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Right Size Your Risk 5

and only take a position when we are convinced that a particular stock
is a promising addition. We read all the financial information avail-
able on the company, review its SEC filings, and study the competitive
landscape. Then we talk to the management, visit the headquarters, and
build a detailed model of the future earnings and cash flow of the com-
pany. After all that, we discard at least 80 percent of the ideas because
they do not offer enough reward given the cost.

We own no more than thirty-five to forty different stocks, so a new
position would make up 2 or 3 percent of our clients’ entire stock port-
folios. After studying the benefits of diversification and attributes of
concentration, as well as other factors, we determined early in our his-
tory that this was the right size for our positions. Each holding, though
not particularly large, represents valuable “real estate” that we populate

carefully.

TAKING THE PLUNGE

Although the return on our investment is the most important quality
on which we are judged, there are sometimes additional factors and risks
related to our clients’ objectives. Halliburton represented such a case. In
2012, we began to study Halliburton, an oil services company whose
past acts of environmental negligence had tarnished its reputation, even
among conservative Americans who typically ignore such indictments.
Former vice president Dick Cheney, who led the company from 1995 to
2000, staunchly denied every allegation of toxic dumping and violation
of numerous federal and state regulations.!

Halliburton’s alleged transgressions went far beyond dumping and
polluting, however. On April 20, 2010, an explosion at the Deepwater
Horizon drilling rig in the Gulf of Mexico killed eleven workers and
injured sixteen. Halliburton had provided the cementing of the wall of
the rig, which was owned by Transocean Dirilling and operated by Brit-
ish Petroleum. Following the disaster, the stock prices of each of these
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participants, as well as all other players in the Gulf of Mexico energy
sector, plummeted.

Our research team began to do some work on Halliburton, sensing
that the worst news was behind it, though the stock had barely recov-
ered since the spill. Though the company faced ongoing lawsuits related
to dumping and transporting toxic chemicals, we sensed that Hallibur-
ton might be an attractive investment. The management sounded com-
mitted to more environmentally compliant behavior.

The stock was priced comparatively low relative to its industry peers
on many financial metrics. The economy was recovering, and as it did,
the price of oil was moving higher. We decided to buy Halliburton, pay-
ing between $27.99 and $42.07 per share over several months. We sized
the position slightly over 2 percent for our accounts, a nod to the fact
that the shares were volatile; we figured we could add more if the stock
were to correct from that level. Fortunately, after fluctuating during the
first half of 2012, Halliburton began a sustained uptrend.

LISTENING FOR RISK

Nearly two years after our investment in Halliburton, we were meet-
ing with the investment committee of one of our largest nonprofit cli-
ents, a West Coast institution that owns and operates a beautiful nature
reserve. The new chair of the committee explained that he had a prob-
lem with the trust owning stock in companies considered irresponsible
and repeat environmental offenders, particularly in light of the organi-
zation’s mission as steward of a forest and wildlife sanctuary.

We’d had a very strong relationship with the previous head of this
group, who was a member of the family that established the gardens,
but we knew little about the new chair. He had a specific problem with
Halliburton in the portfolio. We outlined the rationale behind our own-
ership but had no success changing his mind. The investment commit-
tee promptly informed us that we needed to sell the stock before the
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end of the year. We had eight more months, which was plenty of time.
We assured the committee that, of course, we would comply with their
wishes.

Oil service stocks have a strong correlation with the price of oil; the
higher the amount realized for each barrel drawn from the ground or
ocean, the more exploration companies are willing to pay for its extrac-
tion. As the spring progressed, the price of oil moved higher. Sanctions
against Russia because of its military actions in Ukraine and Crimea,
and the crippling of several oil fields in beleaguered Libya and Iraq,
helped constrain the estimated supply. Traders pushed the price of
crude higher. By June, a barrel of West Texas intermediate crude sold
for nearly $106. Other than the wild speculation of 2008, when crude
skyrocketed in a summer spike to nearly $150 a barrel, this was close to
an all-time high. In hindsight, this would have been the perfect time
to eliminate the Halliburton stock, but neither my partners nor I felt
strongly enough about an imminent price drop to spearhead the sale.

