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not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.
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business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted 
managed investments, listed companies, structured products, and IPOs.
IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS
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INDEPENDENCE – ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials 
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing 
the issuer. For this reason, analysts are not permitted to attend “road show” presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking 
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they 
have access to the same information as their investor clients. 

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may 
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market 
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INDUCEMENTS AND INAPPROPRIATE INFLUENCES

IIR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other 
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publication, IIR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IIR as at the date of 
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contained in the Report is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner in which a recipient intends to use it. 
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THIS IS A COMMISSIONED RESEARCH REPORT.

The research process includes the following protocols to ensure independence is maintained at all times:

1) The research process has complete editorial independence from the company and this included in the contract with the company;

2) Our analyst has independence from the firm’s management, as in, management/ sales team cannot influence the research in any way;

3) Our research does not provide a recommendation, in that, we do not provide a “Buy, Sell or Hold” on any stocks.  This is left to the Adviser who knows their client and the individual portfolio of the client.

4) Our research process for valuation is usually more conservative than what is adopted in Broking firms in general sense.  Our firm has a conservative bias on assumptions provided by management as 
compared to Broking firms.

5)  All research mandates are settled upfront so as to remove any influence on ultimate report conclusion;

6) All staff are not allowed to trade in any stock or accept stock options before, during and after (for a period of 6 weeks) the research process.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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Note: This report is based on 
information provided by DFS Portfolio 
Solutions as at August 2014 .
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Offer Details

Access: DFS Advisory/Managed 
Account/Hub24

Establishment 
Date:

February 2012 & August 2013

Maturity 
(years):

na

Distributions: Distributions will be directed 
to clients portfolios when 
distributed by underlying 
investments. Distributions will 
differ depending on the model 
portfolio and composition of 
the portfolio. 

Key Exposure

Underlying  
Exposure

Portfolio of active managers 
and low-cost managed funds 
and/or ETFs

FX Exposure The allocation to international 
markets will result in the 
portfolios having direct 
exposure to foreign currency 
movements. The level of 
hedged exposure will be 
determined by the Manager.

DFS DYNAMIC ASSET ALLOCATION              
ALPHAPLUS MODEL PORTFOLIOS

1. OFFER OVERVIEW

PRODUCT SUMMARY

The DFS Dynamic Asset Allocation AlphaPlus Model Portfolios (DFS Model Portfolios) are 
dynamically managed multi-asset portfolios of funds that seek to achieve a more stable risk 
profile around the pre-set risk targets than statically managed multi-asset portfolios over the 
long-term. There are five model portfolios available that cater to the differing levels of risk 
tolerance of investors - Conservative, Moderately Conservative, Balanced, Growth and High 
Growth. The investment strategy is based on the premise that dynamic management of the 
portfolios will generate superior returns to static asset allocation portfolios. The DFS Model 
Portfolios are issued and managed by DFS Portfolio Solutions (the Manager), a division of the 
DFS Group. The cost of accessing the model portfolios will be determined by the adviser/
platform used to access the model portfolios. The Model Portfolios are currently available 
through three platform providers (1) DFS Advisory; (2) Managed Accounts; and (3) Hub24. 
The cost of accessing the portfolios will depend on which channel the Model Portfolios are 
accessed.    

2. INVESTMENT VIEW 

INVESTOR SUITABILITY 

The DFS Model Portfolios are suitable for those investors that are seeking to manage the 
level of volatility experienced in their investment. With the spectrum of portfolios, there 
is a portfolio suitable for all levels of risk tolerance. Capital preservation and downside 
risk management is prevalent across all model portfolios. As such, investors should be 
comfortable with the Manager allocating a portion of the portfolios to cash in the event the 
stop-loss function is triggered. The model portfolios are actively managed and the tax position 
of investors is not taken into consideration. Portfolio turnover may result in heightened tax 
consequences for investors. Investors should have a long-term investment horizon with the 
full benefits of the model portfolios only set to be realised through a range of market cycles.        

3. RECOMMENDATION
Independent Investment Research (IIR) has assigned the DFS Model Portfolios a 
Recommended rating. The Portfolios provide investors access to a dynamically managed 
portfolio of managed funds that seeks to provide a more stable risk profile around the 
respective pre-set risk targets for each of the Portfolios. The Manager seeks to generate 
voaltility that is consistently closer to the pre-set risk targets than the statically managed 
funds, which are respresented by the Morningstar Australia Multisector Indices.  The 
Portfolios have performed in line with the objective to date, with the Portfolios being tilted 
towards growth assets during times of low market volatility and the volatility in all Portfolio, 
except for the High Growth portfolio, has consistently generated volatility closer to the 
risk targets than the benchmark indices. Given the mandate, the Portfolios will likely have 
greater volatility during a low volatility environment and lower volatility during periods of 
high market volatility. While we have assigned the Portfolios a Recommended rating we 
highlight some prominent risks: (i) Key man risk - the investment team is small with just 
three members. While the Manager keeps protocols and processes in the event there is a 
loss of a team member, on both the quantitative and qualitative side of the process there 
would be a significant induction period to get a new team member up to speed and the loss 
of any personnel would stretch the current team beyond its capcaity and the portfolios will 
likely be adversely effected; (ii) Limited perofrmance history - the Portfolios have only been 
in operation for a short period pf time and as such have limited performance history. Whilst 
the Portfolios have been performing as mandated to date, there is the risk that they will not 
perform as expected over the longer-term.  

