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Current IncomeLONG TERM
GROWTH

Steady Growth

MY FINANCIAL PLAN

The investment 

manager gener-

ally reports quarterly 

on the status of the 

account. The adviser 

interprets that informa-

tion for the client, and 

together they evaluate 

the performance of the 

managed account in light 

of the client’s investment

goals. If they decide a 

change is required, they may 

change the guidelines, or  

perhaps investment managers.

There are three key players in a managed 

account: you as the client, your financial 

adviser, and your investment manager.

Each of you enters the partnership with

different goals, but when you work well together,

you can produce results that please all three. 

As client, you are investing to meet specific financial goals,

which you expect to be able to achieve as the result of putting 

your money into a managed account.

Your financial adviser wants you to succeed in making

progress toward your goals, in part because a satisfied client is

likely to maintain the professional relationship. And relying on 

an investment manager’s expertise to handle part of your port- 

folio allows your adviser to continue working with you as you

make other allocation and investment decisions.

In making buy and sell decisions for the assets in your  

managed account, your investment manager is working to

achieve the investment objective that attracted your and your 

adviser’s business. A manager’s professional success depends 

on delivering a level of performance that’s reasonable to

expect, based on what’s happening in the investment markets.

A person with 
money to invest 

meets with a financial 

adviser, sometimes called a finan-

cial consultant. To understand the

client’s needs, the adviser asks about

goals and objectives, attitudes toward risk, 

and the amount available to invest. That 

lets the adviser create a client profile.

The adviser determines an asset

allocation that’s appropriate for

meeting the client’s goals and objectives.

Asset allocation means dividing the total 

portfolio, on a percentage basis, among 

different asset classes, such as stocks, 

bonds, and cash.

The adviser may recommend a 

managed account for a particular  

segment of the client’s portfolio, or  

perhaps two or more  managed accounts, 

one for each  
of several segments. As part of the 

recommendation, the adviser identifies

particular managers for specific asset 

classes or a multiple-manager account.

An adviser’s choice of managers is

generally based on the manager’s invest-

ment style and performance history, and

the professional relationship he or she

has developed with the manager and the 

manager’s firm.

The adviser and the client collaborate 

on the decision process, select an 

investment manager, and identify which

assets will go into the managed account. 

For that part of the portfolio, they detail 

the current securities that should be held 

in the account, securities or categories of 

How a Managed 
Account Works
You can learn the score with an adviser and 

investment manager in tune with your goals. 

included in 

the fee
Managed accounts 
work well if you 
have a fee-based 
arrangement with 
your financial adviser.
When you pay an 
annual fee calculated 
as a percentage of 
your account value, 
transactions that your 
investment manager 
authorizes are  
covered by the fee. 
So are the conversa-
tions you have with 
your adviser and any 
consultations with 
the manager.

securities that are unacceptable, 

and other preferences. Those 

instructions are passed along to 

the investment manager, who

follows them when possible.

The adviser and the client 

also establish the bench-

mark, or standard, by which 

they will assess the performance

of the investment manager,

taking into account the impact

of market conditions and the 

client’s timeframe.

CLIENT

ADVISER
MANAGER

PlAYinG On KeY

What differentiates the investment 

manager’s job from that of the financial

adviser is their individual perspec-

tives. While the adviser is 

looking at all aspects
of your finan-

cial situation, the manager focuses on 

monitoring and adjusting the investments

in your account and the accounts of other 

investors with similar goals.

In addition to acting on your specific 

instructions, such as avoiding certain 

investments or taking capital losses, the

manager tracks what’s happening in the

investment markets at large and with each 

individual investment in your account, 

and then acts in an effort to protect gains, 

avoid losses, or 

seize new  
opportunities.

6

M A n A G e d  A c c O u n t s

7

M A n A G e d  A c c O u n t s

VIRGINIA B. MORRIS and  KENNETH M. MORRIS

•Investor Resources

•Account
Objectives

•Managing
Taxes

•Financial
Planning

•Reading
Statements

•Building Adviser Relationships

Y O U R  G U I D E  T O  M A N A G E D  A C C O U N T S
provides the essential, practical information you need to
know about professionally managed portfolios of individual
stocks and bonds. The concise and lively guide examines the 
special features of this increasingly popular way to invest 
and explores the complementary roles your financial adviser 
and investment managers play in helping you meet your
financial goals.

Lightbulb Press, Inc.
www.lightbulbpress.com 

info@lightbulbpress.com    Phone: 212-485-8800



 2 Managed Accounts

 4 Managed Account Basics

 6 How a Managed Account Works

 8 Who Needs a Managed  

 Account?

 10 Working with an Adviser

 12 Choosing Accounts

 14 Model Portfolios

 16 Reading Your Account 

 Statement

 18 Looking Toward the Future

 20 Investing for Groups

 22 Fiduciary Responsibility

 24 Glossary

c o n t e n t s



LO
NG

TE
RM

GR
OW

THJo
ne

s
Ac

co
un

t
Ob

je
ct

iv
e:

DAVISHAYES

MILLER

SMITH

ROTH

SECURITIES

Manager

JONES

Adviser

Account Objectives

Long term growth

Steady Growth

Cu r r en t  I n come

A managed account is a portfolio of stocks, bonds, or a combination of 
stocks and bonds chosen by a professional investment manager to 
achieve a specific objective, such as long-term growth or current 
income. Each account—and its individual investments—is 
owned by the investor for whom it is managed. In other 
words, a managed account is a way for an individual 
or institution to benefit from the professional 
expertise of a private investment manager.

Each client account is one of hundreds 
of accounts that the manager oversees. All 
of these accounts within a particular dis-
cipline generally share the same objective 
and include many of the same securities. 
For example, when the manager decides 
it’s time to sell a stock or bond or buy a 
new security, that transaction may well be 
made for many—and sometimes all—of 
the accounts simultaneously.

But the accounts an individual manager 
oversees are rarely identical. Because  
each account is individually owned, the 
owner may request that the portfolio 
include or exclude a particular security or 
securities, or that some holdings be sold to 
produce capital gains or losses.

While extensive instructions from an 
individual account owner may interfere 
with the investment manager’s ability to 
achieve that investor’s goals, providing 
owners the autonomy to make certain  
decisions is clear evidence of the value  
that investment managers place on  
serving each client’s needs.

gIVe AnD tAKe
Managed accounts tend to be actively  
managed because the markets in which  
the accounts are invested are constantly 
changing. The manager monitors, 
evaluates, adds, and sells investments in 
response to changing economic conditions 
or the shifting value of individual holdings. 
These decisions, which managers make 
based on investment research and  
professional experience, are precisely the  
ones that many individual investors feel  
uncertain about making on their own. 

Because the manager is expert in a 
particular investment area, he or she can 
serve as a resource for advisers. Portfolio 
changes are generally reported quarterly  
to the account owner’s financial adviser, 
who shares the information with the  
owner. That report typically includes an 
analysis of why decisions were made, what 
securities the portfolio currently contains, 

and whether or not the account is on track 
to meet its goals. 

The clearer and more extensive the 
information the investment manager 
provides, the easier it is for the adviser 
and client to evaluate whether or not the 
manager is meeting their expectations and 
what action, if any, to take.

whAt you sAy, whAt you Do
Both the investment objective of a  
managed account and the investment 
style that its manager follows guide the 
buy and sell decisions the manager makes. 
An objective is the goal, or result the 
manager intends to achieve. One example 
might be steady growth in value combined 
with current income, while another is 
long-term increase in value. A style is the 
approach a manager takes in choosing 
investments to meet a specific objective.

Two managers who share an objective 
might choose portfolios that are very  

much alike. But if the port-
folios are very different, 
the reason is style. For 
example, if two managers 

seek long-term increases in account value, 
one might buy stock in up-and-coming new 
companies. The other might look for low-
priced stock in faltering companies that 
are expected to rebound. The first would 
be described as a growth investor and the 
second as a value investor.

Style consistency doesn’t guarantee 
success in the face of difficult market  
conditions, though. In a period when 
growth stocks are depressed, investment 
managers who oversee small-company 
growth accounts may not produce positive 
returns if all the growth benchmarks are 
down. But, in that same period, the  
manager of a small-company value  
account might produce much stronger 
returns if value benchmarks were up.  
The same would be true, at different 
times, for the entire range of managed 
account categories.