We were not thinking clearly about right sizing our risk, which was
much more than the price of Halliburton stock. The true risk was in

losing the account, which was one of our largest.

HEEDING THE WARNING

As the summer of 2014 progressed, oil prices drifted lower. The main
culprit was the huge fracking-based incremental U.S. oil supply flood-
ing the market. In addition, Middle East output remained steady. On
the flip side, economic weakness in Europe depressed demand. Even if
the Europeans were eager to stock up on oil, the strengthening dollar, in
which oil is priced, was making each purchase costlier.

In early September of 2014, we again hosted the four-person nature
preserve investment committee to our office for a review. The perfor-
mance of the account had been very strong but the chair quickly raised
the fact that Halliburton was still in the account. We noted that the
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mandate had been to sell the stock before the end of the year and we
intended to do just that. I was able to interject that the stock was up
78 percent from the time of the purchase, but I heard muffled chuckling
about how sometimes good outcomes result from bad decisions.

After the meeting, a few of us gathered in my office to discuss the
risks in the portfolio with regard to the stocks, oil prices, and client
retention. The United States and other world economies were in a recov-
ery mode, which was positive for the commodity, but the supply picture
was a major negative.

I then brought up the idea of selling Halliburton immediately to
ensure we kept the nature preserve account, underscoring the true scope
of our risk. The stock had fallen from a high of $73 in late July to the
middle $60s. A couple of my partners argued that the stock might rally
in the coming weeks, a reaction to extreme selling pressure in the energy
sector. | agreed to call a friend who works in the oil industry to gauge
his impression of the pricing environment, and then we would make a
decision.

My contact in the oil industry assured me that oil would not pos-
sibly fall below the mid-$70s per barrel, which may not have been a
meaningful drop to him, but it was more than 20 percent below where

we were at the time.

ASSESSING THE OPTIONS

Reflecting on our possible courses of action, I described four potential
outcomes to my partners. We knew that the committee did not want to
own Halliburton, requiring a sale by year-end. Holding the stock was
extremely risky. What if we held it and the stock went down? We would
almost definitely lose the account, which generated an important fee.

If Halliburton climbed higher after we sold it, I was sure that no
one on the committee would even notice. The same was true even if we
held the stock and it advanced through year-end. At a 3 percent weight
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in the portfolio, there was virtually no upward move that could warrant
retaining the position. The committee would not care. If we sold and
the stock continued to decline, we would receive no credit, as they were
the ones demanding that we divest the holding.

The answer was obvious to me: sell now. My partners agreed, and
we sold the Halliburton stock in September for a 72 percent overall gain.

What happened? The price of West Texas crude continued to plum-
met, falling below $50 a barrel in early 2015, and Halliburton stock
plunged to $37. We sold all our Halliburton holdings company wide
before it reached that level, but wished we had acted as quickly for
everyone as we did for the nature preserve. The most respected energy
players were caught blindsided by this descent, although everyone with
twenty-twenty hindsight admits that the signs were there.

This decision was not about predicting the stock price or the direc-
tion of crude oil, however, but about evaluating the size of the risk asso-
ciated with not listening to the client’s preference for environmentally
responsible investing. The true scope of the risk was losing an important
account; the clock was ticking, we knew the client’s wishes, and we were
all skeptical about the experts’ opinions on oil prices. Once we analyzed
the decision carefully, we knew that we had no option other than to sell
the stock. Upon informing the committee we had sold the Halliburton,
we received little more acknowledgment than “Good.” That response
was far better than hearing, “You're fired,” a distinct possibility if we
failed to right size the risk.

BENEATH THE RADAR

I would never call myself a daredevil or characterize myself as personally
reckless in any meaningful way. I might jaywalk in downtown Boston,
but only when it would be impossible for anyone to drive fast enough
to hurt me or when there are no cars in sight. I have never driven when

I am intoxicated, not only because I don’t really like to drink, but also
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because I don’t want to risk getting caught, losing my license, or causing
an accident. I would never swim at a beach if someone told me he had
spotted a great white shark the day before, and I canceled a plan to learn
to skydive when two people died at the facility where I was going to take
lessons.

