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Purpose for an Investment Policy Statement 
 
 
An Investment Policy Statement (IPS) provides the framework for your investment decisions. The IPS 
ensures that the decision-making process with respect to the management of your portfolio will be 
consistent, even when unexpected market fluctuations tempt to distract you from your long-term strategy. 
Investment recommendations will always be made in concert with the guidelines that we agree upon and 
outline in this document. I view the development of an effective IPS as imperative ¾  the essential 
foundation upon which our work together will be based. 
 
 

This report has been prepared to assist in the analysis of your current financial 
position and to help you identify steps that you can take to assist you in 
achieving your personal financial goals and objectives. Although great care 
has been taken to ensure the accuracy of this report, it should be kept in mind 
that projections, by their very nature, are based on a variety of assumptions 
and as such it is likely that the actual results achieved will be somewhat 
different than illustrated. For this reason it is very important that you review 
your strategy on a regular basis to ensure it’s timeliness and relevance to your 
changing financial position. 
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Your Investment Philosophy and Objectives 
 
 

 Investment Philosophy  
 ·  Risk Tolerance - Based on our discussions and your responses to specific questions regarding variability 

of investment returns, we have determined that your tolerance for investment risk is moderate. An 
understanding of your personal risk tolerance helps define an investment strategy that you will feel 
confident maintaining through market ups and downs. 

 
 ·  Involvement - You want to have some active involvement in the monitoring of your portfolio and would 

like to be advised regularly about the status of your investments. We will work together to define the 
extent to which you wish to be personally involved as well as the nature and frequency of our 
communication.   

 
 ·  Market Timing – While you believe your investment strategy should have a long-term perspective, you 

also believe superior returns can be earned by taking advantage of short-term market trends. 
 

  ·  Constraints – No constraints at this point in time. 

 
 Investment Objectives  

 ·  Growth – While you believe that generating income in the future and having liquid funds available for 
emergencies and opportunities today is important, capital growth is clearly your primary objective at this 
time. 

 
 ·  Liquidity - At this time, having liquid funds available for emergencies and opportunities within your 

portfolio is not a high priority. 
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Your Current Financial Position 
 
 
Your net worth statement measures your financial position at a specific point in time. It also provides a 
benchmark from which you can measure your progress. Net Worth is the difference between your total 
assets of $446,323 and your total liabilities of $80,000. Presently, your net worth is $366,323. 
 

  Mark  Maria  Other Total 
 Personal Use Assets  $ 125,000  $ 125,000  $ 0  $ 250,000 
      
 Investment Assets     
 Registered Investments  61,425  30,930  0  92,355 
 Non-Registered Investments  51,984  51,984  0  103,968 
      
 Total Assets  $ 238,409  $ 207,914  $ 0  $ 446,323 
      
 Liabilities      
 Personal Use Liabilities  40,000  40,000  0  80,000 
 Total Liabilities  $ 40,000  $ 40,000  $ 0  $ 80,000 
      
 Net Worth  $ 198,409  $ 167,914  $ 0  $ 366,323 
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Net Investment Assets 
While net worth is a measure of your overall progress, it is your net investment assets that will fund your 
financial goals. Your net investment assets of $196,323 are comprised of your total investment assets 
minus your investment liabilities. 
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Your Current Investment Holdings 
 

  Owner  Value 
    

Cash  
 AIC-Money Market Mark 5,451
 Subtotal 5,451
Fixed Income  
 AGF-Canadian Bond Fund Mark 42,987
 AGF-Canadian Bond Fund Maria 11,943
 Subtotal 54,930
Canadian Equities  
 AGF-Canada Class Mark 12,987
 Acuity-Pooled Canadian Balanced Fund Maria 18,987
 Subtotal 31,974
  
Mark Total Registered  61,428
Maria Total Registered  30,930
Total Combined Registered  92,355
 
 
  Owner  Value 
    

Cash  
 Cash Joint 10,000
 Subtotal 10,000
Short Term Fixed  
 GIC Portfolio Joint 67,000
 Subtotal 67,000
Canadian Equities  
 Mackenzie-Ivy Enterprise Series M Joint 13,984
 Subtotal 13,984
U.S. Equities  
 Dynamic-Focus + American Fund Joint 12,984
 Subtotal 12,984
  
Total Combined Non-Registered  103,968
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Asset Allocation  
 
 
Current Asset Allocation 
Asset allocation is the cornerstone of good investing. 
Each investment included in your portfolio must be part 
of an overall asset allocation strategy. And this plan 
must not be generic (one-size-fits-all), but rather must be 
tailored to your specific needs. 

