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MAKE APLANAND STICKTOIT

Investing strategies that make sense

® A common thread among successful
business owners, including charter-boat
owner/operators and captains and mates
who work for themselves as independent
contractors, is the ability to create and
follow a business plan and then adjust
as required. Business plans identify the
goals of a venture and lay out the steps
to follow in order to make the business
successful. A 1979 Harvard MBA study
related to goal-setting revealed that
3 percent of the students in the gradu-
ating class that year had written goals
and plans, but 13 percent of graduates
had unwritten goals, and 84 percent had
no goals at all. Ten years after the study,
the 3 percent of grads that had written
goals had a higher net worth than the
combined 97 percent of everyone else.
It’s no secret that setting goals and
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following a process is extremely impor-
tant—anyone remotely familiar with
working in the fishing community
understands this.

THE INVESTMENT

POLICY STATEMENT

In my opinion, the investment-policy
statement is the most important docu-
ment created when an investor and
advisor meet to discuss the terms and
goals of funds that will be invested. If
you do not have an IPS, you should not be
investing. This would be the equivalent of
building ahouse without ablueprint. This
is something that is an absolute must, you
cannot wing it. The IPS is your business
plan for the money you are investing,
whetherit’s afew hundred dollars to start
a nest egg or several thousand from a
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tournament win.

When a financial advisor engages a
new client, the first step in the process
should be to create an IPS. There are
two main reasons why. The first is that
some advisors are considered fiduciary,
which means the law dictates that firm
to manage a person’s assets for their
benefit and not the benefit of the firm.
The client’s interest always comes first
for a fiduciary. The second reason is that
the advisor needs a platform or direction
for which they start building an asset-
management plan. Keep in mind, most
advisors are not fiduciaries.

The IPS defines how an investor’s
funds will be managed and by whom. We
try to identify the need for the funds, such
as income, growth, charity, education,
next generations, and anything else the
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money would be used for. This is an easy
step. In order to support the needs for the
funds, we will set a target return for the
portfolio as awhole. Then we will develop
an asset allocation for the funds and state
the minimum and maximum for each
asset class. For example, the minimum
invested in private equity might be five
percent and the maximum could be 20
percent, meaningatall times, the portfolio
will have some private equity positions
within this range. We will provide for all
asset classes, including cash.

SETTING THE RISK PROFILE

We will also determine the risk profile
and ask how much risk the investor can
stomach. If the market drops 15 percent,
what are their overall feelings? Will they
lose sleep at night or will they want to
use cash reserves to purchase more? We
will also set market exit parameters and
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I don’t care what you
make; I care what you
putinyour pocket.

re-entry parameters.

I often say, “I don’t care what you
make; I care what you put in your
pocket.” The portfolio may have several
different tax consequences depending
on the entity in which the funds are held.
If they are in a retirement account such
as a Roth, they will be treated differently
than if they were in a trust. Then there’s a
variety of trusts that are taxed differently.
All these tax situations are essential to
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know when creating an IPS.

One thing I always stress is that the
best investments are the ones you won’t
lose any sleep over. There might be two
50-year-old captains who both make
$100,000 per year—one is comfort-
able rolling the dice, and the other
doesn’t invest a dime. It’s all in the
comfort level. Each IPS is different, just
as each individual’s goals are different.

Another factor is the person’s age.
Younger investors can afford to be more
aggressive; the closer you get to retire-
ment though, the more risk-adverse you
tend to be with your money:.

Investing is one of the best ways
to work toward a more secure future,
including retirement, for anyone in the
marine industry. Developing a solid
strategy with an IPS is the first step.
There are no shortcuts, but it’s an easy
and rewarding process. @
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