic outlook, but think uncertainty will increase as we move further into
the year. President Trump has increased confidence and animal spirits in the markets, and has
been granted a grace period as he formulates his
policy. But at some point, the market will start
to look for results versus expectations. If results
don’t live up to current expectations the markets
may be in for some surprises, and would cause
us to be more cautious in our outlook.
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NICKEL: I think last year was as great an example in recent history of how impossible it is
to predict what’s going to happen. We started
last year and it seemed like China was falling off a cliff. Risk markets sold off and we
recovered. And then we had something that
was not supposed to happen at all – Brexit –
which is really the first sign of populism becoming a bigger and bigger issue globally. And
we did have risk markets sell off quickly, but
then recovered within a matter of weeks. And
lastly, we had the presidential election where
nobody thought a Trump win was possible.
And people were on the record saying, if it
does happen, we’re going to see a 10 percent
or more sell-off – a Brexit-like repeat. And
that didn’t happen. We had an intra-night
sell-off, but then by the time the market opened
the day after the election, we were pretty much
flat and then we saw a really precipitous rise.
So it’s just impossible to say what is going to
happen this year. We agree with a lot of
what Steve said. One of the things that we
do anticipate at some point is that we’ll see
the equity risk premium or risks increase as
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the administration’s grace period
sort of falls by the wayside. We can
see risks on the downside and on
the upside. So it could be a really
good year if all these things come
to fruition. It may not be such a
good year if trade wars happen
and if Congress and the administration don’t work together. As of
yesterday, we haven’t seen a 1 percent or greater move in the S&P
for something like 41 days. That’s
the longest period since ‘82. So
it’s like the market is just pausing
and we’re just digesting and we’re
sort of waiting for the next shoe
to drop positively or negatively.
We think valuations are rich. But
they’ve been that way for a while.
And valuations are a horrible timing tool. So a lot could happen this
year either way.

part of the question could actually
be a fourth that we’ve not used before. And that is, does Washington
look to be pro-business? And that
seems to be a positive. So we’ve
got a lot of positives out there. The
net effect, in our humble opinion
is, you’re going to have a positive
market this year.
JACOBSEN-NALLY: We are definitely expressing a similar sentiment; Every discussion about the
economy must address the new
administration. There are propos-

BUDNICK: We have an optimistic outlook for 2017. We’re favoring stocks over bonds. There are
risks in both the equity and fixed
income markets. Under current
market conditions, we feel risk of
a recession is low. Trump, as we
said, has a pro-business agenda.
Increased government spending,
consumer and business spending
means faster economic growth. So
we think that will fare well for our
clients and investors. We do anticipate continued volatility throughout the year. One of our objectives

LEMOS: I tend to agree with both
of you. Making short-term market
predictions is usually perilous, but
we’re fairly optimistic. It does appear that the underlying economic
fundamentals and sentiment are
supportive of the markets moving
higher in the intermediate term. In
terms of the new administration,
while we are in the early innings, it
does seem like investors like what
they are hearing. We think the
prospect of tax reform for individuals and corporations and the possibility of some meaningful infrastructure spending is supportive of
a better business climate and also
equity markets in the intermediate
term.
RICKETTS: I take a little bit more
simplistic approach to things. The
quick answer in our opinion is,
stocks represented by the market
should be just fine. Bonds, may
just clip your coupon there. We
walk through an exercise with our
clients periodically to get a general
stock market opinion. It’s: what’s
your opinion on interest rates or
inflation? How do earnings in general look to you? Is money flowing into or out of the market? And
the answers are along the lines of,
rates and inflation look manageable and historically low, that’s
a positive. Earnings have been
trending up and are better quality,
that’s a positive. Money flows have
steadily improved, that’s a positive.
Obviously if two of those situations
become negatives, then you want
to back off your stock market position. The Trump White House,

als and policy positions on immigration, tax reform, and partial
elimination of some Dodd-Frank
rules in the works. But we don’t
know what’s going to be enacted.
We don’t know what’s going to
get through. Certainly, President
Trump has reiterated economic
growth that requires major effects
from trade and tax legislation that
gets pushed through. We do think
that 2017 will bring a volatile market, which, again, we reiterate now
more than ever, now is the best
time to have a professional adviser,
advising you regarding your investment portfolio.

is to educate our clients on the risk
of the market, sitting down with
them and going over prudent asset allocation, taking a long-term
approach to the markets. So we’re
not investing for tomorrow, we’re
investing for their future. We do
think equities are slightly elevated,
but they’re elevated for a reason.
We think higher earnings may
make those slightly elevated values
more tolerable. So we do feel optimistic for 2017.
MERCER: Merrill’s CIO report
sees the S&P 500 potentially as
high as 2,700, if you want to put
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a number on it. Maybe GDP as
high as four percent if some of the
things get done that the new administration wants done. You’ve
got tax cuts at the personal level
going from 39 percent to 33 percent. Congress and the administration are unified on that. You have
tax cuts for C corporations going
from 35 percent to 15 or maybe 20,
which is what Congress has wanted. S corporation dividends going down to 25 percent. You have
repatriation of profits overseas as
much as $3 trillion depending on
how it is measured. Coming back,
that’s probably going to be tied to
some kind of infrastructure program. Something’s going to get
done on the Affordable Care Act.
And Trump has said he’s going
to reduce two regulations for every one new regulation out there
and has already suspended many
regulations that Obama put in at
the end of his administration. You
have something that’s going to get
done on renegotiation of trade and
tariffs. And then you’ve got a major infrastructure spending package that’s probably going to come.
The Democrats are in agreement
with that. So Janet Yellen said on
November 17 when she testified
in front of Congress that they had
no economic model for the fiscal
stimulus that is coming from the
new administration. Going back
to Mark’s comment, when the
market went crazy the night of the
election, I think it was initially going, “Oh my God, Trump is going
to win.” And the Democrats may
control the Senate. And then as
the night wore on was like, “Oh my
God, Trump is going to win and
the Republicans are going to control Congress.” And there’s going
to be a major change in Washington. And it will be more pro-business, more pro-economic policy
in Washington. And so if this stuff
gets done, we have a very positive
outlook for the market. If it doesn’t
get done and it gets bogged down,
it’s going to be a terrible year.
LEMOS: It seems like everybody’s
brought up the idea of valuation.
That’s the headline that’s in the
news every day. Are the U.S. equity markets over-valued? Despite
the fact that the U.S. equity markets have run quite a bit, we think
a pretty strong case can be made
that the markets are not overvalued, at least not as much

