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Introduction 
 

Investment portfolio management has taken on many forms over the past several years. 

Financial planning took the form of point-in-time data. In many cases, a financial plan 

was obsolete once delivered to a client as the data was constantly evolving. Often, a 

financial plan was left on a shelf to collect dust. Once the plan was presented, the focus 

shifted to investment management. 

With the advent of Modern Portfolio Theory (MPT), financial professionals were 

presented with the concept of passive investment management (see Addendum ‘A’ for 

details). An early attempt at executing MPT was software from Frontier Analytics called 

Allocation Master (now owned by SunGard). The object of this software was to create 

an asset allocation based on a mathematic calculation that essentially plotted Risk 

Tolerance (measured as standard deviation) against a time horizon. The ten question 

risk questionnaire was used to determine risk tolerance. By plotting this standard 

deviation against the goal timing, the following chart would be created. 

 

The curved line in the chart reflects the optimal return for a given standard deviation. 

Then the software creates the pie chart shown above which reflects a mix of asset 

catergories based on the risk score associated with a given rate of return and time 
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horizon. And, while this is an easy platform to use, there are a number issues to 

confront. One major issue is the use of this platform on an ongoing basis for the same 

client(s). It was not using real-time data or specific investments such as mutual funds or 

ETFs. It is a passive investment portfolio management tool. 

For some financial practitioners, this may be a preferred method. But, for those who 

wish to take a more active approach to investment portfolio management, there is 

another clear choice to consider. This white paper explores the use of The E-Valuator 

software as an active asset management tool that is both highly sophisticated, yet easy 

to use on an ongoing basis. The charts and graphics provide an easy to grasp look at 

the specifics of an investment portfolio utilizing a number of trackable criteria. 

 

Portfolio Management: The Concept 

 

Portfolio management is the art and science of making decisions about investment mix 

and policy, matching investments to objectives, asset allocations for individuals and 

institutions, and balancing risk against performance.  

Portfolio management is all about strengths, weaknesses, opportunities and threats in 

the choice of debt vs. equity, domestic vs. international, growth vs. safety, and many 

other tradeoffs encountered in the attempt to maximize return at a given appetite for 

risk.  

In the case of mutual and exchange-traded funds (ETFs), there are two forms of 

portfolio management: passive and active. Passive management simply tracks a market 

index, commonly referred to as indexing or index investing. Active 

management involves a single manager, co-managers, or a team of managers who 

attempt to beat the market return by actively managing a fund's portfolio through 

investment decisions based on research and decisions on individual holdings.   
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For the financial practitioner, the concept is to assist the client(s) in reaching their 

financial goals. The difficulty in doing this lies in the changing criteria and/or investment 

environment. Typically, clients may have a change in the risk tolerance as they 

approach a goal. There may be changes due to the investment environment, such as a 

protracted market downturn. Clients could change their goals or change the time 

horizons for those goals. And the chosen investments in a portfolio may change due to 

poor management, market sector issues, investment manager changes, etc.  

Relying solely on investment performance can obscure a number of issues such as 

comparative performance measured against an index, Alpha and Beta measurement 

changes and other benchmarks. The point is that if an investment portfolio is managed 

passively, these multiple situations may not be properly addressed on an ongoing basis.  
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The Role of a Fiduciary 
 

Much has been written about the adoption of a Fiduciary Standard for financial 

practices. And the debate continues as firms grapple with what this means for their day-

to-day operations. The CFP Board of Standards, for its part, in 2011 conducted a 

webinar (www.cfp.net) which yielded some interesting perspectives on this subject. The 

focus was on the financial planning process. However, the points made in the webinar 

may be applicable to any financial practice. 

Clearly, though, the task of integrating fiduciary standards into a financial practice will 

take some thought, planning and should involve the development of workflow processes 

and/or task sets to ensure that all steps in each fiduciary process are carefully followed 

and nothing falls through the cracks. But, before we delve into the specifics of the 

fiduciary process, it might be appropriate to revisit the conditions in which a fiduciary 

status is mandated. 

