WHERE MODELS BECOME PORTFOLIOS

Investment Overlay Management

Investment models do not become client portfolios automatically.

An asset manager may define the strategy. An advisor may determine how it fits within
the client relationship. A platform may define the account structure, investment menu and
operating rules. The overlay function connects those inputs to implementation.

Overlay management is the process of coordinating models, accounts, restrictions, trades,
sleeves, taxes, reporting and operational controls inside a managed account program. It

is the layer that determines how an investment strategy is applied to individual accounts
after real-world account conditions are considered.

In a simple portfolio, implementation may be straightforward. In a managed account
program with multiple strategies, multiple custodians, multiple tax profiles and client-
specific restrictions, the implementation layer becomes more complex.

The overlay function is designed to manage that complexity.
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The Distance Between Target and Reality
A model portfolio represents the intended investment exposure.
A client account represents the actual implementation.

Those two are rarely identical at every point in time. Accounts may hold legacy securities, maintain excess cash,
have restrictions, include tax-sensitive positions or participate in multiple strategy sleeves. Some accounts may
be transitioning into the strategy over time. Others may be receiving contributions or funding withdrawals.

Overlay management compares the model against the account and determines how implementation should
proceed.

This includes identifying drift, applying trade rules, reviewing restrictions, assessing tax lots, managing cash,
coordinating sleeves and determining whether a trade should be generated, deferred or modified.

The purpose is not to force every account into mechanical uniformity. The purpose is to maintain investment
alignment while respecting account-level facts.

Implementation Has Many Inputs

Overlay management includes several recurring functions that sit between investment management and
operations.

The core functions include model administration, account mapping, sleeve coordination, rebalancing, trading
instruction, tax-aware transition support, restriction management and exception handling.

Each function depends on accurate data.

The overlay process needs current positions, cash, cost basis, restrictions, model targets, account status,
trading eligibility and custodian information. If the data is incomplete or inconsistent, implementation quality
declines.

For this reason, overlay management is closely tied to the operating environment. It is not separate from
technology, trading or administration. It relies on all three.

Model Intake and Control

Model administration begins with receipt and validation of investment models.

A model may come from an asset manager, an internal investment committee, an advisor-directed process or
another approved source. The model must be reviewed, mapped, stored and version-controlled before it can be
applied to client accounts.

This process includes identifying securities, target weights, asset classifications, sleeves, cash targets, trade
tolerances and effective dates.

Model administration also requires governance. A platform needs to know which accounts are assigned to which
model, which model version is active, who approved the model and when changes should be implemented.

Without model discipline, implementation becomes difficult to monitor.
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Sleeve-Level Coordination
Managed accounts frequently include more than one strategy.

A UMA may combine direct equity, fixed income, ETF models, mutual funds, third-party managers and cash
within a single advisory framework. Public UMA infrastructure discussions often emphasize the need to
coordinate account-level trading, rebalancing, reconciliation, corporate actions and manager billing across
multiple sleeves.

Overlay management helps assign those components to the correct sleeves and coordinate how they interact.

Sleeve coordination is important because a decision in one sleeve can affect the rest of the account. Raising
cash from one manager, harvesting losses in another sleeve or applying a restriction across the household can
create implications beyond the individual component.

The overlay layer provides a mechanism for viewing the account as a whole rather than as disconnected parts.

Rebalancing Is Not Mechanical

Rebalancing is the process of comparing current holdings to intended targets and determining whether action is
required.

In managed accounts, rebalancing must account for more than drift.

It must evaluate cash needs, client restrictions, tax lots, minimum trade sizes, excluded securities, wash-sale
considerations, model changes, account status and custodian rules. Public UMA platform materials commonly
highlight centralized coordination for cash flow management, tax-loss harvesting and security-level restrictions
across managers.

A rebalancing engine can identify required trades. The overlay process determines whether those trades are
appropriate in the context of the account.

This is especially important in personalized portfolios, where two accounts assigned to the same model may
require different implementation paths.

Taxes Shape the Trade Path

Tax-aware implementation is a major use case for overlay management.

Many investors enter managed account programs with existing positions and embedded gains. Others require
ongoing tax-loss harvesting or gain-budget management. Direct indexing and tax-managed SMA programs have
increased the need for disciplined tax coordination across accounts and sleeves.

Publicly available SMA materials from leading asset managers often emphasize tax-managed implementation,
direct ownership, personalization, direct indexing, concentrated stock management and portfolio analytics as
core features of personalized accounts.

Overlay management supports tax-aware implementation by reviewing cost basis, realized gain budgets,
unrealized gains and losses, transition objectives and security-level substitutions.
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The goal is to implement the investment strategy while accounting for the tax consequences of trades.

Tax management should not be isolated within one sleeve if the client owns multiple strategies. A tax
decision in one sleeve can affect the household, the account and other managers. Overlay coordination
helps reduce that fragmentation.

Moving from Legacy to Target
Many managed account programs begin with a transition event.

A client may be moving from a brokerage portfolio, a legacy advisory account, a concentrated stock
position, a fund-based allocation or another discretionary model. The starting portfolio may differ
substantially from the target strategy.

Transition management determines how the account moves from current holdings to intended exposure.

That process may involve immediate liquidation, staged trading, tax-budget limits, security substitutions,
retained positions or restrictions around realizing gains.

The transition plan should connect the proposal process to implementation. Analytics may identify
expected gains, risk exposures or concentration. Overlay management turns those findings into trade
sequencing and account instructions.

Restrictions Need Enforcement
Client restrictions are central to personalized managed accounts.

Restrictions may apply to individual securities, sectors, industries, issuers, countries, asset classes or
investment types. They may be values-based, compliance-driven, tax-driven or related to the client’s
employment, concentrated holdings or legal requirements.

