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Thinking about... lifecycle investing in
practice.

How to implement contemporary
approaches to portfolio construction
into a financial planning practice in a
post GFC, post FOFA world, using
case studies and discussion.

Pillars for building better quality investor portfolios | PortfolioConstruction.com.au | 21-22 Aug 2013



- # select

For original thinking, be select. ASSET MANAGEMENT

Our pathway to fit Graham’s brief...

1. Implemented Solutions to manage lifecycle goals — Post FOFA
Andrew Fairweather | Representing Select IP

2. Strategy first — Contemporary approach to advice
Stephen Furness | Head of Investment Advisory, MGD Wealth

3. Portfolio construction second — Contemporary approach, Post
GFC
Dr Bart Dowling | Investment Strategist, Select IP
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Implemented solutions to manage lifecycle goals

Post FOFA
Andrew Fairweather | Representing Select Investment Partners
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What investment problems are boutiques faced with?

1.

There are few off the shelf portfolio services that meet the needs of
planning groups if adopting a lifecycle goals approach to advice

Managing wealth is more complex than ever before and the costs
of creating in-house portfolio capabilities is prohibitive

Large dealers have an ‘unfair advantage’ across the value chain,
where internal revenues can be shifted in a FoFA world

Boutiques are at a structural disadvantage from a cost, scale and
scope point of view

Clients are demanding more in terms of the delivery of their
portfolios and want more information, more often

Advisers are constrained in what funds/structures they can use to
manage money in a world where having fewer constraints makes
sense
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A snapshot value chain
Vertically integrated firm

Separately priced services that can cross-subsidise ‘losses’ elsewhere

In-house
Multi
Manager
Portfolios

Advisers
(Advice
Fees)

In-house

Asset
Management

Boutique dealer

Multi
Manager Wraps
Portfolios/M (Rented)
odel

—_—/

Vertically integrated dealer ‘Unfair Advantage’ here
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News and business intelligence for financial advisers ABOUT US | ADVERTISE | CONTACT US| i n & Search... ]

e RO s | et tun | e | s | v | o | St | 5 | e

ertical integration drives AMP wealth results subscribeloourfreeEfuletin_ -
Written by AIoTE T 1 Buk= 0

Thursday, 15 August 2013 Feature Video

AMP has announced $393 million net half-yearly profits, pointing to
strong results on its platform and wealth businesses and product F-d I-t "
recommendation from a growing adviser network. iaelity

Outgoing chief executive Craig Dunn — he is to be replaced by former
AMP Financial Services managing director Craig Meller, the company’s Research on 90% of the world's

board has announced — said the AMP wealth management business was Ic:lrgest listed companies every "
a strong contributor to the overall results. MARKET FOCUS
90 days.
YS. with Aleks Vickovich

"The combined earnings from all businesses, excluding our wealth Fricay 26 July 2013
protection business, were up 17 per cent, as net cashflows increased © Find out more
significantly in our wealth management business, investment markets
continued to improve and we drove down costs,” Mr Dunn said.

Operating earnings for the wealth business for 1H 13 were up 20 per Fldelﬂ'y Ausiralian Equmes Fund

cent compared with 1H 12, according to the published results.

Today's News
In addition, the combined assets under management on the North = Macquarie Wrap accounts reach record FUA
platform and AMP Flexible Super was $15.5 billion as at 30 June 2013 — = BT announces platform updates “The next generation of financial advice”
up 80 per cent on 12 months ago, off the back of "more AMP planners  w Vertical integration drives AMP wealth results Your invitation to the...
choosing to recommend the North platform to their customers”. = CEP Board announces online course Midwinter Annual Advice

The growth of the company’s licensee channels has continued, growing ™ Chambers client claims revealed

from 3,636 to 3,680 total AMP advisers from financial year 2012 (FY12)
to Fr13. Register now

Perth Brisbane Melbourne Adelaide Sydney

"all of AMP's financial planner groups experienced good uplifts in net cashflows,” the report states. .
Most Read News Stories
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This is what you should/could be doing for

yourself...