Basically, anyone who handles anyone else’s money, even if the management of that 

money is outsourced, is considered a fiduciary. This broad definition applies to all 

financial advisors and others who work with clients and accept checks for deposit into 

financial accounts, investments, insurance, or other financial instruments. However, if 

you accept the concepts presented in the aforementioned webinar, the label of fiduciary 

can also be extended to those practitioners who provide financial planning, regardless 

of whether such services involve the handling of money. Because the label of Fiduciary 

is broad; adherence to fiduciary standards is imperative, given existing and potential 

future regulatory requirements.  

The question is how do firms translate the concepts into their day-to-day operations? 

With respect to the financial planning process, there are some clear steps that can be 

built into workflow task sets. As an example, consider the following requirements of a  
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CFP® designee when obtaining information from a client: 

1.) Identify the relevant information and documents 

2.) Communicate reliance on the completeness and accuracy of the information and, 

3.) If unable to obtain sufficient quantitative information and documentation to form a 

basis for recommendations, the CFP professional must either: 

a. Inform Client of the deficiency and limit the scope of the engagement to 

those matters for which sufficient information is available (CFP Board of 

Standards Rule 3.3), or, 

b. Terminate the engagement 

The above list is easily expressed as a flowchart as shown in Figure 1.  

  

 

 

Figure 1 
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Additionally, developing recommendations based on Fiduciary Standards might include 

the following: 

1.) Identify and document alternatives 

2.) Evaluate alternatives and ensure they meet the client’s goals, and, 

3.) Communicate recommendations to client and describe how it will impact client’s 

ability to meet their goals and priorities 

The final steps for implementation could look like the following steps: 

1.) Agree on implementation responsibilities  

2.) Select products, documenting product selection basis and criteria 

Each of these steps can be ‘mapped’ to a flowchart and then built into a workflow 

process. The visuals developed might also be shared with client to demonstrate the 

fiduciary process and the role of the practice in protecting the best interests of the client. 

One of the reasons to illustrate such processes in a flowchart is that it can easily be 

published and is a powerful learning tool for employees. Simply said; some employees 

learn faster and easier using visuals such as these. Whether your firm chooses to use 

an electronically stored procedures manual or printed form, using flowcharts with written 

procedures can increase the efficiency of operations and decrease the time it takes to 

train employees. 

With complicated workflows, it becomes even more important to develop such visual 

aids, as it can be difficult to avoid steps being skipped or falling through the cracks 

without a system to ensure that all steps are followed. Even with such written 

procedures and workflow charts, there is no guarantee that steps may be overlooked 

unless there is also a system to track each step in a set of workflow procedures.  For 

this, having a workflow management system is critical. For most, it may be that your firm 

already has such a system, if you are using client relationship management (CRM) 

software that contains this feature. Having the ability to not only automate steps in a 

fiduciary process, but to document the completion of each step and by whom, gives the 

firm a valuable compliance and employee management resource. 
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The Department of Labor has now entered the fray with its own version of a fiduciary 

standard.  

Middle-class economics means that Americans should be able to retire with dignity after 

a lifetime of hard work. But loopholes in the retirement advice rules have allowed some 

brokers and other advisers to recommend products that put their own profits ahead of 

their clients’ best interest, hurting millions of America’s workers and their families. 

Lacking of education and tracking aids make it hard for those unfortunate workers to 

refuse these bad advices. 

A system where firms can benefit from backdoor payments and hidden fees often buried 

in fine print if they talk responsible Americans into buying bad retirement investments—

with high costs and low returns—instead of recommending quality investments isn’t fair. 

A White House Council of Economic Advisers analysis found that these conflicts of 

interest result in annual losses of about 1 percentage point for affected investors—or 

about $17 billion per year in total. To demonstrate how small differences can add up: A 

1 percentage point lower return could reduce your savings by more than a quarter over 

35 years. In other words, instead of a $10,000 retirement investment growing to more 

than $38,000 over that period after adjusting for inflation, it would be just over $27,500.  

In February of 2016, the President directed the Department of Labor to move forward 

with a proposed rulemaking to require retirement advisers to abide by a “fiduciary” 

standard—putting their clients’ best interest before their own profits. And then, the 

Department of Labor took the next step toward making that a reality, by issuing a Notice 

of Proposed Rulemaking (NPRM) to require that best interest standard across a broader 

range of retirement advice to protect more investors. The proposal has now passed into 

effect. 