Overlay management applies those restrictions during implementation.

This requires more than storing a rule. The system must evaluate the restriction against model holdings,
proposed trades, substitutions, drift and reporting. Restrictions may also need to apply across accounts or
at the household level.

The more customized the program, the more important restriction management becomes.

Cash Is an Implementation Variable
Cash activity creates ongoing implementation requirements.

Contributions must be invested. Withdrawals must be funded. Fees may need to be raised. Income may
accumulate. Tax payments or client liquidity needs may affect target allocations.

Overlay management coordinates cash across the account and, where applicable, across sleeves.
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This may involve investing excess cash, raising cash proportionally, selecting securities to sell, preserving
minimum cash balances or coordinating liquidation across managers.

Cash decisions can affect drift, tax outcomes and strategy exposure, so they should be handled within the same
implementation framework as rebalancing and trading.

Trading Requires Translation
Overlay management produces trading instructions, but the trading workflow must execute them.

In managed account programs, trading may involve aggregated orders, account-level allocations, partial fills,
settlement tracking, rejected trades and custodian-specific requirements. Multi-custodian or cross-border
programs add further complexity through currency, settlement and market access considerations.

The overlay layer helps define what should be traded.
The trading process determines how those instructions are executed, allocated and reconciled.

Strong coordination between overlay and trading reduces dispersion, improves consistency and supports
auditability.

Drift Is a Control Signal
Even when accounts follow the same model, results can diverge.

Dispersion may arise from different funding dates, tax restrictions, security exclusions, cash flows, transition
schedules, partial fills, trading delays or custodian differences.

Overlay management monitors these differences and determines whether action is required.

Not all dispersion is avoidable. Some is the natural result of personalization. The operational goal is to
distinguish acceptable account-level variation from unintended implementation drift.

This requires clear thresholds, reporting and governance.

Operational Events Affect Portfolios
Managed accounts must also respond to events that occur after portfolio implementation.

Corporate actions, proxy events, mergers, tenders, reorganizations, dividend elections, ticker changes and
security conversions can affect accounts in different ways. Public UMA operating models often include
corporate actions, proxy support, rebalancing, reconciliation and manager billing within the managed account
service layer.

The overlay function may need to assess whether the event affects model alignment, account restrictions,
sleeve exposure or trading requirements.
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These events are operational in form, but they can have investment implications.

A coordinated process helps ensure that accounts remain consistent with the intended strategy after such
events occur.

Oversight Comes from Visibility
Overlay management also supports oversight.

Advisors, platforms and investment teams need visibility into how accounts are being implemented. This
includes model alignment, drift, restrictions, transition status, tax activity, sleeve weights, cash levels, trades
and exceptions.

Public managed account materials frequently emphasize portfolio analytics, account enroliment, servicing and
reporting as part of managing personalized portfolios at scale.

Reporting is not only a client communication tool. It is also a control mechanism.

It allows the program to identify where implementation differs from policy, where accounts require attention and
where operating rules may need refinement.

Technology Structures the Workflow
Overlay management depends on technology, but technology does not eliminate the need for process.

A platform must support model data, account data, restrictions, tax lots, rebalancing, order generation, reporting
and audit trails. Public wealthtech materials commonly describe portfolio accounting, trading, compliance and
advisor workflows as part of the technology environment supporting advisory programs.

The role of technology is to structure the workflow, preserve data integrity, apply rules consistently and create
visibility across the program.

The role of process is to define how exceptions are handled, who approves changes, how conflicts are resolved
and how implementation is governed.

Overlay management requires both.

Judgment Remains Part of the Process
Overlay management involves judgment.

A system can calculate drift. It can identify trades. It can flag restrictions. It can estimate tax consequences. It
can route orders.

People still need to evaluate context.

Examples include whether to defer a trade because of taxes, how to transition a concentrated position,
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whether to substitute a restricted security, how to coordinate sleeves when raising cash and how to resolve an
operational exception.

Experienced overlay professionals help translate system output into practical implementation decisions.

Governance Creates Consistency

Overlay management should operate within a defined governance framework.

THAT FRAMEWORK SHOULD IDENTIFY:

o Approved models; e Tax and restriction rules;
* Account eligibility rules; » Exception escalation;
« Rebalancing policy; » Reporting requirements;

e Trade approval process;

Governance creates consistency.
It also provides an audit trail for decisions affecting client portfolios.

For institutions, governance is essential because managed account programs often involve multiple parties:
advisors, asset managers, overlay teams, custodians, trading desks, operations teams and compliance
functions.

Global Accounts Add Translation Issues
Global and cross-border managed accounts add additional requirements.

Overlay processes may need to account for local market securities, ADR and ordinary-share treatment, foreign
exchange, currency of account, settlement cycles, custodian market access, regional restrictions and reporting
differences.

A model designed in one market may not be implemented identically in another.

Overlay management helps determine how the strategy should be translated into the account’s available
investment universe and operating environment.

This is particularly important when serving offshore investors, international private banks, family offices or
platforms that operate across jurisdictions.

fllinCadense 62026 nCadense.



The Coordination Requirement
Managed account programs are becoming more complex.

Advisors are using more models. Asset managers are distributing more strategies through SMA and UMA
formats. Clients expect greater personalization. Institutions are expanding advisory programs across custodians,
channels and regions.

That complexity increases the need for disciplined overlay management.

The overlay function helps ensure that investment models, client facts and operating rules remain connected as
the program grows.

It is not a substitute for investment management, advisory judgment or operational discipline.

It is the coordination layer that allows those functions to work together.

Investment Overlay Management

Investment models define intended exposure.

Client accounts introduce real-world variation.

Overlay management connects the two through rules, data, workflow and judgment.

It turns model guidance into account-level implementation.
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