‘Unfair advantage’ delivered to boutiques at very low cost

Asset Multi Wraps

Manager
Portfolios (Rogtecy

Dealer
Management

 Scale « Sophisticated  Savingin « FoFA
* Access tools admin fees compliant
« Liquidity * Best of breed revenue and
 Co-investments Complete scale
transparency * Compliance
+ Risk « AIRE
management services
* Institutional delivered at
quality one stop
shop
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Advisers

(Advice
Fees)

More time
on strategy
& comms
Integrated
into desktop
Less admin

select

ASSET MANAGEMENT

Customers
(open
market)

Best of
breed
Institutional
quality
Performance
equity
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Post FOFA World Legal structure —
implemented unit trust option

o, S0
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dots

Investment Manager \

Ith

wi

Investors

THE PORTFOLIO

/ Asset Consultant & RE \

Auditor
Ta_xx Services _ Legal counsel
Compliance Plan Audit PDS Sign Off

Custodian
Fund Administrator
Registry
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The barriers to entry are increasing...

1. Platform requirements have increased (APRA related) e.g. APRA
requirement to provide Standard Risk Measure, which requires
forward risk modelling capability

2. Boutiques moving to one to two portfolios and supporting the
proposition with satellites for cost purposes

3. Pl Insurers interrogating underlying assets/structure
Customers go from multiple unit prices to one

5. Those operating MDA’s may be impacted by ASIC discussion
paper changes (if they occur)

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 10



Strategy First — Contemporary approach to advice
Stephen Furness | Head of Investment Advisory, MGD Wealth

...l-;..

mgd

www.mgdwealth.com.au connect the dots
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About MGD - snapshot...

° Total Wealth approach including tax, accounting, SMSF administration and
corporate advisory

. Liability Driven Investment (LDI) advice process

° Nine employees in planning division

° BT wrap and xPlan user

J Self licensed but BT Select
. FUM of $300m

. Separate revenue streams (advice, risk and investments) — valued
differently
. Average FUM per client $950k
. Fee for service
. Three LDI implemented portfolios using Select Investment Partners and o, %0

Select Fund Services for RE + bespoke

wealth

mQgd

www.mgdwealth.com.au connect the dots
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Our approach is all about understanding a
client’s Total Wealth Management requirements
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MGD Section — Strategy First

1. What problem are we solving for?

2. Issues encountered with the LDI approach

3. Why an implemented portfolio made sense for MGD?

4.  The why, the how and the what of objective based
advice

5. The importance of client communication

6. Group discussion

www.mgdwealth.com.au
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Investors do not think in terms of risk profiles in the traditional sense, they
think in cashflow terms (e.g. liabilities)

They mentally account for future cash flows; short, medium and long term
in buckets — (e.g. holiday bucket, car bucket, child education etc)

They are not static risk allocators, behaving like the flawed models
suggest and always worry about capital preservation

Deale/Researcher models are not dynamic enough to cope with volatile
markets and a nightmare to administer

Most off the shelf multi managers are SAA focused and conflicted by use

of in-house assets
..l-;..

We see our value add as strategic planning and communication and ‘o i
as Warren Buffett gdg

www.mgdwealth.com.au connect the dots

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page| 15



The industry is not structured to deal with
lifecycle advice and LDI portfolios

. Risk profiling does not provide a satisfactory basis for advice with a
cash flow approach

. There are no off the shelf tools that provide modeling for cashflows and
the presentation of the data to clients

. SAA does that does not take valuation into consideration, does not
work well with LDI approach — need to look forward

. Client communication moves from performance measurement as a
primary, to ‘are we on track’ conversations

. Model portfolios are static and with investment and administration
limitations and conflicts (e.g. small universe, pay for rating, no hedging,
liquidity spectrum...)

ke
. Minimum investment limits exclude many world class managers i
mgdi
www.mgdwealth.com.au connect the dots
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Why we chose an implemented portfolio solution to
complement our lifecylce advice process?

No off the shelf portfolios to manage for our advice process

. To solve administration and investment limitation issue

. No conflicts with research of managers — none get paid to be rated
. Clients best interests drove the process

. We wanted to own the performance, increase revenue and
increase the customer investment experience

. Engaged Select to create three portfolios to match the liability
timeframes (e.g 3 to 5 years, 5 to 10 years and long term)

0, 0
. LDI20 our latest portfolio — FutureFund like with monthly pricing) 1

mgdi

www.mgdwealth.com.au connect the dots
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Pre and post the our implementation

Pre implementation

. Traditional bespoke/models investing via
APL - very static (buy and hold)

. Limited to wrap menus and research
rated products to build portfolios

. Conservative through to high growth risk
profile approach

. No genuine risk management science and
tools

. Asset allocation calls very difficult to
implement in a timely manner

. Required army of paraplanners and
support staff

. Clients demand more

www.mgdwealth.com.au

Post Implementation

Institutional and unconstrained

CPS aligned to LDI philosophies —
supported by bespoke investing

Back office efficiencies and performance
equity across clients

BDM visits now limited

Compliance, governance and risk
management now best of breed

More time on strategy and
communication

Bespoke investments still mplemerﬁe@.o

via APL mgdg

connect the dots
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The why, the how and the what of lifecycle
advice — we call it LDI

Strategy first, portfolio construction second...