But if a manager sticks to an objective 
and follows a style, there can be an  
objective standard or yardstick, such as  
a relevant stock market index, against  
which to measure the performance of  
your account. 

fInDIng DIVersIfIcAtIon
While it doesn’t guarantee a profit or 
prevent a loss, diversification is key to a 
strong investment portfolio. Yet diversi-
fication requires enough capital to buy 
broadly, and enough information about a 

large number of securities to invest 
wisely. One appeal of managed accounts  
is that they’re diversified across the  
category or categories of investments  
that are compatible with their objectives. 

For example, a portfolio designed to 
provide growth and income might hold  
dividend-paying stocks in large and 
medium sized companies operating in a 
number of different industries or market 
sectors. While there’s no hard and fast rule 
about portfolio size, a typical managed 
account has between 30 and 70 holdings, 
though some accounts have fewer and 
some have more. 

Managed Accounts
Investment expertise and financial advice can be 
a dynamic duo.

An eLectronIc Boost
While it’s not new for people, especially 
affluent people, to use investment managers, 
managed accounts—which typically require 
a minimum investment of $100,000 and 
are increasingly available through fee-based 
brokerage accounts—have flourished only 
recently. One reason is that the decision- 
making, tracking, record-keeping, and  
reporting that are essential to managing  
multiple individual accounts simultaneously 
are possible only when more and more of 
those tasks can be handled electronically.

whAt’s In A nAme?
If you have money in a private account, a 
privately managed account, an individu-
ally managed account, a wrap account, or, 
sometimes, a separate account, you probably 
have a managed account without realizing it. 
Because there’s no official, legal name,  
investment manage-
ment companies 
give their accounts  
different names, 
though under the 
skin they’re very 
similar products.

m A n A g e D  A c c o u n t s
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Managed accounts attract 
investors who may be uncer-
tain about which securities 
to choose for their portfolios, 
how long to hold onto the 
securities they have, and 
when to sell. That’s because, 
in a managed account, 
those decisions are made 
by a professional invest-
ment manager, as they are 
in a mutual fund. In fact, 
the manager monitors the 
portfolio continuously to stay 
on top of new opportunities.

And like a mutual fund, 
each managed account has 
a clearly defined objective. 
That’s an added enhancement 
for people who recognize the 
importance of goal-oriented 
investment decisions. 

An official objective also 
allows investors to identify a 
benchmark against which to 
judge progress toward their 
goals—or react to lack of 
progress. That benchmark 
might be a well-known stock 
market index, such as the 
Standard & Poor’s 500-Stock 
Index (S&P 500), or a personalized  
standard defined with the help of a finan-
cial adviser to reflect the investor’s goals 
and objectives. Some industry experts 
describe such a personalized benchmark 
as a family index.

But while managed accounts and 
mutual funds share these key features, 
their differences are more significant  
than their similarities.

whAt you own
One critical difference is that if you invest 
through a managed account, you own the 
individual securities in your account. The 
amount you have invested in each security 
is determined by:

• The total value of your investment
• The number of different securities in

the account
• The way the investment manager

diversifies your assets

In contrast, if you invest in a mutual 
fund, you have equity in the total fund 
portfolio, in proportion to the number of 
fund shares you own. But you don’t own 
shares in the individual securities that 
make up the portfolio. 

hAVIng It your wAy
One advantage of individual ownership  
is that your managed account can be 
customized to achieve better diversifica-
tion in your overall portfolio or to exclude 
investments you’d prefer not to own. 

For example, if you own your employ-
er’s stock in your retirement savings plan, 
you and your adviser might decide not to 
invest additional assets in that company. 
Or, you may request that certain securities 
you’ve put into the account not be sold.

Although you can probably find funds 
that invest in a way that’s compatible with 
your political, social, or religious beliefs, 
you can’t ask a mutual fund not to buy 
or sell a particular stock, whatever your 

reason. What’s more, you may not know 
which securities the fund owns at any 
given time. Each fund is required to report 
its holdings quarterly, but its manager can 
buy and sell at any time between when 
one report is issued and the next one is 
due—and most do.

there Are ALwAys tAxes
One of the few downsides  
of accumulating wealth is 
paying income or capital 
gains taxes on your  
investment earnings.  
But investing through a 
managed account may  
protect you from some of the 
unexpected tax consequences 
of owning mutual funds.

Many mutual fund managers  
turn over securities in their portfolio 
regularly, taking profits or cutting losses. 
Unlike tax-conscious investors, who may 
wait to sell appreciated assets until the 

Managed Account Basics
A managed account is a handy 
tool for investing  
your assets.

gain qualifies for the lower long-term  
capital gains tax rate, mutual fund  
managers often sell assets in less than 

a year. Any short-term capital 
gains passed on to you are taxed 
at your regular tax rate.

Further, mutual fund  
managers are sometimes forced 
to sell shares if shareholders 
want to redeem substantial 
holdings. Any capital gains that 
result are passed along to you  
as well, potentially increasing 
the tax you owe.

You might also have long-
term capital gains on the 
sale of securities that the 
fund has owned for a long 
time if they’ve increased 
significantly in value. Of 

course, if you’ve been a 
shareholder for most of the 
period, you’ve shared the ben-
efit of the growth on which you 
owe tax. But if you’ve purchased 
shares only recently, you still 
owe tax on the gains allocated 
to your shares even though you 
didn’t benefit from the securi-
ty’s increasing value. In fact, the 
price you paid for your shares 
reflected that increased value. 
Those factors produce what  
are known as embedded or  
phantom gains, but the taxes 
they provoke are very real.

mAKIng comPArIsons
With managed accounts, there 

are no phantom gains. That’s because  
your cost basis in a security is its price 
the day that security was added to your 
account. When the security is sold, your 
gain or loss depends on the difference 
between the selling price and your cost 
basis. And if some other investor sells 
shares in an account run by your invest-
ment manager, the transaction has no 

effect on your account.
Another advantage of  

managed accounts is that you 
can ask your investment man-
ager to sell securities that have 
dropped in value if you can use 
the capital losses to offset capital 
gains you’ve realized during the 
year. Or you can request that any 
selling be postponed into the  
next tax year to limit potential 

capital gains on investments that 
have increased in value. 

• You own shares in individual securities
• You have no phantom gains
• You can time capital gains or losses
• You can avoid or include

certain investments
• You always know which investments

are in your account

• You own fund shares not
individual securities

• You’re vulnerable to phantom gains
• You have no control over capital

gains or losses
• You have no influence on fund portfolio
• You learn quarterly what investments

the fund owns as of that reporting date

OBJECTIVES
OBJEC
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shAres of funD
A
A
A

shAres of stocK
A
B
c

MANAGED 
ACCOUNTS
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The investment 
manager gener-

ally reports quarterly 
on the status of the 
account. The adviser 
interprets that informa-
tion for the client, and 
together they evaluate 
the performance of the 
managed account in light 
of the client’s investment 
goals. If they decide a 
change is required, they may 
change the guidelines, or  
perhaps investment managers.

There are three key players in a managed 
account: you as the client, your financial 
adviser, and your investment manager.

Each of you enters the partnership with  
different goals, but when you work well together, 
you can produce results that please all three. 

As client, you are investing to meet specific financial goals, 
which you expect to be able to achieve as the result of putting 
your money into a managed account.

Your financial adviser wants you to succeed in making  
progress toward your goals, in part because a satisfied client is 
likely to maintain the professional relationship. And relying on 
an investment manager’s expertise to handle part of your port- 
folio allows your adviser to continue working with you as you 
make other allocation and investment decisions.

In making buy and sell decisions for the assets in your  
managed account, your investment manager is working to 
achieve the investment objective that attracted your and your 
adviser’s business. A manager’s professional success depends 
on delivering a level of performance that’s reasonable to expect, 
based on what’s happening in the investment markets.

A person with 
money to invest 

meets with a financial 
adviser, sometimes called a finan- 

cial consultant. To understand the 
client’s needs, the adviser asks about 

goals and objectives, attitudes toward risk, 
and the amount available to invest. That 
lets the adviser create a client profile.

The adviser determines an asset 
allocation that’s appropriate for 

meeting the client’s goals and objectives. 
Asset allocation means dividing the total 
portfolio, on a percentage basis, among 
different asset classes, such as stocks, 
bonds, and cash.

