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Planning ahead

Kanaly Trust established longevity based on careful planning

BY TERESA TALERICO
SPECIALTO HOUSTON BUSINESS JOURNAL

It’s safe to say that this is not your
grandfather’s financial planner, even
though Kanaly Trust probably still
manages his money after all these years,

To appeal to new generations of clients
and create a higher profile, the 33-year-old
wealth-management firm recently moved
into amodern new office with a design that
encourages the collaboration preferred by

younger customers.
Meanwhile, thanks to a carefully crafted,
gradually  implemented  succession

plan, the firm not only survived after its
visionary founder died in 2006, but has
grown. Kanaly’s assets under management
broke the $2 billion mark in May.

Established in 1975 by E. Deane Kanaly,
the company is now run by one of his three
sons.

“(Around '94 or’95) ... we started working
on a succession plan,” says Drew Kanaly,
the firm's chairman. “Were financial
planners — we needed a plan, too. So
.. when Dad passed away, the plan was
already in place’

The senior Kanaly was always thinking
ahead of his time, his son says. Considered
a pioneer in the industry, E. Deane Kanaly
founded the first independent trust
company in Texas. He insisted that the
firm offer fee-only financial advising, as
opposed to the services of commission-
driven competitors. To avoid conflicts
of interest, he refused to affiliate with
banking institutions.

Kanaly Trust maintains that model
of independence today, says Bill Boyar,
chairman of the Boyar & Miller law firm.
The two companies refer clients to each
other, and Boyar has represented Kanaly
on some legal matters. Kanaly also has
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Drew Kanaly of Kanaly Trust: Preserving the independent financial planning firm’s core philosophies

while adapting to change.

managed some of his family resources.
“They don't have products that theyre
selling, so they truly are independent
advisers, Boyar says. “If you hire a
Goldman Sachs or Merrill Lynch as your
investment adviser, theyre likely to try
and sell you a bunch of products that are
internally developed: Their own bond
funds, mutual funds. ... Theyre making

money all kinds of different ways, and it’s
not that transparent”

Kanaly Trust preserves the core
philosophies of its founder, but is
also adapting to the needs of modern
customers.

For example, the company’s original
office in a Class B building had become
somewhat outdated in recent years. In
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PLANNING: Wealth managers adapt proven philosophies for changing needs of investors

July, Kanaly Trust moved from that slightly
more humble location to the Marathon
Oil Tower. Kanaly’s space in the 41-story,
Class A high-rise includes administrative
offices on the seventh floor and a main-
level conference center. The center’s
design — open kitchen, warm autumnal
colors, flat-screen computer monitors
and abstract art — is tailored for today’s
clients, who want to be active participants
in their financial planning and decision-
making.

“This space is designed to look more
collaborative,” Drew Kanaly says. “When
you walk in, you say, ‘OK, theyre ..
expecting me to interact here: The
kitchen’s open; I (can) go pour my own
cup of coffee. There’s a thing here of
cookies — I can help myself. I can walk
into the (meeting) room, turn on the
screen and go through my portfolio with
Kanaly interactively.

“The space is far more reflective of how
our work goes;” he adds.

Even Kanaly Trust’s new logo reflects
that approach. The old logos “K” was
designed in a curlicued, old-fashioned
serif font. The company now uses a more
modern, streamlined version.

Its all a calculated change from the
traditionallook of Kanaly’s old office, which
featured smaller meeting rooms, furniture
in the style of Colonial Williamsburg and
pastoral landscapes on the walls. This was
ideal for older generations, whom Kanaly
describes as “delegators” who preferred to
let the Kanaly team take the wheel.

“My dad actually would give you a
written document, a road map, he says.
“What the delegators would say is, ‘Deane,
I like this so much, why don’t you get up in
the front seat and drive? ”

The new office cements the company’s
staying power, Boyar says.

“It’s a statement that theyre here to stay
and they’re not looking to sell the business
now that Deane has passed away, he says.
“They have clear plans and strategies to
grow the business”

One of those strategies involves a
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transitiontothe “endowmentmodel”used by
Harvard and Yale universities. In a nutshell,
Kanaly describes it as studying correlations
of returns in different asset classes. Success
depends on finding negative correlation
relationships between the asset classes.
This strategy, he says, can help reduce the
volatility of a client’s portfolio.

“It doesn't mean we still won't hold
an individual issue or two, but the lion’s
share of the energy behind the portfolio
is going to be: How are these asset classes
correlated to each other, what is the return
experience, what is the risk and how do
they compare?” he says.

Until now those investment classes had
extremely high minimums, such as $5
million per asset class. Today, he says, there
are some available at around $100,000.

“The question is how, for us at Kanaly,
to access those types of solutions at lower
minimums;” he says.

The transition might seem timed to
weather the current financial crisis. But
Kanaly says he and his brothers — Jeff,
now chairman of the holding company,
The Kanaly Co., and Steve, retired but still
active on Kanaly’s board — began studying
the endowment model nearly 10 years
ago, not long after the firm adopted its
succession plan.

“Thisisactuallyafamily-businessscience
that we learned about,” Drew Kanaly says.
“You identify the owner/founder, how
they’re going to operate, how they're going
to move in the organization. You get the
organization familiar with the relationship.

And you begin to manage those two in
tandem, to where everybody understands
where their responsibility and authority is,
where you can start changing some things
with the owner/founder still around. And
then, in the event that the owner/founder
isn't there, you have a plan in place for how
those things transition over to a parallel
management team.

Now one challenge is to get all the staff
on the same page, as the company adopts
the endowment model and adapts to the
collaborative mindset of clients.

“When you take over an organization,
two years later, you don’t realize how much
of your old culture still exists,” Kanaly says.
“When you watched the behavior of the
associates, they were still behaving like the
owner/founder in their daily work, and so
they knew what they used to do and knew
how to do that. They could hear what the
client was saying, but didnt necessarily
know how to put that in place. ... They were
as steeped in that old culture as the owner/
founder was”

Still, the owner/founder from that old
culture had some novel ideas that have
particular relevance today, Kanaly says.

“A lot of the things that Deane Kanaly
understood, they took a long time to play
out. When everything’s working fine in the
marketplace, you have no problem doing
business with Lehman Brothers,” he says.
“So when Lehman Brothers suffers its
ultimate collapse, well, that’s very difficult
to (imagine in 1975). ... Now it’s easy. But
in 1975, Deane Kanaly was kind of a lone
voice out there, saying, ‘You need to see
how these institutions are lined up to sell
you product-oriented solutions that are
firm-centered, versus a client-centered
solution built around a plan’”

Kanaly continues: “In 1975, if I had given
you this example, you would have looked
at me and said, Lehman Brothers isn’t
going out of business; I don't know what
you're talking about. Now, (33) years later,
he’s a genius” |

TERESA TALERICO is a Houston-based freelance writer.
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