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FA Talks is an interview series where industry thinkers share their thoughts and
perspectives on a variety of market trends
and themes impacting indexing.

Shaun Wurzbach, Global Head of Financial Advisor Channel Management, S&P
Dow Jones Indices (S&P DJI), chatted with Roger Scheffel and David Abrams of
WST Capital Management about how innovation in the application of indices
and exchange-traded funds (ETFs) led to a new and growing business division
for Wilbanks, Smith & Thomas Asset Management.

S&P DJI: Wilbanks, Smith and Thomas Asset Management (WSTAM) is a
Registered Investment Advisor (RIA) and long-time collaborator with S&P Dow
Jones Indices—your firm was the first RIA to work with us to design a custom
index. What was your inspiration for that? And what is WST Capital Management?

Roger: WST Capital Management is a division of WSTAM, a decades-old wealth
management firm based here in Norfolk, Virginia. WSTCM, which has evolved into its own
investment boutique within WSTAM, grew out of a research effort to identify a rules-
based, quantitative core asset class solution for our wealth management clients.

Dave: We began developing custom indices for more robust benchmarking and analytical
purposes, working in partnership with S&P Dow Jones Indices—the very first RIA/S&P
DJI custom index collaboration—to validate the work behind our proprietary quantitative
science. We felt that inviting an external firm “under the hood” of our strategies would
add credibility to our high conviction and would add rigor to the research and analysis
processes. The whole experiment essentially had us raising the bar for ourselves as
asset allocators and researchers.

Roger: Embracing index creation made it easier to see the path forward. Kicking the
tires of our first custom index approach, by working with S&P DJI, made it clear that
the investment science backing our approach was replicable and likely to be viable
across various asset classes. Building out an integrated suite seemed to be the natural
next step. WSTCM is the structure built around that investment science; we now have,
in addition to our long-standing research team, support resources working to enhance
business development and grow our footprint in the marketplace.
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S&P DJI: Who are WSTCM’s clients and how do your
clients’ needs and objectives inform the investment
outcomes you try to deliver?

Roger: WSTCM’s clients range from our own wealth
management clients, to those who have invested at the
direction or recommendation of their own advisors, to brokers
who found us on national brokerage platforms, to institutional
market participants. Most market participants are interested
in efficient, liquid, and transparent risk-managed growth that
is adaptable to today’s market realities; WSTCM exists because
our approaches have, so far, helped address that appetite in
some measure. Every solution we bring to market is designed
with the client in mind.

S&P DJI: You use what you describe as an “investment
science” in constructing investment strategies. Describe
that science and explain how indexing and ETFs have fit
into or enabled execution of your approach.

Dave: Portfolio construction is facilitated by a quantitative
model that seeks to identify and align exposures with
sustainable sources of alpha, which we call Persistent Market
Effects™ (PMEs). We classify a market observation or force as

a PME if it is persistent across time periods, pervasive across
different markets and asset types, and if it is robust and not
random within the data; these criteria are what differentiate
PMEs from regular factors and narrow market premia, and

they are what empower them over the long-term as potential
sources of alpha (positive or negative). These effects—which
capture the underlying tendencies of the market, such as
momentum areas at certain stages in an economic cycle—are
moving targets across asset classes and sectors. Finally, we will
invest in a PME if it is cost effective to capture in a diversified
portfolio. We believe that, where there exists an ETF option
suited to the exposure we are targeting, ETFs offer the quickest,
most efficient, cost effective, and transparent path to timely
exposure to these effects.

S&P DJI: So,you are using ETFs, which are passive, but
you consider yourself an active manager. Can you qualify
that description? How does your platform fit into the
commonplace “active versus passive” question?

Dave: We're aiming to be an answer to that question, really. In
our view, we are leveraging the best of both disciplines. We
execute through an objective rules set that aims to eliminate
the sometimes-emotional guesswork of traditional active
management, while preserving the crucial, risk-minded aspects
of that value proposition. We can’t eliminate risk, but we work to
mitigate one source or driver of it (i.e., asset selection) through
a quantitative, rules-based framework and multi-layered risk
management. Risk management is a function of structure and
ongoing execution. All of our approaches systematically weight
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what the model identifies as the best growth opportunities

in the market but our structurally risk-managed strategies
also maintain a defensive allocation. Risk management is

also a matter of execution seen through daily and monthly
adjustments that support our effort to address systematic and
sector or asset class risk. As for passive: by using ETFs, we still
benefit from every aspect of the “passive” argument: liquidity,
cost efficiency, and transparency.

