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Introduction
An Investment Policy Statement (IPS) converts long-term financial goals into written rules that can
guide decisions during both rising and falling markets. Its value comes from discipline rather than
prediction. When markets rise quickly, an investor may become overconfident and increase risk
beyond the level originally intended; during sharp declines, fear may encourage selling after prices
have already fallen. A written policy reduces this emotional inconsistency by defining the purpose of
the portfolio, the investment horizon, liquidity needs, acceptable risk, strategic asset allocation,
rebalancing rules, and the standards used to judge performance. The following IPS is an academic
example for an investor with approximately forty years before retirement, a relatively high capacity to
tolerate market volatility, and a long-term objective of building enough wealth to support retirement
income of at least $100,000 per year after tax in future purchasing-power terms. That income target
is a planning objective rather than a guaranteed result, and the policy does not require markets to
deliver any fixed annual return.

Investor Objectives and Constraints
The primary objective is long-term capital growth sufficient to support retirement while maintaining
enough diversification and liquidity to avoid unnecessary financial stress. The investor should seek a
return above inflation over long periods after reasonable fees and taxes, but annual performance will
vary and may include substantial losses. The retirement objective must be evaluated together with
contribution levels, retirement age, inflation, pension or Social Security income where applicable, tax
conditions, spending needs, and changes in family circumstances. If projected savings become
insufficient, the preferred responses are higher contributions, a later retirement date, a revised
spending target, or a reassessment of risk rather than attempting to compensate through speculative
investments. A separate emergency reserve should cover ordinary unexpected expenses so that
stocks or long-term bonds do not have to be sold during a market decline. Liquidity within the
investment portfolio should also be adequate for foreseeable taxes, rebalancing, and planned
withdrawals, while illiquid assets should be limited to amounts that can remain committed for the
required holding period.
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Risk tolerance and risk capacity should be considered separately. The investor may be psychologically
willing to accept a large temporary decline, but financial capacity to bear losses depends on
employment stability, debt, health, dependents, emergency savings, and the timing of withdrawals.
With a forty-year horizon, a temporary 30% to 35% decline in the equity portion is plausible during a
severe bear market and should not automatically trigger liquidation. The policy therefore rejects a
rule requiring sale merely because an asset class has experienced several weak calendar years.
Action should instead follow evidence that the investor’s circumstances, required return, liquidity
needs, or the underlying portfolio design have changed. Risk capacity should be reassessed when
retirement approaches, employment becomes less secure, major healthcare expenses arise, or
planned withdrawals increase. A long horizon supports greater equity exposure, but time alone does
not justify unlimited volatility or concentrated positions.

Strategic Asset Allocation
The strategic allocation is designed for an aggressive long-term investor while retaining high-quality
fixed income and cash for diversification and rebalancing. The target allocation is 45% U.S. equities,
20% developed international equities, 10% emerging-market equities, 20% investment-grade fixed
income, and 5% cash or short-term U.S. Treasury instruments. This produces a 75% total equity
allocation, which is consistent with a growth-oriented profile while avoiding dependence on one
country or asset class. U.S. equities should generally be diversified across large-, mid-, and small-
capitalization companies through broad funds rather than a small collection of familiar stocks.
International developed and emerging-market exposure introduces currency, political, regulatory, and
governance risks but reduces exclusive reliance on the U.S. market. Fixed income should emphasize
government and high-quality corporate securities with duration selected according to the investor’s
needs rather than one arbitrary maturity rule. Cash serves liquidity and rebalancing rather than
functioning as a permanent substitute for long-term investment.

