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What is a Core Affluent Investor?

e Traditional: Investable assets of $250,000 to
$2,000,000

* My Definition: All investable assets are
needed to produce sufficient income to
meet liabilities

The Lost Decade

Price history - $IMGU (7311999 - 1731/ 2009}
M L2001 Jen DR Men20F  len 104 L2005 Jen D006 Men 2007 len 200G A 200

IERERERERS S

>
H<¢

o

N

N

:

1)

|

|

arage tnder CE T




Traditional Investment Pyramid
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The Culture of Equity

e Disintermediation
¢ High Speed Computers

¢ Replacement of Defined Benefit Plans
with Defined Contribution Plans

* Boomers
¢ Evolution of Shadow Banking

Effect of “The Culture of Equity”
on the Investment Pyramid




Dalbar Study

Investment vs. Investor Return
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Possible Reasons for Dalbar Results

“Money Magazine Disease”
¢ Dollar Cost Averaging

* Momentum Driven Investing
e Unrealistic Expectations

Examining Unrealistic Expectations
Behavioral Finance — Using Disjunctive Reasoning

¢ Availability Bias

e Representativeness
e Hindsight Bias

e Prospect Theory

e Gambler’s Fallacy

e Overconfidence




Ibbotsen® SEBI®
Slocks, Bonds, Bills, and inflation 1926-2008

©2009 Morningstar. All rights reserved.
.Used with permission.
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Large Stock Returns Without
Dividend Reinvestment

Bell Curve
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Reduction of Risk Over Time
1926-2008

©2009 Morningstar. All rights reserved.
Used with permission.

The Effect of “Fat Tails”

Event Should be Actual

Dow Moves 3.4%+ 58 days 1001 days
Swing of 4.5%+ 6 days 366 days
Index swing > 7% oncein 48 in the

300,000 yrs 20t century

Crash of 1987 was 20 standard deviations.
Should only happen once every 15 billion years.




Managing Risk
What Happened to Modern Portfolio Theory?

e Counter Performativity

e Risk vs. Uncertainty

e Effects of Actively Managed Accounts
e Effects of Passively Managed Accounts
* Lack of Rebalancing

Data Inputs — Average or Projected
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Managing Uncertainty — Monte Carlo Simulation

MoneyGuidePro™ Financial Planning SMARTware, V2.1
www.moneyguidepro.com, © PIE tech, Inc., 2009.




Mathematics of Loss
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When Less is More

MoneyGuidePro™ Financial Planning SMARTware, V2.1
www.moneyguidepro.com, © PIE tech, Inc., 2009.

Retirement Income Engineering

e Liability Driven Investment Strategies
* Sustainable Asset Allocation

e Cash Flow Management

* Endowment Income Procedure

Pooled Risk — Insured Income Products

Personal Pension




Retirement Income Engineering — The Personal Pension
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