Using the Portfolio X-Ray Report

with Clients

This document explains the different sections of the Portfolio X-Ray report, and how to use it
with clients.

The Portfolio X-Ray Report shows you detailed information on a portfolio’s holdings. It does
not provide information on a portfolio’s performance.

The variety of graphs and statistics can provide numerous talking points on how a portfolio’s
diversification (or lack thereof) is likely to affect its performance.

This report can help you illustrate all of the different ways you bring value to a client’s
portfolio by offering them diversification in the following areas:

* Broad asset classes

* Stock sectors

* Style box diversification
* Geography, and

* Number of holdings.

Point out that a diversified portfolio is stronger than one concentrated in just one or two
areas. Proper diversification brings both reduced volatility and less risk than an over- or
under-allocated portfolio.

The table below lists the different sections of the Portfolio X-Ray report. Each of these
sections will be discussed in detail.

Sections in the Portfolio X-Ray Report

Asset Allocation

Stock Sector

Style Box Diversification

World Regions

Top 10 Holdings

Overview

What is the best
way to use this
report with clients?

What information
does the Portfolio
X-Ray report show?
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Long/Short/Net Bar Chart

Before looking at individual sections of the Portfolio S-Ray Report, it might be useful to
understand the data presented on the Long/Short/Net bar chart. A sample of this graphic is
below, and other samples will follow as well.

Analysis 01-31-2008
Asset Allocation Fortfiobo  Fortiolio Fortfioko Brark
Cash 19676 18048 16.27 0.00

US Stocks 30.84 0.00 30.84 89.94
Mom-US Stecks 6016 8472  -24.58 0.00

Bonds 8363 21542 58.22 0.00
Other 21.69 2.46 8.23 0.06
i i g
100 50 0 50 100 Total 39309 29309  100.00 00.00

The bar outline to the right of zero represents the long position for each asset class, while
the bar outline to the left of zero represents the short position for each asset class.

The shaded portion of the bar represents the Net position, which can be positive or negative
(to the right or the left of zero). If a position exceeds +/- 100%, the bar ends in an arrow.

Long/Short/Net Bar
Chart

How do | interpret
the new
composition bar
chart?

Most conventional investment portfolios take long positions in securities. Long positions What does “Long”

involve buying the security first and then selling it later, with the anticipation that the mean?

security price will rise over time.

Short positions involve selling borrowed securities and receiving cash immediately with the What does “Short”

obligation to buy the securities at a later date. If the price falls after the short sale, the mean?

investor profits from selling high and buying low. However, if the price rises after the short

sale, the losses are theoretically unlimited. The broker will demand more collateral and the

investor may have to close out the short position at an inopportune time in order to limit any

further losses.

The net position is simply the long position minus the short position. What does “Net”
mean?
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What does “Re-scaled Long” mean?

Before this change, we were displaying the “Re-scaled Long” composition data which
consists of the long positions scaled to represent 100% of the portfolio. For example, if the

portfolio consisted of:

* 50% long stocks
* 70% long bonds, and
* 20% short stocks

the re-scaled long values would be:

* (50%/(50%+70%)) = 42% long stocks and
* 70%/(50%+ 70%) = 58% long bonds.

What does “Re-
scaled Long” mean?

As you can see, 42% stocks and 58% bonds does not present the whole picture. The new

long, short, and net data provides investors with a more robust description of the fund's

exposure and risk.

A pie chart cannot represent negative positions or positions that exceed 100%. The new
long, short, net composition bar chart is able to represent three levels of data (long, short,

and net).

Why was the pie
chart replaced?

Additionally, the bar chart provides an easier comparison of compositions across portfolios.
In the images below you can see that the bar chart is visually more informative than the pie
chart when comparing Portfolio A against Portfolio B.

Fortfiobo A: Brokerage Portfalio 8: IRA
Benchmark: S&P 500 TR Benchmark: S&PF 500 TR
Aszet Mix Aszzet Mix
Alocation% Alocation%
@ (z:h 445 @ Cz:h 3847
@ U5, Stocks 333 @ 5. Stocks 10.46
@ Foreign Stocks 3043 ® Foreign Stocks 15.63
Bonds 31.56 Bonds 28GR
Other 0.35 (Other 6.80
Mot Clazsified 0.00 Mot Classified 0.00
100.0 100.0
Fortfiobo A: Brokerage Portfalio 8: IRA
Benchmark: Custom Benchmark Benchmark: Custom Benchmark
Aszet Mix Aszzet Mix
Net%e Net%e
Cash 4, Cash 16,62
U.S. Stks 3371 U5 Stis 31.13
Mon-US. Stks  30.43 Non-US. Stks 2494
Bonds 3155 Bonds 5784
Other 033 ' DOther 19.33
0 100 Tom 9988 . S0 0 0 ® 0 Towl 100.00
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Sample 1 - Long/Short fund that is net long

Below is the asset allocation for a long-short fund with a net long exposure to stocks. Cash
is relatively high because it contains proceeds from the short sale and the collateral for the
broker for these short positions.

Asset Allocation Fortfiobo  Fortiolio Fortfioko Brark
Long Shoet Net % Het %

Cash 12.26 0.00 12.726 0.00

U3 Stocks 5430 19.55 3475 2594

Mon-US Stocks 4885 337 4549 0.00

Bonds 0.00 0.00 0.00 0.00

i i Other 851 1.00 7.51 0.06

i ; ! ; e e T
A0 A0 0 30 100 Total 12382 2392 10000 10000

A typical market-neutral fund (below) balances its allocations to long and short stocks. The
remaining assets are in cash.The arrow at the end of the bar (for US Stocks) indicates an
allocation that exceeds +/- 100%.