S&P DJI: We see many asset managers using S&P 500®
cap-weighted sectors to express their tactical strategy.
You went down a different path and designed tactical
strategies using ETFs that track the S&P 500 Equally
Weighted sectors and the S&P Global 1200 sectors. How
would you describe the value of using these less-well-
known tactical tools?

Dave: Equal-weighted sector ETFs, as opposed to market-cap-
weighted, can potentially correct for the common issue of heavy
concentrations in the largest cap (often highest-priced) stocks.
Relative to cap-weighted, equal-weighted ETFs also create a
natural tilt towards value and small-cap stocks. Overall, the
impact stands to promote diversification of market cap and
style exposure and thus diffusion of cap and style risk within
the sector, but it also seeks to support improved capture of the
factor we're pursuing when we overweight that sector. In our
Focused International Equity strategy and the corresponding
custom index, we use ETFs that track the S&P Global 1200
sectors, helping us tailor our exposure to a factor profile in the
tactical opportunities we’re looking to access. The use of ETFs
that track more focused indexing schemes is, in our view, a fairly
unique structural point that supports our effort to capture PMEs.
And we believe that thoughtful portfolio design is a big part of
what differentiates us from providers of simple smart beta.

S&P DJI: In U.S. and global equity exposures you have
the ability to combine a tactical, sectors-based strategy
with a more diversified core. What inspired you to
combine the two approaches and how has that combined
approach performed?

Dave: Our risk-managed structure, which anchors tactical
sector rotation with a defensive segment, is part of a multi-
tiered solution to risk management. This effort involves shifting
allocations between lower- and higher-risk sectors and shifting
to defensive instruments, such as short-term bonds and treasury
securities, as needed. Market volatility, economic patterns,
market risk appetite, and interest rate cycles are factors

we evaluate in managing systemic, asset class, and sector
risks. While we prefer to evaluate long-term results over full
market cycles, we believe our strategy track records evidence
some measure of success in the effort to diminish downside
participation while capturing the majority of market upside.
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S&P DJI:You've since come back to us to design and
launch more custom indices. What are the sources

of your inspiration and innovation and how are these
custom indices being used to help your business grow?

Dave: Our increased use of custom indexing really reflects,
simply, that we have come to see custom indexing as a critical
accountability transparency, and validation control for the
strategies we manage.

Roger: As for business growth: in short, we benefit from the
visibility of a brand like S&P DJI, and our clients see that our
work is validated by an organization of that stature. Ultimately,
we believe our approach is well-suited for implementation
across all public asset classes, and our goal is eventually to
offer satellite options for all components of a strategic asset
allocation. So there are few limits to scope of this practice, and
S&P DJI figures prominently into our plan to execute this rollout
as diligently and thoughtfully as possible.

S&P DJI: Let’s go back to the topic of outcomes. Year
after year, the DALBAR studies paint a grim picture of
and provide a behavioral explanation for why many
market participants achieve less than market-based
returns. You have branded your Risk-Managed suite as
“The Bridge Between Protection and Growth®.” How do
you relate market participant outcomes to your value
proposition?

Dave: For us, the DALBAR study is instructive mainly in that it
confirms the widespread, continued need for risk-managed
investment solutions in an era that is really sending market
participants back to the strategic drawing board. The global
economic landscape has taken shape such that market
confidence is, ironically, often most fragile when it’s sending
stocks to new highs; DALBAR studies have always indicated
steep consequences for emotional, behavioral-driven investment
decisions, but the price is particularly high in an environment
such as this one. Equity markets are subject to large pullbacks
at surprising frequency, and today more than ever, sources of
“safety” or income are hard to find. Through a combination of
risk asset volatility and rates that are globally bottomed out or
negative, market participants are learning, bitterly, that we can
no longer rely on one side of the traditional 60%/40% equation
to work at all times. Allin all, preservation of capital and growth
of capital often feel like mutually exclusive outcomes in recent
years, but it’s hard to see a path back to the old normal.
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Roger: Thus, this Bridge Between Protection and Growth idea
aims to connect those two outcomes in this new era, where we
see low return, low yield, and fewer growth opportunities, all at
higher risk. We believe in the potential of risk-managed growth to
help navigate the “new normal” by shifting dynamically between
those two objectives, mitigating the give-and-take experience
that frustrates so many market participants and seems to be

a fact of participating in this new market environment. In the
context of that goal, our value proposition rests in the unique
science and portfolio design backing our risk-managed product.

