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Fund Research and Selection 
 
In the last three months’ newsletters, we have looked at how we assess a client’s risk 
profile including their ability, need and willingness to take risk and then considered how 
we allocate an investment across the four main asset classes taking into account our 
client’s risk profile and their investment objectives.  
 
In summary, research has shown that asset allocation is the most important factor in  
determining the future returns from any given investment portfolio. Therefore, we place 
particular emphasis at the outset on creating a suitable asset allocation benchmark for 
each investment portfolio and then ensuring that the portfolio is brought back into line 
with the benchmark on a regular basis. 
 
We also believe that carefully managing the mix of assets in a client’s investment  
portfolio is an important part of how we add value to our client’s overall financial  
planning in the long term. 
 
Once we have agreed the asset allocation for any given portfolio, our next step is to 
construct a portfolio of funds which, in combination, will achieve the required asset  
allocation and, hopefully, enhance future investment returns. 
 
In this newsletter, we explain the process we follow in researching and selecting the  
individual funds to hold in an investment portfolio. 
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Our beliefs regarding fund research and  
selection 
 
Researching the thousands of different funds 
available and then selecting the small number of 
funds to hold in a single portfolio is highly  
complex. To simplify the process, we, as a  
financial planning business, have identified a 
number of beliefs we hold which help us to filter 
funds for inclusion in clients’ portfolios. These are 
as follows:  
 
1. The choice of individual funds will not have as 
significant an impact on future investment returns 
as the asset allocation. Therefore, our focus at 
the outset of constructing an investment portfolio 
and then monitoring and reviewing it in the future 
is more on making sure the asset allocation is 
suitable. 
 
2. It is impossible for us to consistently select 
those funds that will be the best performing funds 
in the future. 
 
3. Managed funds that invest in a selection of  
different assets and vary their asset mix without 
reference to us reduce the effectiveness of our 
control and management of the asset allocation 
within our client’s portfolio. Therefore, we tend to 
avoid investing in such funds unless they are  
specifically selected by our client or we decide 
that a mixed asset product or fund is most  
suitable. 
 
4. Multi-manager funds tend to charge clients 
more without any firm evidence that they produce 
superior returns. Therefore, we tend not to  
recommend such funds unless specifically  
requested by our client. 
 
5. Actively managed funds that aim to generate 
better returns than their benchmark Index by  
genuinely looking to diversify their portfolio away 
from the Index offer the potential to provide better 
returns than passively managed funds such as 
index trackers or exchange traded funds, which 
aim to track their benchmark, or so-called actively 
managed funds that just mirror the Index. 
 

6. However, in the more efficient, developed 
markets such as the UK and US, where  
information is so readily available, it can be more 
difficult for an actively managed fund to ‘steal a 
march’ on other actively managed funds and on 
passively managed funds, which simply aim to 
track an index. Therefore, in the developed  
markets, we may recommend passively  
managed funds when our clients are either cost 
conscious or when they are prepared to accept 
returns which slightly underperform any chosen 
Index in a consistent manner.  
 
As with every step in our advice process, we 
treat the research and selection of funds with 
great care and attention. This newsletter now 
explains our approach to fund research and how 
we select and review individual funds. 

Fund research  
 
We value the fact that our specialism is in  
helping our clients to feel happy about their  
investments and comfortable that these are set 
up in such a way as to ensure that they can 
achieve their future aims and aspirations. 
 
We are not fund researchers or analysts. 



Therefore, we rely to a large degree on the views 
and opinions of people who specialise in  
researching and analysing the performance of the 
galaxy of individual funds and fund managers. 
 
Fund Research Consultants 
 
Our chosen fund research consultants are Rayner 
Spencer Mills (RSM) who we trust to identify the 
funds which have the best potential for providing 
above average returns in the future. 
 
RSM adopt a robust approach to rating mutual 
funds and apply both quantitative and qualitative 
measures to the whole universe of unit trusts and 
open ended investment companies (OEICs) 
across the main sectors categorised by the  
Investment Management Association (IMA). 
 
The quantitative measures focus on past  
performance and risk with a number of measures 
used in each area to provide a comprehensive 
picture. The qualitative assessment of any fund is 
there to provide some idea of how the fund will 
perform in the future and this view is gained 
through face to face meetings with fund  
managers and is a key part of RSM’s  
methodology. 
 
RSM include passively managed funds in their 
ratings. 