as some of the market pundits
would have you believe. Clearly
the markets are not as cheap as
last year at this time, but if you
take into consideration the low
level of interest rates, where inflation expectations are right now,
coupled with a better earnings
outlook, we believe that the U.S.
equity markets could have some
more upside from here.

how much and where the market
will move.

MERCER: Current evaluations
are a rear-view mirror view. So if a
lot of this tax reform and stimulus
goes through and you start looking
through the windshield as opposed
to through the rear view mirror,
earnings can go through the roof.
And earnings drive a stock market.
So if we have increased earnings,
then the current valuations don’t
make a difference.

RICKETTS: And I think that
many years ago we talked about a
new paradigm. And that new paradigm was a bunch of junk because
we were allowed to own companies
that had no earnings, had high multiples. But that was supposed to be
OK and it wasn’t. This time around,
if you look at the market PE, and
you take out that hyper inflation
period of the ‘70s, you really have
about a 16 1/2 to 17 historic PE. So
to Todd’s point, if earnings come
through and we think they will,
then you’re going to be just fine.

BUDNICK: It really depends on
how successful and quickly the
new administration can execute
the policy changes that we’ve heard
here today. And that will impact

JACOBSEN-NALLY: I think it’s
notable that the S&P 500 rose 8.6%
between election day and the last
day of 2016. So the markets have
responded positively. But the administration needs to learn to
work with the legislative and regulatory system.

LEMOS: The other side of that

question that clients often ask us is
what would make us less optimistic or less constructive on the U.S.
equity markets. It’s the basics. If
we were to see a slowdown in U.S.
economic growth or inflation pick
up in a meaningful way, clearly
we’d become less constructive on
the U.S. equity markets. History
tells us that market PE multiples
generally don’t come under undue
pressure until you start to see inflation creep up to about 4 percent.
Additionally, we’re somewhat optimistic that if some of the fiscal
plans and regulatory changes proposed by the new administration
go through and investors can look
through some short-term volatility
that may occur, we can have a reasonably good U.S. equity market
environment in 2017.
MODERATOR: Other than just

trying to counsel your clients to
look at their long-term investments, how do you calm their
nerves when they hear in the
news about something that’s

supposed to negatively affect the
market?

BUDNICK: It’s all about controlling risk. We have to make
sure we’re taking the appropriate
amount of risk for our clients. We
look not only at asset allocation,
risk tolerance and time horizon
but also at controlling risk from
the inside of our clients’ portfolios.
We look for businesses that have
growth opportunities, good earnings history and that are recession
proof. Typically on our individual
equities, we’re taking a little bit less
risk than the market, so that our
clients don’t feel all of that pain if
there is a correction. Our job is really about monitoring risk for the
client and making them feel comfortable.
NICKEL: It goes back to what
are we trying to achieve with our
portfolios. Many of our clients
live off of their portfolios. So have
we structured the income so that,
whether the market is booming or

Once upon a time...
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JACOBSEN-NALLY: We are supposed to be your designated worriers. The market responds to social and governmental change with
volatility. So you try to communicate that to your client to make
them feel at ease. It’s all about our
relationship with our clients.

whether it’s falling, is the income
going to be consistent? Is it going
to be there? Can you continue to
count on your income for your
monthly expenses or your lifestyle? So it’s really coming back
to basics. What are we here to do,
and have we constructed the portfolios safely to let clients achieve
those goals? A lot of the other stuff
is just noise. And then it’s also
walking them off the plank when
they think they need to jump and
reassuring them. The psychology
part of our job comes into play.
GIACOBBE: We regularly have
conversations with our clients
about risk ahead of time, if you
wait until a risk event happens, it’s
probably too late. We spend time
trying to understand their expectations and what they need to achieve
their personal goals. Once we understand their goals we discuss the
impact of risk, and will often do a
scenario analysis to evaluate how
their portfolio will do in different
market environments. We want

the discussion

to educate our clients to think of
volatility as an opportunity. We’ve
all talked about valuation, if you’re
thinking long term, high valuations
today will equal lower than average long-term returns, however in
the short term it is difficult to predict. One of the ways we can improve on those returns is to think
about risk in a pro-active way, and
view volatility or risk as an opportunity to improve our portfolios

and positions in the market. Our
clients know we are only a phone
call away and the more we discuss
those scenarios ahead of time, the
more disciplined our clients will be
and the better returns will be.
RICKETTS: We tell them to turn
off the TV. Just stay over here in the
slow lane. Don’t worry about everybody whizzing by. And turn off the
TV. Go read a book. Go take a walk.

