





Zenith is the holder of Australian Financial Services License No. 226872 for the purposes of providing
“General Advice” (as defined by section 766B of Corporations Act 2001). General Advice provided by Zenith
is limited to Wholesale clients only.
This advice has been prepared without taking into account the objectives, financial situation or needs of any specific person who may read it. It is not a specific recommendation to purchase, sell or hold any relevant product(s).
Zenith advises that investors should seek their own independent financial advice before making any investment decision and should consider the appropriateness of this advice in light of their own objectives, financial situation or needs. Investors should obtain a copy of, and consider, any relevant product PDS or offer document before making any decision. This advice is prepared exclusively for clients of Zenith.
The material contained in this advice is subject to copyright and may not be reproduced without the consent of the copyright owner. The information contained in this advice is believed to be reliable, but its completeness and accuracy is not guaranteed. Zenith accepts no liability, whether direct or indirect arising from the use of information contained in this advice.
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Manager Blending – What Is It?





Why blend managers/investment styles?





Approaches to Manager Blending





Manager Blending Tools & Analysis
 (
Agenda
)
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· Combining fund managers of differing investment styles in a portfolio with a view to constructing a portfolio that will provide more consistent returns and capital protection through differing economic and investment market cycles.
· Essentially attempting to build a portfolio on the efficient frontier which maximises return for the level of risk
(volatility).
 (
Manager blending
) (
What is it?
)
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· Diversify investment style

· Portfolios should not be over exposed/dominated by specific style as they perform differently and if the portfolio is totally or overly exposed to one style that underperforms for a period, so too will the portfolio (e.g. value underperforming growth for the decade after the GFC)
· Different manager investment styles will perform differently based on differing market conditions

· Diversify manager business risk within portfolio

· Reduce manager organisational and key person risk

Why Blend Manager Investment Styles?
 (
Why blend manager investment styles?
)
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· Aim to use lowly correlated managers

· Build a portfolio of managers whose returns are not highly correlated with each other such that when some funds are underperforming others are performing strongly and propping up the returns of the portfolio
· Avoid ‘Deworsification’ – combining too many funds/managers can result in creating an expensive index
portfolio




Value vs Growth During GFC Drawdown	Value vs Growth During GFC Recovery
 (
Australian Equity
) (
Growth vs 
Value
)
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· Investment Philosophy – are you a believer of active or passive? If active, in all asset classes or only less efficient markets?
· Objective of the portfolio (focus on capital growth or capital protection or a hybrid of the two)

· Required Return Characteristics (Capital Appreciation or Income)

o	For example a high portfolio turnover investment style will generally lead to a greater proportion of income in total return than a low turnover manager
· Size of portfolio / investable amount will influence the number of investments used and ability to diversify investment styles
· Avoid ‘Deworsification’ – large FUM for some institutions has resulted in combining too many funds/managers which can result in creating an expensive index portfolio
 (
Manager Blending Considerations
)
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· Factor Analysis

· Ratios & Statistics

· Portfolio Holdings
 (
Manager Blending 
Tools
)
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Portfolio Characteristics
) (
Allan Gray Australian Equity Fund
)
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Statistical Comparison
) (
Allan Gray Australian Equity Fund
)
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Factor 
Analysis
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Australian Equities Manager Comparison
)

 (
13
)



[image: ]
























14
 (
Statistical Comparison
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Growth 
Style 
Australian Equity Funds
)
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Portfolio Characteristics
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	Name
	Asset Class
	Defensive
	Moderate
	Balanced
	Growth
	High Growth

	CASH

	Cash Account
	Cash
	20.00%
	15.00%
	
	
	

	
	Sector Total
	20.00%
	15.00%
	0.00%
	0.00%
	0.00%

	DIVERSIFED FIXED INCOME
	]
	
	
	
	
	

	Fund 1
	Global Bonds
	15.00%
	10.00%
	10.00%
	10.00%
	

	Fund 2
	Australian Fixed Interest
	10.00%
	10.00%
	10.00%
	
	

	Fund 3
	Diversified Fixed Interest
	15.00%
	10.00%
	10.00%
	10.00%
	

	Fund 4
	Diversified Fixed Interest
	10.00%
	10.00%
	10.00%
	
	