Based on the information that you have provided, the 
current asset allocation of your portfolio is: 
 
Cash 8.0% 
Short Term Fixed 34.7% 
Fixed Income 30.2% 
Canadian Equities 14.6% 
Canadian Small Cap Equities 1.5% 
U.S. Equities 10.6% 
U.S. Small Cap Equities 0.1% 
International Equities 0.1% 
 
Total 100.0% 
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Long-Term Return: 7.4% 
Long-Term Risk: 6.2% 

 
 

Proposed Asset Allocation 
In order to identify a target asset allocation that is 
appropriate for you, we take into consideration the 
information collected during our discussions, your current 
financial position, future investment goals, and your ability 
to withstand short-term market fluctuations.  These 
constraints are then translated into an asset allocation 
strategy that optimizes the risk/reward relationship. Your 
proposed asset allocation is: 
 
Cash 5.0% 
Short Term Fixed 17.0% 
Fixed Income 14.0% 
Special Income 11.0% 
Canadian Equities 7.0% 
Canadian Small Cap Equities 9.0% 
U.S. Equities 8.0% 
U.S. Small Cap Equities 11.0% 
International Equities 8.0% 
Real Estate 10.0% 
 
Total 100.0% 
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Long-Term Return: 8.6% 
Long-Term Risk: 7.5% 
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Efficient Frontier  
 
 
In his Nobel Prize winning work, Harry Markowitz employed advanced mathematics to solve the puzzle of 
how to achieve maximum return with the least amount of risk. He was able to calculate “mathematically 
correct” portfolios that were most effective in balancing the trade-off between the risk and reward of various 
asset classes. He called those portfolios “efficient” and was able to plot them graphically to illustrate the 
range of possibilities for each level of risk or expected reward. The graph below shows the “efficient frontier” 
for your portfolio from an overall strategic perspective: 
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The returns for your current portfolio(s) are compared to those for the target portfolio(s) being recommended 
in the graph below.  
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Portfolio Repositioning Recommendations 
 
 

 
 

 
Asset Category 

Current  
% 

Current  
Value ($) 

Target 
% 

Target  
Value ($) 

Reposition  
% 

Reposition 
Value ($) 

 Cash 8.06 15,831 5.0 9,816 -3.06 -6,015 

 Short Term Fixed 34.71 68,139 17.00 33,374 -17.71 -34,765 

 Fixed Income 30.20 59,297 14.00 27,486 -16.20 -31,811 

 Special Income 0.00 0 11.00 21,595 11.00 21,595 

 Canadian Equities 14.63 28,713 7.00 13,743 -7.63 -14,970 

 Canadian Small Cap Equities 1.55 3,038 9.00 17,670 7.45 14,632 

 U.S. Equities 10.66 20,925 8.00 15,706 -2.66 -5,219 

 U.S. Small Cap Equities 0.10 190 11.00 21,595 10.90 21,405 

 International Equities 0.10 190 8.00 15,706 7.90 15,516 

 Real Estate 0.00 0 10.00 19,632 10.00 19,632 
 
 

Totals 100% 196,323 100% 196,323 N/A N/A 
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Portfolio Risk vs. Return 
 
 
Within the context of investing, it is generally concluded that there is a trade-off between risk and reward ¾  
that higher reward can only be achieved by taking on some risk. However, in designing an investment 
portfolio, the objective should always be to achieve the highest expected return with the least amount of risk. 
Measuring reward is straightforward. It is the combined expected return of the individual assets. While risk 
can be measured in many ways, the most frequently used method is to determine the degree of volatility that 
can be expected. The statistical measurement of volatility is called “Standard Deviation” and it is a technical 
way to measure the range of return fluctuation expected for a given portfolio mix among the major asset 
classes. 

