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Transitioning Assets in a New Age

CURRENT BEST PRACTICES

The relationship between asset owners and transition managers
has shifted from an event driven relationship to that of a
consultancy/ partnership. Originally transition managers were
differentiated depending on the type of organization they belonged
to (i.e. custodians, asset managers, broker-dealers or investment
banks). Recently, the differentiation has been a function of
access to investment technologies, trading capabilities and trading
model (agency vs. principal), and the capability of the transition
manager to act as a fiduciary.

Asset owners, plan sponsors, sovereign wealth funds (SWFs) and
the rest of the transition management clients are moving towards
the creation of transition management panels. These panels
consist of a number of pre-approved transition managers; each
with a distinctive set of skills, instead of clients depending on their
custodian or investment manager(s) to handle the restructuring
process.

Plan Sponsors (including Sovereign Wealth Funds)
Historically, plan sponsors have been the largest group of users of
transition management. During the last few years, pensions have
started investing in new asset classes and markets which have
lead to higher growth in their transition management needs.

Defined benefit plans are liability driven, which makes investment
performance of utmost importance and highlights the risk of
transitioning portfolios between managers. This is critical during
new funding or the increasing of the funding of an existing
manager. A bad transition could wipe out what is worth years of a
managers’ performance. Furthermore, the current underfunded
status of a large number of such plans place tremendous pressure
on the sponsors to avoid and manage risks so as to prevent
increasing the gap between the plan’s assets and liabilities.
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Defined contribution plans also aim to beat a specific benchmark
and if transitions are not handled properly it could take years of
over performance to make up for the resulting shortfall.

Sovereign wealth funds, individually and as a group, are amongst
the biggest transition management clients. As they often have
multi-asset, multi-region mandates and hold their assets with
multiple custodians, the project management and risk
management skills and capabilities of a transition manager are
instrumental to ensure that the operational and execution risks
are controlled. The above average size of a typical sovereign
wealth fund transition event translates into a large absolute
opportunity cost if the transition is not managed properly.

Multi-Manager Programs

Asset managers offering multi-manager programs generally
differentiate themselves by offering programs that are
customized to their client base. To achieve this, these programs
are diversified across multiple managers, asset classes and
styles. The multi- manager is entrusted with choosing individual
managers with superior performance through a process of
researching, selecting and monitoring these individual managers
in the programs offered.

By adding a transition manager to the mix, the multi- manager
can further distinguish his offering by minimizing the risk and
further reducing the cost of building up or transitioning the
portfolios between the different managers in the program. This is
a major factor due to the inherent operational and investment
complexities in managing cash flows between funds with different
NAV, reporting, settlement, subscription and redemption dates.
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Asset Managers Using TM to Board a New Mandate

All asset managers have a fiduciary duty towards their clients. We live in a world where performance attribution is in the lime light.
Clients have been focusing on the unbundling of fees to understand exactly how much they are paying for the services received,
which assists them in valuing the importance of such services to their business model.

By linking up with a transition manager, the investment manager can further emphasize his fiduciary duty towards his clients. A
transition manager will ensure that the end client receives best execution, the transition is conducted in a cost and risk controlled
environment, and unnecessary trading is eliminated. These savings directly trickle back into the client's portfolio, which assists the
manager in achieving or beating the expectations set.

An example would be comparing the scenarios of the liquidation or the reduction of a portfolio. Using a transition manager would
incur discounted execution commissions coupled with project and risk management services. While if the asset manager used his
prime brokers, he would need to pay bundled (higher) commission rates, in return for research and services that will no longer
benefit the client and without any project or risk management, exposing the client’s portfolio to huge and unnecessary risks. Different
transition managers follow different models and use different tools to facilitate their job, however, the goal of all transition managers
is the same - controllina eosts and risks and exneditina the transition event. m

CONTACT:
AMERICAS EUROPE
Telephone: +1 212 497 1558 Telephone: +44 207 163 3300
ASIA MIDDLE EAST
SYDNEY Telephone: +971 4425 2552
Telephone: +61 2 9220 3789
SOUTH AFRICA
HONG KONG Telephone: +27 11 217 7161

Telephone: +852 2840 6652

Www.convergex.com

BNY ConvergEx Group, LLC in the United States comprises BNY ConvergEx Execution Solutions LLC (member NYSE/FINRA/SIPC);
LiquidPoint, LLC (member CBOE/SIPC); G-Trade Services LLC (member FINRA/SIPC); Westminster Research Associates LLC (member
FINRA/SIPC); Eze Castle Transaction Services LLC (member FINRA/SIPC); NorthPoint Trading Partners, LLC (member FINRA/SIPC); Eze
Castle Software LLC and ConvergEx Research Solutions LLC, of which Jaywalk and Cogent Consulting are divisions. ConvergEx Global
Markets is a division of G-Trade Services LLC. BNY ConvergEx Group, LLC is a subsidiary of ConvergEx Holdings, LLC.

Outside of the United States, BNY ConvergEx Execution Solutions, Eze Castle Software, G-Trade Services, Westminster Research, Jaywalk
and Cogent Consulting are divisions of ConvergEx Limited in the U.K. ConvergEx Limited is registered in England and Wales No 06262150,
authorised and regulated by the Financial Services Authority, and operates in Australia under an exemption from the requirement to hold an
Australian financial services licence under the Corporations Act 2001. BNY Securities Australia Limited (ABN 45 003 231 829, authorized
and regulated by the Australian Securities and Investments Commission) is an affiliate, but not part, of the BNY ConvergEx Group of
companies. In Bermuda, BNY ConvergEx Group, LLC operates its subsidiary ConvergEx Global Markets Ltd., a Bermuda broker-dealer
regulated by the Bermuda Monetary Authority.

Any trademarks or service marks used by a BNY ConvergEx Group, LLC company are owned by the company using the mark unless
indicated otherwise. Trademarks and service marks that include “BNY”" are owned by The Bank of New York Mellon Corporation or its
affiliates.

BNY ConvergEx Group is a global financial technology firm. Its companies focus on providing technology-based solutions and services in
the following areas: agency brokerage, commission management, independent research, transition management, trade order management
and boutique prime brokerage. These businesses do not engage in investment banking, equity underwriting or proprietary trading. The
material, data and information (collectively “ConvergEx Information”) contained on or available through BNY ConvergEx Group businesses
may not be suitable for all investors, are for informational purposes only and are subject to change at any time, are not intended to provide
tax, legal or investment advice, and do not constitute investment advice or a solicitation or offer to purchase or sell securities. The
ConvergEx Information is believed to be reliable but none of the BNY ConvergEx Group businesses warrant its completeness or accuracy.

Global Transition Management Digest 2



