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Dear Friends,
2018 has been a challenging year for many global equity
markets. There are three factors that matter most today
for global economies and markets:
Bank policy is changing
u Central
allowing interest rates to rise.
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and policy changes are very positive for
v Regulatory
corporate profits.
is entering a new phase with smarter
w Technology
computers and Artificial Intelligence.
Much in life is a series of balancing factors, some positive and some negative. Two
of the three factors noted above are very constructive and positive (Regulatory
and Technology) and lead us to believe earnings growth will continue and
markets should continue positive. The Central Bank policy is on the surface
a negative; however, the new phase is only developing because economies are
growing nicely and are strengthening and moving forward. Thus we have a
delicate balancing of these positive and negative factors. Another negative
factor relates to debt levels in our economy – clearly government debt levels
are high and growing. Other segments of the economy are healthy from a debt
perspective and thus create opportunities for growth.
We expect markets could be a bit more volatile in the coming months as markets
adjust to modestly higher interest rates. There are other reasons to believe
that interest rates could continue to remain relatively low. The 30-year U.S.
Treasury interest rate is now only indicating a modest yield of 3.36%, suggesting
most believe inflation is very contained. There are other productivity factors
related to Artificial Intelligence computing and demographic changes that lead
us to believe that interest rates could continue to remain at low levels. We
do recommend investors expect that markets will have unsettling corrective
phases (5-7 percent). We work diligently with you to position your portfolio
with the right asset allocation for your goals and situation. We recommend at
this point that investors take a longer-term view of markets. We believe the
future is bright for our economy and for investors. In the past, in our country we
have achieved more than most thought we could. I believe the coming decades
will produce even better results.
Thank you for your continued confidence in our team.

216 Essex Street | Salem, MA
800-888-6468 | eCabot.com
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Robert T. Lutts
President, Chief Investment Officer

Stock Selection:
Balancing Quality, Value and Growth
Craig Goryl,
CFA®

Portfolio Manager

"Don't put all your eggs in one basket", is age-old advice. Indeed, we talk extensively about
diversifying your investments geographically (US, Foreign Developed and Emerging markets) and
across asset classes (Stocks and Bonds, plus perhaps commodities or real estate.) But investors
don’t often consider diversifying investing styles or methods. Doing so adds yet another layer of
risk management. At this year’s conference presentation I discussed three investing styles: quality,
value and growth, and how each can go in and out of favor. Chasing styles can be dangerous, so I
try to balance all three to create more of an all-weather stock portfolio.

Quality stocks
exhibit consistent profitability,
financial flexibility, a moat
or competitive advantage, and
proven management.

Value stocks
are underpriced relative to their
earnings power or asset value.
Usually they are out of favor because
of a temporary or fixable problem.

Growth stocks
are growing quickly and
tend to be priced high
compared to their current
earning or assets.

In defining these styles, I also outlined fundamental and quantitative signals of each. Fundamental refers to the “art”
of investing: assessing CEOs, surveying the competitive landscape, and talking to customers. Quantitative methods are
more “science,” using financial ratios and algorithms to rank stocks the way a smart robot might invest. The human side
of fundamental investing can be subject to bias or other psychological errors. Meanwhile, quantitative methods aren’t
forward looking, and their advantage can shrink with more widespread use of algorithms and computing horsepower.
By picking stocks that are attractive for fundamental and quantitative reasons, we can lower the risk of loss.

ASSET CLASS UPDATE (3rd Quarter= 6/30/18 to 9/30/18; YTD=12/31/17 to 9/30/18; ANN=Annualized)
INDEX

3rd QTR
Return

YTD
Return

3Y ANN
Return

5Y ANN
Return

DESCRIPTION

US EQUITIES
Dow Jones Industrial Average

9.6%

8.8%

20.5%

14.6%

US Large Cap Stocks (30 select large US corporations)

S&P 500 Index

7.7%

10.6%

17.3%

13.9%

US Large Cap Stocks (Largest 500)

Russell 1000 Index

7.4%

10.5%

17.1%

13.7%

US Large Cap Stocks (Largest 1000)

Russell 2000 Index

3.6%

11.5%

17.1%

11.1%

US Small Cap Stocks (2000 small public companies)

MSCI All Country World Index

4.3%

3.8%

13.4%

8.7%

Combination of major global markets: United States, Foreign Developed,
and Emerging Markets

MSCI EAFE
(Europe, Australia, Far East)

1.4%

-1.4%

9.2%

4.4%

Large and mid-sized companies in mature foreign markets like Japan,
Europe, Australia, etc.

MSCI Emerging Markets

-1.1%

-7.7%

12.4%

3.6%

Large and mid-sized companies in developing economies like China, India,
Brazil, Russia, South Africa, etc.

