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The Client Discovery Process is
the Foundation of Strategy Sraegic Wealth

A The chance to show you by our words and actions that we
do care and take fiduciary responsibility for our advice

A What is your life story that brought you to this point? What
do you want it to be in the future?

A What are the needs, circumstances, abilities and
disabilities of the beneficiaries? (trustees)

A Understand your risk profile
A Determine your expected investment horizon

A Understanding of your needs, goals & constraints
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Your Comfort Zonefor Risk

Strategic Wealth
Management Gre

A Investment time horizon - the shorter the horizon, the
greater the need for liquidity and lower risk

A Personal tolerance for risk  (how far the portfolio value
can fall before you are uncomfortable)

A Capacity to absorb risk  (by earning income outside the
Investments)

A Life cycle stage - accumulative (reinvesting the income)
or distributive (consuming the income)? The closer to a
distributive stage of life (typically in retirement), the

greater the need for liquidity and lower risk
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Determine the Investment
Horizon Strafegic Wealth

Retirees Should Plan for a Long Retirement
Probability of a 65-year-old living to various ages

100%
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The Long Term Risk of Inflation

Strategic Wealth

NZ Inflation Rate as measured by the Consumers Price Index
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What Matters is Real After -tax
R et urns Strategic Wealth

Vianagement Grou

Risk Free Returns from NZ Government 10 Year Bonds (assuming 33% tax rate)
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What Determines Performance?

Strategic Wealth

Manage

Asset Class Selection 94 %R
How assets are located in a
portfolio.

Security Selection 4 % i}
Finding “underpriced”
companies or industries.

Market Timing 2 o [l
Shifting portfolio assets in and
out of the market or between
asset classes.

Source: Study of 91 large pension plans over a 10year period. Gary P, Brinson, L. Randolph Hood and Gilbert L. Beebower,
“Determinants of Portfolio Performance”, Financial Analysts Journal, Jul-Aug 1989, pp. 39-44, Gary P. Brinson, Brian D. Singer, and
Gilbert L. Beebower, "Revisiting Determinants of Portfolio Performance. An Update”, Working Paper, 1990.
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The Failure of Active lInvestment
Management

Strategic Wealth

Management Group

A 85% of active share fund managers will fail to equal
market returns over any long term period because:

A Capital markets are efficient & assets fairly priced

A Active funds have high fees (esp. in NZ)

A Active funds have high turnover and transaction costs

A The vast majority focus on relative returns, not absolute returns

A It is impossible to identify the 15% of managers who will
equal or beat the market in advance and those that
do, usually do so by taking on more risk

A Active funds offer an unpredictable level of risk due to
style drift, market timing, & management changes
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Market Timing is Risky

(Australian Shares)

Strategic Wealth
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Annualised Return: January 1991 - December 2005

12.1 %
9.7 %
7.9 %
l )
Annualised Missed Missed Missed
return during best 10 days best 20 days best 30 days
period

* Inception of S&P/ASX300 Accumulation Index. Source: Dimensional Funds Australia
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How Do You Capture Your Fair
Share of Market Returns?

Strategic Wealth

Management Group

oOver the [past] 35 years, Am
delivered terrific results. It should therefore have

been easy for investors to earn juicy returns: All

they had to do was piggyback Corporate

America in a diversified, low -expense way. An

Index fund that they never touched would have

done the job. Instead many investors have had
experiences ranging from med.]

Warren Buffett : The richest man in America and
t he worl dds most successful a
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Diversification Dramatically
Reduces Risk

Strategic Wealth
Management Gre

A Individual investment risk (70%) - the risk associated
with one particular investment. This can be largely
avoided all together through broad diversification
within an asset class.

A Market risk (30%) - the unavoidable risk inherent in an
asset class. This can be substantially offset by portfolio
diversification across several asset classes with low
correlations of market performance to one another

A Globally diversify across asset classes and within each
of asset class

A Manage risk for the portfolio as a whole and assess
asset class risk and returns by their impact on it
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Geographic Diversification
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Asset Class Diversification
(Returns:1990 6 2005)

Highest Return

v
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1991 1992

17.06
13.70
11.80

9.87

1993 1994 1996
28.28
17.38
13.42
13.08
7.57
6.34
6.29
5.49
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1999
62.61

24.82
24.47
17.61
17.24

2000
24.35

16.45
7.99
7.7

[

2001

2003
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5 Risk Factors Determine
Traditional Portfolio-Returns

Strategip We;;lth
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