The Risk vs. Return graph below illustrates how the proposed change in your portfolio will impact your 
projected long-term return and the degree of risk or volatility within your portfolio. 

A portfolio that falls on the far left side of the graph, consisting almost entirely of short-term cash type 
investments, represents the least risky portfolio (one that is expected to fluctuate the least in the short-
term) and has the lowest expected returns. A portfolio on the far right side of the graph, which would 
consist of mostly equity investments, represents the portfolio with the highest short-term volatility with 
the highest expected returns. Portfolios between these two extremes represent efficient portfolios of 
gradually increasing returns and correspondingly increasing risk. 
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Portfolio Risk vs. Time 
 
 
Standard Deviation measures the range within which a portfolio’s rate of return may vary (higher or 
lower) from the average return, based on historical data. The lower the standard deviation, the less 
volatile the investment has been historically. While we know that history does not repeat itself exactly, the 
rates of return for the various asset classes and their associated “risk” are influenced by economic cycles that 
do have a reasonably consistent long-term pattern. The purpose of quantifying portfolio risk by calculating 
the expected standard deviation is to provide insight into the best and worst rates of return you can expect 
from your portfolio in any given year.  

As stated previously, while markets can be very unpredictable in the short-term, over an extended period 
of time, they actually become quite predictable ¾  volatility or risk decreases and the actual return 
achieved should move closer to the long range expected return. Consider the following “Portfolio Risk 
versus Time” graph, which illustrates this concept: 
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  1
Year 

2
Years 

3
Years 

5
Years 

10
Years 

20
Years 

30  
Years  

Current Portfolio  
Highest likely (%) 20.06 16.19 14.49 12.81 11.14 9.97 9.46  
Expected return (%) 7.48 7.48 7.48 7.48 7.48 7.48 7.48  
Lowest likely (%) -5.10 -1.23 0.47 2.15 3.82 4.99 5.50  
  
Proposed Portfolio 
Highest likely (%) 23.63 18.96 16.93 14.92 12.92 11.53 10.92  
Expected return (%) 8.61 8.61 8.61 8.61 8.61 8.61 8.61  
Lowest likely (%) -6.41 -1.74 0.29 2.30 4.30 5.69 6.30  
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Highest Likely and Lowest Likely Returns 
From the graph above, it is clear that short time horizons (less than 5 years) demonstrate high potential 
volatility of expected returns, whereas over longer time horizons (greater than 5 years), volatility, and 
thus, risk is reduced. 

Study this graph carefully as it provides a good picture of the lowest and highest returns you can expect 
from your portfolio, over both short-term and long-term time horizons. This risk/reward profile is a key 
component in establishing your Investment Policy Statement as it relates directly to your personal 
tolerance for risk. 

Portfolios with an emphasis on aggressive long-term growth will tend to experience a higher degree of 
volatility in the short-term than portfolios with a moderate or conservative emphasis on growth.  This is the 
trade-off that must be accepted in order to achieve higher rates of return.  In most instances, you should plan 
to hold your investments for a minimum five to seven years. This should allow any short-term fluctuations to 
even out through an entire economic cycle. 
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Assumptions 
 
 
An Investment Policy Statement is a long-term planning document. Consequently, it’s necessary to make 
a number of assumptions about the future so that we can identify the long-term impact your investment 
decisions will have on your portfolio. These are the assumptions that we have made in doing our 
calculations: 
 
Inflation 
The performance of most investments is significantly influenced by the rate of inflation experienced 
through the time period that you own them. Therefore, we have to apply an expected inflation factor to 
estimate future returns. We have used an assumed inflation rate of 4.0% throughout this report. 
 
Portfolio Returns 
The long-term returns, used for projecting portfolio performance, are based on historical real rates of 
return (historical return minus historical inflation) for each asset class. These long-term returns are based 
on appropriate indices for each asset. While past investment performance is no guarantee of future 
performance, history gives us insight into how asset classes behave over long periods of time and we use 
this information to project portfolio values over time.  
 
