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It's all covered in Synaptic White Paper

White paper: Creating better outcomes in
financial planning by optimising
Investment risk and reward using
stochastic modelling.

Downloadable from Adviser Home
site and Synaptic website
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How important is risk?

“The revolutionary idea that
defines the boundary between
modern times and the past is
the mastery of risk’.

Peter L. Bernstein. Against the
Gods

By defining a ‘rational process
of risk-taking’ the true nature
of modern progress was
revealed.

The essence of risk management lies
in maximizing the areas where we
have some control over the
outcome while minimizing the areas

where we have absolutely no control
over the outcome.

Peter L. Bernstein
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Some milestones in the consideration of risk

« 1654 — Pascal first introduced the concept of
mathematical probability as a means of
problem solving.

« 1952 — Harry Markowitz — Nobel prize winning
article ‘Portfolio selection’. Importance of
portfolios, risk, diversification (correlation).

- 1738 — Daniel Bernoulilli — Paper, whose name
translates to ‘Exposition of a New Theory on
the Measurement of Risk’. Concept of ‘utility’
along with ‘risk aversion’ and ‘risk premium’.




Regulatory milestones
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Risk Governance Model

How do we ensure ‘informed consent’ for an appropriate level of risk.
Single most important regulatory and best advice proof point.

Need to take Risk

Concept of investment
objective

Attitude to Risk

Psychometric framework

Capacity for Loss
Ablility to absorb investment loss
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erm changes everything, including Capacity for Loss

The higher the Capacity for Loss, the higher the investment risk they can
afford to take. Investment risk diminishes as the term extends, as
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‘Sequence of Return Risk’ is mitigated.

Rolling Stock Market returns Rolling Stock Market returns / S&P 500 historic data
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A strategy
around term

—

Risk
rofile

10

Name

Very Cautious

Cautious

Moderately Cautious (low end)

Moderately Cautious (high end)

Balanced (Low End)

Balanced (high end)

Moderately Adventurous (low end)

Moderately Adventurous (high end)

Adventurous

Very Adventurous

5 Year

10 years

10

IDD Pension +1

15 years 20 years
2 3
3 4
4 5
5 6
6 7
7 8
8 9
9 10

10 10
10 10

IDD Pension +1 IDD Pension +1



Introducing Moody’s Asset Allocation

Who are Moody'’s
What is a stochastic model?

Adviser’s plan can only be deemed Suitable if the following are true:
» The growth projections are reliable and aligned to the objectives
» Informed Consent exists, based on a full understanding of investment risk.

Risk, or possibility of financial loss can be quantified.
Eg Portfolio is likely to lose up to 5% in a bad year and therefore is Cautious.

This gives us a consistent measure for ‘risk’ as ‘loss’, allowing any investment to
be mapped

Why Is Value at Risk (VAR) a better approach for advisers than Volatility banding?

Moody’s model is the most reliable and proven model for forecasting
loss and potential gains, on a probability basis.
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You can use It to:

« Access an accurately aligned ATRQ and asset
allocation model

« Explain risk and reward to gain ‘informed
consent’

+ Create financial plans that pass MiFID Il scrutiny
on suitability at ex-ante and ex-post stages

« Easily identify Suitable investments for clients,
risk assess CIP / CRPs

« Avoid ambiguity in your advice and compliance
processes

 Save time

« Reap the benefits of the most sophisticated
portfolio risk analysis available.
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How Is strategic asset allocation created?

Moody’s: ‘For Portfolio 1 we had four candidates. Portfolio ‘test 10" was
selected as it had the best risk/return characteristics (i.e. target was 4.4%
1-year VAR (Value at Risk @95%), this was lower and had the better
projected return).’

Efficient Frontier Cash 60%

UK Corporate Bonds 30%

Property 0%

UK Equity 5%

Global Equity ex UK 5%

US Equity 0%

Emerging Markets Equity 0%




Synaptic Risk Ratings - graph showing efficient frontier using
Moody's VAR (1 in 20 Year Loss %pa) / Min Gain as boundaries
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The Moody’s stochastic model in action

Clients  RiskRating T Sdl Analyser  Comparator  Webline  Product&Fund  Tools & Calculators »  Settings =

| @ search clients...

Ideal Client

Goal Details ) Holdings ) Determine Risk Level Generate Report

Clients  RiskRating [ICLUSE Analyser  Comparator  Webline  Product&Fund  Tools & Calculators~  Settings =

| & search diients...

