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Getto know your

Inner investment self

To determine the level of risk you are happy with may require some profiing, but be aware of

the timitations of some of the tools of this trade. Cathy Adams examrines their usefulness

«might all like
thtik wer're adventur-
oL poiple, but when
it oomies to fenesa-
g omar hard -eamed
cash, it could be the
et oppomite. Mobody wants to 5e swake
o night wortying about Imvestments disap-
pearing down a big back hole, but then
nobhody wanis thesr money carming no
interest inder the mattres either. Hiow
do achvisers, and imvestors going i alone,
docide om a kevel of risk they ane happy
with? That's where risk profiling mools

o i

ik profiling b familiar lingo among
financial sdvisers, and it s sendand prac
tioe for all achvisers oose a risk ool b
assess the kevel of nsk the client is happy
swith At their most hasie level, Ask profiles
will e an answer that falls ino three
categories cautious, balanced and adven-
ruros. More sophistoated ridk-profiling
eols will i prpchametnic guestionnaines
- anexample being the Fina®strica best -
curprEsing a mumsher of questions, based
O answers to questions shal financial
(318

Thee teals facis on decsion-making
ans] processes, psscsing how confdent
poople are in making deciions, hw much
it feeling is mvohed and how preple Feel
after making firancial docisions.

These kind of pechometric profiles zne
incressinghy bevoming the independent
Anancial sdvisers ool of dhoioe to seess o
client’s astinode o rk. However, they ane
it - Fits-al] molhution, s e
Wikcombse, chartensd fmancial planmer a
Evnive Financial Planming explaine: The
“cautiogs, halanoed and advenfumous™ tesdx
acre worthiless as they'ne sosubjective. A

b of advisers, includirg us, use pey-
chiometrie risk-profiling questionnaine,
Ttk yens can U expert o answer 2 guestions
and out comes & perfoot nisk profile”
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b advasers mp*'q.'diﬂrrrﬂrmr-
egies, Julic Lond,
fiancial planner at
Bhuefn Group, usesa
“three bens approach” to
I g risk.

W look af thesir

imcoime ard expenditure,

their irmestment porthio-

lis aane] resuarn and their

capacity fior risk and kes

It them becoimes a con-
wersaion st o Uhe clsent can achiewe
theeir goals - i's abous finding a balance
beeteen nvvestment goal and imvestnent
reek?

There's often a disparity betacen expec-
naion and risk, though, and it's important
e peeaple 1o winsderaid this, Mot clients
expert bo get high returms for lew sk
adids Wikctamibe. “People end i feel mone
pain From dectssois that vwens wrong than
pleasuine from decisions that went well, 1t
] phwcast edhicating and coaching people
abat rvvesdment risk"

While, 2s Lord and Wicombse high-
Bighwt, theew e  pood searting point; rsk
prodikers arer’t infallible - 25 1FA Robin
Wond from Parkhisse Financial Services
attests. | onoe had an #%-year-old woman
who answened o risk profilers questhons
humestly arul philsophically She came
ot ax an adventaroos risk-taker;, he siys in
disheelicf,

Exrlicr this year, the Financial Services
Authority sourded a warmning over the
suitability of many risk-profil-
bng tools, saying that mary can
beaed o Aarwed results. Ot of 11
risk-profiling tools, it found nine
s horve wenkoneses that could
lead 1o flawed outputs’ - adding
rsare weight io the anpement
that risk-profiling boals ane just
th first partof o long con-
versathon about sminades

fo risk.