MERCER: We do a financial plan
for every client. And in that plan
it has what their net worth should
be at different times. And so I’ll
pull it out and say, “Your portfolio is worth $2.5 million. You’re
$200,000 ahead even with this 10
percent correction. So we’re on
plan here. We’re right where we
need to be.” And the other thing I
do is keep this chart underneath
my desk and it comes from one of
our vendors. It goes back 30 years
and it has the high point and a low
point each year for the market.
And to Mike’s point about turn off
the TV, I’ll tell the clients, “Turn off
your TV.” Stop watching CNBC,
Fox Business News or CNN because they’ll say that “We’ve never

COMPLEXITY, MEET SIMPLICITY.
When retirement can stretch on for decades, even the most educated among us
can find themselves lost in planning for it. That’s where The Ricketts Group comes

seen volatility like this.” Well, if you
go back to 1998 and I think it was
the Asian currency crisis, in October the market went down 19 percent. And by the end of the year the
market was up 26 percent. That’s a
46 percent turnaround in less than
three months. That’s volatility. If
you apply that to the Dow Jones
today, that’s a 9,200 point move in
the Dow. If we had a 9,200 point
movement in the Dow today, people would be freaking out. It would
be pandemonium in the streets if
we had that. So you’ve just got to
keep clients’ perspective on where
their goal is, where their portfolio
is long term. And don’t let them
get too risky when the market is
up. And don’t let them take too
much money out when the market’s down.
LEMOS: I’m going to make two
quick points. It’s going to sound
extraordinarily basic, but an effective tool for dealing with clients
when the market is resetting to
a lower valuation or the market

“

W

is getting a little more volatile is
simply to show them past periods
where we’ve experienced similar
events and then show them the
subsequent market performance
and the importance of staying the
course and not panicking out of
the market. But we have been so
spoiled as of late, right? Upward
trending markets make our jobs
easier. When the markets get a
little more volatile, that’s when we
truly earn our fees. We would not
be surprised to see volatility pick
up a little from here. The markets
are going to have to digest a Fed
moving from an extremely accommodative monetary stance
to somewhat less accommodative
stance. We already talked about
the new administration and the
markets digesting new policies.
So we’ll probably see some more
volatility going forward. And, by
the way, it’s very typical in the second half of a business cycle to see
increased volatility. So we’re going
to have to coach clients through
what we think could be periods of
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a little higher volatility than what
we’ve seen recently.
MODERATOR: How do you go
about determining your clients’
tolerance for risk?
BUDNICK: It’s getting to know
your client. It’s really knowing what
their personal beliefs and values
are and listening to them. There
are times a client will say, “Oh, I
want to take a lot of risk.” But as
you continue that conversation
and you ask questions, you hear
them saying, “I don’t want to lose
any principal.” Well, that doesn’t
match up. That is where the education begins. We look at market history and projected returns. How
much risk can you stand? What do
you need in your portfolio? They
may not need to take any risk in
their portfolio. So it all depends.
It’s personal to the client.
LEMOS: Shannon’s bringing up
a great point because one of the
things you often find is despite the

fact that our clients are wealthy
and many of them have an ability
to take a lot of risk many are unwilling to take much risk. You have
to have a match or consistency
between their ability to take risk
and willingness to take risk. And
it’s not always there. When new
clients experience market volatility you start to get a feel for their
true risk tolerance. That leads to
additional conversations around
risk because one of our most important jobs is to keep clients from
committing investment errors.
You know, “Hey, let’s get out of the
market and we’ll get back in when
things get better.” We know that
market timing is generally a losing
strategy for most investors.
BUDNICK: And clients have to
be able to sleep at night. They have
to sleep through volatile market
cycles. It’s what makes them feel
comfortable while striving to
achieve their goals.
MERCER: I’ll look at the client
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their retirement goals. One of the
biggest risks that retirees face is
the timing or sequence of their
investment returns they earn during retirement. For example if your
portfolio has too much downside
volatility in your early retirement
years, it may be difficult to recover,
especially if you are taking withdrawals from the portfolio. We like
to walk through some of these different scenarios, and really understand if our client’s goal is to have a
really safe and comfortable retirement or is it to be more aggressive
and try to grow their wealth. Once
we understand what their goals are
and what motivates them, it becomes easier to make good decisions that will accomplish them.

and say, “You have a $2 million
portfolio. And if the market corrects 10 percent from here you’re
down $200,000. Or if it corrects
30 percent, you’re down $600,000.
Are you willing to take that risk?’
And they’re like, “Oh, no. I don’t
want to lose $600,000.” Well, then
instead of being 100 percent equity, we need to back it off. Because
that’s what could happen with this
portfolio.
NICKEL: You try to get their head
around real dollars. A risk tolerance questionnaire that they fill
out might say you should be 80/20
or 60/40. It’s sort of like a theory,
but what’s the real impact to you.
Can we get our clients to really
think that through and put themselves in that seat? And if we can
get them there, then it’s a good
situation.
RICKETTS: To Shannon’s point,
there’s just a lot of psychology that
goes into this. You have to manage
expectations, answer their question. Whatever they start with is
OK, but you’ve got to get them back
to the real world. Just manage those
expectations and communicate.