MGD Wealth Investment Advisory believes that the key to constructing
an appropriate investment portfolio is an intimate knowledge of its
clients’ financial affairs and goals.

That is because their investment portfolio is ultimately there
to provide the funding requirements (known as ‘portfolio
liabilities’) over the short, medium and long term. MGD Wealth'’s
Liability Driven Investing (or LDI) approach factors that in, and forms
the backbone of the investment strategies prepared for clients.

www.mgdwealth.com.au
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Investment Process Overview - Discovery

Strategy first, portfolio construction second...

* WHAT ARE YOUR PERSONAL AND FINANCIAL GOALS?
* OTHERWISE KNOWN AS 'PORTFOLIO LIABILITIES'

WHAT IS THE TIMING OF YOUR 'PORTFOLIO LIABILITIES?
* SHORT, MEDIUM AND LONG TERM

WHAT FINANCIAL RESOURCES ARE AVAILABLE?
SUPER, SGC, SAVINGS, PROPERTY, SHARES, INHERITANCE

FINANCIAL
RESOURCES

www.mgdwealth.com.au
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Investment Process Overview - Analysis

Strategy first, portfolio construction second...

* WHAT IS THE INFLATIONARY IMPACT ON YOUR PORTFOLIO LIABILITIES?
* HOW DOES THIS IMPACT YOUR CAPITAL ADEQUACY LEVELS?

* WHAT IS THE PRESENT DAY VALUE OF FUNDING YOUR PORTFOLIO LIABILITIES?
* WHAT LEVEL OF INVESTMENT CAPITAL IS REQUIRED?
* WHAT INVESTMENT RETURN ASSUMPTIONS ARE TO BE CONSIDERED?

* ARE YOU ON TRACK TO FUND YOUR PORTFOLIO LIABILITIES?
* DO YOU HAVE A SHORTFALL OR SURPLUS OF INVESTMENT CAPITAL?

Gap * WHAT ARE THE RISKS IN MEETING YOUR PORTFOLIO LIABILITIES?
ANALYSIS

www.mgdwealth.com.au
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Investment Process Overview - Implement

Strategy first, portfolio construction second...

\
e CAN ALL YOUR PORTFOLIO LIABILITIES BE ACHIEVED?
 DOES YOUR INVESTMENT RISK TOLERANCE MATCH THE RETURN ASSUMPTIONS?
e WHAT IS MORE OR LESS IMPORTANT TO YOU?
J
™
* ARE YOUR TOTAL WEALTH MANAGEMENT (TWM) AFFAIRS IN ORDER?
e STRATEGIES TO BRIDGE THE PORTFOLIO LIABILITY FUNDING GAP
J

* WHAT IS THE BEST PORTFOLIO STRATEGY TO MEET YOUR PORTFOLIO LIABILITIES?N

WHAT IS THE APPROPRIATE ALLOCATION ACROSS THE LDI INVESTMENT
ol aioBel STRATEGIES?

(3T Te 2 © WHAT OTHER TAILORED PORTFOLIO STRATEGIES ARE REQUIRED? )

www.mgdwealth.com.au
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Investment Process Overview - Review

Strategy first, portfolio construction second...

* WHAT HAS CHANGED IN YOUR LIFE TO IMPACT ON YOUR PORTFOLIO LIABILITIES?
* WHAT IS THE REVISED ALLOCATION ACROSS THE LDI INVESTMENT STRATEGIES?
ONGOING * WHAT OTHER ECONOMIC OR PERSONAL CHANGES ARE RELEVANT?

REVIEW

www.mgdwealth.com.au
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Implemented portfolios strategies to meet
client liabilities — cash + objectives

Liquidity ' ifi
Focused Conservative Dgféﬁf d ﬁl\r,)é];nﬁleuni

Investment Investment
Strategy Strategy |né/teS’f[ment Strategy
rategy (LDI 20 &

(Cash) (LDI'3) (LDI 7) Bespoke)

.‘1-;..