	Fund 5
	Diversified Corporate Debt
	10.00%
	5.00%
	
	
	

	
	Sector Total
	60.00%
	45.00%
	40.00%
	20.00%
	0.00%

	AUSTRALIAN SHARES
	
	
	
	
	
	

	Fund 1
	Australian Shares - Large Companies - Growth
	4.50%
	3.00%
	4.50%
	6.00%
	7.50%

	Fund 2
	Australian Shares - Large Companies - Value
	
	3.00%
	4.50%
	6.00%
	7.50%

	Fund 3
	Australian Shares - Active Extension (130-30)
	
	3.00%
	4.50%
	6.00%
	7.50%

	Fund 4
	Australian Shares - Mid Cap Companies - Growth
	2.50%
	3.00%
	4.50%
	6.00%
	7.50%

	Fund 5
	Australian Shares - Small Companies - Value
	
	3.00%
	4.50%
	6.00%
	7.50%

	
	Sector Total
	7.00%
	15.00%
	22.50%
	30.00%
	37.50%

	INTERNATIONAL SHARES
	
	
	
	
	
	

	Fund 1
	Global Unhedged - Value
	
	5.00%
	7.50%
	5.00%
	6.75%

	Fund 2
	Global Unhedged - Growth
	
	
	
	5.00%
	6.00%

	Fund 3
	Global - Variable Long Short
	7.00%
	5.00%
	3.75%
	5.00%
	6.00%

	Fund 4
	Global Hedged - Neutral
	
	3.00%
	4.25%
	6.00%
	7.75%

	Fund 5
	Emerging Markets - Unhedged
	
	
	2.00%
	2.50%
	3.00%

	Fund 6
	Global Resources - Unhedged
	
	
	2.00%
	2.50%
	3.00%

	Fund 7
	Global Listed Infrastructure - Hedged
	
	2.00%
	3.00%
	4.00%
	5.00%

	
	Sector Total
	7.00%
	15.00%
	22.50%
	30.00%
	37.50%

	REITs

	Fund 1
	AREITs
	3.00%
	2.00%
	3.00%
	4.00%
	5.00%

	Fund 2
	GREITs - Hedged
	
	2.00%
	3.00%
	4.00%
	5.00%

	
	Sector Total
	3.00%
	4.00%
	6.00%
	8.00%
	10.00%

	ALTERNATIVES

	Fund 1
	Market Neutral
	
	2.00%
	3.00%
	4.00%
	5.00%

	Fund 2
	Macro
	
	2.00%
	3.00%
	4.00%
	5.00%

	Fund 3
	CTA
	3.00%
	2.00%
	3.00%
	4.00%
	5.00%

	
	Sector Total
	3.00%
	6.00%
	9.00%
	12.00%
	15.00%

	Defensive
	
	80.00%
	60.00%
	40.00%
	20.00%
	0.00%

	Growth
	
	20.00%
	40.00%
	60.00%
	80.00%
	100.00%

	TOTAL
	
	100.00%
	100.00%
	100.00%
	100.00%
	100.00%
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Diversified Portfolio
) (
Blending Example
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· Blending of Manager Investment Styles is a critical component of portfolio construction

· Different investment styles perform differently and in different investment market and economic conditions

· Style diversity is an essential risk management tool in portfolio construction
 (
Conclusion
)
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Delta Research Factor Background








Delta Research Factor Definitions









Portfolio Holdings
 (
Appendices
)
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Delta 
Factors
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Background
)

 (
22
)
· A combination of:
· Performance Based Style Analysis – William Sharpe
· Arbitrage Pricing Theory – Stephen Ross


2 of 3 total Wharton Jacobs-Levy Prizewinners for Quantitative Financial Innovation
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· Market – MSCI World, MSCI ACWI, MSCI Australia, MSCI Australia IMI
· Value minus Growth (VMG) – This is the value factor and the beta is positive if value style, or negative if growth style.
· Value securities have low Price/Book, Fwd PE, or high Dividend Yield;
· Growth securities have high EPS Growth, Revenue growth, and/or Internal growth
· Small minus Big (SMB) – This is the Size factor and the beta is positive if the portfolio is biased towards
smaller securities and negative for large-cap securities.
· Size is based on market capitalisation
· Momentum – Positive Momentum beta occurs if a portfolio is biased towards holding best performing securities over previous 6/12 months
· Quality – Quality securities generally have low levels of debt; positive and consistent profit
· Minimum Volatility – Minimum Volatility securities generally have low levels of volatility or low market beta
 (
Delta 
Factors
) (
6 
Factor 
Definitions
)
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Managed Funds Held APIR Code Weight (% of Sector / % of Model) Zenith Rating