This rule is the result of years of work and reflects feedback from a broad range of 

stakeholders— including industry, consumer advocates, Congress, retirement groups, 

academia, and the American public. The rule includes broad, flexible exemptions from 

certain obligations associated with a fiduciary standard that will help streamline 

compliance while still requiring advisers to serve the best interest of their clients.  
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Given the work of the three organizations comprising the Financial Planning Coalition 

(the Financial Planning Association (FPA), The CFP Board of Standards and The 

National Association of Personal Financial Advisors (NAPFA), the Committee for The 

Fiduciary Standard, the SEC and others to promote and encourage Congress to pass a 

uniform Fiduciary Standard, it is incumbent upon financial practitioners to prepare for 

the enforcement of a standard. Using documented task and workflow procedure sets 

will accomplish this efficiently.  Having portfolio management software that can integrate 

data efficiently and provide a visual presentation for clients is even better. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Comments related to the Department of Labor proposed Fiduciary Rule are taken from a Dept. of Labor 
Factsheet -  www.dol.gov/protectyoursavings/FactSheetCOI ) 
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Portfolio Management: The E-Valuator Software Solution 
 

The E-Valuator software was developed to provide easy, customizable solutions that 

help investors and their financial advisors establish and maintain their performance 

tolerance standards. This unique software is made possible through an intuitive user-

friendly dial system that enables investors to establish and track their customizable 

performance tolerance standards. Developed and field tested by a team of financial 

experts, The E-Valuator combines industry leading control with dynamic charts and 

reports that opens a new paradigm regarding investment performance management. 

With recent proposals for investment fiduciary standards, it is incumbent on financial 

practitioners and companies that provide retirement plans to do whatever is necessary 

to reach or exceed those standards. The E-Valuator software is capable of meeting and 

exceeding those standards in a highly sophisticated, yet easy to use SaaS-based 

solution.  

What follows is an examination of those features inside the software that make the 

process of investment portfolio management comprehensive, sophisticated and easy to 

understand.  
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One of the fundamental aspects of the software is creating advisor default settings. 

These are settings that form a starting point. The visual below gives a glimpse of what 

those settings are. The dial settings establish the parameters for “acceptable” and 

“unacceptable” levels of performance and are an easy way to adjust the defaults to 

match whatever the advisor(s) wishes to have in the way of starting points. The 

Duration Tolerance inside the Dial Settings tab establishes the length of time (in 

months) an advisor would tolerate lagging performance until replacing an investment 

would be warranted.  There are also settings for Credit Attribution, Investment Selection 

Criteria, Investment Selection, Benchmark Alternative Investments, Fee Disclosure and 

Disclaimer, making the process very efficient. 
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Credit Attributions provide the ability to intially select the timeframes to be included in 

the analysis.  Then, to apply emphasis (weighting) based on the influence each 

timeframe has on the analytical output. The timeframes can easily be adjusted by 

moving the button on the slide bar from left to right at the bottom of the table.  Or, the 

timeframes and credits can be customzied by individually selecting each timeframe and 

applying the appropriate amount of credits (weighting) per each timeframe via a 

dropdown button. 
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The Investment Selection Criteria is very comprehensive and can be adjusted based on 

multiple criteria including performance, risk management, expense, tenure, etc., as 

shown below.  This section is used to filter through Morningstar’s investment universe 

when selecting or replacing investments within a portfolio. 
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Investment Selections may be customized based on available investments (in the case 

where the financial advisor may be limited to just those choices). Or, it can be left open: 

 

Benchmark Alternative Investments is where the advisor can be select and store up to 

three replacement investments for each benchmark.  The investments held in this grid 

will be the Alternative Investments that will be displayed whenever a client has a current 

investment showing as replaceable.  The advisor can add, or change, the Alternative 

Investments within each benchmark by simply entering updated ticker symbols. 
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Fee Disclosures and Disclaimers can be set up in the default settings and can be 

adjusted (or imported) based on the requirements of the advisor and/or their broker 

dealer. 

 

The most efficient component of this software is the Automated Email Reports.  This 

feature allows the advisor the ability to establish the report package that is automatically 

generated, the frequency it is generated (monthly, quarterly, semi-annual, etc.), the day 

of the month it is delivered, and to whom it is automatically sent.  Once these settings 

are established, the reporting package is compiled and delivered in a customized 

manner without the advisor spending any time.  Highly Efficient.  
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In short, adjusting these default settings can substantially increase the efficiency of the 

workflow process involved in analyzing and preparing an investment portfolio for a 

client. 

