RE: Investment Advice 

For many people deciding on an investment strategy can be a daunting task. There are so many options available and so many potential risks to worry about.

We have endeavoured to set out some information and advice on how best to make the most from your money.

This article is aimed at guiding you through the different product types and helping you assess the potential risks and rewards associated with them.

When it comes to investing there are four main categories of assets in which you can invest, namely:

· Cash (Cash held at bank)
· Property

· Equities (Shares)
· Commodities (Oil, Gold, Copper, Rice etc.)
 With each of the above assets there are a number of investment vehicles you can use in order to invest in that particular asset. For instance take a bank account (cash). Think of all the different banks and the different type of accounts you can have e.g. current account, deposit, 7 Day notice, 30 Day notice…… etc.

Life for investors was much simpler 30 years ago. If you had a lump sum to invest it invariably wound up in the Post Office or Credit Union or Bank account where interest rates were relatively high and their money was safe. However, things have changed since then and with deposit rates so low Investors are looking elsewhere to make a decent return on their investments.

When investing in anything there are four factors that need to be taken into account. These are:

· Return

· Flexibility

· Risk/Security

· Time Period

The aim should to ‘marry’ together the above factors as best you can i.e. spread your investment over different asset types and over different time periods. The benefit of this is three fold:

1. All your eggs are not in the one basket

2. You have different amounts becoming available to you at different times.

3. Certain assets can generate a regular income.

We will now look at each asset class in greater detail:

1. Cash

For many people cash deposits remain the savings instrument of choice, however, it must be remembered that standard deposit accounts will not protect the real value of savings. Deposit interest rates will always run below the rate of inflation meaning the longer money is left on deposit the less it is worth in real terms i.e. its buying power has been eroded. Also most deposit account holders are subject to DIRT Tax of 20% further lowering their returns.

While cash deposits may deliver quite a low return relative to other asset classes the fact remains that they are an important part of a balanced investment portfolio. Everyone will need cash from time to time and it is not a good idea to tie up short term funds in investments such as property or equities.

2. Property

Property has tended to be the investment vehicle of choice for Irish investors over the last no. of years. This is hardly surprising given the returns enjoyed by property investors and the relative security offered by property itself.

The return on residential property is two fold i.e. rental income and capital appreciation.

Having made the decision to invest in property there are ongoing tax issues to consider. Rental income is taxed as normal income and Capital Gains tax is payable on any profit made on the property when sold.

The returns on property investment vary enormously. If you buy in the right area, get good tenants and manage your property well, you will do a lot better than someone who buys in the wrong area, gets bad tenants and doesn’t manage it well.

Borrowing to invest in property is generally easier than for other asset classes and there are a number of mortgage products on the market specifically geared towards property investment e.g. interest only loans etc.

Most life insurance companies and banks now offer investors property funds, where investors pool their resources and let the insurance company or bank manage their property investment for them. These funds will often invest abroad in residential and commercial property as well as in Ireland and allow some smaller investors to get a piece of the action. It also suits investors who do not want the hassle of managing their own property, filing returns etc. Again like direct property investment the trick is to pick the best fund and the best fund manager.

3. Equities

When you invest in shares or equities you become a part owner of a company which has issued those shares. When the company does well the value of your share increases and you may also benefit from a share of the company’s profit through a dividend paid to shareholders. The combination of dividends paid and the changes in the share price are the share’s total return.

Returns in equities in general have been much higher than the long term returns in property or cash but these returns come with significant risks.

The risks run by equity investors are due to the volatility of stock markets. Stock markets are prone to periodic dramatic falls and equally dramatic rises. However, in the long term (7 years plus) the overall growth still tends to outperform the returns available from other asset classes. This means direct equity investments are not for short term investors or for those who are risk averse.

The vast majority of people who invest in the stock market do so through unit linked funds and other similar products (see below).

