THE RIGHT DNA
JULIA SCHORTINGHUIS
MANAGED ACCOUNT E

ALSO: PORTFOLIO MANAGEMENT / GOALS- BASI:.D'AD~V1CE /
TRANSITIONING FROM MODEL PORTFOLIOS TO AN SMA

C
IMAP <¢
Institute of Managed Account Professionals v

VOLUME 1 ISSUE 2 SEPTEMBER 2017



Thinking
managed accounts? I
Think Macquarie I

==
With more than $1.7 billion of managed 3 1
account funds under management, we know RS :

we can help you achieve success for your 5 T ]m IE

business and clients.

MACQUARIE

macquarie.com/managedaccounts

This information is current as at 30 August 2017 and is issued by Macquarie Investment Managem%:ﬂ't@;ed AFSL 237492,

4



PERSPECTIVES

REGULAR

4 Chairman’s message 13 My perspective

6 News 36 Events
FEATURE
13 Maximising the managed account opportunity

Sherise Mercer shares her insights on how to build
munuyged uccounts into u finunciul udvisory
business.

15 MDAs: The right DNA
Munuyed uccounts ure purt of the DNA of
Lighthouse Cupital. Julia Schortinghuis talks to
Jayson Forrest ubout the efficiencies und time-
savings that manuyged uccounts have brought
to the business.

19 Through the managed accounts lens
Over 200 munuyed uccounts professionuls
uttended IMAP’s inaugurdl portfolio munagement
conference. Jayson Forrest reviews some of the
highlights of the conference, including un in-depth
review of two punel discussions.

26 Learning the hard way
Paul Saliba und Justin McLaughlin shaure
their insights and the investment lessons
learnt in estublishing und running munuyed
accounts in a business.

30 Goals-based advice
Gareth Jakeman und Thomas Bignill fulk to
Rebecca Jacques ubout how to muke gouls-
bused udvice work with munuged uccounts.

34 Transitioning from model portfolios to an SMA
Lukasz de Pourbaix outlines the key thinys
financidl advice firms need to consider when
purtnering with an externul SMA model
maunugyer or operuting the portfolio internailly,

IMAP<§>

Munhuged Account Perspectives is the officiul publicution of the Institute
of Munuyed Account Professionuls Ltd (ABN 57 125 794 274).
IMAP wus formed to uct us the nexus in this increusingly importunt part

of the udvice profession. Our uim is to briny toyether advisers, munugyers,
platforms und other munuyed uccount service providers to help build
better industry.
www.imdp.ush.uu contuctus@imup.ush.uu
Editor: Jayson Forrest

M: +61 416 039 467
E: juysonjforrest@gmuil.com

Publisher: Toby Potter
M: +61 414 443 236
E: foby.potter@imup.usn.au

Discluimer: © Institute of Munuged Account Professionals Ltd. All muterial
published in Munayged Account Perspectives is copyright. Reproduction in
whole or purt is prohibited without the written permission of the Publisher or
Editor. Applicutions to use materiul should be mude in writing und sent to the
Publisher or Editor ut the ubove emuil address. Muteridl published in Mun-
ayed Account Perspectives is of u generul nature only und is not infended to
be comprehensive hor does it constitute udvice. The materiul should hot be
relied on without seeking independent professional udvice und the Institute
of Munuyed Account Professionadls Ltd (IMAP) is not liuble for uny loss suffered
in connection with the use of such mauteriul. Any views expressed in this pub-
licution are those of the individudl author, except where they are specificully
stuted to be the views of IMAP. IMAP does hot endorse uny products or
services udvertised in the maguzine. References or web links to products or
services do not constitute endorsement. Munuged Account Perspectives is
the officiul publicution of the Institute of Munuged Account Professionuls Ltd.



K )
/.

IMAP has just released its third
study into the size of the managed
accounts market. We counted
$48 billion in FUM from the survey
responders, made up of:

e SMA's — $14.3 billion;
e MDA services — $22.9 billion; und
e Other types — $10.7 billion.,

This is un increuse of $8.9 billion

oh the census we conducted in
December 2016. Growth rates are
currently 25-30 per cent, depending
on the type of munuged uccount.

So, munuyed uccounts ure u large
market — und growing yuickly. It seems
they redlly ure the hext big thing.

What explains this relatively recent
uptuke in services thut huve been on
offer for uite u lony time?

Well, it's because manuyged
accounts offer redl benefits to both
licensees und udvisers. It's these
benefits which are the underlying
fuctors for creuting this surge in
demund. For udvisers, this hus been
manifest in:

e Better client outcomes from
portfolios that ure subject to
continuous monitoring und review,

und which dllow direct beneficidl
owhership;

e Practice efficiency that comes from
not having to issue ROAs for every
fransaction; und

e Cost reductions for clients, partly
from market pressures und purtly
from the increusing use of lower
cost investment options, such us
ETFs.

For licensees, in uddition to better
udvice pructices und the benefits
that brings, there have been two
other muin drivers:

e Fewer problems with compliunce
und operutionul error; und

e Revenue opportunities urising
from charying for the portfolio
munugement function.

We ure still in the eurly days of the
development of munuyed uccounts.
After dll, plutform ussets ure around
$750 billion und munhuyed uccounts
are less thun 10 per cent of thut,

Increusingly, it will be licensees und
their business objectives thut drive
the development of munuyed
uccounts. Once udviser office
efficiencies ure uchieved und
advisers have confidence thut

*Munhuyged uccounts ure u lurge murket — and growinyg

quickly. It seems they redlly are the next big thing.”
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MANAGED ACCOUNTS
APPROACH $50B — WHAT NEXT?

recommendiny u munuyed uccount
solution doesn’t disenfranchise them
with clients, licensees’ objectives will
shupe the evolution of munuyed
uccounts in every way,

This will result in:

e Technoloyy development that
dllows greuter control o be in the
hands of the licensee und makes
them less dependent on
ohe-size-fits-all solutions;

More complete control of the
investment process, in particular
usset dllocution und munuger
selection, through their ability fo be
certuin thut their decisions will be
implemented; and

e Greuter revenue certainty,
uccompunied by better resourcing
of their businesses, which in turn will
make mMore valuuble businesses.

For licensees, munuyed uccounts
meun that taking control of the
investment solufion becomes u redlity.

