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An investment philosophy is the overall set of principles
or strategies that guides and steers our investment
decisions; it helps us to simplify a complex industry and
allows us to concentrate on our relationships with our
clients, safe in the knowledge that we’re doing our best to
protect and grow their assets.
While investment performance hinges on many factors
beyond our control, notably the return on markets, we
can control other factors. These are the ones we deem
the most important in creating and managing a portfolio
such as: the type of funds invested in, the cost of the
investments; and what we look for when choosing the
investment companies we do business with.
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Our investment philosophy
We provide
independent advice

We choose to remain independent because we believe that it is important that we are not
restricted in any way at the point we recommend a fund or product to our clients.

We believe in
diversification

One of the most important views to arise from portfolio theory is that investors should avoid
concentrated sources of risk by holding a diversified portfolio. There are three primary factors
that influence portfolio performance: asset allocation; stock selection; and market timing.
Diversification of an investment portfolio across asset classes that perform differently under
various market conditions and events should help to reduce the overall level of risk compared
with a portfolio which invests wholly into one asset class, e.g. shares. An effective combination
of different asset classes can significantly reduce the risk of a portfolio, without reducing its
potential for growth.

We believe that
cost is important

Although the cheapest option might not prove to be the most suitable, we do believe that cost
is a critical factor in selecting a product or investment fund, as it has a demonstrable impact on
investment returns. Therefore, we will consider this alongside other factors such as the financial
strength and service provided.
In addition, every time an investment cost is bought or sold, costs are incurred. Some but not
all of these costs are expressed in the on-going charge stated by the fund manager. As not all
charges are included, it is important to also consider portfolio turnover (which is the amount of
trading undertaken by the fund manager). This is expressed by the Portfolio Turnover Rate and
the cost of this is often hidden but it impacts on investment returns.

“

Diversification across
different asset classes
can help to reduce the
overall level of risk
compared to investing in
only one asset class

“

Neil Marsden, Chartered Financial Planner
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Financial planning and risk
Types of risk
When we talk about risk, it is important
to understand that when making financial
decisions the potentials risks involved
could include, but are not restricted to
the following:

Capital risk

The risk of getting back less than you invested or
losing some of the return already received.

Income risk

The risk that the level of income achieved is less
than expected / required.

Liquidity risk

Not being able to access your money when you
need it.

To assist us with ‘risk profiling’ we use
software provided by Distribution
Technology Ltd. This takes us through
the following stages:

When investing you need to take into account risk and the impact that this
could have on your ability to achieve your financial goals.

Risk profiling

Stage 1

Assess willingness to take risk
This uses psychometric risk profiling to determine
the risk that you are willing to take and involves
the completion of a questionnaire developed in
conjunction with Oxford Risk, who has considerable
expertise in this field. The questionnaire is
designed to take into account a number of factors
such as risk sensitivity, desire for profit, tolerance
or ambiguity, outlook, investment time horizon,
financial awareness, investment experience and
suggestibility, which are all known to be excellent
predictors of attitudes to risk.

Stage 2

Check responses
This considers the consistency of your answers to
the questions and will indicate areas where further
discussion is required.

Prior to making recommendations to you, we will undertake a process called
‘risk profiling’ in order to determine an appropriate investment strategy.

Stage 3

In order to assess the risk required we will need to understand your goals,
income and expenses and your assets and liabilities, both current and
anticipated. We can then try to understand the investment return that you might
need to meet your current and future needs. We also need to establish your
capacity for loss, which is your ability to manage financially should a capital
loss occur.

Assess ability to take risk
This is the assessment of your ability to accept
investment risk, by exploring the impact that
potential losses might have on your financial
position. This consists of additional questions that
consider your capacity to tolerate losses which
could have a material detriment on your standard
of living and liquidity requirements; i.e. how likely
you are to need access to this investment.

In addition to assessing the risk required and your capacity for loss (both of
which are financial calculations) we also need to understand your risk tolerance,
which is psychological and is how you feel about taking risk e.g. you might
consider it important for your investments to maintain their purchasing power
and that any fall in their value would make you feel uncomfortable.

Stage 4

Select & agree risk level
The software then ranks risk aversion on a scale of
one to ten (more on this later) with a score of one
being the most averse and ten the least. Once the
level of aversion to risk has been agreed with you,
we can then consider the best investment strategy
to meet your specific objectives and tolerance
for risk.

