
The Seven Pearls of Financial
Wisdom

There are endless articles online encouraging
 investors to buy the same stocks as well-known
billionaires like Warren Buffett, Bill Gates or
Carlos Slim. It’s easy to get whirled up in the
excitement of a major move in the market and
headlines like Buy Railways Like Gates!
and Consider China, Buffett’s Best Move! The
problem is many potential investors who are
reading these stories don’t have the same
diversification of assets and are taking on a
different level of risk from billionaire investors.

There is however a way to Invest Like A
Billionaire no matter what your net worth, and
it’s all explained in The Seven Pearls of Financial
Wisdom: A Woman’s Guide to Enjoying Wealth
and Power.

The first chapter of the book focuses on the first pearl: A Woman Must Build
Her Own Wealth. A set of disciplines and ideas are designed to encourage
women to enjoy their money and grow their wealth and in the investment
section women learn how to think like a family office.

My co-author Carol Pepper is an award winning high net worth wealth
manager and founder of Pepper International: a family office for families with
$100 million and more. Together we used my background covering wealth,
billionaires and Wall Street and Carol’s expertise running Pepper
International to share some of the secrets of the very rich with you.

A family office offers the Rolls Royce of wealth management services,
integrated advice on investment management, tax planning, estate planning,
philanthropy and financial education for children. Billionaires who have
family offices include both media mogual Oprah Winfrey and Google founder
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Sergey Brin.

According to the 2011 Multifamily Office Study, conducted by the Family
Wealth Alliance, the top seventy-two multi-family offices manage a staggering
$320 billion in the United States; the average amount of assets for each client
is $48.4 million.

One of the goals in writing the book was to clear away the nonsense and the
fear around investing for readers. This is not a mysterious science and there
are long trusted principles that can support your mission to build your own
wealth, which the very rich benefit from all the time from revocable living
trusts to financial planning.  The Family Wealth Alliance 2010 Multifamily
Office Study showed that 97 percent of families offices offer financial planning
services and that 77 percent of their clients take advantage of them. Yet in a
small poll published in 2010 conducted by the Certified Financial Planner
Board of Standards Inc. only 28% of Americans surveyed said that they used a
financial planner.

In this blog, I want to concentrate on Investing Like a Billionaire in the
financial markets and that means Developing an investment Philosophy for a
family, which is one of the most important roles of a family office. Carol and I
feel strongly that one of the best things you can do to build your own wealth is
to copy the rich and develop an investment philosophy for yourself.

Some elements of your investment philosophy are going to be universal-good
practices that all investors should follow, regardless of their personal
preferences- and some are going to be unique to your own situation.

First, let’s look at adopting some universal keys to good investing in a short
primer here and know there is even more helpful detail in the book.

In the beginning it’s wise to ask yourself why you’re investing in the first
place. The only reason to make an investment is to achieve a return on it,
therefore the first key is:

“I am going to invest my money only where I think I can make a return; that
is, I have conviction when I invest.”

Then you must ask yourself why you believe this particular investment will
give you a return. Warren Buffett is famous for investing only in companies
and businesses that he understands. Not understanding how an investment
proposes to give you a return is a big mistake so the second key is:

“I invest only where I have an understanding of how it will make money for
me.”

It is critical to have the information necessary to monitor investments so that
you can determine whether your original conviction and understanding prove
to be correct. You should choose only investments that give very detailed
disclosure of how they are performing and how fees are being charged. So the
third universal key is:

“I invest only where there is transparency on an investment’s performance
and fees.”

You now have the three universal keys of our investment philosophy:
conviction, understanding and transparency – or CUT. With these, a woman
can “cut” through a great deal of hype and focus in only on the most suitable



investments.

Your next important task under the first pearl is to: Customize Your
Philosophy to Reflect Your Preferences. Are you a growth investor or a value
investor? If you like bargains and hate to overpay you are going to be happier
following the value investing path. If you are looking for the next great
success, then growth investing will be more appealing to you.

You should also work out your investing style according to your beliefs and
principles and share the answers with your advisors. For example: Are you
comfortable investing in alcohol, tobacco and firearms companies? Do you
want to invest only in socially responsible companies? Do you have the time
or expertise to watch the market closely and trade individual stocks or would
it be wiser to choose well-managed funds?

In the wealth building Invest like a Billionaire section women are taught
to Develop An Asset Allocation for Each Portfolio, Make Sure to Diversify,
Insist on Quality Guidelines for Selecting Investments, Ask for a Blended
Benchmark and understand the value of a Revocable Living Trust. Separately
managed accounts, investing in hedge funds and the importance of cash and
liquidity are also explained.

When an investor has an investment philosophy, asset allocation and quality
standards set, we recommend putting together an Investment Policy
Statement, which should be shared with an advisor. Creating a written
document that contains all these elements will make your intentions clear and
will ensure that there are no misunderstandings between you and the people
who manage your money.

