FOR LICENCED FINANCIAL ADVISER ONLY
NOT TO BE REPRODUCED WITHOUT PRIOR WRITTEN APPROVAL
PLEASE REFER TO ALL RISK DISCLOSURES AT THE BACK OF THIS DOCUMENT

Mo c(j,‘,,‘-‘ - — '-"-‘ 4

e et

Portfolio construction in the real world
Rob Thompson — Head of Adviser Distribution

March 2019 InSlght

INVESTMENT

Part of :0 BNY MELLON




e Insight

INVESTMENT
J O

* Insight Investment overview

* Equities... are our expectations realistic?

e Common assumptions in asset allocation

* Portfolio construction: 3 guiding principles

* Summary

i :0 BNY MELLON e



Our credentials Insight
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* Asset manager owned by BNY Mellon: Assets under management?
— based in London, Frankfurt, New York, Sydney and Tokyo 1,200 1 1,123

— over A$1trn in assets under management 1,100 1

1,000 -

— 229 investment professionals, 858 total staff —

* Key ingredients of our success: 800 -

— differentiated investment proposition 700 1
600 -

A$bn

— focusing on our strengths

500 -

— partnering with our clients 400

— a culture of ownership 300 -
* Key areas of specialisation: 200 - 114 126 157 159 165
. . 5
— risk management solutions 0

. . 0 4
— fixed income

(8N ™ < o © N~ [e0) (o]
o o o o o o o o
o o o o o o o o
N N N N N N N N

2010
2011
2012
2013
2014
2015
2016
2017
2018

— absolute return

As at 31 December 2018. Assets under management (AUM) are represented by the value of cash securities and other economic
exposure managed for clients. Figures shown in AUD. FX rates as per WM Reuters 4pm spot rates. Reflects the AUM of Insight, the
corporate brand for certain companies operated by Insight Investment Management Limited (IIML). Insight includes, among others,
Insight Investment Management (Global) Limited (IIMG), Insight Investment International Limited (l1IL) and Insight North America
LLC (INA), each of which provides asset management services. ! Excludes previous parent introduced assets prior to 2009.
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Insight’s broad opportunities strategy
Long performance track record

Insight

INVESTMENT
J
Strategy performance against benchmark since inception Drawdown risk/return comparison
9% - 8.25% 8.11%
4.77% 4.66% 10% - :
6% 1 S Static asset
0 2.53% o
3% - 1.42% - — e 2.20% . ’ = Insight’s broad allocation (60/40)
0% - . . . . S | ¢ opportunities
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. . . 8
m [nsight’s broad opportunities strategy (AUD proxy) Inflation = %)/ Global Hedge
Strategy performance against target since inception - 4% A Fund Return
£ Index
e 340 - g
i o
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5 e __--"" El Fund Return
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(é) 140 i = < 0% T T T T T 1
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Insight’s broad opportunities strategy (AUD proxy) - — = Inflation +5%

Downside risk/Drawdown

Please refer to the risk disclosures at the back of this document. As at 31 December 2018. Gross returns. * Strategy initiated

31 December 2004. The long-term track record of Insight's broad opportunities strategy has a base currency of USD. This performance record has been adjusted by interest rate differentials to derive an AUD proxy.
No currency adjustments have been made to the underlying investments. Inflation represents RBA CPI (trimmed mean). Static asset allocation is based on a 60% global equities (MSCI World Index, net of
withholding taxes, hedged into AUD) and 40% bonds (JP Morgan GBI index hedged into AUD) allocation. Global equity is based on the MSCI World Index, net of withholding taxes, hedged into AUD. Global
government bonds represents JP Morgan GBI index hedged into AUD. Hedge Fund Return Index represents HFRX Global Hedge Fund (AUD) index. Macro Hedge Fund Return Index represents HFRX Macro/CTA
(AUD) index. Indices shown as Total Return. The global equities index is shown to illustrate the strategy’s volatility against equities. Drawdown is calculated as the largest peak-to-trough change in the period, based

on monthly data.
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What are we trying to achieve? :
ying Insight
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Funding level
A
Target
|
|
|
|
|
|
|
|
Current '
: Time
>

Source: Insight Investment, for illustrative purposes only.
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Understanding equities

Insight
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% of time observed since 31 December, 2004
30% T
25% -
20% -
15% A
10% 1

5%

0% - .

