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Understanding the risks of investing
We all have financial goals that we want to reach at different stages of our lives. 
These goals may be buying a new car, our dream home, paying school fees or 
securing sufficient income to provide us with a comfortable retirement.

Achieving these objectives usually requires us to make investments 
(such as in equities and bonds) so that we can try to grow our 
savings at a faster rate than inflation. Although most investments 
have a good record of generating such real returns over the long 
term, they come with the risk that the value of your investments 
may fall, particularly over shorter time periods. Do remember 
that the value of an investment and the income generated from 
them can fall as well as rise and is not guaranteed, therefore, 
you may not get back the amount originally invested. 

This brochure has been produced to help you understand 
what this risk is and how your financial adviser can help you 
understand your attitude to, and capacity for, risk in your 

investments. Combining your attitude to risk and the returns you 
need to generate to reach your goals will help to determine the 
investments that are right for you.

This brochure cannot represent an individual investment 
recommendation and by its nature cannot take into account your 
personal circumstances. It is a basis for discussions only.

Past performance is not a guide to future performance. The 
value of an investment and the income generated from it can 
fall as well as rise and is not guaranteed. You may get back 
less than you originally invested. Go to the back cover for the 
Key Risks.
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Past performance is not a guide to future performance. The value of an investment and the income generated from it can fall as well 
as rise and is not guaranteed. You may get back less than you originally invested. Go to the back cover for the Key Risks.

How do you decide on how much risk 
to take?
When you choose to start investing to meet a savings goal, it is useful to answer a 
number of key questions:

What are your investment objectives? How much do 
you need to save and when do you need it?

What is your risk profile? How much risk are you willing 
to take and how much are you able to take?

Many people already know the answer to the first question 
before they meet a financial adviser, although financial advisers 
will often help you better understand goals such as saving for 
retirement. The second question is often much harder for people 
to understand largely because risk is hard to quantify as it is a 
subjective measure. 

It is equally important for you to take enough risk to achieve your 
investment objectives within your chosen time frame. Take too little 
risk and you may not reach your goals.  The longer you plan on 
saving to meet your goals, the greater the level of risk you can 
potentially take. 

One way to understand your willingness to take risk is to discover 
how much money you are prepared to lose during any 12-month 

period and how much you are willing to lose over the length of 
the investment.

Sometimes your investments will fall in value – you could lose a 
large proportion, or even all of your investment. Your financial 
adviser has a responsibility to assess how much loss you can 
accept without it having a major impact on your day-to-day life: 
this is known as your capacity for loss. 

Choosing the right risk profile for you involves targeting sufficient 
risk to achieve your investment goals but also ensuring this level 
does not exceed your risk tolerance (your willingness to take risk) 
or capacity (your ability to cope with losses). 

To get this combination right, your adviser may ask you to 
complete an “Attitude to Risk” questionnaire. The outcome of 
the questionnaire, along with in-depth discussions and other 
assessments including of your objectives and finances, will act 
as a guide for your adviser to assess what risk profile may be 
suitable for you.

“Capacity for loss – a customer’s ability to absorb falls in the value of their investment. If any 
loss of capital would have a materially detrimental effect on their standard of living, this 
should be taken into account in assessing the risk that they are able to take.”

Financial Conduct Authority (the regulator) – Assessing Suitability, March 2011
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Risk profiles
Your financial adviser will match your risk profile with our range of target risk funds 
to meet your investment objectives. 

Liontrust uses a simple scale for risk profiles ranging from 1 to 7. The 
higher the risk profile, the higher the level of volatility being targeted.  
Simplistically, volatility measures the degree to which the value of 
your investment can change over time. The higher the level of risk 
or volatility for a fund usually implies the potential for a higher return 
and higher level of risk to your capital, especially over the short term.

Risk profile 1 is equivalent to holding cash and is for very cautious 
investors, it is the least risky way to hold your savings as there is a 
more limited potential for loss of capital. 

The lowest rating of our Funds is 2 and is targeted at a cautious 
investor with a low tolerance to risk looking for their savings to 
keep pace with inflation with a mix of lower volatility investments 
such as cash, bonds and money market investments.

Risk profile 7 is the highest risk rating on our scale and is 
equivalent to holding a portfolio of higher volatility global 

equites. Funds in this category could be suitable for adventurous 
investors with a higher tolerance to risk in search of potentially 
higher returns.

