
Help clients understand the  
value of portfolio construction

How to  

Start with the financial plan
A carefully conceived financial plan contains a wealth of information about 
your client, including short- and long-term investment objectives, risk 
preference, and anticipated savings rate. It’s important that your client 
appreciates how you use those details to construct a well-diversified portfolio 
that effectively balances risk and return in an effort to build wealth.

Ensure that your clients appreciate  
the trade-offs between risk and return
The more risk an investor is willing to assume, the higher the expected 
potential return. The theory is simple enough. The challenge, though, is 
building a portfolio with an asset allocation that will provide the returns your 
client requires to meet his or her long-term financial goals, while persuading 
the client to stick to the allocation through up and down markets. 

This chart represents a practical way to show clients the range of calendar-
year returns and the average annual return for various stock and bond 
allocations for the past five decades.
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Source: Equities: DMS Australia Equity TR (1962-1979), S&P/ASX All Ordinaries TR (1980-2015); Fixed Income: DMS 
Australia Bond TR (1962-1989), Bloomberg AusBond Composite 0+Y TR AUD (1990-2015)

Note: Equities are represented by DMS Australia Equity Total Return Index and the S&P/ASX All Ordinaries Total Return 
Index, and bonds are represented by the DMS Australia Bond Total Return Index and the Bloomberg AusBond Composite 
0+Y Total Return AUD Index. Data are through December 31, 2015. Past performance is not an indication of future 
performance.

The mixture of assets defines the spectrum of returns
 Best, worst, and average returns for various equities/bond allocations, 1962-2015
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Choose an appropriate asset allocation
Once the risk and return trade-off is established, it’s time 
to help your client determine an asset allocation that 
allows for the greatest degree of risk while minimising 
the danger of the client’s abandoning his or her allocation 
in difficult markets.

Tax efficiency is key
While asset allocation is the principal driver of long-term 
portfolio success, the tax efficiency of the portfolio can 
also have a profound impact on returns.  

Among the most important lessons you can teach your 
clients is that it’s not how much their investments earn, 
it’s how much of those earnings they get to keep.

In addition to expense ratios, trading costs and portfolio 
advisory fees, taxes are another cost of investing. Since 
taxes can have a significant impact on your clients’ 
ultimate returns, the key is to maximise your clients’ 
after-tax wealth, not just to minimise their taxes. For 
instance, a tax-exempt municipal bond fund may appear 
to be the answer for a client who is in a high marginal 
income tax bracket, when, instead, the client may be 
able to earn a higher after-tax return by investing in a 
similarly positioned taxable bond fund that offers a  
higher return.

Strategies for improving after-tax returns
After you’ve established a client’s appropriate asset 
allocation, employ these strategies to reduce the impact 
that taxes have on his or her portfolio.

•  Employ an asset location strategy that ensures that 
tax-inefficient investments are placed in tax-advantaged 
accounts and tax-efficient investments are reserved for 
taxable accounts.

•  Practice tax-efficient trading by using tax-advantaged 
accounts to rebalance a client’s portfolio.

•  Execute tax-loss harvesting when necessary to offset 
capital gains and reduce tax liability. 

Coaching is critical
As a financial adviser, your investment expertise is 
an important part of the value you bring to your client 
relationships. Just as important, though, is your ability 
to provide the objective advice and guidance that clients 
need to stay on track. As the voice of reason, your job is 
threefold: 

•  Help your clients understand the realities of risk  
and return. 

•  Create asset allocations that prudently take advantage 
of the maximum level of risk your clients are willing 
to assume in their efforts to reach their investment 
goals, while keeping a close eye on maintaining 
maximum tax efficiency.

•  Continually counsel your clients to stick  
to their financial plans.

The corresponding Client note, 
Appreciate the trade-off between 
risk and return, can help in your 
conversations with clients.

Appreciate the trade-off  
between risk and return
Client note

The theory is simple enough: The more risk you are 
willing to assume, the higher the expected return. 
The challenge, though, is selecting an asset allocation 
that will provide the returns you require to meet your 
long-term financial goals and sticking to the allocation 
through up and down markets. Working closely with 

your financial adviser to determine an asset allocation  
that’s right for you can help.

This chart is a practical way to show the range of 
calendar-year returns for various stock and bond 
allocations for the past five decades.

Source: Equities: DMS Australia Equity TR (1962-1979), S&P/ASX All Ordinaries TR (1980-2015); Fixed Income: DMS Australia Bond TR (1962-1989), Bloomberg AusBond 
Composite 0+Y TR AUD (1990-2015)

Note: Equities are represented by DMS Australia Equity Total Return Index and the S&P/ASX All Ordinaries Total Return Index, and bonds are represented by the DMS Australia 
Bond Total Return Index and the Bloomberg AusBond Composite 0+Y Total Return AUD Index. Data are through December 31, 2015
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