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Executive   Summary 

● Stocks   have   been   flat   for   over   two   years   now. 
● Central   bank   interest   rate   and   asset   purchase   policies   are   creating   increasingly   large 

distortions   in   a   wide   range   of   investments. 
● Long-dated   U.S.   Treasury   bonds,   gold,   and   careful   investment   in   certain   stock   sectors   have 

continued   to   provide   very   high   returns   year-to-date   for   investors   that   recognized   these 
opportunities   prior   to   2016. 

● These   contributed   to   Precedent   Asset   Management’s   client   accounts   exceeding   benchmark 
returns   by   a   significant   margin   in   every   category   and   over   every   time   frame   since   inception. 

● These   returns   are   also   being   accomplished   due   to   our   key   principle   of   avoiding   significant 
losses,   which   worked   exceptionally   well   during   the   recent   stock   market   corrections. 

● We   have   continued   to   enhance   our   asset   custody   and   trading   capabilities,   leading   to   better 
investment   implementation   at   a   lower   cost   for   our   clients. 

● A   new   client   portal   is   being   rolled   out   with   great   enhancements   for   clients   to   see   and   manage 
their   total   finance   picture. 

● We   are   hosting   a   small   open-house   at   our   new   o�ice   on   August   18th   from   3PM   to   6PM   and 
hope   you   can   join   us! 

Market   Backdrop 

As   we   enter   the   second   half   of   2016,   we   are   now   passing   the   two-year   mark   where   global   equity 
markets   have   gone   essentially   nowhere,   with   the   All   Country   World   Index   closing   precisely   where   it 
was   just   before   June   30th   of   2014.  

Consequently, 
returns   have   been 
hard   to   come   by   for 
most   investors,   while 
economic   growth 
has   remained 
anemic.   All   while 
global   central   banks 
from   Japan   to 
Europe   to   the   United 
States   are   engaged 
in   the   greatest 
money   printing   experiment   in   the   history   of   finance,   with   the   explicit   purpose   of   artificially   supporting 
the   stock   market   and   other   asset   prices,   in   hopes   of   creating   a   “wealth   e�ect”   that   we   have   yet   to   see 
materialize. 

Amid   these   central   bank   distortions,   investors   have   been   no   stranger   to   risk   and   volatility   in   various 
asset   prices.   We   saw   an   increasingly   rare   10%   stock   market   correction   in   early   2016,   and   other   asset 
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classes   have   been   rising   significantly   --   some   in   defiance   of   all   logic   and   sound   investment   principles. 
There   is   now   over   $13    trillion    dollars   in   global   government   bonds   that   are   paying    negative    rates   of 
interest.   And   yet   investors   continue   to   buy   these   and   other   ridiculously   priced   assets.  

While   interest   rates   around   the   world   have   approached   or   passed   the   zero   threshold,   interest   rates   in 
the   United   States   continue   to   look   comparatively   generous.   This   has   the   e�ect   of   driving   assets   into 
the   United   States   where   our   equity   markets,   real   estate,   currency,   and   bond   markets   have   benefited 
from   the   influx.  

A   few   other   asset   classes   are   rising   as   an   undercurrent   of   thoughtful   investors   look   down   the   road   at 
the   long-term   implications   of   ZIRP   and   NIRP   (“Zero”   and   “Negative   Interest   Rate   Policy”)   and   the 
impact   that   money   printing   will   eventually   have   on   global   currencies   should   faith   in   central   bankers 
begin   to   fade.   Gold   has   particularly   benefited   from   this   perceived   risk. 

Asset   Class   Returns   Through   June   30th,   2016 

Year-to-date   through   June   30th,   returns   on   various   asset   classes   continue   to   look   very   similar   to   the 
returns   chart   I   published   a�er   the   1st   Quarter   of   this   year.  
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International   stocks   have   lost   -3.0%   year-to-date,   in   contrast   to   U.S.   stocks   which   have   risen   a   modest 
3.5%.   Meanwhile,   core   U.S.   bonds   have   returned   5.3%.   However,   the   real   story   continues   to   be   on   the 
right   side   of   the   chart,   with   long-dated   U.S.   Treasury   bonds   returning   16.3%   and   gold   up   24.7% 
year-to-date.  