The adviser may recommend a 
managed account for a particular  

segment of the client’s portfolio, or  
perhaps two or more  managed accounts, 

one for each  
of several segments. As part of the 
recommendation, the adviser identifies 
particular managers for specific asset 
classes or a multiple-manager account.

An adviser’s choice of managers is 
generally based on the manager’s invest-
ment style and performance history, and 
the professional relationship he or she 
has developed with the manager and the 
manager’s firm.

The adviser and the client collaborate 
on the decision process, select an 

investment manager, and identify which 
assets will go into the managed account. 
For that part of the portfolio, they detail 
the current securities that should be held 
in the account, securities or categories of  

How a Managed 
Account Works
You can learn the score with an adviser and  
investment manager in tune with your goals. 

IncLuDeD In 
the fee
Managed accounts 
work well if you 
have a fee-based 
arrangement with 
your financial adviser. 
When you pay an 
annual fee calculated 
as a percentage of 
your account value, 
transactions that your 
investment manager 
authorizes are  
covered by the fee. 
So are the conversa-
tions you have with 
your adviser and any 
consultations with  
the manager.

securities that are unacceptable, 
and other preferences. Those 
instructions are passed along to 
the investment manager, who  
follows them when possible.

The adviser and the client 
also establish the bench-

mark, or standard, by which  
they will assess the performance 
of the investment manager,  
taking into account the impact  
of market conditions and the  
client’s timeframe. 

CLIENT

ADVISER

MANAGER

PLAyIng on Key
What differentiates the investment  
manager’s job from that of the financial 

adviser is their individual perspec-
tives. While the adviser is 

looking at all aspects 
of your finan-

cial situation, the manager focuses on 
monitoring and adjusting the investments 
in your account and the accounts of other 
investors with similar goals.

In addition to acting on your specific 
instructions, such as avoiding certain 
investments or taking capital losses, the 
manager tracks what’s happening in the 

investment markets at large and with each 
individual investment in your account, 
and then acts in an effort to protect gains, 
avoid losses, or  
seize new  
opportunities.

m A n A g e D  A c c o u n t s
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You have $100,000 or more to invest

You feel you’ll benefit from professional 
investment management 

You’ve recently inherited a substantial sum, 
sold your interest in a business, or won a  
financial settlement

You have retirement assets you’re ready 
to roll over

A mAnAgeD Account fIt
The ways you might use a managed 
account depend on a number of factors, 
including the size of your overall portfolio, 
how diversified it is, and how actively 
involved you want to be in making  
investment decisions.

For example, you and your adviser 
might select a managed account for a  
portion of your portfolio, investing the 
balance in traditional assets, such as  
stocks, bonds, ETFs, or mutual funds, 
or in a combination of traditional and 
alternative investments, such as private 
equity or commodity funds. Or, if most of 
your investments are in the United States, 
you might choose a managed account that 
invests internationally.

On the other hand, with a substantial 
portfolio but little interest in making 
your own investment decisions, you might 
select two or three managed accounts 
focused on different investment goals. 
Or, if you had just $100,000 to invest, your 
financial adviser might recommend what’s 
sometimes called a lifestyle account that’s 
allocated among both stocks and bonds 
and invests to meet a more general goal. 

InVestIng A 
LumP sum
Rolling a maturing 
bond into a new bond or buying a stock 
that lights up on your radar screen may  
be one of the ways you’re comfortable 
investing. Or you may be adding a fixed 
amount to a mutual fund account, retire-
ment savings plan, or other investment 
account on a regular schedule. But  
investing a lump sum—especially if  
it’s a significant amount—is likely to 
require a different approach.

One thing that may give you pause is 
the risk of investing at a market high and 
then seeing the value of your portfolio 
melt away. You may also be perplexed 
about how to achieve the level of diversifi-
cation you know is important to minimize 
the effects of volatility in your portfolio. 
And you may be overwhelmed by your 
choice: almost 10,000 listed stocks, more 
than 7,500 mutual funds, and hundreds  
of thousands of bonds, not to mention  
variable and fixed annuity contracts, or 
real estate investment trusts (REITs). 

These are precisely the concerns that 
managed accounts address. A professional 
manager selects investments to achieve 

diversification, in an attempt to manage 
volatility. And the manager determines 
the timing of buys and sells. For example, 
the manager might establish a purchase 
price for a particular security and not buy 
until the price reaches that level. Or the 
manager might increase your position in a 
security over a period of weeks or months 
to take advantage of dips in the price.

Of course, there’s no guarantee that you 
won’t lose money in a managed account, 
especially in the short term. There’s no 
legitimate way to invest that can make 
that promise, except putting money in  
an FDIC-insured account. And there are 
limits on the amount that’s covered.

Another problem with choosing insured 
accounts for a long-term investment 
portfolio is that those accounts typically 
provide a return that’s only slightly higher 
than the rate of inflation. That threatens 
to make you vulnerable to inflation risk, or 
loss of purchasing power. 

retIrement roLLoVers
Beyond smiling in satisfaction or shaking 
your head in dismay when your retirement 
savings plan account statement arrives 
each quarter, you may not think much 
about how your account is invested. For 

example, if you’ve never changed the way 
your contributions are allocated since 
you joined the plan, you’re not alone. The 
vast majority of people do the same thing, 
unless they are prompted to action by 
news of other participants who have  
lost money, or if they are losing money 
themselves.

But when you change jobs or retire, 
your account could easily be worth hun-
dreds of thousands of dollars. What do you 
do then? One answer is to roll over the 
assets into one or more managed accounts 
in an IRA. You’ll preserve the money’s  
tax-deferred status, which postpones 
income tax on the principal and earnings 
until you withdraw. And a professional 
investment manager decides how your 
assets are invested and ensures your  
portfolio is diversified.

ruLes Are ruLes
Remember that while earnings and capital 
gains in a managed account funded with 
retirement rollovers continue to be tax 
deferred, you do owe income tax at your 
regular rate when you take money out of 
the account. It’s different with taxable 
managed accounts. In that case, you owe 
income tax each year on earnings in the 
account, but when you sell, any gains are 
taxed at your capital gains rate, which is 
lower than your regular income tax rate.

If you ask the investment manager to 
sell assets in a tax-deferred account 
before you turn 59½, you may owe a  
10% early withdrawal penalty. And 
when you reach 70½, you must with-
draw at least the required minimum 
amount each year. Your financial 
adviser, working with your investment 
manager, may be able to arrange to 
have the amount paid on a schedule you 
select. That can help simplify your life.

Who Needs a Managed 
Account?
Managed accounts aren’t for everyone, but 
they may be perfect for you.

If any of the following describe your financial situation, 
you may want to talk to your financial adviser about 
choosing a managed account:

retIrement InVestIng
If your employer offers a retirement savings 
plan, such as a 401(k), managed accounts 
may be on the investment 
menu. And, if the plan 
automatically enrolls eligible 
employees, a managed 
account is one of the three 
qualified default investment 
alternatives (QDIA) the 
Department of Labor allows 
an employer to select.

m A n A g e D  A c c o u n t s
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MY FINANCIAL PLAN

Adviser:
Investor:

You can buy and sell investments with-
out ever meeting the broker who relays 
your orders to the market. In fact, if you 
invest through an online account, you 
may never speak to a person at all. But 
if you’re looking for advice you can trust 
as you make financial decisions, there’s 
no substitute for a long-term, collaborative  
relationship with a financial adviser.

A menu of heLP
If you’re working with an adviser because 
you don’t want to manage your invest-
ment portfolio on your own, you’ve just 
scratched the surface of the benefits you 
can expect. Your adviser can provide:

• Help in defining your financial goals
• Explanations of investment opportuni-

ties and common investment mistakes
• Guidance in understanding and

evaluating risk
• A personalized strategy for making

investment decisions
• Advice on specific investments
• Analysis of how well your

investments are helping
you meet your goals

A PAPer trAIL
Don’t underestimate 
the importance 
of putting your 

financial plan, or statement of  
investment objectives, on paper.  
Writing out your goals doesn’t lock you 
into a rigid contract. In fact, most people’s 
financial plans evolve as their personal 
lives or their priorities change. 

