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This information has been prepared by MLC Asset Management Pty Ltd (MLCAM) (ABN 44 106 427 472, AFSL 308953), part of the IOOF group of companies (comprising
IOOF Holdings Ltd ABN 49 100 103 722 and its related bodies corporate) (IOOF Group). The capital value, payment of income and performance of the Trust are not
guaranteed. An investment in the Trust is subject to investment risk, including possible delays in repayment of capital and loss of income and principal invested

This publication is intended only for financial advisers. This publication and any information contained in it must not be distributed or communicated to “retail clients” as
defined in the Corporations Act 2001 (Cth).

This information may constitute general financial advice. It has been prepared without taking account of an investor’s objectives, financial situation or needs and because of
that a financial adviser and investor should, before acting on the advice, consider the appropriateness of the advice having regard to the investor’s personal objectives,
financial situation and needs.

Any opinions expressed in this communication constitute our judgement at the time of issue and are subject to change. We believe that the information contained in this
communication is correct and that any estimates, opinions, conclusions or recommendations are reasonably held or made as at the time of compilation. In some cases the
information has been provided to us by third parties. While it is believed the information is accurate and reliable, the accuracy of that information is not guaranteed in any
way.

Any projection or other forward looking statement (Projection) in this document is provided for information purposes only. No representation is made as to the accuracy or
reasonableness of any such Projection or that it will be met. Actual events may vary materially.

MLC Managed Accounts Strategies are available via investment platforms. Please refer to the MLC Asset Management website (www.mlcam.com.au) for a full list of
platform availability. You should obtain a Product Disclosure Statement relating to the investment platform and consider it before making any decision about whether to
acquire or continue to hold interests in the Model Portfolios.

MLC Asset Management Pty Ltd may use the services of IOOF Group companies where it makes good business sense to do so and will benefit customers. Amounts paid for
these services are always negotiated on an arm’s length basis


http://www.mlcam.com.au/

Behavioral bias

Impacts on investment decision making

Loss aversion

/
Anchoring
Endowment bias
Status quo bias
Self attribution

Hindsight bias

. Over-confidence bias
Recency bias
. Availability bias

Illusion of control
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Biases and their application to
investors and investing well
understood

Training, tools and processes to mitigate
impacts of the investor on their investing

The same training, tools and
resources helps to mitigate adviser
bias...

Or does it?
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Behavioral bias

A focus on the adviser

® Research literature is fairly clear: professional investors (and
advisers) are just as susceptible to cognitive and emotional bias as

ordinary investors.

® Our education and training can actually exacerbate some biases.

® The differences often lie in the type of biases to which
investors/advisers are most susceptible vs our clients.

Self identified bias — industry surveys
‘Which biases do you think most impact...’

Loss Aversion gg
Confirmation Bias
Anchoring

Status Quo bias

Self Attributuon

Availability Bias

M

Over Confidence
m Adviser mClient
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Research literature tends to be centred on investment decision

making / trading (sell vs buy etc).

Most focused on ordinary investors or institutional investors.

Comparatively little focused on advisers.

Even less on how these biases impact practice level decision
making such as adopting an investment style, designing an

investment solution & client segmentation.



Atypical day at the office

Retalil portfolio management through COVID-19

$120 K

$110K

+2.8%

$100 K
+0.3%
$90 K
$80 K
e e oo e Buy & Hold 90/10
Tranche 1
$70K Q O O O Tranche 2
Call t + + +
aell] i2 fes L Tranche 3
Buy
Jan 2020 Mar 2020 May 2020 Jul 2020 Sep 2020 Nov 2020

Hypothetical $100k portfolio modelled on daily returns between 02/01/20 and 31/12/20 using allocations to Vanguard High Growth (90/10) or
Vanguard Growth (70/30) managed funds. Scenario switches assume 100% movement between options at points indicated. Gross of any trading
costs and taxes are assumed. Past performance is not indicative of future performance
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The scenario

-
Simple philosophy:
&— Switch between 90/10 & 70/30
k—> passive portfolios
Generous assumptions:
lb Excellent entry and exit calls
Quick initial implementation
& Pragmatic licensee processes &
== ~ compliance.
E Generally responsive clients

portfolio management remains
a manual advice process




Atypical day at the office —

Retail portfolio management through COVID-19 ASSET MANAGEMENT

Contribution to returns

$120 K
$110 K c
o
+2.8%
&
$100 K
+0.3%
$90 K
* Conceptual allocation of return drivers
80 K . .
¥ A4 ¢ Portfolio execution can have a
. ® ¢ e eBuy&Hold 90/10 sizeable impact on portfolio returns
@) franche 1 °* P iall han DAA, TAA
s70k  C otentially more so than , or
oo ® ® ® Tranche 2 Manager selection.
Sell / ;g +B]|-31 +BJ|E)7 Tranche 3 . . .
Buy Despite being less complex and
..... offering greater certainty of outcomes.
Jan 2020 Mar 2020 May 2020 Jul 2020 Sep 2020 Nov 2020

