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With markets moving sideways, top wealth advisors counsel clients

to ignore the headlines and stick to long-term,

diversified portfolio strategies.

NAVIGATIONAL AIDS

IFE AS A FINANCIAL ADVISOR to the nation’s most affluent families
is rarely peaceful or straightforward, These days, duties range from hiring
private detectives to check the background of hedge fund managers to
designing complex structured products for managing portfolio risk.
There are also more traditional tasks, like trying to persuade a spooked
client not to impulsively respond to headlines about soaring energy
prices, the trade and budget deficits or a real estate bubble by liquidating
his portfolio and socking away cash in the mattress. This part of the job,
say many of our top advisors, is emerging as a real challenge in the midst
of what many agree is one of the trickiest investment environments they
can recall. After the stock market snapped back to life in 2003, many advi-

sors and their clients hoped it would be back to business as usual, with
stock market returns that were solid, if not spectacular. Unfortunately, “the
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usual” is nowhere to be seen.

Instead, both stocks and bonds—the
two asset classes that once formed the
core of their clients’ portfolios—strug-
gle to post even modest single-digit
gains. The result: frustrated, irritable
clients, along with advisors under pres-
sure to find an investment solution that
works. “People got a taste for double-
digit returns from stocks back in the
1990s, and now they aren’t anywhere to
be found,” says Laurie Bagley, principal
at Strategic Wealth Advisors in Scotts-
dale, Ariz. “So there are a lot of ques-
tions: Is what they are doing enough?
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What else could they be doing? Where else could they be
putting their money?”

Many find answers in alternative asset classes, a catch-all
category that includes hedge funds, real estate partnerships,
timberland, managed futures, private equity and others. In
some cases, the risks associated with these alternatives are
growing, advisors fret, as more and more frustrated investors
jump into these nontraditional investment vehicles.

When viable options appear sparse, advisors get creative.
For example, John Bird, president of Albion Financial Group
in Salt Lake City, helps his clients structure direct investments
in Utah’s flourishing community of biotech start-ups. Private
equity investing in Asia is also popular, and other advisors are

helping clients invest in oil and gas exploration and produc-
tion partnerships.

Above all, advisors agree that as economic growth becomes
a global phenomenon, with growth rates in the U.S. taking a
back seat to those of China and other emerging economies,
overseas investing will become increasingly important as a
source of return; it offers what some call the most promising
odds of double-digit returns in the coming years. While that
may mean venturing into the Wild, Wild East, for affluent
investors fed up with lackluster returns and lateral market
movements, it might be a gamble they are willing to take.

To gain greater insight into the current investment climate,
Worth spoke to several of this year’s top wealth advisors.

What kinds of concerns
do your clients have about
the current state of the

financial markets?

So, are you finding that clients
are more interested in

taking on additional risk?

There has been a lot of buzz about
alternative asset classes in the

last few years. How do

your clients view the risks and
opportunities of these alternatives?
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WEISS: They are worried that the stock market may not go anywhere in the next
three to five years; that as returns revert to historic means, they may only make 4 to 7
percent annually over the medium term. They ask, “If we can only make that much,
is it worth the risk?” On the other hand, no one thinks interest rates are going up, so
there are arguments against investing in either of the two major asset classes.
HOKANSON: A few clients are wondering why they are paying a fee to manage money
in a flat market. I respond that there is no action anywhere: Virtually every market,
except real estate, is up or down 3 percent.

LOEHNIS: I don't think people are scared. For the most part, they are a bit bored
watching the market move sideways.

FRAMSON: I am hearing clients talk more often about protecting their wealth than
about taking on more risk. People are looking to protect their equity investments.
This has been a very challenging market, both in fixed income and stocks. That
means researching potential alternative investments and other asset classes that we
wouldn’t have looked at in the past.

LOEHNIS: A few are perhaps getting a bit greedy. They see headlines about the explo-
sion in real estate valuations and say to themselves, “Hey, why aren’t I on that rocket
ship?”