O‘ﬁ
g g
www.mgdwealth.com.au connect the dots
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What Do We Mean By ‘Portfolio Liabilities’?

What ‘portfolio liabilities’ need to be funded by your portfolio?...

www.mgdwealth.com.au connect the dots
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Why is ‘Portfolio Liability’ Timing Important?

When do your ‘portfolio liabilities’ fall due?...
When is capital required to meet your ‘portfolio liabilities’?...

$900,000

$800,000

$700,000

$600,000

$500,000

$400,000

$300,000

$200,000

0, 5@

$100,000

1 L e .O‘?
$0 = —- | %
Years 1to 3 Years 4to 6 Years 7 to 20 Years 21 Plus
$258,908 $263,672 $827,069 $330,516

www.mgdwealth.com.au connect the dots
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What is ‘Present Day Value of Goals’?

What is today’s value of your future ‘portfolio liabilities’?...

$200,000

$180,000 " Capital to be Invested Now to Fund Each
Year of Living Expenses (Cumulative
Amount of $1,412,027)

$160,000
® Annual (Indexed) Living Expenses
(Cumulative Amount of $3,806,033 Over
$140,000 30 Years)
$120,000 $80,000 of Annual Living Expenses

Indexed at 3% P.A. for 30 Years
at 7% P.A. Earnings

$100,000

$80,000

$60,000

$40,000 0, 0

..l-:
$20,000 I—‘ - ¢ =
12 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

www.mgdwealth.com.au connect the dots
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Why is inflation an important consideration?

What is the effect of inflation on your ‘portfolio liabilities™?

YEAR Brelzgf§4lb Milk (quart) Sugar Butter (Ib) Potatoes (Ib)| Tea (Ib)
1970 21c 19¢ 42c 53c 45¢ 30c
1980 54c 63c 90c $1.00 36¢ 74c
1990 $1.37 85¢c $2.17 $2.09 99c $1.64
1999 $2.33 $1.40 $2.21 $2.09 $1.55 $3.34 o
o

Table Sources -
Australian Bureau of Statistics ’g’
Australians Historical Statistics

Prices, price indexes and cost of living in Australia

Wi

www.mgdwealth.com.au connect the dots
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Why is inflation an important consideration?

What is the effect of inflation on your ‘portfolio liabilities™?

$200,000

$188,525

$180,000

$160,000

$140,000

$120,000

$100,000

$80,000
$80,000

$60,000
$40,000
$20,000

$0

1 2 3 4 5§ 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30 g =

www.mgdwealth.com.au connect the dots
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What Investment Return Do You Need?

What return is required to achieve your ‘portfolio liabilities’™...

Investment Capital Requirementsto Fund $80,000 Retirement Income for 25 Years
(3% p.a. Indexation, Zero Capital Value after 25 Years)
At Various Net Annual Investment Return Assumptions

$2,000,000

$1,799,778

$1,800,000

$1,600,000

$1,496,129

$1,400,000

$1,264,461
$1,200,000

$1,085,092

$1,000,000
$800,000
$600,000
$400,000 W /
.‘.1-?..
$200,000 i‘
A=
0 | | | g
5.00% 6.50% 8.00% 9.50% 11.00% 2
www.mgdwealth.com.au ecrnect e
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Why is Gap Analysis Important?

Are you on track? Is there a gap between assets and liabilities?...

" Portfolio
2 Liabilities
GE’ (Where you would
2 like to be)
=
sl
% ,,,,
et The Gap
,,,,, Assets
,,,, (Where you are
,,,, headed with current
,,,,, strategies)
"""" By !o.
g o*'s
’ M i
Time g 2
www.mgdwealth.com.au connect the dots
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Why is Trade Off Important?

Have you got the right balance? Is a trade off required?...

Investment i
Capital ._F.’;’éfffi.';%
Resources

ing
Pt

Capital
Expenditure
aglele}
g g

www.mgdwealth.com.au connect the dots
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What is your Portfolio Strategy?

What is the most prudent allocation of investment capital?