Portfolio Risk or “Volatility” 
The calculation of expected risk or volatility of each asset class is based on the historical indices for each 
asset class. In calculating overall portfolio volatility, however, another dimension must be considered, that 
being the degree to which returns of each asset class move up and down, compared to each other. In technical 
terms, this is called “correlation of returns” and it supplies the real power of asset allocation to reduce risk, 
while simultaneously increasing return. This is accomplished by combining assets with varying patterns of 
return in the portfolio so that, as some are falling in value, others are offsetting that decline with positive 
returns. This is a simplified explanation and the actual calculation is complex. Fortunately, through the power 
of modern day computers, we are able to accurately compile portfolios that have the highest expected return 
for whatever level of risk an investor is willing to assume. Consequently, we can choose the portfolio that 
most efficiently matches risk and reward for you, and has the highest probability of meeting your objectives. 
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Implementing Your Investment Policy Statement 
 
 
The creation of an Investment Policy Statement is an important first step, but the effective 
implementation of that strategy is equally, if not more, critical when it comes to the attainment of 
your overall goals and objectives. In implementing your investment strategy, we have a number of 
methods, approaches and styles from which to choose.  
 

Implementation Methods 

Individual Investments – Select individual stocks, bonds, GICs and other direct investments to 
implement the portfolio recommendations.  

Mutual Funds Portfolio  – Select a portfolio of different mutual funds from a variety of different asset 
classes and manually re-balance the portfolio at periodic intervals to maintain its intended risk/reward 
profile. 

Asset Management Service – Identify an asset management service appropriate for your situation. The 
selection will take into account personal preferences, portfolio size, reporting requirements and range of 
investment options, measured against fees charged to ensure good value is received. The asset 
management service provider invests your money in asset class pools/funds according to your Investment 
Policy Statement. Your portfolio is automatically re-balanced whenever it becomes necessary, to maintain 
its intended risk/reward profile. 

Private Money Management – Identify a private money management service that is appropriate to your 
situation. The selection will take into account personal preferences, portfolio size, reporting requirements 
and range of investment options, measured against fees charged to ensure good value is received. The 
private money management firm may allocate your money to pooled funds that invest in specific asset 
classes or, possibly, individual securities, depending on your investment management strategy.  The 
private money management service will re-balance the portfolio in accordance with a pre-determined 
strategy, which is also outlined in your IPS. Due to the higher level of customization with respect to 
portfolio design and monitoring, many private money managers limit their services to individuals with 
portfolios of a certain minimum size, for example, one million dollars or more. 
 

Asset Allocation Approach 
There are several schools of thought when it comes to the approach to be used when it comes to 
implementing a target Asset Allocation.  The two primary approaches are “Strategic” or “Tactical ”.  A 
choice needs to be made as to which of these approaches should be used in your situation.   
 
Investment Style 
Investment Managers tend to favour certain types of securities in the portfolios they manage. They are thus 
often referred to as either “growth” or “value” oriented. It’s also possible to be a combination of the two. 
As we structure your portfolio, these investment styles will be taken into consideration. 
 
Management Style 
The Management Style used will determine how your money is managed. The two possibilities are either  
“passive” or “active” management styles. The choice of investments within your portfolio will also be 
dependent on the management style most appropriate for you. 
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The Recommended Option 

The following chart graphically illustrates the method of implementation that we feel is appropriate 
for you, given your profile and objectives: 
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Implementation Strategy  
 

 
Mark's RRSP - 38455443  Current  Target  Change  
AIC US Money Market  $0 $3,071 $3,071 
AGF-Canada Class  $12,987 $0 $-12,987 
AGF-Canadian Bond Fund  $42,987 $12,285 $-30,702 
AGF-Canadian Money Market Account  $0 $3,071 $3,071 
AGF-Canadian Stock Fund  $0 $9,213 $9,213 
AIC-Money Market  $5,451 $0 $-5,451 
AIC-World Equity  $0 $6,142 $6,142 
CIBC Global-Centaur US Equity Fund  $0 $9,213 $9,213 
Friedberg Foreign Bond  $0 $6,142 $6,142 
Mackenzie-Universal Precious Metals  $0 $3,071 $3,071 
Real Estate  $0 $6,142 $6,142 
U.S. Small Cap Equities  $0 $3,071 $3,071 
Subtotal  $61,425 $61,425   