HOLLENBAUGH: Our clients are concerned about how best to position their portfo-
lios for what looks like a low-return environment. Qur advice centers around risk
management: seeking global diversification in multiple asset classes and an increased
emphasis on tactical asset allocation. The days of buy-and-hold investing [in broad
market indices] are over.

WEINSTEIN: I think a client should strongly consider alternative asset classes for any-
where from 20 to 30 percent of the asset allocation. Hedge funds are not a free
lunch, but could be a good risk reduction strategy, as long as an extra level of due
diligence is exercised in selecting the managers.

BIRD: I am worried that many of these products are being created by the investment
community to fill an emotional need; some may have no investment merit. We have
seen these things in the past: portfolio insurance, Internet funds and so on. Our job
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Then how do you help your clients
sort out the hype from the reality
in the hedge fund arena today?

Does the possibility of a bubble
make real estate a concern?

What other trends or factors might
threaten your clients’ wealth?
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is to look behind the curtain and explain what is going on to our clients. Some of
these investments might have merit, but there are others that deliver less than they
promise once you factor in the cost structure and lack of liquidity.

BAGLEY: I hear fewer concerns from my clients than I do questions: Should T be
investing in these? If my neighbors are doing this, and it sounds great, why aren’t [
involved in it? I find myself explaining that just jumping on the bandwagon and fol-
lowing the hot market is not always the right thing to do.

HOLLENBAUGH: The key discussion we are having with them is on the importance of
having realistic expectations. With thousands of funds and about $1 trillion 1n assets,
investors and their advisors need to work harder to identify exceptional [hedge
fund] managers. We are talking to clients about how we try to understand how
managers work—are they boosting their leverage? Is the low return environment
pushing them to take risks?

FINN: In the hedge fund area, we recommend a fund of funds. We think that they
can be used as a conservative way to invest; they are not correlated with stocks or
bonds and offer diversification. There may be a perception that hedge fund man-
agers are folks who swing for the fences, but we explain that that isn’t necessarily
the case, and that’s not why we are using them.

KUTZ: I get a lot of questions about the fact that so many players have gotten into
the hedge fund world; clients wonder if it’ still possible to find a sweet spot. This is
still an industry in its infancy. I believe it is still possible to make thoughtful deci-
sions and select a fund of hedge funds that offers good risk-adjusted returns.

LUBITZ: I'm still reluctant to use hedge funds because of the lack of transparency and
the survivorship bias in the performance data. Instead, we look for low-cost invest-
ments that are negatively correlated to U.S. stocks, like real estate and commodity
investments that are transparent.

HOKANSON: It’s true that a lot of my more sophisticated clients have decreased their
exposure to real estate substantially. The rents simply don’t support valuations that
have doubled in Southern California.

BAGLEY: One of my clients who has been acquiring rental properties for 10 years is
starting to sell them off. She says the market is getting too hot. This is a real risk.
FINN: To me, it has signs of a bubble, but no one knows if or when that will deflate.

KUTZ: I think there is a trifecta of issues that clients are laser-focused on: oil at $60 a
barrel; the Fed raising short-term interest rates even as intermediate-term rates are
falling; and the sideways equities market. I'm suggesting they stick with their exist-
ing asset allocation, but implement with an eye to risk—put half of the portfolio in
lower-risk investments.

FRAMSON: Inflation, the dollar’s decline, real estate—all of these issues are potential
landmines. Our job is to navigate between those landmines.

WEINSTEIN: At some point, oil prices at these levels have to have an impact on the
economy. There is only so much room for manufacturers to absorb the higher costs
before their margins are ripped to shreds.
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Which is the bigger challenge:
preserving and increasing your
clients’ wealth, or ensuring that
despite the low-yield environment
their portfolio generates enough
income for their needs?

How have changes in the global
economy affected your planning

and investment strategy?

What about all the interest in
China’s economic growth? How do

you and your clients react to that?

So the key is to think carefully
about how you implement the deci-
sion to increase exposure to China,

India and other emerging Asian

economic powers?

Worth + October 2005

LOEHNIS: 1 think people tend to overreact to these things; these are short-term
noise, and we take a long-term view of things.

WEISS: You run into problems when wealth was accumulated by previous genera-
tions and it is being spread more thinly among a larger number of heirs. With low
bond yields and low stock market returns, consumption is outweighing portfolio
returns.