LDI Investment Stratgies Investment Capital Allocation

$900,000

$827,147

$800,000

$700,000

$625,912
$600,000

$500,000

$400,000

$271,620

$300,000
$242,282

$200,000

$100,000

$0 =
mgd wealth Liquidity Focused = mgd wealth Conservative = mgd wealth Diversified Growth mgd wealth Alpha Plus ’g

Investment Strategy Investment Strategy Investment Strategy Investment Strategy 2
www.mgdwealth.com.au ecrnect e
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Client communications vital

1. Had to develop many in-house tools
iIncluding:

1. Wealth tracker
2. Portfolio tracker
3. Cashflow tracker

4. Strategy roadmap

..'l-;..

mgd

connect the dots

wealth

www.mgdwealth.com.au
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With many supporting documents

Financial Clarity

AboutMGD Wealth's approach toinvesting your
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Integrated advice for complete financial clarity
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Regular and customised investment reports

MGD Wealth Portfolio Solutions - Manager Spotlight
CQsS Credit Multi Asset Fund - April 2013

About the Manager
Founded in 1988 by Michae! Hintze, CQS is an $11.5

i asset firm, head
quartered in London with over 250 staff globally.

About the Fund

The Credit Multi-Asset Fund (the Fund) aims to exploit
opportunities across the credit space via tacticallopportunistic
investments across Loans, Corporate Credit, Gonvertible
bonds and ABS.

The Fund is long-only and targets a retum 2-3% over the
cument cash rate.

Why a Multi-Asset Credit Approach?

Credit Seciors wark on difierent cycles driven by changes in
and regulatory

& ities for dynamically allocats

‘across different credit markets as mispricings coour

Why has MGD Wealth Chosen CQS?

a) Investment expertise and success investing acrss.
different credit markets, notably Loans and ABS.

b) Streng Systems and
) A Salid Investment Philosophy and approach to Credit
Investing.

Philosophy on Investing

Fundamental credit analysis is at the core of CQS' Investment
Fhilosophy. CQS believes in a specialist approach o
have respective credit sector teams.

Investment Talent

Simon Finch

Simon is the Chief Investment Officer of Credit, and

Portfolio Manager for the Mult-Asset Credit Fund. His
=l i i

management and trading. He previously worked at Peloton

Partners and Abbey National.

Michael Hintze
Prior to establishing the: firm, Michael was Head of
Convertble Bonds at Cradit Suisse, as wall as being Hesd
of UK Equity Trading at Goldman Sachs. Michael hokis
degrees in Physics and Pure Mathematics and served as a
captain in the Austialian Army.

Soure: COXS Giobal Mt Strategy Asset Manager
“To leam more about e Fund visit: Rtpwae.co.ch

MGD Weath Ltd

ABN 53009 070 725 - AFSL No. 222600

Ground Flocr, 175 Melboumne Street. East Brisbane QLD 4101
P-+617 2301 5055 - F: +61 73301 1711 - E: advice@mgdwesith.

‘W mgwealth.comau [Page 1

www.mgdwealth.com.au

= mgd

March 2012

Managed Wealth Portfolio Solutions — Quarterly Update

LDI Connect 3 Portfolios

A generally sirong guarer for the LDI Connect 3 Portiolio was tempened towards quarer end by poor periomance
fram several areas, particularly gold mining stocks. The Portfokio refurned +3 29% for the quarter

Comprehensive detals of the curment postioning of the LDI Connedt 3 Portiolio can be found in the LDI Connect 3
Hoidings and Manager Summanas report on our wobate click hare o upon nsquest from MGD Wisalth.

Performance’ and Asset Allocation Exposures

Performance Snapshat®

3 Month Retum 32
Since inceplion — Total Rietum (Jan-12) | 3.20%
% Profitable Months BT%

Asset Class Exposure”

Cash and Fined Inferest 6%
Property 1%
Equities 39
Abernatives 1%

Antribution by Sector {1 Jan 12 1o 31 Mar 12)

Total Return of a $900,000 investment'

FETE

LDt Connest 3 Porticho
UBS: Blark Bl index

Key Sector Holdings

Fixed Property & Equitses Alternatives
Interest Infrastructure
Ardea ; Baker Steel | 36 South
Capital
DFA Lazard Bennslong | AQR
E l [Fapsteam | P | Chein | Aapest |
S Macquarie | Prime-Ag Lazard 'Gold Bullion
\iamowa SG Hizzock Wingale b
Advisors
a FaCua e e ARG TIS BCCSur THeS A0 FBRLSL
rigortien PErvCaEy @ amEer rocEm ol atE Tay Hgsr
e e
GO Wealth Lt

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/)
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Group discussion 1 — Lifecycle Advice

« What were the key take outs from Stephen’s session?