The investment opinion in this report is current as 
at the date of publication. Investors and advisers 
should be aware that over time the circumstances 
of the issuer and/or product may change which 
may affect our investment opinion.
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4. SWOT SUMMARY

STRENGTHS

 � The DFS Model Portfolios offer access to a professionally managed portfolio of managed 
funds. The Manager undertakes a significant amount of due diligence of the underlying 
investments with access to fund managers that the retail clients might not have.    

 � The Manager undertakes a comprehensive review process of funds to select what it 
considers to be the optimal portfolio.

 � The Manager has developed a proprietary dynamic risk management system to manage 
volatility to a desired level and preserve investor capital.

 � To date, the Manager has achieved its objective of outperforming the benchmark indices, 
generating greater returns than the respective benchmark indices across the board. The 
Model Portfolios have also largely outperformed on a risk-adjusted return basis, with the 
Model Portfolios generating the same if not greater Sharpe Ratios than the benchmark 
indices. 

 � The Model Portfolios provide diversification across asset classes, with the Manager 
allocating assets to both growth and defensive assets.

WEAKNESSES         

 � To date the Manager has managed the Portfolios in accordance with the mandate, with 
the Portfolios being tilted to growth assets during low market volatility, however the 
short tenure of the Portfolios means the portfolios have not been through a range of 
market cycles and therefore we are yet to see the implementation of the strategy across 
all markets.

 � While the majority of the Model Portfolios have achieved their goal reagarding stability of 
the risk profile around the risk target, the High Growth Portfolio has not been successful  
with this endeavour.  

OPPORTUNITIES

 � The Model Portfolios offer investors the opportunity to follow a portfolio of funds 
developed and maintained by a professional investment team.

 � The Model Portfolios provide investors the opportunity to emulate a dynamically 
managed portfolio of funds that has a focus on capital preservation. 

 � The Model Portfolios provide the opportunity to participate in an investment that 
potenitally offers superior upside return than a statically managed multi-sector portfolio.

THREATS

 � The Manager’s investment philosophy is predicated on the basis that capital preservation 
and dynamic asset allocation provides superior long-term returns to static asset 
allocation funds. This is dependent on the Manager’s ability to successfully implement 
the strategy. In the event the strategy is not implemented successfully, this may result 
in the portfolios not achieving their risk targets and underperforming other multi-sector 
funds.   

 � The Model Portfolios will be implemented by the adviser/platform provider. Some of 
the underlying funds in the portfolios may not adhere to the approved investment list of 
the adviser/platform. As such, the actual portfolios may differ to those provided by the 
Manager, which may in turn impact return outcomes.

 � The Manager has a small investment team. In the event one of the team members exits 
the team, this will leave the Manager shorthanded and will likely adversely impact the 
management of the model portfolios.

 � The use of the stop loss function may result in the Manager missing out on some of the 
upside once the market corrects.

 � Sharp whips in the market may result in false signals in the model, which may in turn 
represent premature action taken by the Manager.
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5. STRUCTURE

PRODUCT OVERVIEW

The DFS Dynamic Asset Allocation AlphaPlus Model Portfolios (DFS Model Portfolios) are 
issued and managed by DFS Portfolio Solutions, a subsidiary of the DFS Group. The DFS 
Model Portfolios are risk based models and seeks to generate a more stable risk profile 
around the pre-set risk targets than static multi-asset portfolios. The DFS Model Portfolios 
are actively managed multi-sector portfolios of funds that has a dynamic asset allocation 
overlay. There are two suites of model portfolios on offer from DFS Portfolio Services (1) 
Indexed suite; and (2) AlphaPlus suite. Each of the two suites comprises five model portfolios 
(detailed in Section 8 below) that offer varying risk profiles. The AlphaPlus suite, which is the 
subject of this report, invests in a combination of actively and passively managed funds. 

The DFS Model Portfolios seek to provide a diversified portfolio of funds that provides an 
optimal portfolio to achieve more stable returns than static multi-asset portfolios. Once the 
portfolios are created there is a dynamic risk management overlay, which determines the 
allocation to growth versus defensive assets, whereby during times of low volatility the 
portfolio allocations are tilted towards growth assets and during times of high volatility the 
portfolio is tilted towards defensive assets. A stop-loss protection mechanism is also used to 
preserve investor capital. The process is explained in detail in the below sections.

Tabled below are the pre-set risk targets for each of the Model Portfolios. The Manager 
will seek to manage the risk profile of the portfolios around the risk targets, over the long-
term generating a more stable risk profile than static multi-sector portfolios. A more stable 
risk profile involves generating less variance in volatility around the risk targets than what 
statically managed multi-sector portfolios deliver.       

Risk Targets

Model Portfolio Volatility

Conservative 5%

Moderately Conservative 6.5%

Balanced 8%

Growth 9.5%

High Growth 11%

The underlying funds are selected based on a comprehensive quantitative and qualitative 
selection process and reviewed on a regular basis. The MERs for the Model Portfolios range 
from 0.93% to 0.99%. The combination of active managers and low cost funds keeps the 
MER of the portfolios to reasonable levels.           

