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PURPOSE

As the Principal of Guidance Financial Services, it is 
extremely important to me that all of our clients receive 
a consistently high quality of advice. Over the years 
we have developed an investment process and set of 
principles which has proven robust, through periods 
of economic expansion or contraction, through share 
market rises and falls, and through periods of high and 
low interest rates.

In producing this document, we hope to give our clients 
a greater understanding of why we recommend certain 
actions. Having read our Investment Philosophy, our 
clients will also gain a sense of what to expect in the 
future from our advice. Where a prospective client 
disagrees with our approach, this document provides an 
opportunity for them recognise that difference of view at 
an early stage, and evaluate whether Guidance is a good 
fit for their requirements.

We also hope that this document is useful for our team, 
which we expect will continue to grow. It will ensure that 
as a team we are delivering a consistent message to our 
clients, based on an approach which has been born out 
of hard won investment experience over many years.

We recognise that the world doesn’t stand still, and so 
over time, where the markets provide us with additional 
insight from which we feel our clients could benefit, we 
will update our Investment Philosophy to ensure our 
clients receive the best possible investment advice at  
all times.

Most typically, our Investment Philosophy will be applied 
to our client’s Self Managed Super funds; however, 
they are designed to be applicable to any investment 
portfolio, regardless of the ownership structure.

This document is broken into two parts:

1. Essential Elements for a Successful      
    Investment Portfolio

2. Portfolio Construction Principles

I hope you find this document insightful.



INVESTMENT PHILOSOPHY

GUIDANCEFS.COM.AU

ESSENTIAL ELEMENTS 
FOR A SUCCESSFUL 
INVESTMENT 
PORTFOLIO

We believe there are certain key elements that must  
be at the core of any successful investment portfolio. 
These are:

1. Each portfolio must be tailored to the 
objectives for that portfolio, and with  
reference to the complete client 
circumstances. Off-the-shelf, one-size-fits-all 
portfolios are not in a client’s best interests and  
are simply lazy. Examples of tailoring include:

A client works for a bank and as such has a 
considerable number of shares granted through 
an employee share scheme. In constructing the 
portfolio for his SMSF, we will ensure that he is 
underweight Bank shares to take account of his 
existing exposure.

A client’s operates an import business where 
exchange rate fluctuations have a significant 
impact on profitability. We will look to build 
her international share exposure with currency 
hedging, so that her portfolio is not also exposed 
to this volatility.

Costs must be minimised wherever possible. 
Depending on whose statistics you refer to, long 
term returns for growth assets is typically put 
at around 10% on average. That being the case, 
fractions of percentages here and there quickly 
add up. Fund manager fees, custody fees, wrap and 
platform fees, spreads, brokerage, these can easily 
approach 2% or one fifth of a client’s likely return. 
Efficient administration and tracking of investment 
is important, but this must be achieved with as few 
cost layers as possible.

 
Direct investments are preferred wherever 
possible. By direct investments, we mean direct 
shares, or direct property, rather than going through 
a fund manager. There are three reasons for this 
preference:

Cost - if we buy a share and hold it for 10 years, 
we have paid brokerage on purchase and 
brokerage sale. If it is bought through a fund 
manager we have paid management fees every 
year for 10 years.

Tax efficiency - If we purchase a share and hold it 
for 10 years, we only pay tax on the gain in the year 
it is sold, and only the gain we specifically accrued. 
Within a managed fund, the fund manager buys 
and sells various holdings, triggering capital gains 
in the process. Some of these gains may have 
accrued prior to us joining the fund, and so we 
are paying tax on other people’s gains. Further, 
the benefits of this regular buying and selling are 
questionable at best, especially once after tax 
returns are considered.

Security - whilst the Australian financial system 
is well regulated, there have been instances 
in recent years where funds have been frozen 
or closed, to the detriment of the investors. By 
holding investments directly, we minimise these 
types of risk.

Where it is necessary to hold assets through 
an intermediary, our focus is on transparency 
of both costs and structure, and strength of 
the parent entity. Notwithstanding point 3, we do 
recognise that there are times where direct holdings 
are not possible. Examples include investment in 
international assets, hedge funds, precious metals, 
and perhaps commercial property. We may also 
wish to use a fund type investment to improve 
diversification within a portfolio. Where this is the 
case, funds must be transparent, and be backed 
by a well regarded parent. Funds with layer upon 
layer of complexity will not be included in Guidance 
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PORTFOLIO CONSTRUCTION 
PRINCIPLES

Having outlined the core elements of any Guidance 
Financial Services portfolio, we will now detail our 
Portfolio Construction Principles, that is, how and why we 
include certain investments whilst excluding others.