« What might you do different in your own practice to
implement an objective based advice process?

0, 0

mgd

www.mgdwealth.com.au connect the dots

wealth

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 37
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=

Portfolio Construction Second — Contemporary

approach, Post GFC

Dr Bart Dowling | Investment Strategist, Select IP
BEc Honours (Newcastle), PhD Economics (Melbourne), MSc
Mathematical Finance (Oxford)

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 38
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What problem are we solving for?

. Given a lifecycle advice process, how should a series of portfolios be
structured to match the liability profiles

. If we adopt an SAA approach, we are accepting the following: -

O

O O 0O 0O

Backward looking process for portfolio construction with some tactical
Mean optimisiation — assumption that risk and correlations are constant
Suits risk profiling approach

Risk = volatility

Fine for traditional financial planning

Return maximising

. If we adopt a liability driven investment approach, we need to customise

O

O O 0 0O

Flexible/Dynamic asset allocation
Forward looking = scenarios, asset class valuations, momentum/sentiment
Assumes that risk and correlations are not constant

Risk = drawdown and not meeting objectives

Better for cashflow approach Bespoke = meeting
Risk reducing — need more certainty

your client’s needs

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 39
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# select

ASSET MANAGEMENT

And the MGD LDI Portfolios do just that -
Objective target, Flexible AA

LDI Connect 3

LDI Connect 7

LDI Connect 20

Objectives » Cash Rate plus 2% p.a. » Cash Rate plus 5% » Cash Rate plus 7%
over rolling 3 year periods, p.a. over rolling 7 year p.a. over rolling 7 year
and periods, and periods, and

* 4% target volatility as + 8% target volatility as | « 12% target volatility as
measured by standard measured by standard measured by standard
deviation of returns. deviation of returns. deviation of returns.

Dynamic Asset Allocation Approach Required — Forward Looking

Cash & Fixed

2510 75% 5 to 50% 0 to 100%

Interest

Property 510 25% 5 to 25% 0 to 50%

Equities 10 to 50% 40 to 80% 0 to 100

Alternatives 10 to 35% 10 to 35% 0 to 50%

Starting Point:
managing expectations

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/)
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To manage an objective based portfolio, a more dynamic and
multi faceted approach is required — the process is not linear

Asset/Sector/Theme Selection p3

Building a process
where different client
facing philosophies can
be catered for.

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/)

Scenario Analysis
Core plus Alternatives

Asset Class Valuations
Major Asset Classes/Sectors

Momentum/Sentiment

Indicators
Looking for contrarian signals

Investment Implementation
ETFs, LICs, Managed Funds etc

Manager Due Diligence
Qualitative and Quantitative

Manager Screening
Targeted Approach

Page | 41
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The inputs to decision making increase markedly
(small snapshot)

THE WORLD ON A PAGE (or TWO)
iAol P
| SELECT Inestment Strtegy Meeting prit=merhver
17 Jume 2013 " e
June Thematic: For original thinking, be select.
MGD May 2013 maate P
Monthly Update Country by Country Assessment - N . ks
n;.m".‘.";,.mf:;.: S Portfolio Thematic Review Research Paper
5 Theme: When ‘Diversification’ Fails
Aceos . riyeyired Author D Bartholomew Dowling
+ Performance Update = Main Foints
. Se— i o o o ety e Tt i e i
e e e s e
# Eviving o Sules 0.6% s szonge: s ot - —

.
. 175K, e emdmacng eah mmmw- mml—tumy-\thl-nnw-pmn-

e RS eepin eople
e .

i B o

e
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S = £ doing so promotes ‘buy
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Investment Committee decision making process —
e.g MGD Investment Committee

Investments and Managers Voting Members Needed
» Adding an investment or manager to the approved list Unanimous
* Removing an investment or manager from the approved list Maijority

Investment exposure targets

* Setting the individual investment exposure targets Unanimous

» Changing individual investment exposure targets Majority

* Outside a meeting, greater than 1.0% changes in investment
exposures relative to target provided that exposure remains Unanimous
consistent with the Investment Mandate

Asset class targets

* Setting the asset class target initially Unanimous

» Changing asset class target limits Majority

» Outside a meeting, greater than 3.0% exposure to an asset class
relative to target provided that exposure remains consistent with the
Investment Mandate

Unanimous

There always need to be checks and balances.

