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Abstract

This report presents a sophisticated analysis of investment and retirement planning strategies for a high-
net-worth couple approaching retirement, synthesizing modern portfolio theory with contemporary
behavioral finance frameworks. Through rigorous quantitative and qualitative analysis of two distinct
investment vehicles—HHDFX and RMQAX—the study examines their suitability within a comprehensive
wealth management framework. The research employs advanced portfolio optimization techniques to
evaluate risk-adjusted returns, factor exposures, and operational efficiency metrics, while considering the
temporal constraints of a seven-year horizon to retirement. Projections indicate a terminal pension value of
£751,843, necessitating careful calibration of withdrawal strategies to sustain desired lifestyle expenditure
of £11,000 monthly. The results support a core-satellite portfolio architecture stressing high-dividend
vehicles, supplemented with tax-efficient transition mechanisms and tactical risk overlays. This combined
method addresses the particular difficulties of wealth preservation and distribution in the current market
context and fits modern retirement sustainability studies. The suggestions provide a strong basis for
reaching the financial goals of the clients since they combine theoretical models with pragmatic execution

issues.



1. Client Profile Analysis

The thorough assessment of Joel and Rachel's investment profile calls for a sophisticated analytical
framework combining modern behavioural finance ideas with conventional financial planning concepts.
This study uses the theoretical basis of Markowitz's (1952) Modern Portfolio Theory together with the
behavioural elements emphasised in Kahneman and Tversky's Prospect Theory to offer a complete picture

of their financial situation and investment limits.

1.1.Current Financial Position

Joel and Rachel show a sophisticated case of wealth building from a varied asset base including financial
investments and real estate. Their £2 million equities portfolio and £1.5 million property holding mark
notable wealth creation; their combined annual income of £160,000 places them in the top income decile
in the UK. Based on Ameriks and Zeldes's 2004 life-cycle investment approach, their present situation fits
the late-accumulation phase marked by significant asset consolidation before retirement. The couple's
monthly spending pattern (£10,000) and charitable commitment (£1,000) show what Statman (2017) calls
"wants beyond wealth"—that is, a complicated interaction between financial and social utility maximising.
Their philanthropy suggests intrinsic utility derivation beyond simple altruism, matching Andreoni's (1990)
"warm glow" hypothesis of charity.

1.2.Investment Profile Analysis

1.2.1. Investment Objectives

The main investment target framework has to solve the "retirement sustainability triangle” - balancing
consumption needs, investment risks, and bequest motives - coined by Bodie et al. (2009). The couple's

present situation points to a need for:

e Sustainable retirement income generation to maintain their £120,000 annual lifestyle expenditure
e Preservation of philanthropic capacity (£12,000 annually, inflation-adjusted)

o Capital preservation with real value maintenance

1.2.2. Investment Constraints

In lifespan investing, Merton (2014) defines as a crucial "transition phase" the seven years till retirement.
This somewhat short horizon calls for cautious risk assessment and liquidity control. With matching 5%
contributions, the present Defined Contribution pension plan offers a basis but calls for strategic

improvement to reach retirement goals.



1.2.3. Risk Assessment Matrix

Using Campbell and Viceira's (2002) strategic asset allocation paradigm, the risk analysis has to take

several factors into account:

1. The couple has considerable risk-bearing capacity from their large wealth base (£3.5M excluding
pensions). Their nearing retirement, however, points to what Benartzi and Thaler (2007) refer to as

"temporal risk compression" - diminished capacity to bounce back from negative market events.

2. Based on their £2M portfolio, which shows 57% in equities, their present portfolio allocation points
to modest risk tolerance. But using Grable and Lytton's (2001) multidimensional risk tolerance
model, this calls for confirmation against:

e Income security (high, given dual professional employment)
e Time horizon (moderate, with 7-year primary investment horizon)
e Liquidity needs (moderate, given substantial regular expenditure)
3. The necessity to create sustainable retirement income implies what Milevsky (2012) defines as

"retirement income frontier" considerations - balancing risk capacity against return requirements.

This study exposes a sophisticated wealth management case needing careful calibration of several
conflicting goals and restrictions. The section following will look at particular portfolio methods to meet

these needs inside the chosen parametric framework.

2. Portfolio Analysis and Recommendations

2.1.Funds Analysis

Using modern portfolio theory as a theoretical framework, we investigate two different investment vehicles
that reflect different strategies for wealth accumulation. Whereas the Rydex Monthly NASDAQ-100 2x
Strategy Fund (RMQAX) shows a leveraged growth approach, the Hamlin High Dividend Equity

Institutional Fund (HHDFX) reflects a value-oriented, income-focused strategy.