4. Commodities 

Commodities are the raw materials that producers use to create the goods that people buy and consume. While commodities are uncommon to many investment portfolios, the rationale for introducing this asset class is compelling. It increases the level of portfolio diversification and thus reduces the overall risk to the investor.

Supply may be constrained because of long-term under investment in the sources of production. The same volatility and trendless price behaviour that has alienated many commodity investors in recent decades has also made commodity producers reluctant to invest aggressively in new capacity.
Demand is likely to grow steadily as the huge populations of Asia increase spending on basic needs. Investment capital continues to seek advantage from lower costs in countries like India and China, helping their workers to accumulate wealth and improve their living standards.
Commodities can offer attractive returns, compelling diversification benefits, and appealing exposure to powerful economic and demographic trends. Those investors who do not have commodities exposure would do well to consider making room for them in their portfolios.

Investment Vehicles:

Most investors do not have the expertise to invest in the above assets themselves so they use certain investment vehicles provided by Banks, Life Insurance companies and Asset Managers. These Investment vehicles come in the form of:

· Bonds

· Unit Linked Funds

· Tracker Bonds

· Hedge Funds

· Syndicated Property Funds

1. Bonds

Bonds are generally long term investments. They are securities that enable governments, semi-state bodies and large companies to borrow money.

The bond issuer agrees to repay their loan by a specific date and make regular interest payments (known as a coupon) until that date.

Bonds are lower risk investments but their values fluctuate with interest rate rises/falls.

2. Unit Linked Funds

Unit Linked Funds (Managed Funds) are one of the most popular medium term investments. These funds come in many forms but are in essence an investment in a mixture of equities, property, bonds and cash. The investors’ money is pooled and managed by a Fund Manager who decides where/what asset class the fund will be invested in. The purpose of these funds is to spread the risk of the investment across a number of different areas thereby lowering the overall risk. The fund’s risk level will depend on where the fund is invested i.e. the higher the equity content the higher the risk. All relevant taxes are paid within the fund.

3. Tracker Bonds

Tracker bonds usually come with a 100% capital guarantee which means the investor will at least get their money back at the end of an agreed term, usually between 3 and 6 years. However, because of the guarantees offered, there may be a cap on the growth/return paid to investors.

The bond itself tracks the performance of a particular stock exchange index, group of stocks or group of indices. If the index/group of shares rises in value the investor makes a profit. If it falls they will still get their money back.

Normally the investor does not have access to their funds during the investment term, and all relevant taxes are paid within the fund.

4. Syndicated Property Funds

Like any other syndicate a property syndicate is where a group of individuals pool their resources to fund a purchase. They are particularly useful for those investors who might not otherwise have the resources to get into property investment on a meaningful scale.

Syndicate members invest fixed amounts of money and, usually a company is set up as the investment vehicle with members being shareholders in it. The property investment company will manage this entity on behalf of the syndicate and organise the purchase of properties.

Guide to making an Investment Decision

1. Time- Frame is of the utmost importance and needs to be determined in advance of selecting any specific options. Put simply, you should make out a simple plan along the lines of Short-Term, Medium-Term and Long-Term.

2. Funds for Short-Term needs should be put on deposit at the best possible rate.

3. Next, while taking advice you need to establish your comfort levels. The first step is to decide whether you are willing to forego capital guarantees in anticipation of generating higher returns. Remember, however, that you need to be able to sleep at night first and foremost!

4. Once you have reached this stage, it is a matter of considering all other angles together. You would need to discuss generating a realistic return, the costs involved, tax implications and then look at specific products. Your aim should be to get the best options available; none will be perfect so you do need to look at the pros and cons of each product.

5. As already stated it makes sense to diversify your investments – not putting all your eggs in one basket. 

6. The importance of INDEPENT ADVICE cannot be overstated as I’m sure you’ve read in any investment article
We will be giving away a €200 voucher for The Lynch Hotel Group in the next article so keep your questions coming.
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