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What constitutes professional judgment?
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• PlanPlus President & CEO

• 30 years experience in financial services 

• BSc (Math, Computers), MES (Expert Systems)

• Chartered Financial Planner (Canadian Institute of Financial Planning)

• Winner of Journal of Financial Planning’s 2007 “Financial Frontier Research 
Award”& several other awards

• 2016 winner of “Best Applied Research” at FPA Baltimore and CFP Board-
Academy of Financial Services “Best Research Paper Award”  

• International speaker on financial planning

• Past Board Member, Financial Planning Association (Denver)

• Member of Future of Digital Advice Working Group

Shawn Brayman, President & CEO
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What is professional judgment?
• Some examples from other professional
• A case study from our research
• Using this audience as a “laboratory”
• Looking at results from structured research
• Summary and next steps

GOTO https://www.surveymonkey.com/r/PlanPlus
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What is professional judgment?
• Chartered Professional Accountants (see here) 

– a structured process by which preparers and 
auditors, with an appropriate level of 
knowledge, experience, and objectivity, can 
form an opinion 

– To specify principles that regulators might use 
in challenging preparers’ judgments

https://www.cpacanada.ca/en/connecting-and-news/blogs/audit-quality-blog/2012/october/addressing-the-challenge-of-professional-judgment
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College of Dieticians
• “Use your professional judgment”, “She exercised 

professional judgment“ or “In my professional 
judgment…” come up frequently

• careful thought based on evidence, experience, 
knowledge and skills — to form opinions and 
make good decisions about what should be done 
to provide safe, competent and ethical … services
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Others
• Office of the Auditor General of Canada
• Ontario Teachers
• Engineering
• And, and and …

http://www.oag-bvg.gc.ca/internet/methodology/performance-audit/manual/1042.shtm
http://www.osstfd10.ca/Publications/understanding%20professional%20judgement.pdf
http://ethics.iit.edu/perspective/v11n2%20perspective.pdf
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Question #1
If you went to 10 different doctors for the same 
aliment, to what degree should you expect the 
same basic diagnosis?
• Not at all
• 3 to 5 similar
• 6 or 7 similar
• 8 or 9 similar
• Same high level assessment
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Question #2
If the same case is provided to 10 different financial 
planners, to what degree should we expect the 
same high level application of professional 
judgment?
• Not at all
• 3 to 5 similar
• 6 or 7 similar
• 8 or 9 similar
• Same high level assessment
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Our case study today
• Based on OSC-Investor Advisory Panel sponsored 

research: Current Practices for Risk Profiling in 
Canada and Review of Global Best Practices

http://www.osc.gov.on.ca/en/Investors_iap_20151112_risk-profiling-report.pdf
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Why do we care?
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What is…
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What is Risk Profiling?
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What is important and how do we combine the factors?



14

Why is risk profiling important…
• Investing, as we all know
• Risk attitudes impact insurance 
• Willingness to assume debt
• How we might think about our goals
• Other things???
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Research with University of Georgia

• A series of case studies sent to “thousands” of 
advisors (primarily planners) in several countries.

• Trying to access how professional judgment is 
applied by advisors.

• We will look at initial results later.
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• Risk Tolerance – risk they feel they can take
• Loss Aversion – fear of loosing that they have
• Preference – what I prefer, not what I can live with
• Risk Capacity – what happens on the down side
• Risk Need – do they have enough money for their goals

– Time Horizon – when do the need the money
– Liquidity Needs – cash required from the portfolio

• Knowledge – do they understand what they are doing
• Experience – have they ever invested in equities before
• Risk Perception – what are the markets like today
• Risk Composure –subject to “knee jerk” reactions
• Something else?

Choices: Not important, Sometime, Crucial

Question #3: What factors are most important 
to consider?
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Scenario 1
• The client is a 35-year old single 

male employed as a high school 
teacher. The client owns a home and 
has a modest net worth. The client 
regularly saves between $5,000 and 
$7,000 per year in to a tax-deferred 
account for retirement.

• The client has a 30-year time horizon 
and average investing experience 
and knowledge.

• Pick 3 most important factors
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Scenario 2 
• The client is a married couple. 

Partner 1 is 68 years old. Partner 
2 is 66 years old. They are both 
retired. They own their home 
and have a net worth of about 
$1.5 million.

• Client has a 15-year time horizon 
and less investing experience and 
knowledge.

• Pick 3 most important factors
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Scenario 3
• The client is a married couple. Partner 1 

is 45 years old. Partner 2 is 57 years old. 
They are both employed professionally 
and have a high combined family 
income. They own their home and have 
a net worth in excess of $1 million. They 
would like to build a retirement 
portfolio consisting of taxable and tax-
advantaged investments.

• Client has a 20-year time horizon and a 
low level of risk tolerance and 
knowledge.

• Pick 3 most important factors
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Scenario 4
• The client is a married couple. 

Partner 1 is 68 years old. Partner 2 
is 66 years old. They are both 
retired and own their home. They 
have a net worth of about $1.5 
million.

• Client has a 20-year time horizon 
and a low level of risk tolerance 
and knowledge.

• Pick 3 most important factors
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Scenario 5 
• The client is a 75-year-old single 

female. She is a retired widow with a 
net worth of approximately $800,00. 
Her retirement portfolio is her only 
asset. She has been taking 
retirement distributions for 13 years 
and would like to leave a bequest to 
her only daughter.

• Client has a 20-year time horizon and 
a low level of risk tolerance and 
knowledge.

• Pick 3 most important factors
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How do we know each factor, or at least the 
critical and important ones?

• Less discuss
– Capacity
– Preference
– Composure
– Perception
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Risk Capacity
• 46 years old
• Retire at 58
• Growth & Income 

portfolio
• $77,069 possible 

decline
• $50,777 worst case
• $88,448 expected
• 91.4% chance of 

success (mortality 
weighted)
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• Balanced portfolio
• $56,856 possible 

decline
• $50,487 worst 

case
• $79,310 expected
• 89.3% chance of 

success (mortality 
weighted)
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• Balanced portfolio
• $43,367 possible 

decline
• $49,834 worst 

case
• $72,614 expected
• 84.3% chance of 

success (mortality 
weighted)
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Preference
• Presenting to OSC and Dr. Grable explained he 

does not like equities, prefers fixed income
• He is a finance professor and knows the power of 

equity of time, impact of time horizon and will 
tolerate more risk to achieve his goals.

• Do you have a process that if a client has “more 
funds” than required, you can reduce the risk 
from what is tolerated?
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Composure
• Between 2006 and 2008, 57% of US households 

reduced stock holdings 
• Although “we believe”, there is no research to 

prove people in portfolios matched to risk profile 
were any more or less likely to react (composure)
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Perception
Do you like water slides into a pool?

What if you think the pool is filled with sharks?
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How do we combine the factors?
• Do we weight factors? i.e. 40% 

tolerance and 20% capacity and 5% 
knowledge and 35% need

• Do we use heuristics to determine 
which factors win?

• Do we focus on only the extreme 
factors?

• Do we have a couple factors we 
believe are most important and 
that drives everything?

• Do we use a questionnaire and let 
it determine?
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Our Research at UGA
• Special thanks to Dr. John Grable, Michelle and 

Amy for their ongoing work on the project
• Results are based on about 180 responses. Results 

are not complete at this time. 
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Most Important Factors
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Wrap Up
• Look at results from today
• Would you like to participate in the UGA 

research? 
• Would you like to try a next generation 

“judgment matrix”?

Email: Shawn.brayman@planplus.com
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