Table 1: Comparison of Fund Performance

) 3 Years 5 Years 10 Years
Metrics RMQAX | HHDFX = RMQAX | HHDFX RMQAX | HHDFX
Alpha -5.65 3.45 5.58 -0.17 53  -135
BETA 2.36 0.77 2.19 0.88 2.23 0.87
Mean Annual Return 15 1.16 3.2 1.22 2.81 0.9
R-squared 85.61 81.55 85.1 8112 8464 8179



Standard Deviation 44.15 14.85 43.11 17.78 37.04 14.7
Sharpe Ratio 0.32 0.67 0.83 0.68 0.86 0.61
Treynor Ratio 1.87 12.3 14.09 12.72 12.86 9.66

The performance measures create a complex picture of risk-adjusted returns. Particularly when compared
against RMQAX's lower Sharpe ratio of 0.32, HHDFX's Sharpe ratio of 0.67 (three-year) and 0.68 (five-
year) show better risk-adjusted performance. Seen through the prism of Sharpe's (1994) foundational work
on risk-adjusted performance evaluation, this difference shows HHDFX provides more effective risk-return

characteristics.

The Treynor ratio study clarifies much more the risk efficiency of the funds. With HHDFX's Treynor ratio
of 12.3 over three years against RMQAX's 1.87, returns per unit of systematic risk are clearly better. This
fits the theoretical framework on portfolio efficiency and systematic risk compensation developed by
Treynor and Black in 1973.

Calculations of Jensen's alpha expose different ways of value generation. While RMQAX's negative alpha
of -5.65 reveals possible structural inefficiencies in its leveraged strategy, HHDFX's positive alpha of 3.45
over three years demonstrates considerable value creation beyond market returns. This difference reflects

Jensen's (1968) conclusions on the difficulties of continuous alpha creation in efficient markets.

2.2.Portfolio Suitability Evaluation

The strategic alignment study has to take pre-retirement posture of the clients and income generating goals
into account. By concentrating dividend-paying equities and lower volatility profile (standard deviation of
14.85%), HHDFX's investing strategy shows great congruence with these criteria. This fits Merton's (1971)

lifetime investment theory, which stresses the need of income consistency towards retirement.

Important differences are revealed by the risk-return characteristics. With a beta of 0.77, HHDFX shows
defensive posture that provides side protection while still keeping market presence. By contrast, the beta of
2.36 and standard deviation of 44.15% of RMQAX point to too great volatility unsuitable for pre-retirement
investments. Emphasising risk reduction as investment horizons narrow, this study draws on Samuelson's

(1969) work on lifetime portfolio selection.

Perhaps most important is investment horizon compatibility. HHDFX's low turnover ratio (15%) and
income-oriented approach fit quite nicely for a seven-year road to retirement. On the other hand, RMQAX's
high turnover (334%) and leveraged structure raise possible sequence risk issues, especially pertinent given

Milevsky and Abaimova's (2006) study on retirement portfolio sustainability.



2.2.1. HHDFX Suitability Analysis

The Hamlin High Dividend Equity Institutional Fund exhibits a few qualities that fit Joel and Rachel's
investing goals rather well. With assets under control of $1.52 billion, the fund has attained enough size to
guarantee operational effectiveness while preserving security choice flexibility. This ideal size suggests
that the fund runs within an effective asset range for its strategy based on Chen et al.'s ( 2004) study on

fund size and performance.

The way the expenses are set offers a strong value. Given context against its five-star Morningstar rating
and sustained outperformance, HHDFX's net expense ratio of 0.85% puts it competitively among its peer
group. The small difference between gross (0.97%) and net (0.85%) expenditure ratios points to effective
cost control and reduced dependence on fee waivers, therefore reflecting operational sustainability as

described in Carhart's (1997) key work on fund persistence.

2.2.2. RMQAX Suitability Analysis

The more complicated suitability profile of the Rydex NASDAQ-100 2x Strategy Fund begs various
guestions. Although enough for operational viability, the fund's quite small asset base of $374.69 million
points to limited economies of scale. When one considers its leveraged approach and more expensive

structure, this becomes very pertinent.

The expenditure structure seriously compromises long-term performance. Given the fund's high turnover
rate of 334%, the net expense ratio of 1.42% clearly reduces returns. Analysed using Grossman and Stiglitz's
(1980) model on market efficiency and information costs, these costs greatly affect the fund's capacity to

provide consistent after-cost alpha.

2.2.3. Synthesis and Implications
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Figure 1: A comparison of Expenses

All togerther, HHDFX shows better fit for the portfolio of the clients. For investors looking for consistent,
income-oriented equities exposure, its mix of modest fees, significant scale, and market familiarity makes
a strong value offer. The operational features of the fund fit rather nicely with the emphasis on sustained
income production and cost-effective risk management of contemporary portfolio theory.

On the other hand, RMQAX's high expenses, fast turnover, and small scale point to possible structural
inefficiencies endangering long-term performance goals. Although its leveraged approach has shown
outstanding absolute returns during bull markets, hefty expenses combined with operational intensity create

significant hurdles for consistent risk-adjusted performance.

This study supports our previous portfolio recommendations: while RMQAX's features make it
inappropriate for investors approaching retirement, HHDFX might be a fundamental holding inside a more
diverse strategy. The results line up with Sharpe's (1991) arithmetic of active management, stressing the

need of operations efficiency and costs in the long run performance of investments.