But you need a plan for making  
investment decisions in order to get  
where you want to be. A plan establishes  
a benchmark against which to measure 
progress toward your goals—and the  
performance of any managed account you 
may use to help you meet those goals.

co-AuthorIng A PLAn
Writing a financial plan isn’t like writing a 
novel. In the first place, it’s a collaboration 
between you and your adviser that follows 

a fairly standard format.

At the same time, your plan is highly 
personal, since the particulars are unique 
to your situation. Working with your 
adviser to make the plan as precise and 
focused as possible lays the foundation of 
your working relationship.

ALLocAtIng the Assets
Allocating your assets is probably the 
most important investment decision you 
make, and one you’ll probably feel more 
confident making with expert guidance. 
Asset allocation involves assigning per-
centages of your total investment portfolio 
to various asset classes, or investment 
categories. The primary asset classes  
are stocks, bonds, and cash. Others are 
real estate, derivatives, such as futures 
and options contracts, and private  
equity investments.

Some asset classes have the  
potential to increase the value of  
your portfolio, and others to provide  
regular income. Some categories, such  
as dividend-paying stocks, may do both. 
The problem is that no asset class  
produces strong returns year in and year 
out. So if all your money is tied up in one 
class, you must be prepared to withstand 
some down times—though you can’t  
predict when they will occur.

What you can be more certain about  
is that asset classes tend to prosper on  
different schedules. Each asset class  
tends to shine—or falter—at different 
times, usually in response to specific  
economic environments. For example, a 
good year for stocks is often a bad year  
for bonds, and vice versa.

But if your portfolio is allocated across 
several classes, strong returns from one 
class that’s doing well can offset lack- 
luster returns, or even losses, from asset 
classes that are slumping. That’s what 
asset allocation is all about.

tAILoreD PLAns
Though asset allocation is important 
for every investor, how you allocate  
is likely to change at certain points  
in your life. For example, if your  
primary concern is preserving the 
wealth you’ve already accumulated, 
you’ll need a different allocation  
than if your goal is to accumulate  
substantial wealth within the next 

five to ten years.
With your particular goal in mind,  

your adviser can suggest the asset class or 
classes that you should emphasize, as well 
as those that should make up a smaller 
portion of your account. Your adviser may 
also recommend some additional asset 
classes to introduce greater variety that 
may help you improve your return without 
adding significantly more risk.

For example, if a large percentage of 
your portfolio is in a managed account 
that invests in large company stocks, 
your adviser might suggest that you buy a 
mutual fund specializing in small company 
stocks or individual municipal bonds using 
the assets you haven’t committed to the 
managed account.

gettIng PAID
Your adviser is likely to be paid an annual 
fee, based on your portfolio’s value, rather 
than a commission, or percentage of the 
transactions in the account. That fee  
typically pays for everything from financial 
planning and investment management to 
trading costs and recordkeeping.

One advantage of a fee-based system  
is that you may feel more confident that 
any buy-and-sell recommendations are 
driven exclusively by the desire to boost 
your portfolio’s value and help achieve 
your goals rather than to generate com-
missions. While it’s true that the larger 
your portfolio grows, the more your adviser 
earns, it’s equally true that increased  
values boost your own net worth.

Working with 
an Adviser
A solid working  
relationship is built on 
a foundation of trust.

frAmIng your exPectAtIons
When you put together a long-term investment plan, you risk setting  
yourself up for disappointment if you count on unrealistic levels of  
growth. One of the important things an adviser can do is help put historical 
performance in perspective, so that you aim high—but keep your head 
out of the clouds.

• A statement of your specific goals
• Your timeframe for achieving those goals
• Your risk tolerance
• Your need for liquidity, or available cash
• Your tax situation
• A summary of your current

investments, including both
taxable accounts and retirement
savings plans

• Any special concerns that affect
your investment choices

stocKs

cAsh BonDs
reAL estAte 

AnD  

DerIVAtIVes
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Choosing specific managed accounts is a 
key step you and your adviser take in the 
process of allocating and diversifying your 
portfolio. And it’s often among the most 
important decisions you make together,  
as critical as asset allocation and port- 
folio adjustment. 

Among the factors that influence the 
choices you make are whether:

• You are using managed accounts as
the core components of your portfolio,
choosing a number of individual
accounts each with a single specific
investment focus

• You are using one or more managed
accounts as part of a portfolio that also
includes individual securities, funds,
and alternative investments

Either way, what’s key to making your
final selection is evaluating potential 
investment managers. 

DoIng Due DILIgence
The first step in choosing an investment 
manager begins with narrowing the  
range of possible choices from among the 
eligible managers—those that have met 
the criteria established by your financial 
adviser’s firm. That vetting, or approval 
process, which is sometimes described as 
due diligence, means that the manager’s 
background and performance history, as 
well as the reputation of the firm where 
the manager works, has been examined 
against a set of exacting, predetermined 
standards.

The approved list may be fairly long, 
especially in the case of the most  
traditional investment objectives, such  
as large-cap growth or long-term income. 
In other cases—where the demand is 
smaller or the expertise more unusual, 
such as international equity or high-yield 
bonds—the list may be shorter. 

In making the final decision, many 
advisers put together a list of finalists in 
a particular specialty, perhaps as few as 
two or as many as four. Industry reputa-
tion and performance history influence 
their choice. So do less concrete factors, 
including their experience working with 
the manager, the level of support the man-
ager’s firm provides, and the clarity and 
scope of the manager’s quarterly reports.

mAKIng A cAse
When investment managers make the final 
cut, it’s rarely the result of good luck. The 
managers who make an effective case for 
being selected, and distinguish themselves 
from their competitors, are able to explain 
clearly and concisely the structure of the 
accounts they manage, the philosophy 
behind their investment decisions, and the 
specific risks an account holder faces. If 
your adviser can use the information the 
manager provides to explain investment 
decisions and interpret results for you, the 
manager is in an even stronger position to 
be chosen.

no Account Is An IsLAnD
An essential part of choosing a managed 
account is analyzing where it will fit into 

your overall portfolio. For example, if you 
and your adviser are selecting several 
managers, typically each should have a  
different objective and investment style,  
to fill out a specific part of your asset  
allocation plan. Then, you might select 
certain mutual funds, or a combination 
of funds and individual securities, to add 
even greater diversification or balance.

when consIstency counts
A consistent investment style is one of the 
key traits that financial advisers look for 
in an investment manager. They want to 
be sure that there won’t be any significant 
drift away from the objective the manager 

Choosing Accounts
You need skippers who’ll help get you and your investment 
portfolio where you want to go.

claims to follow—even if it’s to provide a 
stronger current return.

For example, if an adviser recommends 
a small-cap growth account to fill that 
niche in a client’s overall portfolio, that 
account may provide disappointing results 
in a period when small-cap growth stocks 
are underperforming. But, at such times, if 
the account outperforms similar accounts 
by a significant margin, it could be a bad 
sign rather than a good one—as strange as 
that may seem. That’s because, to get the 
stronger performance, the manager may 
have purchased investments outside the 
small-cap growth category. 

What this style drift means for the 
future isn’t necessarily certain. It may be 
that when small-cap growth stocks rally, 
the managed account won’t hold enough 
of those stocks to get the full benefit of the 
gain. Or, it may mean that your portfolio is 
no longer allocated in the most appropri-
ate way, despite the choices you and your 
adviser made. Finally, evidence of drift 
can undermine the confidence that the 
adviser has in the investment manager 
as an appropriate partner.

Conversely, if an investment 
manager has stayed on course, as 
determined by correlating the man-
ager’s performance with appropriate 
benchmarks, that can be a major 
reason for sticking with that manager 
despite potentially disappointing 
returns in some periods.

AsKIng 
QuestIons

Clients and their advisers 
approach the process of choosing 

an investment manager from different 
perspectives. So their questions may cover 

different issues.

Typically, an adviser wants to know:

• Will this manager’s investments be consistent with
the account’s objective?

• Will the manager match or surpass the appropriate
benchmarks?

• How responsive will the manager be to requests
for more information or special directions?

• How clear will the manager’s quarterly reports be?

A client wants to know:

• How will this manager help me meet my
financial goal?

