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Introduction 

The idea of investing can be daunting for many people. We all want to create wealth but 

where do you begin the process? How much do you need? What should you invest in? How 

much risk should you tolerate? Who can provide unbiased professional financial advice?

In this eBook we hope to provide answers to some of these questions. We’ll also 

endeavour to explain basic investment concepts in simple language to help clarify  

the confusion. 

Financial Spectrum financial planners understand the concerns of those starting their 
investment journey and work closely with them to understand where they are at and 

where they would like to be. With this knowledge they develop tailored strategies that 

help clients achieve financial goals they may have never thought possible.

We hope you enjoy this eBook and it inspires you to invest.
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What is investing? 

In simple terms, investing is committing money or capital in order to gain a financial return.
World renowned investor, Warren Buffet, describes investing as as the process of laying 
out money now in the expectation of receiving more money in the future.

To begin the investment process you need to consider which asset class or classes you 

would like to invest in and what platform within that asset class best suits your needs 

and risk levels.
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Asset classes

An asset is something you own that has intrinsic value. For investment purposes we 

typically put asset types into a class based on their underlying characteristics.

When you invest you are seeking to build these assets by either adding more assets to 

that class or by growing the value of the assets you have. 

For the purpose of investment, the key assets classes are:

Cash Fixed interest

Property Shares

The easiest and most self-explanatory  
asset.  Cash assets are exactly what they 
sound like. It is having actual cash or a  
cash-like equivalent.

Risk and potential return level: Low

Examples:
•  Savings accounts
•  Term deposits

One of the most popular assets in Australia. 
Property is an investment in real estate, be  
it residential, commercial or land.

Risk and potential return level:  
Medium to high

Examples:
•  Direct property
•  Listed property trusts (LPT)

These assets have a fixed term of generally  
1 to 5 years with a number of agreed interest 
payments made to the investor over the term. 

Risk and potential return level:  
Low to medium 

Example:
•  Government bonds

Shares are securities that represent 
ownership in a company. The value of a 
company’s shares may fluctuate depending 
on general economic conditions as well 
as the company’s performance. Company 
profits are often distributed to shareholders 
via dividends relative to the number of 
shares they hold. 

Risk and potential return level: High

Examples:
•  Australian shares
•  International shares
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Investment types 

Now we have identified the main asset classes, we can now look at some investment 
structures within those classes. 

A term deposit is an amount of cash held by a financial institution for 
a fixed term of usually 1 to 5 years. Interest is paid to the investor on a 
monthly, quarterly or yearly basis.  Generally the longer the fixed term 
period, the higher the interest rate.

When you buy shares in a company listed on a recognised stock exchange 
you effectively become a part owner in the future of that business. As of 
2012, 38 per cent* of adult Australians owned shares making them one the 
highest reported share owners per capita in the world.

*ASX, 2012

Wrap accounts allow you to group or wrap your investments together 
under one administrative platform, rather than holding many separate 
investments with different fund managers and brokers. 

This is an investment fund where investors pool their money to invest 
in a range of asset classes. Managed funds provide a platform to spread 
your investment and risk across a number of asset types. They also 
provide a more simplified management and reporting structure. 

Superannuation is a tax-effective investment people use to help fund 
retirement.  While confusing to many, it’s important to understand 
how your super operates to ensure you’re getting the most out of it. 
Superannuation now lends itself to other asset classes so it is advisable 
to talk to a financial planner to maximise your potential.

Margin lending is where money is borrowed to invest in shares or 
managed funds. Existing owned assets such as cash, shares or  
managed funds are generally used as security for the margin loan.

Term deposit

Direct shares

Wrap 

platforms

Managed 

funds

Superannuation

Margin lending
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Understanding the jargon

Many potential investors are put off or confused by financial industry jargon. To simplify 
the process, here are some plain language explanations.

Risk versus return
This is probably the most important term to understand when considering investing. 

The reality is all investments carry some risk. Generally the higher the returns, the higher 

the level of risk. Whatever the case, if you want to invest you need to be comfortable 

with a certain level of risk. This level then becomes your risk versus return position.

Your positon can be easily determined by a professional financial planner who can 
perform personal risk profiling to identify what risk and investment return you are 
comfortable with.

 

Cash

Fixed 

Interest

Property

Shares

The chart above shows the general risk and return levels of the different asset classes. 
You’ll see cash has the lowest risk but offers the lowest return over time, whereas shares 
are the highest risk but have the potential to provide a much higher return.
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Understanding your risk profile
Your attitude to risk is a critical factor when making decisions about investing. How will 

you feel if the investment begins to lose value? Are you comfortable with the investment 

time frame? There is little point choosing an investment where the risk outweighs a 

good night’s sleep!