BUDNICK: Clients need to understand that 10 percent market
corrections are normal in any given year. Even though corrections
are expected, a client needs to be
comfortable with their overall asset allocation and the recommendations their advisors provide. We
review asset allocation at least annually and as needed as clients go
through life events. The relationship between a client and their advisor is very important and develops over time.
LEMOS: And then reminding clients that market adjustments are
normal. We went back and looked
since 1950, and on average, we get
a 5 percent correction about once
a quarter and on average we get a
10 percent correction about once
every 12 months. We’ve been in a
quiet period in terms of large market drawdowns as of late, but the
bottom line is that market corrections are normal and healthy for
markets.
GIACOBBE: We also spend a lot
of time with our clients on financial planning, and helping them
discover what they need to reach

JACOBSEN-NALLY: We take
a consultative approach that is
unique to every client that we
have. Learning what their needs
are. And as you said, there are
many factors other than just stock
market performance. At Argent,
we have many unique assets, mineral interests, real estate and operating businesses, that are held
in trust. And so those allocations
come into play as well. It’s counseling your clients through the
market volatility, understanding
their unique holdings, and, sometimes, telling them to turn the
television off.
NICKEL: We talked about using
different levers. And you want to
build and construct portfolios
with different levers that you can
pull on at different times. If the
markets are up 23 percent and a
client is doing a home renovation,
maybe you do talk about skimming some profits off the top. If
the market’s down 23 percent and
they’re doing a home renovation,
maybe you look to your fixed income. With multiple options, you
don’t have to make bad decisions
at the worst time.
MODERATOR: Let’s talk about

the Department of Labor’s new
fiduciary duty rule, which has
been
temporarily
delayed.
What is the government trying
to achieve with this rule? What
does it mean for investors and is
it a good idea or a bad idea?

LEMOS: Clearly the stated goal is
to protect retail clients who may
be a little less financially sophisti-
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cated. The rule itself would require
the fiduciary standard to be in
place. So this means that you need
to put client interests first.
NICKEL: But it’s only for retirement accounts.
LEMOS: Yeah. I’ve read an awful
lot about the new DOL rule. There
are clearly costs and benefits. After considering the costs and benefits, we’ve come down on the side
that implementing the fiduciary
rule, on balance, is a good idea.
BUDNICK: Putting the client first
is always the right thing to do. At
Stock Yards the rules aren’t going
to really change how we do business. We already acknowledge
we’re a fiduciary anyway. We don’t
take commissions. We don’t have
front-end or back-end loads on
our mutual funds. We don’t have
products to push and we don’t have
proprietary funds. So it doesn’t really affect what we’re doing.
LEMOS: During the period of
time when they were putting the
rule out for public comment, the
RAND Corporation did a large
survey of retail clients. And the
reality is the vast majority of them
already thought their broker or
their adviser was operating under
some fiduciary standard to put
their interest first. And the vast
majority had no idea that there
was another standard of care, the
suitability standard, that their adviser may have been operating
under. So it’s interesting. There’s
a lot of confusion around this, of
course, in the retail landscape. So
probably clarifying what the rules
is very important.
RICKETTS: When I started in
this business in the ‘70s, we talked
about the “prudent man” rule. It
ain’t changed. It’s the same. We’ve
always had fiduciary responsibility. If this offers better transparency, then great. Good for us if I talk
to a client about their safe money,
their qualified plan, they’re going
to ask me, “What about this other
stuff I have over here? Is that not
safe stuff?” So yes, you have to use
psychology to handle that sort of
situation. Raymond James lets us
do it either way. But we do see the
need for better transparency.
JACOBSEN-NALLY: Working for

a trust company for most of my career, I’ve always operated in a fiduciary capacity. So it will have little
impact on Argent Trust and the
way we operate. Really it just offers
a level of transparency for all the
players in the retirement planning
arena. But we’re already operating
under the fiduciary rule standard
with strong disclosure requirements and self-dealing prohibitions. And so the fiduciary duty
rule is going to have an equalizing
effect for trust companies, like
Argent. I truly believe a fiduciary
standard will definitely benefit clients in the long run. And I think
advisers as well.
NICKEL: My time is mostly spent
within the trust company at Hilliard, so I am a fiduciary. However,
I do spend some of my time on
the broker/dealer side. Roughly
75 percent of Hilliard’s overall
business comes from our Private
Client Group. Hilliard’s stance is
we like the idea of putting client’s
interests ahead of the advisers or

the firm’s. So we’re totally in agreement with that. We don’t think it
makes sense, though, that a new
regulator, the DOL, is going to be
just looking at retirement plans
and IRAs. It would probably make
more sense if the SEC, or somebody who we’re already used to
dealing with, would look at the entire relationship from a fiduciary
standpoint and have it be somewhat more consistent across the
board. So we hope the outcome of
the review is intelligent, sane, consistent regulation.
GIACOBBE: At AWM we always
serves as a fiduciary to our clients, and from our perspective it is
hard to understand why investors
would want someone to work with
someone who does not have their
best interest in mind. Regardless
of what happens to the fiduciary
rule, we believe the ‘cat is out of
the bag’, and the trend towards
fiduciary services is already happening. If you look at the statistics,
investors are already moving their

money towards low-cost investments, and away from high-cost
advisers that may have conflicts.
Here’s a great example, since 2009
Vanguard, known for the lowest
fees in the industry, has grown
their assets by three trillion and
now manage over four trillion in
assets. I think this trend will continue and maybe if the DOL moves
forward with the fiduciary rule, it
happens a little faster, but regardless it’s likely to continue.
MERCER: Merrill has already
moved to fully embrace the fiduciary rule. John Thiel, our president, was part of the negotiations
with the DOL and ongoing. And
so in November, we stopped doing
any fee base or any commissionbase trading and IRAs were set
on April the 10th to fully embrace
the fiduciary rule. I think we’re
the only major wire house that
has done that already. My team is
already operating under a full discretionary model so it really didn’t
affect my team at all.

