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In May, 2011, Silver Bridge clients and guests explored goals-based investing
with Ashvin Chhabra, creator of the innovative Goals-Based Wealth Allocation
framework. The discussion explored new thinking in wealth and risk allocation
for families and its importance in today’s challenging market environment.

In setting the stage, Chhabra asked the audience to consider that one of the goals
that motivates people is a desire to move up the wealth spectrum: out of poverty
and into the middle class; upper middle class to affluent; and wealthy to truly
rich. How is this achieved? A review of the principle sources of wealth
generation for the names on the 2009 Forbes 400 list offers some insight: 8% of
the people achieved their wealth through real estate; 12% inherited their wealth;
20% were investors/investment managers; and 60% were business owners.

The distinguishing characteristic of these wealth generating investments—real
estate, hedge funds, private equity, and business ownership—is that they require
leverage and concentration of assets in order to achieve big payoffs, which
necessitates taking substantial risk. And, he further pointed out, substantial risk
of capital flies in the face of traditional asset allocation.

A Historical Perspective

Investors have long been coached to understand asset allocation as a framework
that involves dividing an investment portfolio among different asset categories,
such as stocks, bonds, and cash. The asset allocation mix that works best for an
individual and their family changes during their lifetime and will depend largely
on their time horizon and their ability to tolerate risk, with time horizon and risk
being a very individual matter.

As in life, investment risk and reward are inextricably entwined. Investing
involves accepting some pre-set degree of risk in order to achieve potential gain.
Factor in the individual’s time horizon for the intended use of the monies (the
goal), either short-term or long-term, and you have the necessary elements to
create a simple asset allocation framework. Further consider diversification, the
strategy of spreading your money among various investments in the hope that if



one investment loses money, the other investments will more than make up for those losses, and you are describing
the well known framework of Modern Portfolio Theory.

Investment firms have spent considerable years and money to explain how Modern Portfolio Theory, the amount
of risk an investor is willing to assume (as measured in terms of standard deviation) set against the return they are
trying to achieve, will plot along a curve known as the Efficient Frontier, which is the preferred position for a
diversified portfolio to be in to eliminate idiosyncratic risk.

And while long considered the primary path toward achieving wealth preservation, there is more thought and effort
needed to move up the wealth spectrum. This is where idiosyncratic risk and new thinking in asset allocation

intersect.

The Wealth Allocation Framework: The Three Dimensions of Risk
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Source: Chhabra, Ashvin, “Beyond Markowitz: A Comprehensive Wealth Allocation Framework for Individual
Investors,” Journal of Wealth Management, Spring 2005

New Thinking in Asset Allocation

Ashvin Chhabra’s work sets forth the premise that upward wealth mobility is unlikely without the assumption of
idiosyncratic risk. And wealth mobility, as defined by keeping up with your wealth segment and not moving down
market, requires structuring your portfolio within three dimensions of risk: personal risk, market risk, and

aspirational risk.

In Chhabra’s presentation of his Wealth Allocation Framework the three buckets include one each for Personal
Risk, Market Risk and Aspirational Risk. The Personal Risk bucket is essential for providing protection against



financial losses that could jeopardize the client’s lifestyle. This is typically the home for assets with high liquidity
and of a short duration. These assets rarely provide for upward wealth mobility.

The more traditional application of asset allocation takes place in the Market Risk bucket; and these funds are
earmarked for maintaining personal lifestyle. As the overall market goes up and down, so will these broadly
diversified assets. Risk and return are weighed against each other to achieve the optimal return under normal
market conditions.

In order to achieve upward wealth mobility, the individual and their family must take on measured risk. This
Aspirational Risk is unique and personal in nature, and may involve alternative investments, private equity/hedge
funds, investment in real estate, small business ownership, or concentrated stock and stock option positions. The
opportunity and the challenge for the Client Advisor is in properly identifying, organizing, implementing, and
maintaining the portfolios to satisfy the client(s) goals.

Simplicity: An Integrated Goal Based Approach
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Total Portfolio (Including All Goals) 100% - - -

Source: Chhabra, Ashvin, “Creating a Goal based Wealth Allocation Process: (Journal of Wealth Management,
Winter 2008)

This new thinking has a certain elegant simplicity when viewed across an individual or family’s various accounts
and investments. Chhabra has presented his concept to many wealthy individuals over the past few years and he
shared a favorite quote; it is worth repeating here: “If you cannot explain the essence of the advice in a few
sentences, chances are the more complex output is of very limited value.” For Chhabra, the most important risk to
a family is not loss in the portfolio. The most important risk to a family is not meeting its goals.

1 Ashvin Chhabra is Chief Investment Officer, Institute for Advanced Study, Princeton, NJ and is the architect of the Wealth Allocation Framework
that integrates Modern Portfolio Theory with the field of Behavioral Finance. He is also formerly Managing Director, Wealth Management at Merrill
Lynch, and Head of Quantitative Research at JP Morgan.

2 Portfolio Theory was first introduced in modern terms by Harry Markowitz in 1952 in the Journal of Finance. Thirty-eight years later, he shared a
Nobel Prize with Merton Miller and William Sharpe for what has become a broad theory for portfolio selection.
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All investment advisory services are provided by Silver Bridge Capital Management LLc, a registered investment adviser affiliated with Silver Bridge Advisors, LLc. None of
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specific situation.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