Permitted investments include diversified mutual funds and exchange-traded funds, U.S. Treasury
securities, high-quality municipal or corporate bonds where appropriate, certificates of deposit within
applicable insurance limits, cash equivalents, and separately managed portfolios when their cost and
oversight are justified. Individual stocks may be used only as a controlled satellite allocation: their
combined value should not exceed 10% of the total portfolio, and no single company should exceed
3%. This limit reduces the risk created by employer stock, familiarity bias, or enthusiasm for one
business. Concentrated cryptocurrency positions, leveraged products, uncovered options, private
placements without adequate due diligence, and securities promoted primarily through social-media
speculation should not be part of the core retirement portfolio. A small experimental allocation of up
to 2% of investable assets may be permitted for speculative ideas when the entire amount could be
lost without changing the retirement plan. Diversification cannot eliminate market loss, but it reduces
avoidable concentration risk (Asset Allocation and Diversification).
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Portfolio Rules, Rebalancing, and Performance
Evaluation
The portfolio should be reviewed at least twice each year and rebalanced when a major asset class
moves more than five percentage points from its target. New contributions, interest, and dividends
should first be directed toward underweight categories because this can restore allocation with fewer
transactions and potentially fewer taxable gains. Rebalancing is a risk-control procedure rather than a
market forecast. It may require trimming an asset that has performed well and adding to one that has
lagged, thereby preventing a successful category from silently changing the portfolio’s overall risk.
The process should follow written allocation ranges rather than headlines, recent returns, or a belief
that the investor can consistently identify market tops and bottoms. The U.S. Securities and Exchange
Commission’s investor guidance emphasizes that asset allocation, diversification, and rebalancing
should reflect the investor’s time horizon and risk tolerance rather than short-term market emotion
(Beginners’ Guide to Asset Allocation, Diversification, and Rebalancing).

Performance should be evaluated against a blended benchmark that reflects the policy allocation
instead of comparing the entire portfolio with the S&P 500. A portfolio containing 25% bonds and
cash, for example, should not be expected to match a 100% U.S. equity index during strong stock
markets. Appropriate benchmark components can represent U.S. equities, developed international
markets, emerging markets, investment-grade bonds, and short-term instruments in the same
proportions as the policy. Evaluation should focus on rolling periods of at least three to five years and
include fees and, where practical, tax effects. The review should ask whether the portfolio behaved
within its intended risk range, whether costs remained reasonable, and whether progress toward the
retirement objective is adequate. A 10% annual return should never be treated as a minimum
requirement because such a target can encourage excessive risk and unrealistic planning. Forecasts
should instead use several return and inflation scenarios, including conservative cases.

Taxes, Charitable Goals, and Governance
Tax management should support rather than dominate the investment strategy. The investor should
use appropriate tax-advantaged retirement accounts when eligible and coordinate account
contributions, withdrawals, and asset location with current law and personal circumstances. Tax-
inefficient income-producing investments may often fit better in tax-deferred accounts, while tax-
efficient equity funds may be suitable in taxable accounts, but the total portfolio must still follow the
strategic allocation. Tax-loss harvesting may be considered when it does not create wash-sale
problems or distort investment decisions. Charitable giving can be planned separately from the return
target so that generosity does not depend on an unusually strong market year; appreciated securities
may be useful for donations when appropriate. Environmental, social, or governance preferences can
also influence fund selection, but labels should be examined against actual holdings, fees, voting
practices, diversification, and the investor’s priorities. Tax and legal strategies should be reviewed
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with qualified professionals because rules and personal circumstances change.

Governance establishes who may make decisions and how changes to the IPS occur. The policy
should be reviewed annually and after major events such as marriage, divorce, the birth of a child,
inheritance, disability, unemployment, business sale, relocation, or a material change in expected
retirement timing. Quarterly statements can be checked for contributions, fees, account security, and
allocation, but ordinary market fluctuations should not trigger repeated strategy changes. Any adviser
should disclose compensation, conflicts of interest, custody arrangements, and the professional
standard under which advice is provided. Recommendations should be documented and compared
with the policy rather than accepted solely because they are complex or recent. Beneficiary
designations, trusted contacts, account records, and secure access arrangements should also remain
current. The investor retains responsibility for understanding the strategy even when professional
help is used, while advisers, accountants, and attorneys provide specialized expertise within their
respective roles.

Conclusion
This Investment Policy Statement turns an aggressive long-term retirement objective into a coherent
set of rules. It identifies the purpose of the assets, separates emergency liquidity from long-term
investment, establishes a 75% equity strategic allocation, limits concentrated and speculative
positions, and creates a disciplined rebalancing process. It also replaces the unrealistic expectation of
a fixed annual return with long-term evaluation against a blended benchmark and several planning
scenarios. The policy should remain stable when markets become emotionally difficult but flexible
when the investor’s life, obligations, tax position, or retirement horizon changes. Over four decades,
products, regulations, income, and family circumstances will evolve, so review is necessary without
allowing every market headline to redefine the strategy. The principles that should persist are
diversification, realistic assumptions, adequate liquidity, controlled cost, tax awareness, transparent
governance, and disciplined decision-making. This IPS is an educational example and does not
constitute individualized financial, tax, or legal advice.
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