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Investments — What to look for

Investment means different things to different people. To some, it is capital growth — building wealth
over a number of years. Others have a shorter time horizon or are looking for regular income and/or a
higher return on their money. When choosing an investment you need to ask a lot of questions,
understand some basic principles of investment, and work out what type of investment suits your
goals.

Identify goals

One of the keys to putting together a successful investment strategy is identifying and understanding

your investment goals and your investment budget.

It might be that you have a few different goals. For example, you might be saving for an overseas
holiday, and saving for your retirement at the same time.

Each goal may require a different investment profile and hence a different type of investment.

Basic factors

Most investments are generally a blend of the following factors:

= Risk;
= Return;
= Duration; and

= Liquidity.
Risk

All investments carry some risk of losing value. But risk is usually directly related to return, so
generally, higher returns mean higher risks.

An example of a low risk investment is a bank savings account — you know the return (interest), but

compared to riskier investments, eg shares or property, it is not high.
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Return
To work out the type of returns that suit you, ask this question: are you interested in income, growth,
or a mixture of both?

If you need short term income from your investment, it is probably better to put your money where you
can guarantee how much money it will earn, eg in a term deposit bank account. On the other hand if
you do not need the income in the short term and want to grow a lump sum as much as possible, you

can consider investments that don’t guarantee returns from year to year, eg shares.

Duration

How long do you want to invest for? Generally investments break down as follows:

= Shortterm — 1 to 3 years;
= Medium term — 3 to 7 years; and
= Longterm —over 7 years.

For example, saving for an overseas holiday is generally a short term goal, whereas saving for
retirements is likely to be a long term goal.

Liquidity
Liquidity is the speed at which you can convert your investment into money before the end of your
investment period, without taking a loss.

An investment with high liquidity means you can get at your investment anytime, eg a bank savings
account. llliquid investments are those where it can take time to access your money without suffering

loss. Property or going into business are examples of potentially illiquid investments.

Investor profile

To determine your investment profile there are three basic questions to ask:

=  How much money do you want to accumulate?
=  When do you want the money to be available?

= How much volatility or investment risk can you tolerate?
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Information - the key!

Once you have established your goals and your basic investment criteria, the biggest difference
between people who make money investing and those who lose it is the information they have.

You must do your homework before handing over any money. Most people who become victims of
scams have invested on the basis of someone’s word without investigating the investment properly.

Many investments offered to the public will require an investment statement and/or prospectus under
the Securities Act or other laws, so there should be plenty of information available to assist you in
making an investment decision.

A more difficult situation is where you are approached privately to make an investment, for example,
by a friend.

Key questions
The following is a list of key questions to ask when considering any investment. It is by no means
exhaustive, but intended to assist you to narrow down a selection of suitable investment options and

determine if an investment meets your investor profile and investment goals.

= What sort of investment is this? What am | buying?

= [s the investment a direct investment or a managed fund?

=  Who is providing the investment?

= How much money am | required to pay? How often? Can | stop contributions?
=  What is the duration of the investment?

=  What are the previous and forecasted returns? Over what timeframe?
= What are the risks associated with the investment?

= (Can the investment be altered?

= How easily can | cash in the investment?

= What fees and charges are associated with the investment?

= What information will | receive about the investment? How often?

= What taxes are payable on the earnings from the investment?

=  Who can | contact about the investment?

=  What other information is available about this investment?
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Finally

Speak to us before investing. Whatever the type of investment you are considering, keep asking
questions until you are satisfied that you are in a position to make a fully informed decision, or seek a
second opinion if you are unsure.

Remember saying ‘no’ is okay! Why hand over your money if you do not fully understand what will

happen to it? We would be pleased to assist you to navigate the investment maze.

See Us First

= Before making any financial decisions.
= To assist you in meeting the necessary legal or financial requirements.

= |f you consider that any of the issues contained in this fact sheet may affect you.

CHARTERED ACCOUNTANTS & BUSINESS ADVISORS
CORNER CHURCH & SELWYN STREETS, PO BOX 13 676 ONEHUNGA
TELEPHONE (09) 6343150, FAX (09) 6343152

WWW.DOLLARSANDSENSE.CO.NZ

Disclaimer

Important: This is not advice. Clients should not act solely on the basis of the material contained in this fact sheet. ltems
herein are general comments only and do not constitute or convey advice per se. Changes in legislation may occur
quickly. We therefore recommend that our formal advice be sought before acting in any of the areas. We believe the
contents to be true and accurate as at the date of writing but can give no assurances or warranty regarding the
accuracy, currency or applicability of any of the contents. This fact sheet is made available to our clients as a helpful
guide for their private information. Therefore it should be regarded as confidential and should not be made available to
any person without our prior approval.

Copyright: No unauthorised copying permitted.
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