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UNDERSTANDING THE PMX CORE PORTFOLIOS

The guide below provides an explanation of the construction of, and targeted behaviour of, the PMX Core Portfolios with the aim of helping advisers to
understand which clients they could be suitable for.

1. AIM OF THE PMX CORE PORTFOLIOS

To construct portfolios that:

¢ Behave in a risk-controlled manner and are mapped to the PortfolioMetrix Financial Personality Assessment results

« Are efficient in the sense of using optimised weights of granular asset classes to target the highest total long-term return per unit of risk
¢ Use the best funds to implement each asset class in terms of likely outperformance per unit of cost and unit of risk

e Are diversified across asset classes, currencies, funds, styles, factors, sectors and underlying security holdings

2. KEY FEATURES

¢ The default, least constrained approach offered by PortfolioMetrix

¢ Invests in a manner consistent with PortfolioMetrix’s Responsible Investment Policy

e Uses a blend of asset classes including: Equities (broken down by region), Bonds (broken down by type of bond), Cash and Short-Term Bonds, Listed
Property and Listed Infrastructure. May also includeAbsolute Return, Commaodities and other alternative asset classes as long as they come in the form
of regulated funds.

¢ Uses specialist managers (collectives) to implement asset allocation rather than individual securities and,although not constrained to,tends to use open
ended funds over ETFs or Investment Trusts (rationale available upon request)

¢ Isunconstrained in terms of types of funds used to implement the asset allocation, so may use:
¢ Passives

Active managers

Factor/Smart Beta Funds

Income Funds
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Absolute Return Funds
e Aims to maximise total return per unit of risk (not maximise income or capital growth separately which tends to lower total returns overall)
¢ Uses a mixture of distributing and accumulation share classes

3. CONSTRUCTION METHODOLOGY

The construction of the PMX Core Portfolios involves the following steps:

3.1 ASSET ALLOCATION

A

7\  Breakdown the retail investment universe into non-overlapping

Emerging asset class ‘building blocks” such as UK Equities and Global
Market Equities

Corporate Bonds.
Efficient Frontier

Developed Market Equiti ) ) . I
eveloped Market Equities For each possible risk level combine these buildings blocks

in such a way as to maximise expected returns (whilst still
@ High Yield Bonds . . . . .

? ensuring sufficient diversification).
Commodities

@ Investment Grade Bonds

@ Short Duration IG Bonds

Expected Return

Cash

Expected Risk
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3.2 FUND SELECTION

For each asset class used, generate a universe of potential funds that could implement that asset class. Include Passives, Active Funds, Smart Beta and
Factor Funds.

Use quantitative and qualitative research to whittle that list of funds down to a limited number of funds to implement that asset class. Use the best value
funds in terms of expected future outperformance per unit of risk and per unit of cost.

Fund Selection Process

Universe Quialitative Investment
Population Review Committee
« Generate fund universe  Understanding process and approach « Final selection sign-off
for each asset class « Contrast against competitors after rigorous debate
 Separating skill from luck in performance « Minutes of final decisions
e Common sense checks and rationale

Quantitative Due

Screening Diligence

¢ Consistency analysis ¢ Face-to-face meeting

* Downside risk analysis ¢ Investment process evaluation
* Measures of skill o Operational review

 Style analysis « Risk and governance controls

e Peer group comparison

4. RELATIONSHIP TO OTHER PORTFOLIOMETRIX APPROACHES

The Core portfolios are the default, unconstrained approach provided by PortfolioMetrix and thus the basis for other approaches. Adding further constrains
results in the following:

~ ™
Approach Constraint
@ Core Unconstrained
@ Sustainable World Use funds focused both on returns and having a net benefit on society and the planet.
Income Oriented Increase income (whilst minimising reduction in expected total return)
Factor Based Target outperformance but limit active managers
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This document is only for professional investors and financial advisers. The information given here is for information purposes only and is not intended to constitute financial,
legal, tax, investment or other professional advice. It should not be relied upon as such and PortfolioMetrix cannot accept any liability for loss for doing so. Any forecasts, expected
future returns or expected future volatilities are not guaranteed and should not be relied upon. The value of investments, and the income from them, can go down as well as up,
and you may not recover the amount of your original investment. Past performance is not a reliable indicator of future performance. Portfolio holdings and asset allocation can
change at any time without notice. PortfolioMetrix Asset Management Ltd is authorised and regulated by the Financial Conduct Authority.