All the best,

Toby Potter
Chair
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INTO VALUABLE CLIENT TIME
WITH OUR NEW MANAGED
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Turbo-charge efficiencies and dedicate
more time to growing your business with
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Our Managed Account solutions

help streamline back-office admin,
eliminating much of the time consuming
‘paperwork’ involved in making portfolio
changes. As professional managers
look after the day-to-day administration
of your clients’ managed account portfolios,
you’ll have more time to look after their
financial wellbeing.

So, with long-term experience and over
$6bn under administration in Managed
Accounts, it's time to find out more
about Colonial First State’s enhanced
range of retail and tailored solutions.

Talk to your BDM or visit Colonial
colonialfirststate.com.au/adviser TOG ETHER First State
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MANAGED ACCOUNTS GROWING
OVER 25% P.A.

Funds under manugement (FUM) for munaged accounts
in Australia how stand at $47.97 billion — an increuse of
$8.88 billion or 22.5 per cent in the six months from 31
December 2017. This wus the latest result from IMAP’s

30 Juhe 2017 Muhaged Accouhts FUM Cehsus.

According to IMAP chuir, Toby Poftter, $4.1 billion of this
increuse hus come from five new respondents to the lutest
census survey, with over hdlf of the increuse uttributed us
orgunic yrowth us “advisers increusingly view munuyed
uccount services us their preferred service model for
certdin client segment”.

Managed accounts FUM

30 Juhe 31 Dec Increuse/ Increuse/
2017 (Sb) | 2016 (Sb) | Decreuse (Sb) | Decreuse (%)
SMA/MIS $13.90 $12.36 $1.54 12.46%
MDA $23.36 $16.72 $6.64 39.71%
services
Ofther $10.70 $10.10 $0.60 5.94%
services
Total $47.97 $39.17 $8.79 22.44%

* Total umounhnts have been rounded out.

Potter suid IMAP’s recent Portfolio Management
conference highlighted the varied nuture of munauged
account services und business models that are able to be
offered by financial advisers, muking managed accounts
u “very dynumic murket”.

IMAP unulysed the increuse in FUM for munuyged uccounts
using the S&P ASX 200 market movement index over the
pust six months of 1.0 per cent us un indicutor, and $0.39
billion of the growth is likely the result of market movement.

“This meauns that $4.4 billion of the growth in FUM comes
from existing participunts growing their munaged accounts
business, compured with $2.5 billion in the previous six
month period,” Potter said.

Thirty-seven compdnies participated in the latest Manhaged
Accouhts FUM Cehnsus, ranyging from muajor platforms aund
banks, to smaller MDA providers.

LMDA ADVISERS FACE A DROP
DEAD DATE

When ASIC releused the upduate in the Cluss order in
September 2016, it gave advisers who had been using the
No Action lefter, a two yedr fransition period to move to an
dlternutive upprouch to providing their services to udvisers.
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For many adbvisers, 24 months would seem like plenty

of time to transition, but half of that time has how been
used up und it’s only how that many advisers are seriously
conhsidering their preferred course of uction.

The choices avdiluble to them dre varied und below
are the guestions that advisers aund licensees should ask
themselves when ussessing the options. Of course, some
options reyuire orgunisutional expertise, which may hot
currently be avdiluble to every udviser or licensee.

Managed Account Options

e Dealer models on your preferred platform — Can your
portfolio models be duplicuted by your preferred
platform’s SMA program in a licensee specific program?

e MDA Provider — Do you have the orgunisationadl
competence to be authorised us un MDA Provider? Can
your preferred plutform support the operation of un MDA
with your models?

¢ Platform SMAs — Do you wunt to increuse your APL with
u humber of SMAs on your preferred platform? Cun you
consfruct models of these?

e New Platform — Would a hew platform that provides the
munuged uccount service you want, be better for your
business?

e Dealer MDA Models - If your licensee udopts an MDA
dpprouch, ure the models they offer consistent with the
udvice upprouch you wunt for your clients?

Improved Advice Service Options

e ROA Automation — Whaut are the auutomation feutures
of your upproved platforms? Do they offer sufficient
automation of the ROA process?

e New Licensee — For udvisers, whose choice of munuyed
account service is controlled by their licensee, should
they change 1o u licensee whose investment choice
better suits their udvice model?

¢ Standard Advice — Can you or your udvisers revert fo an
‘udvice only/ROA’ service model? This might include SMAs.

e Wholesale — Does your client buse support u ‘wholesule
ohly” approuch?

e MDA Adviser — Cun you purther with d specidlist MDA
Provider to offer your models und udvice on their service?

e Third Party SMA RE - Is there un external RE for aun SMA
program on your preferred platform? What would this
reyuire of you?

IMAP hus prepured a workshop on the choices that LMDA
advisers fuce und the best way of ussessing those options.
To reyister your interest in the LMDA Workshop, contuct
IMAP at Support@imap.asn.au
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PLANNERS ENTHUSIASTIC
ABOUT MANAGED
ACCOUNTS

A hew study has found that 40 per
cent of finuncial planners believe
munuyed accounts ure uppropriate
for lower bulance clients, with 53

per cent of independent financiul
udvisers suying they used munuged
auccounts compured with 47 per cent
of dlighed plaunners.

The 2017 Plannher Direct Equifies

ahd Mahaged Accounts resedrch,
Jjoint report by National Australia
Bank (NAB) und Investment Trends,
surveyed 474 financidl planners
reyurding their views und use of direct
shares uhd manuged uccounts.

The report found that while planner
uppetite for direct shares was
declining, there wus growiny
enthusiusm for manuged uccounts,
which saw their use by planners
increuse for the fifth yeur in u row,
with the largest yedar-on-year growth
in the report’s eight-yeur history
occurring over the past 12 months.

Commenting on the report’s findings,
Investment Trends chief executive
officer, Michuel Blomfield suid
maunuged funds provide flexibility o the
investor thut “redlly ullows them to see
u true portfolio view of their investing”.

I think once you cun do thut for
them und do yood reporting uround
that, around asset dllocation, the

mix of ussets und the exposures,
then | think people redlly start to feel
enhyuyed with their investing.”

Blomfield suid thut umony those
planners who had recommended
munuged uccounts, 62 per cent
indicuted their clients had become
more enguged us d result of this
investment solution.