The DFS Model Portfolios can be accessed through the DFS Advisory, Managed Accounts 
and Hub24 Platforms. The cost associated with accessing the Model Portfolios will be 
determined by the platform used. Implementation of the Model Portfolios will be the 
responsibility of the Adviser and may differ subject to Approved Investment Lists.   

INVESTMENT STRUCTURE

Adviser/Platform

Investor

DFS Model Portfolios DFS Portfolio Solutions

No minimum  
investment amount

Model Portfolios are provided 
to Adviser to implement

Manages Portfolios
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Product Leverage

Used: There will be no direct leverage used in the Model Portfolios. Some of the underlying 
funds may incorporate leverage into their strategy, particularly Alternative funds given 
their strategies can be based on futures and derivatives.

Cost (incl. Fees): na

Recourse: na 

Capital Protection na

Tax

Disclaimer: Tax consequences depend on individual circumstances. Investors must 
seek their own taxation advice. The following comments show Independent 
Investment Research’s expectation of tax for ordinary Australian taxpayers, but 
cannot be considered tax advice.

Capital gains: In the event the underlying funds are sold at a greater price than they were purchased, 
investors will likely incur capital gains tax (CGT). If the investment is held for greater than 
12 months, investors may be eligible for the capital gains discount.

Distributions: Distributions will likely be held on income account in the year they are received.

Legal Structure

Wrapper: Model Portfolio

Responsible Manager: DFS Portfolio Solutions

Returns

Capital vs. Income: The level of capital versus income will be determined by the Model Portfolio selected and 
the construction of the portfolio. We would expect the level of capital gains to increase 
compared to income returns as the Model Portfolios seek higher levels of growth and are 
therefore exposed to higher levels of growth assets.

Investor Leverage

Available: No

Risks The below is not a full list of all risks associated with the model portfolios but 
highlights what IIR considers to be the more prominent risks associated with the 
use of the model portfolios. A detailed risk assessment can be obtained from the 
issuer. 

Manager Risk: The Model Portfolios are compiled and actively managed by the Manager. As such 
the ability of the Manager to make the correct decisions based on market timing and 
underlying funds is crucial to the Model Portfolios achieving their objective. In the event 
the Manager does not implement the process as suggested, the Model Portfolios may not 
achieve the desired goals. 

Model Risk: The asset allocation of the Model Portfolios is largely determined by proprietary models. 
In the event these models are corrupted or suffer from downtime, this may adversely 
impact the performance of the Model Portfolios.  

Key Man Risk: The investment team is small with just three members. As such, the departure of one 
of the members of the investment team will significantly impact the operations and 
potentially performance of the Model Portfolios. 

Concentration Risk: There may be instances when only one fund is used to represent an asset class. In such 
cases, if there is an issue with the individual fund this may have an adverse impact on 
the portfolio returns. 

6. MANAGEMENT & CORPORATE GOVERNANCE

DFS PORTFOLIO SOLUTIONS

DFS Portfolio Solutions is a division of the DFS Group. DFS Portfolio Solutions provides 
advisers with access to investment solutions plus a customised managed account platform 
offering access to the suite of DFS Model Portfolios. At present DFS offers 15 asset class 
model portfolios and 10 risk model portfolios.             
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INVESTMENT TEAM

The investment team comprises three members plus utilises the services of external 
consultants. The Manager uses external consultants to develop and improve its investment 
process and systems.

Investment Team

Name Role Experience 

Stephen Romic Principal, Head of Research Over 25 years of experience in the financial services industry. 

William Higgins Senior Investment Research 
Analyst

Mr. Higgins is responsible for the ongoing maintenance and development 
of the asset allocation methodology and proprietary models. Mr. Higgins 
previously held actuarial and asset consulting roles at Towers Perrin and 
Russell. 

Daniel Kisnorbo Investment Research Analyst Mr. Kisnorbo is responsible for implementing the investment manager 
selection process, which is used to select the underlying funds that 
comprise the model portfolios.

INVESTMENT COMMITTEE (IC)

 � The Investment Committee (IC) meets formally on a quarterly basis, while the sub-
committee convenes on a more regular basis to consider day to day operational issues.

 � The IC is required to consist of between 3 and 5 members. Currently there are 5 
members on the IC, which include the three members of the investment team plus 
George Krithis, a DFS Advisory Services Representative, and Matthew Jeremy, an asset 
consultant for Caravel Consulting Services.

 � As it currently stands, the majority of the IC is made up of the investment team. We note 
that further supervision is provided by the Compliance Officer, Patricia Chan, and the 
platforms through which the portfolios can be accessed.     

7. INVESTMENT PROCESS

INVESTMENT PHILOSOPHY 

 � The Manager’s investment strategy is predicated on the notion that market volatility 
is not constant, but varies over time. Based on this premise, the Manager believes 
the static asset allocation strategy is flawed as it assumes volatility is constant. The 
Model Portfolios seek to recognise that volatility is not constant and manage the asset 
allocation of the Portfolios to ensure that the variance of returns is reduced when 
compared to statically managed multisector portfolios.   

