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Step I: Assessing Investment Objectives and Risk Tolerance

The first step in designing a successful investment program is to establish clearly defined
objectives. Your answers to the Investment Planning Questionnaire have provided the basis to
help us identify your investment objectives and assess your risk tolerance. Assessing your risk
tolerance is important because the return you can expect to earn on your portfolio is related to the
risk you are prepared to take. A summary of your responses to the questionnaire is outlined
below in Table 1.

Table 1: Summary of Investor Profile Questionnaire
Primary Investment Objective Growth and income (balanced): your income requirements are low and the

emphasis is on total portfolio return from both capital appreciation and
income.

Time Horizon more than 10 years
Target Rate of Return 7% to 9%
Risk Tolerance (Volatility) I can tolerate medium volatility, such as negative returns 1 in every 6 years.
Income Requirement from Portfolio 0%
Investor Profile Score (Scale: 1-100) 61
Assets Non-registered Assets: $300,000

Registered Assets: $200,000

Constraints
Assets Minimum % Maximum %
Treasury Bills None None
Canadian Fixed Income None None
U.S. Fixed Income None None
Canadian Equities None None
U.S. Equities None None
Real Estate None None
International Equities None None
Total Equities None None
Total Foreign Assets None None
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Step II: Determining the Best Asset Mix Policy

a) The Rationale

The next step in helping you to design your investment program is to develop an asset mix policy
that will meet your investment objectives.  This step will provide the cornerstone of your
Investment Policy Statement.

Investment research has repeatedly demonstrated to investors that the asset mix is the single most
important decision in the investment process and can account for 80%-90% of the variance
between portfolios’ total returns.  Therefore, we cannot stress enough the importance of this step.

Our asset allocation computer model uses sophisticated technology to help identify the best asset
mix combinations.  These asset mix combinations offer the highest return at each level of risk
across the risk spectrum, from low to high.  It then plots these asset mix combinations (i.e.,
portfolios) on a graph and these are shown on the next page as “The Efficient Frontier” (the
curved line on the graph).

Our model incorporates three important ingredients to produce the “Efficient Frontier,” and to
identify the point (“P” for proposed or “R” for recommended portfolio) on the frontier which
best suits your investment profile.  These ingredients are:

1)  your risk tolerance and return expectations,
2)  the known past behavior of the different asset classes, and
3)  forecasts of the return for each asset class.

Each point on the “The Efficient Frontier” represents a different portfolio with an optimum or
efficient asset mix. The total return potential for each portfolio is indicated on the vertical axis.
The risk inherent in each portfolio, as measured by the potential volatility of that portfolio, is
indicated on the horizontal axis.

The challenge, of course, is to find the portfolio mix that best suits your return expectations
while also meeting your risk tolerance. The graph on the next page indicates or illustrates where
your responses to our questionnaire position your portfolio on the efficient frontier.
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The Efficient Frontier

Figure 1: The Efficient Frontier

Portfolio “C” is your current asset mix.  Portfolios “S” and “L” are positioned on the Efficient
Frontier and are efficient portfolios bearing either same risk but better return potential (i.e.,
Portfolio “S”) or lower risk but same return potential (i.e., Portfolio “L”).

Portfolio “P” (Proposed) represents the optimum portfolio based on your answers to the
questionnaire. In addition, we may have selected a portfolio “R” (Recommended) which is
consistent with our own perception of your risk tolerance [Moderate Growth].

Portfolio “R” is the basis of our long-term policy recommendation.

If the recommended portfolio asset mix and estimated returns appear to be inappropriate (i.e., too
risky or not aggressive enough), a review of your questionnaire responses should be conducted,
thus allowing the model to produce a revised asset allocation. It is not unusual for investors to
redo this part of the process before finding the right balance.
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b) Asset Mix Recommendation

Our asset allocation analysis indicates you are best suited to a Moderate Growth portfolio. The
actual policy recommendation is shown in Table 2 below.

Table 2: Asset Allocation – Long-term Policy
Asset Class Current Asset Mix

(Portfolio “C”)

Long-term Recommended Policy

(Portfolio “R”)

Treasury Bills 0.0% 0.0%

Canadian Fixed Income 40.0% 28.9%

U.S. Fixed Income 0.0% 0.0%

Canadian Equities 20.0% 28.6%

U.S. Equities 20.0% 14.6%

Real Estate 0.0% 10.0%

International Equities 20.0% 17.9%

Total 100.0% 100.0%

The asset mix for the current and recommended portfolios are summarized on the following pie
charts:

Figure 2: Current and Recommended Asset Mix
Current Asset Mix (“C”) Recommended Policy Portfolio (“R”)

The current expected asset class return associated with this policy portfolio “R “ over the next 3-
5 years is approximately 8.5% per annum, on average (based on our estimates of total return for
each asset class).

This portfolio mix is likely to exceed your “one-year market value decline tolerance” at times.
This is illustrated on the next page.
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Annual Volatility for Portfolio “R”
 
The chart below shows the variability of returns for this asset mix on a moving 12-month basis.
You can review the compound average return for this asset mix for the past 42 years in Appendix
I. Most of the time, this type of asset mix met your tolerance for volatility, but there were periods
when this portfolio mix posted 12-month declines in excess of your risk tolerance.
 

Figure 3: Span Returns for Recommended Policy Portfolio (“R”)
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Step III: Selecting Investment Managers

The next step is to select the investment manager or managers whose mandate(s) best match the
optimum asset allocation recommended in Table 2.

(a) Important Considerations in Manager Selection
The Summit Program offers a wide range of investment managers with varying mandates and
investment styles including Canadian, U.S. and international equity managers, fixed income and
balanced managers.

