    

SELECTING INVESTMENT MANAGERS

Some questions and guidance on process
Compilation of long list, to whom questionnaire is sent

People you have come across and like

· but investment managers rather than marketing/sales people

Firms with obvious expertise, including experience of ethically constrained funds

Firms to whom your business would be significant

One or two unusual people/maverick

Long list to short list

Most critical:

Comparison of:

Claims for special expertise

Management style and method

Specimen portfolio:


Management of ethical requirements if acceptable list not provided by the client

[If necessary seek expert help]

QUESTIONNAIRE
1 
Ownership and internal relationships.

(a) Describe the constitution and ownership of your organisation and its links with other bodies providing financial services.  Provide its last published accounts.

(b)  Give details of all criminal, civil or regulatory proceedings against your company and any associates which have concluded during the past three years with fines, the payment of damages or censure by a regulatory or professional body and any proceedings which are in progress.

2   Management expertise

Describe the investment management services you offer, referring to how investments outside your domestic market(s) are handled.   What areas of special expertise do you have?

 3   Funds under management

    

(a)  Give the number and value of funds under discretionary management

in at least the following categories stating the date at which values have been taken.    In the last column show the number of funds in respect of which fees are received on a performance-related basis.

Value     No.     No. per­                                                     

    formance-




  
    related fees



[ALL] [BALANCED] FUNDS [Other funds as relevant]

         (i)    
Pension funds.

         (ii)   
Charities

         (iii)  
Other institutional funds.

(iv)  
Mutual funds

(v) Private clients.

(vi)  Hedge funds

(vii)  Private equity funds

         (vii)  
Other (specify).

                TOTAL

How many of the funds other than private clients are managed according to ethical criteria?

(b)  Show gains and losses of all funds under discretionary management and of charities in each of the past five years by number and value.

    4   
Employees

(a)  Show numbers of personnel in the following categories (where employees spend time on more than one activity apportion their time wherever possible).

         (i)   Investment management.

         (ii)  Investment research.

         (iii)  Dealers.

         (iv)  Marketing, sales and client liaison.

         (v)   General management.

         (vi)  Administration.

         (vii) Other (specify).



Distinguish by market where separate units

    (b)  For people in categories (i) and (ii) above state:

         (i)   Their average length of service in your organisation.

(ii)  The average length of time they have spent in investment management or research with any organisation.

(iii) The numbers who have left or joined your organisation in each of the past three years.

(c)  Give details of any bonus scheme for individual investment managers, explaining what the determinants of their bonus are.

    

 (d)  What is the firm's policy for recruitment and training of investment staff including "continuous professional development"?   Include a copy of any formal equal opportunities policy.

(e)  Provide cvs for key personnel, identifying if possible the individual(s) who would have responsibility for the Charity's portfolio.

5
Management Style and Method

(a)   Describe how if appointed to manage this fund you would undertake the work.  What is distinctive about your house style or philosophy?  What is your attitude to risk and diversification?  What restrictions are put on the freedom of individual managers to select stocks?  What in-house research do you undertake and what is its nature?   What is your attitude to investment in hedge funds and private equity?   If favourable, how do you provide access to these media?

(b)  How is dealing organised?    What proportion of equity deals are done direct with market makers and through agency brokers?   What rates of commission are paid to the latter?    (Distinguish between markets as appropriate.)

(c)  How would you cover the Charity's ethical requirements?

(d) Enclose a specimen portfolio appropriate to a fund of about £xxm. A portfolio for an existing client rendered anonymous would be acceptable.   State any ethical policy which applies to it.

(e)   [for US-based managers]  Enclose a copy of your latest Form ADV.

6
Investment Performance

Give information on the performance of funds under discretionary management within the following parameters:

         (a)   Type of fund

               (i)   [Balanced] pension funds and charities

               (ii)  Equity portion of those funds

         (b)   Period

               (i)   Individual calendar years for last seven years plus current year by quarters.

               (ii)  Last three, five and seven complete years cumulatively.

         (c)   Detail

               (i)   Time-weighted returns

               (ii)   Median, quartiles and top and bottom deciles

               (iii)  No. of funds included in each time period

(iv) Activity and turnover rates for UK equities [and each world region] - median or average. 

                     

State the source of the figures and the extent to which they are Global Investment Performance Standards (GIPS) compliant.

If an independent survey of your house investment performance is available enclose a copy.

 7
Administration
(a)  Describe the investment accounting arrangements which you provide.   Enclose specimen documentation.

    
Do you undertake reclaims of tax in overseas markets?

(b)  What benchmarks would you suggest for measuring the performance of the fund?

(c)  What principles do you follow in allocating bargains between different funds under management?

(d)  Do you have any soft commission agreements?   If so, describe them fully.

(e)  List any other remuneration or benefit apart from the fee referred to in section 9 which you or any associate would receive from management of the fund.

    8    Underwriting

    
Do you offer participation in sub-underwriting to a fund like this?   If so give 

detail and an indication of the possible scale of activity.    What criteria do you use to take up opportunities offered and to allocate them to funds under management

9
Fees

State the fee you would propose for management of the fund, indicating any alternative arrangements, e.g. related to performance, which you would consider and how the fee would vary with the fund's value.    Do you expect to make any changes over the next three years?

________________________________

MANAGING THE INTERVIEW PROCESS

Structure:

Meet firms on their own ground wherever possible.

Allow two hours

Control who attends from the manager

Restrict any opening presentation to 5 minutes

Walk round the office (20-30 minutes)

Prepared questions:

1 Common to all to give a sound basis for comparison

2 Specific to individual managers, esp. to probe ambiguities or omissions in their questionnaire replies.
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