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Introduction 
The investment world is overflowing with noise; commentators, magazines, web sites and 
tipsters. The supply of information and the promotion of one fund over another is BIG 
business. 
 
The problem is knowing who to listen to and the avoidance of “analysis paralysis” (aka - the 
rabbit in the headlights). Sadly, too many novice investors make decisions based on past 
performance alone – ironic when every investor has at one time or another read the 
ubiquitous small print “past performance is not guide to the future”. 
 
In our experience, the vast majority of IFA clients want to be led toward a suitable 
investment solution leaving the process of research and design to their adviser. So, like 
many financial planning firms, One Life Wealth Planning offers a range of pre-designed 
portfolios for our clients to use. These 6 risk graded portfolios are designed based on our 10 
core principles of investment which are explained in this guide. 
 
By accepting principle number 1 (that there is no such thing as the “best” way to invest) and 
by using our pre-designed solutions, we can concentrate on what we do best – helping you 
keep focussed on your own goals, keeping you “money efficient” and helping you ignore the 
noise.  
 
 
 
 

Under no circumstances would we wish you to believe our 
proposition will guarantee you greater returns than might be 
achieved in an alternative strategy. That is not our aim. We hope that 
this guide will explain why. 
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A Word About You 
We understand that everyone is different. Whilst most of our clients do use one of our pre-
designed solutions, we will always consider your own unique situation and your own 
investment views and preferences.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

One of Our Portfolios May Be Suitable For You If… 
  

• You have at least £50,000 to invest 
• You are choosing our Ongoing Service  
• You are happy to accept some risk to 

your capital 
• You accept our investment philosophy 

as being your preferred investment 
solution and do not wish to focus on 
specific areas of investment  

• You are investing for the medium to long 
term (at least 5 years) but want to know 
you can access your funds at any time 
without penalty 
 

• You do not expressly want to invest in 
more sophisticated solutions 

• You have adequate capital secure 
accessible money invested elsewhere 
already 

• Within acceptable boundaries, you have 
the discipline to stick with the 
recommended approach and not panic if 
the markets take a downward turn.  

• You do not expect our skills to lie in 
providing above average investment 
returns consistently each year 

Goals

• Purpose
• Need for Income or Growth
• Need for Flexibility
• Time Frame
• Implication of Not Meeting Target

Circumstances

• Income
• Tax Position
• Debts
• Spending
• Dependants
• Future Plans
• General Financial Stability
• Your Other Investments

Preferences

• Attitude to Risk
• Capacity to Accept Loss
• Interest in Investing
• Investment Experience
• Need for Flexibility
• Need for Accessibility
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Building Your Investment Solution – The Process 
Our investment advice process is all about simple solutions designed to help you meet your 
goals without any nasty surprises. 
 

 
A Typical Investment Solution 
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Who Does What? 
Here's an overview of what each party does for you. 
 

Financial Adviser Fund Manager Administrator 
• Needs Analysis 
• Client Education & 

Guidance 
• Client Advisor 
• Tax Planning Strategy 
• Risk Strategy 
• Administrator Selection 
• Portfolio Construction* 
• Fund Manager Selection* 

• Day to day investment 
trading 

• Collection of dividends 
• Tax Payment (within the 

fund) 
 

• Valuations 
• Record Keeping 
• Reporting 
• Paying of Income 
• Buy and Sell Instructions 
• Access to range of fund 

managers 
 

 
* On occasion the adviser / client may choose to appoint a separate Discretionary Fund Manager (Investment 
Manager) to design and actively manage bespoke portfolios. We rarely recommend DFM solutions. 
 

The Model Portfolios 
Whilst it can be tempting to build portfolios with 8 or 10 funds within each one, our passive 
approach means this is not necessary. We can embrace functional simplicity and still be 
diverse. In fact, our portfolios are defined by their exposure to only two asset classes – 
shares and bonds. 
 
The portfolios range from a 100% bond fund to a 100% shares fund as shown. 
 

      

Cautious Low Risk Low to 
Medium Risk 

Medium Risk Medium to 
High Risk 

High Risk 

      
Bonds Shares 

 
 
 
 

  



 

© One Life Wealth Planning Ltd One Life Wealth Planning Approach to Portfolio Construction 
Reviewed - March 2018 

Page 6 of 13 

 

Our Key Investment Principles 
 

Principle 1 – Forget “Best” – It doesn’t Exist! 
A saying we often use is that “if you see 10 different advisers, you’ll get 11 different opinions”. 
If you are the sort of person who follows the FT every day and makes decisions based on 
the “best fund” recommendations in the Sunday papers, you’re unlikely to like our approach. 
Any investment’s performance can only be judged with hindsight and the real danger is 
chasing after yesterday’s successes.  
 