Also commenting on the report,

NAB General Munuger — Strateyic
Accounts, Susi Collus suid munuged
accounts formed d key part of NAB's
focus, with pluns to udd u humber of
direct equities SMA model portfolios
to its MLC Wrup und Navigutor
platforms over the coming months.
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ANZ WEALTH ADDS
SMAS TO GROW WRAP
PLATFORM

ANZ Wedlth has infroduced
Sepurutely Munhuged Accounts
(SMAs) as part of its Grow Wrap
investment platform, which it says will
provide yreuter flexibility for investors.

Under the move, ANZ Wedilth will
intfroduce 13 hew SMAs to professiondlly
munuged portfolios of direct equities
und exchange fraded funds.

Commenting on the introduction of
SMAs, ANZ Wedlth Heud of Wrap, Dedn
Faglioni suid: “This latest enhancement
to our wrdp platform responds to
investor and adviser feedbuck on the
need for yreuter flexibility to succeed in
changing markets.”

Faglioni udded that the SMAs will
offer investors the benefits of investing
in traditionul mMunhuged funds,
including professionul investment
munaygement, but with greater
franspurency und tux advuntages.

“This cun reduce the complexities
ussociuted with direct share
investment selection, trading und
administration. For advisers, the
avdilability of SMAs meunhs less time
spent on administration und more
fime manuging their clients” overdll
investment strategies,” Faglioni said.

CONTINUES >>



TECHNOLOGY
STRUGGLES TO KEEP UP
WITH PLANNER NEEDS

Finauncidl planners’ needs are
evolvihy, but tfechnoloyy providers
are strugyling to keep puce. This wus
one of the key findings to come out
of the Investment Trends 2017 Plahher
Technhology Report, now in its 14th
yeur.

Despite the sighificunt investents
being mude by technoloyy
providers, planners feel their support
heeds ure still hot beiny sufficiently
met. And planners are becoming
increusinyly unsettled with their
foroduct suite us u result.

According to the report, 75 per cent
of plunners ure open to switchiny
their primary platform, either for lower
udministration fees (47 per cent) or

a wider platform feature set (28 per
cent). Even umony the 47 per cent
who dre seekiny lower administration
fees, functionulity enhancements
remuin a significant driver of potential
switching — with 82 per cent of this
cohort enticed to switch platforms for
functionality enhancements.

“*While planners traditiondlly use
platforms for their efficiency
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benefits, the vast mujority ure open
to dlterndtive solutions that play a
greuter role in udvice delivery, from
the buck-office to the front,” suid
Recep Peker, Reseurch Director ut
Investment Trends.

“Planners envision the hext generation
of plutforms to be feuture rich, providing
them support with plan production,
modelling tools und inteructive client
review tools,” Peker suid.

The study found that CFS FirstChoice
(382 per cent) und BT Wrap (29 per
cent) were the two most widely used
platforms umony planners for new
client inflows. However, the newer
platforms — Netwedulth, HUB24 und BT
Punoruma - were steudily extending
their market share.

“Netweulth, HUB24 aund BT Punoramau
are umohny the most technoloyically
advunced platforms in the market,
delivering not only efficient admin
and online functionality, but dlso

U wide ranging proposition that
includes good portfolio munugement
tools und u wide product ranye,”
suid Peker.

Netwedlth and HUB24 dlso achieved
the joint highest overdll platform
sutisfaction score, with both platforms
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rating significantly higher than their
foeers ucross service ureus relating to
BDM support, mobile uccess und user
interfuce.

The top five plutforms by overdll
sutisfaction were:

1. Netweulth and HUB24 (joint first);
3. CFS FirstChoice;

4. BT Wrap; und

5. Mucyuurie Wrap.

XPLAN muintained its dominant
position in the planning software
spuce (with 54 per cent of planners
using it as their primary software),
while AdviserLoyic secured top

spot in overdll soffware sutisfaction.
Cominy in second waus Midwinter,
followed by XPLAN. AdviserLoyic ulso
leuds the industry aucross the mujority
of service elements meusured,
purticularly relating to gudlity of
fraining, havigationadl efficiency and
user interfuce.

According to the report, the averuye
financidal plunner uses 3.2 sepurute
systems to collect duta required for
client reviews. If given the opportunity
to consolidute o one single system,
planners overwhelmingly prefer their
planning software to fulfil this role,
uheud of their plutforms or third party
staundulone solutions.

The Investment Trends 2017 Planhnher
Techhology Reportis  study of
Australiun financidl planners und their
technoloygy heeds. The study is bused
oh a survey of 533 financidl pluanners
concluded in May 2017.

INVESTTECH 2017 - IMAP’s focus on
porifolio management technologies
and connectivity software.

WHERE: Dockside Conference Centre,
Cockle Bay Wharf, Darling Park,
Sydney

WHEN: 5 December 2017

REGISTER: imap.asn.au/events




DEALER INVESTMENT FORUM
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ALADDIN POWERING RISK
MANAGEMENT

n end-to-end investment platform is powering
the risk management of BlackRock’s model
poritfolios.

Speuking at the August IMAP Dedler Investment Forum,
Josh Persky — BluckRock's Heud of Model Portfolios und
Solutions Australiu — provided an informative presentation
on risk mMunuygement und how BluckRock uses its risk
analytics tools in monitoring and munaying multiple risk
purameters within its Australiun manuyed uccount model
portfolios.

According to Persky, when it comes to defining what

risk maunuyement is in u model portfolio, plunners and
investment commifttees heed to properly understund:
“What it is you own und why you own it.”

“This is fundamental o your investment philosophy,”
Persky suid. “And dlong with cost, which cun eat away
ut investment returns, it’s vitally importunt that the right
people sit on your investment committee. The committee
needs to be uble to optimise euch of your model
portfolios individudlly.”

Underpinning BluckRock's upprouch to risk munugement
is its proprietary risk munugement platform that it uses for
its model portfolios — Aladdin.

Aladdin (which stunds for Asset, Liubility, Debt and
Derivdtive Investment Network) is un operuting system
for investment maunugers that seeks to connect the
information, people und technoloyy heeded to munuye
money in redl fime. The system is currently used by 25,000
investment professionals around the world.

According to Persky, the Aluddin plutform combines
sophisticated risk analytics with comprehensive portfolio
manugement, frading and operations tools on a single
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platform that endbles informed decision-making, effective
risk manugement, efficient trading and operational scule
across usset clusses.

"Runniny model portfolios is difficult...
This is hot u ‘set-aund-foryet’ strategyy.
It requires constunt monitoring.”

