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Investors

Clients wanting to
invest money
Corporations

Institutions
Governments
Individuals

How Investment Management Works
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Financial
Services Sector

Debt and
equity

Investment

An investment
management firm
intermediates through
the capital markets
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Individually Managed
Portfolio

Investor

Ability to express
personal views

Control of
tax liabilities

Higher trading costs

Investments
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Higher oversight
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Fundamentals of Diversification

Reduction of risk within a portfolio without giving up return

Strong positive Strong negative
correlation correlation
(l Dnrtfalio w4 1 |
'\ Portfolio of C+ D ,

Types of Funds

SEGREGATED MANDATE

POOLED FUND
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SEGREGATED MANDATE
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Just one Tailored to More typical for High Higher fees Also called
investor client's institutional minimum size than pooled discretionary
circumstances investors requirements funds management
POOLED FUND
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Many Predefined Lower cost than Lower No control Potential tax
investors in investment segregated minimum size over inefficiencies
one fund mandate funds requirements investments
held
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3 Types of Pooled Funds

« Variable capital

Value (NAV)

fund directly

N\ { \

Open Ended Closed Ended
| J . J
e R e 2

« One trading point per day
« One fund price per day

»  Price close to Net Asset

« Must invest / divest with

* Fixed capital

* Shares can be traded
during regular market
hours

* Ongoing pricing through
the day

* Price can be at premium or
discount to NAV

* Shares are tradable on
exchange

Exchange Traded Funds
(ETFs)

* Variable capital

» Shares can be traded
during regular market
hours

+ Ongoing pricing through
the day

» Price close to NAV

* Shares are tradable on
exchange; OR Shares can
be created / liquidated via
in-kind process

Investment

manager

HOW DO FUNDS WORK?
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Investors

Fund

Custodian

Trustees / Directors

Investments
are owned by
the fund for
the benefit of
investors

Portfolio of
securities

Fund administrator /
Transfer agent

Makes decisions
regarding
investments held
in the portfolio

Responsible for
ensuring
ownership of
investments by the
fund

Oversee running of the
fund e.g., appointment of
investment manager /
custodians

Keeps records of
investors in the fund, fund
expenses and sends
valuations to investors
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Overview Of The Portfolio Management Process

m

Client objectives
and constraints

Strategic asset Portfolio Portfolio
allocation construction performance
+ Tactical asset allocation .
q : + Risk adjusted returns
Economic outlook + Security valuation and . :
e Rebalancing

Oth;rat)‘grt:?ho Fund raising (for Engagement Client reportin
Iger new funds) and voting P g
responsibilities

Investment
= Policy Statement QQ

+ Low volatility

+ Capital preservation

i
Objectives I Constraints
I 4 ) 4 )
Time horizon Liquidity
« Absolute vs Relative I \ ) ¢ J
+ Real vs Nominal
I 4 N 7 N
I Tax Legal
\ & J \ & J
1

Unique
circumstances
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Asset allocation

Penalties for failing

Any

Low

Asset Only Vs. Liability Driven Investing (LDI)

Liability driven

Maximize risk
adjusted returns future liabilities

Ensure assets can cover

Fixed income securities
ten to be prominent

High

DC pension plan, DB pension plans,

Typical investor type endowments, individuals insurance companies

PASSIVE MANAGEMENT

Aim is to generate the return of a
benchmark (index)

Assumes securities are fairly-valued
High transparency of holdings
Lower fees and trading costs
Higher correlation with market

Less reliant on judgement

[ EXAMPLE: S&P500 ETF ]

BlackRock. ﬁ«

3

Vanguard

ACTIVE MANAGEMENT

Aim is to generate better return than a
benchmark

Assumes mis-priced securities exist
Low transparency of holdings

Higher fees and trading costs

Lower correlation with market

Relies on manager judgement

[ EXAMPLE: Hedge fund ]

>Fidelity .4 Invesco
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C Equity Investment Strategies )

Growth

Value

Income

Large cap

Mid cap

Small cap

Financials
Energy

ESG

Single country
Region

Global

CFixed Income Investment Strategies)
Credit . Specialist
Exposure Maturity Bonds Geography
N N N
Government
Investment :
grade Short AN S Single country
corporate ;
Medium Index linked Reson
High yield :
corporate Long Mg:zgka;%e Global
Emerging
markets
R D N J
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Roles in Investment Management

Sales & Client

Relations Infrastructure

Investment
Manager

Investment Analyst

Teams
Teams

. Operations ]
Research & analyse potential invg/ls?ctﬁent Market to >
investments hoi investors
choices Technology
\ J L J J
Stock analysis Risk
Hete el Client pitches
research r
Meeting company management Legal
Analyse economic data [ HR
Manage asset - .
. Client retention
allocation
Circulate research internally [ Finance
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Please do not redistribute these materials without the
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