GIACOBBE: Most individuals
don’t realize there is a difference
in the standard of care that advisors can provide to their clients,
and are surprised when they learn
about it.
MERCER: If you asked an average client or an average person on
the street about the fiduciary rule,
they probably would have no idea
what you’re talking about.
MODERATOR: How has the fee
structure evolved over the last
10 years and where is it going?
GIACOBBE: I would say close
to half of the prospects we meet
aren’t really sure how much they
are paying their current advisors
in fees. Often the account statements they receive from their
advisors are not transparent and
make it hard to tell what their fees
and performance are. We think
this will change as clients start to
demand better reporting and service from their advisors. In the
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last 10 years something like 85
percent of active managers have
underperformed their respective
benchmarks. People are starting
to realize that the fee they pay is
a big component of total returns.
Morningstar has done several
studies showing one of the best
predictors of future returns is fees,
with lower obviously being better.
So I think if you want better returns, particularly in a highly valued market, lowering your costs is
a very good place to start.
LEMOS: Our key responsibility is
not just finding investments that
we think are going to perform well.
Clearly, when we’re allocating assets, we need to also find the most
cost effective way of allocating client assets. We’ve done some study
and the reality is the compounding
effects of the fee savings over time
can be an important component of
the overall wealth that your client
has in 20 or 30 years. It’s fascinating when you start to see the compounding effects of fees savings.

NICKEL: Last year, Vanguard
brought in more with one mutual
fund company than the rest of the
mutual fund industry combined.
That’s astounding. We’re eight
years into a bull market and it’s
been very hard for active management to outperform. So people are
questioning, are these fees worth
it? Robo advisers are making people much more fee conscious. So
it’s up to us as advisers to make
the case for why we’re worth it. I
was at a conference last year and
the presenter said, “Well, as an industry, we’ve done a terrible job of
pricing business because we have
set our clients up to expect our
management fee to be all about
investment performance. What
about financial planning? What
about re-balancing? What about
developing the right asset allocation? What about bill pay? What
about trust administration? But we
make it all about the investment
performance. And we’ve got to,
as an industry, make it clearer and
more transparent that here’s what

you’re paying for and here’s what
you get for it. And yes, investment
performance is important, but it is
not the only thing.” And that has
stuck with me. Now there’s a long
way to go in how we would reprice
our services. But it is true we set
ourselves up that investment performance is all that matters.
MERCER: You have to make a
distinction between investment
management and wealth management. So if you are just managing money for somebody, you
maybe shouldn’t make as much as
if you’re providing wealth management services where you’re helping them with their estate planning, with their insurance, with
their education planning, financial
planning, helping them with their
parents long term care needs.
You’re doing additional services
so you’re able to earn a higher
fee on that. The other thing that I
would point out is the reason why
Vanguard is grown so much is because they have channeled us. So
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they’re not just selling against us
anymore. They’re selling with us.
There are Vanguard wholesalers
and vendors coming into our offices now. And then we’ve gone to
the passive market. And I would
remind everybody at the table this.
If you go back in the ‘90s when you
had the no-load mutual fund, they
were going to put us out of business, right? Well, you don’t have
hardly any no-load mutual funds
sold directly to the public because
what they found was, when you
had a market sell-off, everybody
called in to sell. Fidelity did a
study. They found that 98 percent
of Fidelity Magellan shareholders
lost money in the fund. One of
the greatest funds ever in history.
And it’s because there wasn’t a
gatekeeper there. And so I would
say this massive move towards
passiveness when we get the next
market volatility cycle, when this
bull market ends, we’ll have the
same issue again.
NICKEL: We’ll probably know

Wealth Management

risk-on, risk-off trading environments like we’ve had since the
financial crisis.
GIACOBBE: I wouldn’t be surprised either if we see active management start to outperform in the
next few years. These trends tend
to run in long cycles and at some
point the relative performance
trend will turn back in favor of
active management.

only in hindsight. But how much
has Fed interaction and their hyperactivity had an impact on returns and how hard it’s been for
active management to outperform.
Is that due to Fed interaction? And
I just saw yesterday that AllianceBernstein is offering six funds that
charge fees only if returns beat
their benchmarks. I think that is
going to be a trend we’re going to
see more and more of.