Asset Allocation Fortfoby  Forfolio  Fortfolio Brnark

Long Shoet Net % Het %
Cash 9935 0.00 90,35 f.an
LS Stocks 49563 488043 .64 2594
Mon-US Stocks 3965 4853 -8.88 f.an

Bonds 0.00 0.00 0.00 Lon

i i DOther 282 0.00 82 [.06

i : : O
400 50 0 50 100 Total 63747 853747 100,00  100.00

A bear market fund (below) typically offers double the inverse exposure to a stock index.

Sample 1 - Long/
Short fund that is
net long

Sample 2 - Market-
Neutral fund

Sample 3 - Bear

This means that it aims to offer twice the return of the index in the opposite direction. So, if Market fund
the index falls by 5% one day, this fund aims to earn +10%.
Asset Allocation Fortfobo  Porfolio  Portfokic  Bmark
long  Short  Met%  Net%
Cash 35070 000  350.70 0.00
US Stocks 0.00 g268  -BZ268 99.94
Mon-US Stocks 000 16523  -165.20 0.00
Bonds 0.00 0.00 0.00 0.00
Other 508 an 0.00 0.06
e e
100 Total J5668 ZRGEB 10273 100.00
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Asset Allocation

The Asset Allocation section includes an Asset Allocation bar chart, showing the Asset Allocation
diversification among the following broad asset classes:

* Cash

* U.S. Stocks

* Foreign Stocks
* Bonds

e Other

* Not Classified

The bar chart immediately demonstrates whether a portfolio is overly concentrated in any
one area, or if an area is lacks representation at all. These values are also compared to the
S&P 500 as a benchmark, but you can use a custom benchmark as well. The outlined area
shows you the extent of both the long and short positions for each asset calss. The filled-in
portion for each asset class’ bar chart represents the net positions.

Aszzet Allocation
Composition Pam  Emark This portfolio has
, , flet® et both long and
Cash 1853 0.00 short postions.
; ; U5, Stks 302 9994
Nonll5.Stks 2470 0.0
Bands 5795 0.00
P other 1920 008
100 "bo Total 10000 100.00

The portfolio’s values among these broad asset classes are also shown in whole dollars, as
well as their percentage of the portfolio.

If the portfolio includes any short or margined positions, these are listed in the Liabilities
section.
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Stock Sector

This section shows you the weightings in both the three supersectors (Information, Service

Stock Sector

and Manufacturing), as well as each sub-sector. The portfolio’s weightings are also

compared to the benchmark being used for the report.

Also shown is the Sector Graph, which compares the portfolio’s sector allocation to the
Morningstar Broad Market Index. Has the portfolio taken on additional risk by allocating too
many assets to a single sector?

Stock Sector

Sector Graph Benchmark=1.0
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This section shows you each portfolio’s allocation among equities and fixed-income
investments. The shaded areas are those with the highest concentrations.

This portfolio is over allocated
in Business Services,
Industrial Goods, and Energy.

Style Box
Diversification

A number of other statistics on the equity and fixed-income side are also provided to help
you value the portfolio.

2% Mo# Classified

Style Box Diversification
Equity
Wdua Coe Growth F/E Ratin
23|35 | 28 g F/8 Ratia
= ROA
2|34 ROE
ol 2|2 3-yr eam growth %

Geo Avg Cap (3 mil)

Fixed-Income
Short Intarm Long

0 100 o

gjlaojo

gjlaojo

0% Mo# Classified

v Py By

Ay Eff Duration s
Ay EfF Maturity Yrs
Ay Credit Quality
Ay Wid Coupon %
Ay Wid Price %

This column is relative
to the S&P 500. Therefore,
we can see that this
portfolio has a higher
P/E Ratio, and a lower
ROA than the S&P 500.
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World Regions

This section provides information on the portfolio’s exposure to stocks around the world.

World Regions

Does the portfolio have little or no exposure to international stocks? Is it over-allocated in an
international position?

WordRegions
fmikiy A B e D) fiit's
CrorEup L e 1N oo i ol
e Cnghon 3 torh iz T lgn 1
Fpe gl 14 LainAnerce 14l 18
bpe g 1 N i
A il e 1% Heknar i
& Woom
This section shows the following:
* The top 10 holdings in the portfolio
* The weighting (by assets) of each holding in the portfolio
* Stock Industry/Fund Category for each investment, and
* Market Value.
Top 10 Underlying Holdings
Al Name '] Sl [y
087 Braof Petroleam Corpereton AR il Engy B
07 Fiere il Hel e Senvis e et
072 Glatmitilne FLC ADR i HelthcereSeices Lnted Knggom
065 Coahiligs il Enegy e Stetes
083 The Oow Chemical Company i Industrial Matenals Uted Stes
083 Fimbste Ll Comaraton il Coneamer Gty e Setes

Here are some questions to ask when analyzing this section:

* Does the portfolio have more than just one or two holdings?

This portfolio has
very little international
exposure.

Top 10 Holdings

This portfolio owns

six funds, but almost
60% of its value is tied
into a a single fund
category (large blend).

* Does the portfolio have multiple holdings, but is dominated by just one or two of them?
* How much overlap can be seen in the Stock Industry/Fund Category column?
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