Our investment process is designed so that each fund’s expected 
volatility adheres to its risk/return objective, and the adviser’s 
and their clients’ expectations. The manager will adjust the 
fund’s investments in a bid to ensure that the level of risk, or 
volatility, it is exposed to remains within its set target range 
based on the expected annualised volatility over a 15 year time 
period. While the returns of each fund are not predictable, you 
do know that the fund should remain within the range for the 
level of risk they will take.

There are a number of different methods and tools for risk 
profiling and you may have a different profile score depending 
on which tools are used but that profile maps across to our 
range of funds. 

Aims to grow capital in line 
with the rate of inflation (CPI) 
over the short term (less than 
five years) with a low level of 
volatility and limited potential 
for capital loss. 

Aims to grow capital at least 
in line with the rate of inflation 
(CPI) over the long term (more 
than five years) with a low 
level of volatility and limited 
potential for capital loss. 

Aims to grow capital at least 
in line with the rate of inflation 
(CPI) over the long term (more 
than five years) with a low 
level of volatility and limited 
potential for capital loss.

Aims to generate capital 
growth greater than the rate 
of inflation (CPI) over the long 
term (more than five years) with 
a low level of volatility. 

Aims to generate capital growth 
greater than the rate of inflation 
(CPI) over the long term (more 
than five years) with a low to 
medium level of volatility. 

Past performance is not a guide to future performance. The value of an investment and the income generated from it can fall as well as 
rise and is not guaranteed. You may get back less than you originally invested. Go to the back cover for the Key Risks.

Aims to generate capital 
growth greater than the rate 
of inflation (CPI) over the long 
term (more than five years) with 
a medium level of volatility. 

Aims to generate capital 
growth greater than the rate 
of inflation (CPI) over the long 
term (more than five years) 
with a high level of volatility. 

1 2 3 4

5 6 7
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Liontrust has a range of risk targeted 
Funds constructed with the goal of 
taking on a specific amount of risk 
and delivering the maximum return 
for that particular level of risk. 
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Liontrust Multi-Asset investment process
The Liontrust Multi-Asset investment process is designed to achieve two main objectives:

• Target the outcome expected by investors in terms of the level of risk, 
as measured by volatility, of each risk targeted fund. This can enable 
you to match the appropriate fund to your desired risk profile.

• Maximise the return for each risk targeted fund while still targeting 
investors’ level of risk.

There are five stages to the investment process:

Strategic asset allocation
Among the factors they analyse, the fund 
managers collate and study historical returns 
and volatilities of a range of asset classes, 
as well as their correlations with each other, 
and the pathway of future interest rates to 
determine the strategic asset allocation 
(SAA) that should meet the volatility target 
of the fund over the long-term. The SAA 
is essentially the default asset allocation 
should the fund managers have no views 
about the relative attractiveness of different 
asset classes. 

Tactical asset allocation
The primary aim of the tactical asset 
allocation (TAA) is to increase exposure to 
an asset class when it looks cheap and 
reduce exposure when it appears expensive; 
the fund managers’ focus is on valuations 
rather than market timing. They believe it 
is important to supplement the long-term 
benefits of the SAA with the flexibility to take 
advantage of valuation opportunities in the 
shorter term. 

Fund selection
We hold a range of funds and fund 
managers, including active, passive and 
alternative investment strategies. The 
fund managers believe the key elements 
that should underpin fund selection 
are: investment process, fund manager 
experience, fund manager knowledge 
and fund manager incentive (including 
remuneration).

Portfolio construction
The fund managers want to ensure the 
underlying funds are exposed to the 
segment of the market they feel has the most 
potential for outperformance while reducing 
unintended risk. Therefore, they consider 
how each holding interacts with each other 
in terms of correlation, risk and return to 
ensure the benefits identified at the holding 
and sector levels are not diversified away 
when grouped together at the fund level.

Monitoring, review and risk management
The Liontrust Multi-Asset team is given regular 
updates, including in-depth data, on the 
underlying funds to ensure they are being 
managed according to their stated objectives 
and investment processes. This includes 
attribution analysis to show the underlying 
funds do not experience style drift and remain 
within their stated risk parameters. We gain 
access to the underlying fund managers 
to probe their thinking and evaluate their 
continued commitment. 