Strategic vs. Tactical Asset Allocation

Asset Allocation refers to a portfolio’s split between 
shares, property, cash, etc. Research has shown that 
decisions made regarding asset allocation explain 94% 
of the portfolio’s return. Stock selection accounts for 4%, 
and market timing the remaining 2%.

Strategic Asset Allocation refers to a portfolio’s base 
case position. For instance it may that a portfolio has a 
strategic allocation as follows:

The portfolio would be managed to this allocation, and 
where new funds are added, they would be invested to 
ensure the portfolio remains in line with this allocation.

All portfolios will have a Strategic Asset Allocation.

Where some debate exists in the investment community, 
is whether a flexible approach to these Strategic 
Allocations should apply, to take account of economic 
conditions. Such flexibility is known as Tactical Asset 
Allocation. 
 
 
 
 

1 Brinson et al. 1986

Cash / Fixed Interest   5%

Australian Shares   50%

International Shares   30%

Listed Property    5%

Alternatives    10%

Cash / Fixed Interest   25%

Australian Shares   40%

International Shares   20%

Listed Property    5%

Alternatives    10%

The application of Tactical Asset Allocation during 2008 
for instance, may have resulted in a client’s portfolio split:

With share markets in decline, and expectations of 
a global recession, allocations to cash have been 
increased at the expense of Australian and International 
shares. Whilst many in the investment community 
believe that portfolios should at all times be managed 
to their Strategic Asset Allocation, at Guidance we do 
not share this view. We don’t possess a crystal ball, 
and so make no claims to be able to shield our clients 
completely from market downturns. We do believe, 
however, that it is realistic to apply a Tactical Asset 
Allocation approach to our clients’ portfolios to take 
account of the current economic climate. Indeed our 
experience is that this type of management is precisely 
what our clients would expect from us.

In formulating our Tactical Allocation strategies, we will 
rely on information from various sources. In particular 
we have access to detailed reports from Morningstar, a 
leading global researcher.

Home Bias

Another issue which often comes up is the question of 
why most Australians have a bias towards Australian 
shares in their portfolio when Australian listed companies 
only make up 2% of the companies listed around the 
world.
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We recognise that there are often attractive investments 
in overseas markets, and an investment exposure 
outside of Australia is prudent as a means of minimising 
risk. Nonetheless, we do believe it is valid to have 
Australian portfolios biased to our local market for two 
reasons:

Franking credits - The receipt of tax credits 
to reflect tax already paid by a company is very 
attractive to investors. These credits can add 
significantly to the after tax return of a portfolio. A 
gross return of 5% within a SMSF is either 4.25% after 
tax where there is no franking credit, or 6.07% where 
full franking applies. These credits are the primary 
justification for a home town bias.

Exchange rate fluctuations - When the AUD 
rises against the USD, our investments listed in the 
United States decline in value. When the movement 
reverses, so too does our asset value. This exchange 
rate volatility can make a good asset allocation 
decision look foolish, undermining our broader 
objectives. Whilst it is possible in some cases to put 
hedging in place, this comes at a cost which must 
inevitably detract from performance. Investing in 
the domestic market eliminates the exchange rate 
issues.

Buy and Hold vs. Short Term Trade

Warren Buffet, the famous US investor is quoted as 
saying, “The best time to sell is never.” He is a buy and 
hold investor. There are others in the market for whom 
holding a stock overnight would be considered long 
term.

The difference between these views is profound. Each 
investor’s aim is to make money. They may each be 
dealing with the same underlying asset. Yet their method 
for making a profit is poles apart. The buy and hold 
investor is looking to make money by being a part owner 
of a business, and sharing in the profits over time. Some 
of those profits will be reinvested back into the business, 
hopefully enabling the company to grow. The remaining 
profits will be paid out as dividends to the investor. 

The buy and hold investor then, when selecting an 
investment, would consider issues such as the current 
economic climate, prospects for the industry sector, 
balance sheet strength, and quality of management, for 
example. The short term trader has no interest in the 
performance of the underlying company. Rather, he is 
looking to profit from price movements. In fact the short 
term trader may trade currencies, or futures contracts 
rather than shares in companies. The underlying asset is 
of little consequence, it is the movement in prices that  
is important.

1.