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 43
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Investment Committee decisions —
Portfolio manager discretion

Certain day to day investment decisions may be made by the portfolio
manager at Select, namely:

° Day to day timing of implementation of (client) Investment
Committee decisions.

° Up to and including 1.0% change in investment exposures above
or below target.

° Up to and including 3.0% change in asset allocation above or
below target.

° The Portfolio Manager must ensure that the Responsible Entity is
notified of changes that business day.

Remember, part of the deal is to make our client’s lives easier.

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 44
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Risk Management: overview

Portfolio risk objectives

Maximise the possibility of meeting a
Portfolio’s ‘cash + a margin’ return
objective over suggested time frame

Minimise the likelihood that the path
taken to meet the return objective is
above a client’s tolerance for volatility

Minimise the possibility of a client
suffering a large draw down of capital
below a client’s tolerance for losses

How managed

NoGahowh =

8.
9.

Disciplined process

Comprehensive reporting

Rigorous & ongoing due diligence
|dentify key risks & expected behaviour
Monitor & act on exceptions

Maintain core & alternative scenarios
Forward-looking portfolio simulations
(scenario analysis / stress testing)
Ensure portfolio is truly diversified
Focus on oper. as well as inv. risks

10. Don'’t ignore tail risk

11.

Liquidity management

Reporting

Portfolio construction

Investment due diligence

Operational risk management

¥

...attractive compounding rates of return above cash philosophy

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/)
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Risk Management: Forward Risk Model

Scenario Portfolio
Expected performance ‘ - Investment
distributions allocations
Expected correlations Market Factor betas

Reports
Expected portfolio behaviour
(return / volatility / drawdown distributions)
Tail risk (CVaR)
Sensitivity analysis

Answers to key questions:

1. What are the probabilities of various returns over the holding period / what is the ‘expected return’?

2. What are the probabilities of various volatilities and drawdowns over the holding period / what is the
‘expected volatility’ and ‘expected drawdown’ over this period?

3. What is the expected ‘tail risk’, e.g. the expected loss in the worst 1% of monthly returns.

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 46
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Ongoing monitoring

Reports Frequency What do we review

Scenario analysis /
stress testing

» Expected performance in different market conditions

STl * Investment themes (e.g. secular trends, macro events)

Asset class valuations Monthly (more if short | < Trailing PE’s and estimated terminal PE across major markets

term volatility is high) and sectors

« Estimated earnings growth over 3 years across major markets
and sectors

* Forecast dividend yields over 3 years across major markets and
sectors

* Forecast terminal bond yields and spreads

» Forecast terminal cap rates

Sentiment/valuation Monthly Contrarian signals

Risk & attribution Weekly Asset class and individual investment returns, correlations,
reporting Sortinos, CVar, Var, returns, standard deviations, investment flows
Mandate compliance Weekly Mandate breaches (soft and hard limits)

Minimum 2 times per

Manager meetings
annum

Looking for changes to the identified Key Risks

Once we’re set up it’s a case of keeping the wheel turning with a minimum of fuss
from a client’s perspective.

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 47
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Portfolio managed in real time...

Knowing who gets a jersey in
the team and what position

Return ’ .
Value Portfolio Objective : Cash +3.5% they re supposed to play IS
Cash Expected important (re FOFA)
Return (3yrs) : 3.50%