1

4
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Strategic asset allocation –  
the key to risk targeting

Risk modelling and efficient portfolios

The strategic asset allocation (SAA) is the main driver of risk control within the funds. The 
SAA for the Liontrust multi-asset risk profiled funds is provided by EV, an independent asset 
modelling company. Determining the split between assets for the different funds determines 
their expected future volatility. The aim is to create an optimised asset allocation for each 
risk rating that is efficient, i.e. one that aims to provide the best expected return for the 
given risk level, while also being relatively stable over time. The SAA is reviewed every 
quarter and rebalanced if appropriate.

Why is the time horizon important?
Time horizons should always be considered when selecting 
investments, since the time period associated with a given investment 
objective is fundamental in determining the most suitable asset 
classes to be held. We use a 15-year forward looking investment 
time span as we feel it represents a typical long-term investor 
time horizon. More generally, in theory, the longer the intended 
investment term, the greater capacity there is for accepting some 
shorter term volatility.

Regional data 
The strategic asset allocation used in the Multi-Asset funds uses 
data from each major economy and covers the UK, US, Japan, 

Europe, Asia Pacific ex Japan and emerging markets and is 
a multi-asset model containing around 15 sub asset classes, 
including UK and other developed market equities, emerging 
market equities, UK and global bonds (government, corporate 
and high yield), property and cash. 

Different asset classes may perform differently from one another at 
different times, providing portfolio diversification. The asset classes 
used in the model will be represented in the portfolios to varying 
degrees, dependent upon the risk profile. For example, in the lower 
risk profiles you would typically expect to see a higher allocation to 
bonds compared to the higher risk profiled funds where the equity 
allocation would typically be higher.
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Risk profiles in practice
You and your adviser have assessed your attitude to risk and how much risk you are 
able to take. Your adviser has made a recommendation that fits within a risk profile 
shown on pages 6, 14, 15 and 16. Each risk profile has a different level of risk and 
you should make sure that you are comfortable with this before proceeding further.

The charts on pages 14, 15 and 16 are designed to give an 
illustrative example of what could happen to the money you are 
investing. It is not guaranteed and under no circumstances should 
they be relied on as to what will happen.

What do the figures represent?
The potential return percentages are forward-looking, annualised 
projections of outcomes that could be achieved over 1, 3, 5, 7, 
10 and 15 years.

Based on the example opposite, which is built around a sample 
of 95% of the potential investment outcomes, an investment 
made and held for 10 years could return an annualised 13.3% 
or could lose an annualised 0.0%. However, investors must be 
aware that in any one year within the 10-year period there is 
the potential for a much wider range of returns and could see 
a return on their investment of 28.0% or more or a fall in their 
investment of -14.2% or greater.

The volatility is potentially smoothed out the longer you hold the 
investment, which is why you see the numbers moving closer 
together over time.

You must always remember that while these are based on a 
forward-looking projection up to 15 years, the future cannot 
be predicted and there are no guarantees. The Liontrust Multi-
Asset funds may not be appropriate for investors who plan to 
withdraw their money within five years. If you choose to hold an 
investment for less than five years this may have an effect on the 
level of volatility you are exposed to.

An assumed level of charging has been included in the charts. 
The funds that you actually invest in and the product wrappers 
you invest through will have their own charges that cannot be 
forecast and therefore have not been assumed. These will have 
the effect of reducing the future performance shown.

You should check exactly what fees are being charged with 
your adviser.

Past performance is not a guide to future performance. The value of an investment and the income generated from it can fall as well as 
rise and is not guaranteed. You may get back less than you originally invested. Go to the back cover for the Key Risks.
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Illustrative example of potential returns for risk profile 4

 Median projected annual growth

Source: EV, October 2022
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POTENTIAL RETURN %

Risk Profile 2 Risk Profile 3

Pr
oj

ec
te

d 
an

nu
al

 g
ro

w
th

  fr
om

 th
e 

m
od

el
 (%

)

Pr
oj

ec
te

d 
an

nu
al

 g
ro

w
th

  fr
om

 th
e 

m
od

el
 (%

)

Graphs and target asset allocation are for illustrative purposes only. Past performance is not a guide to future performance. The 
value of an investment and the income generated from it can fall as well as rise and is not guaranteed. You may get back less 
than you originally invested.