LEMOS: In defense of active
management for those of us who
manage individual funds or SMA
strategies, we are starting to see
meaningful performance divergences between sectors and lower
correlations among individual
equities within the S&P 500. So
I would not be surprised if we
started to see some active managers look a lot better than they have
when we’ve had just these simple

BUDNICK: Fee structures have
and are continuing to move to
a value-additive approach. Some
people might view investments as
a commodity, but we do so much
more than that. At Stock Yards,
we have the strength of the bank
behind us. We are basically a onestop home-grown financial solution. From private banking to business banking, whatever it might
be, we help people achieve their
financial goals. We take the holistic approach with estate, financial
and social security planning. The
depth and knowledge that we have

on our team really helps clients. I
challenge you to find a robo adviser that would go with a child to a
funeral home to plan their parent’s
funeral, select the cemetery plots,
and know the intricacies of their
family relationship or understand
that their dad worked for GE, they
have a concentration in it and they
don’t want to sell it, and there’s
reasons why. There’s a lot more
to investing than just stocks and
bonds. It’s about understanding
a client’s goals and helping them
reach them.
LEMOS: In the wealth management space, your value proposition has to be a lot more than just,
“Hey, look at our performance.”
BUDNICK: Right.
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MERCER: With just one piece of
advice you can save the client millions of dollars. I had a client that
wanted to sell his business last
year and I said, “Well, why don’t
you kick the transaction back to
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Jan. 3 as opposed to Dec. 27? You
might save yourself a $1 million
in taxes.” I said, “Can you close it
next year?” He said, “Yeah.” I said,
“Well, we’re probably going to
have a tax cut, why wouldn’t you
take the chance?” You’re going to
pay the taxes one way or the other
but kick it down the road. For that
client, I covered my fees for the
rest of his life.
JACOBSEN-NALLY: Our Trust
and Wealth Advisory fees are
more for our intellectual capital
as your adviser. We have experience in all facets of finance and
life events. We advise on closely
held businesses, real estate, IRA
transactions, business succession
transactions, and wealth planning.
We know the family, visit funeral
homes, even visit colleges with
children who had been left without parents. Watching these children grow up, go through college;
these are important things that we
do. And our fees are not investment centric. Client expectations
in wealth advisory have forced the
fiduciary industry to look for pricing execution – to look for alternatives that are less costly for the
investor inside of the portfolio.
We’ve become more frugal with
the decisions that we make from
a portfolio management standpoint. We do so much more lifestyle planning and trust administration, such as bill paying. Even
getting a call from an elderly person who’s been taken advantage of
by a phone scam late on a Friday
evening. Being available for things
like that are important.
BUDNICK: And the tax savings
for the estate planning. When you
save somebody and their future
generations millions of dollars,
they are forever indebted to your
knowledge and guidance.
JACOBSEN-NALLY: And your
financial adviser should be your
quarterback. They should communicate with your attorney, your
CPA, your business valuation experts. They should be involved in
all that to be able to advise you in
different situations. Not just on
the investments.
MERCER: It’s like changing the
title of the owner of a life insurance policy or a beneficiary of a
life insurance policy and annuity.
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important information and documents into a personal and secure
online vault for easy access. The
trend of the big financial plan that
you stick up on the bookshelf has
gone away. Many people prefer a
mobile application that will give
real time access to resources and
information. Our clients view us
as their trusted financial quarterback, helping them to collaborate
and coordinate with their other
advisors, their CPA, attorneys, insurance agent, etc. I think people
are looking for an advisor that will
be their advocate and a trusted
resource to help them make good
financial decisions. Often we can
be a resource for multiple generations, especially when there are
relatives who live out of town.
They like to know all of their information is organized, accessible
and they have a centralized resource for everything they need.

All those things like that fall into
wealth management. And those
are things that the fiduciary rule
cannot cover. And they cannot
change the value that people at
this table add to their client relationships by doing stuff like that.
LEMOS: Sometimes, the most
important decision we help clients with is a decision to do nothing. Because often times when the
markets are volatile or things are
looking a little risky, clients want
to do something. It’s human nature for us to want to do something, right? So coaching them
not to do something, often turns
out over long periods of time to
be the best decision. But how do
you account for that? It’s often not
as clearly visible in a raw performance number.
RICKETTS: We’ve been lowering
fees since 1975. We had a May Day
event then they cut commissions
in half. And then we go into the
90’s with discount brokers which
fostered day traders. That didn’t
work so well. I think the one thing
that I am seeing with the lowering
of fees is we’re seeing more consolidation in our industry. There’s
fewer firms out there. And there’s
also fewer advisers. So the strong
will survive. The way we manage
the relationship, to me will continue to win out. Fees shouldn’t be
the first thing you talk about.
MERCER: The barriers to entry
in our industry are huge today
because of fee compression and
because of the complexity of the
industry and the rules and the
different accounts and taxation.
It takes years to make a financial
adviser. And I think the average
age of a financial adviser is in their
mid-60s now and you can’t mint
a financial adviser overnight with
all those complexities and continued complexities that are added
to it. I’ve probably had 120 interns
work for me the last 25 years. Only
one of them is still in the financial
services industry.
BUDNICK: It’s very complex.
You have to know about investments. You have to know about
estate planning. You have to know
about taxes and how it all dovetails together.
JACOBSEN-NALLY: And inter-

MERCER: This goes back to the
value added I think all of us were
talking about wealth management

personal relationships and family
dynamics.
NICKEL: I know very few people
who are truly sole practitioners.
It is a collaboration. It is a complicated world. And if you don’t
collaborate one way or the other,
I don’t know how you can survive. And for our new advisers
that come through Hilliard, if they
don’t partner within a few years,
it’s a very difficult path forward
for them.
MERCER: Merrill has done that
as well. Essentially if you’re not
on a team, they’re forcing you out.
And all the other major firms are
doing that as well.
BUDNICK: And as Mark said,
with us being a quarterback, it’s
very important for people to know
that we work with their attorneys,
CPAs, and insurance advisors
to make sure that everything is
coordinated. We’re not trying to
practice law. We’re not trying to
practice accounting. We are just
trying to serve as our clients’ liaison. You can have the best estate
plan in the world and if accounts