The Breed Elliott ‘Rated Fund List’ 
 
This ‘list’ consists of all of the single asset  
collective investment funds which are ‘rated’ by 
RSM and we can choose any fund from this list 
when constructing a portfolio. However, within 
the RSM rated funds, we have also carried out 
some further refinement. 
 
Within the RSM rated funds, we have identified 
18 single asset Investment Management  
Association (IMA) sectors, e.g. UK All  
Companies or Global Emerging Markets.  
 
Each of our five planners takes responsibility for 
regularly monitoring and reviewing specific  
sectors ensuring that every sector is reviewed at 
least once per quarter. 
 
Each planner will then identify two or three funds 
within each sector which they believe have the 
best chance of outperforming in the future. The 
other planners in the team can then select from 
these funds to construct their portfolios knowing 
that the sector has been closely analysed by a 
colleague.  
 
Our process 
 
Having assessed our client’s risk profile,  
including the completion of our Attitude to Risk 
Questionnaire, and identified the asset allocation 
for each recommended investment solution, we 
will discuss with our client the relative merits of 
actively and passively managed funds. There 
will be 4 possible outcomes from this discussion: 
 
1. Our client chooses to invest entirely in  

actively managed funds. 
 
2. Our client chooses to invest entirely in  

passively managed funds. 
 
3. Our client chooses to invest in a combination 

of actively and passively managed funds. 
 
4. Our client asks us to recommend a suitable 

portfolio, in which case we will construct a 
portfolio using actively and passively  
managed funds as we see fit and most suita-
ble for our client.  



Once our client has made their decision, we will 
follow a set process for selecting the individual 
funds to hold within a recommended investment.  
 
· We will decide how to sub-divide each asset 

class among the various sectors. For example, 
how to allocate the overseas equity content of 
a portfolio across different markets and  
geographical areas. Funds will be selected 
with an overall aim of achieving the agreed 
asset allocation. 

 
· We will decide which funds to select from 

those included in our ‘Rated Fund List’  
deciding whether to use actively managed or 
passively managed funds. 

 
· Once a fund has been selected, the Key  

Investor Information Document will be saved 
and presented to our client with our  
recommendation.  

 
· At future reviews of our client’s investment 

portfolio(s), we will use a traffic light system to 
indicate to our client what we recommend they 
do with each individual fund. This is based on 
our ‘Rated Fund List.’ 

 
· If the fund features in the Breed Elliott ‘Rated 

Fund List’ when we conduct a review, we will 
normally recommend that our client continues 
to hold the fund (green). If the fund no longer 
features in the ‘Rated Fund List,’ we will  
normally recommend switching the holding to 
another fund (red). However, there may be 
times when we wish to exercise our discretion, 
either to keep a fund that is no longer on our 
‘Rated Fund List’ or to highlight a concern 
about a fund that is on the ‘Rated Fund 
List’ (amber).  

 
· The process for choosing a new fund if we are 

recommending a switch will be the same as 
when we are first constructing a portfolio for a 
client. We will provide our client with Key  
Investor Information Documents for any new 
funds which we recommend are included in 
their portfolio. 

Reviewing our approach to fund research 
 
All five Breed Elliott planners meet every month 
to develop our business. An item on every  
meeting agenda is our Investment Committee. 
The Committee’s responsibility is to ensure that 
we review our whole investment process and 
continually seek ways of developing what we do. 
 
If you would like to know more about the process 
or would like to provide feedback, please do not 
hesitate to contact us.  
 



Market Value at the 
start of 2017 

Current 
situation   Comments 

Interest Rates 
(BOE base 
rate) 

0.25% 0.25% at 
31.03.17 The Bank of England Base Rate remains at 0.25%. 

House Prices 
(Nationwide) 

House prices 
increased by 
4.5% in 2016 

The annual 
change in 

house prices 
is 3.5% at 
31.03.17 

  House prices fell by 0.3% month on month in 
  March. 
  Annual house price growth softens to 3.5%. 

UK Share 
Prices 
(FTSE 100) 

7142.83 
7,322.92 

at the close on 
31.03.17 

 
The FTSE 100 increased by 0.82% in March.  
 

If you have received this email in error, please contact us on the email below with your correct details or  
removal request info@breedelliott.co.uk 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the 
person to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on 
this information by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you 
don't understand any of its contents we recommend you seek Independent Financial Advice. 