 � The DFS Model Portfolios are based on Arbitrage Pricing Theory (APT) factor models, 
whereby a number of risk factors are modelled to estimate the level of exposure to asset 
classes.

 � The Manager seeks to preserve capital through the use of a stop-loss protection 
mechanism. The Manager is of the view that capital preservation provides a larger capital 
base to enhance the accumulative effect of future compounding returns and therefore 
provides a superior long-term return.         

INVESTMENT PROCESS

The investment process for compiling the model portfolios can be broken into two broad 
processes: (1) Asset allocation process; and (2) Manager selection process. 

Asset Allocation Process

 � The asset allocation process determines the allocation to growth versus defensive 
assets. 

 � The asset allocation process is largely a quantitative process, which entails determining 
the optimal asset allocation to achieve the respective risk targets. The Manager uses an 
APT factor model to model risk premia and expected returns. The model incorporates 
the GARCH process to measure market volatility. The GARCH process captures dynamic 
volatility, providing a clearer picture of the market volatility.
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 � Once these factor have been established, the Manager runs monte carlo simulations, 
which are used to determine the optimal portfolios based on the volatility outcomes. 

 � The Manager reviews the model every month, to determine whether volatility and thus 
optimal portfolio allocations has changed sufficiently to reweight the portfolios.   

 � Generally speaking, lower volatility will result in the portfolios tilted towards growth 
assets, while higher volatility will result in the portfolios being tilted towards defensive 
assets.

 � There is a tolerance level for the asset classes to breach before the portfolios will be 
reweighted to make sure that the transaction costs do not outweigh the benefits of the 
reweighting. These levels for the model portfolios are detailed in the below table.

Tolerance Levels

Asset Class Conservative/Moderately Conservative Balanced/Growth/High Growth

Cash 7.5% 5.0%

Australian Fixed Interest 4.3% 4.3%

International Fixed Interest 4.3% 4.3%

Inflation Linked Bonds 1.4% 1.4%

High Yield Fixed Interest 7.5% 7.5%

Australian Equities 4.8% 3.2%

International Equities 4.3% 2.8%

Asia ex Japan Equities 2.0% 1.5%

Alternatives 7.5% 7.5%

REITs 3.0% 2.2%

Listed Infrastructure 3.0% 2.2%

 � In addition to the dynamic management of the portfolios, the Manager has an overlaying 
stop-loss policy for the purposes of preserving investor capital. The stop-loss policy is a 
rules based policy which we cannot detail due to confidentiality reasons. However the 
policy will result in the Manager selling the positions in low cost funds and retaining cash 
in the event the equity markets are overvalued and where price support has weakened. 
The Manager will hold cash until the price support strengthens sufficiently. The Manager 
only sells down the low cost funds and not the active manager positions to avoid 
excessive transaction costs. Typically the portfolio will be 50% low cost funds and 50% 
actively managed funds. 

 � The Manager uses the Schiller PE Ratio, also known as the Cyclically Adjusted PE Ratio 
(CAPE), as the signal for the value of the market. The Manager will focus on weakening 
price support in the event the CAPE ratio gets to historically high levels.                    

Manager Selection Process

 � The Manager undertakes a comprehensive process to select the underlying funds for the 
model portfolios. The process involves both quantitative and qualitative assessment of 
funds.

 � The Manager undertakes an 8 step process to select funds:

 � Step 1: Constructing the Investment Universe 

 – The Manager constructs its universe from a variety of sources including, iRate, 
Morningstar and internal databases. The universe consists of single strategy funds. 
The Manager allocates funds into their respective categories, with equity funds 
divided into growth, value, neutral and long short sub-categories.  

 – Using the databases it has access to, the Manager obtains the ten year returns (or 
the historical returns available if the fund does not have ten years of history) to run 
through the screening process.

 � Step 2: Performance Ranking to Create a Shortlist

 – Once the information for the funds in the investment universe has been collected, 
the Manager ranks the performance of the funds to compare their performance to 
other funds in the category. 
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 – The Manager uses a multi-factor model to assess the performance of funds based 
on historical performance figures. The weighted average of six indicators are used to 
measure a funds performance. 

 – Funds are ranked in their respective categories based on the performance indicator 
results. The Manager compiles a shortlist based on the results. Funds will make the 
shortlist if (a) they fall within the top quartile ranking of the category; (b) they have 
consistently improved their ranking; and (c) display superior, consistent, risk-adjusted 
returns.           

 � Step 3: Ranking of Shortlist

 – The above step ranks the performance of funds based on monthly data. Step 3 
utilises daily data to further assess the funds that make the shortlist. 

 – Using daily data, the Manager tests the performance of funds under different market 
conditions to ensure funds will provide superior performance in the expected market 
conditions as determined by the Manager. The Manager compares the Excess 
Return Distribution and the Observed Excess Returns to determine the performance 
of funds under the different market conditions. 

 � Step 4: Regression Analysis

 – Regression analysis is the final step in the quantitative process to create a Reserve 
list of funds. 

 – The Manager regress’ each of the shortlisted funds excess returns against (1) 
investment style indices; (2) cap-based indices; (3) FUM; and (4) net cash flows of 
the funds.