• What risks am I accepting?
• How will I know what’s happening in

my account?
• Will the manager follow my

special instructions?
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mAnAgers

There’s a direct relationship between the 
level of risk you’re willing to take and the 
type of managed account (or accounts) 
your financial adviser may recommend for 

your portfolio. It’s helpful to think about 
your attitude towards investing, and the 
account objectives that might suit that 
attitude, as two parallel links: 

moDeL PortfoLIos
There are no hard and  
fast rules about what a 
conservative or moderate 
portfolio looks like. The  
general rule is that the 
more aggressive a portfolio, 
the larger the proportion  
of stocks (or even more 
volatile investments). 

Here’s an example of how five hypothetical 
portfolios might be allocated: Model Portfolios

Managed accounts have distinctive personalities, from the 
restrained to the flamboyant.

BehAVIor PAtterns
Conservative investors 
want to hold onto what they 
have. More formally, this  
goal is called capital preserva-
tion. These investors want to 
avoid risk, particularly risk of 
losing any principal. As a result, 
they’re often reluctant to invest 
in stocks, which may lose value 
for a variety of reasons. These 
investors may prefer fixed-
income and cash equivalent 
investments.

Moderate investors want 
to increase the value of their 
portfolios while protecting their 
assets from the risk of major 
losses. They may be comfortable 
with allocating one portion of 
their portfolio to growth and 
another to capital preserva-
tion, or they may choose to put 
the bulk of their money into a 
growth and income account that 
invests in a diversified portfolio 
of stocks and bonds.

Aggressive investors are 
primarily interested in growth. 
They are willing to take the 
risk of losing some principal in 
order to benefit from potential 
increases in portfolio value. 
Some aggressive investors are 
willing to invest in a potentially 
volatile managed account 
because they have other more 
conservative investments, or 
because they have a long time 
to meet their financial goals. 

Contrarians look for  
investments that others are 
shunning. This group concen-
trates on investments that are 
undervalued because they are 
out of favor, and may therefore 
be poised for major gains if 
investor sentiment changes.

Of course, many people 
invest across three or even all 
four of these categories, putting 
some assets into conservative 
investments, a smaller percent-
age into aggressive investments, 
and the majority of their port- 
folio into investments that  
pose some risk but offer the 
possibility of a stronger than 
average return. A managed  
account might be the ideal  
investment for that central 
portion of their portfolios. 

muLtIPLe mAnAgers
While the majority of managed accounts 
have a single manager or team of  
managers guided by the same objective, 
some managed accounts have multiple 
managers with different investment styles. 
In that case, the assets in the account are 
allocated among the various managers, 
similar to the way the 
total value of an overall 
portfolio is allocated 
among different  
asset classes. 

A multiple manager account can be 
appealing for several reasons. For exam-
ple, if the value of your total portfolio just 
meets the $100,000 minimum required for 
most managed accounts, you might not be 
able to include all the appropriate asset 
classes or achieve adequate diversification 
with one managed account. 

But with a multiple 
manager account, you can 
do just that. Some experts 
believe that even larger 
accounts may benefit 
from the internal asset 

allocation and diversification 
that’s the hallmark of a multiple 
manager account.

One potential problem with 
this type of managed account is 
that if you are satisfied with the 
management of one component 
but unhappy with another over 
a period of time, you might have 
to move the entire account to 
address the portion you’re dis-
satisfied with. That’s a decision 
you’ll want to make in consulta-
tion with your adviser.

hIgher return, Lower rIsK
There’s general agreement that you must take  
above average investment risk to get above average 
investment return. But investment managers  
may follow a strategy based on modern portfolio 
theory that is designed to achieve a stronger return 
without exposing you to greater risk than you’re 
comfortable with.

It involves selecting individual stocks, bonds,  
or a combination of stocks and bonds—depending 
on the managed account—based on what the  
individual investments as a group will contribute  
to your portfolio rather than on their potential as 
individual investments. 

Under this theory, the approach has the potential 
to work because a portfolio made up of investments 
with different levels of risk, including some that are 
quite volatile and others that are quite stable, can 
actually moderate the overall risk the portfolio poses 
without sacrificing its potential return. But it’s not  
a balance you’ll be likely to achieve without an 
investment expert.

Investor Attitudes Conservative Moderate Aggressive

Managed Account 
Objective

Capital 
Preservation

Income

Growth & 
Income

Growth

Aggressive 
Growth

One approach is to allocate the major portion  
of your portfolio to a managed account investing 
solely in a single asset class. Then you could invest 
the rest of your money in individual securities or 
mutual funds. 

For example, if your primary investment goal  
is providing current income, your adviser might  
suggest a fixed-income managed account for 55% of 
your assets. You might put the 25% allocated to cash 
in a combination of certificates of deposit (CDs), 
U.S. Treasury bills, and a money market mutual fund. 
With the remaining 20%, you might buy a diversified 
portfolio of individual stocks or two or three mutual 
funds with different investment styles or capitaliza-
tion characteristics.

Or, if your goals are growth and income, and if 
the value of your total portfolio is large enough to 
meet the minimums, you might invest in a managed 
account focused on income and another account 
focused on growth.
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ACCOUNT NUMBER: 123-4567

Total Account Value 

As Of 12/31    $802,430.30 

This Statement Year-to-Date

Capital Gains 3,445.40 12,505.21

Interest Income 467.05 14,680.47

Dividend Income 402.98 4,035.64

TOTAL 4,315.43 31,221.32

Income Summary

Asset
9/30  Value   % 12/31  Value   %

Cash/Money Accounts 42,302     7 12,095     2

Corporate Bonds 200,333   32 189,633   29

Equities 304,098   49 342,603   53

Government Securities 69,071   11 96,700    15

Quarterly Portfolio Summary

Long Term Value 615,804 641,031

Estimated Accrued Interest 3,803 5,002

Net Portfolio Value 619,607 646,033

Asset Allocation

42% Large Cap
12% Mid Cap
18% Small Cap
10% Int Taxable Bond
7% Int Equity
11% Cash

Best Consulting

100 Capital Drive

Anytown, NY 10000

Financial Adviser:

Joan Jones

jjones@bestc.com

(123) 555-4444

CHARLIE RICHARDSON

 20 Parker Place

 Anytown, NY 10000
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Financial Adviser:
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Anytown, NY 10000

ACCOUNT NUMBER: 123-4567

Total Account Value  

As Of 12/31 $802,430.30 

Benchmark Comparison
(In Dollars)

Historical Analysis
Return vs. Benchmark

QUANTITY SECURITY DESCRIPTION DATE ACQUIRED TOTAL COST 
BASIS

ESTIMATED 
MARKET VALUE

UNREALIZED 
GAIN OR (LOSS)

ESTIMATED 
ANNUAL INCOME

CURRENT YIELD 
%

Equities
73 AOL TIME WARNER INC 11/19/02 2,802 2,930 128 43 1.49

135 AOL TIME WARNER INC 11/21/02 5,198 5,420 222 81 1.49

208 Securitiy  Sub-Total
8,000 8,351 350 124 1.49

220 BANK OF AMERICA CORP 02/27/02 11,327 8,976 (2,351) 158 1.76

85 BANK OF AMERICA CORP 09/26/02 2,753 3,468 715 61 1.76

305 Securitiy  Sub-Total
14,081 12,444 (1,636) 219 1.76

96 CADENCE DESIGN SYS INC 11/01/01 4,135 5,179 1,044 10 .19

32 CADENCE DESIGN SYS INC 11/02/01 1,394 1,726 332 3 .19

128 Securitiy  Sub-Total
5,530 6,905 1,376 13 .19

Portfolio Detail

Jul-97 Jul-98 Jul-99 Jul-00 Jul-01 Jul-02

Every quarter you receive a detailed 
account summary that examines your 
investment portfolio, and your managed 
accounts in particular. Even if you take 
just a few minutes to look at the bottom 
line, you’ll have a clear picture of how  
your account performed over the past 
three months. 

By spending a little more time, you’ll  
be able to evaluate whether you’re  
making progress toward your financial 
goals. If you notice anything unusual or 
unexpected, it’s always a good idea to  
consult with your financial adviser.  
It’s also smart to keep a file of your  
statements so you can use them as the 
basis for a comprehensive annual review.

The numbers tell an important part  
of the story about your account. But  
you’ll typically also find an explanation  
of current market trends, an analysis 
of the economic factors that influenced 
investment results, and an overview of  
historical performance. Your adviser  
can help you put this information in per-
spective, and together you can decide if 
it’s time to make any changes in your  
asset allocation.

