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MS MARKET OVERVIEW
19 2009 — MS Sector Down Modestly

During the first quarter of 2009, the MS market slipped
6.1%. In comparison, the S&P 500 was off 11% for the same
period. The broader mutual fund industry (long-term funds
only) fared better than the S&P 500 with a loss in assets under
management of only 6.0%, while the ETF market dropped
approximately 9.2% for the quarter (see Exhibits 1 and 2).

Within the MS industry, the emerging trends of the last two
quarters of 2008 continued to hold true through 1Q 2009.
The SMA advisory segment experienced the most precipitous
decline for the quarter (9.3%), followed by modest losses
across the other market segments. The only exception was the
rep as advisor segment, which realized a slight increase in
assets for the quarter of 0.4%. Rep as advisor programs con-
tinue to offer investors and advisors much needed flexibility,
such as customized asset allocation, investment selection and
the ability to shift into cash or cash equivalents. The growth
within the MS industry will resume once the equity market
and economy begin to stabilize.

MS Assets by Market Segment ($ billions)*

Sources: Money Management Institute, Dover Financial Research

MS Segments 1Q 2008 4Q 2008 1Q 2009 1Q vs. 4Q % 09 vs. 08 %
SMA Advisory $699.4 $475.9 $431.5 -9.3% -38.3%
MF Advisory 448.5 346.0 322.4 -6.8 -28.1

Rep As Advisor 267.2 217.9 218.7 0.4 -18.2
Rep As Portfolio Manager 221.4 181.5 179.7 -1.0 -18.8
UMA Advisory 45.5 441 -3.2 15.6
ETF/Other Advisory 8.9 2.2 N/A N/A
Total MS $1,685.6 $1,275.7 $1,198.5  -6.1% -28.9%

Note: 1. Includes Schwab’s Rep As Advisor Program.
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MMI has broadened its mandate, shifting from a product-oriented organization to a solutions-based one,
focusing on Managed Account Solutions (MAS). MAS represents the portion of the industry that has organized
its delivery of investment solutions through advisory programs and/or platforms. These “managed solutions”

normally have the following specific attributes:

¢ A client profiling and assessment process
¢ A single proposal system
¢ Fee-based pricing

TRADITIONAL SMA PROGRAM

 Research provided on investments
 Rebalancing, tax management and customization
« Consolidated performance reporting

A single account that corresponds to a single investment strategy. To hold multiple strategies, a client must
open multiple accounts. These programs include all the attributes of “managed account solutions” such as
client profiling, fee-based pricing and research. Includes SMA dual contract programs.

MULTI-DISCIPLINE PORTFOLIO PROGRAM

A separate account only program that houses multiple investment strategies in a single account. The program

allows clients to more easily diversify their portfolio via a single account.

UNIFIED MANAGED ACCOUNT PLATFORM (UMA)

A single account that houses multiple investment products such as SMAs, mutual funds and ETFs. The account
leverages a platform that provides the ability to manage an investor's portfolio in a comprehensive fashion.

UNIFIED MANAGED HOUSEHOLD PLATFORM (UMH)

A UMH is a placeholder that aggregates multiple accounts, supports the delivery of multiple products and
provides the ability to manage an investor's portfolio in a comprehensive fashion.

MUTUAL FUND ADVISORY PROGRAM

A mutual fund program that allows investors to allocate their assets across multiple mutual funds. The program
includes capabilities such as client profiling, fee-based pricing and rebalancing.

EXCHANGE-TRADED FUND ADVISORY PROGRAM

A managed account program that utilizes ETFs. The program and its components are similar to those defined

above.

REP AS PORTFOLIO MANAGER PROGRAM

A fee-based, managed program that allows the financial services rep to act as the portfolio manager. Many of

the attributes that define MAS apply to these programs.

REP AS ADVISOR PROGRAM

A nondiscretionary, fee-based, advisory program that enables an investor to hold different types of securities.