 – Regression analysis identifies the funds sensitivity to different factors as well as 
determining a funds ability to generate alpha. 

 – A Reserve list is created after taking into consideration the performance ranking in 
conjunction with the regression analysis. 

 � Step 5: Attribution and Risk Analysis

 – Once the Reserve list of funds is created, the Manager then commences the 
qualitative assessment of these funds.

 – The attribution analysis determines where the returns are coming from, while the 
risk analysis seeks to identify the risks associated with the funds portfolio.

 � Step 6: Due Dilligence Questionnaire and Meeting

 – Each of the funds on the Reserve list are asked to submit a Financial Services 
Council (FSC) Questionnaire, which provides details about the investment philosophy 
and process as well as the fund structure.

 – Once the questionnaire has been received and reviewed, the Manager will seek 
to have a meeting with the fund manager to review the portfolio and portfolio 
construction as well as the investment team and fund structure.

 � Step 7: Correlation Analysis and Model Composition

 – The Manager completes a correlation analysis of the funds on the Reserve list after 
completing the qualitative assessment of funds. The correlation analysis combined 
with the other analysis is used to construct optimal model portfolios for the particular 
risk targets. 

 � Step 8: Ongoing Monitoring of Funds

 – The Manager conducts a formal review of the Reserve list semi-annually. The formal 
review involves reviewing the funds performance to determine whether they are 
performing as expected and whether or not they remain in the optimal portfolio as 
determined by the risk-return assessment outlined in the above steps. 

 – In addition to reviewing the performance of funds, the Manager also conducts 
regular meetings with the underlying fund managers to discuss portfolio positioning, 
performance attribution and any structural changes that may have taken place. 
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8. PORTFOLIOS
 � There are five model portfolios in the AlphaPlus suite - (1) Conservative; (2) Moderately 

Conservative; (3) Balanced; (4) Growth; and (5) High Growth. All of these model portfolios 
comprise a combination of active managers and low cost managed funds and/or ETFs.

 � The below tables detail the asset class investment ranges for each of the five model 
portfolios. Note, the Neutral allocation is the portfolio allocations in the event the market 
volatility is around zero and the market is undervalued according to the Manager, and 
therefore invested.      

 � We note the Manager has allowed for wide ranges so they have the ability to implement 
their dynamic allocation process, which sees the Manager tilt to growth assets when 
volatility is low and tilt to defensive assets when volatility increases above the target level.   

Conservative Model Portfolio

Asset Class Neutral Allocation (%) Allocation Range (%)

Australian Equities 9.8 4.9-27.3

International Equities 11.7 5.9-27.3

REITs & Infrastructure 9.0 4.5-20.3

Alternatives 8.0 0-25.0

Fixed Interest & Credit 49.5 24.8-84.8

Cash 12.0 0-60.0

Moderately Conservative Model Portfolio

Asset Class Neutral Allocation (%) Allocation Range (%)

Australian Equities 13.5 6.8-35.3

International Equities 16.2 8.1-35.3

REITs & Infrastructure 12.5 6.3-26.1

Alternatives 14.0 0-32.5

Fixed Interest & Credit 37.0 18.5-78.9

Cash 6.8 0-60.4

Balanced Model Portfolio

Asset Class Neutral Allocation (%) Allocation Range (%)

Australian Equities 17.3 8.6-50.6

International Equities 20.8 10.4-50.6

REITs & Infrastructure 16.0 8.0-37.5

Alternatives 20.0 0-40.0

Fixed Interest & Credit 24.5 12.3-70.0

Cash 1.5 0-60.8

Growth Model Portfolio

Asset Class Neutral Allocation (%) Allocation Range (%)

Australian Equities 21.9 10.9-62.0

International Equities 26.6 13.3-62.0

REITs & Infrastructure 19.5 9.8-45.9

Alternatives 14.5 0-35.0

Fixed Interest & Credit 16.4 8.2-66.0

Cash 1.1 0-57.8

High Growth Model Portfolio

Asset Class Neutral Allocation (%) Allocation Range (%)

Australian Equities 26.5 13.3-64.7

International Equities 32.5 16.3-64.7

REITs & Infrastructure 23.0 11.5-47.9

Alternatives 9.0 0-30.0

Fixed Interest & Credit 8.3 4.1-59.0

Cash 0.8 0-54.9
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 � The portfolio allocations as at 31 August 2014 are detailed below. Obviously as the 
portfolios move from conservative to growth, the asset allocations move from a fixed 
interest bias to an equities bias. 

 � All portfolios currently have a greater allocation to growth assets than the neutral 
allocation position, given the low market volatility environment.