 
Maria's RRSP - 8574543  Current  Target  Change  
AIC US Money Market  $0 $1,546 $1,546 
Acuity-Pooled Canadian Balanced Fund  $18,987 $0 $-18,987 
AGF-Canadian Bond Fund  $11,943 $6,186 $-5,757 
AGF-Canadian Money Market Account  $0 $1,546 $1,546 
AGF-Canadian Stock Fund  $0 $4,639 $4,639 
AIC-World Equity  $0 $3,093 $3,093 
CIBC Global-Centaur US Equity Fund  $0 $4,639 $4,639 
Friedberg Foreign Bond  $0 $3,093 $3,093 
Mackenzie-Universal Precious Metals  $0 $1,546 $1,546 
Real Estate  $0 $3,093 $3,093 
U.S. Small Cap Equities  $0 $1,546 $1,546 
Subtotal  $30,930 $30,930   

 
Joint Open Account - 87544433  Current  Target  Change  
AIC US Money Market  $0 $5,198 $5,198 
AGF-Canadian Bond Fund  $0 $20,793 $20,793 
AGF-Canadian Money Market Account  $0 $5,198 $5,198 
AGF-Canadian Stock Fund  $0 $15,595 $15,595 
AIC-World Equity  $0 $10,396 $10,396 
CIBC Global-Centaur US Equity Fund  $0 $15,595 $15,595 
Cash  $10,000 $0 $-10,000 
Dynamic-Focus + American Fund  $12,984 $0 $-12,984 
Friedberg Foreign Bond  $0 $10,396 $10,396 
GIC Portfolio  $67,000 $0 $-67,000 
Mackenzie-Ivy Enterprise Series M  $13,984 $0 $-13,984 
Mackenzie-Universal Precious Metals  $0 $5,198 $5,198 
Real Estate  $0 $10,396 $10,396 
U.S. Small Cap Equities  $0 $5,198 $5,198 
Subtotal  $103,968 $103,968   

Grand Total  $196,323 $196,323   
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Investment Policy Statement - Agreement 
 
 
Purpose 
As a result of your input and our discussions, we have jointly developed this Investment Policy Statement 
(IPS). Its purpose is to guide us in effectively implementing and supervising a strategy for managing your 
investment assets. To accomplish this, we have: 
 

�  Ascertained your attitudes, expectations and objectives. 

�  Outlined the various asset classes and allocations to be used in the implementation of your IPS. 

�  Illustrated the target rate of return and associated risk associated with your target portfolio. 

 
This IPS also creates an effective channel of communication between us so that important issues and 
concerns for either party can be clarified. By committing our agreed upon thoughts to a written document, 
the potential for conflict and general misunderstandings is greatly minimized. For this reason, we ask you 
to sign this Agreement ¾  to confirm that you concur with its contents. This Investment Policy Statement  
(IPS) is not a contract of any kind. It is only meant to be a summary of our agreed upon investment 
strategy for your portfolio. 
 
I agree with the Investment Policy Statement as outlined in this document. I further agree that this 
document shall provide the guidelines under which my investment portfolio will be managed. 
 
 
 
 
Signed this ___________________ day of ___________________________________________ 200___.  
 
 
 
 
 
__________________________________ ____________________________________ 
 Mark Green  Maria Green 
 
 
 
__________________________________  
Lynne Copithorn 
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Investment Policy Statement - Action Plan Checklist 
 
 

  
When 

 
Who 

 
What 

Date 
Complete 

 Now Lynne 
Mark 
Maria 

Investment Policy Statement Agreement - Review this 
Investment Policy Statement and answer any questions or 
concerns you might have. Once you are satisfied that the 
proposed strategy is appropriate for you, sign the Agreement. 

 

 Now Lynne 
Mark 
Maria 

Implementation of your Target Asset Allocation – We will 
work with you to implement your target asset allocation using 
various investment alternatives. 

