Investment Objectives and
Risk Profiles

Welcome to Week 3 of our investment management course. This week, we'll
explore how to align investment strategies with client objectives, understand
different investor types, and develop appropriate risk profiles. We'll examine the
constraints that shape investment decisions and look at practical tools for risk

assessment.




Defining Investor Objectives

Investment objectives serve as the foundation for any

investment strategy. These objectives typically fall into three

INVESTMENT OBJECTIVES

main categories:

- Capital preservation - protecting the nominal value of

investments

« Income generation - creating regular cash flows

« Capital appreciation - growing the value of investments

over time . GROWTH
Most investors have a combination of these objectives, with - .
‘ PRESERVATION

varying priorities based on their personal circumstances,

financial goals, and risk tolerance.




Liquidity Needs

The degree to which investors require
access to their capital affects asset
allocation. Higher liquidity needs
typically lead to more cash and liquid

securities in a portfolio.

Time Horizon

Investment time-frames range from
short-term (under 3 years) to
long-term (10+ years). Longer
horizons generally allow for higher
risk tolerance and greater exposure to

growth assets.

Constraints: Liquidity, Time Horizon, Regulation

Regulatory Constraints
Various investors face different
regulatory requirements that limit
investment choices. Pension funds, for
example, often have strict allocation
rules designed to protect

beneficiaries.



Investor Types: HNW
Individuals, Pension Funds,

Endowments
dob High Net Worth Individuals

Typically seek wealth preservation and growth with personalized strategies. Often
have complex tax considerations and may prioritize legacy planning. Generally have

more flexibility in investment choices.

Pension Funds

Focus on meeting long-term liabilities to beneficiaries. Subject to strict regulatory
oversight and fiduciary responsibilities. Often employ liability-driven investment

strategies with defined risk parameters.

(ﬁj‘b Endowments

Aim to preserve purchasing power while generating income for institutions. Often
have perpetual time horizons allowing for illiquid investments. Pioneered the

"endowment model" with significant alternative asset allocations.
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Matching Objectives to Strategies

Effective portfolio construction requires aligning investment

strategies with client objectives. This process involves:

[EEY

|dentifying primary and secondary investment goals

Assessing risk tolerance through quantitative and qualitative

methods

Determining appropriate asset allocation based on objectives

and constraints

Selecting specific investment vehicles that align with the overall

strategy

W

Your future.
Our focus.



Behavioural Finance Insights

Loss Aversion Recency Bias

Investors typically feel the pain of The tendency to place too much
losses more intensely than the emphasis on recent events when
pleasure of equivalent gains, often making decisions, potentially
leading to overly conservative causing investors to chase
portfolios that may not meet performance or panic-sell after
long-term objectives. market downturns.
Overconfidence

Many investors overestimate their knowledge and ability to predict market
movements, leading to excessive trading and potentially higher risk exposure

than appropriate.




Sample Risk Profile
Statements

9,

NG

Conservative
"| prioritize protecting my principal investment and am willing to
accept lower returns for greater stability. | become uncomfortable

with portfolio fluctuations exceeding 5-10% annually."

Moderate
"| seek a balance between growth and income with moderate
volatility. | can tolerate portfolio fluctuations of 10-15% in pursuit of

long-term growth while maintaining some stability."

Aggressive
"I primarily seek capital appreciation and am comfortable with
significant volatility. | can withstand portfolio fluctuations exceeding

15-20% in pursuit of maximum long-term returns."

Asset Allocation
Strategles
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Risk Profiling Tools and Methods

Quantitative Approaches Qualitative Approaches

« Standardized risk questionnaires with scoring systems * In-depth client interviews about financial experiences
« Monte Carlo simulations showing probability of outcomes « Behavioral assessment of reactions to market events
« Historical scenario analysis of portfolio performance * Goal-based discussions to understand true objectives

The most effective risk profiling combines both quantitative and qualitative methods to create a comprehensive understanding of investor

needs and preferences.