ZANDER: Balancing the need for current income and long-term growth is the
biggest challenge we face. If investors overweight higher-yielding investments,
they will be taking on a considerable amount of risk because those asset classes
look relatively expensive.

HOLLENBAUGH: Possibly the biggest risk is actually losing opportunities when
clients don't understand planning and wealth transfer tools. We can talk about
squeezing an extra percentage point from an investment portfolio, but if clients
miss the chance to transfer some wealth prior to the sale of a privately owned
business, they will end up paying unnecessary tax on tens of millions of dollars.

ZANDER: Valuations in markets outside the United States now look very attractive,
Emerging markets, in particular, present a great long-term opportunity.

LUBITZ: Emerging markets now have developed enough of a bond trading struc-
ture that they offer decent liquidity, so we are adding some emerging market
bond funds to our clients’ portfolios.

JENSEN: People like to operate in their comfort zones, and when we talk to them
about investing in Asia, there is a lot of concern, so it’s a gradual move.

WEISS: Most people see what is happening in China, and in India as well, as repre-
senting an opportunity, especially now that there are more viable ways to invest.
Traditionally, this has been viewed as very risky—and it’s certainly substantially
more risky than U.S. stocks. But if you approach this selectively, it's a good way to
get an enhanced return for portfolios.

LOEHNIS: To some extent, these are uncharted waters: China is the Wild, Wild
East, governance is nonexistent and there is no one like the SEC providing any
oversight. A lot of our multinational companies here have a major stake in these
areas, and we would rather have them go in and make those investments.

JENSEN: We look at structuring a basket of securities and then protecting the prin-
cipal.

KUTZ: Right now, to the extent that we are playing the China opportunity, we are
doing it through China’s neighbors. We have recently made a tactical asset alloca-
tion toward Asia (excluding Japan).

BIRD: One of the safest ways to go about investing in this trend is by buying
multinational companies, either U.S. companies or those that have ADRs trading
in the United States—companies that are subject to our accounting standards. If 1
wanted to bet who was going to be able to find the best investment opportunities
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One of the biggest issues that you
must help your clients address is

how to plan for their children’s
futures. What are their concerns

in this respect?

How can a financial advisor help
in dealing with issues like this,
that may be created by money but

revolve around family relationships?

What tactics seem to work best
when it comes to helping these
children become the responsible
stewards of wealth that their
parents dream of?
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in Malaysia—me in Salt Lake City, a fund manager in Hong Kong or Johnson &
Johnson, which will use local executives to find the right local business to buy
and then hedge the currency risk—well, I'd bet on Johnson & Johnson.

WEISS: The universal issue is that they want their children to become responsible
stewards of the family wealth. None of them wants to raise a generation of trust
fund beneficiaries; they really want their children to show some entrepreneurial
zeal and responsibility.

BIRD: With the younger children, our clients have a concern about raising financially
responsible citizens in a world where the pressures to consume keep growing.
FRAMSON: One of my clients moved his family from a wealthy enclave in Califor-
nia to North Carolina to give his children a more normal lifestyle, in a community
where everyone isn’t a millionaire,

HOLLENBAUGH: It’s all about values-based planning, which is different from the
calculated, analytical basis of traditional financial planning. We have to ask differ-
ent questions: What does money mean to the family? What is the legacy they
want to create with their wealth?

HOKANSON: Their big concern is that their kids don’t have an appreciation for
what it took to create wealth and to manage it. In some cases, they may not even
have an appreciation for philanthropic activities.

LOEHNIS: The fundamental question they ask is how to help their kids without
hurting them. Yes, they are concerned about how they will transfer wealth tax-
efficiently, but also how they will transfer it in a way that fosters financial maturity.

FINN: We try to work on the nuts and bolts, teaching children everything from
how to work with money to how to successfully take over a family business.
WEISS: More and more clients are asking us to provide a half-day of education at
summer family reunions to help educate them on everything from basic finance
to the wealth transfer process.