Expected Beta Expected Excess Expected Total Contribution to

Fund Market Factor Beta Allocation Return Return Return Expected Return Net MER
Unl_CFS - Aspect Diversified Managed Futures - Trend 2.00 2.5% 10.0% 0.0% 10.0% 0.3% 1.64%
Unl_AQR - Delta Offshore Fund of Hedge Funds 1.20 3.5% 11.4% 4.0% 15.4% 0.5% 1.24%
Unl_36 South - Kohinoor Core_USD_0_AUD Managed Futures - Disc 3.00 3.0% 15.0% 2.0% 17.0% 0.5% 1.14%
Lis_ETF Securities - Gold Bullion ETF Precious Metals - Gold Bullion 1.00 3.0% 11.0% -0.3% 10.7% 0.3% 0.40%
Unl_Denning Pryce - Equity Income Aus Equities 0.70 2.0% 4.9% 4.0% 8.9% 0.2% 0.99%
Unl_Perpetual - Shares Plus Aus Equities 0.90 2.0% 6.3% 2.0% 8.3% 0.2% 0.89%
Unl_Allan Gray - Australian Equity Aus Equities 1.10 2.0% 7.8% 4.0% 11.8% 0.2% 0.77%
Unl_Bennelong - Long Short Equity Aus Equities 0.30 2.0% 2.1% 10.0% 12.1% 0.2% 1.50%
Unl_IML - Future Leaders Aus Small Caps 0.60 3.0% 6.6% 3.0% 9.6% 0.3% 0.99%
Lis_Vanguard - Aus High Yield ETF Aus Equities 0.80 5.0% 5.6% 2.0% 7.6% 0.4% 0.25%
Lis_Statestreet - S&PASX 200 Acc ETF Aus Equities 1.00 5.0% 7.1% -0.3% 6.8% 0.3% 0.28%
Unl_Wingate - Global Equity Income Global Quality 0.70 2.0% 9.4% 4.0% 13.4% 0.3% 0.70%
Unl_Platinum - International Global Equities 0.80 2.0% 6.1% 6.0% 12.1% 0.2% 1.54%
Unl_Platinum - Japan Japan 0.70 2.0% 14.0% 4.0% 18.0% 0.4% 1.54%
Lis_Vanguard _FTSE Emerging Markets ETF_USD_0_USD Emerging Markets 1.00 4.0% 22.2% 0.0% 22.2% 0.9% 0.18%
Unl_J O Hambro - J O Hambro Asia ex Japan_USD_0_AUD Asia ex Japan 0.90 2.0% 11.2% 4.0% 15.2% 0.3% 0.90%
Unl_Epoch - Global Equity Yield Global Quality 1.00 2.0% 13.4% 3.0% 16.4% 0.3% 0.95%
Unl_Barwon - Global Private Equity Listed Private Equity 1.00 2.0% 13.2% 2.0% 15.2% 0.3% 0.78%
Unl_Phoenix - Property Securities Aus Listed Property 1.25 3.0% 6.7% 5.0% 11.7% 0.3% 0.70%
Unl_SG Hiscock - SGH Property Income Aus Listed Property 1.00 3.0% 5.3% 5.0% 10.3% 0.3% 0.72%
Unl_Lazard - Global Infrastructure Global Infrastructure 0.70 3.5% 3.4% 3.0% 6.4% 0.2% 1.00%
Unl_DFA - 5yr Div Fixed Interest US Investment Grade 1.00 5.0% -5.9% 2.0% -3.9% -0.2% 0.30%
Unl_Ardea - Inflation Linked Aus Infl Linked Bonds 1.00 5.0% 0.5% 0.5% 1.0% 0.0% 0.20%
Unl_Kapstream - Absolute Return Aus Cash 1.00 5.0% 3.5% 2.5% 6.0% 0.3% 0.40%
Unl_Macquarie - Debt Opportunities 2 Aus Cash 1.00 5.0% 3.5% 1.5% 5.0% 0.3% 0.15%
Unl_Payden and Rygel - Global Income Opportunities Aus Cash 1.00 5.0% 3.5% 3.0% 6.5% 0.3% 0.40%
Unl_YBR Smarter Money Aus Cash 1.50 6.5% 5.3% 0.0% 5.3% 0.3% 0.50%
Csh_Csh Aus Cash 1.00 10.0% 3.5% 0.0% 3.5% 0.4% 0.00%
100.0% 6.3% 2.1% 8.4% 8.4% 0.59%
Management Fees -0.98%
Performance Fees 10.25% 3.50% Hurdle -0.41%
Net Performance 7.1%
PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 48
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What were the key take outs from Bart’s session

«  What might you do different in your own practice to
improve the functioning of your |C?

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 49
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g
Close

. Developing an institutional quality asset management
capability is within your reach for low cost

«  OBI/LDI and Lifecycle investing is the new ‘black’ in advice
— it engages the clients, increases switching costs and gets
advisers back to strategy and communication. Opt in - not
an issue...

. Managing money in a post GF environment takes a
dynamic approach to fit the lifecycle advice framework
backed by sophisticated (and unconstrained) investment
techniques

A win for your business and a win for your clients

PortfolioConstruction Forum Conference 2013 (portfolioconstruction.com.au/conference/) Page | 50
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