Cash allocation in managing portfolio risk
Who is best at managing cash levels within a client’s portfolio? Is it an adviser looking after the
client’s portfolio, or is it the specialist portfolio manager managing a single component or asset
class of the client’s portfolio?
On one hand it can be argued that the adviser has a holistic view of a client’s portfolio and by
allocating components to an equities manager and a fixed interest manager etcetera, allows the
adviser to control the client’s asset allocation and the application of specific strategies within each
asset class. Under this structure an adviser would want each selected manager or strategy to
remain ‘fully invested’ to enable some control on asset allocation, particularly when markets are
volatile or negative where an adviser has the potential to add value by moving assets strategically
to cash.
However, there is also an expectation that the adviser is proactive enough to move assets to cash
in a timely fashion and not be governed by the timing of a client’s annual or semi-annual review.
This may also require a degree of authority to act on the client’s behalf within a defined
compliance framework.
The alternative view is that an investment professional working at the coal face of markets is
better prepared to increase or decrease risk (that is change allocations to cash) in a timely fashion.
A skilled investment manager is perhaps best placed to dynamically increase cash levels as return
opportunities diminish and risks increase. However long only managers are often limited by a
mandate that they remain fully invested or hold a maximum allocation of 20% in cash at any time.
At Equus Point Capital (EPC) we see merit in both arguments. An adviser plays a key role in looking
at the totality of a client’s portfolio, while a portfolio manager typically is a specialist tasked with
looking after a single asset class and does not have that total view of a client’s portfolio. But at the
same time a portfolio manager is much closer to understanding the risks and opportunities of
his/her market and better able to adjust the portfolio accordingly.
EPC is not restricted in the level of cash it may hold in its portfolio. If perceived alpha generating
opportunities are few and risks are elevated, we are prepared to hold cash in lieu of being
invested. We believe this better serves the needs of investors in avoiding potential losses and
extended draw downs. As a result, our strategy’s drawdowns have historically been limited to less
than 15%. Compare this with the typical long only strategy where the mandate requires the
manager to be ‘fully invested’ and draws downs reached almost 50% during the GFC.
By being prepared to move assets to cash and not being restricted in the level of cash the
portfolio may hold we believe our strategy better preserves capital - a critical element in the
achievement of long term investment goals.
It is also worth noting that EPC will sometimes hold a negative cash balance. This can occur
because we risk adjust the portfolio holdings and can apply moderate leverage when risk levels
are lower. This helps us to generate a more consistent return stream despite changes in the
investment environment.
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In summary, the decision of what level of cash to hold is made dynamically by EPC in response to
changes in both investment opportunities and market risk levels. The portfolio’s structure evolves
to target a consistent return stream regardless of market conditions.
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The material contained in this communication (and all its attachments) has been prepared by Equus Point Capital Pty
Ltd. Equus Point Capital is a Corporate Authorised Representative of Prodigy Investment Partners Limited AFSL No.
466173 (“Prodigy”).
You should not act on any recommendation (if any) made in this communication without first consulting your
investment advisor in order to ascertain whether the recommendation (if any) is appropriate, having regard to your
investment objectives, financial situation and particular needs. Nothing in this communication shall be construed as a
solicitation to buy or sell a security or to engage in or refrain from engaging in any transaction.
Equus Point Capital and Prodigy believe that the information and advice (if any) contained herein is correct at the time
of compilation. However, Equus Point Capital and Prodigy make no representation or warranty that it is accurate,
complete, reliable or up to date, nor does Equus Point Capital or Prodigy accept any obligation to correct or update the
opinions (if any) in it. The opinions (if any) expressed are subject to change without notice. Equus Point Capital and
Prodigy do not accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use
of the material contained in this communication.
This communication may refer to the past performance of a person, entity or financial product. Past performance is
not a reliable indicator of future performance.
If applicable, investors should obtain the relevant product disclosure statement and consider it before making any
decision to invest.
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