On the other hand, there is no value if your chosen investment offers such low returns 
that you don’t get any closer to your financial goals. Finding the risk balance is 
important and is why we recommend getting help from a professional financial planner.  

Financial Spectrum not only offers professional and unbiased advice, but utilises 
objective tools to help identify where clients sit in regard to risk. By using risk profiling 
tools we help clients identify exactly where they are on the risk scale, then develop 

investment strategies to suit their profile.

Due diligence
It’s important to remember that negative returns are possible for all investment types. 

This is why understanding your risk profile and undertaking appropriate research and 
due diligence into an investment is essential.

This can be undertaken by yourself or if you engage a financial planner they may be able 
to secure additional information not readily available to you. The more information you 

have, the better prepared and more comfortable you’ll feel in regard to the investment 

and potential risks.

We encourage you to come and talk to us about appropriate due diligence and to 

consider completing a Risk Profile Questionnaire so you know where you are in regard to 
risk before committing to an investment.
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The importance of diversification

If you have been successful with one asset class it’s tempting to stay with what you know 

and continue to invest in that area. However there is risk that if it begins to fail, your 

capital may fail with it.  

Diversification allows you to invest in other asset classes and share the risk among them. It 
could improve your average returns as some assets will perform better than others at any 

given time.  It may also help with your risk profile as you are diversifying risk rather than 
simply hoping one asset class does well. With a broader portfolio, should one not perform 

or even fail, all is not lost.

So how do you begin to diversify your investment portfolio?  Here are three common strategies.

It's possible that at any given time one or more asset class may be 
underperforming due to various market conditions  or consumer 
sentiment. By spreading your investment across asset classes you 
minimise your exposure to risk.

Timing and market conditions often favour one industry sector over 
another. Many have periods of growth such as the dot com boom of the 
late 1990’s while other industries struggle. By diversifying your portfolio 
across industry sectors you increase the likelihood that one may 
perform and offset losses in another.

Australia represents only 2 per cent of the revenue of world markets. 
With so much opportunity off-shore, many investors like to invest in 
domestic and international assets. By doing this they gain access to 
large markets and high value companies and can secure great returns.
There are also opportunities to see gains from currency changes. 

By asset class

By 

industry 

sector

By country 

or region

Key points to remember about diversification 

• Diversification helps minimise risk and offers opportunities for greater gains by 
spreading your portfolio across asset types.

• Asset classes of all types can go through high and low periods of growth.

• Time in the market can be a better strategy than timing the market.
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Time in the market

Great fishermen will tell you that patience is the key to a successful catch. Certain asset 
classes are like that elusive fish, and if you’re patient in the market, the returns will come.

It’s not uncommon to see an investor pull out of the market just ahead of a boom.  

Real estate is a good example. With growth of more than 60 per cent over the past  

three years in Sydney alone, those that held their property assets are enjoying 

remarkable returns today.

While all investments are prone to some volatility, time can balance the peaks and 

troughs and you generally gain rather than lose over time. As an example, if you had 

invested $25,000 in the Australian sharemarket in June 2003 and taken it out in June 

2008, you would have gained $18,000, an 11.65 per cent return. However if you had 

invested the same amount in June 2007 and taken it out in June 2008, you would be 

down $5,000.

Longer time periods can be your ally when investing. Again, it’s important to understand 

your risk profile to see how comfortable you would be with a longer term investment. 
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The benefits of compounding

Compounding is a powerful tool that allows you to earn interest on your interest. While 

initially the gain may not seem large, over the longer term it can make an enormous 

difference to your return.

Here is an example:

 

Alex and James both had $10,000 to invest in 1994. They both put the money in a 

savings account with an annual interest rate of 5 per cent. James decided to have the 

interest earned paid to him each year. Alex decided to reinvest his interest into the 

savings account which meant his investment grew each year. After 15 years, the results 
were quite astonishing.

This graph compares the savings amounts with and without compounding at an annual interest rate  
of 5%.  It does not take into account any fees and is for illustrative purposes only.

So by reinvesting and compounding his interest, Alex’s $10,000 investment is now worth 

$70,000. James, who chose not to re-invest and spend his $22,500 in interest, has his 

$10,000 stake and little else.
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A question of gearing

While many people have heard the term gearing in regard to investment, not everyone 

understands what it means. Quite simply, gearing is the strategy of using borrowed 
money to purchase investments and secure tax advantages. It is used across asset 

classes including property, shares and managed funds. The most common gearing in 

Australia is borrowing to buy an investment property. 

