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“The AAII Way” is a new project to help 
you create a comprehensive and 
personalized plan for investing.

It will help you to become a more 
effective manager of your own assets.



Building on What We’ve 
Previously Done

www.AAII.com



Since AAII began, there has been a 
growing amount of research showing 
how systematic approaches lead to 

better outcomes



We Easily Lose Sight of What’s 
Really Important

Source: “My Personal Portfolio Four Months After the Correction,” AAII Investor Update, 
April 25, 2018.

www.AAII.com



Noise Affects Our Decisions



Jim Cloonan’s Rules for 
Investing Success

• Rule #1: Develop a consistent,           
well-defined approach to investing

• Rule #2: Stick to Rule #1

Source: ”Adherence to Rules Helps Model Shadow Stock 
Portfolio’s Performance,” by James Cloonan AAII Journal, October 2012.

www.AAII.com



The optimal strategy is not one that 
maximizes return, but rather one that 

helps you stick to your long-term 
investing plan and achieve your goals.



The AAII Way will help you define what 
the optimal strategy is.



What Will It Encompass?

• A series of worksheets unveiled at 
www.aaii.com/AAIIWay

• Commentaries in the weekly AAII Investor 
Update

• Revised versions of the worksheets in the 
AAII Journal

• Longer-term: Integrated into AAII.com 
and potentially a new book

https://www.aaii.com/AAIIWay


The Five-Step Process

www.AAII.com

Source: “A Process for Creating Your Own Wealth Plan,” AAII Journal, June 2020.



The Process Is Based on
Simple Premises

• Know who you are as an investor

• Identify and follow a strategy that’s right 
for you

• Review and adjust as necessary

Lots of details behind these bullet points



The plan can be as simple or complex 
as you need it to be.

Some investors may have one portfolio 
managed by a professional; others 

may fully self-manage their portfolio to 
reach different goals



Regardless of how you invest, the process 
always starts with defining who you are as 

an investor.

www.AAII.com



What Are You Investing For?

www.AAII.com



Why Do This Exercise?

• Writing down goals makes them more 
concrete

• Forces you think about why money is 
important

• Helps you define your time horizon and 
the level of risk you can take

• Makes you prioritize goals



Example: Retired Couple

• Bob and Jane are recently 
retired

• Social Security and 
pension benefits

• $1.5 million in savings

• Kids and grandkids



Bob and Jane’s Goals

www.AAII.com

Source: “Defining Your Investing Goals,” AAII Journal, July 2020.



Let’s define their tolerance for risk.

www.AAII.com



Why Do This Exercise?

• The timing of when you need the money 
and the duration of time you’ll spend on 
the goal (lump sum, 20+ years, etc.) 
drive the allocation decision

• Wealth may allow you to be more or less 
aggressive

• Your emotional ability to tolerate risk may 
be different than your financial ability



What We Know About 
Bob and Jane

• They are affluent

• They have non-portfolio income from 
pensions and Social Security

• The timing of their primary goal, funding 
retirement, is now

• The duration of paying for the goal is 
potentially three decades or more



Bob and Jane’s Timing Risk

www.AAII.com

Source: “Our Revised Risk Tolerance Worksheet,” www.aaii.com/AAIIWay

https://www.aaii.com/AAIIWay


More About Bob and Jane

• Fairly disciplined investors, but have 
reduced exposure to equites during past 
bear markets

• Cash flow provides a buffer against 
market volatility

• Understand investing concepts, but don’t 
consider themselves experts



Financial and Psychological Risk

www.AAII.com

Source: “Our Revised Risk Tolerance Worksheet,” www.aaii.com/AAIIWay

https://www.aaii.com/AAIIWay


Their Wealth and Cash Flow 
Allows Them to Be Aggressive

www.AAII.com

Source: “Our Revised Risk Tolerance Worksheet,” www.aaii.com/AAIIWay

https://www.aaii.com/AAIIWay


Risk Tolerance Definitions

www.AAII.com

Source: “Our Revised Risk Tolerance Worksheet,” www.aaii.com/AAIIWay

https://www.aaii.com/AAIIWay


Given Bob and Jane’s tolerance and goals, 
an aggressive allocation of 90% stocks and 

10% cash may make sense for them.

(The lack of cash flow needs allows them to 
seek long-term growth.)

www.AAII.com



What If Bob and Jane Had Less
Guaranteed Cash Flow?

• Sequence of returns would matter more 
(greater timing risk)

• Psychologically, they might prefer less 
volatility in portfolio returns because non-
portfolio income covers less of their 
spending needs (greater financial risk)



Without the high level of cash flow, a 
moderate allocation of 60% stocks and 40% 
bonds/cash may make more sense for the 

retired couple.

(They need to balance income needs with 
the requirement for portfolio growth.)

www.AAII.com



Preferences to Be Decided

• Do Bob and Jane want to manage the 
portfolio themselves?

• Is active management or indexing 
preferable?

• Do they want to pick stocks and bonds, or 
would they prefer mutual funds and ETFs?



If They Choose to Self-Manage

• Bob and Jane should have clear buy and 
sell rules (like AAII model portfolios do)

• If using funds, they’ll need to consider 
portfolio allocations, changes in objectives 
and performance relative to category

• If buying individual stocks, they should 
analyze valuation, earnings, dividends and 
fundamentals



Monitoring

• Bob and Jane should regularly analyze 
their investments to ensure sell rules 
aren’t being violated (AAII’s My Portfolio 
can help)

• They should periodically assess their risk 
tolerance

• Any life changes (e.g., their health 
deteriorates, more grandchildren are born, 
etc.) would require them to reassess their 
goals



The goal for Bob and Jane is to develop a 
policy statement to guide them through 

their investing decisions.

www.AAII.com



An added benefit is that they’ll be able to 
articulate what they are doing and why.

This will make it easier for someone 
(e.g., one of their children) to step in on 
their behalf and make the decisions they 

would want to be made.

www.AAII.com



Watch Us Build the AAII Way

• AAII Investor Update: 
www.aaii.com/investor-update

• AAII Way: www.aaii.com/AAIIWay

• AAII Journal: www.aaii.com/journal

https://www.aaii.com/investor-update
http://www.aaii.com/AAIIWay
https://www.aaii.com/journal


AAII Investor Update

(www.aaii.com/investor-update)

www.AAII.com

https://www.aaii.com/investor-update


We want The AAII Way to be useful to you. 
Try out what we’ve developed so far and 
give us feedback at journal@aaii.com.

www.AAII.com

mailto:journal@aaii.com
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