 

 Regularly Lynne 
Mark 
Maria 

Investment Reporting – Based on your recommended 
implementation option, you will receive investment reporting 
on a regular basis. This reporting will identify all transactions 
during the reporting period. 

 

 Annually Lynne 
Mark 
Maria 

Portfolio Reviews – Together we will conduct annual 
meetings to review your portfolio results.  If at any time you 
experience a change in your financial circumstances or life 
goals, we should discuss the implications that these changes 
may have on your investment portfolio. 

 

 
 
Future Planning Action Steps 

  
When 

 
Who 

 
What 

Date 
Complete 

 Mth/Year Lynne 
Mark 
Maria 

Life Goals Analysis – From our review of your investments, it 
is apparent that you would gain significant benefit by having us 
complete a Life Goals Analysis to extend this Investment 
Policy Statement into an overall Personal Financial Strategy 
that goes beyond how to manage your portfolio.   
 
This Life Goals Analysis is a more comprehensive review of 
your personal financial goals and objectives and it offers 
broader recommendations of the action steps that need to be 
taken to achieve those goals and objectives.  The depth of 
review has many benefits, the primary one being that you’ll 
have a roadmap to guide you in all of your financial decisions, 
not just those related to investments. 
 
For us to complete this work, we will need to collect some 
further information. This would include a discussion about your 
life goals, information about your personal cash flow and a 
review of your tax situation.  

 

 Mth/Year Lynne 
Mark 
Maria 

Life Goals Analysis in the event of Death – From our review 
of your investments, it is apparent that you would gain 
significant benefit by having us complete a Life Goals Analysis 
in the Event of Death to extend this Investment Policy 
Statement into an overall Personal Financial Strategy. 
 
For us to complete this work, we will need to discuss your 

 



Date Printed: 6/19/07 Page 18 Best Financial Inc. 

  
When 

 
Who 

 
What 

Date 
Complete 

goals and objectives in the event of pre-mature death. This 
would include the lifestyle you desire for your family, any 
bequests you wish to make, as well as other estate planning 
concerns you might have. We would also review your existing 
life insurance coverage, employee group benefits, creditor 
insurance and so on. 

 Mth/Year Lynne 
Mark 
Maria 

Life Goals Analysis in the event of Disability – From our 
review of your investments, it is apparent that you would gain 
significant benefit by having us complete a Life Goals Analysis 
in the Event of Disability to extend this Investment Policy 
Statement into an overall Personal Financial Strategy. 
 
For us to complete this work, we will need to discuss your 
goals and objectives in the event of disability. We would also 
review your existing disability insurance coverage, employee 
group benefits and so on. 

 

 Mth/Year Lynne 
Mark 
Maria 

Estate Planning Review – From our review of your 
investments, it is apparent that you would gain significant 
benefit by having us complete an Estate Planning Review for 
you. This would include a survey of your wills and powers of 
attorney (for personal property and personal care). Our report 
would identify any estate liabilities that would arise on your 
death or that of your spouse. 
 
For us to complete this review, we would need to spend time 
identifying what you would like to happen with your estate in 
the event of your death. As part of this review, we would 
examine your wills and powers of attorney.   

 

 Mth/Year Lynne 
Mark 
Maria 

Critical Illness Review – Given today’s health care 
environment, critical illness insurance can protect you against 
potential exposure to significant medical expenses in the event of 
a serious or prolonged illness. It will also enable you to obtain 
time sensitive medical treatment when you need it, rather than 
being added to a list and waiting until that treatment is available.   
 
We feel that it would be beneficial for you to engage us to 
research the options available to you. 

 

 Mth/Year Lynne 
Mark 
Maria 

Long Term Care Review – A review of your options in the 
event that you require long term care in the future would be very 
worthwhile.  The risk in not doing so is the impact on your 
lifestyle and the capital erosion to your estate that could occur 
should you be unable to care for yourself due to a prolonged 
physical illness, disability or cognitive disorder. 
 
We feel that it would be beneficial for you to engage us to 
research the options available to you. 

 

 
 