MMI CENTRAL is MMI’s quarterly publication that reflects the expanded mandate of MMI to focus
on managed account solutions. MMI provides this publication as a courtesy to its membership.
Each issue of MMI Central provides a detailed quantitative update on the MAS marketplace. The
update includes sizing the marketplace and its underlying components: mutual fund advisory
programs; traditional SMA programs; multi-discipline programs; ETF programs; UMA platforms;
and other managed programs.

This publication also ranks sponsor firms and asset managers across key segments of the
industry and analyzes data and trends affecting both sponsor firms and investment managers.
Finally, the publication highlights emerging themes and explores areas of special interest to MMI
members.

The analytics contained in the publication are drawn largely from the data collected through
MMI’s proprietary web-based survey. In addition, Dover Financial Research conducts independ-
ent, interview-driven research with top executives across the financial services industry to gain a
deep understanding of trends, challenges and opportunities.

DOVER FINANCIAL RESEARCH is a boutique research
and consulting firm specializing in the financial services
industry. In conjunction with MMI, Dover Financial
Research is responsible for the publication of MMI
Central. Further, Dover has been instrumental in the
development and design of the web-based survey that
supports this publication. The analysis, independent
research and market intelligence that forms the founda-
tion for this publication is supplied by Dover Financial
Research.

Questions or comments regarding this publication
can be directed to Jean Sullivan at 781.461.0922 or
jean@doverfr.com. Please see www.doverfr.com for more
information.

MMI Central © 2009 is published quarterly by The Money Management Institute, 1140 Connecticut Avenue NW, Suite 1040, Washington, DC 20036-4001.
Tel: 202.822.4949. Fax: 202.822.5188. www.moneyinstitute.com. Reproduction in whole or part in any media is strictly prohibited except by prior written consent.
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Within the SMA segment, market share continues to shift away from equities to
fixed income. Exhibit 33 shows that from 3Q 2008 to 1Q 2009 assets associated with SMA
equity strategies have dropped from 74% to 58% of total SMA assets while fixed income
assets have increased from 21% to 36%. The trends occurring within the SMA industry
reflect a shift in investor preferences toward more conservative, less risky investments. This
trend is also evident in the net flow data that is discussed in the following section.

Net Flows Reveal Investor Uncertainty

Retail money market funds realized net outflows of $36.5 billion as investors continued
to tap into their cash holdings to finance debt and ongoing expenses. In addition, the sav-
ings rate for retail investors continues to be low, supporting the point of view that investors
are deleveraging and simply trying to keep their financial lives afloat until the economy sta-
bilizes (see Exhibits 3 and 4).

Long-term mutual funds realized $3.5 billion in net outflows, with investments shifting
from equities to fixed income. Domestic and international equity funds realized $58.6
billion in net outflows, while fixed income funds realized net inflows of $55 billion. The
erratic performance of the equity market during the first quarter did little to quell investor
fear and uncertainty. Thus, investors continued to act conservatively as evidenced by the
ongoing transition to fixed income products.

The ETF segment mimicked the trends occurring in the broader mutual fund industry.
ETF equity products also realized net outflows of $10.8 billion, which were offset by net
inflows of $12.3 billion into ETF fixed income products. As a result, the ETF market was
able to eke out a net positive position of $1.5 billion in flows.

The MS market realized net outflows of $9.4 billion. Outflows associated with the MS
market were predominately driven by equity laden SMA programs that do not align with
the conservative mindset of the investor. SMA programs tend to be underweighted in fixed
income options. In addition, SMA programs do not accommodate the investor’s need to
hold cash (see Exhibits 5 and 6).

Overall, signs are beginning to emerge that point to a possible stabilization of the
industry. However, industry-wide flows continue to reveal a retail investor base that seeks
stability and security.

