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• 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)

• Volunteer of Center for Financial Planning, Digital Advice Working Group

Shawn Brayman, PlanPlus Global CEO
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Why do we care?
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#s #s, What we learn

• Francis Donald – 0.9 replacement workers for every 
job.

• Peter Bowen – 95% of jobs created in the last decade 
are “in the alternative work category” (i.e. 
contract/temporary/Uberesque) [Lawrence Katz of 
Harvard University and Alan Krueger at Princeton 
University]1

https://qz.com/851066/almost-all-the-10-million-jobs-created-since-2005-are-
temporary/
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#s #s, What we learn

• Francis Donald – 10% of jobs may need to be 
replaced due to AI within 10 years.

• A recent report from Forrester predicts that by 2021, 
intelligent agents and related robots will have 
eliminated a net 6% of jobs. A widely noted study, 
“The Future of Employment: How susceptible are 
jobs to computerisation?”, estimates that 47% of all 
US jobs are at risk.2

https://globalnews.ca/news/4105713/automation-workforce-canada-human/

https://www.iotforall.com/impact-of-artificial-intelligence-job-losses/

https://globalnews.ca/news/4105713/automation-workforce-canada-human/
https://www.iotforall.com/impact-of-artificial-intelligence-job-losses/
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#s #s, What we learn

• GDP will grow by 1.5% to 2.0% not 3.5% to 4.0%.

• The recent 1% interest environment is the lowest 
in 5000 years 
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Top quintile owns about 47% of wealth
https://www150.statcan.gc.ca/n1/pub/75-006-x/2015001/article/14194-eng.htm
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Our US Cousins

Top 1% own 
more than 
bottom 90% 
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MSCI World Sector Weights
• May 31st, 2018

Financials 17.11%

Consumer 
Discretionary+
Staples 20.86%

Energy + Health 
Care = 18.53%

This is not 
“reasonable”, 
something has to 
give.
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Fees & Expenses

http://www.morningstar.com/content/dam/morningstar-corporate/pdfs/global-fund-
investor-experience/GlobalFundInvestorExperienceReport2017.pdf
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Do you think client’s won’t sleep at 
night because they are concerned
about which funds or investments  
you selected for them?

Or that active management is           
justified in difficult markets blah 
blah blah?
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• Portfolio design and management is being/has 
been commoditized

• Automate is a necessity. If this is your value prop 
and labour intensive, you have a problem
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Suitability: why do we care?
FCA 2017: 

Suitable advice in 
93.1% of cases, 

unsuitable in 4.3% 
of cases and unclear 

advice in 2.5% 
of cases.

Lower for retirement 
plans.
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A 2015 academic 
review - 127  page 
research study of 
regulators, academic 
studies, tool review, 
RPQs, advisor & firm 
process reviews.
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What is…
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A Definitional Problem

= Your Appetite for Risk = Your Client Profile
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Principles
Prescriptive

• All regulators rely on YOUR professional judgment

• There is no “right way” to do it

• Use of questionnaires, software tools cannot remove 

responsibility

• Client cannot ‘self-select’ or simply sign to be compliant

• Even if client completes questionnaire, advisor must dig 

deeper
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UK FCA January 2011 Guidance
Tools … provide structure and promote consistency. But … have 
limitations, [and] may produce flawed results. Where firms rely 
on tools they need to ensure they are actively mitigating any 
limitations through the suitability assessment and ‘know your 
customer’ process

Shawn Brayman, PlanPlus Global

Automating a poor process helps make you more efficient in 
delivering poor advice.  

