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CASE STUDY: SIMON SPECTRUM FOR PORTFOLIO CONSTRUCTION

The challenge
A decade or two ago, it was a simpler investment world. Most investors simply looked to a diversified
60/40 portfolio to weather the natural ups and downs of the market.
Today, advisors face a unique set of challenges in managing wealth. As investment opportunities
evolve and expand, advisors must also address how client portfolios will perform in a high-inflation
environment with the Fed hiking rates, while still protecting clients from recessionary risks. Advisors
are tasked with distilling a lot of information to build robust portfolios aimed at achieving their clients’
investment goals. To succeed in this turbulent landscape, adaptability is key.

Access to investment education and analysis is
paramount to making informed decisions.
Technology built to give advisors an edge
SIMON Spectrum, a digital portfolio construction tool developed by SIMON, was built to empower
advisors as they navigate today’s modern investment landscape. It makes it easier for them to:
•

Analyze investment opportunities

•

Visualize how well an investor’s objectives align with their portfolio holdings

•

Explore the impact of risk-managed and alternative investments

Uniquely positioned to bring clarity to investment categories that are often less understood than
traditional stocks and bonds, SIMON Spectrum gives advisors the depth of information they need to
make informed decisions.

For the first time, advisors have an entirely new window into risk-managed and
alternative investments to deepen their understanding by independently exploring the
following dimensions:
Protection: How well is the investment/portfolio protected?
Upside: What is the opportunity for return?
Liquidity: How long is principal committed?
Simplicity: How complex is the investment/portfolio?
History: How far can underlier/product performance be tracked and measured?

FINANCIAL PROFES SIONAL USE ONLY

SIMON MARKE TS LLC

|

2

CASE STUDY: SIMON SPECTRUM FOR PORTFOLIO CONSTRUCTION

A powerful tool for portfolio construction
Many risk-managed and alternative investment offerings in the market today are designed to deliver
new ways to grow assets, generate income, manage unpredictable markets, and diversify holdings. Take
structured investments. While they’ve been available for many years, recent technology and education
have led to improvements in understanding how they are used in portfolio management. Structured
investments can play a valuable role in portfolio construction, helping investors fine-tune their market
exposure to pursue growth or income needs. Linked to an underlying asset, such as an equity index or
ETF, a structured investment can often provide downside protection against a market decline and even
cap a financial loss while offering some upside participation in the underlying market.

With SIMON Spectrum, advisors can confidently explore if and how
a structured investment might better align a client’s portfolio with
their objectives.

CASE STUDY

SIMON Spectrum shines a light on portfolio enhancement opportunities
This hypothetical case study is focused specifically on exploring structured investments within SIMON
Spectrum. For a high-level overview of what Spectrum delivers, watch our video on simon.io/spectrum.

The process
1.

The advisor uploads the client’s existing holdings into SIMON Spectrum

2. The client questionnaire is completed to determine the Client Investment Profile
3. Spectrum generates the client’s Target Dimension Scores based on the Profile. Spectrum layers the
Target Scores over the current portfolio Dimension Scores to assess alignment
4. The advisor optionally “locks” assets that the client would like to keep
5. A simulation shows how adding a risk-managed solution to the portfolio may better align the
portfolio with this client’s Target Scores

The scenario
Imagine an advisor has just begun working with a new client who is a doctor in their early 40s. This client
is seeking some guidance on how to reach their goals. The medium-term goal is to buy a new home. The
advisor would like to explore how the client’s current portfolio works for them, and ways to improve on it.
They look to Spectrum to help kick-off the process.
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1. After uploading the client’s holdings, the advisor has better visibility into the current portfolio’s
existing allocation, which, in this example, follows the traditional approach to 60% stocks, 40% bonds.
IDENTIFIER

MARKE T VALUE

DESCRIPTION

ASSE T CL ASS

AGG

$400,000

iShares Core U.S. Aggregate

Bonds

TIP

$50,000

iShares Tips Bond ETF

Bonds

LQD

$150,000

iShares iBoxx USD IG Corp Bond ETF

Bonds

SPY

$570,000

SPDR S&P 500 ETF Trust

Equities

QQQ

$200,000

Invesco QQQ Trust Series 1

Equities

IEV

$50,000

iShares Europe ETF

Equities

AAPL

$50,000

Apple Inc

Equity

TSLA

$10,000

Tesla Inc

Equity

XOM

$20,000

Exxon Mobil Corp

Equity

2. In completing a short questionnaire, the advisor is able to set parameters specific to the client’s
unique and expressed objectives. For our doctor, these parameters include:
•