Portfolio summary. This is a snapshot 
of the current value of your assets in 
comparison to their value at the end of 
the previous quarter. It also reports the 
percentage of your total portfolio assets 
in each managed account or other invest-
ment. While this information is important 
for determining how your account is doing, 
it’s equally important to view your account 
in the context of what’s happening in the 
investment markets at large.

Income summary. This information 
highlights where your portfolio income—
generally interest, dividends, and capital 
gains—came from during the quarter. This 
section is a convenient way to evaluate 
investment performance, especially if one 
of your goals is current income. It’s also a 

convenient way to keep your eye on your 
potential tax liability, particularly at the 
end of the third quarter when you have 
time to ask your investment manager to 
take losses or postpone gains.

Benchmark comparisons. These graphs 
show how your managed account has per-
formed in comparison with its appropriate 
benchmark over various time periods. 
This analysis is key to evaluating your 
investment manager and the progress you 
are making toward your financial goals. 
Remember, though, that any investment 
that dramatically outperforms its bench-
mark in one period may well underperform 
the benchmark in a later period.

Reading Your  
Account Statement
Your statement spells out exactly where your managed 
account stands, and how well you are meeting your  
investment objectives.

no xrAy VIsIon neeDeD
Nothing is more crucial to making 
informed investment decisions than 
having a clear picture of exactly what’s 
happening in your accounts. The technical 
term is transparency, and it means  
that every transaction, every price, every  
return is promptly and accurately reported 
and available for everyone to see. In  
fact, transparency is a hallmark of any 

Asset allocation. Your portfolio’s asset 
allocation, typically represented in a pie 
chart, is an important factor influencing 
investment performance. For example, if 
most of your assets are in stocks in a slow 
equity market, the value of your portfolio 
will drop. But if some of your assets are 
in a stronger-performing class, losses in 
your equities could be offset. If you’re not 
satisfied with your progress toward your 
goals, rethinking your allocation may be 
the place to start.

Portfolio detail. This listing of the  
individual assets in your managed account 
gives you a clear sense of what you own, 
what trades occurred and when, the  
estimated income and yield of each  
investment, and any unrealized gains or 
losses. The prices for securities listed on  
a market may be either the closing price 
on the date the cycle closed or the price 
as of the settlement date.

developed securities market. And it’s 
something investment managers take 
pride in providing.

LooKIng Long term
While it’s important to pay attention to 
the quarter-to-quarter changes in your 

sIPc
Your quarterly statement will report that your 
account is covered by SIPC, or the Securities 
Investor Protection Corporation. That means 
if your brokerage firm goes bankrupt, your 
account value is protected to a maximum 
of $500,000. But SIPC doesn’t protect you 
against losses that result from a drop in the 
market value of your investments. There, 
you’re on your own.

portfolio’s value, you don’t want to lose 
sight of the fact that your goals are long 
term. Unless an investment manager  
has failed to meet expectations quarter 
after quarter, when managers with similar 
objectives and styles have been turning  
in stronger performances, replacing 
one manager with another is unlikely to 
change the results you’re getting. 

In fact, one of the biggest mistakes 
investors make is reacting too quickly to 
disappointing short-term results. Another 
is moving money into the current quarter’s 
hottest performers.

The hypothetical example shown here provides an overview of 
the type of information an account statement may provide. It 
may not be representative of the account statement you receive.
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Reviewing your annual account state-
ment with your adviser is an ideal time 
to evaluate your entire portfolio. Your life 
may have changed in ways that affect your 
investment goals, or developments in the 
financial markets may have changed your 
attitude toward risk.

The key purpose of the review is to 
revisit where you’d like to be finan-
cially—next year, in five years, in ten 
years or more—and figure out what port-
folio changes, if any, you can make to help 
you get there. For example, you and your 
adviser may consider reallocating assets, 
either to keep your portfolio in line with 
your continuing investment goals or to 
accommodate your revised priorities.

reALLocAtIng Assets
Asset reallocation may involve shifting 
money from one asset class to another, or 
from one managed account to another.  
You may decide it’s appropriate to 
rebalance if one segment of  
your overall portfolio has  

dramatically outperformed the others, 
throwing off your chosen allocation model. 

For example, the value of a managed 
account to which you had allocated 40% 
of your overall portfolio could increase 
to 60% because of particular strength in 
that segment of the market. If you want to 
maintain your original allocation, you may 
need to move some of those assets into 
other investments.

Experts agree that if rebalancing is 
required, once a year probably is often 
enough. Your adviser might suggest that 
you re-balance only 
when the spread, or 
difference, between 
the allocation you’ve 
selected and the actual 
allocation in your port- 
folio reaches 15%  
or more.

Asset mAnAger 
rePorts

Your adviser receives regular, 
usually quarterly, reports from each 
investment manager handling an 
account in your overall portfolio. 

These reports assess the current 
and near-term economic and financial 
outlook for the securities markets in 
general and for those segments of the 
market where your managed accounts are 
invested. You may prefer that your adviser 
summarize and interpret the reports for 
you, or you may want to review them your-
self and discuss them with your adviser.

Your managers’ reports, in conjunc- 
tion with your account statements, can 

provide guidance for your investment 
decisions. Note over time which  
managers are most effective in 
assessing the investment climate  
and adding value—they’re the  
ones who should have the greatest 
influence on your decisions.

Also note which managers 
are least effective—that 

should be a red flag for 
you and your adviser to 
consider alternatives.

Looking Toward the Future
Traveling with an adviser and an investment manager helps 
keep you headed in the right direction.

estAte PLAnnIng
As part of your annual financial review,  
you may want to evaluate your estate plan, 
especially if there’s been a major change in 
your personal life, such as marriage, divorce, 
or the death of your intended beneficiary. You 
can own a managed account in your own name 
or, in a taxable account, jointly with someone 
else. If the account is jointly owned, it becomes 
the property of the joint owner at your death. 
Otherwise, it passes to the person or persons 
you’ve named as beneficiaries.

If you prefer, you can name an institution 
as the beneficiary of your managed account 
or transfer the account to a trust during your 
lifetime. Before you take any action, be  
sure to discuss thoroughly the legal and tax  
consequences with your attorneys and tax  
advisers or the specialists your financial  
adviser recommends.

ADVIsers As resources
Besides access to professional investment 
managers, financial advisers bring other 
resources to their client relationships. 
For example, advisers have access to the 
research reports and analytical tools of the 
firms where they work. These resources 
enable them to take an objective look at 
the buy and sell decisions your invest- 

ment managers are making for your 
accounts, and to assess those deci- 

sions in the context of the overall 
risk-return profile of your portfolio.

goAL-orIenteD tActIcs 
Your adviser can help you make investment 
decisions that may be prompted by your 
annual review, such as whether to continue 
on your present course or make a switch 
based upon your financial goals and  
timeframe.

For example, your adviser might recom-
mend an emphasis on fixed income assets 
if your financial goal is only a few years 
away—as it might be if you have a child  
or grandchild about to enroll in college,  
or if you’re approaching retirement. In  
such cases, you wouldn’t want to risk fall- 
ing short of your goal if your portfolio lost 
value in a stock market downturn.

On the other hand, if your goal is years 
in the future, your adviser might recom-
mend increasing your exposure to equities 
as a way to provide greater potential for 
long-term appreciation.

In the fAce of 
DIsAPPoIntment
What can you do if your investment results 
aren’t living up to your expectations? 
There are a number of approaches  
to consider:

• Revise your expectations to reflect
economic and market realities

• Modify the risk guidelines you’ve
established with your adviser

• Reallocate your portfolio assets
• Change investment managers

Unless something occurs to destroy
your confidence in an investment manager, 
it’s smart to give that manager enough 
time to meet your expectations. While 
there’s no hard and fast rule about how 
much time is enough, most experts say 
that three to five years is reasonable.
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ERISABeing responsible for your own financial 
security and the security of your family is 
one of the main reasons for choosing man-
aged accounts for your personal portfolio. 

If you’re responsible for the financial 
security of an organization—either as the 
person making its investment decisions 
or as part of a decision-making team—it 
may make sense to depend on managed 
accounts for the same reason. In fact, 
endowments, foundations, and retire-
ment plans have an even longer history of 
depending on investment managers than 
most individuals.