MMI Executives Assist Advisors

Due to the unprecedented events occurring in the financial markets, financial
advisors have been challenged to maintain and grow their businesses. To help them
address the challenges of the current marketplace, MMI board members held a spe-
cial meeting, on May 12 at BlackRock headquarters in New York, to identify ways
of helping financial advisors grows their businesses. At the end of the meeting, a
team of senior executives volunteered to develop a proposal for MMI to take a lead-
ership/advocacy role. In addition, the team offered to develop a roadmap which
would identify ways for advisors to reposition or rebuild their practices — an RX
(business plan) for recovery. Results will be reported to MMI members.




Exhibit 2 » Mutual Fund Industry Growth ($ billions), 1Q 09

Sources: Dover Financial Research, Financial Research Corporation

Ending Assets Inc (Dec) Growth Rates
Product Type 1Q 08 4Q 08 1Q 09 1009vs4Q09 1Q 09 vs 4Q 08 YOY
Mony Market Funds $3,340 $3,733 $3,700 $-33 -0.9% 10.8%
Long Term Mutual Funds 7,239 5,065 4,761 -304 -6.0 -34.2
Exchange Traded Funds 578 535 486 -49 -9.2 -15.9
Variable Annuities 1,285 928 816 -112 -12.1 -36.5

Exhibit 3 » Mutual Fund Industry Net Flows ($ billions), 1Q 09

Sources: Dover Financial Research, Financial Research Corporation

Ending Assets Net Flows*
Product Type Objective 4Q 08 1Q 09 1Q 09
Money Market Funds $3,732.7 $3,699.7 $-36.5
Long Term Equity $2,677.1 $2,417.2 $(29.2)
Mutual Funds Intl/Global 1,094.3 972.9 (29.4)
Corporate 745.7 789.4 38.8
Tax-Free 340.7 365.9 11.0
Government 207.4 216.1 6.8
Total $5,065.2 $4,761.5 $-3.5
ETF Equity $367.9 $316.5 $(9.5)
Intl/Global 111.5 101.8 (1.3)
Government 26.9 31.9 4.5
Tax-Free 19.4 23.3 4.0
Corporate 9.4 12.7 3.8
Total $535.1 $486.2 $1.5

Note: 1. Net flows do not equal the change in assets

Exhibit 4 » Money Market Flows ($ billions)

Sources: Dover Financial Research, Financial Research Corporation
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Exhibit 5 » MS Net Sales By Major Segment ($ billions), 1Q 2009*

Sources: Money Management Institute, Dover Financial Research
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Exhibit 6 » MS Net Sales By Major Segment ($ billions), YID 3/31/09*
Sources: Money Management Institute, Dover Financial Research
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Exhibit 7 » Industry Growth Rates by Major Segment, 1Q 2009 vs. 4Q 2008

Sources: Dover Financial Research, Financial Research Corporation
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Exhibit 8 » SMA Advisory Assets ($ billions)

Sources: Money Management Institute, Dover Financial Research

% of Total % of Total % of Total % of Total
SMA Program Type 2Q 08 SMA Advisory 3Q 08 SMA Advisory 4Q 08 SMA Advisory 1Q 09 SMA Advisory
SMA Subadvisory $471.2 69.2% $415.9 68.8% $329.4 69.2% $285.4 66.1%
Dual Contract 139.2 20.4 126.7 21.0 103.1 21.7 109.5 25.4
MDP Program 70.6 10.4 62.2 10.3 43.4 9.1 36.6 8.5
Total SMA Advisory $681.0 100.0% $604.8 100.0% $475.9 100.0% $431.5 100.0%
Rep As Portfolio Manager $225.9 $213.5 $181.5 $179.7
Total SMA Industry $906.9 $818.3 $657.5 $611.2

Exhibit 9 » MS Industry: Wirehouse vs. Non-Wirehouse Assets and Market Share ($ billions)

Sources: Money Management Institute, Dover Financial Research

Assets

1Q 08 2Q 08 3Q 08 4Q 08 1Q 09 1Q 08

Market Share
2Q 08 3Q 08 4Q 08 1Q 09

Wirehouse $1,112 $1,118  $1,005 $810 $760 66.0% 66.1% 65.6% 63.4% 63.4%
Non-Wirehouse 573 572 527 467 438 34.0 S8 34.4 36.6 36.6
Total $1,685 $1,690  $1,532 $1,277 $1,198 100.0%  100.0%  100.0% 100.0%  100.0%