-2.0%

-12.6%

5.3%

2.9%

Large and mid-sized companies in the world's least advanced economies
like Kuwait, Argentina, Kenya, etc.

Merrill Lynch 1-10 year
A or better

0.1%

-0.9%

0.9%

1.7%

US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s
US Aggregate Bonds

0.0%

-1.6%

1.3%

2.2%

US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s
US High Yield

2.4%

2.6%

8.1%

5.5%

Higher risk, higher yield "junk" bonds

G LO B A L E Q U I T I E S

MSCI Frontier Markets

FIXED INCOME

“A LT E R N AT I V E ” A S S E T S
GOLD SPOT $/OZ

-4.8%

-8.5%

2.3%

-2.1%

Gold bullion

NYSE Arca Gold Miners Index

-16.6%

-19.9%

12.0%

-4.6%

Companies that mine precious metals

Crude Oil

-1.2%

21.2%

17.6%

-6.5%

The price of a barrel of oil

Bloomberg Commodity Index

-2.5%

-3.4%

-1.0%

-7.7%

Commodities like gold, copper, natural gas, corn, etc.

Dow Jones REIT Index

0.8%

2.1%

9.2%

9.7%

REITs: Real Estate Investment Trusts

Alerian MLP Infrastructure Index

7.0%

5.2%

3.9%

-2.8%

MLPs: Energy infrastructure assets such as pipelines

Fixed-Income Insights
Configuring the Barbell Strategy: The What and Why
Thank you to all who attended our fixed-income session at the conference this year. Unfortunately,
we didn’t have quite the level of interest we had at last year’s session. I suppose next year I will
have to come up with a more exciting title! If anyone has any ideas, please let me know. For
those of you who are curious, I will review some of the main talking points here.

Nick Burwell

Portfolio Manager

We began the session discussing our fixed-income portfolio construction process. Successful
bond management starts with two very critical components, forecasting the future direction of
interest rates and the future pricing of corporate credit risk. It all begins with our macro‑economic
outlook which then helps us to formulate our forecasts. As the diagram below demonstrates,
there are several steps in our thought process that ultimately lead us to individual security
selection.

Economic Outlook
Rate Forecast

Monetary Policy

Precise Duration Management
Over or Underweight Duration

RELATED
RESOURCES

Credit View

Spread Product vs. Government
Sector Analysis, Relative Value

Please feel free
to call our office
for a copy of
Nick's complete
presentation.
1-800-888-6468

Yield Curve Deployment
Internal Credit Review,
CreditSights Research

Individual Security Selection
After we wrapped up our discussion around process, we reviewed the rising interest rate
environment over the past twelve months. The chart below shows the rather dramatic rise
in yields across a wide range of different U.S. Treasury Bond maturities. We also pointed out
how closely the short‑term bonds move with the Federal Funds rate, which is set by the voting
members of the Federal Open Market Committee at the U.S. Central Bank (Federal Reserve).
We finished the session reviewing several key
indicators concerning the current state of the
economy and discussing our outlook over the
next year or so. We covered the employment
picture, inflation, the budget deficit,
consumer and small‑business confidence,
monetary policy, yield curve flattening as
well as growing debt levels for households,
governments and corporations. I encourage
anyone who may be interested in this to call
the office for a full copy of my presentation
from the conference. Thanks again for all
who attended, and I look forward to seeing
you again next year.
Chart Source: Bloomberg

Tax Insights for Retirement Plan Distributions

I

f you’re considering retirement and have
purchased stock of the company you work
for within your retirement plan, you have an
opportunity to manage the income taxes you pay
on any plan distributions by taking advantage of an
Greg Stevens,
IRS-approved policy referred to as Net Unrealized


CFP , CRPS
Sr. Wealth Advisor Appreciation.

Net Unrealized Appreciation or
“NUA” Explained:
The net unrealized appreciation (NUA) is the difference in value between the amount you paid
for the stock shares and the current market value of those shares held in your retirement plan.
Upon the distribution of stock, the NUA is not subject to ordinary income tax. As a result, if
your company stock has gained significant value over what you have paid, it could be better to
transfer that stock to a regular (non-IRA) brokerage account instead of rolling the stock over to a
tax‑deferred IRA. If rolled over to an IRA, the company stock's NUA would eventually be taxed at
your ordinary income tax rate (not the lower, long-term capital gain rate) when you sell the shares
to take a distribution.
Example:
John has a $2 million 401(k) plan balance. The plan consists of $1 million in stock of the
company he’s worked for many years. Through years of salary deferrals, John has only paid
$100,000 for that stock. The additional $900,000 is attributed to the appreciation in value of
the stock. The remaining $1 million in assets in his 401(k) is a mixture of mutual funds and
cash. How would the NUA Rules apply here?
When John retires, he can take the $1 million worth of company stock and transfer the
shares to a “non-IRA” brokerage account. At this point, the $100,000 cost basis of the shares
will be taxed as ordinary income, but the remaining $900,000 is now considered capital gain
and will be taxed at favorable capital gain rates (which are likely lower than his tax rate on
ordinary income) only when he decides to sell shares. The remaining $1 million in mutual
funds and cash will be rolled over to an IRA and distributions from that IRA will be taxed at
ordinary income rates (no tax is incurred on the rollover).