Another key part of the process is establishing your knowledge and experience
of financial products. This is an assessment of what your previous experiences
have been in relation to various types of financial products and whether you
acted with or without advice. This helps us to assess your level of understanding
of different products.

Asset allocation
We believe that asset allocation,
i.e. the spread of your investment
across different asset classes, broadly
determines the results.

Depending on your financial goals, we will use a corresponding investment
strategy that produces the most appropriate level of risk and expected return.
How the assets are held over the long term (known as the strategic asset
allocation) is a large contributor to the performance of the portfolio.
However, this is only part of the picture and so we use strategies that
employ tactical asset allocation. This strategy attempts to increase returns by
adjusting or tilting the strategic asset allocation to take advantage of short
and intermediate term market inefficiencies, with the aim of raising investment
performance above the market average.
The theory behind tactical asset allocation is that investor psychology and
market forces can lead to the under or over valuation of assets. Tactical
asset allocation attempts to increase returns by buying more of the assets
(overweighting) that are expected to out-perform on a relative basis and
holding a lower proportion (underweighting) of the assets that are expected
to underperform.
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The different levels of investment risk

1.

What follows is an explanation of
the different levels of investment
risk, together with an example
asset allocation.

Lowest – Individuals with this approach prefer holding
money as cash rather than in higher risk investments such
as shares. On this basis, whilst investments will not fall in
absolute value, excepting a significant banking collapse,
inflation will mean that its value in real terms will fall.
By way of example, if someone had £1,000 in 2000 then
this would be worth £660 in today’s money; although
on paper it is still £1,000, what can be bought with it
equates to £660.

6.

High medium – An investor who is a Risk Profile 6 is
prepared to accept some losses, particularly in the short
term, to achieve higher returns than by simply investing in
low-risk investments. An investment portfolio within this
profile would consist mainly of higher-risk investments such
as shares with some lower and medium-risk investments.

7.

Highest medium – An investor who is a Risk Profile 7
would want to make higher returns on their investments,
although they are still concerned about medium sized
losses on their investment portfolio. An appropriate
portfolio for this profile would primarily contain equities
with a few lower and medium-risk investments such as
bonds and property.

8.

High – An investor who is a Risk Profile 8 has a ‘high’
attitude to accepting risk and concentrates on getting
higher returns on their investments. An investment
portfolio suited for this profile would consist of a high
proportion of higher-risk investments such as equities, with
the occasional lower and medium-risk investments.

Equity

9.

Very high – An investor who is a Risk Profile 9 is likely to
be making higher returns on their investments but will be
accepting a greater level of risk. Preferred investments
are likely to contain a large percentage of higher-risk
investments such as equities.

Equity

10. Highest – An investor who is a Risk Profile 10 is likely
to have a priority of making higher returns on their
investments and will be willing to accept a greater level
of risk. Preferred investments are likely to contain a large
percentage of higher-risk investments such as equities
from outside the UK.

Alternative
Equity
Bonds

Alternative
Alternative

2.

Equity
Bonds
Cash

Very low – An investor who is a Risk Profile 2 would
be very concerned with the possibility of losing their
investment as they have a ‘very low’ attitude to accepting
risk. The level of return would not be expected to rise
much more than if they had kept the money in a bank
account or other low-risk investment, however this could
reduce the value if inflation is high. Preferred investments
for such an investor are the lower-risk assets such as cash
and bonds, with some medium-risk assets in the form
of property.

Equity
Bonds

Alternative

Alternative

3.

Equity
Bonds
Cash

Alternative

4.

Equity
Bonds
Cash

Alternative
Equity
Bonds
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5.

Low – An investor who is a Risk Profile 3 is likely to be
concerned about the possibility of losing money on their
investments, but does not want to completely ignore the
possibility of making higher returns than are offered by
bank accounts and low risk investments. As a result, these
investors are willing to sustain very small losses on the
amount invested by investing in lower and medium-risk
investments such as cash, bonds and property in order to
achieve a higher return.

Equity
Bonds

Lowest medium – An investor who is a Risk Profile 4 would
probably be concerned about the possibility of losing
money on their investments, but may also want to achieve
higher returns than offered by bank accounts and low-risk
investments. As a result, these investors are willing to
accept only small losses by investing in some medium-risk
assets such as property and possible some shares, in order
to achieve a higher return.