S&P DJI: When you started custom index collaboration
with us, you represented Wilbanks Smith & Thomas
Asset Management. Was the formation of WST Capital
as a separate division a structural change to enable
business growth?

Roger: We would say the structural change was more a response
to growth; it is as much about ensuring the integrity of our
existing business as it is about sustaining WSTCM’s momentum.
WSTCM has its roots in the research-related experimentation
we undertook, basically, to benefit our clients, but it has evolved
tremendously in scope. Thus, we felt our existing clients and
business were best served if we formally articulated the
mission of WSTCM versus the wealth management side. The
goals are complementary and aligned, of course, and there are
exceptionally compelling business synergies. WSTCM benefits
from the infrastructure of an established firm, and WSTAM, as

a wealth manager, has unique access to high quality, in-house
research. Those synergies are even more clear thanks to this
structural change.

S&P DJI: Give us your thoughts on how firms such as
WSTCM can offer more to market participants, advisors,
and institutions.

Roger: Naturally, we are delighted by the opportunity to grow and
diversify our business through WSTCM, and we are humbled by
the traction we're seeing in the advisory and institutional space.
But we take pride in the fact that WSTCM grew out of the effort
to better serve our clients, and we consider it a good, “horse-
before-the-cart” story of business growth. So our advice is
simple; aim for the intersection of what you’re good at and what
solves a critical challenge. Plan for the long term, and execute
with your clients’ needs and goals in mind.
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NOTES & DISCLOSURES:

Endeavoring to offer the Bridge Between Protection and Growth through risk-managed strategies, WSTCM has cut an innovative path in the pursuit of
next-generation investment science for today’s market participants. By embracing the science of investing, we believe we can advance our firm’s mission:
to provide market participants a balance of protection and growth, encouraging confident participation over the long term. WST Capital Management is a
division of Wilbanks, Smith & Thomas Asset Management, LLC.

Information and views expressed herein by representatives of WST Capital Management and Wilbanks Smith & Thomas Asset Management, LLC, are not
intended to constitute investment advice or recommendations. Wilbanks, Smith & Thomas Asset Management, LLC accepts no liability for any loss arising
from the use of, nor do they make any representation as to the accuracy or completeness of, these views.

GENERAL DISCLAIMER

Copyright © 2016 by S&P Dow Jones Indices LLC, a part of S&P Global. All rights reserved. Standard & Poor’s ®, S&P 500 ® and S&P ® are registered
trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of S&P Global. Dow Jones ® is a registered trademark of Dow Jones
Trademark Holdings LLC (“Dow Jones”). Trademarks have been licensed to S&P Dow Jones Indices LLC. Redistribution, reproduction and/or photocopying
in whole or in part are prohibited without written permission. This document does not constitute an offer of services in jurisdictions where S&P Dow
Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. All information
provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives
compensation in connection with licensing its indices to third parties. Past performance of an index is not a guarantee of future results.

Itis not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments based on
that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle that is offered

by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that
investment products based on the index will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not
an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such investment fund or other
investment vehicle. A decision to invest in any such investment fund or other investment vehicle should not be made in reliance on any of the statements
set forth in this document. Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully considering the
risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of
the investment fund or other vehicle. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such
security, nor is it considered to be investment advice.

These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources
believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations,
model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse-engineered, reproduced or distributed
in any form or by any means, or stored in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content
shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P
Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are
not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED
ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED
TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR
DEFECTS, THAT THE CONTENT’'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory,
punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity
costs) in connection with any use of the Content even if advised of the possibility of such damages.

S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of
their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not available to other business units.
S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain non-public information received in connection
with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment
advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic
benefits from those organizations, including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate
or otherwise address.