— e | A

Rolling twelve month returns

<-30% -25to- -20to- -15to- -10to- -5to- Oto Oto I 5to 1 10 to
-5% - 30% 25% 20% 15% 10% 50 5% : 10% | 15%

L/

25to0  >30%
30%

Source: Insight Investment as at 31 December 2018. Chart shows distribution of global equity returns since 31 December 2004.

Global equities represents MSCI World (Total Return, GBP).
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Generating returns Insiot e
Implications of volatile asset prices INVEST%ENT
o/

A traditional approach to asset allocation

Expected returns Range of
Expected volatility ‘efficient

Asset

Objective .
allocation

portfolio

Expected
outcomes

correlations

* An elegant framework that requires few inputs

* However, in reality the inputs cannot be forecast with the degree of accuracy required by the approach
— output highly sensitive to inputs
— unintuitive portfolio swings
— in some senses, ‘garbage in, garbage out’

Source: Insight Investment.
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Implications of using equities: which expected returns? Insight
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US equity returns (20 year average)
2 1 @ 2000
16 - @ 1960
§ @ 13830
c 12 -
2 & 1940
o
1920
8 - & 1980 *
PS € 1840 @ 1900
4 - 1820 ¥ 1860
O 1 1 1 1 1 1
0% 5% 10% 15% 20% 25% 30%

Standard deviation of returns
Source: Insight Investment, US equity market returns 1801-2011.
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Diversification in practice
The UK stock market over 216 years

Insight
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Observations
* Number of years in which the stock market went down = 47 (22% of the time)
* Number of years in which the bond market went down = 54 (25% of the time)
* What was the number of years in which both the equity and bond markets went down?
* theory: 22% x 25% = 5.5% (twelve times)
— reality: 13% of the time (twenty eight times)

Conclusions

* In reality diversification is not perfect

* To some degree, equity and bond markets are correlated (which means that some things influence them both)

* Nevertheless, even in this simple example, by investing in both equities and bonds we improve the balance of risk and return
* Broadening the investment universe further improves the benefits of diversification

Source: Insight Investment, Datastream, Rimes. Data from December 1801 to December 2018.

e of :0 BNY MELLON e



Portfolio construction: 3 guiding principles

Insight
l\l/\/ESTMENT
{ Diversification ]
{ Dynamism J
{ Downside protection ]
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Diversification: some considerations :
Insight
INVESTMENT
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‘ ’ _ N y
Beta' or market driven: Risk reduction... a free lunch?
Price performance Investing across a range of different assets normally
Incomelyield lowers risk of portfolio
Y. \_
1 J : \ (
Alpha’ driven: ... sometimes there can be a charge
Function of manager decisions Beware: correlation, or the interaction, between
Can be isolated from market based returns | X asset classes changes over time

Source: Insight Investment, for illustrative purposes only.
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Flexibility to navigate a range of market conditions
Accessing a broad opportunity set

Insight
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Traditional sources of return reliant
on asset class performance

Commodities

Real
estate

Directional
EMD
Government Investment

bonds grade

t*

Directional trades are attractive when
markets are trending up

Source: Insight Investment, for illustrative purposes only

Alternative sources of return less-reliant
on rising markets

Absolute

return

Infra- . Le$S R\t/a;?;i;/e
SR Ndirectional

Breakout

Opportunities for alternative less directional
strategies increases when markets are falling and
more volatile
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Investing across a range of assets can lower portfolio risk
Example: risk profile of an insight diversified growth fund

Insight

INVESTMENT
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Source: Insight Investment data as at 31 December 2018. 3-years of daily data for realised annualised volatility of current individual
positions compared to the strategy’s expected annualised volatility.
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Dynamism: return opportunity and risks across asset classes vary over time

What should drive dynamic management of investments?

Insight

INVESTMENT
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Valuation

Cheap valuations:

Provide a cushion against
uncertainty

Prospect for future returns
IS greater

4 Y

Macro environment

r

\ A

What's happening
around the world?

