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What is...? Investment terms explained

Want to learn more about investing but you're not sure where to begin? Here are a few key terms

every investor should know.

If you're looking to build wealth for the future, buying a
lottery ticket probably isn’t the way to go. A far more
reliable option is to invest — but, unlike hitting the
jackpot, investing takes time, patience and knowhow.

For many of us though, trying to understand investment-
speak is like learning another language. But don’t worry
— once you get your head around a few basic concepts,
you’ll be on your way towards becoming an educated
investor. Here are a few common investment terms to
get you started.

Portfolio

Your portfolio is the collection of assets you've invested
in, which might include cash, bonds, shares and
property. You may hold different amounts of each asset
and they're all likely to have different values. As an
investor, you can manage your own portfolio and choose
which assets to buy and sell at which time, or else you
can hire a professional to manage it for you.

Cash

Cash refers to money you have that isn’t tied up in other
assets. It's often easily accessible when you need it, and
it has a clear, specific value. As well as the hard cash
you have on hand, it may also include other forms of
money that can readily be converted into cash if you
need it, such as the balance of your savings account.

Bonds

Investing in a bond essentially means lending money to
the government or a company for a period of time, at
either a fixed or variable interest rate. Then, when the
bond expires, you get your money back with interest.
Bonds are generally considered to be a more secure
investment than shares because you know exactly how
much you’ll earn and when — but the main risk is if the
issuer cannot pay you back.

Shares

A share or stock is a portion of a company that’s
available for investors to purchase. The amount of a
company each investor owns is relative to the total
number of shares available; for example, if a company
has 100 shares and you buy one, then you become a
shareholder who owns 1% of the company. If the
company returns a profit and pays income to its
shareholders, your dividend is based on the portion you
own.

Because shares are subject to stock market movements,
their value is likely to go up and down in value over the
short term — but they also have the potential to earn
higher returns than cash or bonds in the long run. This
means they may carry higher risk than these other
assets.

Property

The most direct way to invest in property is to buy
residential or commercial real estate and rent it out to a
tenant. Your investment can then pay off in two ways:
firstly, through the rental income, and secondly via an
increased asset value if you sell it for a profit. You can
also invest in property indirectly through an Australian
Real Estate Investment Trust (A-REIT). These enable



investors to pool their money together in a shared
portfolio of commercial and industrial real estate.

Managed funds

When you invest in a managed fund, your money is
pooled together with the money of other investors. A
fund manager is responsible for all the fund’s investment
decisions regarding buying and selling assets. The fund
can pay a regular income, but the amount can increase
or decrease depending on how the assets perform. The
value of your managed fund investment (eg. units) can
also fluctuate over time.

Although investing in a managed fund gives you less
control than direct shares, it may also give you access to
a wider range of investment opportunities than you’'d
have as a sole investor.

Investment risk

When deciding which investments are right for you, it's
important to understand the trade-off between risk and
return, and know how to manage investment risk. All
investments carry some risk due to factors such as
inflation, an economic downturn or a drop in a particular
market — even if you choose an investment that’s
traditionally considered ‘safe’, such as high-quality
bonds.

Every investment carries the risk of not returning your
investment, and assets with greater changes in their
capital value and pricing will move around a lot more,
especially in the short term. It's therefore essential to
know and understand the risks of every investment you
make.

Asset allocation

Asset allocation refers to the mix and value of the
various assets and asset classes in your portfolio. The
key to getting the right mix is to weigh up your goals,
your appetite for risk and the length of time you're
planning to invest — which is different for everyone.

Each asset class carries its own level of risk and return:
generally speaking, ‘conservative’ assets like cash or
bonds offer a safer but lower return than the potential
returns on ‘growth’ assets like shares or property.

Diversification

Diversification is a strategy for reducing risk in your
portfolio by investing in a range of assets, with some
likely to perform better than others at different times.
That way, when one type of investment is

underperforming, your other investments will likely still
be earning returns.

For example, let’s say you’re only invested in shares. If
there’s a downturn in the stockmarket, your entire
portfolio will be negatively impacted. But if half of your
portfolio is invested in other assets, then that half may
not be affected.

Return on investment

Your return on investment (ROI) is the amount you earn
from an investment relative to how much it cost you. By
applying this simple formula, you can compare the
profitability of different investments:

ROI = (Gain from Investment — Cost of Investment)
Cost of Investment

For instance, if you buy a house for $500,000, earn
$25,000 in rental income, and then sell the property for
$600,000 - after accounting for $60,000 in total costs
(stamp duties, loan interest, legal and agents fees, rates
and maintenance etc.) your ROl would be $65,000
divided by the $560,000 spent, which equals an ROI just
shy of 12%.

Capital gain/loss

A capital gain is the profit you make when you sell an
asset — or the increase in value between what you
originally paid and how much the asset sells for. If you
sell an asset for less than you bought it, this is called a
capital loss.

Because your net capital gain forms part of your taxable
income, you generally need to report any net capital gain
or loss in your tax return for that year. This is the
difference between the total capital gain for the year and
the total capital loss (including unused loss from
previous years), less any relevant CGT discount or
concessions.

Yield

The yield is the amount of income you receive from an
investment, for example, interest, dividends, or rent.
They’re usually calculated as an annual percentage
based on the cost or value of the asset, and can vary
depending on how the market and asset is performing or
is expected to perform.

But remember, a yield isn’'t a guarantee of specific
returns. It’s simply an indicator of how a particular
investment is currently performing or is likely to perform
in the near future.



Need more guidance?

While it's good to understand the basics, it's important to
realise just how complex investment concepts really are.
So if you're new to investing — or even if you're a
seasoned investor — be sure to talk to your financial
adviser to make sure your investments are in line with
your lifestyle needs and goals.

Speak to us for more information

Speak to us if you would like to understand more about how this information may impact your financial situation.
Please contact our team on (07) 3217 2477.

Important information

This document contains general advice. It does not take account of your objectives, financial situation or needs. You should consider talking to a Financial Adviser before
making a financial decision. Count is 85% owned by CountPlus Limited ACN 126 990 832 (CountPlus) of Level 8, 1 Chifley Square, Sydney 2000 NSW and 15% owned by
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