aren’t titled properly or trusts
aren’t funded, all of the planning
and expense is for naught. We
want to make sure all of our clients’ goals are achieved.
MODERATOR: There are thousands of baby boomers going to
the sidelines every day. Some
have done real well in the stock
market and are bringing considerable wealth into their retirement. Others have businesses
that they’re looking either to
sell or pass on to the next generation. What goes into helping
your boomer clients get ready
for retirement?
GIACOBBE: One of the trends
we’re seeing is that people are
overwhelmed by information
overload, and simply want an advisor that will help them organize
the financial-side of their lives.
More and more, our first meeting
or two has become a let’s get organized meeting. Our clients will
bring in all their financial information and we may sit in the conference room for a couple of hours
helping them to organize it. We
are able to organize and scan their

versus investment management.
Merrill has a mobile application
and essentially it’s an account aggregation tool. And all of our clients we have set up on it. It takes
the Merrill Lynch accounts and it
goes out and pulls the Stock Yards
Bank accounts or the Argent Trust
Company accounts online. And it
will pull that all forward and give
you one source of a net worth
statement. And then you can print
out a personal financial statement
right off of that. So from a client
standpoint, if the market is down
10 percent, “Oh, yeah, but I still
have a $5 million business here or
I have a lake house or I have this
real estate investment over here.”
So it allows them to focus more on
their overall net worth and rather
than the day-to-day changes in
the market. And it helps them stay
organized and stay focused.
BUDNICK: We look to develop
a budget for our clients post retirement. We evaluate all of a client’s income sources. Look at all

of their expenses including health
insurance, and their options for
taking social security. We help determine which investment buckets are the most advantageous
to draw from as they need cash
flow. It’s important to understand
if a client is interested in spending all of their money before they
pass on, or do they want to leave
a nest egg for their children and/
or grandchildren. If so, how much
do they want to leave? As people
are living longer, spending more
and have fewer opportunities as
they get older to replenish income, it is critical to consult with
a professional that can guide them
through the retirement process.
NICKEL: I think back to the
boomers. Shannon just talked
about Social Security. I think a lot
of boomers think you hit 62 or 66
and you can just get your benefit
and you forget about it. There is
so much complexity with Social
Security options that most people
have no clue about. We have dedi-
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cated resources internally that can
help people walk through all the
different scenarios and try to pick
and choose what’s the right mix.
So do you take your own benefit,
your spousal benefit? Lots of different options. I would say that 90
or 95 percent of boomers have no
idea how much complexity there
is within Social Security.
JACOBSEN-NALLY: A lot of
folks are busy. They’re working,
they’re running their business.
And so compiling all of this information in one place is not in their
thought process. So I think that’s
value added that we also bring to
the table. I think you’re right about
the retirement planning process –
the platforms are becoming much
more user friendly for the end
user. Your Fidelity platform, your
Vanguard platform, they have all
the calculators on there for Social
Security. So if folks want to do it
themselves, they have the ability to
do that. Typically we walk through
that with them or we ask folks to
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go to the Social Security office.
There’s nothing like visiting the
Social Security office yourself and
having all of the options laid out in
front of you. Most of the general
public aren’t aware that if you’re a
widow, you can draw at 60. And so
these are some of the reasons why
it is important to actually visit the
Social Security office.
LEMOS: There was a time when
it was relatively simple. It used to
be as clients approached retirement you changed their allocation
to more fixed income where they
could get a 5 or 6 percent return
with high-quality corporates or
even Treasuries. That world has
changed. And so we’ve had to
become a lot more creative and
thoughtful in our practice to help
clients in this transition period to
generate returns that are adequate
while not taking too much risk.
And so we clearly have gravitated
more towards alternative investments that can provide a less volatile return path. But clearly, one of

the biggest challenges that we’ve
had is that our clients probably
hold more equities now than they
have in the past and I don’t think
that’s going to change any time
soon given the valuations in the
fixed income markets.
BUDNICK: Well, look at the risk
of fixed-income markets if there’s
a 1 percent interest rate hike, on a
10-year Treasury you can lose almost 9 percent of the price. Now,
if you hold a bond to maturity you
get the full value back, but that’s an
inherent risk people don’t realize.
LEMOS: Two days ago, the Wall
Street Journal had a big graphic
that showed that high yield corporate bonds are offering a spread of
3.9 percent over comparable treasuries and investment grade bonds
are 1.9 percent above comparable
treasuries. That’s telling. This
indicates that bonds are priced
pretty rich. And so you want to
be very careful. That doesn’t mean
you don’t own fixed income, but

the discussion

you do need to be very thoughtful about what fixed income you
own and how you’re positioned. It
important to have good communication with your clients because
most people still think that bonds
are relatively riskless. So you have
to continue to coach them on the
current fixed income landscape.
RICKETTS: Thirty-five years of
a bull market for bonds. Not so
much the case recently. To Shannon’s point, the day after the election, 10-year treasuries went from
1.8 to about 2.6 within a matter
of a few weeks. That’s a 7 percent
decline in price. You earned about
.2 on that bond if you bought at
1.8 percent. We do a lot of fixedincome business in our shop.
Have for a long time. And we are
having conversations that we’ve
not had. I looked pretty smart
for 35 years and then all of a sudden, in a matter of weeks, things
changed. Clients got their December statement and they had a lot
of parentheses on the bond part

of the portfolio. So that’s where
the psychology comes back into
play. We still think there’s always
a need for bonds in the portfolio.
We don’t get caught up in duration so much. We just try to buy
the yield curve. The yield curve
tells us where clients should spend
their money. If we can get 70, 80
percent of the yield of a 30-year
municipal bond in 12 years, that’s
where we’re going. If we can get
70 or 80 percent of a 20-year corporate in seven years, that’s where
we’re going. We just try to manage
portfolios that way because our
clients do want the income. And
they’re going to get the income.
They like the income.
MODERATOR: What are the

key factors you focus on when
you’re helping clients build their
wealth and achieve their goals?