We recognise the fact that everyone has an opinion – there will never be a best way to 
invest. Only a suitable one. As advisers, we do not see our role as trying to maximise your 
investment returns each year – such an approach leads to a process of continually 
changing portfolio composition. We see our role as to give you a sensible, robust strategy 
for investment based on proven principles. In doing so, we can help you remain focused on 
what is really important (achieving your goals) and avoiding the mistakes of amateur 
investors. One thing we must stress then is that other approaches could work as well, 
worse or better than ours. 
 
The most important element of an investment strategy is to have one (and to stick to it). 
 

Principle 2 – It’s All About Your Goals 
We recognise that behind every investment decision is a reason. Something you are aiming 
for. Identifying this goal is essential. If you can achieve your objective with minimal 
investment returns, why take unnecessary risks? 
 
Controlling the level of risk you are exposed to is an essential role for us. Whilst your own 
appetite for risk is important, understanding the level of risk you need to take is another. We 
encourage discipline and restraint where your objectives can be met without excess risk. 
 
One other key benefit of having a clearly defined goal is that you are better able to react to 
changing market conditions as a function of how they affect your chances of success 
rather than on any less rationale position. 
 

Principle 3 - Risk and Return Are Related 
As investors, we strive for greater returns with less risk. However, risk and return are 
unavoidably connected. So, it should follow that if we require a greater return on our money, 
we must accept a greater level of risk.  
 
Evidence from practicing investors and academics alike points to an undeniable conclusion: 
Returns come from risk. However, when designing an investment solution, it is risk itself (as 
measured by volatility) that counts, and not last year’s returns as this example 
demonstrates: 
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The Impact of Volatility 
Consider a portfolio which last year delivered a profit of 10%. Happy? What about 
comparing it to one that did 50%? Still happy? 
 
Where an investment rises steeply, it also has the potential to fall steeply. That is the nature 
of volatility. This graph demonstrates two portfolios of £100,000 over 2 years. Portfolio “A” 
rises in year 1 by 10% and falls in year 2 by 10%. Portfolio “B” rises in year 1 by 50% and falls 
in year 2 by 50%. 
 

 
 

Principle 4 - Investing is for the Long Term 
We all know that the value of investments can fall as well as rise. In theory though, we only 
really lose money when we choose to sell our investment at a time where it is worth less 
than we paid in.  
 
To protect ourselves from that, all investors should maintain adequate emergency funds. 
This graph shows a hypothetical investment over a 10 year period. Wherever the green line 
is less than the red, the value is less than invested. Historic data tells us that the longer the 
investment term the less chance there is that a loss will be made on sale. 
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Risk based investments should be considered for terms of at least 5 years to protect the 
investor from the risk of loss. 
 

Principle 5 - Portfolio Structure Explains Performance 
At the purest level, money can only be invested in 4 places. These are referred to as Asset 
Classes. However, over the years, each asset class has been further diluted into sub-
classes. For example, property could be divided into property type. Shares could be divided 
into industries, geographies, size and a number of other factors. 
 

 
 
When examining the difference in returns between any number of different portfolios, 
research has demonstrated that almost all of the variability can be determined by Asset 
Allocation. However, it is absolutely clear that there is no way of knowing with certainty 
which asset class will perform best over any future investment period. 
 
The 2 & 3 Factor Models 
 

  
 
The application of these theories has been proven to improve the relationship between risk 
and reward. In other words, they help generate extra returns with less than proportional 
increases to risk. They are fundamental to our portfolio construction approach. Both 
theories were developed by leading economists. 
 

Cash Fixed 
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Property Shares
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SizeValue
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Default



 

© One Life Wealth Planning Ltd One Life Wealth Planning Approach to Portfolio Construction 
Reviewed - March 2018 

Page 9 of 13 

 

Equities – 3 Factor Model 
Research conducted by Fama and French noticed that small company shares have higher 
expected returns than large company shares and lower-priced "value" shares have higher 
expected returns than higher-priced "growth" shares.  
 
Many economists believe small cap and value stocks outperform over the long term 
because the market rationally discounts their prices to reflect underlying risk. The lower 
prices give investors greater upside as compensation for bearing this risk. 
 
Fama & French concluded that exposure to these 3 factors determined around 96% of the 
variability of returns with factors such as stock picking and market timing accounting for 
the other 4%. 
 
Fixed Interest - 2 Factors Model 
There are many “grades” of fixed interest investment ranging from lending money to 
Government (Gilts), or to Corporations (Corporate Bonds). Typically, an investor’s returns 
are linked to the term of the investment and the credit worthiness of the organisation to 
which money is being lent. These are the “2 factors”. 
 
Fama and French concluded that bonds that mature farther in the future are subject to the 
risk of unexpected changes in interest rates. Bonds with lower credit quality are subject to 
the risk of default. Extending bond maturities and reducing credit quality increases potential 
returns. However, their research also demonstrates that beyond a certain point, the returns 
associated with longer term bonds lose their appeal when considered alongside risk. Given 
that in our portfolios, the purpose of Fixed Interest is to dampen the risks associated with 
equities, we lean toward shorter-term bonds with quality institutions. 
 

