Understanding your
risk rating

A guide to how we assess and define
your appetite for investment risk
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Introduction

There are many decisions that go into your financial
investment and planning needs. The question that is likely
to have the greatest impact on your financial future is how
much investment risk will you take?

At Sanlam, we take risk seriously. We use the latest tools and
techniques to help you understand :

— how much risk you can tolerate;
— how much you can afford; and
— how much you need to take to achieve your goals.

We'll work with you to balance these three factors and to
help you set realistic goals.

This guide introduces the way we assess risk and the
different risk ratings we use. We hope you find it helpful and
that you enjoy exploring your attitude to risk with us.
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Understanding risk

A life without risk is impossible. Risk is
everywhere - even walking down the street
comes with a small risk. Whatever you are
doing in life, it is important to understand
your own tolerance for risk. You may feel
more comfortable limiting the amount of
risk you're exposed to by not participating
in certain activities, or you may prefer to
take more of a risk in the hope of achieving
greater rewards. For example, those with a
low risk tolerance may avoid taking part in
a skydive to eliminate the chance of injury,
while those with a higher threshold for risk
may thrive off the adrenaline rush provided
by the experience.

Owning wealth also involves both risk and
reward. Rewards can be growth, security,
income or some combination of the three.
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The risks will depend on what you choose
to do with your money. Some level of risk
will always be present, no matter what you
do with your investments. It's important to
understand this from the start.

However, you have the power to choose
which risks to take and when to take them.
Financial markets offer you a way to improve
your life now and in the future, but you must
always be aware of the type of reward you
are pursuing and the different risks you

may be taking. One of the main benefits

of consulting with a Sanlam financial
professional is that they will help you make
these decisions.

Some level of risk will always be present,
no matter what you do with your
investments. It’s important to understand
this from the start.



Types of investment risk

Market risk (sometimes called volatility)

is the risk that your investments will be
unpredictable and may fall. They can do

this at any time, mildly or severely, for any
number of reasons. All investors must plan
for losses at some stage. The nature of stock
markets makes them unavoidable.

Inflation risk is the risk that your returns are
below the rate of inflation. Over a long time,
this can reduce the purchasing power of
your wealth even though you may not feel
you have lost anything in numeric terms.
Cash is especially vulnerable to the impact
of inflation.

Opportunity cost risk is the risk that you
miss one opportunity by taking another,
and that the one you didn’t take would have
brought a better result.

Credit or counterparty risk is the risk of an
investment product provider going bust.

Liquidity risk is the risk that an asset cannot
be sold when you wish to sell it.

Shortfall risk is the risk that your portfolio
will not generate a rate of return sufficient
to meet your investment goals. This may be
because of lower market returns or because
you have not taken sufficient risk within
your portfolio to generate the required
return. The magnitude and conseguences
of the potential shortfall deserve special
consideration from investors.

Exchange rate risk is the risk that the
exchange rate moves against you when
investing in an asset that is priced in a
currency other than sterling.

There are many different types
of risks involved with investing.
Understanding them can help
everyone involved make the most
appropriate decisions.
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Sources of risk, sources of return

There are thousands of different investment
options available today and it can be
daunting to look at financial markets and
think “what should | do?”.

Despite the bewildering choice, most
investments can be understood by thinking
about three main asset classes - equities,
fixed income and cash.

Sometimes called stocks or shares, equities
represent ownership stakes in companies.
They can be bought directly through a
stockbroker or indirectly through funds, also
known as collective investments.

Owning equities means that you possess a
share in a company’s profits and its future
growth. However, just like any other business
owner, you take the risk that the company
does not make a profit or that the value of
the business falls. If a company in which you

hold shares goes bankrupt, you will be at risk

of losing your investment. You can manage
this risk by diversifying your portfolio.
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Equities are the engine room of long-term
returns for investors. Their prices fluctuate,
sometimes wildly, and they are prone to
short-term panics called corrections or
crashes. This puts many people off; but £100
invested in the FTSE All Share on 1 January
1991 was worth £700 after 25 years of
growth, even accounting for all the ups and
downs along the way.

Investing in equities should only be
undertaken for the long term where there is
a tolerance for uncertainty, and the financial
capacity to lose some money in the worst-
case scenario.

Equities are the engine room of
long-term returns for investors.