- Josh Persky

“This tool enubles planners und investment committees
to muke more informed decisions around the whole
investment process,” Persky suid.

He udded thut Aluddin is used to “stress test” portfolios,
which helps to mitigute shocks to portfolios, similar to whaut
occurred with Brexit and the US Presidential elections.

And while the system hus been widely effective in
sufeguarding uguinst portfolio shock, Persky udmitted that
even using the Aluddin system us purt of its approuch to
risk munuyement didn’t meun BluckRock ulways yot its
investment decisions right.

“"We actudlly missed the murket bounce with the Trump
election, but so did most investment munagers. The
bounce wus very unexpected,” he suid.

Other importunt factors as part of BlackRock’'s model
portfolios aure ‘implementation” und ‘Mmonitoring”.

"Runniny model portfolios is difficult,” Persky said. “Thut’s
why our investment committee cun override model
portfolios if required to do so. This is hot u ‘set-aund-forget”
strateyy. It requires constunt monitoring.”

Persky dlso confirmed thut BluckRock wus currently in
conversutions with a hnumber of “interested purties” to
muke the Aluddin tool uvdiluble to more investors.




MDA FORUM

Pl INSURERS: PUTTING YOUR
BEST FOOT FORWARD

MAP’s MDA Forum in August provided managed

account professionals with interesting insights from a

lawyer and insurer in relation to professional indemnity
(P1) insurance for MDA providers working in the managed
accounts sector.

Addressing the forum in Sydney were Mike Herron —
National Practice Leader, Professional aund Financial Risks at
Arthur J. Gdllugher, and Cain Juckson — Parther ut Wotton
+ Keurhey. And in Melbourhe, Stephen Hughes — Generdll
Munuager Professiondl Services ut Arthur J. Gallagher
uddressed the forum.

Both spedukers set the scene for Pl renewuls, which hus
become increusingly difficult for MDA providers post GFC.

“Followiny the GFC, a humber of insurers left the Pl market,

which hus reduced competition. So, what wus d highly
commoditised murket only u few yeurs ugo, hus how
become u highly contested muarket,” Herron said.

Speuking from a Plinsurer’s perspective, Herron udded that
some of the biy issues for Pl insurers today remain uround
hybrids, und this concern should hot be ignored by the
industry.

Juckson agreed, saying that prior to the GFC, there wds G
“rogue element” in the financidl services industry that was
mismatching products und usset dllocations with client risk
forofiles.

“However, post GFC, we have seen gredter regulation of

the finuncidl services industry, which is ulso creuting u better,
more reguluted insurance sector,” Juckson suid. “So, the redl
chdllenye now is to move on from the bud experiences post
GFC und encouruge more insurers to return to the Pl market.”

Herron believed the key to this, particularly for MDA providers,
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wus for the sector fo better explain what managed accounts
were dund to prouctively take Pl insurers on ¢ “journey of
explanation”. He suid by beiny dble to arficulate d strony
narrative to Plinsurers, MDA providers could ensure they yet
the most udvuntugeous terms from them.

Herron suid beiny uble to differentiute your operuting
model from high risk operutions cun muke u significunt
impauct on the Pl terms avdilable to MDA providers.

“The most sighificunt risk for Pl insurers is the retdil advisory
sector. So, from un MDA perspective, you heed to uctively
talk to Plinsurers ubout the type of model you dre using
for your clients and business, including the due diligence
forocess uround this model.”

As such, Herron suid it wus important that Pl insurers
understood how various models stucked up uyuinst euch
other, such us:

e retdil vs wholesule;

e advisory vs hon-uadvisory;

e custodidl vs hon-custodidl;
e less customised; und

e diversified und computible.

Juckson ugreed. “There is u perception that removing

the non-advisory function removes risk. That’s wrony,
because risk remains. There’s risk in relation to compliunce,
investments, processes, resources, governance structures
and operationul framework.”

However, he added that the lohy-term impact of any
cluim/incident history cun be mitiguted by MDA providers
improving their risk munagement. Jackson suid that had
been puarticularly evident over the pust few years, where
there had been u trend for civil liubility to extend beyond
the adviser to uny other party involved in the investment/
udvice process, such us investment munagers, MDA
providers, us well us the MDA adviser.

“Increusingly, from a legadl stundpoint, where multiple
fpurties ure involved in Misleudinyg or deceptive conduct,
we're seeiny lidbility for dll these puarties,” Juckson said. "If
you Mmisrepresent whut you dre presenting or delivering, it
does hot obviute you from liubility.”

Jackson udded that improved risk management und the
fightening up of “ygrey ureus”, including the ‘duty of care’
frovisions in un MDA contruct/ugreement, wus something
Pl insurers found uppeuling, us this reduced the chance of
misinterpretations from u legal stundpoint.

He believed this wus ohe of the better wuys MDA
foroviders could ensure they yet the most udvantaugeous
terms from Pl insurers.




The key lessons learnt

Perspectives asks two industry professionals the following question:
Q: What are the three key lessons you have ledarnt from establishing
and running ua munuayed accounts business?

CHRIS WILLATON

Director and Head of Investments
Akambo Private Wealth

1. Points of differentiation

We estublished our munuyed
uccounts offeriny to provide u
better client experience through
building efficiencies und scule
into our business. And whilst it hus
done exactly that, competition,
technoloyy und consumer
expectutions continue to evolve
quite rapidly.

This meuns we heed to keep refining
our offeriny to muintuin points of
differentiution, und strive to provide
U superior client experience —
otherwise, someohe else will.

2. Don’t lose sight of what the client
wants

Offering u munuyged uccounts
solution hus brought efficiencies

to our business und u better client
experience (investment choices,
efficient execution of frudes, und u
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more yudlitutive focus in the client
interaction).

But most clients also want to feel
speciul — whether through a bespoke
investment upprouch und/or u
genuine personul enguyement with
their finuncial adviser. A product
ulone does hot do this.

3. Performance matters

Whilst u “better client experience’
cun enhunce the client relutionship,
most clients still heed fo see
medausurable results — relative and
ubsolute.

A manuged uccounts platform hus
ygiven us ygreuter flexibility und more
tools o deliver this.

We huve been uble to leveruye our
successful performaunce (purticularly
with our international portfolio) to
differentiute our offering.



