How to view your client’s investment through a 4D filter

Before you release even one rand of your client’s funds into the investment market, there are four
dimensions, (let’s call them the 4D filter) that provide a good start to the process of turning your
client’s investment goals into a tangible financial plan. Sherwin Govender, Business Development
Manager at Glacier by Sanlam, explains that the filter helps to establish the client’s reasons for
investing; how they should invest; the tax benefits of choosing one solution over another; the level of
liquidity required; and the level of risk they could tolerate. Ultimately, this translates into the best
solutions that are appropriate for them and propels them forward and closer to achieving their
investment goals.

The 4D filter, through which your client’s investment goals could be viewed, ensures that the most
appropriate solution is designed for them. The filter includes return, risk, liquidity and tax — the four
material factors that need to be taken into account in any investment solution. So, let’s consider
questions that the 4D filter would need to help answer for your client:

1. Return: “If | invest, what will | get in return?”

Returns are the reason clients invest. It's that simple. When calculating returns, however, we need to
take into account factors like goal-related inflation when saving for medical expenses, holidays and
education. Another consideration is the growth in value of the capital as opposed to the interest it
accrues. Importantly, the strength of the return is impacted by many elements, with portfolio
management being an essential one. Intricately linked to return is risk, which is the cost of the return.

2. Risks: “What do | need to worry about?”

Naturally, returns cannot be considered without taking risk into account. Market risk is commonly the
only consideration, but it's a small part. From a goal perspective, the biggest risk for your client is for
them not to realise their investment goals, despite following your advice. Some goals have a specific
term (for example, investments to ensure children’s education) with deadlines that cannot move, so
the goal has a hard deadline. A goal to travel abroad on holiday, on the other hand, would have more
flexibility, so it has a soft deadline. If investments are negative at the time of wanting to travel abroad,
the trip can be postponed. The more flexible the goal is, the more investment risk can be taken on.
The travel goal has the additional exchange rate risk that needs to be included in the planning as well.

3. Tax: “What will | need to pay SARS?”

Understanding the tax implications for your client on all of the solutions in their diversified portfolio is a
huge step toward confident investing. It is one of the big advantages to using a financial planner, but
complete tax efficiency is not always planned for. A tax-free savings plan and an endowment could
achieve tangible tax savings in a portfolio.

4. Liquidity: “When will my money be available for me to spend?”

Goal-based investing has a clear link to access or liquidity. In the case of education for children as an
investing goal, your client knows exactly when their child will start school and therefore will create
hard goal. It sets the term, investment risk budget and potential tax savings by using lower liquidity
solutions. Generally, the later the liquidity is required the more investment risk and higher return
potential can be achieved.

Investment planning cannot be viewed from just one dimension or perspective. Using the 4D filter
helps to reveal so much to the adviser about the investor’s goals and the best solutions, funds and
vehicles that could be included in their diversified portfolio.
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