And, as impressive as these default settings are, the actual tools used with a client’s 

investment portfolio are substantially more impressive. In providing reports for clients, it 

is critical to be able to deliver reports that cover all of the aspects associated with 

investment portfolio management. But, in doing so, it is also imperative to make these 

reports understandable for a client who most likely does not have the time to analyze 

the math or the complexity associated with a portfolio. Thus having reports that not only 

cover the bases, but provide a quick and easy to absorb format is quite helpful. 
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On the portfolio side, there are ten report capabilities. The list is as follows: 
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The first report, the Bubble Chart will be explained at the end of these report sections as 

it is one of the most valuable reports offered by the software. The Trending Summary, 

as shown below, provides a quick view way to track the trends, and current status, of all 

assets held in a particular portfolio: 

 

As was shown earlier, the sections at the bottom of the above graphic were shown 

under the default settings. However, as can be seen here, each client portfolio can be 

adjusted based on three separate criteria: Dial Settings, Credit Attribution and Duration 

Tolerance. The list of investments illustrated in the Trending Summary (shown above) 

quickly identifies the status of each underlying investment inside a portfolio. 
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The Performance Tolerance Analysis provides a colorful way to quickly spot issues that 

need to be addressed with the underlying assets in a portfolio. The colors represent 

either a strong Keep (dark green) all the way to a strong Replace (dark red). By viewing 

the chart below, trends can be quickly identified which can give advisors indications on 

investment decisions and be able to share those indications and decisions with a client. 
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There is also an Asset Chart (shown below), which provides a way to quickly see the 

relative weighting of investments in a portfolio. The pie chart identifies the asset mix and 

the chart to the right of it provides both balance details and color-coded Keep, Watch, 

and Replace markers.  

 

Asset Chart 
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The Portfolio Investments vs. Benchmarks chart shows the performance of each 
portfolio holding relative to its peer group for the timeframes listed below. 
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The Volatility Measurements - Expense Ratio report, shown below, is a valuable tool to 

better understand how the investments shown measure up to the client’s investment 

performance and risk tolerance. 
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The Fees Report is detailed.  This report breaks down the internal expense of each 

holding within the current portfolio and compares that expense to the average cost of 

the cooresponding  benchmark.  The totals shown at the bottom of the chart (below) are 

easy for a client to understand, and serves as a great tool to identify not only the 

internal expense, but the overall expenses associated with a portoflio. 
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The Benchmark Averages report is a colorful, comprehendible report that shows the 

performance of each Benchmark for the pre-determined timeframes.  The report also 

highlights which Benchmarks a client is currently invested in.  This provides a quick 

snapshot of which investment categories are up or down: 
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The Bubble Chart is clearly one of the most popular reports available to both advisors 

and their clients.  

The Bubble Chart 

 

This chart is one of the best reports provided in the E-Valuator software as it provides a 

color-coded snapshot of the investments in a portfolio and their current standing ranging 

from a strong Keep Zone (dark green area) down to the strong Replace Zone (sharp red 

area). Each investment within the portfolio is represented by a bubble.  The color of the 

bubble is associated with the color coded ticker below.  The size of the bubble 

represents the amount of assets in that particular holding, thus the larger bubbles 

encompass a larger portion of the portfolio assets.  Bubbles in the dark green area 

(Keep Zone) represent investments that are meeting the client’s performance 

requirements, while bubbles in the red area (Replace Zone) represent investments that 

are no longer meeting the performance expectations of the client.  Light green zone 

represents above average, but not to the level of complete satisfaction to the client.  

And, amber zone represents lagging performance but not to the point the client would 

want the investment replaced. 
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There are a set of individual investment reports available to advisors and clients. This is 

the Performance Tolerance Analysis for a single fund, CNGAX in this example.  This 

report encompasses over 1,800 calculations to arrive at the status of each investment. 

 

The chart in the top section of this report provides a quick summary to the investment’s 

status, i.e., E-Valuator score, Indicator Status, Momentum, and Duration. 