A�er   a   four-year   long   bear   market   in   gold   that   saw   a   price   decline   of   nearly   50%,   this   was   an   asset 
class   that   most   investors   had   rejected   as   a   viable   component   of   their   portfolio.   Entering   2016,   gold 
was   easily   among   the   most   hated   asset   classes   and   was   ripe   for   outsized   returns   as   sentiment   toward 
the   yellow   metal   turned.  

Similarly,   I   have   been   listening   for   years   to   loud   calls   that   interest   rates   simply   “have   to   go   up”   and 
that   it   was   foolish   to   own   long-term   bonds.   Interestingly,   the   same   voices   that   had   no   interest   in 
owning   20-year   bonds   that   paid   4.5%,   are   now   flooding   into   20-year   bonds   paying   only   1.9%.   The 
dramatic   returns   we   have   seen   in   long-dated   Treasuries   have   been   in-part   driven   by   classic 
herd-behavior   of   buying   when   prices   have   already   risen   substantially.   Not   only   did   these   new   buyers 
miss   the   substantial   returns   of   the   past   few   years,   but   they   are   now   potentially   exposing   themselves   to 
significantly   increased   risks   should   interest   rates   begin   to   rise. 

Firm   Results   Through   June   30th,   2016 

Precedent   Asset   Management’s   investment   philosophy   maintains   a   key   awareness   of   asset   classes 
that   are   out   of   favor   or   “hated”   by   most   investors,   as   these   are   o�en   the   asset   classes   where   we   find 
the   best   values   and   highest   projected   future   returns.   This   and   other   core   investment   disciplines   had   us 
positioned   in   gold,   long-term   U.S.   Treasuries,   and   carefully   selected   stock   market   sectors,   among 
other   diversified   asset   classes,   as   we   entered   2016.  

Year-to-date,   our    Multi-Asset   Strategy    has   returned   an   impressive   23.83%.   Our   core    Growth ,    Moderate 
and    Conservative    strategies   exceeded   year-to-date   benchmarks   by   3.82%,   1.15%,   and   1.51% 
respectively,   and   are   well   ahead   of   their   benchmarks   over   every   period   since   the   inception   of   our   firm, 
a�er   accounting   for   all   fees   and   portfolio   expenses. 

The   following   table   shows   the   composite   performance,   net   of   all   fees,   of   all   client   accounts   in   each   of 
Precedent   Asset   Management’s   investment   strategies   as   of   June   30th,   2016.   Following   each   strategy, 
the   table   provides   the   blended   benchmark   return   for   comparison   purposes. 

More   information   on   each   of   our   investment   strategies   and   our   composite   returns   can   be   found   at 
https://precedentam.com/performance/ . 
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Portfolio   Positioning 

While   there   is   certainly   room   for   U.S.   interest   rates   to   decline   further,   I   am   becoming   increasingly 
concerned   that   we   may   be   nearing   the   end   of   this   30+   year   long   season   of   declining   interest   rates.   At   a 
minimum,   we   are   nearing   the 
point   at      which   the   potential 
reward   from   our   long-term 
U.S.   Treasury   holdings   are   not 
justified   by   the   potential   risk 
should   interest   rates   suddenly 
move   higher.   I   have   already 
begun   scaling   back   our 
exposure   to   this   asset   class 
across   all   of   our   strategies, 
and   continue   to   monitor   the 
overall   interest   rate   exposure 
of   each   strategy. 

Despite   the   significant   returns   on   gold   since   our   purchase   at   the   start   of   this   year,   gold   has   just   begun 
to   leave   behind   the   lows   that   were   set   in   its   recent   bear   market   decline.   I   continue   to   look   to   this   asset 
class   to   benefit   from   the   monetary   and   economic   distortions   being   pushed   on   markets   by   global 
central   banks. 
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Each   of   our   strategies   are   conservatively   positioned   within   their   mandates   and   are   holding   relatively 

high   levels   of   cash   and   other   defensive   assets.   This   has   served   us   extremely   well   during   the   sharp 

stock   market   decline   in   January/February,   and   again   briefly   during   “Brexit”,   when   our   clients 

experienced   negligible   declines.   As   I   have   written   many   times,   avoiding   significant   losses   is   the   surest 

path   to   long-term   above   market   returns,   and   our   strategies   are   succeeding   in   this   objective   during 

every   measurable   market   decline   we   encounter.  