STEPHEN ROMIC

Principal, Head of Research and
Investment Committee member
DFS Porifolio Solutions

In 2008, DFS mude the decision to
udopt u munuyged uccount solution
across the entire business. This wus

u pivotdl point in the firm’s history,
[aunching us into u brave hew
world. When usked whut key lessons
we leurnt through the process, the
followiny comes to mind.

1. Clients are much more receptive to
change than you think

We leurnt that clients expect us to
be more inhovutive und deliver
proyressive solutions to improve
their overdll experience. In order to
improve, chunge is inevituble und
the chdllenye quickly turns to how
to best munhuge chunyge. Enguyed
clients ure more likely to support uny
chunye, und cleur und succinct
communicution is key to mMunauyinyg
client expectutions.

2. Preparation pays rewards.
Recoynising that the change in
business model wus u major decision
point for both the firm und our clients,
we deliberutely invested time in the
pre-advice phuse. We emburked on:
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i) credting u structured narrative
to ensure consistency of our
messuye;

ii) rolling out information and updates
on u stugyered busis; und

i) informul communicution to directly
ehyuye with clients.

By the time the client wus presented
with the formal SOA, setting out the
fransition fo u Munhuyed uccount,
they were dlreudy fumiliar with the
proposed recommendution.

3. Delivering positive experience is
crucial

Once clients experienced the
maunuged uccount regime, they
openly confessed their uppreciution
of hot having fo consider und
formually execute ROAs and SOAS
whenever portfolio chunyes were
beiny proposed; redl time portfolio
summaries were welcomed us a much
less obtrusive way to communicute
jportfolio chunges, compuared o the
conventionul IDPS regime.

B

INVESTTECH 2017

Join us ut InvestTech 2017 — IMAP’s inaugurdl
technoloygy event that will bring fogether
technoloyy providers, financidl planners, investors,
administrators and MDA providers.

This full day event highlights the central role
technoloyy is playing in the development of
maunhuyged accounts und the fransformation

of udvice.

In a uniyue und enhyuying ‘quick fire” presentation
style, providers will showcuse their techhology
cupubility for professionuls working with munuged
accounts.

Discover nhew technoloygies und systems that will
forovide:

o efficient portfolio munugement of client uccounts
across many investment strateygies;

e control of how investment munuygement decisions
are implemented;

o efficient trading for investors when rebulancing
und udjusting portfolios;

e compliunce munugement; and

e cohnectivity betweenh munugers, platforms,
custodiuns aund planners.

When: Tuesduy 5 December

Where: Dockside Conference Centre, Cockle Bay
Wharf, Darling Park, Sydney

For more information and to register, go to
imap.asn.au/events




Maximising the managed
account opportunity

Sherise Mercer shares her insights on how to build
mMmaunuyed uccounts into u finuncidl advisory business.

SHERISE MERCER

Head of Macquarie Virtual Adviser Network

As munuyed uccounts continue to experience significunt
growth, udvisers ure thinking ubout how they cun be
incorporuted into their business to drive growth, build scule
und briny yreuter efficiency fo the way they work.

We know from Macyuurie’s recent Accounting and
Financial Services Behchmarking report that the top
chdllenye reported by udvice firms is feeling overwhelmed
by puperwork und rigorous compliunce demaunds.

While compliunce obligutions and paperwork will rightly

*In prepuration for having conversations
with clients, it's important to consider the
changes that need o be mude inside the
business to ensure the smooth inteyration
of munuyed uccounts.”

ulwuys be purt of doiny business, munuyged uccounts
offer sighificunt benefits to firms looking to overcome the
tactical and administrative challenges that come with
manauging client investments.

The indbility to scule manudl processing is dlso G Major
chullenyge for businesses. Some say their operating
processes haven’t evolved significantly in the last 10 yeuars,
mauking the effective munugement of investments highly
dependent on key stuff, The disruption to the business of
losing those criticul feum Members presents u redl risk to
achieving growth.

Other significunt risks concerning pructice principuls

und cuusing inefficiencies include the time involved in
seekinyg confirmations for investment decisions, und the
significunt risks ussociuted with incorrectly executing client
instructions, or not beiny uble to do so in u fimely way.

With munaged accounts offering u sculuble solution
where udvisers cun execute efficiency for clients en
mausse, und reduce risk, costs and administration, they
have become u very compelling proposition. It's no
wohder the conversations we're having with advisers
offen tend to move to ‘how quickly cun we implement u
munuyged uccount solution?”.

But before pushiny uheud with implementution, it’s vitul
to puuse und consider whut impuct the chunge will have



MY PERSPECTIVE

"Overwhelmingly though, clients place value on attributes
beyond investtent outcomes: hamely, they’re looking to
their audviser to educute them, connect them with other

relevant experts bused on their unigue circumstances and
build u prouctive, trusted personal relutionship.”

for your clients, how you will explain
this to ensure they uppreciute the full
ranye of benefits they will receive,
and prevent the transition becominyg
U puin point for your business.

Talking to clients about managed
accounts

Our recent udvice client reseurch
revedled that the overriding driver
of sutisfuction is the perceived
persondlisation of their advice
experience. Of course, clients
wunt confidence their adviser is
munauying their portfolio fo uchieve
the best risk und return outcomes
to meet their life gouls.

Overwhelmingly thouyh, clients

place vulue on uttributes beyond
investment outcomes: numely, they're
looking to their adviser to educute
them, connect them with other
relevunt experts bused on their unique
circumstunces und build u prouctive,
trusted persondl relutionship.

If advisers ure goiny to be uble

to fruly deliver on the areus of the
client experience most vulued by
clients, they need to be systemutising
uspects of doing business like
udministration und compliunce, to
free-up time to focus on customising
relationships based on their individudl
client’s needs.

Here, munuyed uccounts become u
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key enubler, us they dllow the udviser
value proposition and focus to move
from beiny the ‘expert in investment
maunugement’ to ‘munuyer of
investment experts und expert in the
client’s heeds'.

Therefore, when it comes to
infroducing munuyed uccounts

as u solution for clients” investment
needs, the value proposition clients
will find most compelling is the
brouder coveruyge of dll uspects of
their finauncidl life that will support
them reuchiny their gouls and u
specidlist, more efficient approuch
to munuying their investments.

Building managed accounts
into your business

In prepuration for having
conversutions with clients, it’s
importunt to consider the changes
that need to be mude inside the
business fo ensure the smooth
infeyration of munuyed uccounts.

We place sighificant emphasis on
working with advice firms on whaut
we see us the four business ureus
that heed o be reviewed during
the process.