Portfolio Allocations as at 31 August 2014

Asset Class Conservative  
 

(%)

Moderately 
Conservative 

(%)

Balanced  
 

(%)

Growth  
 

(%)

High  
Growth  

(%)

Cash 7.8 4.3 0.0 0.0 0.1

Australian Fixed Interest 10.0 6.5 2.4 2.1 1.6

International Fixed Interest 6.4 4.1 1.5 1.3 1.0

Inflation Linked Bonds 1.8 1.2 0.4 0.4 0.3

High Yield Fixed Interest 24.5 21.4 14.1 8.4 2.9

Australian Equities 13.0 16.7 22.4 25.8 29.2

International Equities 15.5 20.1 26.9 31.4 35.8

REITs 6.0 7.7 10.4 11.5 12.7

Listed Infrastructure 6.0 7.7 10.4 11.5 12.7

Alternatives 9.0 10.3 11.5 7.6 3.6

9. PERFORMANCE ANALYTICS

SUMMARY OF ANALYTICAL RESULTS

The Conservative, Balanced and High Growth AlphaPlus Model Portfolios have been running 
since February 2012, while the Moderately Conservative and Growth Model Portfolios have 
been running since September 2013, so there is limited performance history. In addition to 
the limited performance history, equity markets since inception have experienced low levels 
of volatility and a steady rise which means we have not had the opportunity to view the 
performance of the Portfolios through a downward/highly volatile market cycle to determine if 
the portfolios perform as expected. 

The key findings from the performance analytics are:

 � The Model Portfolios have limited performance history, however the Manager has 
executed the stated investment strategy to date. 

 � Over the short performance history, the Model Portfolios have outperformed the target 
benchmarks being the respective Morningstar Australia Multisector Indices, with the 
Growth Model Portfolio having the greatest outperformance of its benchmark (the 
Morningstar Australia Multisector Growth Index) at 5.1%.

 � In addition to outperforming from a return perspective, the Model Portfolios have largely 
achieved their primary objective of generating a more stable risk profile around the pre-
set risk targets, with the exception of the High Growth Model Portfolio, which has had a 
greater variance in the volatility around the risk target than the benchmark.

 � The Manager has a focus on capital preservation with a stop-loss function implemented 
when the markets appear to be overvalued and price support has weakened. The  
Manager will sell down the low cost funds in the portfolios if the stop loss is triggered.   

 � One of the Manager’s objectives is for the Model Portfolios to experience superior 
upside returns and reduced downside returns compared to the benchmark indices. 
Generally speaking, the Manager has achieved a superior upside as detailed in the table 
below. Looking at the maximum and minimum monthly appreciation and drawdrown, 
the maximum monthly return generated by the Model Portfolios has generally been 
higher, however the maximum monthly drawdown has generally been greater than the 
benchmark indices.
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PERFORMANCE HISTORY 

 � The DFS Model Portfolios have limited performance history, therefore, we are unable to 
assess the outcomes of the Portfolios across all market environments to determine if the 
desired outcomes are achieved using the investment strategy.

 � The Model Portfolios seek to outperform the respective Morningstar Australia 
Multisector Indices. All the Model Portfolios have outperformed their benchmarks. On 
a risk-adjusted return basis, the Moderately Conservative and Balanced Portfolios are 
the best performing portfolio with a Sharpe Ratio of 1.9. We view the benchmark as a 
suitable proxy for the static multi-sector market.

 � The Manager seeks to generate a more stable risk profile around the pre-set risk 
targets than static multi-sector portfolios. To date the variance of the volatility of the 
portfolios has been greater than the benchmarks, however this is a primarily a result of 
the Portfolios being weighted towards growth assets due to the low market volatility 
environment. To get closer to the risk targets in the current market, the Manager has 
adhered to their investment mandate and tilted the Portfolios to growth assets. Over the 
long-term, the Manager is seeking to have a lower variance of volatility around the risk 
targets.    

Historical Performance of Model Portfolios

Conservative Moderately 
Conservative

Balanced Growth High  
Growth

Returns (%):

Since Inception 9.7 10.9 13.7 13.5 15.3

Outperformance/Underperformance of Benchmark +1.7 +4.2 +3.3 +5.1 +0.2

Volatility:

Since Inception 3.3 3.7 5.4 5.3 6.4

Benchmark Volatility 2.4 2.3 3.8 4.0 6.4

Sharpe Ratio:

DFS Model Portfolio 1.8 1.9 1.9 1.8 1.8

Benchmark Index 1.8 1.3 1.8 1.2 1.8

Maximum Monthly Appreciation (%):

DFS Model Portfolio 2.8 2.5 3.9 3.3 4.1

Benchmark Index 1.9 1.6 2.7 2.5 4.7

Maximum Monthly Drawdown (%):

DFS Model Portfolio -2.2 -0.8 -2.8 -1.4 -4.2

Benchmark Index -1.0 -0.4 -1.9 -1.2 -4.3

*The returns for those portfolios that have a history of greater than one year (Conservative, Balanced and High Growth) are 
annualised, however the remainging two portfolios are total returns over the period. 

 � The below chart shows the rolling annual volatility of the Balanced Model Portfolio since 
inception in February 2012. The variance in the volatility of the Balanced Model Portfolio 
has been greater than the benchmark, however, the volatility of the Balanced Model 
Portfolio has been consistently closer to the risk target of 8% than the benchmark. Given 
the low volatility environment experienced since inception of the Model Portfolio, we 
would expect the Model Portfolio to have greater volatility as the Portfolio is tilted to 
growth assets, compared to the benchmark which reflects static portfolios, in which the 
asset allocations remain unchanged.    

 � Over the long-term, the Manager expects that the Model Portfolio will have less variance 
around the risk target than that of the benchmark. However, due to the short tenure 
of the Portfolios we will have to wait and see if this outcome is achieved through the 
dynamic management of the Portfolios.  