2.3.Alternative Investment Architecture

Drawing from Black-Litterman's portfolio optimization model, we propose a sophisticated core-satellite
structure that emphasizes risk-adjusted returns while maintaining sufficient growth potential. The core
component (65%) should focus on systematic risk premia capture through low-cost, tax-efficient vehicles,

potentially incorporating HHDFX as part of a dividend-focused allocation.



Asset class diversification should follow Fama and French's (2015) five-factor model, emphasizing
exposure to proven risk premia: market, size, value, profitability, and investment factors. This would be

implemented through a combination of:

e Large-cap value funds (35% core allocation)
e Quality dividend growth strategies (30% core allocation)
e Factor-tilted ETFs targeting specific risk premia (20% satellite allocation)

e Tactical positions for opportunistic returns (15% satellite allocation)

Current market dynamics, characterized by elevated valuations and increasing volatility, suggest
implementing tactical risk management overlays. This could include options-based tail risk protection and
dynamic rebalancing triggers, following the theoretical framework of Perold and Sharpe (1988) on dynamic
strategies in portfolio management. This proposed architecture balances the need for continued capital
appreciation with increasing emphasis on risk management and income generation, creating a bridge

between accumulation and distribution phases of the investment lifecycle.

3. Financial Projections and Analysis

3.1.Pension Value Computation

To project Joel and Rachel's pension value at retirement, we employ Bodie's (2003) lifecycle investment
framework. The following assumptions, derived from contemporary pension economics literature, form our

analytical foundation: Key Assumptions:

e Current combined annual salary: £160,000 (£80,000 each)

e Annual salary growth rate: 2% (aligned with UK historical wage growth)
e Combined employer-employee contribution: 10% (5% each)

e Investment return on pension assets: 4% real return (risk-free portfolio)
e Time horizon: 7 years until retirement

o Inflation rate: 2% (Bank of England target)

The pension value calculation follows the compound growth formula:

1+ r"-1
FV =P X (1 + )"+ PMTx—— ~x(1 + 1)
r

Where:

e P =Current pension value (assumed starting at £400,000 combined)



e 1 =Real return rate (4%)
e n=Time period (7 years)
e PMT = Annual contributions: £16,000 (initial year)

As such, the projected Total Pension Value at Retirement: £751,843

3.2.Income Analysis

Following Modigliani's (1966) life-cycle hypothesis, we analyze the current monthly after-tax income

considering UK tax regulations and available allowances.
Current Monthly Income Calculation:

e Combined Annual Gross Income: £160,000
e Less: Personal Allowances (2024/25): £12,570 x 2 = £25,140
e Taxable Income: £134,860

Tax Calculation (per person):

e Basic rate (20%) on £37,700: £7,540

e Higher rate (40%) on £29,730: £11,892
e Total Tax per person: £19,432

e Combined Annual Tax: £38,864

National Insurance Contributions (NICs):

e 12% on earnings between £12,570 and £50,270
e 2% on earnings above £50,270

e Annual NICs per person: £4,964

e Combined NICs: £9,928

Net Annual Income: £111,208
Current Monthly After-Tax Income: £9,267

This analysis reveals that Joel and Rachel's current tax-efficient income structure aligns with what
Bernheim et al. (2001) term the "optimal savings-consumption path," providing a robust foundation for
retirement planning. However, the projected pension value suggests the need for supplementary retirement
income sources, particularly given their current lifestyle expenditure of £10,000 monthly and charitable

commitments of £1,000 monthly.



4. Strategic Recommendation

Drawing from our comprehensive analysis through the lens of modern portfolio theory and behavioral
finance, we propose three strategically calibrated recommendations for Joel and Rachel's wealth

management strategy.

First, we advocate restructuring their current £2M equity portfolio toward a core-satellite architecture, with
HHDFX or similar high-dividend vehicles comprising 35% of core holdings. This aligns with Merton's
(2014) lifecycle investing principles while providing the stability required for their approaching retirement
horizon. The empirical evidence from our fund analysis suggests this would optimize their risk-adjusted

returns while maintaining necessary income streams.

Second, following Milevsky's (2006) retirement sustainability framework, we recommend establishing a
dynamic withdrawal strategy that synthesizes their multiple income sources—pensions, investment income,
and potential property equity. This should be calibrated to maintain their £11,000 monthly expenditure
(including charitable giving) while implementing tactical risk overlays to protect against sequence risk in

early retirement years.

Third, we propose implementing a tax-efficient transition strategy over the next seven years, gradually
shifting from capital appreciation to income generation. This approach, grounded in Thaler's (1985)
behavioral economics research, would help mitigate cognitive biases while optimizing their substantial

asset base for sustainable retirement income.

These recommendations synthesize modern portfolio theory with contemporary retirement research,

creating a robust framework for their wealth preservation and distribution objectives.
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