Gearing helps investors increase their investment portfolio and create capital gains, while 

also allowing them to use anticipated operating losses to help reduce their tax liability.

While it can be an attractive investment proposition, it’s important to remember that 

like all investment strategies, there are risks involved. If the investment was to decrease 

in value, the losses may be at a point where the gearing benefit is lost. Worst case, the 
losses are so substantial the borrower loses the investment. 

So while gearing can be a great investment tool, it needs to be undertaken with an 

understanding of the risks. If you are considering this strategy we encourage you to talk 

to a financial planner who can provide appropriate advice and guidance.

Key points to remember about gearing 

• When used appropriately, gearing may assist you to reach your financial goals faster

• Gearing may reduce your potential tax liability by providing tax deductions

• Gearing has the potential to magnify investment gains, but may also magnify losses

• Gearing is a sophisticated investment strategy so it’s advisable to seek advice 

from an experienced financial planner.
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Case study: The power 

of margin loans 

Sarah is 27 and serious about creating wealth. She has $35,000 saved and wants to 

invest in a managed fund. She can also afford to contribute $500 a month.  

In addition, she wants to take out a margin loan of $35,000 to increase the size of her 

investment to $70,000. In this case, the gearing ratio is 50/50 as her original $35,000 acts 

as security for the additional borrowing.

In this example, the use of a margin loan has dramatically increased Sarah’s returns.

This graph compares the return potential on Sarah’s investment portfolio with and without a margin 
loan and assumes an average annual capital growth rate of 8.50 per cent.  This example is for illustrative 
purposes only. This graph compares the savings amounts with and without compounding at an annual 
interest rate of 5 per cent.  It does not take into account any fees and is for illustrative purposes only.
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Are you ready invest?

Now we’ve highlighted some investment basics it may be a good time to consider your 

own situation and determine if you’re ready to invest or expand your current portfolio.

To begin, you may find it helpful to complete our simple Budget Calculator that will 

provide a snapshot of your current financial position and show you if investments  
may be possible. 

It may also be valuable to develop some short and long term financial goals and desired 
outcomes. For example, you may want to purchase an investment property over the next 

12 months, or perhaps you want to begin a savings plan for the children’s education.

To get you thinking, you may like to complete our Goals Worksheet on page 15 as it 

may help clarify your immediate and future goals. 

You should also consider some time fames around these goals and outcomes. The 

activities and strategies needed for a 3 year goal will be very different to a 20 year one. 
The types of investments will also vary. Long term investors may look at real estate, 

while short term investors may opt for a term deposit. 

Armed with this information, we encourage you to come and talk to us and your first 
consultation is complimentary. Once we have a clear understanding of your needs and 

goals, we can develop financial strategies to help get you there. 
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Goal worksheet

Below is a goal worksheet where you can brainstorm some of the goals you have  

for your future.

Short term
(less than 1 year)

Medium term
(2 to 5 years)

Long term
(more than 5 years)

E.g. take an overseas trip E.g. start a family E.g. pay off the mortgage
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How Financial Spectrum can help  

Now you’ve read this eBook we hope you feel more comfortable with some of the concepts 

and investment options available. While some reading this will choose to go it alone, 

others will want the security of having a professional financial planner to guide them 
along the investment path. 

While investing can be an exciting and very rewarding exercise, it’s important to be aware 

of the financial risks that can exist when investing. At Financial Spectrum, we can help 
guide you every step of the way on your financial journey. Our financial planners will 
always ensure you make informed financial decisions at all phases of your life.
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About Financial Spectrum

help you make the right decisions to achieve the future you’re aspiring to.

We can help you to: 

• Plan for the future

• Build your investment strategy

• Grow your personal wealth

• Simplify your budget

• Minimise bad debt

• Increase your super

• Reduce your tax

• Protect your family

lifestyle aspirations.  Contact us for a complimentary, no obligation meeting today.
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Financial Spectrum is an privately owned financial planning practice. We develop 

tailored financial strategies to help you build your wealth and achieve your lifestyle 

aspirations.



  +61 2 8238 0888

  info@financialspectrum.com.au

   Level 13, 447 Kent Street, Sydney NSW 2000

Visit our website for free financial planning
resources, including tools, calculators and ebooks

financialspectrum.com.au

Financial Spectrum Pty Ltd, ABN 65 164 212 524

Corporate Authorised Representative, Spectrum Wealth Advisers Pty Ltd, ABN 57 134 661 706, AFSL 334400
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