
 

 

What is Functional Asset Allocation? 

Functional Asset Allocation is a new way of looking at your investments and your net worth. Within the 

world of investments there are many ways to diversify.  Functional Asset Allocation incorporates 

elements of Modern Portfolio Theory on the investment side with an added layer of scrutiny into the 

needs, values and goals of a household or individual.  Rather than simply looking at your net worth in 

terms of what you own vs. what you owe, take it a step further and divvy up your assets into three 

categories: 

1. Interest Earning – Cash savings and Bonds 

2. Real Estate – Personal Residence, Investment Real Estate 

3. Equities – Domestic and International Stocks 

By making use of these three categories in Functional Asset Allocation, families and individuals are 

better able to build wealth and accomplish goals by targeting savings toward areas that best suit specific 

needs.  

Interest Earning – Security in the Present - Capital Preservation 

This category includes your cash savings, your emergency fund, and your financial cushion.  It also 

includes what is often referred to as the fixed income portion of your investment portfolio: bonds.  It is 

vitally important for families to accumulate a solid foundation for capital preservation. 

Real Estate – A Place to Call Home - Positive Financial Leverage 

Real Estate is a unique diversifier in any portfolio.  It is often considered a hedge against inflation.  The 

personal residence is often the most valuable asset in the net worth of a household.  By making smart 

mortgage choices, a household can enjoy a roof over the head, reap ongoing tax benefits and build 

wealth for the future. Additional real estate holdings in the form of globally diversified Real Estate 

Investment Trusts (REITs) in the portfolio can further anchor this important category. 

Equities – An Eye Toward Future Growth - Diversified Risk/Reward Payoff 

A properly diversified stock portfolio is a key builder of wealth for an individual or household.   

Along with the potential long term rewards come the inevitable risks associated with volatile markets.  

This is why the equity portion of functional asset allocation is only one piece of the three legged stool. 

 

 