Principle 6 - Diversification Reduces Risk 
Something that most investors inherently understand is that risk should be spread. 
However, there can sometimes be confusion on what is meant by this. It is not just the 
number of investments held which diversifies, but the variety between them. For example, 
whilst Portfolio A has only 1 fund, it is (in principle) no less risky that portfolio C which has 6 
funds because they all have the same investment focus - UK Equities.  
 

Portfolio UK Equities World 
Equities 

Fixed 
Interest Property Total 

A 1 Fund - - - 1 Fund 
B 2 Funds - 1 Fund 1 Fund 4 Funds 
C 6 Funds    6 Funds 

 
Real diversification is about finding investments which are not correlated to each other as 
this hypothetical graph demonstrates. If one investment is doing badly, the other is doing 
well and so on. 
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Principle 7 - Passive Beats Active 
One of the longest running debates in the investment world is that of Active versus Passive 
investing. This debate is unsurprisingly strongest between those who study investments 
academically and active managers themselves.  

 
Perhaps the easiest way to understand the difference of approach would be to use an 
example.  
 

 UK Equity 
Market (eg FTSE All Share) 

Companies Available 500 
Typical Number of 
Companies 
Invested in 

Active Manager 50-100 

Passive Manager 500 
 
The strength of the Active Manager lies in establishing which of the 500 companies to 
invest in. He will research companies extensively and make selection based on his 
experience and opinion. In reality, some investment decisions will prove sound, others will 
prove mistakes. 

Active Managers

Seek out opportunities

Try to beat the markets

Make allowance for 
circumstances

Passive Managers

Accept the Market as Efficient

Do not try to select winners 
and losers
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Whilst acknowledging the success stories of a few “star” fund managers, we believe that it 
is difficult to beat the market without taking greater risks, and the use of active funds 
introduces two extra levels of risk to the portfolio:  
 

• Stock selection 
• Manager selection 

 
The only tangible evidence to support the selection of individual stocks or fund managers is 
past performance; as we know this is not an indication of future performance. 
 
Using the passive approach will not guarantee better results, but the academic research 
and study we’ve examined would confirm that by simply taking the market returns and by 
controlling the costs, you can improve your investment experience and greatly simplify it.  
 

Principle 8 – Discipline is Important 
Following periods of loss and continued doom and gloom in the headlines, moving to a 
more secure investment can seem very tempting but the difficulty is knowing when the 
market is at its peak or low point.  The sellers worry that the market will rise after they have 
sold and the buyers worry that the market will drop after they have bought. Those outside 
the market worry they will miss the upturn.  
 
In times of volatility, markets can move quickly. Recovery periods often come with little 
warning and sometimes, the most substantial growth can be missed by the time you have 
decided to re-invest. 
 
"Timing" the market effectively (deciding when to buy or when to sell) is an elusive goal for 
this reason. 
 
We will not attempt to time the market on your behalf or speculate on where the next best 
idea can be found. Our fundamental belief is that ignoring the hype which sometimes 
surrounds the markets and accepting a disciplined approach, is the best strategy in the long 
term. 
 
Our investment strategies are based on the premise that you will have the discipline to stay 
invested. The portfolio we construct for you will provide the market return over the long 
term according to the different asset classes within it. Patience will be rewarded.  
 

Principle 9 – Investment Should Be Efficient 
It cannot be argued that the biggest determinant of the success of any investment is the 
profit it makes after tax, in the time it is held. 
 
Whilst the profit itself will be more difficult to control on risk-based investments, taxation 
and cost are two elements where we can have impact.  
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Where possible, we seek to ensure your charges are transparent and clear. In doing so, we 
may seek to reduce them wherever possible. 
 
Other forms of efficiency are less tangible but might include factors such as ease of 
management, flexibility or provider service. 
 

Principle 10 – Keep it Simple 
One thing we know puts off less experienced investors is the perception of complexity. 
Look at what you have to contend with: 
 

• Legislation (eg pension regulations or ISA limits) 
• Tax rates & rules 
• Endless provider competition making it difficult to compare 
• Headline grabbing past performance tables 
• Risk warnings 
• Changing political and economic influence 
• Miss-selling scandals 
• Never ending jargon 

 
We want to keep your investment experience as simple as possible. We will only add funds 
or different strategies where they genuinely add value. 
 

Remember, there is no such thing as the best way to invest. Past performance is no 
guide to the future and the value of investments can go down as well as up. 

  

Controllable Costs of Investment

Tax

Income

Capital Gains

Inheritance Tax

Charges
Provider Fund Manager Adviser
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It’s Not Just About the Default Option… 
We’re very happy to discuss ways of adjusting portfolio construction or funds selection if 
you feel strongly about a particular approach. 
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