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As your investment 
team at Twenty Four
Wealth, we are 
constantly evaluating 
different market 
opportunities to 
maximize risk/reward. 
We all know the 
reward we are seeking 
when it comes to 
investing but what 
exactly is the risk?

As we have recently upgraded our tech suite with programs such 
as “Riskalyze,” this is a question that we’ve had to think hard 
about. In finance, risk and volatility (volatility being the standard 
deviation around an average) are usually one and the same. 
However, our investment team would argue against the widely 
accepted association between risk and volatility. While volatility is 
a convenient and quantifiable way to define risk in the field of 
academia, we see it a little differently.
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Real Risk = Permanent Loss of Capital

We believe risk is not “volatility” (as it is defined by academics). To us, risk 
is the probability of permanent loss of capital. In fact, volatility can benefit 
investors who take advantage of irrational market behavior created by 
market swings. Think about the opportunities that presented themselves 
in the depths of the financial crisis in 2008 or the pandemic selloff in 
March of 2020. Permanent capital loss destroys wealth and the power of 
compounding. That is the risk we seek to avoid and mitigate. 

In our view, volatility does not hurt investors if they are willing and able to 
hold through the ups and downs. Obvious benefits of volatility are the 
opportunity to buy assets at depressed prices. Volatility is certainly not 
the scary beast that modern portfolio theory would have had one believe. 
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“Be willing to hold 
through the ups 

and downs.”

We primarily seek to mitigate our risk, or 
permanent capital loss, by establishing what is 
commonly known as a “margin of safety” 
between a company’s intrinsic value and the 
price at which we buy it. 

While establishing a margin of safety is most important, portfolio 
construction is a close second - paying close attention to position size and 
industry diversification. We like to say, “know what you own and why you 
own it.” If one stock doesn’t work out for any reason, it may not be ideal, 
but we believe it will not derail the overall plan.
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Margin of Safety

Risk becomes reality – and permanent capital loss – for investors without 
a margin of safety. While we believe the market can be irrational and 
unpredictable in the short term, it does tend to properly value companies 
over time.

An investor’s real risk is the future probability of permanent capital loss 
by buying an asset at pricing above intrinsic value. Here is some simple 
math. If an investor buys a stock at a price of $100 and an intrinsic value of 
$75, he/she risks permanently losing $25. 
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Separating true risk (capital loss) from volatility drives a large part of our 
approach to portfolio construction. In seeking to avoid confusing risk with 
noise (price volatility), we focus on business fundamentals, intrinsic value, 
and market pricing. The confidence we thus gain, allows us to stick to our 
investment discipline and continue to buy quality businesses at attractive 
prices during periods of high market volatility.

Volatility leads investors to panic and 
suffer permanent capital loss because 
they cannot manage their emotions. Our 
Investment Team and your Advisors 
work hand in hand to not make 
investment decisions based on the 
whims of human emotion. At the same 
time, we seek to take advantage of 
market participants’ irrational behavior, 
which enables us to buy at prices well 
below intrinsic value. 
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