Allan Gray Australia Equity Fund ETLO060AU 100.00 % / 100.00 % Highly Recommended
Diversification Portfolio Benchmark Difference
Number of Securities 56 (56 Long / 0 Short) 305 -249
Top 15 Weighting (% of Portfolio) 75.84 % 51.39 % 24.45%
Top 50 Weighting (% of Portfolio) 96.35 % 76.31 % 20.04 %
Weighted Average Market Cap (USD) 10.13b 35.60b -25.47b
Value Characteristics Portfolio Benchmark Difference
Dividend Yield (Gross) 503 % 1.57 %
Dividend Yield (Net) 392% 1.20 %
Price/Earnings Ratio 18.07 238
Price/Book Ratio 1.93 -083
Earnings Yield 553 % -0.64 %
Growth Characteristics Benchmark Difference
Retumn on Equity 15.27 % 1442 %
Sustainable Growth Rate 6.56 % -3.92%
Momentum (Past Year) 1.33 % -21.34 %

Risk Characteristics Std Dev (Portfolio / Benchmark) Tracking Error Active Share
% 882 % 8424 %

Risk Measures (Past Year) 31.94 % /2
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Relative Performance Statistics (All Periods % p.a.) as at 31 Aug 2020
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S&P/ASX 300 (Accum)
Allan Gray Australia Equity Fund (ETLO060AU) 1.44% 45.00%
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Upside / Downside Statistics (% p.a.) as at 31 Aug 2020
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Upside / Downside Statistics (% p.a.) as at 31 Aug 2020
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Relative Performance Statistics (All Periods % p.a.) as at 31 Aug 2020

Benchmark Excess Monthly Excess Monthly Excess Downside Upside
Return (Up Mkts) (Down Mkts) Capture Capture

S&P/ASX 300 (Accum)
Alphinity Concentrated Australian Share Fund (HOW0026AU) 1.59% 65.00% 50.00% 98.97% 106.24%
Greencape High Conviction Fund (HOWO0035AU) 2.05% 55.00% 65.00% 93.71% 104.62%

Hyperion Australian Growth Companies Fund (BNTO003AU) 7.34% 55.00% 55.00% 81.09% 118.29%
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Managed Funds Held APIR Code Weight (% of Sector / % of Model) Zenith Rating

Magellan Global Fund MGE0001AU 100.00 % / 100.00 % Highly Recommended
Diversification Portfolio Benchmark Difference
Number of Securities 22 (22 Long / 0 Short) 1544 -1522
Top 15 Weighting (% of Portfolio) 7060 % 20.35 %

Top 50 Weighting (% of Portfolio) 84.60 % 35.46 % 4915 %
Weighted Average Market Cap (USD) 443.02b 267.43b 175
Value Characteristics Portfolio Benchmark Difference
Dividend Yield (Gross) 1.46 %

Dividend Yield (Net) 1.46 % 215%

Price/Earnings Ratio 30.02 21.80

Price/Book Ratio 351 251

Earnings Yield 3.33 % 4.59 %

Growth Characteristics Portfolio Benchmark Difference
Retumn on Equity 16.46 % 18.48 % -2.02%
Sustainable Growth Rate 11.59 % 982 % 1.77 %
Momentum (Past Year) 20.49 % 3.40 % 17.09 %
Risk Characteristics Tracking Error Active Share
Risk Measures (Past Year) 12.99 88.21 9%
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The Arbitrage Pricing Theory (APT) Model:
E(r;) =17+ BRP, + B,RP, + -+ B,RP,

Where:

o E(r) — Expected return on portfolio
o 1~ Riskfree rate (e.g. RBA rate)

o 8, Sensitivity of the asset to risk factor

o RP,—Risk premium associated with factor n

The beta coefficients in the APT model are estimated using linear regression. In
general, historical securities returns (e.g. monthly returns) are regressed on
the factor to estimate its beta
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