Firstly, what is your strategic vision
for the business — and how will you
build vulue in the practice in three,
five and 10 yeurs’ fime? How will
you ensure munuyed uccounts
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support the direction of your business
over this period?

Consider the service offering you
currently provide clients. If you were
to put u greater emphusis on buildiny
enduring relationships aund serving

u wider runyge of client needs, whut
resources und skills do you heed to
udd to your existing proposition?

In line with this, what does your
resourcing upprouch currently look
like und how could you expund your
service offering for clients? Would
this involve purtnering, outsourcing
non criticul tasks or udministration,
upskiling or udding to your in-house
cupubilities?

Findlly, teum cupubilities. Developiny
your teum’s expertise in uncoveriny
clients” broud set of heeds, so

they ure uble to have valuuble,
informed conversutions is vital.

How will you support your teum in
foroviding solutions to those broud
runye of heeds, what fraining will
you offer und how might this dlter
your dpjprouch to recruitment and
retention?

Ultimately, managed accounts offer
u significunt opportunity to mauximise
the future success of your business.

At Mucyuurie, we're working
closely with our clients to ensure
that the decisions firms are making
tfoday, using managed auccounts
us u springboard, are right for their
business both toduy und into the
future.

For more information on managed
accounts with Macquarie, go to:
www.macquarie.com/au/advisers/
solutions/managed-accounts




MDAs: The right DNA

Manhaged auccounts dre purt of the DNA of
Lighthouse Cupitul. Julia Schortinghuis falks to
Jayson Forrest about the efficiencies und time-
savings that munuyed uccounts have brought

fo the business.



ighthouse Cupitdl isnt your auverage finuncial

plunning practice. You could suy it’s one of the few

practices that has pioneered munuyged accounts
from its very inception in the yeur 2000, und even further
buck to 1993 with the yenesis of the practice’s origindl
business. Toduy, un impressive 98 per cent of its client buse
operutes under un MDA urrangement, muking munuyed
uccounts purt of the business” DNA.

“"We've uctudlly been operuting MDAs right from our
beyinning und the reuson for thut is becuuse of the style
of business we run,” says Lighthouse Cupitul principul

and financial planning specidlist, Julia Schortinghuis CFP®,
“"MDAs reully do enuble us to drive the type of business
efficiency we wunt, while dllowiny us to operate with lower
overheuds overdll.”

One of the muin udvuntuyes of offering clients u
munaged uccounts solution is that it hus opened up
capucity for Lighthouse Cuapital, which hus been idedl to
service the high level of direct eyuities in client portfolios.

“"Where it's relevunt und appropriute for purts of u client’s
portfolio solution, we will use direct equities. This is where
MDAs ure essentiul, us it dllows us to muke chunges yuickly
und execute trades without having to spedk to the client
first,” Julia says,

She udds that the other udvantage of using managed
accounts is that the business can more eusily handle
corporute uctions und puarticipute in IPOs, enubling the
fpractice to efficiently dllocute und implement them dcross
its client buse.

“So, thut does ullow us to open up opportunities in un
efficient und streumlined wuy that you might not be dble
to do otherwise.”

PRACTICE

Lighthouse Cupitdl is a full service plunning practice,
operuting out of two sites in Western Austrulia - Perth und
Bunbury. There is u teum of 18 stuff, including five financiadl
planning practitioners, with its service offering ranging from
superunnuution, SMSFs, investtments, retirement planning,
estate planning, budyeting und strateyic advice und
Centrelink, with u specidlisution in uged cure.

And with 98 per cent of its clients operating under un
MDA structure, the averaye client af Lighthouse Cupitdl
has around $880,000 in investable ussets. The practice
munages just over 440 clients ucross the five planners.

*I think we're u little bit different und unique,” suys Julia.

“Our MDA service fits u particular market segment. We find
that a lot of high-net-worth individudls are referred to us by
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uccountunts. These clients are lookiny for a more direct
hands-on approuch to the manugement of their portfolio.
So, rather than working with a broker, they want to work
with u tfeum of professionuls who cun offer them the type
of holistic udvice they need.”

Lighthouse Cupitul uses XPLAN us its primary technoloyy
system, but beyond thut, the business has custom built
lot of it's own proprietury systems, including its MDA reyister
and ‘brokers’ orders’ tool.

“Our systems are dll centralised, they're eusy to use und
you cuh uccess informution eusily. But if there is one ureu
where we are looking to for further efficiencies, then it’s
definitely from XPLAN.”

According to Julia, MDAs have dlwuys been part of
Lighthouse Cuapital’s DNA, which includes the practice’s
strict adherence to professionudl stundards und compliance
obligutions.

“Becuuse of the udditionul layer of trust between client
and planner thut is embedded within an MDA, we have
u much fighter compliunce regime with our licensee,
Godfrey Pembroke. So, we have twice us muny audits,
which is u process thut we welcome becuuse we want to
ehsure that our compliunce is ubsolutely first cluss.

“"We renew the MDAs unnudilly in bulk and we operute
dun in-house MDA reyister, which hus dll of the pertinent
informuation relating to our MDA clients. This information
is eusily locuted in the ohe pluce, which is critical for
ehsuring thut everything is kept in order.”



"MDAs redlly do enuble us to drive the
type of business efficiency we want,
while dllowing us o operate with lower
overheuds overdll.”

According to Juliu, the MDA reyister, which is u licensee
reguirement, has auctudlly been operating since the early 1990s
by the founding partner of the practice. Overtime, this MDA
reyister hus been developed und enhunced by the practice.

PHILOSOPHY

Over the lust couple of yeurs, Lighthouse Cupital has
started to increasingly incorporate SMAs, ETFs, LICs and
other diversified instruments into its suite of services.

“The SMAs ure greut becuuse we've found thut for

some clients, it does enuble us to yive them uccess to u
frofessionully munuyed solution with the benefits of direct
share ownership, which sits quite nicely with that client buse.”

But in what ways does Lighthouse Cupital’s MDA offering
reflect its upprouch to investment selection?

In unsweriny, Juliu refers buck to un MDA’s two muin
udvuntuges: efficiency und time-suvings.

"One of the key benéefits of operuting MDAs is the efficiency

und time-suvings they provide, which enubles us to reinvest
that time back into the business. So, it dllows us to spend u
lot more fime on the reseurch side of the business, through
our investment committee on the portfolio construction
side, und on tdiloring customised solutions for clients in u
way that is still ufforduble und uppropriate for them.”