Custodian   Updates 

In   a   few   weeks,   clients   that   hold   assets   with   our   primary   custodian,   SEI   Private   Trust   Company,   will 

receive   a   letter   from   the   trust   company   outlining   updated   pricing   for   the   custody   and   trading   platform 

we   use   with   them.   Importantly,   SEI   will   no   longer   be   charging   trade   fees,   bringing   the   total   cost   of 

custody   and   trading   down   to   between   0.04%   and   0.06%   for   most   clients.   This   is   easily   among   the 

lowest   cost   asset   custody   and   brokerage   platforms   I   have   worked   with   over   the   years,   and   the   trust 

company   structure   continues   to   provide   a   uniquely   high   degree   of   safety   for   the   assets   of   our   high 

net-worth   clientele. 

I   am   also   pleased   to   announce   that   we   have   established   a   custody   relationship   with   TD   Ameritrade 

Institutional.   TD   Institutional   provides   a   technologically   advanced   custody   and   trading   platform   used 

by   many   leading   money   managers.   As   Precedent   Asset   Management   continues   to   attract   assets   to   our 

managed   strategies,   the   combination   of   SEI   Private   Trust   and   TD   Institutional   will   facilitate   our   serving 

a   wide   range   of   private   family   and   institutional   wealth   with   a   full   suite   of   asset   management 

capabilities. 

Client   Portal   Enhancement 

One   final   initiative   on   our   plate   for   2016   is   a   significant   enhancement   to   our   online   client   portal.   The 

updated   portal   will   incorporate   access   to   your   entire   financial   status.   You   will   be   able   to   see   your 

continuously   updated   cash   flow,   balance   sheet   and   net   worth,   your   investment   accounts   with 

Precedent   Asset   Management,   investment   accounts   held   elsewhere   such   as   your   401(k)   plan,   and   the 

ability   to   view   and   directly   modify   your   financial   planning   for   retirement,   education   and   other   goals 

interactively   with   my   o�ice.   As   always,   it   will   continue   to   incorporate   your   document   vault   and   be 

accessible   on   your   phone,   tablet   and   computer. 

Watch   for   a   rollout   of   these   enhancements   in   the   coming   weeks,   with   clients   being   invited   to 

participate   on   a   rolling   schedule   throughout   the   rest   of   this   year.   If   you   want   to   be   on   the   new   portal 

sooner   than   later,   just   let   us   know. 
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O�ice   Open   House 

Our   entire   team   is   thoroughly   enjoying   our   new   o�ice   space   on   the   first   floor   of   9000   Keystone 

Crossing   in   Indianapolis,   and   we   are   eager   to   share   it   with   you!   We   will   be   hosting   a   small   open-house 

on   Thursday,   August   18th,   between   3PM   and   6PM   for   anyone   who   wants   to   stop   by   for   the   “grand 

tour”. 

The   o�ice   is   small   and   functional   for   serving   our   clients,   so   the   grand   tour   won’t   take   long.   But   we’ll 

have   a   glass   of   wine   waiting   for   you   and   look   forward   to   seeing   you   here! 

We   are   continuously   grateful   for   the   opportunity   to   serve   you. 

 

Kenneth   Klabunde,   MS,   CFP® 
Founding   Principal 

Precedent   Asset   Management 

 

 

 

 

 

 

 

 

 

 

The firm-wide composite return is the asset-weighted average of the performance of all client portfolios. Returns                               

are presented net of all fees, including any applicable custody and trading costs, manager fees, fund expenses,                                 

and our highest applicable annual advisory fee (currently 1.0%). Results are total return and include the                               

reinvestment   of   all   income.   Past   performance   is   not   a   guarantee   of   future   results. 
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