However, I did go to work on the day of the lockdown in the after-
math of the Boston Marathon bombing. That chilling event, on the
afternoon of April 15, 2013, shocked everyone in the city of Boston and
beyond. It is amazing and horrifying to contemplate the enormous risk,
which these runners were not aware of. Around two o’clock on the after-
noon of the marathon, I had driven across Commonwealth Avenue, one
of the main thoroughfares on which the race is run, on my way from
work to a funeral. I saw the racers and felt slightly, though not very,
jealous.

Growing up, I lived a few blocks from the marathon route. Every
year on Patriots’ Day, a state holiday in Massachusetts, my mother and
I would walk to Cleveland Circle to see the runners turn from Chestnut
Hill Avenue onto Beacon Street for the final few miles of their journey. I
have also run the Boston Marathon and, as anyone who has run a mara-
thon can tell you, it’s exhilarating but, man, it’s not easy. As a friend of
mine who has run about thirty marathons says, if you finish, you beat
all those good runners who sat out the race that day.

On that gorgeous April afternoon, two bombs went off within sec-
onds of each other at 2:49 p.m., killing three people and injuring 264.
At the memorial service I was attending that afternoon, people started
getting text messages from friends and family asking if they were okay.
The whole city was in a state of shock and the suspects remained at large
for several days.

Finally, in the early evening of Thursday, April 18, FBI Special
Agent Richard DesLauriers and Carmen Ortiz, the United States Attor-
ney for Massachusetts, held a press conference and reported that they
had identified two suspects whom they believed had set off the bombs.

As Agent DesLauriers spoke, a video of the two young suspects moving
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across the screen played eerily, over and over. His voice calmly stated
that the suspects were likely armed and dangerous. Soon after the video
aired, the tip line began to ring.

Friday I went to my 6:15 a.m. spin class, but while changing after
class in the locker room, a staff member ran in to tell us that the gym
was closing, we needed to leave, and it had something to do with the
marathon bombing,.

I gotin my car and listened to a radio broadcast that said the suspects
had killed an MIT campus policeman the night before, then engaged in
a shootout with the police in Watertown, a city adjacent to Boston on
the northwest side. One suspect was killed and the other had escaped,
so the authorities were going door to door in Watertown. Because of the
urgency of the search, Governor Deval Patrick requested that citizens in
adjoining cities and towns “shelter in place” for the day.

Despite the official warning, I decided to go in to my office, which
is five or six miles from Watertown. I estimated that the risk of being
injured was no greater than on any other day, and probably less because
there were fewer cars on the road. I likewise decided I would not impede
the investigation from such a distance. I evaluated the size of the risk
to me and to other individuals as extremely small. So, I drove to work
believing that the scope of potential danger to me or caused by me would
be minute. Of course, if every other commuter had reached a similar
conclusion, the roads would have been packed; on the other hand, most
people offered a day off are very happy to take it.

There was also another factor that contributed to my decision. Jer-
emy Goldsmith,* a client prospect and one of the city’s most successful
lawyers, had set up an appointment for that day and had already con-
firmed. Jeremy’s office was only a block away from mine. Something
made me think that Jeremy would also go to work that day, and I was
loath to e-mail him that I was staying home.

Ifhe were in Boston and we met, I thought—perhaps optimistically—that

*Jeremy Goldsmith is a pseudonym.



12 Even the Odds

my company had a strong chance of winning the account. When I arrived
at my desk, I e-mailed my colleagues that they should comply with the gov-
ernor’s wishes and stay home, although a couple of people biked in anyway.
[ wrote to Jeremy to tell him that I was in the office, and he told me, as I had
suspected, that he was in that day as well.

He arrived right on time, and we discussed, of course, the tragic
nature of the bombing and its aftermath. He explained that he did not
think that his presence on the Mass Pike would have any effect on the
investigation and he found the deserted weekday streets an interesting
phenomenon. The police did capture Dzhokhar Tsarnaev, bleeding from
shotgun wounds, in a boat perched in a Watertown backyard, and Jeremy
hired us. Would he have done so if I had rescheduled the appointment for
another day? Of course, it is impossible to know, but there is a risk that he
would have met and selected another investment advisor in the meantime.