Source: EV, October 2022

TARGET ASSET ALLOCATION

Fixed income 66%
Developed markets equity 15%
UK equity 6%
Emerging markets equity 6%
Property 5%
Cash 2%

Fixed income 57%
Developed markets equity 20%
UK equity 9%
Emerging markets equity 7%
Property 5%
Cash 2%

POTENTIAL RETURN ON INITIAL £100,000 INVESTMENT
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Risk Profile 4 Risk Profile 5
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Graphs and target asset allocation are for illustrative purposes only. Past performance is not a guide to future performance. The 
value of an investment and the income generated from it can fall as well as rise and is not guaranteed. You may get back less 
than you originally invested.

Source: EV, October 2022

Fixed income 45%
Developed markets equity 27%
UK equity 12%
Emerging markets equity 9%
Property 5%
Cash 2%

Developed markets equity 36%
Fixed income 29%
UK equity 16%
Emerging markets equity 12%
Property 5%
Cash 2%
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Risk Profile 6 Risk Profile 7
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Graphs and target asset allocation are for illustrative purposes only. Past performance is not a guide to future performance. The 
value of an investment and the income generated from it can fall as well as rise and is not guaranteed. You may get back less 
than you originally invested.

Source: EV, October 2022

 Median projected annual growth

Developed markets equity 46%
UK equity 20%
Emerging markets equity 17%
Fixed income 10%
Property 5%
Cash 2%

Developed markets equity 58%
UK equity 20%
Emerging markets equity 20%
Cash 2%

 High potential return   Median potential return   Low potential return
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Glossary
ALTERNATIVES
Alternatives cover a range of investments that are an 
alternative to bonds, shares, property and cash. The 
main subgroups are commodities such as oil, hedge 
funds and real assets including infrastructure like toll 
roads or airports. Unlike a conventional portfolio of 
shares or bonds, which are relatively straightforward to 
price, putting a value on an airport, wind turbine or a 
motorway is more difficult and investors can be exposed 
to what is known as ‘valuation risk’. 

ASSET
An Asset is a type or category of investment such as an 
Equity, a Bond or Cash. They can be further divided 
up into geographical areas (such as UK equities or 
emerging market Equities) or asset types (such as 
Property and bonds). 

ASSET ALLOCATION
An asset allocation is a recommended split between 
Assets within an investment strategy (i.e. the percentage 
of each asset in an investment portfolio) that attempts 
to achieve the optimum outcome for an Investor’s 
requirements based on their risk tolerance, goals and 
investment time frame.

BONDS
Bonds are issued by governments and companies who 
are seeking to raise money. Investors who buy bonds 
are, in effect, lending money to the issuer.

In return, they expect to receive regular interest payments 
until the bond matures, at which point they expect to 
receive back the original amount they invested. The 
annual interest rate payable – called the coupon – is 
set when the bond is first issued. Because the rate of 
interest is fixed at the outset, bonds are often referred 
to as ‘fixed income’ securities. The life of a bond can 
vary from just three months to 30 years or more and 
most bonds are assigned a credit rating to reflect the 
creditworthiness of the issuer. One thing to note with 
bonds is the potential risk that capital may not be repaid 
so bond prices move to reflect this likelihood.

Bond prices also move to reflect the way in which 
inflation will affect the real purchasing power of the 
money you expect to get back.

CASH
Cash or investments in money markets are usually lower 
risk than other asset classes and normally very accessible 
(easy to cash in). Money market investments are where 
you put your money on deposit, such as into a bank 
account. These types of investments are not without risk 
as interest rates may be lower than inflation which will 

eat away your buying power. There is also a possible 
risk if the institutions go out of business.

EQUITIES
Equities (also known as shares) are a common form of 
investment that give the holder an ownership stake in a 
company. In return, an investor may receive a share of 
any profits. These profits may be paid out to shareholders 
at regular intervals in the form of a dividend, or they 
may be retained by the company to fund its business 
activities or further growth.

Equity prices move up and down as investors’ 
expectations about the profits and dividends of the 
company change. 

INFLATION
Inflation is the general rise in prices over time, it is the 
reason why the amount of goods you can buy with £1 
drops over time.