Here is a case and statement excerpted directly from the first chapter of The
Seven Pearls of Financial Wisdom book to use as an example:

To give you an idea of what an investment policy statement might look like,
let’s create a hypothetical example for a woman we’ll call Susan Smith, a
forty-five-year-old professional who works as a corporate marketing execu-
tive and lives in California. After taking care of her liquidity needs and fully
funding her retirement accounts, Susan wants to grow her wealth, so she
has decided to create an investment portfolio that she plans to leave
untouched until retirement. She has seventy-five thousand dollars to invest
today and, based on her budget, can contribute a good chunk of her bonus
each year, so she plans to add another twenty thousand dollars annually.

Susan cares deeply about environmental causes and travels frequently, so
she is interested both in socially responsible investments and in
international stocks, particularly those from Asian countries. She realizes
that she does not have a very high risk tolerance, however, so she wants a
fairly stable and conservative portfolio.

SAMPLE INVESTMENT POLICY STATEMENT FOR  SUSAN SMITH
(FICTIONAL INDIVIDUAL)

This document describes the investment policy for my personal investment
portfolio.

Initial investment amount: $75,000.

Tax status: This is a taxable account.



State tax: I am a California resident.

Structure: This portfolio is part of my revocable living trust.

Purpose: The purpose of this portfolio is to create wealth that I can live on
in retirement.

Percentage of my liquid assets: This portfolio is 50 percent of my liquid
assets.

Percentage of my total assets: The portfolio is 30 percent of my total
assets.

Ultimate distribution: I plan to pass on any money I don’t use to my
sister’s

children and my alma mater.

Time horizon: I expect to invest this portfolio for the next fifteen years, or

until retirement, whichever is later.

Liquidity requirements: I do not require any current income from this
portfolio. I

will use this money in retirement. I am keeping cash in other portfolios.

Liquidation of investments: I want only investments that can be sold
every

day. I don’t want locked-up investments.

Diversification: No one fund should be more than 5 percent of the
portfolio.

Risk tolerance: I am a low-risk investor. I would like to limit the possibility
of investment losses. However, I want some equities and commodities so the
portfolio will grow.

Style preference: Although I know my investments should comprise a
varietyof styles, I am a growth investor and I prefer to invest 60 percent of my
U.S. equities allocation in growth companies and 40 percent in value-
oriented companies.

Values: I do not want this portfolio invested in the traditional “sin” stocks.
Do not invest in alcohol, tobacco, gaming, or military contractors.

Interests: I am interested in socially responsible investments, international
investing—especially Asian equities—and clean technology. I like
commodities, including gold.

Avoid: I don’t want real estate funds, as I own two buildings and have
enough real estate in my net worth. I don’t want hedge funds. Asset
allocation:

Cash 10%

Municipal Bonds 50%

U.S. Large Cap Growth Equities 8%



U.S. Value Equities 6%

U.S. Small Cap Equities 1%

International Equities 10%

Socially Responsible Equities 5%

Commodities 10%

Rebalancing: I would like to rebalance the account at least once a year to
maintain the asset allocation, unless we discuss otherwise.

Investment vehicles: Use mutual funds and ETFs for the investments.

Quality standards: No mutual fund should have fewer than three stars
from Morningstar unless I give specific written permission to the adviser for
an exception. I want funds to have a ten-year track record with the same team
of investment professionals. I do not want to invest in any fund or ETF that
has less than $500 million in assets, unless I give specific written permission
to the adviser for an exception.

Position size: No one fund should comprise more than 5 percent of
the portfolio.

Duplication: Please analyze funds to the best of your ability to make
sure that there is not a great deal of duplication in the underlying
securities. Performance reporting: I want to see each fund or ETF compared
to the appropriate benchmark. I also want a blended benchmark that I can
use to monitor the results of the total portfolio.

Information access: I want online access to my portfolio, as well as
statements in PDF format emailed to me each month.

Communication with adviser: I expect to speak to my adviser at least
once a month. During a crisis, I want to be able to reach my adviser every day
if necessary. I will be the one communicating with my adviser.

These instructions shall remain in effect until I submit written modification
of them.

This statement will help you to begin the journey of becoming a sophisticated
investor. I like to go back to the old adage: if we fail to plan, we plan to fail.
The Seven Pearls will be the guideposts you need to keep you on track. Each
week, wisdom from The Seven Pearls  will be posted on the Forbes blog with
highlights included from some of our sixty plus female experts in their
respective fields as well.

Thinking like a family office involves thinking strategically, staying calm and
planning rather than reacting. Once you adopt good habits your chances of
increasing your wealth by investing in the financial markets will rise
dramatically and the first pearl of wisdom will be yours.
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