
Your Needs & objectives 
Your financial goals are unique. Your investable assets, the projected rate of investment returns, the level of risk,  
as defined by market volatility, and your time horizon, all contribute to the uniqueness of your financial goals.

Your time horizon (e.g. the number of years until retirement) and investable assets are known to you today. Although 
no one can predict the future, history has shown that successful investing depends on choosing the right level of risk 
for your time horizon. 

By completing the customized questionnaire and through personal discussions, the Trust & Investment Services 
Department will help you discover:

• Your specific goals 
• How soon you expect to reach those goals 
• Your income needs
• How much risk you are willing and able to assume
• Your lifestyle expectations
• Your tax situation

With this information we will then work with you to 
develop an asset allocation model that is right for you.
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What is Asset Allocation?
Asset Allocation is the process by which an 
investor chooses how much of their portfolio 
to invest in different asset classes, from 
conservative to aggressive, in a way that 
matches the investor’s risk tolerance, time 
horizon, and investment goals. Historically, 
different asset classes (e.g. large & medium cap 
stocks, small cap stocks, bonds) have tended 
to perform differently under various economic 
and market conditions. While one asset class 
may be performing poorly, another may be 
performing well, and yet a third may be stable. 
By positioning yourself across a range of asset 
classes, you may reduce your overall risk and 
potentially enhance returns.

How Important is Asset Allocation?
This asset allocation decision, or how you 
divide your investments among different asset 
classes; stocks, bonds, and money markets, 
has been shown to have the greatest impact 
on overall investment performance of your 
account. This decision determines 91.5% of the 
portfolio’s performance, making it significantly 
more important than individual security 
selection or market timing. 

Source: Financial Analysts Journal, B.G.P. Brinson,  
D.D. Singer and G.L. Beebower, May – June, 1991.
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 Asset Allocation – Greed versus Fear
All investors should understand the balance between risk and return. We all want returns – earning more money to 
obtain our goals. Yet, we all want to avoid risk – the chance that we will fall short of our goals. Unfortunately, history has 
shown that the only way to achieve high returns is to accept more risk. The impossibility of superior returns without risk 
is demonstrated time and again. Recently, there has been considerable research into tools for systematically analyzing 
optimal investment opportunities.  

This work has shown how to mathematically balance risk and return by considering all possible combinations of 
investments and then identifying those “efficient” combinations that provided the highest return achievable at a given 
level of risk. These “efficient” combinations are quite often shown on a chart comparing risk, as measured by volatility, 
on the horizontal axis and return on the vertical axis, often referred to as the “Efficient Frontier.”

This chart illustrates an efficient frontier for all combinations of two asset classes: stocks and bonds. Although bonds 
are considered less risky than stocks, the minimum risk portfolio does not consist entirely of bonds – because over time, 
stock returns may be up while bond returns are down, and vice versa. These offsetting movements help to reduce overall 
portfolio volatility.

Stocks and Bonds: Risk versus ReturnStocks and Bonds: Risk versus Return
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Past performance is no guarantee of future results. Risk and return are measured by standard deviation and arithmetic mean, respectively. This is for
illustrative purposes only and not indicative of any investment. An investment cannot be made directly in an index.
© 2011 Ibbotson Associates, Inc., a wholly owned subsidiary of Morningstar, Inc.  All rights reserved.  Zywave has engaged Ibbotson to develop
proprietary asset allocation tools for educational purposes.  Ibbotson has granted to Zywave a license for use thereof.
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Stocks and Bonds: Risk Versus Return 1970-2010
An efficient frontier represents every possible combination of assets that maximizes return at each level of portfolio
risk and minimizes risk at each level of portfolio return.

An efficient frontier is the line that connects all optimal portfolios across all levels of risk. An optimal portfolio is
simply the mix of assets that maximizes portfolio return at a given risk level. This image illustrates an efficient
frontier for all combinations of two asset classes: stocks and bonds.

Although bonds are considered less risky than stocks, the minimum risk portfolio does not consist entirely of bonds.
The reason is that stocks and bonds are not highly correlated; that is, they tend to move independently of each other.
Sometimes stock returns may be up while bond returns are down, and vice versa. These offsetting movements help
to reduce overall portfolio volatility (risk).

As a result, adding just a small amount of stocks to an all-bond portfolio actually reduced the overall risk of the
portfolio. However, including more stocks beyond this minimum point caused both the risk and return of the
portfolio to increase.
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Past performance is no guarantee of future results. Risk and return are measured by standard deviation and arithmetic mean, respectively. This is for illustrative 
purposes only and not indicative of any investment. An investment cannot be made directly in an index.

The Trust & Investment Services Department, in conjunction with Federated Investors (additional information on 
Federated Investors available), uses these efficient combinations of assets to develop and review model asset portfolios. 
The objective is for the model portfolios to continue to be positioned as close to the efficient frontier as possible, 
maintaining the appropriate balance between risk and return for you.

Stocks and Bonds: Risk versus Return — 1970-2010

BAN1640_Investment  Process Insert WEB.indd   3 4/3/13   10:53 AM



Ongoing Review
Even after the asset allocation and efficient frontier is decided, investment management remains a dynamic 
process. Over time, your personal circumstances will change, often altering your investment profile and requiring 
reassessment of the asset allocation. Annual portfolio reviews and ongoing communications between you and your 
Personal Trust Officer or administrator will help us keep abreast of life changes that may suggest changes to your 
portfolio. Changes in your life such as marriage, the birth of children, retirement, an inheritance, or the loss of a 
spouse should trigger a reevaluation of your needs and objectives.

Monitoring your goals, personal situation and your investment portfolio annually with your Personal Trust Officer  
or administrator will keep you focused on long-term goals and not allow the markets’ short-term ups and downs 
determine your investment course.

Rebalancing
Once your asset allocation decision has been made, it is critical to continuously monitor and maintain your target 
investment mix. Research has shown that deviating from the modeled efficient frontier may result in unexpected 
investment risk.

The rationale for rebalancing is simple and compelling. Your account’s asset allocation was developed to show how 
investments should be divided among stocks, bonds, alternative investments, money markets and other asset classes. 
Since the performance of these asset classes changes daily, the actual target allocations on any given day may be 
considerably different. Rebalancing is as simple as “buying low and selling high” in that when one asset sector does well, 
the gains are sold and added to a lower performing sector, until that sector outperforms. Trust & Investment Services 
uses a systematic, disciplined rebalancing procedure to make sure your account is within asset allocation guidelines.

Investment Selection
After determining your optimum asset allocation based on your goals, objectives, risk profile and lifestyle, Trust 
& Investment Services may suggest that you invest in a high quality model portfolio consisting of well diversified 
actively managed mutual funds. Each one of these 14 different model portfolios is specifically designed to be efficient 
at all risk levels. These investment models include such objectives as Ultra-Conservative, Conservative, Moderate 
Conservative, Moderate, Moderate Aggressive, Aggressive and Ultra-Aggressive. For clients who can benefit from  
tax-efficient investments, there are Tax-Efficient Ultra-Conservative, Tax-Efficient Conservative, Tax-Efficient 
Moderate Conservative, Tax-Efficient Moderate, Tax-Efficient Moderate Aggressive, Tax-Efficient Aggressive and  
Tax-Efficient Ultra-Aggressive models. 

trust & investment services

NOT A DEPOSIT • NOT INSURED BY THE FDIC OR ANY FEDERAL GOVERNMENT AGENCY • NOT GUARANTEED BY ANY BANK • MAY LOSE VALUE

Trust services provided by Auto Club Trust, FSB.
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For more information or to discuss our  
products and services, call 888-447-4730.
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