® Yet, it receives far less attention

Hypothetical $100k portfolio modelled on daily returns between 02/01/20 and 31/12/20 using allocations to Vanguard High Growth (90/10) or Vanguard
Growth (70/30) managed funds. Scenario switches assume 100% movement between options at points indicated. Gross of any trading costs and taxes Wh y’)
are assumed. Past performance is not indicative of future performance
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Atypical day at the office

How might adviser bias play a role?

“There still needs to be a reason for
providing Financial Advice and charging
an ongoing Service Fee.”

Conflict of interest
Illusion of control
Attribution bias

$120 K

Status quo bias
Availability bias

Who-gets-your-pestagvice-&why?

$110 K

Loss aversion

$100 K Recency bias

° .o.o
$90 K .‘: :.: .. ‘.0 ’..'%.. : e ....o: .°:

$80 K

$70 K
Reminder: for this scenario, investment
‘decision’ bias not a relevant factor!
Jan 2020 Mar 2020 May 2020 Jul 2020 Sep 2020 Nov 2020

Hypothetical $100k portfolio modelled on daily returns between 02/01/20 and 31/12/20 using allocations to Vanguard High Growth (90/10)

s,
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Key decision points
® The trade
- Near perfect call
® Investment model/process design

- Core investing beliefs

- Philosophy & investment policy

Portfolio design & construction

- Execution = manual model portfolio

¢ Client prioritisation
- Driven by administration reality

- Forced segmentation?
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Atypical day at the office

Examining the outcomes

Clients:

 Portfolio outcomes ranging
from great to poor (before
costs!)

« Additional administration
burden

» Increased stress & anxiety

» Average client experience

Adviser & Practice:

Disparity of client
outcomes

+ Outcomes inconsistent
with ‘house’ model returns

* Multiple / conflicting
portfolio narratives

 Significant administration &
communication burden

+ Risk of administration &
implementation errors

+ Dilution of portfolio
management value proposition

-
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Behavioral bias —
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Solution mode

* Cognitive and emotional biases exist and persist
for areason, awareness is rarely enough to
consistently overcome them

° Establishing systems and processes external to
ourselves can be an effective mitigation strategy.

® As Advisers, you implement it for clients every day

Systemised (SMA/MDA)
Portfolio Management

Non-systemised

Portfolio Management

Model portfolio changes Portfolio Manager instructs changes

v

{

Review each client Client portfolio’s adjusted

I - e
- regular contributions ) ) o Communication to/by adviser -> all
Consider client objectives clients
- ‘pay yourself first’ budgetin
pay y geting ~ . ~ .
- dollar cost averaging Ongoing monitoring by Portfolio
Calculate buy/sells Manager
- automatic rebalancin
g v

- Delegation to you!

* Thoughts on our example scenario....

ﬁﬁl Better portfolio outcomes

W

Issue ROA/SoA

{

Better client experience

Client approval Consistent lio outcomes

{

Reduced oﬂrational risks
Implement each change

{

Practice time & cost savings

Ongoing monitoring

© bd O &

Reduced behavioural bias risk
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Further research

Where to from here?

Consider your current portfolio management
& execution processes

Are they delivering the best outcomes for your
clients and your practice?

H:

Additional reading:

Seven Sins of Fund Management
James Montier, Feb 2006

Mitigating the Impact of
Advisors’ Behavioural Biases
Charles Schwab, The Investments & Wealth Institute
(W)
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Where can you go to explore your options?
* Your chosen platform provider
* A trusted fund manager

* Industry groups (e.g. IMAP)

-

Additional reading:
SMAs & MDAs

‘Making the switch to managed accounts’
MLC Asset Management

‘Two roads to a single destination’
BT Panorama & IMAP
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Often, adviser baises are more important than

client biases

@ @

You understand the
impact of behavioural
bias on investors and

We have explored
how these biases
can manifest for

investing adviser specific
decision making
‘Know your clients’ ‘Know yourself’

iy

We demonstrated
how these

“Adviser biases
can be more
important than
client biases”

The tools exist to

build a more robust,

consistent and
efficient portfolio
management
process

4

Adoption of these
tools provides the
means for

improved portfolio
outcomes & client
experience

—
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