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FinaMetrica 401K Solution

1. Introduction
An Investor Profiler can be used to recommend a specific asset allocation from one or more sets of asset
allocations to an individual who is investing a specific sum of money for a specific purpose - with or without
input from an advisor.
An Investor Profiler is a solution for a licensee with a retail investment site or a licensee with mainstream
advisors who would find comprehensive planning and best practice regarding risk tolerance beyond that their
skills/interests. The Investor Profiler is delivered to the investor/advisor from a website.
An Investor Profiler will usually involve the following components:
 questions on Time Horizon, Risk Capacity and Investment Experience,
 the FinaMetrica 12-question risk tolerance test,
 mapping to third-party asset allocations, and
 alert messages when a recommendation cannot be made.
In addition to providing the 12-question test and the mappings, we are usually involved in developing the
additional questions and how they are scored. At the very least, we need to be comfortable that the solution is
compliant. Our policy is to use UK standards for compliance on the basis that this is where standards globally
are heading, and by common law standards they represent minimum acceptable practice, and because doing
so does not compromise business success for the licensee.
2. Time Horizon, Risk Capacity and Investment Knowledge and Experience Questions
FinaMetrica will consult with the Licensee on a suitable set of questions for these components.
Typical questions:
1. What is your time horizon for this investment?
A.

Less than 1 year.

B.

1-2 years.

C.

3-5 years.

D.

6-10 years.

E.

11-15 years.

F.

More than 15 years.

2. How much investment experience do you have?
A.

None or very little.

B.

I consider myself a reasonably experienced investor.

C.

I consider myself a very experienced investor.

3. FinaMetrica 12-Question Risk Tolerance Profile
The 12-question risk tolerance profile scores risk tolerance on a 0 to 100 scale. It consists of:
 12 risk tolerance questions,
 a Personal Risk Tolerance Report (Your Risk Tolerance Score, Your Risk Group, a Differences Summary, and
possibly a Consistency Warning and often an Adjusted Risk Score which occasionally will result in an
Adjusted Risk Group) and
 a Completed Risk Questionnaire report.
Where there are inconsistencies in the client’s answers, the 12-question test uses an adjustment algorithm to
adjust the Risk Group where necessary.
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Some sets of answers are so inconsistent as to make algorithmic adjustment too difficult/dangerous. To deal
with this there is a consistency algorithm which is applied before the adjustment algorithm. If the answers are
too inconsistent a Consistency Alert is included in the report. If they are not too inconsistent the adjustment
algorithm is used to determine whether there should be an Adjusted Risk Score (and possibly Risk Group) in the
report.
The 12-question risk tolerance profile uses five statistically determined risk groups.
Risk Group

Very Low

Low

Average

High

Very High

Score Range

<35

35 – 44

45 – 54

55 – 64

>64

No in Group

7%

24%

38%

24%

7%

The Risk Group descriptions have been developed by analyzing how those whose scores fall into a particular
group typically answer the questionnaire. Five of the twelve questions have been considered in the analysis.
These were selected on the basis of their utility in providing a general understanding of the Risk Groups.
4. Mapping to Third-Party Asset Allocations
The final recommendation will be based on five variables: Time Horizon, Risk Capacity, Investment Knowledge,
Investment Experience and Risk Tolerance (Risk Group or Adjusted Risk Group).
Where the selected time horizon is less than one year or the risk tolerance component resulted in an
Inconsistency Alert, there will be no final recommendation. The investor will be directed to contact the Licensee
to resolve the inconsistencies.
5. Site Design
FinaMetrica can deliver the Investor Profiler as a private subdomain of www.riskprofiling.com. The Licensee can
then embed this link within their websites. FinaMetrica can customise the Investor Profiler to match the
Licensee’s website look and feel.
There will be a log file kept containing the Investor ID (randomly generated), date, answers to Time Horizon,
Risk Capacity, Investment Experience, Investment Knowledge, Risk Tolerance Questions and the final
recommendation.
Alternatively, the Licensee can choose to build the Investor Profiler into their website. In this case, the Licensee
will only need to call the Risk Profiling Engine (RPE) for the risk tolerance component which can only be
delivered via web services.
6. Risk Profiling Engine
The Risk Profiling Engine provides the functionality of the 12-question tests and makes them available via web
services to third parties.
The RP Engine delivers seven (7) web services:
 Risk Questions
 Demographic Questions (optional)
 Risk Tolerance Score
 Risk Tolerance Report
 Risk Question Report
 Joint Risk Question Report
 Joint Risk Tolerance Report
Refer to the RP Engine Manual for more details (http://www.riskprofiling.com/Downloads/RP_Engine_FSD.pdf)
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7. Typical Work Flow
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