There are a number of reasons for 
groups to seek investment expertise:

• Their financial needs may be complex,
especially if they must
balance the need for
ready money to pay
for current obliga-
tions with the goal
of growing their asset
base to keep them
viable in the future

• Any investment decisions may
have to be acceptable
to, or approved by, the
board of directors
or trustees

• There may be legal
obligations to make
appropriate invest-
ments or avoid
unacceptable choices

shArIng the LoAD
As part of the process of keeping your 
organization on sound financial ground, 
you may want to work with a financial 
adviser. Typically, the adviser will help you 
or your team define your group’s finan-
cial goals, prepare a written investment 
policy statement, and identify professional 
money managers to make investment  
decisions designed to meet those goals. 

An investment policy statement is 
the institutional equivalent of a personal 
financial plan, though it’s often more com-
plex because it has to address the group’s 
official mission, legal constraints on its 
investment choices, and any underlying 
political or personal conflicts that may 

affect decision making. 
An adviser is often able 
to deal more effectively 
with those tasks than 
an insider.

An adviser may also be in a 
better position than members 

of the financial committee to 
explain the importance of 

asset allocation and portfolio 
diversification to achieving 

Investing for Groups
Foundations, endowments, and retirement 
plans need financial advice too.

A consuLtAnt checKLIst
If you’re part of a group responsible  
for working with a financial adviser,  
here are some of the things you’ll want  
to consider before you choose one:

• Experience, including time on the
job, assets being managed, and
professional credentials

• Fees and other expenses

• Availability for consultation

• Frequency and clarity of reporting

• Research, oversight, and monitoring
processes used to identify and evaluate
investment managers

long-term goals. He or she may also be 
more successful in helping the group pin 
down its risk tolerance and establish the 
ground rules for its financial decisions.

Finally, the adviser can monitor what’s 
happening in the group’s overall portfolio 
as well as in the managed accounts that 
are included in the portfolio. Among  
other things, this oversight helps to keep 
costs in check. But perhaps the adviser’s 
most important contribution is to 
forestall hasty responses to volatile 
or depressed markets and to fight 
inertia in the face of consistently 
sub-par investment performance.

BeIng LIQuID enough
Groups that must have cash 
available on a regular basis to 
meet current obligations, while 
at the same time investing for 
growth to ensure adequate 
resources for the future, are 
the rule rather than the excep-
tion. Foundations, for example, 
must typically pay out a certain minimum 
percentage of their assets—often 5%—
each year. Retirement plans, such as the 

union-sponsored, multi-employer 
Taft-Hartley plans that are nego-
tiated in collective bargaining 
agreements, must have cash  
available, often on a monthly 

basis, to make payments to 
retired workers.

One of the choices these groups face 
is how to liquidate assets to meet their 

obligations. Do they simply sell off the 
required percentage across all their 
managed accounts? Do they liquidate 
the weakest holdings or 
the strongest ones? Do 
they use the need for 
cash as an opportunity to 
reallocate their overall 
portfolio, adjusting for 

changes in value that have resulted from 
market performance?

Those kinds of decisions, with their 
long-reaching consequences, demonstrate 
the value of combining experienced invest-
ment consulting with the flexibility of a 
managed account. A consultant, using the 
quarterly reports provided by the invest-
ment manager, can explain why certain 
investments or asset classes  
provide the current returns they 
do. He or she can also evaluate 
the impact of buying or selling 
certain investments rather than 
others on asset allocation and 
future portfolio performance. 

Because an investment  
manager has the flexibility to 
sell specific investments in your 
group’s account to meet your 
liquidity or other needs, you have 
much more control over your 
assets than if they were invested 
in mutual funds, at the same time 
that you have the protection of 
a diversified portfolio. Similarly, 
any trades that your investment 
manager authorizes to meet other 
clients’ needs would have no 
effect on your group’s account, 
since the assets in each account 
are owned separately.

A LIttLe heLP from erIsA 
Employer sponsored benefit plans,  
including pension, 401(k), insurance, and 
scholarship plans, operate under much 
stricter rules than other groups with 
assets to invest. These rules are laid out 
in the 1974 Employee Retirement Income 
Security Act, typically shortened to ERISA. 

Despite its complexity, ERISA’s reach 
extends beyond employer plans, increas-
ingly serving as the standard by which the 
actions of most investment consultants  
and financial advisers are evaluated. In 
that way, ERISA has encouraged the  
development of managed accounts by 
endorsing the use of expert investment 
managers as the only prudent course  
of action.

BEST CONSULTING INC.

YOUR  

ORGANIZATION’S 

PORTFOLIO
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INVESTMENT

PORTFOLIO
ADVISER MANAGER

Whether you are investing your own  
assets or are responsible for managing  
the assets of an endowment, foundation, 
or retirement plan, you can make your  
life easier—and the burden of decision-
making lighter—by getting professional 
help. In fact, you may owe it to yourself, 
and you certainly owe it to your organiza-
tion to take that step. 

The professionals you hire are fiducia-
ries. A fiduciary is someone who is legally 
responsible for another person or group’s 
financial assets. The law and common 
sense agree that fiduciaries must act pru-
dently and make decisions they believe 
will safeguard and grow those assets.

In fact, there are three levels of fidu-
ciary responsibility that apply at different 
times and to different people. When a 
fiduciary gives you investment advice— 
as a financial adviser does—or makes 
investment decisions on your behalf—as 
an investment manager does—that person 
is held to a standard that’s based not only 
on caution but on expertise.

WHO’S RESPONSIBLE?
Financial advisers are considered fidu-
ciaries because they are paid for their 
financial guidance. So are investment 
managers, who make independent deci-
sions about the way assets are invested.

As fiduciaries, advisers must ensure 
that the decisions they encourage you to 
make are appropriate to your goals, your 
risk tolerance, and other circumstances. 
That’s one important reason for develop-
ing a financial plan, since it establishes a 
benchmark against which their fiduciary 
responsibility can be measured. Similarly, 
by recommending investment managers, 

establishing criteria to evaluate the  
managers’ performance, and monitoring 
the performance against those criteria, 
advisers also demonstrate their prudence. 

Investment managers who choose 
investments for your accounts are fiducia-
ries because their decisions directly affect 
your financial well-being. Like advisers, 
who use your financial plan as a basis for 
their advice, investment managers use  
the investment objectives of the accounts 
they manage as the basis for the financial  
decisions they make.

NO GUARANTEES
While fiduciary responsibility requires 
your adviser and investment manager  
to act responsibly against a measurable  
standard, it does not guarantee that you 
will meet your financial goals.

This distinction between appropriate 
advice and investment success can be 
confusing and sometimes frustrating for 
investors who believe they have acted on 
the advice they got without achieving the 
results they expected. But unless you can 
demonstrate that the advice was unsuit-
able, the investments fraudulent, or the 
costs excessive, your adviser is not usually 
considered at fault.

Fiduciary Responsibility
An adviser and an investment manager can take the weight 
of managing assets off your shoulders.

SHINGLE THEORY
When financial advisers hang out their 
shingles—either literally or figuratively—
announcing that they’re in the business  
of recommending investments, the legal  
precedent known as shingle theory says that 
they’re committing themselves to provide  
suitable advice, follow industry standards,  
and charge fair prices.

AN EVOLVING STANDARD
For years, fiduciaries—trustees in particular—
were required to follow the prudent  
man rule. That meant they were expected  
to preserve capital for the trust’s ultimate  
beneficiaries, weighing each potential  
investment by that standard. But that defen-
sive approach exposed the assets to inflation 
risk—the probability that over the long term 
the beneficiaries would lose buying power as 
prices rose but the assets didn’t increase in 
value or produce higher levels of income.

The prudent investor rule is now  
considered a more appropriate fiduciary standard. 
It differs from the prudent man rule in two major 
ways: first, in its emphasis on diversification  
to achieve a reasonable rate of return at an  
acceptable level of risk, and second, in its  
support for delegating decision-making authority 
to investment experts. A prudent investor chooses 
investments based not on the risks they might 
pose individually, but on the potential they have to 
contribute to the growth of the overall portfolio. 