2.

Whilst die-hard buy and hold investors will tell you that 
short term trading is little different to backing horse 5 
in race 3 at Flemington, there are some people who 
successfully profit from short term trading. Most traders, 
however, fail to make profits consistently.

Our assessment is that we lack the expertise to generate 
reliable returns from short term trading, and that were 
we to acquire this expertise (e.g., via hiring a person 
with the skills), the costs would be such that they would 
outweigh any gains. 

Our approach is to adopt a buy and hold view, but 
perhaps not quite to the Warren Buffet extreme. 
Whenever we buy a share, our hope is that it can be 
held for 10 years plus. Changes do happen over time, 
however, and we see no value in exhibiting  
pig-headedness. Where a company’s prospects for 
profit over the medium to long term have significantly 
declined, we will recommend to our clients that they sell.

Efficient Markets

The area of efficient markets has consumed innumerable 
hours of academic study. Indeed, a Nobel Prize was 
awarded to some of the early proponents.

The Efficient Market hypothesis asserts that markets 
reflect all information available and rapidly adjust to 
new information. As such it is impossible to consistently 
outperform the market by using anything the market 
already knows, other than through luck. The bestseller, A 
Random Walk Down Wall Street, presents this case well.

Given the thousands of books claiming to show ways 
to beat the market, not to mention the tribe of fund 
managers paid to achieve the same goal, it is fair to say 
that many investors are not convinced that markets do in 
fact exhibit this efficiency.

At Guidance, our view is that markets are efficient most 
of the time. Returns on investment portfolios come 
from three sources. Studies disagree as to the precise 
breakdown, but we believe it to be approximately:

We believe that most of your returns will come from 
the overall movement in the market, and so an index 
exposure is at the core of our clients’ portfolios. We do 
see some value in picking individual stocks, however, 

Market Movements  85%

Stock Selection   10%

Timing     5%
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where there is some basis to conclude they may 
outperform (thus the reason we believe markets are 
efficient most but not all of the time). 

Our approach then for the equities component of our 
portfolios, is to combine Exchange Traded Funds (ETF’s) 
with active stock selection. The ETF will cover a market, 
for instance the stock STW covers the ASX S&P200. 
An investor receives the benefit of gains in the value of 
the top 200 companies on the Australian share market. 
ETF’s have the advantage of being listed on the ASX, so 
we have certainty around liquidity and clearance, they 
are highly transparent in that at any time we can look 
and see exactly what assets they contain, and they are 
very low cost – because they track an index, there is no 
need to employ researchers and analysts as a traditional 
managed fund would.

ETF’s are available over Australian and International 
assets and provide us with a great way to achieve 
diversification for our clients. They also meet our 
requirement for tax efficiency, as they do not need to buy 
and sell shares; they simply mimic the market for which 
they cover.

As mentioned, however, we do believe that there is 
some scope to generate out performance through 
individual stock selection. This individual stock selection 
also enables us to tailor portfolios, something we feel is 
very important for our clients. Through the combination 
of using ETF’s as a core holding to ensure we capture 
the broad market returns, with some individual stock 
selection to complement these broad holdings and  
allow for tailoring, we expect our clients to achieve 
returns after tax and fees, superior to that generated  
by the majority of investors in the community.

We welcome your feedback and look forward to working with you over the coming years.

Paul Benson B.Bus., SSA 
Financial Planner - Principal 
SMSF Specialist Adviser TM

It is my hope that through this document you have 
gained an understanding of how we at Guidance 
Financial Services construct your portfolio, and the 
thought process behind this construction.

In summary:

• Portfolios will be tailored.

• Costs will be minimised.

• Direct holdings will be preferred were available.

• Where we must have indirect holdings, our focus
will be on transparency and strength of parent.

• We will apply Tactical Asset Allocation.

• We will have a home (Australia) bias.

• We will not engage in short term trading.

• We will hold the market (via ETF’s) as core 
holdings, with some individual stocks selected to 
enable tailoring and in an attempt to profit from 
market inefficiencies.

CONCLUSION

Email: mail@guidancefs.com.au      Fax: 03 9337 0310        Mail: 11/207 Buckley St, Essendon VIC 3040

mailto:%20mail%40guidancefs.com.au?subject=Self%20Managed%20Super%20Fund%20Enquiry
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Contact Guidance today

guidancefs.com.au

mail@guidancefs.com.au 

11/207 Buckley St, Essendon VIC 3040

03 9870 6544
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