RICKETTS: I’ll give you the simple answer because that’s what
I do. In helping our clients, you
have to hear to be heard. You just
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got to pay attention. Hear to be
heard. And you have to manage
expectations. I’ve mentioned that
several times. And man, you’ve
got to communicate. You’ve got to
talk to them.
JACOBSEN-NALLY: When the
market is down, pick up the
phone. Call your clients. Because
if you’re not talking to them,
there’s another adviser out there
that probably is or someone at a
cocktail party whispering in their
ear. And they’re saying, “Well, my
portfolio did this and my portfolio did that.” My goals aren’t going
to be the same as Shannon’s goals.
We’re going to have customized
goals. At Argent, we listen to the
client, we get to know them. We’re
in continual conversation with
them. We’re judging their risk
tolerance. We’re walking them
through everything. So again, I
think that it does come down to
listening. It comes down to paying
attention to triggers within the
family. Listening is critical to the
overall plan or recommendations
that you may make.
NICKEL: Mike said communication and I would just add “with
conviction.” You must really believe in what you’re doing and
portray that to clients, then the
conviction comes across. Over
time, they get it and they’ll trust
you. We try to base everything we
do on fundamentals. Nobody in
the investment world gets every
investment decision right. But if
we can go back to our process and
the process was based on fundamentals, and you can communicate that to clients in a way that
they understand, they’ll get it. All
right, you didn’t get that one right,
but understand what the thinking
was. And let’s just keep moving
forward. And that consistency, I
think, leads to that level of trust.
MERCER: I think it comes down
to a couple of things that Mark
just said. You have to have a process. And you have to communicate what your process is to the
client. And the client has to understand where they fall into the
process. And where things break
down is when you’re not communicating to the client. They have
an expectation and you’re not
communicating. If you continue

to communicate to the client, they
understand the process. And they
have an expectation of what’s going to happen. Then you have a
long term client. If those things
break down, you don’t follow the
process and you don’t communicate, it doesn’t work very well.
NICKEL: Everybody would probably agree, you get a new client, a

new relationship and you try to
spend as much time up front educating them, getting them to understand the process. And you’re
in front of that client as often as
needed. But three years down the
road, five years down the road, the
process hardly ever comes up, if at
all, because they just know you’re
consistent. You do what you said
you’re going to do. And they get
it. And that’s a beautiful thing. It’s
a fun thing.
MERCER: We just onboarded a
very large new client and the client
communicated this to me. He said,
“I’m no longer a prospect with my
current adviser. I’m a client. And I

want to be a prospect again.”
BUDNICK: That’s interesting.
RICKETTS: One of the major
brokerage firms on Wall Street,
I won’t mention any names, did
a survey of their clients within a
couple of months of September
11, 2001. Less than 15 percent of
their clients had been contacted

by their rep while the markets
were closed. That’s sad.
GIACOBBE: Barron’s Magazine
recently had an interesting article
titled, “What do you have that
Warren Buffet doesn’t?”, which
caught my attention. The answer
to the question was time, which is
a great message and reminder that
when working with clients one of
the biggest advantages we have is
time. Too many professionals in
our industry are short-term focused, trying to beat a benchmark
or over trading which causes them
to make short-term decisions with
poor long-term results. We try to
step back, communicate, work our

process and use time to our advantage. I think avoiding that short
term mentality allows us to provide a real service to our clients.
Thinking long-term is the best
way for clients to perform well and
reach their goals.
LEMOS: I would just say to complement what others are saying is
that, if you think about it through
a behavioral finance lens, we
have to be cognizant of the common investment errors that we all
make, not just our clients, but we
as advisers can be prone to make.
Listen, we’re human beings. We’re
emotional. We often times want
to act when we don’t need to act
or are overconfident or are prone
to extrapolate recent trends. And
so if we can be thoughtful about
these common behavioral investment errors, which by the way
can derail even the best laid investment plans, I think we can
increase the probability that our
clients will have a good outcome.
BUDNICK: Knowing your client, becoming part of the family, that helps us provide the best
kind of advice we can give to our
clients. We’re all in the personal
service industry. That’s what we’re
doing. Yes, we all provide investment, financial and estate planning advice, but we’re really here
to serve our clients, their entire
family, and be involved with them
through generations. That’s the
part of my job I love. I love seeing
the births of grandchildren, kids
going to college, children getting
jobs, those kinds of things. You
want to be there for your client to
call you and share those special
moments with them. That is what’s
great about what we do - watching our clients achieve their goals.
Our clients pay us to have difficult conversations with them and
their families. They need to know
if they’re spending too much, not
saving enough, not using the right
vehicles through which to invest,
or if they don’t have anything to
worry about in retirement. Bringing up a pre-nup when a son or a
daughter may be getting married.
They don’t want to be the bad guy.
We become our clients trusted advisors. We don’t take that responsibility on lightly. We are there to
help our clients navigate the rough
waters and plan for their future.
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