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INTRODUCTION

Transact operates a ‘wrap service’, which brings your assets and investments together, 
cutting down on paperwork. Transact enables you and your financial adviser to take a more 
holistic approach to financial planning, with access to information and the ability to make 
instructions to buy and sell investments 24/7. We offer a number of different tax wrappers, 
such as pensions and ISAs, and tax planning tools which further enable you to manage your 
portfolio tax efficiently.

We are proud of the fact that you can hold a very extensive range of investments on 
Transact. This guide is to give you, as a retail client, a general description of the nature and 
risks of the most common investments, so that you can make investment decisions on an 
informed basis.

We will carry out all instructions from you or your financial adviser on an execution-only 
basis, which means we follow your instructions as given, without giving any advice or 
getting involved in the merits of the investment you wish to make. In particular we are not 
required to meet the Financial Conduct Authority’s (FCA) rules on assessing whether the 
investment is suitable for you. You and your adviser are responsible for making sure that a 
particular investment is suitable for your needs, including the suitability of any tax wrapper.

The FCA does have rules which may apply if you are dealing with us directly, without advice 
about the merits of your investment from a financial adviser. These rules apply to certain 
products which the FCA has defined as ‘complex’. So if you approach us directly to buy a 
‘complex’ product (as defined by the FCA) we will ask you to answer some questions that 
will allow us to decide whether the investments you wish to make are ‘appropriate’ for you 
(this is different to advising you on whether the investment is suitable). In particular we will 
ask you to confirm that you have read this Guide to Investment Risk. 

Section 1 of this guide addresses investments that are defined by the FCA as non-complex, 
such as shares trading on a recognised market like the main market of the London Stock 
Exchange or equivalent stock exchanges overseas, Corporate and Treasury Bonds, and 
regulated Collective Investment schemes.

Section 2 of this guide addresses investments defined by the FCA as complex such 
as shares and bonds in smaller companies, unregulated collective investment schemes, 
exchange traded funds and derivatives.

It is very important to understand that an investment which the FCA has classified  
as ‘non-complex’ does not mean it is safe or guaranteed. For example shares in a
company which is listed on the main London Stock Exchange are regarded by the
FCA as ‘non-complex’, but if the company concerned folded then its shareholders
would lose all their investment.
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This guide does not cover every possible risk that may apply, or every possible
investment, and nor can it take into account your personal and financial circumstances.

Before you make any investment decisions, you should, with your financial adviser, ensure 
you understand and are prepared to accept the level of investment risk you are taking. You 
might also want to check whether the investment you wish to make is covered by the UK 
Financial Services Compensation Scheme or any overseas equivalents.

Please remember that the value of all investments may go down as well as up and you
may get back less than you invested and any dividends or income from your investment
may reduce or stop. Past investment performance is no guarantee of future results. 

Section 1 Non-complex investments     

Shares trading (or ‘listed’) on the London Stock Exchange main market 
and other recognised exchanges 

•   The value of listed shares will fluctuate due to the economic climate generally, the 
company’s performance and market sentiment towards the company or industry sector. 
Most large companies aim to pay a dividend to shareholders each year but their ability to 
do so will depend upon how successful they are and general market conditions. The total 
return or loss on shares will depend on both capital value and dividend, and these may 
fluctuate significantly from year to year

•  Where shares are listed in a foreign currency, then their value will also vary in line with 
fluctuations in exchange rates, called exchange rate risk. Changes in exchange rates may 
wipe out any gains even if the investment itself has done well

•  You can find a list of recognised exchanges on the HMRC website www.hmrc.gov.uk

Fixed Income Securities (Bonds) 

•  Governments, other public bodies (such as local authorities) and companies will often 
raise money by issuing notes known as Securities or Bonds, promising to pay an income 
to a given redemption date. UK government securities are called Treasury Bonds or Gilts. 
Securities issued by companies are called Corporate Bonds. Any security is subject to the 
risk of the issuer’s ability or willingness to meet interest payments and to return the value 
of the principle at redemption

•  Most securities pay a fixed amount of interest. The value of that interest will be eroded 
by inflation and may be eroded significantly in times of high inflation. This will affect the 
capital value of the bond meaning that it might only be possible to sell it at a loss
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•   Bonds in issue can be bought and sold. When they are, their value will depend on a 
number of factors: for example the value of fixed interest bonds will usually rise if 
variable interest rates fall and vice versa. Selling a bond before its maturity will also be 
subject to price volatility due to market perception of the creditworthiness of the issuer 
and general market conditions

•  Not all countries and companies have the same credit rating and so the investment risk 
for different fixed income securities will vary

•  Where bonds are listed in a foreign currency, then there will also be an exchange rate risk 
in addition to the risks described above.