Lighthouse Cupital has an interndl investment committee,
comprising of seven members. It meets ut leust forthightly,
where it reviews mucro-economic conditions, usset
dllocation settings and individual company hews.

“"We regularly have economists, leading fund managers
and investment professiondls feed into our investment
committee process,” Julia says,

Part of that dlso includes sourcing udditional information
utilising u “brokers’ orders’ reseurch tool mude uvdiluble
viu the practice’s licensee. This reseurch tool provides
the business with aun overarching view of broker
recommendutions across the mujor stockbroking houses.
This is upduted fortnightly.

Lighthouse Cupitul dlso uses Morningstar und Lonsec
resedrch. And over und ubove thut, it does its own due
diligence, which includes trawling through compuny
unhouncements und bulunce sheets.

"Our investment committee hus developed d robust model
that ensures onygoiny, uctive munugement,” Julia says.



PROFILE

However, while she concedes this process cun be onerous,
it’'s nonetheless u hecessury one, which is fundumental to
the practice’s client vdlue proposition.

“For certuin clients, it’s this attention to detdil that they
vdlue. It's whut they ure looking for, und they redlly like
to know what they own, why they own it and where it
fits strateyicdlly in their investment portfolio. So, huving
this hands-on upprouch does dllow us to offer a more
specidlised solution for our clients,” Juliu says.

“So, for me, the redl benefit of u mManuged uccounts
solution is the fime it suves you, und it’s this fime-savings
that you can reinvest buck into the business.”

COMMUNICATIONS
Part of that “reinvestment of time” is the practice’s upprouch
to client communications.

"One of the things we do whehever we make un
adjustment to a portfolio, is we take u prouctive upprouch
by writing to our clients to expluin what we’ve done und
why we’ve done it for them. This is hot u requirement
under the MDA, but it's u conscious decision on our purt to
enhunce the client experience. It's un upprouch thut our
clients uppreciate.”

However, while client communicution is importunt for the
business, Julia points out they are cureful hot to inunduted
clients with foo much information.

“We are very selective in what we fell our clients,” Julia
says. “Any adjustments we make that are specific fo a
client’s portfolio, we will write to them persondlly to expluin
whut is huppening. So, we uveruyge between eight to 15
client communicutions per individudl per yeur.”

And whut of yeneric hewsletters or bulletins for clients?

“Aguin, we dre very selective with client hewsletters. In
fuct, we don’t do u monthly newsletter,” Juliu says.

“Instead, we only send out hewsletters when we think
there is something pertinent and important to share with
clients, like the recent 1 July chunyes to superunnuution.
By beiny selective in our client communicutions strateyy, it
meuns thut when our clients receive correspondence from
us, they know it's worth their fime to stop und reud what
we’'ve sent them.”

Julia adds that in terms of the time-savings auchieved
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by running u munuyed uccounts solution, the business

is ulso uble to invest more eneryy into ensuring that the
client unnuul review process is more detuiled thun would
otherwise be the cuse.

*It provides us with the time to yuther more informution
und detdil around our clients” progress, including how
they ure tracking uguinst their gouls, thereby delivering u
service experience thut the client fruly values.”

FUTURE

Juliu doesh’t foresee any dramatic changes happening

to the business unytime soon, but she admits the business

is increusingly using SMAs and other diversified direct
investment solutions to sutisfy the growing uppetite of clients.

\\l

cun honestly say that | wouldn’t chunge unything we’ve
done with our munuyed uccounts offering,” Julia says.
“We're redlly comfortuble with our processes und how we
implement und Mmunuyge them. We certainly wouldn’t have
the return on equity in our business without them.”

And it looks like Lighthouse Cupitul hus crucked the
wihnhing formula,

In 2011, the pructice wus hominuted for Godfrey
Pembroke’s Nutional Practice of the Yeur, und went on
to win the awuard for excellence in finuncidl plunning und
conftributions to the finunciul advisory community.

And in line with the pructice’s commitment to onygoiny
educution und professionul development for its stuff,
Julia wus invited to attend Stunford University’s Executive
Leudership Course in 2013.

Completing this prestigious program waus a cutulyst for
Julia to implement further enhuncements into the practice,
which saw it fuke out the 2015/16 Godfrey Pembroke
Premier Practice uward, with the Godfrey Pembroke
Adviser of the Yeur uwurd going to Juliu herself.

“These were dll wonderful uchievements that validuted
the direction our practice is heading, und the processes
und procedures we huve developed. Our MDA solution is
an important part of that,” she says. “So, we must be doing
somethiny right!”

Indeed, for these sundyropers, it would uppedar they're
doiny u lot right.

| can honestly say that | wouldn’t change anything we’ve done with our managed uccounts

offering. We're redlly comfortable with our processes und how we implement und munuye
them. We certdinly wouldn’t have the return on equity in our business without them.”
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Daniel Toohey: Managed accounts to hit $60 billion by
2020, but this figure “probably too conservative”.

MANAGED ACCOUNTS: $60B BY 2020

n officidlly opening IMAP’s Portfolio Munagement

conference on 24 July, IMAP chdir Toby Potter suid the

theme of the conference — Through the Munuyged
Accounts Lens — wus chosen to reflect the rapid yrowth aund
interest in munuyed uccounts by the financidl services sector.

Potter confirmed that funds under management (FUM)
in the munuyed accounts sector in Australia wus closing
in on the $50 billion mark. He believed this figure would
be supported by the results from the lutest ‘Munhugyed
Accounts FUM Census’.

Interestingly, in a keyhote presentation by Morgan Stanley
executive director, Daniel Toohey, he uctudlly predicted
the munuged uccounts sector to hit the $60 billion mark
by 2020, und this figure, he believed, wus sfill *probubly too
conhservutive”.

Morningstar Chief Investment Officer (Asiu Pacific), Andrew
Lill provided deleyutes with some interesting insights on

the munuyed uccounts sector from u client perspective.
These insights were yuthered from reseurch Morningstur haud
conhducted in this spuce.
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According to Lill, Morningstur identified eight core client
needs of whut u munuyged uccount should like. These
included:

e Be professionully munuyed;

e Be frunspurent, enubling clients to see exuctly whut is in
their portfolio;

e Have beneficial ownership;

¢ Be flexible, includinyg uccess to investment tools;

e Huve fewer holdings, so clients know what that are
holdiny;

e Have a fux-effective structure;

e Huve reduced udministration; aund

e Huve optimised portfolio reporting.