The color-coded boxes provide easy reference to an investment’s performance for 

various timeframes (left side of the table) at various month-ends (top header of each 

column).  Superior investment performance is indicated by a dark green shaded box, 

while lagging investment performance is indicated by a red shaded box.  This system 

tracks 30 months of data on a rolling basis and posts the most recent 15 months. 
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The Trending Analysis, shown above, is a quick and helpful way to spot trends on an 

individual investment. Many of the prior portfolio management systems only address 

trending on a portfolio level. With the added capability of digging deeper into the data, 

managing the portfolio is more likely to bring better overall results that match the 

expectations of the client and provide a more stable investment environment. 

There are four other sections to the investment reports section. The first of these four 

are Performance Statistics (MPT) as in the example shown below.  Here the 

investment’s Performance Statistics are compared to its benchmark (per Morningstar, 

Inc.) for the past 1, 3 and 5 year timeframes. 
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The next section is a Static Return Analysis.  For purposes of understanding the 

comparison of a particular investment with an associated benchmark, this graph clearly 

shows that alignment. 
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The next report, Calendar Year Returns, has a similar look. The graphic shows an easy 
to spot comparison of calendar year returns within its associated benchmark. This is a 
helpful report to spot trends associated with an individual investment. 
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The final investment report is the Rolling Return History. Again, this report reflects 

rolling returns over a variety of time periods for a specific investment. This report is 

helpful to better understand the relationship between performance for specific time 

periods and how each of these time periods relate to the overall trends of that 

investment. 

 

 

In all, the software provides a large array of reports, on both the Individual Investment 

and Portfolio level, that can be used by the financial advisor and/or provided to clients. 
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Portfolio Management: The Discussions 
 

In an effort to confirm the findings on The E-Valuator, discussions were held with 

several users in a variety of capacities ranging from internal employees of the software 

company to end users and academicians. The users had a wide range of experience 

and familiarity with the software.  

Rick Keast – Rick brings a unique perspective to the value of The E-Valuator software. 

Rick’s firm, Red Hawk, specializes in providing fiduciary advisory related services. Rick 

believes the software is the ideal solution for 3(21) and 3(38) fiduciaries.   

Rick works with hundreds of advisors around the US providing advisory services to 

retirement plans and other investment services. He was previously using FIRM to 

analyze and monitor investments within retirement plans and Riskalyze as a risk 

tolerance measurement tool.  The advisors Rick works with found The E-Valuator to be 

very intuitive. Rick feels that The E-Valuator is an excellent vehicle for remaining in 

compliance with all fiduciary responsibilities. He values its ability to monitor and select 

investments and appreciates that it is able to integrate data from various sources. With 

The E-Valuator’s automated emails, Rick’s advisors are alerted of potential concerns, 

providing time-saving efficiency. Rick feels that one of the main benefits of the software 

is the ability to show clients both the Individual and Portfolio investment reports and 

involve the client in the process. He feels this tool is helpful with client acquisition, 

demonstrating more visually to the prospective client how their investments will be 

selected and managed, leading to better understanding. Clients love the bubble chart 

and the daily updates allow clients to see up to date information.  
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David Smith – David is the owner of a broker dealer and RIA. David has witnessed the 

benefit of using The E-Valuator with his clients and has benefited from the ease of 

management and oversight.   

David, as a retirement plan consultant, has used The E-Valuator as the analytical tool 

for his company’s retirement plan.  David has also used The E-Valuator software when 

working with his retirement plan clients as the plan’s advisor.  He feels The E-Valuator 

is perfectly suited for retirement plan investment committees who, in his eyes, represent 

the “ultimate client”, in that, they are the individuals that need to be able to comprehend 

the output of the tool and determine its usefulness to them as fiduciaries overseeing the 

assets on the behalf of their employees.  Aside for services current clients David 

considers The E-Valuator to be a great prospecting tool. 

David recently implemented the software with a 401k client who had maintained a 

retirement plan for 10 years. The client was given bad information from accountants that 

pertained to the competitive performance of the investments inside their retirement plan. 

