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Risk Profiling with the Investment Planning Tool

As an adviser, you’ll want to be comfortable that both you and your customers understand
how much risk they are willing and able to take and what the potential outcome could be.
One way to do this is to use risk profiling.

At Distribution Technology, we use a four-stage risk profiling process to enable advisers
and their customers to have quality conversations about their willingness and ability to
take investment risk. Although every customer is unique; it is possible to categorise
attitudes to risk, using psychometric profiling and this is the starting point.

Our Risk Profiling Process
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We have developed a 10 question risk profiling questionnaire for AXA Financial in conjunction
with industry- leading psychometric consultancy, Oxford Risk (a company led by academics
form the University of Oxford).

They take into account a number of factors known to be excellent predictors of attitude to risk,

including:
e Risk sensitivity . Horizon
o Desire for profit . Financial awareness
e Tolerance for ambiguity . Investment experience
e Outlook . Suggestibility

Using risk profiling within the Investment Planning Tool allows you to:
e Place the customer on a volatility scale of 1 - 5 with regards their attitude to risk

o Highlight the potential financial upside and downside associated with that risk level

Enriching relationships
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The Investment Planning Tool provides a process that promotes good practice in risk profiling:

®  Our psychometric risk profiling questionnaire can be completed on- and off-line

e Our ‘sense checker automatically summarises the answers and highlights
inconsistencies, prompting further discussion that can be captured in the report

e In addition to the psychometric questionnaire, we capture additional information
about the investment time frame, the customer’s capacity to tolerate losses and
their potential liquidity requirements for the investment

e Once the questionnaire has been completed, the adviser and customer can
validate the results and agree the risk rating to be used

A number of the responses to the risk questionnaire seem to be out of alignment with the overall result. Assuming the client fully
understood all questions, please document any discussions around the following gquestions:

Question Response Discuss?
1: I would be willing to risk a percentage of my income / capital in order to get a good tronlyidisores T
return on an investment

2: Te achieve high returns, it is necessary to choose high-risk investments Strongly Agree \@
3: When I am faced with a financial decision 1 am generally more concerned about the Meither agree or

possible losses than the probable gains disagree

4: [ would rather know that I was getting a guaranteed rate of return than be uncertain Meither agree or
about my investments disagree



risk profiling
enables advisers
to enrich their
relationships with
their customers by
comparing current
assets against the
ideal risk portfolio

The final report includes the responses for the attitude to risk questionnaire and the
suitability questions, as well as any additional information the adviser captured in
conversation with the customer. It provides a risk profile, a description of what that risk
means, an indication of the likely range of investment outcomes over a 12 month period
and quality graphics. This can be printed or e-mailed to the customer.

A core component of the Investment Planning Tool, risk profiling is integral to the
investment planning processes. Completing a standard risk profile generates a target
asset allocation, which can be then compared to the customer’s existing portfolio. If
required, the adviser can then continue and choose investment funds or portfolios that
have also been mapped against the same risk profiling categories. This can help them
ensure that their recommendations are suitable for that customer’s risk profile.
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