On the use of tools
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Our approach to Suitability

1. Prove you know your client
2. Prove you identified any mismatches, 

explored trade-offs and explained
associated risks 

3. Prove you know the products and 
implications

4. Prove you received your client’s informed 
consent
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Our suitability approach

PLANNING

Engage investors, identify and 
analyze their personal 
financial goals

PROFESSIONAL 
JUDGMENT

Apply professional judgment to align 
investor’s tolerance, need, capacity 
and other factors for a Suitability 
Score

SUITABILITY 
MAPPING

Match to most suitable 
portfolio based on 
Suitability Score

PRODUCT 
SOLUTIONS

Select investments 
to match to 
investor’s needs

PLAN & SUITABILITY TRACKING

PROFILING

Scientifically measure investor’s 
personal risk tolerance, 
knowledge and experience, 
capacity for loss

Continuous monitoring for ongoing 
suitability and goal attainment
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• Risk Tolerance 

• Risk Capacity

• Risk Need

• Risk Perception

• Risk Composure

• Loss Aversion

What We Can Measure from Research

✔

≈

✔

≈

≈

✔

Risk Profile ✗

✔

Asset Allocation 
or products

✗
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Research with University of Georgia

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

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

What factors are most important to consider?
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Subjective Factors - Composure
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Let’s do some research

A 2 to 3 minute survey (and you could win a bottle 
of Canadian Nova Scotia Wine)

https://www.surveymonkey.com/r/planplus-ssg 



26

Most Important Factors
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1. Prove you know your client

• How do you know you are accessing tolerance 
for risk?

• How reliable is your assessment? (ie Cronbach’s
Alpha, other)
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Tolerance for Risk
Reliability is a function of the
(Number of questions asked)2
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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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Test-Retest
Risk tolerance tends not to change, 
what changes is investor’s perception 
of risk
• FinaMetrica tested and surveyed 

the same investors before and 
after the market falls in 2008.

• Before the fall investors believed 
there was little risk of losing 
money.

• After the market corrected 
investors believed there was a 
higher risk of losing money.

• Conclusion is that investors are 
generally poorly informed about 
the riskiness of their investments.

About 79% scored in same band
About 14% were > 1 deviation lower
About 7% were > 1 deviation higher 
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Gamble Methods

• Pros 
– “Gamified” may be easier for some consumers
– Term “revealed preferences” used.

• Cons
– “Limitations in Measuring Risk Preference with 

Gambles” Michael J. Roszkowski, PhD 
– Low numeracy skills limit ability to correctly process the 

questions 
– Gambles feel artificial - even to people with good 

numeracy skills (see Veres’ article)
– Hypothetical gambles may not have real meaning 
– Investing should not be confused with gambling 
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How We Ask, Can Change the Answer

Alternative X

• Lose $4,000

Alternative Y

• 1/3 chance nothing lost

• 2/3 chance $6,000 lost

67% go for X

Alternative A

• Recover $2,000

Alternative B

• 1/3 chance $6,000 recovered

• 2/3 nothing recovered

92% go for A

Would you choose A or B? Would you choose X or Y?

Imagine you bought $6,000 worth of stock from a now bankrupt company  

There are two alternatives to recover money… 
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Composure

• Between 2006 and 2008, 57% of US households 
reduced stock holdings 

• We are “tempted” by Level 1 think all the time. Do 
we always succumb? 

• Enjoyed Dr. Statman
and discussion of 
Generation 2 
Behaviourial
Finance.
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Literacy, Knowledge, Experience vs. 

Media & Ambiguity Risk

• People are scared of 
the unknown. 

• Advisors, education, 
literacy and 
experience help 
offset Ambiguity Risk 
Aversion and the 
Media 

• Interesting research 
from CFP Board 
Academic Colloquium 
in February on 
literacy and couples.

Age

Sa
vi

ng
s

Outcome

Less Knowledgeable Investor

Knowledgeable Investor

Naive Expected Risk

Actual Expected Risk
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On Tolerance…

• You can go a long way to “Know Your Client”, with 
objective science based systems to supplement 
your judgment.