Low medium – An investor who is a Risk Profile 5 is
prepared to accept small losses, particularly in the short
term, to gain higher returns than simply investing in lowrisk investments. An appropriate investment portfolio
would consist of a balanced mix of lower and medium-risk
investments such as bonds and property as well as some
higher-risk investments such as equities.
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Summary

Whilst portfolios in the risk range 1-7 should go up and down in value less
than a high-risk portfolio, the value of investments can always go down as well
as up. There is a possibility you may not get back as much money on your
investments as you put in, particularly in the short term.

Approach to
investment management

You will note that the example portfolios for 9 & 10 are both wholly invested
in equity; the highest risk portfolio would contain a much greater weighting
towards overseas shares, especially those in Asia and developing markets,
which tend to be more volatile than developed market shares such as UK,
USA and Europe.

Having completed the risk profiling exercise and agreed the broad asset
allocation for the portfolio, the next stage is to implement the agreed strategy.
Underlying our investment philosophy is our belief that an active approach is
likely to prove beneficial. The objective with an active approach is to produce
better returns than those of funds that aim to replicate the performance of an
index or basket of stocks (passive or index tracker funds).
We feel that there are a number of advantages to active investing,
for example:
Active strategies can aim to reduce volatility
They do not have to change their holdings because the constituent
companies of an index change

Objectives and time scales

In making decisions concerning your approach to risk, this could vary according
to the financial goal that you are considering.

They can employ different strategies, taking macro-economic views, adopting
particular investment styles or stock-picking with the aim of out-performing
the sector

A very important and potentially over-riding factor is the timeframe that the
monies will be invested for. The higher risk portfolios would be expected to
go up and down widely in value over very short timeframes, which might make
them unsuitable for short and medium-term objectives.

They can avoid certain industries or companies, or focus in a specialist area.

By way of example, you might feel able to take a higher level of investment
risk with longer-term objectives e.g. an individual in their twenties undertaking
retirement planning might feel able to accept wide fluctuations in the value of
their pension pot as they would not be able to gain access to these funds until
their mid-fifties.
An individual within five years of retirement might feel that with regards to their
savings and investments, preserving the capital is more important as, once they
have ceased earning, their ability to top-up their savings could be limited.
These are merely examples and your individual circumstances are likely to
be different.

In recent years we have seen a blurring of active and passive management,
for example funds that use tactical asset allocation but populate the fund with
passive instruments such as index-trackers or active managers that wish to take a
short-term position and rather than suffer the increased cost of buying or selling
stocks; they purchase an index fund.

Investment strategy

Whilst each client is different, we do undertake in-house research and utilise
external research concerning different funds and products. Governance
over the investment solutions used is the responsibility of our in-house
Investment Committee, who meets regularly to consider the ‘best of breed’
investment solutions.
We also work closely with selected platform and wrap providers to deliver our
wealth management service, in an efficient manner e.g. providing consolidated
tax information and online access to your investments, should you wish to
have this.

10

Alan Boswell Financial Planners. Investment Philosophy - May 2018

Alan Boswell Financial Planners. Investment Philosophy - May 2018

11

Investment strategy
(continued)

Depending on the service level selected and the level of assets under
management, we have identified a number of strategies that could be
employed including:
Multi manager funds
or fund of funds

Source Distribution Technology March 2018

2. Very low
Expected Inflation Adjusted Return-0.39%pa
Expected Volatility 3.51%pa
Value after

1 year

5 years

10 years

20 years

Below average performance

£9,400

£8,450

£7,650

£6,430

These are portfolios managed by a number of
discretionary investment managers who we
feel are an appropriate fit in terms of our
investment philosophy.

Average performance

£9,900

£9,490

£9,000

£8,110

Above average performance

£10,400

£10,700

£10,600

£10,200

Value after

1 year

5 years

10 years

20 years

Below average performance

£9,180

£8,190

£7,480

£6,510

Average performance

£9,970

£9,850

£9,700

£9,420

Above average performance

£10,800

£11,800

£12,600

£13,600

Value after

1 year

5 years

10 years

20 years

Below average performance

£8,950

£7,910

£7,280

£6,560

Average performance

£10,000

£10,200

£10,500

£11,000

Above average performance

£11,300

£13,300

£15,100

£18,500

The portfolios are regularly rebalanced by the
discretionary investment manager to take account
of tactical asset allocation and markets.
This type of strategy can be useful for a larger
portfolio e.g. £100,000 or more where bespoke
taxation management or specific investment
mandates are not required.
This approach is suited to larger portfolios of
£250,000 or greater, although more typically
£500,000 or greater, where an individual portfolio
manager will work in partnership with us to help
achieve your financial goals.
This type of strategy can be useful where some
form of bespoke investment management is
required, such as management of capital gains,
or income streams, exposure to specific sectors
or investments, bespoke tax reporting ethical
considerations or some other aspect that cannot
be served by other strategies.
We work with a number of different discretionary
investment managers to provide a tailored service
and our Investment Committee undertakes regular
due diligence in this area.
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†

This type of strategy can suit clients who undertake
infrequent reviews of their arrangements or who do
not wish to incur on-going capital gains.