Intermediate investment experience

•

An investment time horizon of three to six years

•

Growth-oriented investment objectives

•

Moderately conservative risk tolerance

3. By defining these parameters, SIMON Spectrum’s framework can then identify what the client’s Target
Dimension Scores would look like. These scores each range from 1-10, with 10 being max importance.
The client’s Target Scores below tell us that that their ideal portfolio would meet or exceed the listed scores.
Client’s Target Dimension Scores*

*

See full SIMON Spectrum methodology here.
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•

A Target Protection Score of 7 indicates this client is
generally comfortable investing in products that take on
some limited exposure to loss of principal

•

A Target Upside Score of 6 indicates this client is generally
willing to take on some risk for investments with greater
potential upside

•

A Target Liquidity Score of 7 indicates this client is willing
to give up some amount of liquidity in exchange for higher
potential upside gains

•

A Target Simplicity Score of 5 indicates this client is
comfortable with some portfolio complexity to achieve
balance across other goals

•

A Target History Score of 10 indicates this client is looking
for assets with a long track record of historical performance
SIMON MARKE TS LLC
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4. Next, let’s see how our doctor’s current portfolio stacks up by visualizing it against their Target Scores.
What do we notice about alignment?
•

While the client’s current portfolio (in purple) aligns
reasonably well with the client’s Target Scores (in blue),
there is room for improvement. Where?

•

The client’s current portfolio, with a Protection Score of
4.7, does not appear to offer an ideal level of protection.

•

The client’s current portfolio is also more liquid and less
complex than the client’s Target Liquidity and Simplicity
Scores allow for, indicating there may be an opportunity
to incorporate less liquid and somewhat more complex
assets in an effort to improve downside protection.

•

An Alignment Score of 60 quantifies the alignment of the
current portfolio with the Target Scores, confirming room
for improvement.*
An Alignment Score of 100 would be achieved for a given portfolio with scores
for each dimension that are at/above the Target Score for each dimension. The
Alignment Score is determined by deducting from 100 the sum of differences
in dimension score between the portfolio and the Target Score, for each
dimension where the dimension score is lower for the portfolio than the Target
Score, multiplied by a ﬁxed scaling factor.
*

5. Prior to running the simulation, the advisor can restrict the assets eligible for reallocation. In this
case, the client has large, unrealized gains in their single stock positions and does not wish to realize
gains at this point. The advisor can “lock” those holdings prior to re-allocation to keep them at their
current allocation.
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6. Given the gap between the client’s Target Protection Score and the current portfolio’s level of
protection, the advisor considers the possibility of reducing the client’s equity allocation by 20% to
include a 20% allocation to structured investments.
Spectrum surfaces that a structured investment with the below characteristics could increase the
alignment score:
•

S&P 500-linked structured note

•

4‑year term

•

At maturity, subject to issuer’s creditworthiness:
»

25% barrier protection

»

1X uncapped upside

Upside participation: 1x uncapped
At maturity, an investor would receive a return that
is 1x any gains in the index, uncapped, on a price
return basis.

Protection details: 25% barrier (observed at maturity)
At maturity, the barrier would absorb the first 25%
of any losses in the index but after that, protection
would disappear, and losses would be 1:1 from
the index’s initial level.
In other words, if the index is at 75% or above
of its initial level at maturity, an investor would
receive his or her full principal back. However,
if the index is below 75% of its initial level at
maturity, an investor would take losses from the
index’s initial level.