PROPERTY
Property investments are those through companies 
which own and manage a range of properties, both 
commercial and residential. The value of property is a 
matter of the valuer’s opinion and not fact. There could 
be delays involved with property (disinvestments and 
switches) due to the fact that property can take time 
to sell.

RISK
Risk is the measurable probability of loss or less than 
expected returns from an investment, asset or business 
activity.

RISK PROFILING
The aim of risk profiling is to help people determine 
how much risk they might be prepared to take to meet 
their investment goals. Once this has been established, 
risk profiling can help people identify funds and 
investments that might – or might not – be suitable for 
them.

VOLATILITY
Volatility is sometimes used interchangeably with risk 
but refers to how much and how quickly an asset class 
moves up and down within a certain time frame. The 
more and the faster it moves, the more volatile that 
investment is considered to be. 

YIELD
Yield is the yearly rate of income return on an investment. 
There are several ways to calculate yield, depending on 
what type of investment it is.
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Important information

LIONTRUST FUND PARTNERS LLP
2 Savoy Court, London WC2R 0EZ  Telephone: 020 7412 1700  Web: www.liontrust.co.uk

The Liontrust customer support team is here to answer 
your questions. 

 0344 892 0349

 liontrust.co.uk
 
Monday to Friday 9.00am–5.30pm; calls may be recorded. Calls 
are free from landlines and mobiles within the UK.

Past performance is not a guide to future performance. The value of 
an investment and the income generated from it can fall as well as 
rise and is not guaranteed. You may get back less than you 
originally invested.

Some of the Funds managed by the Multi-Asset Team have exposure 
to foreign currencies and may be subject to fluctuations in value due 
to movements in exchange rates. The majority of the Funds invest in 
Fixed Income securities indirectly through other collective investment 
schemes. The value of fixed income securities will fall if the issuer is 
unable to repay its debt or has its credit rating reduced. Generally, 
the higher the perceived credit risk of the issuer, the higher the rate of 
interest. Bond markets may be subject to reduced liquidity. Some 

Funds may have exposure to property via collective investment 
schemes. Property funds may be more difficult to value objectively so 
may be incorrectly priced, and may at times be harder to sell. This 
could lead to reduced liquidity in the Fund. Some also invest in non-
mainstream (alternative) assets indirectly through other collective 
investment schemes. During periods of stressed market conditions non-
mainstream (alternative) assets may be difficult to sell at a fair price, 
which may cause prices to fluctuate more sharply.

The issue of units/shares in Liontrust Funds may be subject to an initial 
charge, which will have an impact on the realisable value of the 
investment, particularly in the short term. Investments should always be 
considered as long term.

Key risks

This document is issued by Liontrust Fund Partners LLP (2 Savoy 
Court, London WC2R 0EZ), authorised and regulated in the UK by 
the Financial Conduct Authority (FRN 518165) to undertake 
regulated investment business.

It should not be construed as advice for investment in any product or 
security mentioned, an offer to buy or sell investments mentioned, or 
a solicitation to purchase securities in any company or investment 
product. Examples of funds are provided for general information 
only to demonstrate our investment philosophy. The investment being 
promoted is for units in a fund, not directly in the underlying assets.

The document contains information and analysis that is believed to be 
accurate at the time of publication, but is subject to change without 
notice. Whilst care has been taken in compiling the content of this 
document, no representation or warranty, express or implied, is made 

by Liontrust as to its accuracy or completeness, including for external 
sources (which may have been used) which have not been verified. It 
should not be copied, faxed, reproduced, divulged or distributed, in 
whole or in part, without the express and prior written consent of Liontrust.

This is a marketing communication. Before making an investment, 
you should read the relevant Prospectus and the Key Investor 
Information Document (KIID), which provide full product details 
including investment charges and risks. These documents can be 
obtained, free of charge, from www.liontrust.co.uk or direct from 
Liontrust. If you are not a professional investor please consult a 
regulated financial adviser regarding the suitability of such an 
investment for you and your personal circumstances.

All use of company logos, images or trademarks in this document 
are for reference purposes only. 2022.11 [22/891]

Disclaimer

Liontrust uses Carbon Balanced Paper to reduce the carbon impacts 
of all our printed communications. This reduces Liontrust’s carbon 
footprint and has a positive impact on carbon change. www.
carbonbalancedpaper.com


