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Understanding Our Clients’ Risk Profiles 

One of the key elements of our role as financial planners is being able to assess a client’s risk 
profile. The more accurate our assessment, the more likely it will be that our recommended  
investment solution will be suitable for our client’s needs. 
 
Being able to assess a client’s risk profile can be complex. Long, long ago, when we were  
setting out on our chosen careers as financial planners, we were trained to ask our clients how 
they rated their risk profile on a scale of 1 to 10. The client would typically say “Around 5” and 
we would recommend a managed or a with profits fund! 
 
But times have changed. The methods and technology behind risk profiling have moved on 
considerably, helping to increase the chances of maximising investment returns for a given risk 
profile. 
 
The aim of this month’s newsletter is to provide you with more of an insight into how we set 
about understanding risk profile. 
 



The importance of a shared understanding 
of risk 
 
Our client’s perception of ‘risk’ and what we 
and our industry portray as ‘risk’ can differ.  
 
Most clients will have a general view of their 
own willingness to take risk which is often 
summarised in statements such as ‘I am not a 
great risk taker’ or ‘I am very cautious when it 
comes to investing.’ 
 
On the other hand, as financial planners, we 
may have a tendency to rely solely on  
quantitative measures of risk, such as 
‘volatility’ or ‘alpha’. 
 
As a starting point, the secret is to work  
together to develop a common understanding 
of what we mean by ‘risk’ so that our  
discussions are based upon the same  
understanding. 
 
Developing a shared understanding of risk 
 
Our discussions will commence by looking at 
the risks a client may face. These typically  
include some or all of the following: 
 
• Inflation – the risk that some savings  

vehicles fail to pay a return that beats  
inflation, especially after tax is deducted. 

 
• Shortfalls – the risk of failing to meet an  

investment goal or a requirement for  
income/capital. 

 
• Economic/political - the risk and  

unpredictability of the economic and political 
climate. 

 
• Global financial markets - these are  

exposed to a variety of risks that can lead 
whole markets to decline together as we 
have seen over the last year. 

 
Once we have discussed the risks our client 
may be most concerned about, we should then 
take time to look at the characteristics of the 
different assets into which we place clients’ 
investments to identify the potential risks  
associated with each of these.  
 
 

From our experience, taking time to do this at the 
start of and throughout a client/planner  
relationship will ensure that we are best placed to 
maximise investment returns without taking risks 
with which our client would feel uncomfortable. 
 
The three components of a client’s risk profile 
 
With the confidence of knowing that we have a 
shared understanding of risk, we can now move 
on to look at each individual’s true risk profile. 
This is comprised of three key components: 
 
1. Their ability to take risk. 
2. Their willingness to take risk. 
3. Their need to take risk. 
 
Let’s consider each of these in turn. 
 
1. Ability to take risk relates to a client’s financial 
circumstances and their investment goals.  
 
Generally speaking, the higher the level of wealth 
relative to liabilities and the longer the investment 
horizon, then the greater the ability to take risk. In 
other words, a wealthy client with long-term  
investment objectives will be able to withstand 
potential short-term volatility in the value of their 
investment better than someone who is struggling 
to make ends meet and who has short-term  
investment objectives. 
 
We will often refer to this ability to tolerate risk as 
‘capacity for loss’ and it is based largely on our 
client’s financial circumstances and their plans for 
the future. 
 

 
 



2. Willingness to take risk is often referred to as ‘Attitude to Risk’ and relates to client  
psychology rather than to financial circumstances.  
 
Some individuals find the prospect of investment volatility and the chance of loss is distressing. 
Others are more relaxed about these issues.  
 
Our role as financial planners is to try to fully understand the psychological willingness of each 
client to take risk. We do this by asking each client to complete an Attitude to Risk  
questionnaire.  
 
Risk profiling questionnaires build upon established psychometric principles and the science of 
measuring an individual’s willingness to take risk has developed at a significant pace over the 
last 10 years. Accordingly, we regularly review the questionnaire we use for understanding a 
client’s willingness to take risk. 
 
Because circumstances and attitudes change over time, we also believe that it is a good idea 
to regularly review a client’s attitude to risk. 
 
3. The need to take risk, as with the ability, will be largely driven by financial circumstances. It 
could include the need to accept the risk required to meet a specific objective or the need to 
accept risk to avoid having wealth eroded by inflation. 
 
A client’s ability and willingness to take risk need to be evaluated in the context of their need to 
take risk to achieve a goal. If a client has a very low risk profile with a very demanding  
investment objective, something will have to give. 
 
Managing contradictions in a client’s risk profile 
 
A client’s psychological willingness to take risk can sometimes clash with their financial ability 
to do so. For example, if someone has a high risk tolerance, but has a finely balanced financial 
situation.  
 
When such a conflict exists, we need to take time to talk through the mismatch with our client 
and explain the consequences of low or negative returns to more aggressive investors with 
less liquid wealth. 
 
Ultimately, a client can insist on an investment strategy that matches their willingness to take 
risk but not necessarily their ability or need to take risk, and we will, of course, accept this  
decision. At least, once we have had the conversation, there will be a clear understanding of 
the thinking behind the decision made. 
 
Summary 
 
So, once we have developed a shared understanding of risk with our client, considered their 
ability, willingness and need to take risk, and discussed any mismatches, we should have a 
good understanding of our client’s risk profile.  
 
We believe that it is only by having this structured conversation as part of a systematic  
investment advice process that we can gain a true understanding of each client’s investment 
risk profile. 
 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.com 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the person 
to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on this information 
by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you don't  

understand any of its contents we recommend you seek Independent Financial Advice. 
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Interest Rates 
(BOE base rate) 
  
  

  
  

Increased from 
3.0% to 03.50% 

in December 
  

  
  

3.50% at 
31/12/22 

  
  
The official bank rate is 3.50%. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
fell by 2.8% 

 

  
  

House prices 
down 0.1% 
at 31/12/22 

  
  
Annual house price growth down 2.8%. 

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

Closed at 
7451.74. An  

annual rise of 
924 points 

  
  

7451.74 
at the close on 

30/12/22 

  
 
The FTSE 100 fell by 121.31 points in 
December. 
  


