





a time of more rational discussions, can be
soothing to the client and help you both
focus on long-term success.

How does an IPS fit into the invest-
ment process? The investment process
can be divided into six steps, the first two
help create the IPS and the last three are
derived from the IPS.

1. Initial discovery. We learn about
the client’s circumstances, goals, income
needs, restrictions, current holdings,
what will be included in the portfolio,

risk tolerance, time horizon, etc. We do

this through conversation, questionnaires
and documents from the client.

2. Discussion and agreement. We talk
with clients about the issues and choices
that must be agreed upon before we can
manage their money. This gives us an
opportunity to educate, set expectations,
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you should be able to quickly apply the
agreementstospecificrecommendations
and trades. What specific securities you

issue, not a policy issue, and therefore
- should not be part of an investment

policy statement. The criteria you

~follow in choosing which securities -
- to recommend is a policy issue and
therefore could properly be included,

if the decision-making process you use

will be consistently applied. As invest-

ment recommendations are developed,
the policies outlined in the IPS should
guide the decision-making, so the client
will get what was expected, not neces-
sarily in terms of results, but in the pro-
cess used.

5. Ongoing communication. Our
regular meetings, phone calls, emails

- to withdraw funds from a portfolio rather

than making steady contributions, or if a

- client’s risk tolerance has substantially
- will recommend is an implementation

changed, it’s important to document that,
so why not do so in the IPS? Keeping your
IPS current establishes a record of open-
ness and transparency that will inevitably
raise the client’s level of trust in you.

A history of updated IPSs is also the
best possible way to protect yourself
against litigation with a client. Imagine
going into court with documents signed

- by the client acknowledging changes in
- approach made by the advisor, and show-

ing the advisor’s acknowledgement and
adaptation to changes in the client’s needs
and circumstances.

Court decisions regarding fiduciary

- litigation have unfailingly held that when

a reasonable investment process and

CONTROL OF THE TOPICS YOU

and find agreement on issues like the

degree of discretion, appropriate asset
allocation, our approach to taxes, our
investment philosophy and a host of other
policy concerns. It is these first two steps
which, when done well, really take time.
If you rush through them so you can start
managing the assets, it's very likely that
vour expectations will be out of sync with
those of your client,

3. Creating the IPS. Once we have
agreement on the full list of issues
(ideally through a
questionnaire to help ensure all issues
are addressed), we record these agree-
ments in the IPS. We and the client both
sign the document, in acknowledgement

systematized

of those agreements,

4. Investment implementation.
Until the IPS is signed by both client
and advisor, no trades should take place
in the client’s accounts. Once signed,
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and periodic reports are conducted as
called for in the IPS, This also helps to set
appropriate expectations.

6. Monitor & adjust. No portfolio stays
as originally structured. So, as laid out in
the IPS, we monitor the portfolio for poor

- performers, rebalancing opportunities,

new ideas, and tax-loss harvesting oppor-
tunities. As these things change, the IPS
should be treated as a “living document”
and periodically should be updated to

- align with the actual experience.
Since the IPS reflects the policy agree-

ments between you and your client, if
you should change something in your
advisory investment process, you will
need to keep your clients informed about
the change and document that discussion.
Why not also change the IPS to keep it up
to date?

Similarly, changes for the client should

be reflected in the IPS. If a client needs ©
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standards are documented and used, the
advisor should not be held responsible
for the actual investment results.

Managing client expectations is the
holy grail of effective client relations, and
the IPS directly lets you clarify what you
will be doing with your clients’ money
and document that your clients know
about it.

Including IPSs as a key part of your
investment process is now an industry

- best. practice. If you're not already

consistently using IPSs in your practice,
today’s turbulent markets make now an
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excellent time to start.

Norm Boone and Linda Lubitz Boone are
co-founders of IPS AdvisorPro, an online
software solution. Norm is the president
of Mosaic Financial Partners in San
Francisco, and Linda is the president of
The Lubitz Financial Group in Miami.