Exhibit 10 » Market Share by Major MS Component

Sources: Money Management Institute, Dover Financial Research
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Top 15 MS Firms ($ billions)

Sources: Money Management Institute, Dover Financial Research

Assets
Rank/Firm 2Q 08 3Q 08 4Q 08
1. Merrill Lynch? $307.9 $284.6 $227.2
2. Citigroup 302.7 269.8 216.7
3. Wachovia Securities 189.8 168.0 134.4
4. UBS Financial 160.2 141.2 116.4
5. Morgan Stanley 149.4 134.6 109.6
6. Charles Schwab 82.2 76.8 66.7
7. Ameriprise Financial 78.3 71.0 60.1
8. LPL Financial 72.5 67.8 58.9
9. Fidelity Investments 74.0 70.1 5515
10. Raymond James 44.0 39.5 383
11. Lockwood Financial 45.5 39.8 32.3
12. SEI Investments 36.6 32.6 26.3
13. Bank of America 36.9 32.1 25.6
14. RBC Dain Rauscher 27.4 27.2 214
15. Wells Fargo 19.6 16.9 15.4

Note: 1. Excludes $12 billion Columbia subadvised assets distributed through U.S. Trust.

1Q 09
2154
193.0
125.0
120.9
100.8
66.1
58.7
56.4
55.5
29.3
28.8
23.8
22.4
21.3
15.0

Quarterly Growth Rates

1Q 09
-5.2%
-11.0
7.0
3.9
8.0
-1.0
2.4
42
0.0
-12.1
-10.7
95
-12.4
05
3.0

4Q 08 3Q 08
-20.2% -1.6%
-19.7 =109
-20.0 -11.5
-17.6 -11.9
-18.6 9.9
-13.2 -6.5
-15.3 -9.3
-13.1 -6.6
-20.8 =63
-15.6 =103
-18.9 -12.7
-19.3 -11.1
-20.4 -12.9
-21.4 -0.6
-8.7 =138

Top 10 MS Firms—Assets by Market Segment ($ billions), 1Q 2009

Sources: Money Management Institute, Dover Financial Research

SMA Advisory MF Advisory Rep As Portfolio Rep As Advisor Total
Sponsor Firm Assets % Assets % Assets % Assets % Ax:ts
1. Merrill Lynch $111.7 51.8% $175 8.1% $40.7 189%  $45.6 21.2% $215.4
2. Citigroup 110.6 57.3 169 88 373 193 28.2 14.6 193.0
3. Wachovia Securities 414 33.1 31.7 254 170 13.6 349 279 125.0
4. UBS Financial 456 37.8 29.6 244 215 178 242 20.0 120.9
5. Morgan Stanley 419 41.6 12.6 125 333 33.0 13.0 12.9 100.8
6. Charles Schwab 29.6 4438 4.2 6.4 - - 322 488 66.1
7. Ameriprise Financial 1.5 2.5 572 975 — - - - 58.7
8. LPL Financial 36 63 52.8 93.7 - - - - 56.4
9. Fidelity Investments 13.1 23.6 424 76.4 — — — — 5515
10. Raymond James 49 16.8 5.0 17.0 - - 19.4 66.2 29.3
Total $402.7 39.4% $269.9 26.4% $149.8 14.7% $197.6 19.4% $1,021.1
MMI Central - 2Q 2009 DOVER



Exhibit 12 » MS Assets—Top 10 Firms ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 14 » MS Market Share—Top 10 Firms

Sources: Money Management Institute, Dover Financial Research
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Exhibit 15 » SMA Advisory Assets—Top 10 Firms ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 16 » SMA Advisory Market Share—Top 10 Firms
Sources: Money Management Institute, Dover Financial Research
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Exhibit 17 » Mutual Fund Advisory Assets—Top 10 Firms ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 18 » Mutual Fund Advisory Market Share—Top 10 Firms