These are more commonly called bonds.
They represent debts, either of governments
or companies. The debts of the UK
government are referred to as gilts. All
bonds work in broadly the same way and
offer investors both a regular fixed payment
(the coupon) and repayment of the sum that
was paid by the original lender at maturity.
Bonds are traded on secondary markets,
which means they are bought and sold as
transferable securities after the original issue
has taken place.

In essence, investing in a bond means buying
the right to receive a fixed and known

series of payments. These payments are
guaranteed unless the issuer of the bond
defaults. This is rare for company bonds, but
it can happen. It also happens from time to
time with the debt of foreign governments
but the UK government has never defaulted
on its debt. For this reason, gilts are
considered a lower-risk investment than
other types of bonds (for a UK investor); but
bond prices can fall, and so even gilts are not
risk free.

Although private investors can buy and hold
bonds directly, this is much less common
than buying equities directly. Bonds are
usually accessed instead through collective
investments.

In a portfolio, bonds play two roles - they
dampen down the overall risk level when
held alongside equities; and they often (but
not always) have the benefit of a negative
correlation to equities. This means that they
have the potential to rise when shares fall,
smoothing the overall return over time.

Both government and corporate bonds have
the ability to outperform inflation over the
long term.

Bonds play two roles - they dampen down the
overall risk level when held alongside equities;
and they often (but not always) have the benefit
of a negative correlation to equities.
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Cash is easy to understand and is the one
investment that almost everybody will have
experienced in one form or another. Your
money is lent to an institution (typically a
bank) and in return you are paid interest on
your capital sum.

The rate of interest, and the access you have
to your capital, varies a great deal from
instant access deposits to those with long
lock-in or notice periods attached.

Cash is a very low-risk investment in most
cases, but you should be very careful to
check the creditworthiness of the deposit
taker and your rights to compensation if
they default. The Icelandic bank collapse of
2008 serves as a warning of what can go

wrong. At Sanlam, we will often use a type of
collective investment, called a money market

fund, for the cash part of your portfolio.
This offers exposure to a variety of different
banks and interest rates.

Although very secure, cash tends to
underperform inflation over time. Investors

who try to avoid risk by staying in cash often

see the real value of their savings eroded.
Cash keeps you safe from market risk at the
cost of exposing you to inflation risk.

savings eroded.
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We believe that shares, bonds and cash are
the three fundamental asset classes, but
there are many other things in which it is
possible to invest, including:

— Property, either directly through bricks
and mortar or indirectly via real estate
investment trusts (REITs).

— Commodities, including precious metals,
energy, and so-called “softs” like coffee
beans.

— Absolute return funds or hedge funds,
in which some form of special trading or
investment strategy will be employed to
generate a return. These vary wildly and
their full explanation can be extremely
technical and complicated.

— Derivatives, such as futures, options and
covered warrants.

Typically, your portfolio will contain the
three main asset classes - equities, bonds
and cash. But we will always make use

of other assets when we believe it may
be in your interests to do so. We never
buy more complex assets for the sake of
window dressing or to create the illusion
of complexity. If an asset is in a Sanlam
portfolio then there will always be an
investment-based reason for its presence.

Although very secure, cash tends

to underperform inflation over time.
Investors who try to avoid risk by staying
in cash often see the real value of their



Managing risk

At Sanlam, we build diversified portfolios The chart below highlights how asset classes
according to a central investment have performed over the past 10 years. As
philosophy, which comprise a range of well as demonstrating the changes from
different asset classes, and different year to year in terms of the best and worst
companies within each asset class. This performers, it also highlights the relationship
ensures that, if one firm collapses or one between different asset classes. For example,
asset class is struggling, the rest of the notice how UK gilts and emerging markets
portfolio can take up the slack. This is one of  have had an inverse relationship - when one
the basic rules of long-term investing. rises, the other tends to fall.

Annual asset class returns
The performance of different asset classes tends to fluctuate every year.