Permanent Interest Bearing Shares (PIBS)

•  PIBS are bonds issued by building societies, but unlike most bonds have no fixed 
redemption date. Therefore a holder of PIBS may only be able to realise their capital by 
selling in the secondary market. If however there is little demand or market interest, 
sometimes called ‘liquidity’, investors may have difficulties selling

•  The value of PIBS largely moves in response to interest rates. As with Bonds, if interest 
rates rise, the capital value reflected in the buying price of the PIBS tends to fall and vice 
versa. This in turn determines the return investors can earn.

Regulated Collective Investment Schemes including unit trusts  
and OEICS (‘funds’) 

•  Funds are regulated by the FCA or equivalent regulators overseas. They are professionally 
managed schemes which hold pooled investments and other assets in line with a stated 
set of investment goals and limits. For example a fund which invests in UK Bonds, or in 
smaller company shares throughout Europe. When you invest in them you are allocated 
units, the price of which will fluctuate in line with the number of units in issue and the 
value of the underlying investments and assets. The fund manager will usually, but not 
always, be able to sell units on request

•  Many funds will invest in shares, bonds and PIBS as described earlier. Where funds invest 
in those assets, the risks mentioned above will also apply, including exchange rate risk

•  Income funds. Where a fund is managed mainly to produce income, part of the 
manager’s annual management charge may be charged against the capital of the fund, 
rather than against the income, which may constrain capital growth

•  Specialist sector funds. Specialist sector funds, such as technology, are considered  
to be higher risk owing to their over concentrated risk to specific assets. Such funds  
can offer potential for greater return over time, but this tends to be coupled with  
greater volatility
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•    Property funds. Most property funds will hold some of their assets in cash or other 
assets which can be exchanged for cash at short notice, enabling withdrawals from the 
fund. At certain times, notably when the value of property funds is falling, it may not be 
able to make withdrawals because those assets have all been sold and the fund manager 
needs to arrange to sell one or more properties. So you may not be able to get your 
money back when you want. In addition, the value of property in the fund may be a 
matter of a valuer’s opinion rather than fact

•  Unit trust funds. Where a fund invests in another unit trust there may be a cost to the 
fund to cover the buying and selling of assets levied by the underlying unit trust manager. 
When this occurs there will be a negative effect on the performance of the fund

•  Funds designed to provide protection. This type of fund aims to provide investment 
growth while also providing some protection to the investor’s investment. The extra 
cost of providing this protection will reduce the performance potential of the fund. If the 
underlying investments held by the fund experience a significant fall in value then the 
fund will have to hold a high proportion of cash in order to provide the protection.This 
could mean that the fund is not able to benefit from any recovery in the value of the 
investments held, could restrict the potential for future investment growth, and in extreme 
circumstances lead to the closure of the fund. The protection is normally provided through 
a contract with a third party and is therefore subject to the ability of this third party to 
meet its obligations and if the third party defaults the protection may be lost.

Investment Trusts

•  Investment Trusts have some things in common with funds, but they are structured as 
companies whose business is to invest the capital that has been raised from the sale of 
their shares or borrowing. Therefore rather than buying units in a fund, you buy (or sell) 
shares in the Investment Trust itself. The share price is related to the size and nature of 
the underlying assets which the Investment Trust holds

•  Different Investment Trusts invest in different assets, have different investment strategies 
and therefore carry differing levels of investment risk. Some Trusts may invest in complex 
investments. Where the Investment Trust invests in overseas assets there will be an 
exchange rate risk

•  Many Investment Trust shares trade on a stock exchange. As with all shares their value 
may fall as well as rise. If they do not trade on a stock exchange, you may have difficulty 
selling them

•  If an Investment Trust has borrowed to invest, the borrowings are likely to affect your 
investment value. Broadly speaking, the more an Investment Trust borrows the greater 
the scope for investment returns or losses. Therefore a high level of borrowing (or 
‘gearing’ as this is called) may lead to higher potential returns but at the cost of a greater 
degree of risk.
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Section 2 Complex Investments    