Sources: Money Management Institute, Dover Financial Research
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Exhibit 19 » Rep As Portfolio Manager Assets—Top 10 Firms ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 20 » Rep As Portfolio Manager Market Share—Top 10 Firms
Sources: Money Management Institute, Dover Financial Research
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Exhibit 21 » Rep As Advisor Assets—Top 10 Firms ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 22 » Rep As Advisor Market Share—Top 10 Firms
Sources: Money Management Institute, Dover Financial Research
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Exhibit 22 » SMA Advisory Assets ($ billions)*

Sources: Money Management Institute, Dover Financial Research

$800 $763.6 25.0%
[ SMA Advisory Assets $699.4  ¢6g1 0
—J- Growth Rate $604.8 Quarterly
$600 : growth rate 12.5%
$543.0
$475.9
$400 0.0%
$200 -12.5%
$0 -25.0%
2003 2004 2005 2006 2007 1Q 08 2Q 08 3Q08 4Q 08 1Q 09
Note: 1. Assets represent SMA advisory programs only. Includes SMA subadvisory, dual contract and MDP programs. Excludes
UMA and rep as portfolio manager programs. Represents consistent data set of MMI member firms reporting. Reflects 90% of
SMA industry.
Exhibit 24 » SMA Asset Growth ($ billions)*
Sources: Money Management Institute, Dover Financial Research
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Exhibit 25 » MDP Growth Rates ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 26 » Percent of UMA Assets to Total MDP and
UMA Assets ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 27 » UMA Growth Rates ($ billions)

Sources: Money Management Institute, Dover Financial Research
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Exhibit 28 » Number of SMA
Accounts (in millions)

Sources: Money Management Institute,

Dover Financial Research
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Exhibit 29 » Model Portfolio Assets by Discipline ($ millions), 1Q 2009

Sources: Money Management Institute, Dover Financial Research
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Model Portfolio Assets by Firm—Top 20 ($ millions), 1Q 2009

Sources: Money Management Institute, Dover Financial Research

Firm Model Portfolio Assets*

1. BlackRock Financial Management, Inc. $5,255.8

2. Natixis Global Associates? 3,385.5

3. Neuberger Berman 2,480.0

4. Logan Capital Management 1,209.7

5. Federated Investors, Inc. 1,197.3

6. Legg Mason, Inc. 808.2 Notes: 1. Represents MMI reporting

7. Evergreen Investments 800.9 ZZZEL;I?;AO%IH e’l”;’sus‘é‘;; ;’gtr'; %lr)lg g

8. Eaton Vance® 757.1 by underlying investment manager.

9. J.P Morgan Investment Management, Inc. 700.2 Excludes assets affiliated with UMA
10. Lazard Asset Management LLC 615.4 or MDP programs that do not utilize
11. Madison Investment Advisors, Inc. 509.5 g"’%i)yrggﬂy’; (;r('fe'/'z‘ii':;”;'mwd_
12. Nuveen Investments 465.9 ed by Natixis affiliates and mostly
13. Franklin Templeton Portfolio Advisors, Inc. 464.3 managed by Natixis Global Associ-
14. Janus Capital Group Inc. 357.7 a?es-dDO‘?z not ’”#@I’F’e ffsets asso-
15. Turner Investment Partners Inc. 295.3 ,C,',f,?e,swt',gatn g,"eam;f;gednfynager
16. Dreyfus Investments 175.2 Natixis. Repesents an estimated
17. Macquarie Allegiance Capital 150.2 $1.7 billion. 3. Does not include
18. Henderson Global Investors (N.A.) Inc. 120.4 SESiE ERRTEEY L D0 iy

investment managers which man-
19. Northern Trust Investments, N.A. 97.3 aged through Parametric. Rep-
20. Lord, Abbett & Co. LLC 72.2 resents an estimated $5.0 billion.
Average SMA Account Size by Discipline
Sources: Money Management Institute, Dover Financial Research