 � We note that all the Model Portfolios, with the exception of the High Growth Model 
Portfolio, have been able to achieve voaltility that is consistently closer to the risk target 
than the respective benchmarks, since inception.
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Rolling Annual Volatility of Balanced Model Portfolio 

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

9.0%

10.0%

Jan-13 Mar-13 May-13 Jul-13 Sep-13 Nov-13 Jan-14 Mar-14 May-14

Benchmark DFS Balanced Model Portfolio Risk Target

Volatility Range
DFS Balanced Model Portfolio: 3.5%
Benchmark: 1.2% 

 � The Manager seeks to obtain the desired levels of volatility through assessing market 
volatility across a range of asset classes and then increasing exposure to growth assets 
during periods of low volatility and increasing exposure to defensive assets during 
periods of high volatility. The below graphics illustrate the split between growth and 
defensive assets for each of the Model Portfolios since inception. We note, the Manager 
considers REITs and Infrastructure as growth assets. 

 � Across all portfolios since inception, the Manager has increased exposure to growth 
assets, suggesting market volatility is low, as is evidenced by the low volatility of the 
portfolios, detailed above.  

 � Given the high risk targets of the Growth and High Growth portfolios, a significant 
portion of these portfolios are allocated to growth assets at  83.5% and 90.1% of the 
portfolios allocated to growth assets at 30 June 2014, respectively. This compares to 
39.9% allocation to growth assets in the Conservative portfolio.

Conservative Portfolio Moderately Conservative Portfolio
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Balanced Portfolio Growth Portfolio
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High Growth Portfolio
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PEER COMPARISON

 � We have provided a selection of multisector funds to compare the performance of these 
funds to the Managed Portfolios. The funds have been selected from the respective 
Morningstar Australia Multisector categories. The below funds have different investment 
strategies than the Model Portfolios, however provides a comparison of the performance 
of the Model portfolios compared to other multisector investment opportunities available 
to investors.

 � We note that the returns of the peer group are not directly comparable as they 
encompass an overarching management fee in addition to the underlying manager fees, 
whereas the Model Portfolio figures incorporate the underlying management fees but 
not an overarching fee, which is determined by the platform/adviser the Model Portfolio 
is accessed through. Therefore, the returns are slightly skewed in favour of the Model 
Portfolios.

 � On a risk-adjusted return basis, all the Model Portfolios have been competitive with 
their respective peer groups, with the Model Portfolios being the best performing in the 
Conservative, Moderately Conservative, Balanced and Growth categories. 

 � With respect to the objective of generating more consistent volatility around the pre-set 
risk targets, the Manager has achieved this compared to its peers across all Portfolios 
except for the High Growth Portfolio. While the volatility has been closer to the risk 
targets we note the absolute volatility of the Model Portfolios has generally been greater 
than its peers. 
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Return (from Model 
Portfolio inception  

to 30 June 2014)

Volatility Sharpe  
Ratio

Conservative:

Clearview Managed Investment Conservative Fund 5.5% 1.6% 1.2

Ibbotson Secure Trust 3.8% 0.5% 0.3

Mercer Defensive Fund 5.2% 1.2% 1.2

North Multi Manager Active Defensive Fund 9.0% 2.3% 2.3

DFS Conservative Model Portfolio 9.7% 3.3% 1.8

Moderately Conservative:

AMP Capital Conservative Fund 7.0% 1.7% 1.8

Advance Defensive Multiblend Fund 5.2% 1.1% 1.1

Blackrock Managed Income Fund 5.2% 1.8% 0.6

Clearview Managed Investment Diversified Stable Fund 6.3% 1.4% 1.6

Ibbotson Conservative Growth Trust 6.3% 1.4% 1.6

DFS Moderately Conservative Model Portfolio 10.9% 3.7% 1.9

Balanced:

Advance Moderate Multi-Blend Fund 9.2% 3.5% 1.6

Clearview Managed Investment Diversified Balanced Fund 10.8% 3.5% 2.0

Ibbotson Balanced Growth Trust 10.6% 3.2% 2.2

DFS Balanced Model Portfolio 13.7% 5.4% 1.9

Growth:

Aberdeen Multi-Asset Real Return Fund 7.3% 2.7% 1.2

Advnace Balanced Multi-Blend Fund 7.1% 3.0% 1.0

Blackrock Balanced Fund 7.8% 4.1% 0.9

Fiducian Growth Fund 9.8% 4.9% 1.2

Schroder Balanced Professional Fund 8.4% 3.1% 1.4

DFS Growth Model Portfolio 13.5% 5.3% 1.8

High Growth:

AMP Capital High Growth Fund 16.8% 6.6% 2.0

Advance High Growth Multi-Blend Fund 14.2% 6.6% 1.6

BT Multi-Manager High Growth Fund 14.1% 6.5% 1.6

Ibbotson High Growth Trust 14.1% 4.8% 2.2

North Multi-Manager Active High Growth Fund 19.6% 7.7% 2.1

DFS High Growth Model Portfolio 15.3% 6.4% 1.8

Source: DFS Portfolio Solutions/IRESS/Independent Investment Research

Note: Performance figures for the Conservative, Balanced anf High Growth Portfolios are annualised, while the performance                            
figures for the Moderately Conservative and Growth Portfolios is based on the 10 months of data ro 30 June 2014. 
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APPENDIX A – RATINGS PROCESS 

INDEPENDENT INVESTMENT RESEARCH PTY LTD “IIR” RATING SYSTEM. 