A demo of The E-Valuator to the investment committee saved the account by clearly 

identifying the client’s performance standards and securing those standards are being 

met. David recently acquired a new retirement plan client whose plan assets were all 

appearing in the red replacement zone of The E-Valuator’s analysis. This has been a 

recurring experience for David, acquiring clients based on their appreciation of the 

benefits of using The E-Valuator.  It took only a few seconds to demonstrate how The E-

Valuator investment selections completed a better picture. The visual format is easy for 

clients to understand. David works with a variable life insurance company but was not 

happy with sub-accounts. He located some equivalent investments, ran the analysis on 

The E-Valuator and found 45% of the existing investments were below average. David 

was able to convince the company to reposition based on The E-Valuator’s suggested 

investment options. David appreciates the ease of use of The E-Valuator and that 

mutual funds and collective funds are available within the analysis.  
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Marlin Overman – CFO of an engineering firm. 

Marlin, as a 401(k) plan sponsor, has worked closely using The E-Valuator as a tool for 

selecting and monitoring the investments offered to participants in his company’s 

retirement plan. Marlin noted that prior to using E-Valuator reporting was more 

cumbersome and labor intensive. He feels The E-Valuator is more visual and makes it 

easier to spot underperforming assets. Marlin appreciates that the software makes 

investment analysis more quantitative and less subjective.  He mentioned that the 

software does a great job of evaluating replacement funds very quickly. He knows about 

the new fiduciary rules, and feels comfortable that using The E-Valuator keeps him in 

compliance. Marlin most looks forward to receiving and reviewing his company’s 401(k) 

plan status through the automated reports sent by his advisor.  He perceives the 

software as making reports much more visible and easy to comprehend. 

 

Julie Waage – Director of HR of a health administration company. 

Julie uses The E-Valuator client reports for regular meetings (monthly) as well as with 

the 401(k) committee (twice a year).  Julie feels the bubble chart is easy to understand 

and the use of the colors green, yellow or red throughout the reports serve as an easy 

tool to identify investments on the Keep, Watch or Replace list thereby making 

decisions quick and painless.  

 

Todd Mathison – Todd is a Qualified Plan Consultant who specializes in acquiring new 

client relationships and sustaining existing relationships.  The E-Valuator is a valuable 

tool in helping him differentiate his company and their investment process from the 

competition.  

Todd is also a co-advisor on 401k plans. Todd feels that there is no other tool currently 

available that allows plan sponsors place emphasis on input and control over 

investment choices other than The E-Valuator. Sponsors get to determine their own 

investment tolerance thresholds and The E-Valuator is designed to take huge amounts 
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of data and make it simple for them to understand. The bubble chart is most popular 

tool amongst Todd’s clients. Todd appreciates that The E-Valuator takes into account 

beta and standard deviation and works with mutual funds and ETFs, and is working to 

include individual stocks as well.  He indicated that he can complete what used to be 

hours of work in seconds. 

 

David Kluth – David works for a TPA and fields the vast majority of their retirement 

plan participant inquiries.  He has a working knowledge of The E-Valuator. 

His job involves extensive communications with 401k clients, he delivers reports, 

explains the choices, and he mentioned that clients are very happy with the outputs. 

David feels that plan participants appreciate the bubble chart as it is a form of 

communication that doesn’t require understanding of complex investment concepts and 

terms. In contrasting The E-Valuator and other investment software’s, David feels that 

most investment software’s he has experience with often fail The E-Valuator criteria 

because they are only designed to work on a portfolio level, whereas The E-Valuator 

works on both the portfolio and individual investment level. He believes that the 

software works well with advisors emphasizes its ability to allow advisors to manage 

assets based on what the clients’ wants and needs are. 

  

Stephanie Cregan – Stephanie is an internal customer service representative for an 

RIA. She works within The E-Valuator system on a daily basis.   

Stephanie is very knowledgeable with The E-Valuator solution. She reiterated what 

others have said in that the software is easy to use and provides understandable 

reports for clients. The clients she deals with are primarily companies with 401k plans. 

She confirmed that for those clients, the bubble chart is very popular. She likes the ease 

of data entry (or data importing) and sees the solution overall as very efficient. She 

mentioned that improvements to The E-Valuator will soon address data exporting and 
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being able to incorporate individual stocks, bonds, etc. She also mentioned that the 

default settings can save a lot of time. It is a very efficient feature.  