Discipline 4Q 08 1Q 09 4Q 08 vs. 1Q 09
Municipal Fixed Income $1,140,877 $1,141,829 0.1%
Taxable Fixed Income 934,657 876,255 -6.2
Municipal Balanced 792,345 799,459 0.9
Large Cap Core 344,554 347,995 1.0
Other Specialty Domestic Equity 339,061 299,966 -11.5
Small Cap Core 317,227 294,138 -7.3
Multiple Discipline Product 342,498 269,618 -21.3
Regional Equity 507,411 261,962 -48.4
Small Cap Value 301,683 261,907 -13.2
International Other 359,763 260,720 -27.5
Taxable Balanced 337,102 256,185 -24.0
Small Cap Growth 288,376 246,365 -14.6
Large Cap Growth 229,693 230,112 0.2
Specialty Domestic Equity, Convertibles 206,475 225,718 9.3
International Large Value 280,469 215,780 -23.1
Large Cap Value 211,557 186,614 -11.8
International Large Growth 195,874 185,551 -5.3
Mid Cap Core 198,754 181,602 -8.6
All-Cap Core 198,273 175,255 -11.6
Mid Cap Growth 161,029 169,568 5.3
Mid Cap Value 189,728 169,474 -10.7
All-Cap Value 153,504 133,942 -12.7
International Large Core 133,385 132,489 -0.7
Global Equity 169,679 119,242 -29.7
Specialty Domestic Equity, REIT 146,346 115,370 -21.2
All-Cap Growth 116,613 115,029 -1.4

a1 DOVER MMI Central - 2Q 2009



Exhibit 32 » SMA Market Share by Investment Discipline, 1Q 2009

Sources: Money Management Institute, Dover Financial Research

Discipline Market Share Accounts
Domestic Equity

Large Cap Value 9.4% 14.7%
Large Cap Growth 8.9 11.3
All-Cap 6.6 183
Large Cap Core 5.7 4.7
Mid Cap 1.8 3.0
Small Cap 1.6 1.7
Sub-Total 33.8 48.6
International Equity

International Large Core 1.5 3.2
International Large Growth 0.7 1.1
International Large Value 7.7 10.4
International Other 1.3 1.5
Global Equity 2.7 6.7
Regional Equity 0.0 0.0
Sub-Total 13.9 22.9
Fixed Income

Municipal Fixed Income 21.5 6.3
Taxable Fixed Income 14.0 4.7
Sub-Total 35.5 10.2
Balanced

Taxable Balanced k.15 6.2
Municipal Balanced 0.6 0.2
Sub-Total 6.1 6.4
Other

Multiple Discipline Product 7.4 8.0
Specialty Domestic Equity, REIT 0.2 0.6
Specialty Domestic Equity, Convertibles 1.1 1.4
Specialty Domestic Equity, Other 1.9 1.9
Sub-Total 10.7 11.9
TOTAL 100.0% 100.0%

Exhibit 332 » SMA Investment Objectives, Quarterly Trends, 1Q 2009

Sources: Money Management Institute, Dover Financial Research
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Total Traditional SMA Assets Plus Model Assets -
Top 25 Managers ($ billions) 1Q 2009

Sources: Money Management Institute, Dover Financial Research

Complex Name

© 00 N O Ol & WN =

—_
o

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22,
23.
24,

. BlackRock Financial Management, Inc.
. Nuveen Investments

. Legg Mason, Inc.

. Allianz Global Investors

. Evergreen Investments

. Neuberger Berman

. Lord, Abbett & Co. LLC

. Eaton Vance*

. Brandes Investment Partners, L.P.

. Columbia Management Advisors, LLC
J.P Morgan Investment Management, Inc.

UBS Global Asset Management
Madison Investment Advisors, Inc.

Franklin Templeton Portfolio Advisors, Inc.