Economic environment
materially affects how
assets perform

\

Source: Insight Investment, for illustrative purposes only.

Market positioning

a _ N
Being aware of investor

psychology can help:
Avoid ‘crowded trades’

Take advantage of reversal
opportunities

\. y.
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Dynamic asset allocation in practice
Example: Insight’s diversified growth strategy

Insight
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Asset allocation over time
100

90

80 Financial ‘Global growth Cyclical
Crigis scare’ upswing

70
60
50
40
30
20
10

0 . !
Dec-06 Jun-08 Dec-09 Jun-11 Dec-12 Jun-14 Dec-15 Jun-17 Dec-18

Portfolio weight %

m Cash? m Fixed income = Equity m Real assets m Total return strategies

Data as at 31 December 2018. Positions are shown on a net basis. * Cash: Includes cash at bank, FX forwards and money market
mstfruments. Allocations are subject to review and may change without notice. Past performance is not a guide to future
performance.
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Downside risk management: equity beta (for illustrative purposes only) Insight
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Simple put protection: 10% OTM put option Dynamic approach to risk budgeting for cyclical assets
40%
30%
20%

P&L falls, risk tolerance

decreases
%

Put protection benefit

P&L rises, risk tolerance
increases

—

P&L at expiry

Probability density
function
N
o

— Put protection cost %8
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Simple put protection: benefits versus costs Dynamic risk management versus simple put protection
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Global equities —Global equities + put option 10% OTM DAA = dynamic asset allocation on global equities

Source: Insight Investment. For illustrative purposes only.
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Downside risk management: equity alpha example

Insight
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How it works in practice

A Rationale

* Specific market expected to
break out of trading range

* This illustration is an upside
breakout; downside breakout
is essentially the reverse

Market index level

Risk management

* We aim to contain losses
primarily through:

— stop-loss triggers”, or

Implementation
* Combination of exchange traded options

* Where option pricing presents attractive
pay-off profile

* Wetypically seek an asymmetric pay-off which
provides some loss protection if markets move
against us

— can include capped-loss
trade design

| I—

Time

A 4

Source: Insight Investment. For illustrative purposes only. * A stop-loss mechanism is not a guarantee to limit losses at any given

level.
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Downside risk management: equity alpha example Insight
INVESTMENT
/.
Pre volatility spike Post volatility spike
A A
E —
o 2% 3
o1 =0 VYT e = = = = = = - >
_g 5% é ________ 2%
g g
= ‘;“ 12%
>
Time Time %

Source: Insight Investment. For illustrative purposes only. * A stop-loss mechanism is not a guarantee to limit losses at any given

level.
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Downside risk management: equity alpha example Insight
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Likely structure

A
+
7))
2
O
15
o . >
% 8:8 100 102 107
=
I
I Current market level
- e i
Trade loses money only if market falls by 12%

v giving some downside protection

ISoche: Insight Investment. For illustrative purposes only. 1 A stop-loss mechanism is not a guarantee to limit losses at any given
evel.
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Portfolio construction: 3 guiding principles Insight
INVESTMENT
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{ Diversification ]
( D -
| ynamism
{ Downside protection ]
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Availability and research ratings .
y 9 Insight
INVESTMENT
/e
Insight Diversified Inflation Plus Fund available on: Insight Diversified Inflation Plus Fund research
e Macquarie Wrap ratings:
* BT Wrap/Panorama
e Netwealth * Zenith Investment Partners — Recommended (issued 12

HUB24 November 2018)

Onevue Zenfth

Wholesale PDS (min $20k) vestment Partners

* Lonsec Research — Recommended (issued 22 January 2019)

Lonsec Resedrch

Please refer to Lonsec and Zenith Disclaimers at the back of this document.
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Summary Insight
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* Portfolio construction continues to evolve and whilst traditional approaches have merit, greater client expectations and changing
market conditions require an adaptive approach.

* Equities provide the greatest potential for return, but they may also present the greatest risk to portfolios.

* Diversification using only traditional sources of returns, provides an element of risk management...but may be less effective than
anticipated from time to time.

