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Each client should have a distinct,
customized portfolio of their own

The fourth ‘D’ of the investment
strategy involves the ereation of a dis-
tinct portfolio that is consistent with
the risk profile and other objectives of
the investor. Of these, the most impor-
tant factor is the investor's risk toler-
ance.

In order not to trent all investors
with different rink profiles the same
way, the model utilizes three broad risk
profiles. An investor's risk profile is
based on the minimum and maximum
exposure to stocks and bonds, as well
ng on the general characteristics of
mutual funds to be sclected from any
one-asset class,

Risk Tolerance

sConservative/Cautious Investor.
For a conservative investor, minimum
and maximum allowable percentages
are specified, respectively, for stock and
bond funds. That is, at all times an
investor of conservative risk profile is
expeeted ta invest a minimum percent-
age of the total asscts in bond funds;
simultancously, it is not recommended
that this invester invest more than o
certain percentage of the total assets in
stock funds. In addition, this investor
may be advised not to invest in, say,
global bond funds or emerging market
stock funds thot represent riskier
investments,

* Assertive/Aggressive Investor.
An assertive investor is expected to
hold at all times no less than a mini-
mum percentage in band funds and no
more than a maximum percentage in
stock funds. In addition, an assertive
investor is expected to invest in those
categories of stock and bond mutual

funds that carry higher degree of risk.
For example, such an investor may hold
small cap mutaal funds and high yield
or global bond funds, which might be
out of bounds for a conservative
investor.

* Moderate/Balanced Investor. A
moderate investor has a risk profile
that lies midway between a conserva-
tive investor and an assertive investor,
Such an investor is advised to maintain
a range which is no less than a mini-
mum percentage of the tatal assets in
bond funds and no more than o maxi-
mum percentage in stock funds that
fall between the relative pereentage
apecifications of the two groups
described above. Again, there are some
restrictions that might be pliced on the
nature of mutual funds that can be
selected for o moderate investor.

Other Objectives
In addition to risk telerance, the
portfoliv must also satisfy other objec-
tives of the investor. These objectives
(including rizk tolerancet cin be articu-
Inted by using the acrenym, SMART:
Short-flong-term financiak objectives
Monctary necds - short-flong-term
Attitude toward life's values
Risk tolerance
Time horizon

Investment Policy Statement
For achieving best lonp-term results,
far ench client an Investment Policy
Statement is developed, which spetls
out in detail the client’s objectives cove
ered under the acronym, SMART.
These objectived are periodically updat-
ed, and the investment portfolio is
revised Lo ace tate these ch

Dynamic One beging with an analy-
sis of the economy as well as the indi-
vidual segments of the financial mor-
kets and, ultimately, selects those
stack, bond, and mency market mutunl
funds, and individun) securities, that
are appropriate far each investor with
o specific risk profile,

Over the long run, the ultimate
objective of a Dynamic One is both te
enhance the investment return of a
portfolio and reduce its risk level
through:

» Allocations based on changes in the

ic and fi inl t

env

Dynamic One: Kaleidoscope

e Diversifieation nmong different
usset cl 5

« Diversification between domestic
and foreign assets

» Diversification among stocks of dif-
ferent market capitalizations

# Selection of mutual fund managers
with impressive track records

* Determination of the risk tolerance
of every investor

* Construction and management of
an investment portfolio especially
designed for cach individual investor

* Development of an Investment Pol-
icy Statement

Dream from page A7

teria include:

- Performance during rough ycars
(such as 1987, 1990, and 1994); the
extent of risk assumed by the fund man-
nger as meansured by standard deviation
and beta;manager’s tenure; manager's
style {such as value, growth, top down or
bottom up, specinlizaition, etc.) and alpha,

The final choices are made from among
two or three top-rated fund manogers
identificd under each of the sub-eate-
gorics. This is accomplished on the basis
of subtle — and sometimes not so subtle —
differences thnt may exist among the
finalists, For ple, if o has o

topdown apy h that trates on
macro-econontic varinbles whereas anoth-
er manager has a bottom-up approach
thaot begins with an analysis of individua)
stocks, then both managers could conceiv-
ably be selected.

* Performance Test for Bond
Funds. With svitnble melifications, pra-
cedures followed for selecting stock
mutual fund managers are applicd to the
selection of bond mutual fund managers.

¢ Performance Test for Money Mar-
ket Funds. Money market funds are
selected purely on the basis of short-term
returns.
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