Did I put myself in danger that day by coming into the office? I
don’t think so. I do know that I would make the same decision today.
Plus, I would never have just stayed in my house all day, and if I ended
up playing lousy golf, I would have been really annoyed.

Although this case of right sizing is very different from the Hal-
liburton example, both illustrate the framework of applying the prin-
ciple of right sizing to a situation where the total risk may be greater
than it appears at first glance. It is often difficult in the heat of an emo-
tional or pressured moment to grasp the true scope of the risk, which is
exactly why we should, if the situation allows, calmly review the range
of options, their costs, and their payoffs.

Sometimes, the risk may be less than initially presented, as with the
Boston Marathon aftermath and my own physical danger. Frequently,
the payoff becomes clear only after we analyze our options fully. Right
sizing helps us think through the residual effects our decisions may
have, such as losing or retaining a client, which may have little to do
with the investment returns we generally focus on in my industry. Once
we think in terms of sensible risk-taking, the various exposures become

more obvious and easier to distinguish.



CHAPTER 2

Right Time Your Risk

he timing we use in confronting risk is often critical. For example,

you do not want to set out on a fishing trip when the weather report
warns of thunderstorms. Releasing a new film is always an uncertain
endeavor, but if you drop a low-budget family film the same weekend
the latest Star Wars movie hits the theaters, you are asking for trouble. If
there are three houses on your street for sale, it might make sense to wait
before listing your own, as a fourth on the market might cause potential
buyers to question why so many homeowners are leaving that particular
location.

One of the four tenets of sensible risk-taking is right timing, which
is the process of evaluating how risk will change based on exactly when
we take action.

Right timing rises in importance when people, markets, trends, and
environments are changing and the specific move we are considering
will be helped or hurt by our timing. You might not want to open a new
ski store in July or an ice cream shop in December, for example. If you

are a young political operative, you might consider starting your own
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political consulting firm a couple of years before a presidential election,
when numerous offices will be up for grabs. Any later, and the timing
will be inauspicious. In addition to timing related to business conditions
or other outside influences, there are matters of timing related to your
personal situation. Your individual experience, training, age, or attitudes

may render confronting a challenge at a particular time right or wrong.

MAKING THE PITCH

Anytime we seek to transform our role within an organization, we face
career uncertainty, and that is exactly what I did in 2004. I found myself
staring at the inside of the elevator at 82 Devonshire Street, the site of
Fidelity’s former headquarters, on my way to the fifth-floor executive
suite. I disembarked, turned the corner, and saw the beautiful Japanese
garden that our chairman, Ned Johnson, had planted years before.

I was there to see Roger Servison, one of the highest-ranking and
longest-tenured managers within Fidelity, which was well known for the
revolving door of top administrators surrounding Mr. Johnson. Roger
was an anomaly at Fidelity in that he cared deeply about his attire and
always wore a bow tie, well-polished loafers, and well-made shirts. He
was also soft spoken and calm, two qualities in scarce supply among my
stock-picking colleagues. My mission was to convince him that I had a
strong concept for a new division inside the company, and that I could
spearhead the new group.

Inside Roger’s office, I took a deep breath and launched into my
pitch. Wouldn’t it be a great idea, I said, since we offered limited person-
alized investment advice, if I became the portfolio manager for our fifty
largest individual clients? Instead of making decisions on their own,
they would have a highly trained and experienced professional manag-
ing their money.

I was a senior fund manager requesting that Fidelity create a job

that I wanted. That was certainly bold and perhaps foolish, but I had
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determined that the time was right and that this was a role that both
fit my skills and would help my employer move into a new market.
My current assignment was managing several stock funds, the largest
being Destiny 1 Fund, which I had taken over in 1998 when its long-
time manager, George Vanderheiden, decided to turn over the fund and
chose me as his successor.

