SMART INVESTING

Redefining
RISK

Put the odds in your favour

Every week, millions of Canadians take a big risk with their money - they buy a lottery ticket.

While they're ready to exchange their hard-earned money for a one-in-three-million chance to
win big, many of those same people shy away from market investing. The reason: they think the
market is too risky. Granted, investment risk is a fact of life; there's always a possibility that the
value of your investments will tumble in the short term. Compared to the lottery gamble, though,
investing offers much better odds for success. Besides, there are steps you can take to manage

your exposure to risk.

Managing your risk

You can't eliminate risk. It is,
however, possible to manage risk —
and even use it to your advantage.
Here's how:

Asset mix - The mix of
investments you hold in your
portfolio will largely determine
your position on the risk-return
scale. You need to select an asset
mix that reflects your comfort
with risk, your investment
objectives, and your investment
time horizon. The Investment
Personality Questionnaire will help
you define your own personal
investment style.

Diversification - By investing in
funds that hold a wide range of
securities, industries and even
countries, your money may be
better protected than if you
selected only one or two stocks or
bonds. Diversification helps to
minimize the impact of an
economic decline in a particular
country or industry, as well as a
decline in a particular type

of security.

Dollar cost averaging - This
strategy smoothes out the ups and
downs of investing. It means
investing smaller amounts at

regular intervals, rather than
saving up to invest in one lump
sum. You end up buying more
units when values are low and
fewer units when values are high.
You also avoid jumping into the
market with all your money just as
the market peaks.

Risk shifting - As you near
retirement, your time horizon gets
shorter. This means you have less
time to recoup any investment
losses. With that in mind, it's
probably a good idea to gradually
start "shifting” your investments as
you get closer to retirement, to
more conservative, less risky
investments that will help you
preserve your capital, generate
income and provide increased
liguidity; money market funds and
guaranteed interest accounts,

for instance.

Staggering the terms - Stagger
the terms of your guaranteed
investments so they don't all
mature (come due) at the same
time. That way, if there's a dip in
interest rates, you won't have to
renew all investments during a
period of poor interest rates, which
could seriously affect the income
generated by those investments. B