Change is afoot,
though, in the form
of nesw ‘emotional’
risk peofiles that
foi on peersom-
ality. Peychological
Comeultarsy’s Bisk Compass,
and Portfiolio Metrix, a pnew
risk profiler and descretion-
ary management product,
hawve sprungup on the mas-
ket s resporse o n lack
ol corsiency” in the indus-
ry, scconding o Beychological
Coonsltancy’s managing director
Gt Trickey:
nothing substantive ar emotional,
of they assums pricr knowbedge of the
client) Trickey comments. “Personality is
very pertinent when taking risks. We con-
sidher five major aspoots of personality, four
off which have some input in sk nking”

Clienes wiho wse the Risk Compass will
comme ot as ome of efght risk types. There
are four purne types, like the pointsona
s noth, sowth, cast and west, Then
in between the points thene's a mixsune of
thee twen - north-east, south-east, south.
vt ] nosth-west. These correlate to
cight different nisk "fypes”.
il you el if you lost 10 per cent of
your weadth', the stnbements inchade 1
belicve others have good intentions' and *1
truest what people sy’ Clients then sebeet
ki far they agree or disagree on asliding
scale, Using these answers, the risk com-
pass ‘distinguishes things about peaple
thet deqermirees how they deal with risk’,

e by
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sarys Trickey. examiple, gives a steer on the and just give invesement ideas, [ts poten-
Hee claims that ‘risk’ cormes dwm to two bevied of risk for various funds, tialby more harmvhal o provide one than o
lr_lfpu'utlui:kt}'pe-l]‘tdﬂq:—mubdpnh h,ﬂ];n'l;l;b,ttdilrcl:l’lhhﬂ:l:n mwﬂrm.ﬂ,‘
sonaliny trait determined inirero, and risk O emphasises that it However, Standand Lie's platiorm
artinude - the more ranslent risk fecling ‘ultimately upiothecustosner  Funds Zone and Fidelity FundsNetwork
which can change with market sentiment. o lonos whirt risk they are hapgy totake o give investors poing it alone 3 form of
8o far; Ciodusmbuss Wealth Management  and i deal g risk profileng. althoigh they are mot as
has taken up Trickey's Risk Compass, and Hargreaves Larsdovn offersariskand  detailed as ones smilable through an TFA
b acdds that they've seen naost interest rewand guide, which explalns the assct Both platforms use a simple 10-step ques-
from hedge funds. Thatzald, sebf-directed  classesand how they interscL says Danny - tionnaire to ascertain risk kevel, and then
invvestors can also visit the site and doit Ci, head of ndvice ot thie broker. suggest |rvestments based on this
for themse bves by visiting www peycholog- “Risk profiling eas don't give either the While risk profiles can point you inthe
kcal-consultancy.com, irrvestor or the adviser s proper arewer,and  rghit direction, they can't provide a perfiect
and paving £22.50. thiey din't advise how [ gottowhichever it for each investor, “None of us can predict
I terms of fund platformes, number gets spat out of theend, Risk pro-— the future = ig's better to be comdortable
e coffier arvy beaned el ik - filing is all showt the sty of s comversation,”  with whant your portfolio is doing, and find
filingg. Inseractive Imvestor, for hie sy "W try and stary mwaay from them, & mix thar's. gt for vou, says Wincombe.

In practice Really useful profiler

Robert Mchally srd Fay Lo risk profile test their assetallo-  risk assets as we thought that
tive in Surrey and are in their catlon changed to 53 percentin  was subtable, but the risk profiler
505, Thedr maries iovestraent goal  Ficed imberwst and property, and s we needed e be in lewer-
vt e gresw ety Punids bels & 4T per cent I equities, neflect- rlak aneets, snd mow our port-
sole gonrce of bncome to provide Ing thelr respenses in the sk fidie i1 more conseraative. The
for them both through retiire- questisnnaire, profile was really wseful for i
et Thiry besd a ik profile “The rizk profiler laoked at Bsciaie a4 you get older your dr-
test in a meeting with IFA o ciroumstances and mumstamoes change. Flus, ot the
Trertham invest n expectationsoverthe  moment, with the market volatil-
Februsry 2009, it Qfree i fioaur fity, wa're hapgy o hold a stightly

Befers the sk years,” says Aok~ e risk portfolie. A rsk profile
profile test, the #rt. “Beforeband, st & good wary to continually
couple had 12 per we had a higgher FRASHESS ST | Freeatmeen goats,
cent of aszets in percentageofour  amd toghe an independent view
fimed finterest and ey in highers on oo bevel of risk, sk tools are
BB per cent in equi- . guiite refined, but it's been a use-
thest, amd aftes the il ool for us”
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