Goal  Quilter MPS Balanced Portfolio » Lump sum  £10,000 target

ere we are (including new money)

a View Scenario Properties

Graph type E m

here we could be

a View Scenario Properties

I UK Equities (30.00%)

[l Global Equities (ex UK) (29.20%)
[ Hiedge Funds (10.00%)

[ ux Corporate Bonds (10.00%)
I Uk Govt Bonds (7.50%)

I Cash (5.00%)

v

[ UK Corporate Bonds (36.00%)
[l Global Equities (ex UK) (30.00%)

[ Giobal Property (3.00%)
[ Emerging Markets Equities (5.00%)

Risk Level: As Currently Implemented
In a 1 year period assuming a £10k lump sum investment:
Maximum (5% chance) Gain i 23.85% (£2,384.72)
Average (Mean) G 5.07% (£507.31)
Minimum (5% chance) Gail -15.92% (-£1,591.59)
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Risk Level: Balanced
Ina 1 year period assuming a £10k lump sum investment:

Maximum (5% chance) Gain is:  27.31%  (£2,731.27)
Average (Mean) Gain i 6.17% (£617.13)
Minimum (5% chance) Gain is: -15.96% (£1,596.24)

Goal  Quilter MPS Balanced Portfolio * Lump sum » £10,000 target

Where we are (including new money)

a View Scenarlo Propertles

w— \Where we are (including new money)
~—— Where we could be

£29.96k
£21.52k
£15.45k

£11.1k

Ok (89.75)
Target

£7.97k

£572%

£4.11k

10 20 30 40 50 60 70 80
% Probability
Risk Level: As Currently Implemented
In a 1 year period assuming a £10k lump sum investment:
Maximum (5% chance) Gain is:  23.85% (£2,384.72)
Average (Mean] Gainis:  5.07% (£507.31)
Minimum (5% chance) Gain is: -15.92% (-£1,591.59)
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Where we could be E

a View Scenarlo Properties

—— Where we are (including new money)
= Where we could be

£29.96k

£21.52k

£15.45k

£111k Ok (92.9%)

Target

£7.97k

£5.72

£4.11k

10 20 30 40 50 60 70 B0 S0
% Probability
Risk Level: Balanced
In a 1year period assuming a £10k lump sum investment:
23.89% (£2,388.89)
5.14% (£513.65)
-15.83% (-£1,582.93)

Minimum (5% chance) Gai

Asset allocations drive investment returns. Risk analysis is quant driven - NO QUALITATIVE OVERLAY




@ Model New Scenario...

@ o
What about inflation D £

and stress testing? T

= with costs and inflation
£304 6k

£215.6k

« Moody’s calculate the impact of
Inflation historically to average

4.5% loss per year, in any \%@ﬁ
10-year period. with oot

and

£76.4k inflation
Value:
£100009
Probability:

* The stochastic approach covers o
all viable scenarios T R e
(good and bad). .

Risk Level: From Fund: 7IM Balanced C Acc
In a 1 year period assuming a £10k lump sum investment:
Maximum (5% chance) Gain is: 24.49% (£2,448.71)
Average (Mean) Gain is: 5.27% (£526.81)
Minimum (5% chance) Gainis:  -15.05% (-£1,505.04)

O Implement this scenario

SYNAPTIC®
SOFTWARE




- Income Value (eporchons ) | Produce Repore
Use of cash-flows =
Show gross income Include eFe:rsc\finﬂat'on

Goal

Goal Name
HH

» ‘Cash-flow planning can be about s o 110%

any form of income and outgoings

and does not have to be related to S o

the client's overall position. ool | | | (1[I LLLLLL

° The Second pOInt IS that the CaSh_ Fund Value £1,525,000.00 | )
flow plan can, and should, establish (o S mmo%

WA

the Capacity for Loss for s PR -
most clients. g-m i Value
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pay DI e monthly in advance on a level @ Initial Value @ Uncrystallised @ Life Expectancy

 Cash-flow users can use the
Synaptic Risk profile for growth bt oo nremenss @)
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lllustration from Synaptic Analyser o IIIIIIIIIIIIIIIII
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What about investment risk in retirement?
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SYNAPTIC SYNAPTIC SYNAPTIC SYNAPTIC SYNAPTIC SYNAPTIC
RISK MODELLER ANALYSER COMPARATOR WEBLINE PRODUCT
& FUND
An objective risk measure Sophisticated risk analysis  Quickly and easily model Full charges analysis at Quote and e-apply portal  Whole of market product
utilising Moody's tool providing meaningful  all aspects of your clients platform, product, fund for protection and and fund research
stochastic engine and consistent retirement income and and adviser charging annuities
measurement instantly compare the levels
best products available
@ Previous Connection Magazines [ ESTLET R @ i 1Yails)y
8 Connection How to avoid FOMO g Expand your customer Ry A view from the other
: investing . base: from Bugattito & side...
From Bugattl to Beetle Beetle

o Read online
EZ View magazine

° Read online
EZ View magazine

° Read online
EZ View magazine
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Contact us

John.warby@synaptic.co.uk

01489 886282 b
0800 783 44 77 f‘

)
Wwww.synaptic.co.uk (\ r‘

SYNAPTIC®
SOFTWARE



mailto:Ross.Holloway@synaptic.co.uk

