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How are Managed Portfolio Services getting on?

| have completed reports in 2020 and 2021 covering Managed Portfolio Services (MPS) in some
detail and will be embarking on my research later in the summer this year.

Speaking to different fund managers is always interesting. Almost exactly two years ago, Coronavirus
had just reared its ugly head. The markets were spooked and all funds without exception dropped
like a stone. | was taking graphs from Defaqto as part of my research. They all looked the same. An
incline showing steady growth followed by a dramatic drop. - Like off the edge of a cliff.

The fund managers did not share my amusement that they had all experienced the same graphically
illustrated drop. Particularly, when they are so careful to set out their credentials of being original
and innovative in their investment strategies. They had all experienced my favourite investment risk
warning “funds can fall as well as plummet”.

Obviously, the wise money simply stayed in the market to await recovery, which happened
reasonably quickly. Although | am aware of one adviser firm that moved all their clients into cash
and therefore crystalised losses and missing the recovery.

Defaqto has adopted managed portfolio services (MPS) as the preferred terminology for a portfolio
of segregated holdings where all clients in a particular profile receive exactly the same portfolios
and, crucially, are traded and adjusted, with a discretionary agreement in place, by the discretionary
managers.

More Discretionary Fund Managers (DFMs) are offering the MPS style of investments because it
enables them to extend their services to smaller investors in an efficient and economical way. This
has aligned quite nicely to adviser firms wanting to de-risk their investment services by getting an
expert third-party to provide this service.

When | was an adviser, | prided myself in being a decent stock picker, or at least a fund picker. In my
arrogance, | would have backed myself to make informed investment decision as well as any fund
manager Despite the fact that | was doing it part time and they were doing their work all day, every
day with a team of analysts providing their information. | still find it quite interesting that some IFA
firms still believe this.

More recently, the fashion for Environmental, Social & Governance (ESG) style investment has
caused a bit of a shake up for the DFMs and MPS business. Many fund managers have embraced
Sustainable or Responsible styles of investment for some time. But the ESG funds have mushroomed
over the last couple of years as the fund managers all want a slice of that business and suffer from
the collective Fear Of Missing Out.

There are anecdotes about the number of funds that have been re-labelled as ESG funds without any
change to their investment mandate. This greenwashing can be very confusing for advisers and
clients.

Also, the people who have been in this field of investment for years feel that those fund managers
that have introduced an ESG labelled fund have missed the point of ESG investment. ESG
investment is not just a badge, but a philosophy and an investment strategy that should be the
beating heart of a company’s investment beliefs.
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One fund manager described ESG investment as doing the investment job properly. So any fund
manager that runs both ESG and traditional funds is basically admitting that their traditional funds
are not doing the whole job. So, you have the choice of a full-blooded investment and a half-hearted
one

Task Force on Climate-related Financial Disclosures (TCFD)

The TCFD was set up by the Financial Stability Board in 2015 to identify the market’s climate-related
information needs and develop a set of climate-related disclosure recommendations.

The TCFD’s final report, published in June 2017, sets out 11 recommended disclosures under 4
pillars:

e governance
e strategy

e risk management

e metrics and targets

The Government endorsed the TCFD’s recommendations in 2017 and made their implementation a
central part of the 2019 Green Finance Strategy. In November 2020, a cross-Whitehall and regulator
taskforce (including the FCA) published an Interim Report and Roadmap, setting out a strategy
towards mandatory TCFD-aligned disclosures by 2025.

In November 2020, a cross-Whitehall and regulator taskforce published an Interim Report and
Roadmap, setting an indicative timeline for when commercial companies and financial services firms
should expect to begin reporting against the TCFD’s recommendations.

As of the end of December 2021, the following regulated firms have climate-related disclosure
requirements aligned with the TCFD’s recommendations:

e premium listed companies

e issuers of standard listed shares and global depositary receipts (GDRs)
e asset managers

o lifeinsurers

e FCA-regulated pension providers

This disclosure regime is due to be brought in for advisers and the FCA is still working on the timescales for this
to happen. Probably not this year, but definitely by 2025 as above.

| was excited to hear that ESG Accord is about to publish a report on MPS within the ESG environment. |
believe that this will be available by the end of next week. | am sure that it will be a great quality production
and very useful for advisers.
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