* The 3 D’s — all 3 are required!
— diversification should be sought from a broad range of return sources including less directional sources.
— dynamic asset allocation is an important risk management tool enabling the portfolio to be adjusted for various environments.

— downside risk management should be undertaken at the specific investment level. Knowing “tolerable bounds of loss” is critical
when managing to a real return target. Having “stop-loss” triggers or at least an opportunity to re-assess a losing position is
equally important.
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Important disclosures

Insight
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Disclaimers for Lonsec and Zenith below

Insight
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The Lonsec Rating (assigned 01/2019) presented in this
document is published by Lonsec Research Pty Ltd ABN 11 151
658 561 AFSL 421 445. The Rating is limited to “General
Advice” (as defined in the Corporations Act 2001 (Cth)) and
based solely on consideration of the investment merits of the
financial product(s). Past performance information is for
illustrative purposes only and is not indicative of future
performance. It is not a recommendation to purchase, sell or
hold Insight Investment product, and you should seek
iIndependent financial advice before investing in this product.
The Rating is subject to change without notice and Lonsec
assumes no obligation to update the relevant document
following publication. Lonsec receives a fee from the Fund
Manager for researching the product using comprehensive and
objective criteria. For further information regarding Lonsec’s
Ratings methodology, please refer to our website at:
http://www.lonsecresearch.com.au/research-solutions/our-
ratings

The Zenith Investment Partners (ABN 27 103 132 672, AFS

Licence 226872) (“Zenith”) rating (assigned 11/2018) referred to
in this document is limited to “General Advice” (s766B
Corporations Act 2001) for Wholesale clients only. This advice
has been prepared without taking into account the objectives,
financial situation or needs of any individual and is subject to
change at any time without prior notice. It is not a specific
recommendation to purchase, sell or hold the relevant
product(s). Investors should seek independent financial advice
before making an investment decision and should consider the
appropriateness of this advice in light of their own objectives,
financial situation and needs. Investors should obtain a copy of,
and consider the PDS or offer document before making any
decision and refer to the full Zenith Product Assessment
available on the Zenith website. Past performance is not an
indication of future performance. Zenith usually charges the
product issuer, fund manager or related party to conduct
Product Assessments. Full details regarding Zenith’'s
methodology, ratings definitions and regulatory compliance are
available on our Product Assessments and at
http://www.zenithpartners.com.au/RegulatoryGuidelines

Part of :’ BNY MELLON
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Risk disclosures Insight
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*Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due
to exchange rate fluctuations.

*The performance results shown, whether net or gross of investment management fees, reflect the reinvestment of dividends and/or
income and other earnings. Any gross of fees performance does not include fees and charges and these can have a material detrimental
effect on the performance of an investment.

* Any target performance aims are not a guarantee, may not be achieved and a capital loss may occur. Strategies which have a higher
performance aim generally take more risk to achieve this and so have a greater potential for the returns to be significantly different than
expected.

« Portfolio holdings are subject to change, for information only and are not investment recommendations.
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Supporting notes and index definitions Insight

INVESTMENT
7

* The long-term track record of Insight’s broad opportunities strategy has a base currency of USD. This performance record has been adjusted by interest rate differentials to
derive an AUD proxy. No currency adjustments have been made to the underlying investments.

Index definitions

* Information about the indices shown here is provided to allow for comparison of the performance of the strategy to that of certain well-known and widely recognised indices.
There is no representation that such index is an appropriate benchmark for such comparison. You cannot invest directly in an index and no account has been taken of
charges. The volatility of the indices may be materially different from that of the strategy. In addition, the strategy’s holdings may differ substantially from the securities that
comprise the indices shown.

* |ndices shown as Total Return.

Index Description

Cash Bloomberg AusBond Bank Bill Index
Inflation RBA CPI (trimmed mean)

Static asset allocation is based on a 60% global equities (MSCI World Index, net of withholding taxes, hedged

Static asset allocation (60/40) into AUD) and 40% bonds (JP Morgan GBI index hedged into AUD) allocation.