Exchange Traded Funds (ETFs) 

•  ETFs are funds which are traded on stock exchanges. They hold assets such as stocks, 
commodities (such as gold, copper, wheat or crude oil), or bonds. ETFs trade at 
approximately the same price as the value of the underlying assets (called the ‘net asset 
value’). Most ETFs also track an index, for example in the Energy sector. However some 
ETFs may not track their chosen index closely and have a large tracking difference. The 
index which is being tracked may not perfectly reflect the performance of the asset class 
the investor wants to track. Some ETFs may also be small and less easily traded, meaning 
that you may not be able to sell your investment when you wish 

•  Some ETFs have a wide difference between the buying and selling price, known as a 
‘bid/offer spread’, reducing what you could get back when you come to sell and making  
it very hard to make a profit if you hold the ETF for only a short time 

•  Where the ETF or its underlying assets are denominated in a foreign currency there wil be 
an exchange rate risk. Some ETFs also operate in jurisdictions where there may be less 
regulatory oversight than the United Kingdom may not be covered by any kind of financial 
compensation scheme if the ETF operator goes out of business.

Smaller Company shares and Penny Shares 

•  Shares in smaller companies may be admitted for trading on junior markets and 
exchanges such as the London Stock Exchange Alternative Investment Market (AIM) and 
the ICAP Securities and Derivatives Exchange (formerly known as PLUS and OFEX). These 
are sometimes called ‘Penny Shares’. Some smaller company shares may be sold to the 
public but do not trade on an exchange at all. You may find it extremely difficult to sell 
shares in companies that are not admitted for trading on an exchange

•  Shares in smaller companies carry a higher degree of risk of losing money than other UK 
shares. There is often a big difference in the selling and buying price of these shares and 
if you have to sell them immediately, you may get back much less than you paid for them 
and you may not be able to sell them at all at the price quoted

•  Some smaller companies may be relatively new businesses which may raise additional 
capital by issuing new shares. If this happens the value of your shares may be diluted.  
It may be difficult to obtain reliable information about their value or the extent of the 
risks to which they are exposed

•  Smaller companies often do not pay a dividend
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•  The price of smaller company shares may change quickly, potentially resulting in the price 
going down as well as up very quickly. It may also be very difficult for you to buy or sell 
smaller company shares at the price that is being quoted in the market

•  Smaller company shares may also be less liquid than shares in larger companies and 
there may be occasions on which trading in these shares is difficult, meaning that you 
may not be able to sell the shares when you want to or if you have a large holding you 
may not be able to sell them all at the same time.

Structured products 

•  Structured ‘capital at risk’ products offer the prospect of higher returns than on bank 
deposits. However the repayment of your capital in full when the investment matures 
is not guaranteed. There may be a condition, for example, that you only get all of your 
money back if a stock market index does not fall more than a certain amount within a 
given period. If it does then your original capital may be reduced at the end of the term. 
You must make sure you understand the specific conditions that put your capital at risk

•  Structured ‘principle protected’ products offer the same potential for higher returns than 
bank deposits, but will only offer principle protection if held for the full length of the 
contract. If you need to access your money earlier you will almost certainly get back less 
than you put in

•   The terms and conditions of many structured products can be complicated and difficult  
to understand

•   Structured products normally rely on some kind of guarantee that, for example, will pay 
a certain amount of money if the named stock market index falls by a given amount. It 
is likely that you will be paying for that guarantee by giving up some or all of the income 
from the underlying assets. For example you may benefit from capital growth based on a 
stock market index, but without receiving any dividend income on the underlying assets

•   It is also likely that the guaranteed element of a structured product will be provided by a 
third party company, known as a counterparty. If, for whatever reason, the counterparty 
does not honour that guarantee, for example because they lack the resources to do so, 
then it is likely that you will not get back the amount promised. Since you did not have 
a direct contract with the counterparty or counterparties concerned, then you may not 
have any claim against the UK’s financial services compensation scheme. So you should, 
with your financial adviser, ensure you understand whether there any counterparties 
associated with the product and make sure you are happy to accept the counterparty risk.
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Unregulated Collective Investment Schemes 