Additional Qualifications
Keep in mind that NUA is only applicable to the stock of the company for which you are (or were)
employed. The stock distributions must be taken as shares and cannot be converted to cash at
the time of the distribution. To qualify for
NUA tax treatment, you must have either
separated from the company, reached the
minimum age for distribution or suffered an
injury resulting in total disability (if you are
a self-employed worker).

 Please feel free to

contact us for more
information about NUA
and to determine if it
makes sense for your
specific situation.

Around Cabot
Pictured here is Rob Lutts with
an executive of Western Pest
Services, a division of Rollins,
Inc. Rob Lutts attended an
Rob Lutts
investment program in August
President,
CIO
at the New York Stock Exchange
by Rollins, Inc. (ROL). Rob was
there researching the company
for possible investment for Cabot
growth portfolios. Rollins, Inc.
has been listed
on the NYSE for
Rob Lutts visits
50 Years and the
the New York
company
was
celebrating
that
Stock Exchange
milestone with an
(NYSE)
investor day.
Rollins has an extraordinary
record of shareholder value creation. Rollins has grown earnings consistently for decades. They
are the leading provider of pest management services in North America and are a great example
of corporate governance and consistent growth. They serve more than 2 million customers in
protection against termites, rodents, and insects in the United States, Canada, and many overseas
locations.

Client Service Reminders
Required Minimum Distributions
The IRS mandates that owners of retirement accounts (other than Roth IRAs) must take minimum distributions
upon turning 70 1/2 and each year thereafter. The penalty for not taking the required minimum distrubtion by
the end of the current year, or by
April 1, of the following year if
you turned 70 1/2 in the current
year, is 50% of the amount of the
shortfall.
The RMD calculation must
include all of your IRA accounts
(except Roth IRAs). You can
take the minimum distribution
for each of your IRA accounts
from any combination of your
IRA accounts (other than Roth
IRAs). However, the minimum
distribution requirement for
your profit sharing plan account
must be calculated and counted
separately from your IRA
distribution requirements.

Contact your wealth advisor or client service
representative today with questions regarding your RMD.

Tyler Swaim

Wealth Advisor

Anne Boris

Client Services
Specialist

Natalie Rubel
Client Services
Specialist

Tips for Preventing Fraud
How We Can Work Together to Protect Your Assets

Sonia Ernst

Manager of Trading
& Operations

C

ybercrime and fraud are serious
threats and constant vigilance
is key. While our firm plays an
important role in helping protect your
assets, you can also take action to
protect yourself and help secure your
information. This checklist summarizes
common cyber fraud tactics, along
with tips and best practices. Many
suggestions may be things you’re doing
now, while others may be new. We also
cover actions to take if you suspect that
your personal information has been
compromised. If you have questions,
we’re here to help.

What you can do:
q Be aware of suspicious phone calls,
emails, and texts asking you to
send money or disclose personal
information.

Safe practices for
communicating
with Cabot.
Keep us informed
regarding changes
to your personal
information.
Expect us to call
you to confirm
email requests to
move money, trade,
or change account
information.
Establish a
verbal password or
passphrase with
our firm to confirm
your identity.

q Never

share sensitive information or conduct business via email, as accounts are often
compromised.

q Beware

of phishing and malicious links. Urgent-sounding, legitimate-looking emails are
intended to tempt you to accidentally disclose personal information or install malware.

q Don’t

open links or attachments from unknown sources. Enter the web address in your
browser.

q Check your email and account statements regularly for suspicious activity.
q Never enter confidential information in public areas. Assume someone is always watching.
Exercise caution when moving money:
q Leverage electronic authorization tools to verify requests. Featuring built-in safeguards, this
is the fastest and most secure way to move money.

q Review and verbally confirm all disbursement request details thoroughly before providing
your approval, especially when sending funds to another country. Never trust wire
instructions received via email.