MSCI World TR index in local currency terms. The global equities index is shown to illustrate the strategy’s

Eiteloel @iy performance relationship with equities during certain windows to illustrate how it changes.
Global government bonds JP Morgan GBI index hedged into AUD
Hedge Fund Return Index HFRX Global Hedge Fund (AUD) index

Macro Hedge Fund Return Index HFRX Macro/CTA (AUD) index.

Source: Insight as at 31 December 2018.
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Associated Iinvestment risks Insight
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Multi-asset

*Derivatives may be used to generate returns as well as to reduce costs and/or the overall risk of the portfolio. Using derivatives can
involve a higher level of risk. A small movement in the price of an underlying investment may result in a disproportionately large
movement in the price of the derivative investment.

e Investments in bonds are affected by interest rates and inflation trends which may affect the value of the portfolio.
* The investment manager may invest in instruments which can be difficult to sell when markets are stressed.

*Property assets are inherently less liquid and more difficult to sell than other assets. The valuation of physical property is a matter of the
valuer's judgement rather than fact.
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Other disclosures

Insight
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This document is a financial promotion and is not investment
advice,

This document must not be used for the purpose of an offer or
solicitation in any jurisdiction or in any circumstances in which
such offer or solicitation is unlawful or otherwise not permitted.
This document should not be duplicated, amended or forwarded
to a third party without consent from Insight Investment.

Insight does not provide tax or legal advice to its clients and all
investors are strongly urged to seek professional advice
regarding any potential strategy or investment.

For a full list of applicable risks, and before investing, investors
should refer to the Prospectus or other offering documents.
Please go to www.insightinvestment.com.

Unless otherwise stated, the source of information and any views
and opinions are those of Insight Investment.

Telephone calls may be recorded.

For clients and prospects of Insight Investment Management
(Global) Limited: Issued by Insight Investment Management
(Global) Limited. Registered in England and Wales. Registered

office 160 Queen Victoria Street, London EC4V 4LA; registered
number 00827982.

For clients and prospects of Insight Investment Funds
Management Limited: Issued by Insight Investment Funds
Management Limited. Registered in England and Wales.
Registered office 160 Queen Victoria Street, London EC4V 4LA,;
registered number 01835691.

For clients and prospects of Insight Investment International
Limited: Issued by Insight Investment International Limited.
Registered in England and Wales. Registered office 160 Queen
Victoria Street, London EC4V 4LA; registered number 03169281.

Insight Investment Management (Global) Limited, Insight
Investment Funds Management Limited and Insight Investment
International Limited are authorised and regulated by the
Financial Conduct Authority in the UK. Insight Investment
Management (Global) Limited and Insight Investment
International Limited are authorised to operate across Europe in
accordance with the provisions of the European passport under
Directive 2004/39 on markets in financial instruments.
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Other disclosures (continued)
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For clients and prospects based in Singapore: This material
Is for Institutional Investors only. This documentation has not
been registered as a prospectus with the Monetary Authority of
Singapore. Accordingly, it and any other document or material in
connection with the offer or sale, or invitation for subscription or
purchase, of Shares may not be circulated or distributed, nor may
Shares be offered or sold, or be made the subject of an invitation
for subscription or purchase, whether directly or indirectly, to
persons in Singapore other than (i) to an institutional investor
pursuant to Section 304 of the Securities and Futures Act,
Chapter 289 of Singapore (the ‘SFA’) or (ii) otherwise pursuant
to, and in accordance with the conditions of, any other applicable
provision of the SFA.

For clients and prospects based in Australia and New
Zealand: This material is for wholesale investors only (as

defined under the Corporations Act in Australia or under the
Financial Markets Conduct Act in New Zealand) and is not
intended for distribution to, nor should it be relied upon by,
retail investors. Both Insight Investment Management (Global)
Limited and Insight Investment International Limited are exempt
from the requirement to hold an Australian financial services
licence under the Corporations Act 2001 in respect of the
financial services; and both are authorised and regulated by the
Financial Conduct Authority (FCA) under UK laws, which differ
from Australian laws. If this document is used or distributed in
Australia, it is issued by Insight Investment Australia Pty Ltd (ABN
69 076 812 381, AFS license number 230541) located at Level 2,
1-7 Bligh Street, Sydney, NSW 2000.

© 2018 Insight Investment. All rights reserved.
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