 

Dr. Nathan Harness – Professor at Texas A&M University.  Dr. Harness used the 

software as a core component of his financial planning class.  In conjunction with The E-

Valuator, he created a competition among the students called the T.E.A.M. University 

Challenge.  TEAM is an acronym for The E-Valuator Asset Management.  Among 

participating Universities, the student that has the best combined scoring based on the 

highest performance across multiple timeframes (3 months, 1 year and 3 year), risk 

management based on the lowest standard deviation across multiple timeframes (1 

year & 3 year), and lowest combined expense ratio on their total portfolio, won a trophy 

at the end of the semester.  

Dr. Harness indicated that competition is very valuable in learning and helped 

encourage students to better understand the software. Students with the highest returns 

don’t always win the challenge. The E-Valuator’s renewal license for 100+ students is 

donated to the university. Dr. Harness wants to have The E-valuator available to his 

classes for more than one term. He said that the bubble chart is a favorite feature with 

his students as it offers an easy to comprehend visual representation. They appreciate 

also that the output numbers are color-coded, so the combination of colors and 

numbers make it an easily digestible presentation. The E-Valuator makes the process 

more efficient and easier to present to clients. The negative side at this time is that it 

really only manages mutual funds and ETFs. It doesn’t study separately managed 

accounts (SMA’s, stocks, etc.) where tolerances are greater than just risk tolerance.  

In all, these discussions confirm the findings of this whitepaper.  
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Portfolio Management: The Conclusions 
 

This whitepaper is a truly independent study of The E-Valuator Software. Having an 

independent, third-party researcher gives readers a high level of objectivity in the 

conclusions of this study. 

In addition to the research of the software, the discussions provide another confirming 

element to this whitepaper. Speaking with a wide variety of people with knowledge of 

the software, the discussions provide a way to better understand the uses of the 

software and how it relates to the end user. 

Also, by providing compare/contrast studies that reveal the strengths and weaknesses 

of both The E-Valuator software and other solutions, it is easier to build a differentiation 

argument. The software is a unique blend of highly detailed information presented in 

both a visual and calculation way. Because of the choices that a user can pick from, it 

offers a high degree of flexibility in its use.  

The E-Valuator provides a much more detailed and defensible method of analyzing a 

set of investments, making the choices for investment selection, replace and or 

retention more compelling. Being able to present those findings to a client, using the 

visual tools, is more efficient and accurate. Most clients that own companies with 401k 

plans are not interested in all the details (with some exceptions). They just want to know 

that their employees who are invested in the plan are having their investments managed 

expertly. And they want to be able to understand how the management of their assets 

are handled, albeit without every last calculation being illustrated. The Bubble Chart, 

mentioned frequently in this whitepaper, is a very useful and easy to understand tool.  

The E-Valuator portfolio management software, based on the discussions and research 

conducted for this whitepaper, is an industry-leading solution. Its high degree of 

specificity and analytical features combined with the easy to understand visual 

presentations position the software as uniquely able to address fiduciary rules, 

regardless of how those rules may change in the next few years.  
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One potential drawback, which is currently being addressed by the staff at The E-

Valuator, is the inability of the software to directly use investments other than mutual 

funds and ETFs. And, while the choice of end users could be to substitute indexes for 

those investments, adding the expanded ability to choose from a wide variety of 

investments will make this software even more flexible. 

It is the opinion of the authors of this whitepaper, though, that The E-Valuator is a well-

thought out, sophisticated yet easy to use and understand solution. 

Respectfully, 

Dr. David L. Lawrence, RFC, AIF 

And 

Bi, Qianwen, Ph.D. 
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Addendum A: A Brief History of Portfolio Management 

When we talk about our investing portfolios, very few people are confused by the term. 

An investment portfolio is a collection of income-producing assets that have been 

bought to meet a financial goal. If you went back 50 years in a time machine, however, 

no one would have the slightest clue what you were talking about. It is amazing that 

something as fundamental as an investment portfolio didn't exist until the late 1960s. 

The idea of investment portfolios has become so ingrained that we can't imagine a 

world without them, but it wasn't always this way. 

There has been an evolution of the modern portfolio from its humble beginnings in an 

unremarkable, and largely ignored, doctoral thesis, all the way to its current dominance, 

where it seems nearly everyone knows what you mean when you say, "you better 

diversify your portfolio." 