Note: The above investment is for illustrative purposes only and does not represent an actual investment. Structured investments carry risks including issuer
credit risk and liquidity risk. For a complete discussion of any offering’s risks and considerations, carefully review the offering materials.
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Current 60/40 Equity/Fixed Income
Portfolio

New 40/20/40 Equity/Structured
Investment/Fixed Income Portfolio

What happens when some of the equity allocation is shifted towards the hypothetical S&P 500-linked
growth note? *
•

The protection feature of the note offers the client some risk mitigation and
increases the Protection Score for the new portfolio

•

While the Simplicity and Liquidity Scores of the portfolio have declined modestly
as a result of including a less liquid asset that carries the credit risk of the issuer,
the reductions may be acceptable for this client, who has intermediate experience
and is a long-term investor

•

The advisor has modified the portfolio to better align it with the client’s objectives,
as reflected in the new portfolio’s Alignment Score

This hypothetical note does not reflect any specific structured investment and is solely intended for illustrative purposes. Before investing in any structured
investment an investor should carefully review its offering document for a detailed discussion of risks, considerations, and fees.
*
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The Net Result: The inclusion of a structured investment improves this portfolio’s Alignment Score from
a 60 to an 83. Plus, the advisor has analysis to share with the client about why they may want to consider
adding a structured investment to the portfolio.

Key takeaways
SIMON Spectrum is a valuable tool offering a new lens into the use of risk-managed and alternative
solutions. The above case study presents one potential use case, highlighting the impact of such a
tool to:
•

Generate meaningful client conversations

•

Educate clients about risk-managed and alternative investment solutions

•

Convey the impact that such solutions can have on portfolio traits

•

Make informed and confident decisions for more personalized portfolios

Learn more
For more information about SIMON Spectrum capabilities, visit simon.io/spectrum.
To learn more about market linked growth notes, structured investments, and staying invested in the
market over the long term, see articles and videos available on simon.io/engage.
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Connect with us:
If you are a financial professional, email spectrum@simonmarkets.com any
time with questions or feedback.
If you are an investor, visit simon.io/engage for articles and videos to help
you learn more about risk-managed solutions.
FINANCIAL PROFESSIONAL USE ONLY
STRUCTURED INVESTMENTS ARE CONSIDERED COMPLEX PRODUCTS AND MAY NOT BE SUITABLE FOR
ALL INVESTORS.
This material is intended as general background information, for educational purposes only, and this material should
not be used as a primary basis to make an investment decision. The material provides a general overview of the
products described, and actual financial instruments may differ materially from those described. No person should
consider investing in an instrument on the basis of these materials. Any investment decision should be made only
after carefully reviewing the applicable prospectus. Please remember that all instruments described in this material
involve a risk of loss. This does not constitute legal, accounting or tax advice, and the recipient should consult with his
or her legal, accounting or tax adviser regarding the instruments described in this material.
This material is for informational purposes only and is not to be construed as a recommendation or an offer
or solicitation to buy or sell any security, financial product or instrument, or otherwise to participate in any
particular trading strategy. In providing information on hypothetical, generic structured investments, SIMON is
not recommending a specific security, nor does it recommend investing a certain percentage of a portfolio to one
structured investment. Before investing in any product, an investor should review the prospectus or other offering
documents, which contain important information, including the product’s investment objectives or goals, its strategies
for achieving those goals, the principal risks of investing in the product, the product’s fees and expenses, and its past
performance.
Please note that there is no public secondary market for structured investments. Although the issuer may from
time to time make a market in certain structured investments, the issuer does not have any obligation to do so and
market making may be discontinued at any time. Accordingly, an investor must be prepared to hold such investments
until maturity. Any or all payments are subject to the creditworthiness of the issuer. SIMON Markets LLC operates a
technology platform that makes available offerings of structured investments and annuities to financial professionals.
In operating this technology platform, SIMON Markets LLC earns revenue based on the volume of transactions that
take place in these products and would benefit by an increase in sales for these products.
This material may not, without SIMON’s prior written consent, be (i) copied, photocopied, or duplicated in any form,
by any means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the
recipient. SIMON shall have no liability, contingent or otherwise, to the user or to third parties, for the quality, accuracy,
timeliness, continued availability, or completeness or to update any data contained in this material nor for any
special, indirect, incidental or consequential damages which may be incurred or experienced because of the use of
the data made available herein, even if SIMON has been advised of the possibility of such damages. This material
was not prepared with a view to public disclosure or to conform with any disclosure standards under any state,
federal or international securities laws or other laws, rules or regulations, and SIMON Markets LLC does not take any
responsibility for the use of the information in this material.
Securities products and services offered by SIMON Markets LLC, a broker-dealer registered with the U.S. Securities
and Exchange Commission, a member of FINRA / SIPC. Annuities and insurance services provided by SIMON
Annuities and Insurance Services LLC. Please visit www.simon.io for complete disclosures, including terms of use and
privacy policy.
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