HOKANSON: We have the young adult children into our offices for information
sessions that I call Camp Hokanson, then take them out for pizza afterward. Some-
times, they will listen to us when they won't listen to their parents.

ZANDER: There has been more and more discussion about trusts containing incen-
tive provisions, where the beneficiary is rewarded for achieving milestones like
getting a college degree, a job, etc. They sound smart from a planning perspective,
but it’s hard to cover all possible outcomes.

HOLLENBAUGH: Discussions focusing around philanthropy are a great tool. Not
only do they allow you to talk about investing, but they give the family and their
advisor an opportunity to think about and discuss their values and how to express
those. What are we going to support with our money? What will our legacy be?
LOEHNIS: One of the things we sometimes encourage is that the parents and chil-
dren work together on philanthropic giving, through a foundation or other fund,
in such a way that the children are involved in the discussions and decisions about
that giving as soon as they are old enough. That helps address the responsibility
that comes with wealth in a good way, at the right time in the child’s life. @
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METHQPOLOGY:
“SECRETS” REVEALED

Dedication, vision and experience

are requisite to be counted among
the best of the best.

ARLIER THIS YEAR,
Worth learned that an
enterprising huckster
was offering a seminar in
which, for a modest fee, he would reveal
secrets to being named to Worth's Top 100
Wealth Advisors list. Privately, our editorial
staff enjoyed a chuckle at a) the audacious
opportunism of the seminar’s host, and b) the
notion that there is some secret way of gaming the sys-
tem to guarantee inclusion on the list.

For the record, there are no secret ways to make
our list. To the contrary, Worth’s editorial staff has
made every effort to create a selection
process that is objective, fair and, above
all else, transparent.

Each year we ask our readers to nomi-
nate those wealth advisors who have gone
above and beyond the call of duty in meeting their clients’
needs—those who are truly exceptional. We also extend this
request to private banks, wealth management and investment
firms and to other industry associations.

Nominated advisors complete a detailed questionnaire in
which they provide their educational credentials, compensa-
tion structure, client retention rate and other information on
their professional background. They also are required to
answer all the questions that investors should ask of potential
wealth advisors: What returns have you achieved for your
other clients, and how? Have you ever been sued by disgrun-
tled clients? What alternative investments are you recom-
mending? And so on.

Reviewing the responses of hundreds of highly qualified
and dedicated wealth advisors is no small task. In this often
painstaking process, the editorial staff of Worth gives weight
to the qualifications and responses that we believe are telling
of an advisor’s capabilities. For instance, advanced degrees in
business, finance and law, as well as financial certifications,
evidence a true commitment to achievement and to the
profession. Furthermore, professional longevity counts—no
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22-year-olds with economics degrees

need apply.

Most importantly, though, we look

for candidates who can intelligently dis-

cuss the current investment climate, the
markets, returns achieved for their clients
and their strategies for success. Given that
the major markets these days are only offering
lateral moves, advisors must also be able to discuss
the alternative investment vehicles they are recom-
mending to their clients. Those advisors who do not
recommend alternative investments—and there were
many respondents in this group—do not make the
list. When the seas are calm, the conscien-
tious sailor does not wait for the wind; he
looks for a paddle.

In responding to our questions, it is not
enough to simply offer up marketing slogans
or the text from recent brochures. Respondents must pro-
vide answers that are detailed and insightful, but that are also
accessible. Here’s why: Above all else, wealth advisors must
be able to communicate with their clients. Through counsel
and education, they must guide their clients through both
the fat and lean years. We assume, with good reason, that
those wealth advisors who take the time to thoroughly,
expertly and clearly answer our questions will answer their
clients’ questions in the same way.

It is this basic assumption that informs our selection
methodology from beginning to end. We ask questions, we
perform background checks and, finally, we invite the clients
of various candidates to tell us why their advisor should or
should not be on the list. Our goal in this process is to iden-
tify those who possess the superior qualities that define a
top wealth advisor: vigilance, expertise and the ability to
communicate honestly and frankly with clients.

These qualities are certainly no secret. In fact, they are
found in each of those professionals named in Worth’s 100
Top Wealth Advisors list for 2005.

—Douglas McWhirter
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