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Three steps to
investing
peace
By DON NILSON, CMA, FCMA

nvestors entered a dark 
tunnel last September. As 
with most market dips, 
the sentiment was that 
this one was diff erent, 

and that the world would 
never be the same again. 
For many the only way to 
cope was to turn off  the 
news because they couldn’t 
stand it any longer.

With the crash more than 
a year behind us, we now have 
the benefi t of some perspective. 
As a young man learning about 
historical events such as the Great 
Depression, I ignorantly concluded 
that every generation needed to 
experience one major cataclysm, 
and that this experience would steel 
us against future such events. 

I was wrong on two counts. First, the 
markets throw out more than one such event 
in a lifetime – for example, the tech bubble, the 
ABCP-induced crash, the Mexican crisis and “Long-
Term Capital.” Second, we typically don’t learn from 
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these incidents. In fact, experiential memory in the 
investing world is quite short!

As we come out the other end of yet another cycle, 
it’s worth reviewing some investing lessons. Th ere are 
three steps to remember and embrace in the long-
term stewardship of wealth accumulation. Th ese 
steps draw from a fi ction author, an accoun-
tant and a fi nancial planner.

Tom Robbins wrote a book in the 
’70s called Another Roadside Attraction, 
throughout which he frequently repeats 
the following phrase: “And the world 
situation was desperate … as usual.” Little 
did he realize he was saying something 
prophetic to the investing world! 

Investment writer Nick 
Murray coined a similar term 
– “apocalypse du jour.” These 
statements sum up the first 
step to learn and embrace. Th e 
world, and the fi nancial press, 
will always give you something 
to worry about. I don’t need to 
list examples – you can do that 
yourself. Some of these things 
are real, and have a temporary 
impact on the planet; others 
never happen or have a mete-
oric fall from the front page. My 
advice is not to get caught in the trap of being led 
around by the fi nancial press. Investing is a long-term 
project, whether you are 30, 60 or even older and 
building inter-generational wealth. What’s impor-
tant is not to panic and sell at or near the bottom. 
You also need to make sure your overall investment 
strategy (we call it “asset allocation”) is sound. Th is 
leads to step two.

Murray uses the term “planning-based invest-
ment management,” which is to say that investment 
management ought to be planning-based and not 
market-based. Which leads us to the fi nancial plan-
ner’s role in this three-step process. A formal fi nancial 
plan includes an asset allocation strategy that derives 
a proforma long-term rate of return required from 
your investments, which will: a) deliver the lifestyle 
you seek and b) deliver the estate value you wish for 
your heirs. Based on the numerous fi nancial plans I 
have prepared over the years, a proforma nominal 
long-term rate of return on a balanced portfolio is 
typically fi ve to six per cent. Hold that number and 
move on to step three.

Now we need an accountant to help you or your 

investment manager calculate 
the actual historical rate of return 

on your portfolio. Two numbers are 
required here, and one derives the other. Th e fi rst 
is the series of annual simple rates of return earned 

year by year. Th ese aren’t the numbers to 
focus on, because they’ll likely jump 

all over the place and not give you a 
clear picture of how you’re doing long 
term. But they can be used to derive a 
running, single long-term compound 

return, and this is the one to compare 
to in step two. Refer to cmabc.com for an 

Excel spreadsheet showing calculations for 
a long-term compound return 
(under “Connect with CMA” in 
the publications section.)

If your long-term compound 
return in step three is at, near or 
above your financial planning 
proforma return in step two, 
you know you’ll be on track 
to meet your goals (as long as 
you also adhere to your bud-
geted spending plan). So, there, 
you’re done!

August 31, 2009 marked the 
one-year anniversary of the steep 
decline in September/October 

2008. Short-term pain tends to breed extreme pessi-
mism about the long term. However, the world’s 
markets have strengthened signifi cantly since March 
2009. Sample client portfolios for that up-and-down 
year had returns of two-and-a-half to fi ve per cent. 
Th e impact of these negative returns on each of their 
long-term compound returns was between three-
quarters of a per cent and one-and-a-quarter per 
cent – in all cases the long-term compound returns 
retreated to approximately six per cent. Th ese were all 
portfolios with a balanced strategy involving between 
40 per cent and 60 per cent in equities. You’ll note 
above that a long-term proforma rate of fi ve to six 
per cent is suffi  cient for most people to achieve their 
life goals.

In summary, don’t forget these three steps to 
investing peace and you’ll be able to sleep at night:

1. Avoid the siren-call of the fi nancial press.
2. Prepare a  formal fi nancial plan that derives a 

long-term target rate of return that delivers on 
your goals.

3. Calculate your actual long-term compound 
return and compare it to the target rate. ■

DON NILSON, CFP, CMA, 
FCMA is a fi nancial planner and 
portfolio manager with AFT 
Trivest Management, and the 
principal of Nilson & Company, 
a public practice accounting 
fi rm. He serves on the National 
Board of the Canadian Institute 
of Financial Planners and is a 
member of the Update Editorial 
Task Force.

www.cmabc.com

As we come out the 
other end of yet 

another cycle, it’s worth 
reviewing some investing 
lessons. There are three 
steps to remember and 

embrace in the long-
term stewardship of 
wealth accumulation.
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