AllianceBernstein Investment
Federated Investors, Inc.
Lazard Asset Management LLC
Delaware Capital Management
Davis Advisors

Natixis Global Associates?
Dreyfus Investments
Macquarie Allegiance Capital
MES Investment Management
Calamos Advisors LLC

25.Thornburg Investment Management, Inc.

Traditional SMA Model Portfolio Total Firm

$29.1 $5.3 $34.4
30.6 0.5 31.1
27.5 0.8 28.3
21.4 - 21.4
16.7 0.8 17.5
11.8 2.5 14.3
12.1 0.1 12.2
9.4 0.8 10.2
9.1 - 9.1
9.1 - 9.1
7.5 0.7 8.2
7.3 - 7.3
6.5 0.5 7.0
6.1 0.5 6.5
6.4 - 6.4
5.1 1.2 6.3
5.6 0.6 6.2
5.7 - 5.7
5.1 - 5.2
1.6 3.4 5.0
3.5 0.2 3.7
3.5 0.2 3.6
3.6 - 3.6
3.6 — 3.6
3.5 0.1 3.5

Notes: 1. Excludes $5.0 billion in third party overlay. 2. Excludes an estimated $1.7 billion in third party overlay.
Also includes MDP assets that are run as traditional SMA sleeves.

Equity Market Recap

The equity market roller coaster ride that began at the end of last year continued through the first quarter of 2009. The S&P 500

dropped 8% in January and another 11% in February. However, just as the market faced one of its bleakest moments, the tide began to turn with positive
earnings news from major banks and perhaps some nascent signs of stabilization. By March 26, the Dow had rebounded 21%. Nonetheless, the DJIA was

Market Performance - Russell Indices

Index Value Growth
1Q09 YID |4Q08 YID
Russell 3000 -17.0% -42.1% | -4.5% -34.4%
Russell Top 200 | -17.5 -42.2 -4.4 -32.2
Russell 1000 -16.8 -42.4 -4.1 -34.3
Russell Midcap | -14.7 -42.5 -3.4 -39.6
Russell 2000 -19.6 -38.9 -9.7 -36.4

Sources: GuideStone Capital Management,
Loomis Sayles, Dover Financial Research

off 11% in the first quarter.

Growth stocks substantially outperformed value stocks across all capitalization ranges.
Among large caps, the S&P 500 Growth Index lost 6.2% while its value counterpart plunged
16.1%. Midcap and small cap growth stocks also outperformed, with midcap growth sur-
passing value by about 7% and small cap growth besting small value by 10% (see also 1Q
2009 Russell Indices).

One reason growth outperformed value may be the difference in sector weights between
growth and value indices: technology indices tend to carry a higher weight in growth stocks,
while value indices tend to assign heavier weight to financial stocks. Inexpensive stocks were
also more abundant in the growth sector.

Looking at capitalization, many large caps were a good place to be. Historically, large cap
stocks tend to be more diversified from a product and geographical perspective. Conse-
quently, they are often better able to weather economic turbulence.

MMI Central - 2Q 2009



Total SMA Assets and Market Share - Top 25 Managers (S billions)

Sources: Money Management Institute, Dover Financial Research

Complex Name

1. Nuveen Investments

2. BlackRock Financial Management, Inc.

3. Legg Mason, Inc.

4. Allianz Global Investors

5. Evergreen Investments

6. Lord, Abbett & Co. LLC

7. Neuberger Berman

8. Eaton Vance

9. Brandes Investment Partners, L.P
10. Columbia Management Advisors, LLC

11. J.R Morgan Investment Management, Inc.

12. UBS Global Asset Management
13. Madison Investment Advisors, Inc.

14. AllianceBernstein Investment

15. Franklin Templeton Portfolio Advisors, Inc.

16. Delaware Capital Management

17. Lazard Asset Management LLC

18. Davis Advisors

19. Federated Investors, Inc.

20. MFS Investment Management

21. Calamos Advisors LLC

22. Dreyfus Investments

23.Thornburg Investment Management, Inc.
24. Macquarie Allegiance Capital

25. 0ld Mutual Asset Management

Subtotal Top 25 Managers
TOTAL INDUSTRY*

Note: 1. Includes rep as portfolio manager assets

4Q 08 AUM

$33.9
29.4
32.7
24.0
18.3
13.1
0.0
10.3
12.4
11.1
8.1
8.6
6.8
8.3
6.3
7.5
6.9
6.5
7.6
4.5
3.3
4.3
4.0
3.6
3.697

