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Why have a philosophy?

• Better decisions 
• A touch-point in times of stress
• Basis for communicating and• Basis for communicating and 

affirming decisions to clients
• Reduce the noise and clutter
• Streamline your business• Streamline your business
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Key dimensions of investmentKey dimensions of investment 
philosophyp p y

• What am I trying to achieve for my clients? 
• Are markets efficient?• Are markets efficient?

– Broad markets
– Individual securities

• What are the key drivers of returns?
• Do I have any skills, or access to skills that will let 

t k d t f k tme take advantage of any market 
inefficiencies? 

• What is risk? How can I manage it?• What is risk?  How can I manage it?
• What sort of process do I need to establish to 

implement this philosophy efficiently?

farrelly’s
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What am I trying to achieve?
Case Study 1

• Bill Smith age 55
Case Study 2

• John Smith age 55Bill Smith, age 55
• Experienced investor
• Will retire in 10 years

John Smith, age 55
• Novice investor
• Will retire in 10 years

• Spends $90kpa, saves 
$10kpa

• Investable assets of

• Spends $90kpa, saves 
$10kpa

• Investable assets of• Investable assets of 
$1million

• Projection software 
t thi i

• Investable assets of 
$0.75million

• Projection software 
t thi isuggests this is 

obtainable with a 
return of 6.5%pa

suggests this is 
obtainable with a return 
of 8.5%pa
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Are markets efficient?
Across sectors

• Can I pick winning and 
l i t ?

Within sectors
• Can I pick winning and 

l i t k f dlosing sectors?
– Over what time frame?
– How?

losing stocks or funds
– Over what time frame?

How?
• What’s my competitive 

advantage?
• Typical strategies

– How?
• What’s my competitive 

advantage?• Typical strategies
– Economic analysis
– Valuation processes

advantage?
• Typical strategies

– Fundamental research
– Charts
– Consensus estimates – Manager visits

– Track records

farrelly’s
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What are the drivers of returns?
• Market level?

– The equity risk premiumq y p
– Income 
– Income/earnings growth
– Market sentiment/valuation levelsMarket sentiment/valuation levels
– Value add

• Fund level?
Si f iti– Size of positions

– Manager skill & luck
– Value/growth bias
– Trading skills
– Fees

farrelly’s



What is risk? How do I measure itWhat is risk?  How do I measure it 
and manage it?g

Risk Measure? Manage?
V l tilit f t ?Volatility of returns?

Tracking error?

Credit risk?

Concentration risk?

Liquidity risk?

Counterparty risk?

Loss of capital?

Loss of purchasing power?

farrelly’sNot achieving my goals?



Key dimensions of investmentKey dimensions of investment 
philosophyp p y

• What am I trying to achieve for my clients? 
• Are markets efficient?• Are markets efficient?

– Broad markets
– Individual securities

• What are the key drivers of returns?
• Do I have any skills, or access to skills that will let 

t k d t f k tme take advantage of any market 
inefficiencies?

• What is risk? How can I manage it?• What is risk?  How can I manage it?
• What sort of process do I need to establish to 

implement this philosophy efficiently?

farrelly’s
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Does my process capture thisDoes my process capture this 
philosophy?p p y

Risk Belief Process implications

What am I Maximise returns for a given risk •Identify clients risk appetite andWhat am I 
trying to 
achieve?

Maximise returns for a given risk 
tolerance.

•Identify clients risk appetite and 
position asset allocation 
accordingly

What is risk? Volatility of returns. •Seek out unlisted assets

Are asset 
sectors 
efficient?

Generally yes, but very 
occasionally go to extremes.  The 
equity risk premium drives returns.

•Maintain stable SAA

Are 
securities 
efficient?

•Fairly efficient.  Only exceptional 
managers add value.
•Small stocks outperform big stocks
•Fees are a significant drag on

•Favour passive managers and 
some active with very rigid 
guidelines
•Index funds and active small Fees are a significant drag on 

returns. company funds
•Avoid high fee managers
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Building an investmentBuilding an investment 
philosophy?p p y

• What do we believe?
• What’s important, what isn’t?
• How do we prove up our beliefs?• How do we prove up our beliefs?
• How do we translate those beliefs 

into a process?
• How do we communicate all of this?• How do we communicate all of this?
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What develop a philosophy?

• Better decisions
• Strength in stressful situations
• Better communication• Better communication
• Streamline your business
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Di l iDisclaimer.
This presentation has been prepared on the basis that it is only p p p y
for the exclusive use of the person for whom it was provided.  
Although information is derived from sources considered and 
believed to be reliable and accurate, farrelly’s, it’s employees,believed to be reliable and accurate, farrelly s, it s employees, 
consultants, advisers and officers are not liable for any opinion 
expressed or for any error or omission that may have occurred 
in this presentation Any forecasts included are reasonablyin this presentation. Any forecasts included are reasonably 
believed to be reliable based on current information but due 
to our inability to predict future events with certainty, they 
cannot be guaranteed This presentation is of a general naturecannot be guaranteed. This presentation is of a general nature 
only and has been prepared without taking into account any 
persons particular investment objectives, financial situation or 

ti l dparticular needs.
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