Global Global Global i Global Global

equiti equities equities

21% 17%

Corporate| Corporate
bonds bonds
N% 5%

Corporate Global €lle]eEll Corporate
bonds equities iti equities bonds
8% -4%

Gilts UK i Global
equities equities
N% -21%

Corporate Corporate i Corporate
bonds bonds iti bonds
6% 0% 7%

Global i UK
equities equities
-7% -30%

Key: [l Cash Gilts Corporate bonds [ High yield bonds UK equities [l Global equities

Source: Bloomberg.
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Investing is a journey

When looking at targeted returns it is
important to note the difference between an
average annual return over a longer period
of time (for example, 10 years) and returns
received on an annual basis. The graph
below provides a breakdown of how risk
rating 5 has behaved over the past 20 years.

While this illustration delivered an average
annual return of 6%, the journey was

not always a smooth one. This is where

it is important to maintain conviction in
utilising a long-term view. When it comes to
investment losses, one of the biggest issues
is not so much the market falling, but rather
being out of the market when it rallies.

Investing for the long term

Having suffered losses three years in a row
between 2000 and 2002, many would have
been tempted to exit the market. Those
who did would have then missed out on five
consecutive years of above-average returns.

Likewise, following the global financial crash
in 2008, those who exited the markets would
have missed out on the returns delivered in
2009, which represented the highest returns
in a single year during the 20-year period.

This chart provides a breakdown of how risk rating 5 behaved over the past 20 years.

% m Risk Rating 5
30

20

10

-20

-30

1998 2000 2002 2004
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What’s a risk rating?

Your risk rating is a level of investment risk
that is right for you at a certain time and for
a given financial objective.

We believe you may need to take

different levels of risk for different parts

of your financial plan. As your goals and
circumstances evolve, your risk ratings may
change with them.

The ideal risk rating will give you a realistic
chance of achieving what you want, with an
acceptable level of uncertainty attached. By
“uncertainty” we mean three things:

— How much will the value of my investment

change each day as asset prices go up or
down?

— If there is a serious market event (a crash
or other crisis) then how much could the
value of my investment fall?

— If  miss my goal over the long term, then
how far short might | fall?

Any assessment of your risk rating should
consider risk tolerance, capacity for loss,
investment objectives, and your knowledge
and experience of investing. Be wary of
advice based on only one or two of these
factors.

The ideal risk rating will give you a realistic
chance of achieving what you want, with an
acceptable level of uncertainty attached.
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The process

Your risk profile will be discussed with you
and will consist of the following four areas:

Risk tolerance is how you feel about
investment risk. This is assessed by using a
psychometric questionnaire. It’'s about the
psychology of taking risks with money. How
will you react if there is a sharp market fall?
Will investing become a source of stress and
anxiety for you, or will you be relaxed as
markets go through their natural cycles?

Capacity for loss looks at your overall
financial position. Can you afford to make a
long-term investment and to take the risk of
losing money? What proportion of your total
wealth are you investing? Ideally you would
not have to access your investment in an
emergency and sell during a market low.

Investment objectives

Investment objectives are about what

you want your wealth to do for you in the
future. Buying a house or a car, saving for a
comfortable retirement or leaving a legacy
to loved ones are all possible goals. Your
investment objectives reflect the type of
person you are and your priorities in life.
They are unique to you.

Knowledge and experience is there to
ascertain your understanding of different
investment types and to learn more about
your past experience with investing.

Knowledge and experience

risk
profile

Capacity for loss
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The Sanlam Risk Ratings

This section explains how your portfolio is
constructed in terms of asset allocation and
also how you can expect your portfolio to
behave. Following are some key terms:

Targeted returns. We target returns

based on the long-term expectations of
the underlying asset classes and, where
appropriate, the investment freedom given
to the manager. To estimate the long-term
returns for different risk grades, we analyse
the potential future returns of the key asset
classes over a 15-year holding period.

Additionally, where portfolios are permitted
to deviate in a risk-controlled way from

the strategic asset allocation in order to
optimise risk and return over a shorter, five-
year horizon, this is incorporated into the
targeted return. Our target returns include
estimated investment management fees.
Where active managers have been utilised
we estimate that they will enhance target
returns in line with the active risk taken.
While we have endeavoured to produce the
best estimate of long-term returns that we
can, no guarantees can be made.

Historical volatility. A common way to
measure the uncertainty, or degree of daily
change, in the value of a portfolio. The
higher the volatility, the more the value

of your investment may fluctuate (either
upwards or downwards).

Worst historical drawdown. This represents
the worst scenario over the past 20 years,
which would have been achieved if you were
unfortunate enough to have invested at a
high point and then disinvested at a low
point.