IIR has developed a framework for rating investment product offerings in Australia. Our 
review process gives consideration to a broad number of qualitative and quantitative factors. 
Essentially, the evaluation process includes the following key factors: product management 
and underlying portfolio construction; investment management, product structure, risk 
management, experience and performance; fees, risks and likely outcomes.

GRAPHS SCORE

Highly Recommended 83 and above
 R

ec
om

me
nd

ed

    
    

  N
ot

    
    

    
    

    
    

    
    

    
  S

pec
ulative

    
    

    
    

    
    

    
    

    
     

     
      

       
         

 Investment Grade

    
    

    
    

    
    

    
    

    
     

     
      

       
         

   
 Recommended

    
    

    
    

    
    

    
    

    
     

     
      

       
         

   
                                  Recommended    

    
    

    
    

    
    

    
    

     
     

      
       

         
   

                                        Highly

This is the highest rating provided by IIR, indicating this is a best 
of breed product that has exceeded the requirements of our review 
process across a number of key evaluation parameters and achieved 
exceptionally high scores in a number of categories. The product 
provides a highly attractive risk/return trade-off. The Fund is likely 
effectively to apply industry best practice to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors.
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                                        Highly

This rating indicates that IIR believes this is a superior grade product 
that has exceeded the requirements of our review process across a 
number of key evaluation parameters and achieved exceptionally high 
scores in a number of categories. In addition, the product rates highly 
on one or two attributes in our key criteria. It has an above-average 
risk/return trade-off and should be able consistently to generate 
above average risk-adjusted returns in line with stated investment 
objectives. The Fund should be in a position effectively to manage 
endogenous risk factors, and, to the extent that it can, exogenous risk 
factors. This should result in returns that reflect the expected level 
of risk.

Investment Grade 60-74
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                                        Highly

This rating indicates that IIR believes this is an above-average grade 
product that has exceeded the minimum requirements of our review 
process across a number of key evaluation parameters. It has an 
above-average risk/return trade-off and should be able to consistently 
generate above-average risk adjusted returns in line with stated 
investment objectives.

Speculative 40-59
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                                        Highly

This rating indicates that IIR believes this is a suitable product that 
has met the aggregate requirements of our review process across a 
number of key evaluation criteria. The product provides some unique 
diversification opportunities, but may not stand apart from its peers. 
It has an acceptable risk/return trade-off and should generate risk 
adjusted returns in line with stated investment objectives. However, 
concerns over one or more features mean that it may not be suitable 
for most investors.

Not recommended   39 and below
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This rating indicates that IIR believes that despite the product’s 
merits and attributes, it has failed to meet the minimum aggregate 
requirements of our review process across a number of key 
evaluation parameters. While this is a product below the minimum 
rating to be considered Investment Grade, this does not mean the 
product is without merit. Funds in this category are considered to be 
susceptible to high risks that are not reflected by the projected return. 
Performance volatility, particularly on the down-side, is likely.
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APPENDIX B – MANAGED INVESTMENTS COVERAGE 
The below graphic details the spread of ratings for managed investments rated by 
Independent Investment Research (IIR). The managed investments represented below 
include listed and unlisted managed funds, fund of funds, exchange traded funds and model 
portfolios.
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Investment Research or other parties. Such trade marks include registered 
trade marks and trade marks pending registration. Users are prohibited 
from using any of these trade marks, without seeking the prior written 
consent of IIR or such third party, which may own the trade mark content 
on this web site.

(e) Limitation of Liability
To the fullest extent permitted by the law, Independent Investment 
Research and any of its officers, employees, agents, consultants or related 
bodies corporate disclaim any liability, whether based in contract, tort, strict 
liability or otherwise, for any direct, indirect, incidental, consequential or 
special damages arising out of or in any way connected with the use of any 
Content made available on this web site by any person or entity.

(f) No Warranties
Independent Investment Research does not make any claims, promises, 
guarantees, representations or warranties regarding the accuracy, 
completeness or fitness for purpose of the Content made available on this 
web site. All information on this web site is provided to you on an as is 
basis, without warranty of any kind either express or implied. To the extent 
that research can be provided by third parties, Independent Investment 
Research makes no warranty or representation as to the accuracy or 
completeness of such information displayed on this site, and accepts no 
liability for errors or omissions arising from such third party information. 
To the fullest extent permitted by law, under no circumstances will 
Independent Investment Research be liable for any loss or damage caused 
by users reliance upon information obtained through this web site. It is 
the responsibility of the user to evaluate the accuracy, completeness or 
usefulness of any information, opinion, general advice or other content 
made available through this web site. Furthermore, Independent 
Investment Research does not warrant or represent that this web site 
is error free or free from viruses or defects. A user must do all that is 
necessary (including using virus checking software) to satisfy itself that 
accessing this website will not adversely affect its system.

For further information, please contact IIR at: client.services@
independentresearch.com.au 
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