The models are based on tactical asset
allocation with the belief that whilst competent
fund selection is likely to improve the returns of
a portfolio, good asset allocation can also
improve returns and reduce risk. Through the
use of both techniques there is a greater potential
to enhance performance.

Discretionary
investment
management

The following tables aim to provide a comparison for the different risk levels of
the potential investment returns, after allowing for inflation, based on investing
£10,000 over various time periods.
Please note, the figures in the tables are not an analysis of how specific
products or funds might perform, they are only examples of what might
happen. They are not minimum or maximum amounts and are not guaranteed
in any way. Actual performance will depend upon how the selected investments
perform, their tax treatment and any charges incurred.

There are occasions where we believe it is
appropriate for a client to have an automatically
rebalancing investment solution, without
the additional expense of a bespoke
investment strategy.
Due to the dynamic nature of these funds, their
asset allocations will vary from day to day and they
will employ a number of different managers to look
after the various elements of the portfolio. This
provides a great deal of diversification by asset
class and manager style.

Tactical model
portfolio

Risk levels of the potential
investment returns
(continued)
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3. Low
Expected Inflation Adjusted Return 0.7%pa
Expected Volatility 5.5%pa

4. Lowest medium
Expected Inflation Adjusted Return 1.6%pa
Expected Volatility 7.4%pa

Alan Boswell Financial Planners. Investment Philosophy - May 2018

13

5. Low medium

8. High

Expected Inflation Adjusted Return 2.6%pa
Expected Volatility 9.5%pa

Expected Inflation Adjusted Return 4.4%pa
Expected Volatility 15.4%pa

Value after

1 year

5 years

10 years

20 years

Value after

1 year

5 years

10 years

20 years

Below average performance

£8,700

£7,560

£6,970

£6,440

Below average performance

£8,010

£6,470

£5,760

£5,200

Average performance

£10,100

£10,600

£11,300

£12,700

Average performance

£10,200

£11,100

£12,400

£15,400

Above average performance

£11,800

£14,900

£18,200

£25,000

Above average performance

£13,000

£19,200

£26,800

£45,900

Value after

1 year

5 years

10 years

20 years

6. High medium

9. Very high

Expected Inflation Adjusted Return 3.3%pa
Expected Volatility 11.4%pa

Expected Inflation Adjusted Return 4.9%pa
Expected Volatility 17.2%pa

Value after

1 year

5 years

10 years

20 years

Below average performance

£8,490

£7,230

£6,620

£6,120

Below average performance

£7,800

£6,120

£5,360

£4,760

Average performance

£10,200

£10,800

£11,700

£13,700

Average performance

£10,200

£11,300

£12,700

£16,100

Above average performance

£12,200

£16,200

£20,700

£30,600

Above average performance

£13,500

£20,700

£30,100

£54,600

Value after

1 year

5 years

10 years

20 years

7. Highest medium

10. Highest

Expected Inflation Adjusted Return 3.9%pa
Expected Volatility 13.5%pa

Expected Inflation Adjusted Return 5.3%pa
Expected Volatility 18.9%pa

Value after

1 year

5 years

10 years

20 years

Below average performance

£8,240

£6,840

£6,200

£5,710

Below average performance

£7,590

£5,780

£4,950

£4,280

Average performance

£10,200

£11,000

£12,200

£14,900

Average performance

£10,300

£11,300

£12,800

£16,500

Above average performance

£12,600

£17,800

£24,000

£38,700

Above average performance

£13,900

£22,200

£33,200

£63,300

†
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Don’t hesitate to give us a call
whenever you have a question
about insurance or financial services.
We’re happy to help however we can.
Alan Boswell,
Executive Chairman

Alan Boswell Financial Planners
Cedar House, 105 Carrow Road,
Norwich, NR1 1HP
T 01603 967967

Alan Boswell Financial Planners is a trading style of Alan Boswell and Company Ltd and
Alan Boswell Employee Benefits Ltd which are part of Alan Boswell Group of companies.