Volatility is a common way to
measure the uncertainty, or
degree of daily change, in the
value of a portfolio.
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Sanlam Risk Rating 1

You are not prepared to take any investment
risk and you are seeking the type of security
of capital and income typically associated
with UK banks and building society accounts.
You have no appetite for fluctuations in the
value of your capital. You are aware that the
value of your capital is likely to be eroded by
the effects of inflation.

Cash 100%

Sanlam does not offer an investment solution
for this risk rating.

% m Risk Rating1 = Equity portfolio
30

20

10

-20

-30

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Risk Rating 1 compared to a full equities portfolio*. The graph shows that although returns have been higher for a
portfolio constructed entirely of equities, our Risk Rating 1 portfolio has offered more protection when markets have not
done so well.

(*) A portfolio that consists of 98% equities and 2% cash. Where we have invested in equities we have invested in two-
thirds MSCI ACWI world excluding UK and one-third MSCI ACWI UK.
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Sanlam Risk Rating 2

Global equity 12% N Cash 2%

UK gov’t bonds 32%
Global high yield
bonds 16%

Corporate bonds 32%

Annualised targeted returns 2.6%
for our Index Solution
Annualised targeted returns 3.7%
for our Active Solution
Historical volatility 5.3%
Worst historical drawdown -11.5%

% m Risk Rating 2 = Equity portfolio

You are looking for capital and/or income
growth that keeps in line with the rate of
inflation. Therefore, you are prepared to
accept investment risk with the aim of at least
protecting the spending power of your money.

You should expect an investment portfolio in
this category to typically invest in a mixture of
investments, the majority being fixed interest
securities along with some equities, both UK
and overseas. Other assets, such as property,
alternatives (including infrastructure and
structured products) and commodities may be
used to diversify the risk within the portfolio.
You are willing to accept fluctuations in your
investments but, in order to minimise the
impact of short term market falls in the value
of your money, you are prepared to invest for a
minimum of five years.

1998

2000 2002 2004

2006

2008 2010 2012 2014 2016

Risk Rating 2 compared to a full equities portfolio*. The graph shows that although returns have been higher for a
portfolio constructed entirely of equities, our Risk Rating 2 portfolio has offered more protection when markets have not

done so well.

*) A portfolio that consists of 98% equities and 2% cash. Where we have invested in equities we have invested in two-
thirds MSCI ACWI world excluding UK and one-third MSCI ACWI UK.
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Sanlam Risk Rating 3

Cash 2%

‘\ UK gov’t bonds 26%
" Corporate bonds 26%

Global equity 21%

Global high yield
bonds 14%

Annualised targeted returns 31%
for our Index Solution

Annualised targeted returns 4.5%
for our Active Solution

Historical volatility 6.7%
Worst historical drawdown -14.2%

% m Risk Rating 3 = Equity portfolio

You are looking for capital and/or income
growth that stays ahead of the rate of
inflation. You are prepared to accept short-
term fluctuations in your investments in
order to increase the potential returns.

You should expect an investment portfolio in
this category to typically invest in a mixture
of investments, with a significant proportion
in fixed interest securities with some equities,
both UK and overseas. Other assets, such as
property, alternatives (including infrastructure
and structured products) and commodities
may be used to diversify the risk within the
portfolio. You are willing to accept fluctuations
in your investments but, in order to minimise
the impact of short term market falls in the
value of your money, you are prepared to
invest for a minimum of five years.

2004

2000

1998 2002

2006

2008 2010 2012 2014 2016

Risk Rating 3 compared to a full equities portfolio*. The graph shows that although returns have been higher for a
portfolio constructed entirely of equities, our Risk Rating 3 portfolio has offered more protection when markets have not

done so well.

(*) A portfolio that consists of 98% equities and 2% cash. Where we have invested in equities we have invested in two-
thirds MSCI ACWI world excluding UK and one-third MSCI ACWI UK.
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Sanlam Risk Rating 4

Cash 2%

Global equity 32%

You seek additional capital and/or income
growth over the rate of inflation and capital

protection is less important to you than
achieving a better return on the investment.
You are prepared to accept more risk in the
hope of achieving this.