$275.0

$657.5

1Q 09 AUM

$30.6
29.2
27.5
21.4
16.8
12.1
11.8
9.4
9.1
9.1
75
7.4
6.5
6.4
6.1
5.7
5.6
5.1
5.1
3.6
3.6
35
35
35
3.2

$253.0

$611.2

1Q 09 Market Share

5.0%
4.8
4.5
8.
2.7
2.0
1.9
1.5
1.5
1.5
1.2
1.2
1.1
1.1
1.0
0.9
0.9
0.8
0.8
0.6
0.6
0.6
0.6
0.6
0.5

41.4%
100.0%

MMI Central - 2Q 2009

% Change

-9.7%
-1.0
-16.1
-11.0
-8.3
-7.8
NA
-8.8
-26.2
-17.7
-7.5
-14.0
-3.9
-23.1
-3.6
-23.4
-18.9
-20.9
-32.9
-19.9
8.9
-18.5
-13.7
-3.8
-14.5
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Research Criteria for
SMA Open Architecture
Programs

MMI and Dover Financial Research
recently surveyed sponsor firms to iden-
tify the criteria used to select investment
managers for participation in open archi-
tecture SMA programs. An open archi-
tecture SMA program is a traditional
SMA subadvisory (wrap) program that
offers access to a broad range of both
“recommended” and “approved” man-
agers under the same program umbrella.

Open architecture programs allow
financial advisors access to a wide range
of managers, typically at least 200 man-
agers. However, to make it feasible for
sponsor firms to offer access to such a
vast universe of investment managers,
the managers are often divided into two
camps—rtecommended and approved—for
research purposes. Recommended man-
agers are subjected to a rigorous research
process. In comparison, approved man-
agers usually face less scrutiny. This
allows sponsor firms to offer access to a

Recommended vs. Approved Manager

Research Criteria (% of sponsors)

Sources: Money Management Institute, Dover Financial Research

Criteria

Minimum AUM

Minimum strategy

Minimum SMA

AIMR compliant

Absolute performance

Relative perf vs. benchmark
Relative perf vs. peers
Risk-adjusted performance
Investment process

Style consistency

Management fees and expenses
Best execution

Review of trading and rotation policies
Portfolio risk controls

Portfolio turnover

Management structure

Firm profitability and stability
IM compensation

E&O liability

Site visits

SEC registered

Years in business

Absence of disciplinary actions
GIPS

Other

Recommended

100%
80
100
80
60
100
100
100
100
100
100
100
100
100
80
100
100
80
80
80
100
100
100
80
80

Approved

80%

0
60
40

0
40
20
20
20
20
20
40
80
40
40
40
40
20
60
20

100
20
80
20
60

multitude of managers without adding significant due diligence infrastructure. Exhibit 36 compares the different

research criteria used for recommended vs. approved managers.

For the most part, sponsor firms require the following criteria for all managers: SEC registration, investment

manager minimums, operational/trading reviews, E&O liability and disciplinary actions. The more rigorous due

diligence process for recommended managers generally includes site visits, multiple performance evaluations, and

an analysis of the investment management company.

These findings are particularly important as 100% of sponsor firms indicated that the industry would continue

to move toward an open architecture environment. As this happens, it will be important to understand how

due diligence and manager research is conducted to support this trend. For a copy of the survey results, please

contact MMI.

THE MONEY MANAGEMENT INSTITUTE

1140 Connecticut Avenue, NW, Suite 1040, Washington, DC 20036-4001
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