Each mutual fund at Fidelity had one manager who took all the
credit for good performance and all the blame when results turned
south. In 2004, when [ was in my late forties, I was not certain I had the
stamina for another ten years running $12 billion. Essentially, I wanted
to create a new product line at Fidelity, not a new fund—I was advocat-
ing for a portfolio advisory division that would service our very wealthy
individual clients, who might otherwise move their assets to find that
service.

Roger asked me to elaborate on my proposal. If there were fifty
Fidelity clients with $100 million each, I would be managing $5 billion.
In his thoughtful manner, he pointed out that I now was responsible for
more than twice that much money, so why would the company favor
this change? I could feel the air leak from my popped balloon. I had not
anticipated that question, and it was a good one.

Just because I had outlined my agenda did not mean that Roger
Servison and the company would share my perspective. In fact, I barely
considered my potential move from Fidelity’s point of view, which
included the very real risk that moving me off my product line would
be a mistake. My new efforts would generate lower fees because of the
smaller assets under my care, the initiative could take years to ramp up,
and I had very little experience with client service, which would likely
be a major component of my job. Why would Fidelity want to mess with
a winning approach?

I stood up, thanked Roger for his time, shook his hand, and left the
office. On my way down the elevator, out the front door, and down the
street to my office, I realized that, in my enthusiasm for my own idea, I

had totally blown my opportunity to make a strong case for myself.
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It was at that moment that I began to consider the idea of not just
leaving my current position but of leaving the company where I had
spent nearly half my life, and starting something new. I had made a step
in a direction, and perhaps I should keep walking while I explored the
nature of the risks and returns implied.

Right timing seemed to be a dominant factor in the decision I was
about to make, as I reviewed the reasons I wanted a change. I was seven
years into the job to which I had always aspired, and I was growing

restless.

GIVING UP A LOT

I understood that if I were to go into business for myself, I would be
giving up a great deal. At the time, my role as one of the managers of a
large U.S. mutual fund was among the most coveted at the companys; it
might have been one of the best in the entire investment management
industry. In 2004, Fidelity Investments was the most successful fund
company in the world, with assets of more than $1 trillion.! As was true
of all the Fidelity portfolio managers at the time, I made all the pur-
chase and sale decisions for the assets in my fund, subsequently taking
all the credit or blame, which was definitely an intense experience.

In 2004, Jennifer Uhrig and I were the only two women who man-
aged large U.S. stock funds that invested across all industries, although
we had two talented female colleagues who gave up their funds to
follow other pursuits. My funds were Destiny 1 Fund, Large Cap
Fund, and several others, sold through different sales forces to different
markets.

I had arrived at Fidelity fresh from Harvard Business School in June
of 1983. A female friend in the investment business warned me not to
take the job, because Fidelity would surely chew me up and spit me out.

That sounded like the perfect environment for me: the culture seemed
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hard charging, the company hired analysts with a mix of backgrounds
and genders, and [ felt up to the challenge.

I discovered that I was pregnant with twins before graduating
from business school, and, in a rare twist of career fate, I was offered
a choice role as an assistant fund manager on Magellan Fund, run by
the legendary Peter Lynch. Normally, new MBAs are assigned as ana-
lysts following an industry group, but Peter needed some additional
help, and though I would be taking some time off, I already had four
years of investment experience. I worked for Peter until the birth of my
twins and through their first year, and then assumed coverage of my
first industry groups.

Over the years, I followed many industries as an analyst, sector fund
manager, and group head for health care. I also had two more children
along the way, so by age thirty I had four kids under four years old. Very
tiring, to say the least.

As a young woman, I always imagined that my career would be
long and fulfilling, but I didn’t realize that a working mother raising
four children needs to develop patience about the speed of her career.
Most of my peers, male and female, had no children, fewer children, or
a spouse whose full-time job was caring for the house and family.

Many of my male colleagues advanced much more quickly than I
did, but I did not complain. Debating the fairness of my situation was
irrelevant; I knew that if I kept studying companies and proving my
value as an investor, I would be rewarded. In 1997, after fourteen years
at Fidelity, I was finally promoted to manage my first portfolio that
could own stocks in all industries.

