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MINIMISE RISK, PRESERVE 
CAPITAL, UNLOCK GROWTH
Your Investment Plan should only be developed  
after you have taken a holistic view on your affairs.

Your investment strategy should: 

1. Align to your goals and objectives

2. Align with your attitude towards risk

3. Focus on the preservation of capital 

WHAT ARE THE RISKS?
Risk can be defined as the difference between what 
you expect to receive as a return on your investment 
and what you actually receive as a return.

There are many types of risks that relate to 
investment strategy including inflation risk, market 
risk, taxation risk, economic and political risk, credit 
risk, legislative risk, and the list goes on.

When it comes to investing, most people want  
to know:

If my investments are worth $x now, what 
will they be worth at a future point in time? 
Put it another way, given that my investments 
are worth $x now, what is the risk that they 
will be worth $y in the future?

Some risks can be managed and some cannot. You 
could invest in a speculative share or a blue chip 
share. 

Making the decision to invest is something you can 
control, whereas the performance of the investment 
you cannot. In managing risk the key is to minimise 
the likelihood of negative returns. Negative returns 
will happen, but you should manage risk to minimise it 
occurring. 
 
RISK VERSUS RETURN
The greater return you require, the higher the risk.

THE RISK RETURN EQUATION
Risk can be managed using these basic principles:

1. Diversification

2. Appropriateness of investment timeframes

3. Access to capital/income

4. Liquidity 

DIVERSIFICATION
Diversification manages risk by spreading the portfolio 
over a range of assets. These include different asset 
classes, markets, managers and assets.

Diversification ensures that an investor doesn’t have 
all their eggs in one basket. But if the diversification is 
too wide, it can work against you by reducing returns. 
Remember, the greater the return the greater the risk. 
And the lower the risk, the lower the return.

There are three major types of assets that people 
invest in: Cash, Property, and Shares.

Generally, cash carries a lower risk than property, 
which carries a lower risk than shares, but this is not 
always the case. You need to consider all aspects of 
each individual investment asset.

The return on an investment includes both the income 
and capital return. Some assets produce income only 
(cash style investments), while some assets produce 
both income and capital returns (property and shares). 
By managing the proportions invested between 
income and growth assets, you can manage your risk 
by reducing the impact of volatility on your asset base.

Within each of these asset classes you can diversify 
further by spreading your investment over a number 
of different assets in each class. The same risk return 
equation applies to assets within the same class.

For example, if you take cash, government bonds are 
considered a lower risk than money on deposit at a 
bank, which is considered to be a lower risk than fixed 
interest securities with listed companies.

The same applies to property and shares. What is a 
higher risk: a speculative share in a resource company 
or a listed blue chip share in a company with a strong 
balance sheet? The speculative share might produce a 
phenomenal return, but you might lose the capital as well.
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ACCESS TO CAPITAL/INCOME
The requirement to access capital and income from 
your investments must also be considered when 
determining your asset allocation. If an investor has 
a long term time frame (say 7+ years) before they 
need to access any capital or income from their 
investments, then they are likely to gain the benefits 
of a longer term growth style portfolio (subject to their 
attitude towards risk and their goals and objectives). 
However, where an investor needs the income from 
the investments for living now or access to the capital 
in the short term to fund a major cost, a different 
strategy may be required.

Any investment plan must align to your overall 
goals and objectives, taking into consideration all of 
your assets and commitments, not just the amount 
of money you wish to invest. Unfortunately, most 
investment portfolios are structured based on the 
latter. The usual question asked by many financial 
planners is: “How much money do you have to 
invest?” They then build a portfolio based on the 
quantum of money to invest, which often does not 
take into account all other assets.

Understanding the investment timeframe, the goals 
and objectives and the overall asset mix is critical in 
structuring a portfolio to meet an investor’s needs.

LIQUIDITY
Lastly, the liquidity of the portfolio is a key element 
in risk management. Liquidity means the ability to 
sell the assets and convert them to cash in a timely 
way. By ensuring that a portfolio has a reasonable 
proportion of liquidity, an investor can take advantage 
of market opportunities as they present themselves, 
without being constrained by the inability to realise an 
asset. 

INVESTMENT PLAN CHECKLIST:
Your Investment Plan must align  
with your attitude to risk

Your Investment Plan must focus  
on preservation of your capital

Your Investment Plan must be focused  
on achieving your goals and objectives

By taking the long term investment approach of 
an investor and not a trader, a portfolio can be 
constructed with the context of preserving the capital 
with a view to long term growth. This approach is 
different to that of a trader. 

A trader looks to make short term profits based 
on movement in asset values. An investor looks to 
reinvest income and enjoy the compounding effect of 
returns over the long term.

Call FWO Financial Services today on  
(07) 3833 3999 or email info@fwoca.com.au 
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Become Financially 
Well Organised

Disclaimer: This document has been prepared for general information and does not take into account the objectives, financial situation and particular needs of any particular person. 
Recipients of this document should seek professional advice to confirm that the products or strategies mentioned are appropriate in the light of their particular needs, objectives and financial 
circumstances prior to acting upon any information contained in the document.

While reasonable care has been exercised and the statements contained herein are based on information believed to be accurate and reliable, neither The Advice Exchange nor its directors, 
employees, agents or Authorised Representatives shall be liable (unless otherwise required by law) for any loss or damage suffered or caused to any person or corporation resulting from or 
contributed to by any error or omission from such statements including any loss or damage caused by any fault or negligence on the part of The Advice Exchange or otherwise.
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