Tips for Preventing Fraud Checklist Continued. . .
Adhere to strong password principles:
q Don’t use personal information as part of your login ID or password and don’t share login credentials.
q Create a unique, complex password for each website, Change it every six months.
q Use two-factor authentication, which requires you to enter a unique code each time you access your accounts
whenever possible.

Maintain updated technology:
q Keep your web browser, operating system, antivirus, and anti-spyware updated, and activate the firewall.
q Do not use free/found USB devices. They may be infected with malware.
q Check security settings on your applications and web browser. Make sure they’re strong.
q Turn off Bluetooth when it’s not needed.
q Dispose of old hardware safely by performing a factory reset or removing and destroying all storage data devices.
Use caution on websites and social media:
q Do not visit websites you don’t know, (e.g., advertised on pop-up ads and banners).
q Log out completely to terminate access when exiting all websites.
q Don’t use public computers or free Wi-Fi. Use a personal Wi-Fi hotspot or a Virtual Private Network (VPN).
q Hover over questionable links to reveal the URL before clicking. Secure websites start with “https,” not “http.”
q Be cautious when accepting “friend” requests on social media, liking posts, or following links.
q Limit sharing information on social media sites. Assume fraudsters can see everything, even if you have safeguards.
q Consider what you’re disclosing before sharing or posting your résumé.
What to do if you suspect a breach:
q Immediately call our office at 800-888-6468 or call your Schwab Alliance team at 800-515-2157 so that they can
watch for suspicious activity and collaborate with you on other steps to take.

q Request our “How to Respond to a Data Breach” flyer for more information.
Learn more:
Visit these sites for more information and best practices:
u To learn more, visit Schwab’s Client Learning Center at http://content.schwab.com/learningcenter.
u StaySafeOnline.org: Review the STOP. THINK. CONNECT™ cybersecurity educational campaign.
u OnGuardOnline.gov: Focused on online security for kids, it includes a blog on current cyber trends.
u FDIC Consumer Assistance & Information, https://www.fdic.gov/consumers/assistance/index.html.
u FBI Scams and Safety provides additional tips, https://www.fbi.gov/scams-and-safety.

Then and Now (1983 to 2018)

29th Annual Wealth Management
Conference Recap

This year marked Cabot’s 29th Annual Wealth Management Conference
held at the Hawthorne Hotel in Salem, MA. Thank you to all of our clients
and friends who attended.
Our theme, Then and Now took us back over time to look at the changes
and lessons learned over 35 years. The conference began with a
welcome from Jim Gasparello followed by the morning keynote from
Greg Stevens, Tom Vautin, and Steve Davis who discussed the 2018 Tax
Law Changes. Following the morning keynote, attendees broke out into
their choice of the following sessions:

More than 100 Cabot clients and guests joined
us for our 29th Annual Wealth Management
Conference.

Equity Investing Strategies
Stock Selection: Balancing Quality, Value and Growth presented
by Craig Goryl
The Monopoly Portfolio: Power to Perform: New Technologies
& Disruptive Innovation presented by Rob Lutts and Pedro
Palandrani
Fixed Income Investing Insights
Configuring the Barbell Strategy: The What and Why presented
by Nick Burwell

L to R: Rob Lutts, Craig Goryl, Nick Burwell,
(sitting) and Pedro Palandrani address concerns
during an open Q&A panel.

Portfolio Management Perspectives
Post-presentation discussion along with questions and answers
from Cabot's Portfolio Management Team (Rob Lutts, Craig
Goryl, Nick Burwell and Pedro Palandrani)
Wealth Management and Estate Planning
Trends in Wealth Management: Things to Consider When
Creating Your Financial Plan presented by Greg Stevens and
Tom Vautin
Luncheon Keynote & Closing Remarks
Then and Now (1983 to 2018): Change and Lessons Learned
presented by Rob Lutts

Rob Lutts delivers his keynote speach on "Then
and Now (1983 to 2018): Change and Lessons
learned".

Contact Cathy Kirby for a conference presentation package or for more information on future events at
catherine@eCabot.com or call our office at 1-800-888-6468.

This quarterly newsletter is intended for information purposes only. Articles, graphs, charts and discussions should not be construed as specific
investment advice. Individuals should personally consult with a financial professional to review their own specific situation in light of any
information discussed here. Cabot is not under any obligation to update the information and while every attempt is made to insure that it
is accurate, we are not responsible for misstatements or inaccuracies. This quarterly is intended for dissemination in the United States and
is not intended for circulation elsewhere. It is important to note that any performance reporting or implied performance is not indicative of
future results. Investments are not insured and may lose value. Asset allocation and diversification does not protect against loss. For complete
disclosures, please contact us at (800) 888-6468 or info@ecabot.com to receive a copy of our Form ADV and privacy statement.
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