Seven years later, in 2004, there were twenty to twenty-five people
at the firm who managed stock mutual funds with assets at the same
size or larger than mine. Each of us was under considerable pressure
to beat our benchmark, whether it was the S&P 500, a mid-cap, or an
overseas index. In exchange, we were highly compensated. The lead-
ing mutual fund institutions were amazingly profitable. Just one fund
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with assets of $10 billion charging three-quarters of 1 percent generated

$75 million annually.

THE RIGHT PLACE FOR THE TIME

The explosion in the 401(k) market was the greatest thing that ever hap-
pened to firms like Fidelity, which quickly perfected the art of selling a
suite of fund offerings to every Fortune 500 company.

As the market moved higher through most of the 1980s and *90s,
employees—with their newfound control over their own retirement
assets—increasingly selected stock mutual funds for this exposure.
Fidelity offered them an incredible array of products. Funds were named
for the size of the market value of the stocks held, such as Large Cap,
Mid Cap, and Small Cap; the investment concept underlying the fund,
including Growth Company, Blue Chip, Balanced, and Value. And, of
course, there were those names that imply wealth, clever investing, and
a better future: Magellan, Contrafund, and Destiny.

As the assets poured into Fidelity funds, the people who managed
the large, diversified stock funds became our industry’s equivalent of
rock stars. Fidelity started a car service, Boston Coach, which had as
its primary function ferrying fund managers to and from Logan Air-
port. We were awarded stock each year, assuming that our fund was
keeping up with the benchmark, and the assets under our control grew
and grew. Wall Street salespeople tripped over one another to host fund
managers at concerts and sporting events.

On any given day, thirty to forty company managements came
through our offices to meet with, and hopefully impress, the analyst
responsible for providing in-depth coverage and analysis of the stock,
and with the fund managers who currently owned the equity or might
buy it in the future. Public corporations heralded our ownership the
same way soap makers might covet the Good Housekeeping Seal of

Approval.
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WHY JUMP SHIP NOW?

A couple of years before speaking to Roger Servison, I had observed that
most of the generation of fund managers ahead of me seemed to reach
a point where they became averse to the daily pressure to outperform
the market, or they simply wanted to have a less frenetic lifestyle. At
that point, they retired from their funds. While I was very happy in my
current position, I could imagine that I might reach that threshold five
years into the future.

It was the right time for a change because I was, for the first time,
interested in something new and different. I wanted to keep working
full time in the investment business and had not contemplated working
for a different company. I liked my idea—even if Roger didn’t—so why
not pursue it outside of Fidelity? Of course, as with all new enterprises,
there would be many risks, but, again, the timing seemed right.

Not only did I feel ready for a change in some of my workplace
functions, but it was the right time given my responsibilities outside the
office. By this time, the youngest of our children was eighteen years
old, which meant that all of our children would be in college or beyond
within a year. Of course, as most couples today know, there is the occa-
sional fledgling who returns to the empty nest, but offspring that old
do not need to be driven to multiple activities, require help with school
projects, or involve a lot of extra cooking.

Another factor in right timing my move was that I was financially
secure after more than two decades at a successful company where I
had been well compensated. Fidelity is a private company, with majority
ownership by the Johnson family and minority ownership by a relatively
small number of fund managers, analysts, and other professionals. I was
lucky enough to have been a shareholder in Fidelity since close to my
start date, and that stock, which I would need to sell back upon my
departure, was worth a considerable amount.

I knew that I had the investment ability and knowledge to manage
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assets inside or outside Fidelity, but I also believed that the twenty-two
years during which I had worked full time while raising my children had
helped hone key organizational skills that would come in very handy as
I built and managed a start-up.

Finally, [ was in my late forties, and if I was going to leave my job to
create a new enterprise, the time was right to take that leap. There were
multitudes of questions to be answered—such as whether I would do
this on my own or with partners, what products or services my company
would offer, and who would hire me—but taking the step at this time
was the primary decision I had to make.

It was the right time to leave Fidelity. I had evaluated the factors in
my life that would pertain to leaving my wonderful, high-paying job,
and I was ready and prepared to start a business. Thus began my next
journey—into entrepreneurship—where I would need to trust my long
experience and hard-won skills.
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