An even more stringent standard is the 
prudent expert rule that applies to a 
fiduciary acting as a professional money  
manager. Using this standard, the prudent  
expert is expected to make investment 
decisions based on his or her knowledge 
and professional experience. This rule also 
establishes the actions of other experts as the 
benchmark for evaluating a prudent expert’s 
actions, not simply other investors.

COST QUESTIONS
Another sign that a fiduciary is acting 
responsibly is that costs are kept under 
control. If you’re spending more to keep 
your investment account open than 
you’re realizing in gains, you can reason-
ably question the recommendations your 
adviser is making or the trades that are 
being executed on your behalf.

A related fiduciary responsibility is 
keeping an eye on the tax consequences 
of investment decisions, especially since 
tax planning can often reduce or at least 
postpone what you owe. 

Since managed accounts are an 
effective way to keep both costs and  
taxes under control, advisers may some-
times favor them as investment choices.
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Alpha is an estimate of the return 
expected from a portfolio of investments  
in relation to the return of the overall  
market when both are adjusted for  
nonsystematic risk. For example, the 
return on a portfolio with an alpha of 
1.25% is expected to be 1.25% higher than 
the return of the market over the course  
of a year. Alphas computed using historical 
returns usually don’t predict future alphas.

Asset allocation is a strategy for off- 
setting systematic risk by investing  
specific percentages of your investment 
principal in different asset classes. Asset 
allocation models and the asset classes 
they include vary based on objectives, risk 
tolerance, and timeframe.

Benchmark is a standard against which 
investment performance or other variables 
are measured. A market index or average 
whose gains and losses reflect the chang-
ing direction of the market segment it 
tracks may serve as a benchmark for  
individual securities in the index and  
portfolios investing in those securities.

Beta measures a portfolio’s rate of return 
in relation to the return of the overall 
market. The market has a beta of 1, so 
a portfolio with a beta higher than 1 is 
expected to rise or fall faster than the  
market. With a beta lower than 1, the port-
folio is expected to rise or fall more slowly 
than the market. For example, a portfolio 
with a beta of 1.10 would be expected to 
rise approximately 10% more than the 
relevant benchmark in an up market and 
decline approximately 10% more than the 
relevant benchmark in a down market. 

Diversification is an investment  
strategy for offsetting nonsystematic  
risk that involves buying a number of  
individual securities or portfolios in  
different categories or subclasses within 
a single asset class.

Fiduciary is a person or an institution 
legally responsible for managing someone 
else’s assets. Every fiduciary is held to a 
specific standard of conduct, which may  
be more stringent when the fiduciary is 
paid for providing advice or making invest-
ment decisions on a beneficiary’s behalf.

Nonsystematic risk is the risk inherent 
in an individual security or portfolio of 
securities. The risk results from factors 
such as management decisions, new  

technologies, or competitive products and 
can be countered by diversification. 

R-squared is a measure of the predict-
ability and reliability of a portfolio’s alpha
and beta by identifying the proportion of
a portfolio’s return that is market related
or can be explained by variations in the
market. For example, an r-squared of 0.80
shows that 80% of the portfolio return is
due to changes in the market. That means
80% of any portfolio gain is due to market
gains and 80% of any loss is due to
market losses.

Sharpe ratio is a measure of a portfolio’s 
excess return in relation to the total  
variability of the portfolio. When a Sharpe 
ratio is greater than 1, it shows a posi-
tive level of excess return in relation to 
the portfolio’s risk. But a Sharpe ratio 
approaching or less than zero shows a  
poor rate of return in relation to the  
risk the portfolio poses.

Standard deviation is a statistical  
measure of volatility, or how far the return 
of a portfolio moves above or below its 
average value. The wider the range of 
returns, the higher the standard devia-
tion, and the greater the risk the portfolio 
poses. Conversely, the smaller the range 
and the lower the deviation, the less risk 
the portfolio poses.

Systematic or market risk is risk  
that’s characteristic of an entire market, 
a specific asset class, or portfolio invested 
in that asset class, as opposed to the risks 
posed by individual securities in the port-
folio. A portfolio’s beta is a measure of its 
systematic risk.

Tracking error measures the extent to 
which a portfolio tracks its benchmark. 
The higher the tracking error, the higher 
the variability of the portfolio’s returns 
above and below the benchmark. As illus-
tration, the tracking error of an index fund 
should be zero. 

Transparency is a measure of the quan- 
tity and quality of the information you 
have about the markets or portfolios in 
which you invest. The more transparent a 
market or portfolio is, the more you know 
about how it works and what is happening 
at the moment. The more transparency 
there is, the more informed your decisions 
can be.
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Acount Objectives

Current IncomeLONG TERM
GROWTH

Steady Growth

MY FINANCIAL PLAN

The investment 

manager gener-

ally reports quarterly 

on the status of the 

account. The adviser 

interprets that informa-

tion for the client, and 

together they evaluate 

the performance of the 

managed account in light 

of the client’s investment 

goals. If they decide a 

change is required, they may 

change the guidelines, or  

perhaps investment managers.

There are three key players in a managed 

account: you as the client, your financial 

adviser, and your investment manager.

Each of you enters the partnership with 

different goals, but when you work well together, 

you can produce results that please all three. 

As client, you are investing to meet specific financial goals, 

which you expect to be able to achieve as the result of putting 

your money into a managed account.

Your financial adviser wants you to succeed in making

progress toward your goals, in part because a satisfied client is 

likely to maintain the professional relationship. And relying on 

an investment manager’s expertise to handle part of your port- 

folio allows your adviser to continue working with you as you 

make other allocation and investment decisions.

In making buy and sell decisions for the assets in your 

managed account, your investment manager is working to 

achieve the investment objective that attracted your and your 

adviser’s business. A manager’s professional success depends 

on delivering a level of performance that’s reasonable to 

expect, based on what’s happening in the investment markets.

A person with 
money to invest 

meets with a financial 

adviser, sometimes called a finan- 

cial consultant. To understand the 

client’s needs, the adviser asks about 

goals and objectives, attitudes toward risk, 

and the amount available to invest. That 

lets the adviser create a client profile.

The adviser determines an asset 

allocation that’s appropriate for 

meeting the client’s goals and objectives. 

Asset allocation means dividing the total 

portfolio, on a percentage basis, among 

different asset classes, such as stocks, 

bonds, and cash.

The adviser may recommend a 

managed account for a particular 

segment of the client’s portfolio, or  

perhaps two or more  managed accounts, 

one for each  
of several segments. As part of the 

recommendation, the adviser identifies 

particular managers for specific asset 

classes or a multiple-manager account.

An adviser’s choice of managers is 

generally based on the manager’s invest-

ment style and performance history, and 

the professional relationship he or she 

has developed with the manager and the 

manager’s firm.

The adviser and the client collaborate 

on the decision process, select an 

investment manager, and identify which 

assets will go into the managed account. 

For that part of the portfolio, they detail 

the current securities that should be held 

in the account, securities or categories of 

How a Managed
Account Works
You can learn the score with an adviser and 

investment manager in tune with your goals. 

included in 

the fee
Managed accounts 
work well if you 
have a fee-based 
arrangement with 
your financial adviser. 
When you pay an 
annual fee calculated 
as a percentage of 
your account value, 
transactions that your 
investment manager 
authorizes are  
covered by the fee. 
So are the conversa-
tions you have with 
your adviser and any 
consultations with 
the manager.

securities that are unacceptable, 

and other preferences. Those 

instructions are passed along to 

the investment manager, who  

follows them when possible.

The adviser and the client 

also establish the bench-

mark, or standard, by which  

they will assess the performance 

of the investment manager,  

taking into account the impact 

of market conditions and the  

client’s timeframe. 

CLIENT

ADVISER
MANAGER

PlAYinG On KeY

What differentiates the investment 

manager’s job from that of the financial 

adviser is their individual perspec-

tives. While the adviser is 

looking at all aspects 
of your finan-

cial situation, the manager focuses on 

monitoring and adjusting the investments 

in your account and the accounts of other 

investors with similar goals.

In addition to acting on your specific 

instructions, such as avoiding certain 

investments or taking capital losses, the 

manager tracks what’s happening in the 

investment markets at large and with each 

individual investment in your account, 

and then acts in an effort to protect gains, 

avoid losses, or 

seize new  
opportunities.
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know about professionally managed portfolios of individual 
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and explores the complementary roles your financial adviser 
and investment managers play in helping you meet your 
financial goals.
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