•  Some collective investments and funds may not be approved by the FCA or its equivalent 
in another EU state meaning the funds, their managers and/or their other service 
providers may be subject to no or little regulatory oversight. This could mean that 
investors could be exposed to significant investment risk because, for example, of the 
freedom the fund has to choose its investment strategy and level of borrowing. There 
may also be significant differences in the governance of the fund itself

•  In the event that the Unregulated Collective Investment Schemes can not meet its 
liabilities to you it is unlikely to be covered by any regulatory compensation scheme or 
deposit protection

•  Unregulated Collective Investment scheme shares may also not be easy to sell. So there 
may be occasions on which trading in these shares is difficult, meaning that you may not 
be able to sell your holding at all, or when you want or – if you have a large holding – you 
may not be able to sell them all at the same time.

Investments in emerging markets 

•  The term ‘emerging markets’ refers to financial markets of countries whose political, 
social and economic infrastructure is in the process of development. Investing in 
emerging markets has the potential for higher returns but is also likely to be more 
volatile and have higher risk. This is largely due to the fact that these markets are more 
susceptible to significant cultural, political or economic change. You should also be aware 
that there may be occasions where trading in such investments may be difficult

•  There may well be a significant exchange rate risk because the performance of the 
economies concerned is unlikely to mirror that of the United Kingdom.

Hedge funds 

•  Hedge funds are privately owned, actively managed investment funds where the fund 
manager(s) may often have invested some money of their own into the fund. They can 
be expensive to invest in because there may be a ‘success fee’ in addition to normal fund 
management fees

•  These complex funds often use sophisticated investment strategies and have a tendency 
to be highly volatile. There may be delays in withdrawing money from such funds. They 
may also employ high levels of borrowing, so increasing their risk

•  Many hedge funds also operate in jurisdictions where there may be less regulatory 
oversight than the United Kingdom.
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Warrants 

•  A warrant is a time limited right to subscribe for a variety of investments such as shares, 
debentures, loan stock or government securities, and is exercisable against the original 
issuer of the securities. Warrants can be bought and sold

•  A relatively small movement in the price of the underlying investment results in a 
disproportionately large movement, favourable or unfavourable, in the price of the 
warrant. The prices of warrants can therefore be volatile

•  You should not buy a warrant unless you are prepared to sustain a total loss of the money 
you have invested plus any commission or other transaction charges

•  There are additional risks associated with covered warrants, which are a type of 
derivative. These are set out below.

Derivatives

•  Derivatives, such as options and futures, give you a time limited or absolute right to 
acquire or sell one or more types of investment. This right is normally exercisable against 
someone other than the issuer of that investment, or they may give you rights under 
a contract for differences which allow for speculation on fluctuations in the value of the 
property of any description or an index, such as the FTSE. In both cases, the investments 
or property may be referred to as the ‘underlying instrument’

•   Derivatives often involve a high degree of borrowing, known as ‘gearing’ or ‘leverage’, 
so that a relatively small movement in the price of the underlying instrument results in 
a much larger movement, unfavourable or favourable, in the price of the derivative. The 
price of these investments can therefore be highly volatile

•   Derivatives have a limited life, and may (unless there is some guaranteed return to the 
amount you are investing in the product) expire worthless if the underlying instrument 
does not perform as expected. You should therefore only invest in these products if you 
are prepared to accept the total loss of the money you have invested

•   When you invest in derivatives you may take on financial commitments and other 
additional obligations, over and above the cost of acquiring the product. This means you 
stand to lose more than the amount initially invested
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•   There may also be so-called ‘margin’ requirements or similar obligations, applicable to 
the type of derivative you wish to invest in. Investment transactions which are margined 
require you to make a series of payments against the purchase price, instead of paying 
the whole purchase price immediately. If you trade in futures, contracts for differences 
or sell options you may lose all of the margin, or deposit, you have made to date without 
completing your investment. So if the market moves against you, you may be called upon 
to pay considerably more in at short notice to complete your investment. If you fail to do 
so within the time required, your investment will close at a loss and you will be liable for 
any resulting deficit.

This document is for general guidance only and should not be viewed as a 
recommendation to use or rely on any features contained therein. It does not, and is not 
intended to, constitute or substitute professional advice. For further details please speak to 
your financial adviser.
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