" UK gov’t bonds 20%

Corporate bonds 20%

Global high yield

bonds 10% You should expect an investment portfolio

in this category to invest in a mixture of

investments including fixed interest securities
Annualised targeted returns 37%  and equities. Other assets, such as property,
for our Index Solution alternatives (including infrastructure and
Annualised targeted returns 5.3% structured produgts) and commod?tigs
for our Active Solution may be_ used to d|v¢r_5|fy the risk within the

portfolio. You are willing to accept fluctuations
Historical volatility 8.5% in your investments but, in order to minimise
Worst historical drawdown 1899  theimpact of short-term market falls in the

value of your money, you are prepared to
invest for a minimum of five years.

% m Risk Rating 4 = Equity portfolio

2004 2006 2008 2010 2012 2014 2016

1998

2000 2002

Risk Rating 4 compared to a full equities portfolio*. The graph shows that although returns have been higher for a
portfolio constructed entirely of equities, our Risk Rating 4 portfolio has offered more protection when markets have not
done so well.

*) A portfolio that consists of 98% equities and 2% cash. Where we have invested in equities we have invested in two-
thirds MSCI ACWI world excluding UK and one-third MSCI ACWI UK.
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Sanlam Risk Rating 5

Cash 2%

UK gov’t bonds 14%

‘l Corporate bonds 14%

Global high yield

Global equity 42%

bonds 7%
Annualised targeted returns 4.3%
for our Index Solution
Annualised targeted returns 6.2%
for our Active Solution
Historical volatility 10.9%
Worst historical drawdown -28.2%

% m Risk Rating 5 = Equity portfolio

You are prepared to accept significant short-
term fluctuations in your investments in order
to increase the potential return over the longer
term. Capital protection is less important to
you than achieving a better return.

You should expect an investment portfolio

in this category to invest in a mixture of
investments including fixed interest securities
and equities. Other assets, such as property,
alternatives (including infrastructure,
structured products) and commodities

may be used to diversify the risk within the
portfolio. In order to bear the impact of short
term market falls in the value of your money,
you are prepared to invest for a minimum of
at least five years.

2004

2000

1998 2002

2006

2008 2010 2012 2014 2016

Risk Rating 5 compared to a full equities portfolio*. The graph shows that although returns have been higher for a
portfolio constructed entirely of equities, our Risk Rating 5 portfolio has offered more protection when markets have not

done so well.

(*) A portfolio that consists of 98% equities and 2% cash. Where we have invested in equities we have invested in two-
thirds MSCI ACWI world excluding UK and one-third MSCI ACWI UK.
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Sanlam Risk Rating 6

Cash 2% UK gov't bonds 6% You are prepared to take a significant degree
" Corporate bonds 6% of risk with your investment in return for
'/ Global high yield the prospect of higher possible longer term
bonds 4% performance. You understand the risk and
reward relationship of investing in equities.

Global equity 55%

You should expect an investment portfolio in
this category to be invested predominantly
in equities, both in the UK and overseas, but
may also use other assets, such as property,
Annualised targeted returns 50% alternatives (including infrastructure,
for our Index Solution structured products) and commodities, to
obtain diversification. You appreciate that
over some periods of time, there can be
significant falls, as well as rises, in the value of
Historical volatility 13.5%  your investment. In order to bear the impact
Worst historical drawdown -3829%  Of short-term market falls in the value of
your money, you are prepared to invest for a
minimum of at least five years.

Annualised targeted returns 7.2%
for our Active Solution

% m Risk Rating 6 = Equity portfolio

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Risk Rating 6 compared to a full equities portfolio*. The graph shows that although returns have been higher for a
portfolio constructed entirely of equities, our Risk Rating 6 portfolio has offered more protection when markets have not
done so well.

*) A portfolio that consists of 98% equities and 2% cash. Where we have invested in equities we have invested in two-
thirds MSCI ACWI world excluding UK and one-third MSCI ACWI UK.
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Sanlam Risk Rating 7

Cash 2%

Global equity 65%

You are prepared to take a substantial
degree of risk with your investment in return
for the prospect of longer term performance.
You understand the risk and reward
relationship of investing in equities.