The Early Days 

In the 1930s, before the advent of portfolio theory, people still had "portfolios." However, 

their perception of the portfolio was very different, as was the primary method of 

building one. In 1938, John Burr Williams wrote a book called "The Theory of 

Investment Value" that captured the thinking of the time: the dividend discount model. 

The goal of most investors was to find a good stock and buy it at the best price. 

Whatever an investor's intentions, investing consisted of laying bets on stocks that you 

thought were at their best price. During this period, information was still slow in coming 

and the prices on the ticker tape didn't tell the entire story. The loose ways of the 

market, although tightened via accounting regulations after The Great Depression, 

increased the perception of investing as a form of gambling for people too wealthy or 

haughty to show their faces at the track. 

In this wilderness, professional managers like Benjamin Graham made huge progress 

by first getting accurate information and then by analyzing it correctly to make 

investment decisions. Successful money managers were the first to look at a 

company's fundamentals when making decisions, but their motivation was from the 
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basic drive to find good companies on the cheap. No one focused on risk until a little-

known, 25-year-old grad student changed the scope of investment management. 

Harry Markowitz, then a graduate student in operations research, was searching for a 

topic for his doctoral thesis. A chance encounter with a stock broker in a waiting room 

started him in the direction of writing about the market. When Markowitz read John Burr 

Williams' book, he was struck by the fact that no consideration was given to the risk of a 

particular investment. 

This inspired him to write "Portfolio Selection," first published in the March 1952 Journal 

of Finance. Rather than causing waves all over the financial world, the work languished 

in dusty library shelves for a decade before being rediscovered. (To learn more about 

other investing pioneers, read The Intelligent Investor: Benjamin Graham and 

our Greatest Investors tutorial.) 

One of the reasons that "Portfolio Selection" didn't cause an immediate reaction is that 

only four of the 14 pages contained any text or discussion. The rest were dominated by 

graphs and numerical doodles. The article mathematically proved two old axioms: 

"nothing ventured, nothing gained" and "don't put all your eggs in one basket." 

The interpretations of the article led people to the conclusion that risk, not the best 

price, should be the crux of any portfolio. Furthermore, once an investor's risk 

tolerance was ascertained, building a portfolio was an exercise in plugging investments 

into the formula. 

"Portfolio Selection" is often considered in the same light as Newton's "Philosophiae 

Naturalis Principia Mathematica;" someone else would have eventually thought of it, but 

he or she probably would not have done so as elegantly.  

Markowitz's work formalized the investor trade-off. On one end of the investing teeter-

totter, there are investment vehicles like stocks that are high-risk with high returns. On 

the other end, there are debt issues like short-term T-bills that are low-risk investments 

with low returns. Trying to balance in the middle are all the investors who want the most 
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gain with the least risk. Markowitz created a way to mathematically match an investor's 

risk tolerance and reward expectations to create an ideal portfolio. 

He chose the Greek letter beta to represent the volatility of a stock portfolio as 

compared to a broad market index. If a portfolio has a low beta, it means it moves with 

the market. Most passive investing and couch-potato portfolios have low betas. If a 

portfolio has a high beta, it means it is more volatile than the market. 

Despite the connotations of the word volatile, this is not necessarily a bad thing. When 

the market gains, a more volatile portfolio may gain significantly more, when the market 

falls, the same volatile portfolio may lose more. This style is neither good nor bad, it is 

just prey to more fluctuation.  

Investors were given the power to demand a portfolio that fit their risk/reward profile 

rather than having to take whatever their broker gave them. Bulls could choose more 

risk; bears could choose less. As a result of these demands, the Capital Assets Pricing 

Model (CAPM) became an important tool for the creation of balanced portfolios. 

Together with other ideas that were solidifying at the time, CAPM and beta created 

the Modern Portfolio Theory (MPT).  

The implications of MPT broke over Wall Street in a series of waves. Managers who 

loved their "gut trades" and "two-gun investing styles" were hostile toward investors 

wanting to dilute their rewards by minimizing risk. 

The public, starting with institutional investors like pension funds, won out in the end. 

Today, even the most gung-ho money manager has to consider a portfolio's beta value 

before making a trade. Moreover, MPT created the door through which indexing and 

passive investing entered Wall Street.  

 

 

(Portions of this history are reprinted from The History of the Modern Portfolio by Andrew 
Beattie, published by Investopedia.com.) 

 