The Summit Program money managers' investment styles and mandates range from low risk
(risk category 1) to high risk (risk category 10) on a “risk/return” basis along the Efficient
Frontier relative to Point “R”.

Our manager recommendations match as closely as possible your Asset Allocation Policy
defined at Point “R” (see page 5).  This means we select the manager or managers having the
most appropriate investment style and risk profile for your situation.

Based on your investor profile score of 61 (100 being the highest) the Moderate Growth
Portfolio is most likely to meet your return expectations.

We have recommended the manager combination below, consistent with the results of our asset
allocation analysis.

Details on these managers can be found in Appendix V.
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Table 3: Manager Recommendations

Manager/Fund Dollar Amount Percentage of
Total Portfolio

Treasury Bills
Total Treasury Bills $0 0.0%

Canadian Fixed Income
YMG: Cdn Fixed Income 144,500 28.9%

Total Canadian Fixed Income $144,500 28.9%

U.S. Fixed Income
Total U.S. Fixed Income $0 0.0%

Canadian Equities
Morrison Williams: Cdn Equity 143,000 28.6%

Total Canadian Equities $143,000 28.6%

U.S. Equities
Delaware Investments: U.S. Equity 73,000 14.6%

Total U.S. Equities $73,000 14.6%

Real Estate
Pinnacle Global Real Estate Securities Fund 50,000 10.0%

Total Real Estate $50,000 10.0%

International Equities
Brandywine: International (Value) Equity 89,500 17.9%

Total International Equities $89,500 17.9%

Multi-Asset/Global Securities
Total Multi-Asset/Global Securities $0 0.0%

Portfolio Total $500,000 100.0%



 9

(b) Investment Manager Recommendations - Strategic Policy Ranges

Your long-term Asset Allocation Policy was outlined in Table 2.  Employing the managers as
recommended will result in your portfolio’s asset classes being managed within the strategic
ranges shown below. Discussions with your Investment Executive will help you to understand
and assess this properly.

Table 4: Strategic Policy Ranges
Asset Class Current

Asset Mix

(Portfolio “C”)

Long-term
Recommended

Policy

(Portfolio “R”)

Strategic
Policy Ranges

Treasury Bills 0.0% 0.0% 0.0%

Canadian Fixed Income 40.0% 28.9% 25%- 31%

U.S. Fixed Income 0.0% 0.0% 0.0%

Canadian Equities 20.0% 28.6%       22%-32%

U.S. Equities 20.0% 14.6% 12% - 20%

Real Estate 0.0% 10.0% 8%-14%

International Equities 20.0% 17.9% 15%-22%

Total 100.0% 100.0%

Program Manager’s Note:
We have based this recommendation on the information provided to us through the
questionnaire. The proposal should be used for discussion purposes with your Investment
Executive to determine the best alternative. As mentioned, it may take more than one attempt to
determine the most suitable Long-term Investment Policy.  As well, once established, your
Investment Program should be monitored and reviewed with your Investment Executive at
regular intervals (i.e., quarterly) and if necessary, adjustments can be made.
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Appendix I

Comparative Returns of Asset Classes

The graph below plots the long term returns of Portfolio “R” relative to different asset classes for
comparative purposes.

Figure 4:
Wealth Index – December 31, 1958 to the Present
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Appendix II

Risk Analysis

Scenario Risks
Scenario risks can also be examined. Many investors find this type of risk analysis more relevant
to their own investment thinking.  For example, all portfolios face the risk of underperforming
markets, rising interest rates, rising inflation, and a rising or falling Canadian dollar.  Even if
there are no interest-bearing securities in the portfolio, most security prices are affected to some
extent by such changes. For example, if rates rise sharply, stock prices are likely to decline, as
will bond prices. The chart (“Scenario Risks”) below shows a comparison between the expected
portfolio return and the estimated return assuming the occurrence of different risk scenarios.

Figure 5: Scenario Risks



 12

Appendix III

Total Return History

Commentary
While historical returns do not guarantee future returns, it is nonetheless instructive to view an
investment strategy in an historical context. With this in mind, the graph below provides a
picture of the total return that would have been produced using the asset allocation recommended
by our model. The graph is based on pre-tax, asset class returns and plots the value of the
portfolio invested in 1959 (blue line using left scale: 1959=100) to the present. The green line is
a moving average line, plotting the 5-year (60-month) historical, average annual, total return for
this portfolio mix (right scale).

Figure 6: Portfolio Wealth Index
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Appendix IV

Asset Class Returns by Period

Commentary
Table 3 below highlights the average annual total return achieved by the seven major asset
classes used in our asset allocation analysis and is arranged in periods over the years beginning
in 1959. This information is useful when considering what constitutes a realistic “Required Rate
of Return” over a long-term time horizon.

Table 3: Average Annual Total Return
Period Cdn.

T-Bills
Cdn.
Fixed

Income

U.S.
Fixed

Income

Cdn.
Equities

U.S.
Equities

U.S.
Real

Estate

Int’l
Equities

1959-1969
Decade 4.4% 3.9% 2.8% 10.0% 9.1% 14.4% 10.7%

1969-1979
Decade 7.0% 6.7% 7.6% 10.4% 6.8% 10.7% 11.2%

1979-1989
Decade 11.7% 13.2% 12.3% 12.2% 17.4% 15.5% 22.6%

1989-1999
Decade 6.5% 10.1% 10.1% 10.6% 20.8% 11.5% 9.7%

1972-1982
(Inflationary
Period)

10.2% 7.7% 9.5% 9.6% 8.9% 15.5% 9.3%

1959-2004
Long Run 6.9% 8.4% 7.7% 10.0% 11.1% 13.5% 11.4%

Sources: DFMI and MoneyWare Inc.
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Appendix V

Manager Profiles
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