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WEALTH CREATION AND INVESTMENT

Investment Risk

All investments contain an element of risk
and it is important for investors to have

an understanding and awareness of the
risks associated with any investment they
may hold or that is being recommended.
Risk can be defined as the potential for an
investment to achieve a return lower than
that which was expected at the time of
investing. This ‘unexpected return’ can be
due to numerous variables such as market
changes, adverse economic conditions or
specific risks.

Past investment results should not
be relied upon as a guide to future
performance.

The level of risk that investors are
comfortable with can vary greatly. Some
investors may be more comfortable
investing in volatile investments, so it is
critical that any recommendations made
to investors are consistent with the level of
risk that is acceptable to them.

Investors need to have a comprehensive
understanding of risk to enable them to
make informed decisions in relation to their
investment portfolios. Risk, to some may
mean the possibility of losing a portion

of their capital, while for others, the main
primary concern may be that assets
produce sufficient income on which to live.

Risk and uncertainty cannot be eliminated,
however they can be measured and
managed within your portfolio. The key is
to determine the appropriate level of risk
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for you. Taking on greater uncertainty and
short-term risk may be necessary for you
to gain the long term returns needed to
achieve your lifestyle goals and objectives.
Any assessment of risk appetite should
be in the context of your goals and the
timeframe in which you wish to achieve
your objectives.

An integral part of the ongoing
management of risk is to have your
financial adviser review your risk profiles
and current situation to assist in making
investment decisions.

Risk and Return

The major asset classes (cash, fixed
interest, shares and property] all have
unique risk profiles based on their level of
price volatility or instability. For example,
cash and fixed interest investments are
less exposed to market price fluctuations
than investments in shares or property
and as such have a lower risk profile. It is
important to understand that in general
the more volatile an investment is, the
higher the possible returns will be from
that investment. Investors will generally be
comfortable with a higher level of risk if the
expected return is proportionately higher
than that of an investment with a low level
of volatility.

The relationship between long term risk
and return in different asset classes is
illustrated in the following graph.
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Risk Return Trade - Off
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Risk (often referred to as Volatility) is

a term that refers to the unpredictable
upward and downward shifts of investment
values over a period of time. The greater
the volatility the more frequent the shifts.

Risk and Return are closely related. In
general, the higher the degree of risk
associated with an investment, the
higher the return required by investors
for acceptance of the risk. Low risk
investments, such as cash deposits, offer
relatively low returns as a reflection of their
greater security, and are better suited to
risk conservative investors. This is called
the risk/return trade-off, and is used as a
guide to selecting the appropriate asset
allocation for your portfolio.

When investing it is important to
acknowledge that all investments have
associated risks and to understand

the risks associated with the chosen
investments. Government Bonds, which
are often described as secure and ‘risk-
free’, contain risk for the investor. For
example, consider an investor who
purchases a 10-year $10,000 government
bond yielding 6.5% p.a. (5650 pa interest).
Next year, the investor finds he needs the
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money and decides to sell the bond. Since
the initial purchase, assume the yields

on 10-year bonds have risen to 9.5%

p.a. Under these circumstances, a new
investor could now buy a government bond
returning $650 p.a. for $6,842 (instead of
510,000 previously).

This reduces the value of the bond to
approximately $8,240, which represents a
loss of 17.6% from the so-called “risk-free”
investment. If the investor was able to wait
the full 10-year term of the bond, he would
receive the full $10,000 (plus the $650
each year).

Any investment decision you make means
that you must take a risk of some sort. The
decision will directly relate to the amount
of money you invest, your circumstances
at the time and your needs for the future.
If you have a better understanding of

risk, you can make a more informed
investment decision, accepting some risks
and rejecting others. The important point
is that you understand the relationship
between risk and reward, particularly over
your investment time frame. Following is

a summary of some of the risks that can
affect investors.
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Risk
Inflation Risk

Interast Rate Risk

Market Risk

Risk of not Dive rsifying

Market Timing Risk

Credit Risk

Liquidity Risk

Legislative Risk

Mismatch Risk

Risk and volatility can be managed or
minimised in various ways. A particularly
risk averse investor may wish to invest
only in cash or fixed interest and this may
seem appropriate. It must be remembered,
however, that a strategy of this type may
reduce volatility but is risky in its own right

Explanation

The real purchasing power of your money may not keep pace with inflation.
Inflation is an important consideration for all investors. If the after tax return on
your investments is less than the rate of inflation, then the real value of your
money will decline.

For investors relying on fixed rate investments, maturing money may have to be
reinvested at a significantly lower rate.

Movements in the market mean the value of your investment can go down as
well as up, sometimes suddenly. Different types of investments experience
different levels of volatility. Volatility becomes a problem if you do not have the
time frame to withstand the rough patches. It is important to remember that
markets go through regular ups and downs and that capital losses can ocecur if
investments are redeemed when markets are down.

While it is tempting to sell out of an investment after its value has fallen, history
has taught us that investors who stick with their strategy generally go on to
recover and prosper.

All your capital will be affected if your single investment does badly.
Diversification means spreading your money across different investments to
reduce risk. The right asset allocation is an important driver for the long-term
returns of your portfolio.

Anticipating market rises and falls can be extremely difficult because no two
economic cycles are the same. Market timing is not a good long term approach
that tends to result in an overall poor return and high transaction costs.

A sensibly balanced diversified portfolio will generally outperform a continually
changing portfolio.

This applies to debt type investments such as term deposits and debentures.
The institution you have invested with may not be able to make the required
interest payments or repay your capital.

You may not be able to access your money quickly, or without cost, when it is
required.

Your investment strategy could be affected by changes in the current laws and
regulations.

The investment you choose may not be suitable for your needs and
circumstances. A perfectly sound investment choice for you now may not be best
for you at another time.

If you would like to take advantage of our
free consultation or would like to know
more about our services please contact us
on (07) 3832 6020,

Email info@bridgewaterafs.com.au

of visit our website on
http://www.bridgewaterafs.com.au

as the investor is foregoing the potential for
capital growth in the portfolio.
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Disclaimer: This document has been prepared for general information purposes only. Any advice contained in this document is General
Advice which has been prepared without taking into account any of your objectives, financial situation or needs. Before acting on any
General Advice you should consider the appropriateness of the advice by having regard to your own objectives, financial situation and needs.

Although every effort has been made to verify the accuracy of the information contained in this document, the Licensees, their officers,
representatives, employees and agents disclaim all liability (except for any liability which by law cannot be excluded), for any error,
inaccuracy in, or omission from the information contained in this document or any loss or damage suffered by any person directly or
indirectly through relying on this information.

Bridgewater AFS is a Corporate Authorised Representative No 331983 of WealthSure Pty Ltd AFSL No 238030 ABN 93 097 405 108
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