• Recognize the “outliers” and spend more time 
with them.
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2. Do the planning & What-ifs

• Simplistic (and common) is ask a time horizon 

• Any reasonable planning tool will help calculate 
“need” and any gaps. Use Naviplan, PlanPlus, 
CCH, Vision Works – whatever works for you – but 
use it.
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Risk Capacity
• 46 years old

• Retire at 58

• Growth & Income 
portfolio (7.1% +/-
10.3%)

• $77,069 possible decline

• $50,777 worst case

• $88,448 expected

• 91.4% chance of success 
(mortality weighted)
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• Balanced portfolio 
(6.4%+/- 8.2%)

• $56,856 possible 
decline

• $50,487 worst case

• $79,310 expected

• 89.3% chance of 
success (mortality 
weighted)
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• Income & Growth 
(5.7% +/- 6.7%)

• $43,367 possible 
decline

• $49,834 worst case

• $72,614 expected

• 84.3% chance of 
success (mortality 
weighted)
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Considerations for Capacity

• Investment time horizon – How long to start

• Goal duration – how long the goal runs

• Goal flexibility – Can we reduce the amount of the 
goal

• Level of Debt – A variant of goal flexability

• Other Sources of Income – Add in pensions

• Capital Market Assumptions – What is the level of 
increased (or lost) return that we expect for a 
corresponding level of increased (or decreased) risk?
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Risk Capacity: Penny Wise, Pound 

Foolish?

• Presented at Academy of Financial Service, Nashville Fall 2017

DTO, ETO and FTO based on duration and move from Balanced to Income & Growth 
portfolio
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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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On Understanding Need, Capacity, Risks

• You cannot do this properly on the back of an 
envelope.
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2. Combining 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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• UK Study: More than half (52%) of respondents would 
prefer to miss their savings goals than take investment 
risk, with only 12% not prepared to do this.

• (Carr, 2014) Risk need accounted for over 35% of the 
model, while risk tolerance accounted for 20% and risk 
perception accounted for 15% of the variance in the 
model

• MFDA specifically state inability to achieve goals 
should not result in a higher level of risk assumed.

Reckless Conservatism
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Our Research on Professional Judgement

Do As I Say, Not As I Do: An Analysis of Portfolio 
Development Recommendations Made by Financial 
Advisors
John E. Grable, Ph.D., CFP®

Amy Hubble, CFA, CFP®

Michelle Kruger, CFP® Candidate

Winner of Best Paper Award for Consumer Finance at 

February 2018 CFP Academic Colloquium in DC
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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 2

• Identical in all respects except couple was age 68 
and 66 

• Importance of factors between two scenarios was 
largely identical
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Recommended Allocations

A disconcerting
Relationship to the
“heuristic” that
Equity = 100 - Age
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What did we learn about our judgment?

• Let’s see what the survey says…
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3. Know the Products

• How do you measure risk on products?
– Volatility & downside risk
– Counterparty risk
– Currency risk
– Leverage

• Remember Jean-Pierre on Monday? 
– Annual GDP of the world 70 Trillion $
– Debt 220 Trillion
– Total financial products 700 Trillion
– Total Market Cap of all the worlds stock markets?
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TAMPS, CIPS
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Backtest Portfolios

We use 60 years of data     
and back-test the portfolio 
using strategic asset            
classes.

Look at this in context of    
how big a drop the client    
said they could live with.

In Europe in January 
MIFiD-II came into effect 
with prescribed algorithm 
based on 5 year volatility –
big mess. 
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Client Expectation
We look at behavioural 
expectation of the amount  
of equity that the client        
expects based on their          
tolerance for risk.

Expectation is not advice,      
but and indicator.
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Putting it Together

Behavioural Analytical Factual
P

ro
fe

ssio
n

al 
Ju

d
gm

en
t Investor/ 

Portfolio 
Profiles

Investor/ 
Portfolio 
Profiles

Investor/ 
Portfolio 
Profiles

Products 

-

Portfolios

Suitability Mapping
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4. Ongoing Monitoring

• Is the portfolio remaining in the bands of 
outcome we expected and communicated?

• Is the saving/ 
withdrawing 
what we said 
in the plan?

• Is it time for a 
review?
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Define Your Process, PJM and Suitability 

Mapping Approach

• Understand the tools you are using for aspects 
that are measurable – tolerance for risk, need, 
risk capacity

• Document you beliefs and policy on how you feel 
about the relationships of the different factors

• Do not be afraid to evolve this “policy” as you 
experience clients with complexity that falls 
outside your documented approach
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Questions

Contact

Shawn Brayman,CEO

PlanPlus Global Inc.

Shawn.Brayman@planplus.com