You should expect an investment portfolio in
this category to be usually invested entirely
in equities, both in the UK and overseas.
Other assets, such as property, alternatives

Annualised targeted returns 5.7% (including infrastructure and structured
for our Index Solution products) and commodities may be used
Annualised targeted returns 81% frgm time to t|me_ in order to d|v_ersn‘y the risk
for our Active Solution within the portfolio. You appreciate that over
_ : - some periods of time, there can be significant
Historical volatility 16.0%  falls, as well as rises, in the value of your
Worst historical drawdown -46.7%  investments. As this strategy holds significant
risk in the shorter term, you are prepared to
invest for a minimum of at least five years.
% m Risk Rating 7
30
20
10
(0]
-10
-20
-30
1998 2000 2002 2004 2006 2008 2010 2012 2014 2016
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Contact us

Bath

5 Miles’s Buildings
George Street
Bath BA12QS

T. 01225 460 010

Bristol

St. Bartholomew’s House
Lewin’s Mead

Bristol BST 2NH

T.ON79 752 125

Cheltenham

(Sanlam Partnerships)

Unit 1 Andoversford Business Park
Cheltenham GL54 41L.B

T. 01242 820 738

Fareham

2 The Potteries
Wickham Road
Fareham

Hampshire POl16 7ET
T. 01329 234 335

Harrogate

Windsor House

Cornwall Road

North Yorkshire HG1 2PW
T. 01423 701 800

Kirkby Lonsdale
55 Main Street
Kirkby Lonsdale
Cumbria LAG 2AH
T. 01524 272941

London

Monument Place

24 Monument Street
London EC3R 8AJ
T. 020 7280 8700

London

1 Ely Place
London ECIN 6RY
T. 020 3116 4000

Marlow

44-46 Chapel Street
Marlow

Buckinghamshire SL7 1DD
T. 01628 473 298

North West &

North Wales

Unit 27 Ffordd Richard Davies
St Asaph Business Park

St Asaph

Denbighshire LL17 OLJ

T. 01745 345 131

Sevenoaks

16 South Park
Sevenoaks

Kent TN13 TAN

T. 01732 740 700

Teesside

Cedar House

Princeton Drive

Teesdale Business Park
Stockton-on-Tees TS17 6AJ
T. 01642 931 200

Worcester

22 The Tything
Worcester WR1 THD
T. 01905 613 613
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Important information and risks

Investing involves risk. The value of
investments, and the income from them,
may fall as well as rise. Investors may not
get back the original amount invested. Past
performance is not a reliable indicator of
future results.

Sanlam Private Wealth is a trading name of
Sanlam Private Investments (UK) Ltd which
is authorised and regulated by the Financial
Conduct Authority. Registered in England
and Wales N0.2041819. Registered Office:
16 South Park, Sevenoaks, Kent TN13 TAN.

Sanlam FOUR is the trading name of Sanlam
FOUR Investments UK Limited (Registered
in England and Wales, No 5809399). Sanlam
FOUR is authorised and regulated by the
Financial Conduct Authority. Registered
Office: 1 Ely Place London ECIN 6RY.

This document is for information purposes
and should not be treated as a forecast,
research or advice to buy or sell any
particular investment or to adopt any
investment strategy. Any views expressed
are based on information received from

a variety of sources which we believe to
be reliable, but are not guaranteed as to
accuracy or completeness by Sanlam Private
Wealth. Any expressions of opinion are
subject to change without notice.
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The value of fixed interest securities is
affected by the risk of default by the issuer
and where an issuer does default you may
lose some or all of your capital investments
in higher yielding bonds issued by borrowers
with lower credit ratings may result in a
greater risk of default and have a negative
impact on income and capital value. The
value of investments in overseas securities
may rise and fall in sterling terms purely as a
result of exchange rate fluctuations.

Reproduction of this document is not
allowed in whole or in part without prior
written agreement from Sanlam Private
Wealth. The Sanlam Group does not

accept any liability for any claims, loss or
damage, as a result of reliance placed on the
information in this document, or in respect
of the use of this document, in the form
provided, or otherwise.
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Investing without risk is impossible, but
we’'re here to help you understand your
attitude to risk and the best ways to reach
your financial goals. If you'd like to find out
more about our risk rating process and
investment services, please get in touch.
We can arrange a meeting at one of our
offices throughout the UK or somewhere
that is convenient for you.

@ SanlamUK
@ @SanlamUK

www.sanhlam.co.uk
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