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INTRODUCTION - USING

THE

SIMPLIFIED REPORT: CPFIS FUNDS REPORT

In the previous issue of the CPFIS Semi-Annual Funds Report, we discussed some of the
effects of common investor behaviors when some investors simply follow what others do. We
also proposed using a systematic approach such as ‘Dollar Cost Averaging’ to avoid such
behaviors.
In this issue, we will tell you why it is prudent for you to develop a sound long-term
investment plan to help you achieve your long-term financial and retirement goals.

How will this report help me?
You will learn some of the benefits of a long-term investment plan.

Topics covered include:
1. The Power of Compounding
2. How Does Long-Term Investing Help You Avoid Problems

What should I do next?
This report only serves as a simplified guide and complements our previous issues of the
CPFIS Funds Report. CPF members are strongly encouraged to refer to the full version of
the Lipper Report* for more details.
This guide is not designed to offer investment advice of any kind. Members who require
personalised investment guidance may wish to consider engaging professional advisory
services.
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* Further information can be found at http://www.imas.org.sg, http://www.lia.org.sg,
http://www.fundsingapore.com and http://mycpf.cpf.gov.sg.
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Why should you develop a long-term investment plan?
1. The Power of Compounding
In today’s context of instant gratification and quick results, convincing investors of the
virtues of a steady approach focusing on the long term has proven to be difficult. That is why
we have seen time and again many investors panic and discard their long-term investment
plans when financial markets decline. This often leads to painful losses and could ultimately
disrupt one’s investment goals.
The patient investor who stays invested for the long term is more likely to achieve his or her
investment and retirement goals faster than the investor who runs after a “hot tip” and try to
make a quick profit in the stock market.
A good reason for focusing on investing over the long-term is that an investor can enjoy the
“fruit” of compounding. Compounding refers to the potential of further generating earnings
through re-investment of previous profits such as dividends and interests.

Let us consider the example of four investors aged 20, 30, 40 and 50. Assuming that each of
them has an initial start-up capital of $5,000 and their investment earns them 5% returns per
year.
At the age of 60, each of the investors would have gained:


Investor who invested at age 20 – profit of over $30,199.94



Investor who invested at age 30 – profit of over $16,609.71



Investor who invested at age 40 – profit of over $8,266.49



Investor who invested at age 50 – profit of over $3,144.47
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Assuming all else being equal, the gains achieved are significantly different for all the
investors. As you can see, through the effects of compounding, the investor who starts
investing at the age of 20 gains the most. The gains made is more than three times the gains
made by the investor who starts investing at age 40. This shows how compounding can have
an impact on your portfolio.

2. How does long-term investing help avoid problems
An emotional investor who does not focus on the long-term and looks only towards making
the ‘quick buck’ in the short-term may find it potentially costly. If you tend to jump in and
out of your investments based on how the markets are behaving, you may miss out on
powerful market rallies.
Investments have inherent risks. Even the best investors do not always make gains or time
their investment decisions right. They can also be caught out by declines in the markets.
Investments can be unpredictable and volatile especially in the short-term. However, for an
investor with a well-diversified and well-balanced portfolio with a long-term perspective,
time gives the investor an opportunity to ride out the volatile periods and capture rallies when
they occur. It also gives the investor the opportunity to re-adjust his portfolio, if necessary.
However, for the investor who starts investing late in life, going through a big market decline
can be detrimental to his investment objective as there is little room for error as retirement
draws near. Investors who begin early and stay in the market stand a much better chance of
riding out the bad times and capitalising on the periods when the market is rising.
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DESCRIPTION & INTERPRETATION OF RISK/RETURN SCATTER PLOTS
The scatterplots on page 7 compare the return performance of CPFIS-included unit trusts
(UTs) and Investment-Linked Insurance Products (ILPs) against their risk level (i.e.
volatility). Return performance is shown on the vertical axis and the funds’ volatility on the
horizontal axis. Using the median lines (dotted in red) as dividers, four distinct quadrants are
formed, representing the following:
Funds with
above-average
return and
below-average
risk

Funds with
above-average
return but
above-average
risk

Funds with
below-average
return but
below-average
risk

Funds with
below-average
return and
above-average
risk

Quadrant A might be seen as the most optimal choice where the fund managers have
managed to produce relatively higher returns while minimising the funds’ volatility.
All quadrants with the exception of D are desirable depending on the investor’s risk tolerance
level and return requirements.
Which quadrant does your CPFIS funds fall under? Refer to Annex A for a full listing.
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SCATTER PLOT FOR CPFIS

SUMMARY OF RISK-ADJUSTED PERFORMANCE
Risk-Return Analysis Over the Past Three Years
Risk and Return Analysis
Jun 2006 to Jun 2009
CPFIS-Included Unit Trusts
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Over the three-year period from 30 June 2006 to 30 June 2009, 20.41% of all CPFIS-included unit trusts
fell into quadrant A, while 18.37% of the funds were in quadrant D.
Risk and Return Analysis
Jun 2006 to Jun 2009
CPFIS-Included ILPs
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Over the three years from 30 June 2006 to 30 June 2009, 29.81% of the ILPs were in quadrant A, while
21.12% of the CPFIS-included ILPs were in quadrant D.
* For the complete list of funds in each quadrant, please see Annex A..
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EXPENSE RATIO GRAPHS BY RISK CATEGORY
A) Higher Risk Category
CPFIS-Included Unit Trusts & Investment-linked Insurance Products

* The expense ratios of Aviva’s ILPs include all expenses and costs necessary to issue and maintain the ILPs.
Unlike other ILPs, Aviva’s ILPs do not charge an upfront sales charge, mortality fee, policy fee, bid-offer
spread and switching fee separately from their management fee.
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B) Medium to High Risk Category
CPFIS-Included Unit Trusts & Investment-linked Insurance Products

* The expense ratios of Aviva’s ILPs include all expenses and costs necessary to issue and maintain the ILPs.
Unlike other ILPs, Aviva’s ILPs do not charge an upfront sales charge, mortality fee, policy fee, bid-offer
spread and switching fee separately from their management fee.
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C) Low to Medium Risk Category
CPFIS-Included Unit Trusts & Investment-linked Insurance Products

* The expense ratios of Aviva’s ILPs include all expenses and costs necessary to issue and maintain the ILPs.
Unlike other ILPs, Aviva’s ILPs do not charge an upfront sales charge, mortality fee, policy fee, bid-offer
spread and switching fee separately from their management fee.
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ANNEX A: SUPPORTING TABLES
CPFIS-Included Unit Trusts

Annex A
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CPFIS-Included Unit Trusts

Annex A
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CPFIS-Included ILPs

Annex A
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CPFIS-Included ILPs

Annex A
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