However, Lill suid thut despite these core requirements,

there were still a number of challenyges that the sector had
to deul with o uddress these client needs, in order for more
conhsumers und plunners fo tuke up Munuged uccounts.

In purticular, Lill identified the following five challenges
confronting the sector, which he suid were dlso opportunities:

1. A limited ETF product runge;

2. Murket cup bused;

3. Conhsumer educution (what is u munuged account und
why would would u client use it);

4, Slow take up (dedler groups hot incentivised to offer
them); und

5. Most SMAs were Austrdliun eyuities focused.

"By understanding the heeds of clients und properly
respondiny to the chullenges fuced by the sector,
munhuyged uccounts will continue to grow,” Lill said.

“The key to survival for plunners is their client value
proposition, differentiation, u focus on costs, repeutuble
investment processes thut generute consistent returns,
compliunce und best execution processes, und
uduptuble business models. This is where munuyed
uccounts come info their own.

“The munuyged auccounts sector needs to do u better job
of communicuting this story to the udvisory community und
end clients dlike, und thut’s where technoloygy cun help.”

There were 28 spedukers ut this year’'s IMAP Portfolio
Maunhugement conference, which included four keynote
presentutions und eight punel discussions. Throughout the
conhference program, there wus d clear focus on portfolio
munuygement und munuyed uccounts investing.

The followiny is u review of some of these sessions,
including photos from the conference.




Best of breed: 1

Over 220 deleyutes uttended the IMAP Portfolio Maunagement conference.
Attendees enjoyed the opportunity to hetwork during the course of the duay.

For more social photos, go to p25.




MAXIMISING THE MANAGED
ACCOUNTS OPPORTUNITY

he preoccupdation that planners spend on fees aund

pricing their advice model for clients, isn’t u key

driver of client sutisfuction, according to the latest
Macquurie Propensity Study.

In un dbsorbiny openiny keynote presentution on
‘Maximising the maunuged uccounts opportunity’, Mucyudrie
head of client strategy, Sherise Mercer suid clients were

more interested in the ‘persondlisation” of the advice service
provided by plunners thun the fees they puid them.

According to Mercer, the five most vulued drivers of client
sutisfaction are:

e My udviser munuges my portfolio for risk und return;

e | receive the right level of informution ubout my proyress;
e My udviser uses other professionuls us heeded;

e My udviser prouctively munuges my uffuirs; and

e My udviser helps improve my finuncial knowledge.

"But plunners need to remember that munaged uccounts
dare hot u pluy in, pluy out solution,” Mercer suid. *When

it comes to Munuyed uccounts, our reseurch shows that
‘ersonulisution” is where the value is; that the process is
personulised for the client. It’s this personulisution of the
investment process thut is most importunt for the client.

“"However, personulisution doesn’t meun the client’s
portfolio hus to be customised. A portfolio cun be
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systemised. Whut's important is that the client’s experience
with their udviser und portfolio is personulised.”

Mercer udded that the Mucqyuarie 2015/16 AFS
Benchmuarking report dlso offered some significunt insights
on the six “puin points” holdiny plunning businesses buck
from being more efficient. These included:

e Administration, emuiils, paperwork and compliance;
e Increused regulution;

e Sculeubility of current processes;

e Munuyiny risks;

e Cost und margin pressures; und

e Maunuying growth.

“These ure dll issues thut planners fuce everyduy. But we
know, with Mucyuarie having worked with 80 high performing
practices, thaut munuged uccounts cun be the solution

to these puin points,” Mercer suid. “Munhauged uccounts

cun do this by effectively bypdassing these pdin points und
thereby endbliny plunning practices to be more efficient und
streamlined in their service offering und value proposition.”

According to Mercer, u munuyged uccounts solution is
idedl for planniny pructices, us they offer:

1. Sculeuble portfolio munugement;

2. Reduction in the totdl cost to clients;

3. Efficient und guudlity dutu feeds: and

4. Reduced corporute uction munuyement.




LISTED INVESTMENT CHOICES:
TRANSFORMING MANAGED
ACCOUNT INVESTING

dvauncements in technoloygy hus been u

“yreut enubler” for listed investment products,

effectively muking the ASX un idedl platform for
udvice solutions.

This wus the key tukeout from u punel discussion on how
listed investment choices ure trunsforming munuyged
uccount investing.

According to BetuShares Director — Institutional Business
und Nutionul Accounts, Vinnie Wadhera, technoloyy is
enubling munuged uccounts in a way it hus hever done
before.

*Throuyh regulutory innovation (MySuper) und intervention
(FoFA), we're seeiny u yreuter obligution pluced on the
industry for lower cost solutions for consumers. And this

isn’t just confined to Australiu. Globully, we're seeiny stock
exchunges investing in their own technoloyies, to help
streamline und deliver cost efficiencies to investors.”
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[t's a view supported by Muyellan General Manager
(Distribution), Frank Casarotti, who points to the current size
of the ETF market, which globully stands at $3 trillion.,

“Magyellan saw the potentidl of listed investments and
jumped on bourd u couple of yeurs ugo,” Cusuroftti said.
“Our motivaution for doihy so wus redlly client related. Our
clients told us they didn’t want to wade through 19 puye
documents in order to invest in u munuyed fund. They
wunted u simpler solution.

“So, we talked to ASIC and the ASX about developing
un uctive ETF that provided more exposure to uctive
munugement und could be truded with live pricing. Two
yeurs luter, und with $850 million FUM, we know it wus the
right decision to muke.”

With nine active ETFs avdiluble to Australian investors,
including from the likes of Schroders und K2 Asset
Manugement, both Wadhera and Cusurotti were
confident that uctively listed investments will confinue to
creute sustuined inferest umongyst fund munagers und
investors dlike.




MEETING RETIREMENT INCOME
OBJECTIVES

ith globul populutions uyeiny rapidly, und

with one-in-four Aussies estimuted to be over

the uge of 65 by 2050, there ure tremendous
opportunities for munuyed uccounts to meet the specific
retirement income heeds of retfirees in the yeurs uheud.

This wus one of the key takeouts from u punel discussion
moderuted by Nikko Asset Munugement Heud of Product
und Strateyy, Hendrie Koster, and panellists Lukasz de
Pourbaix (Chief Investment Officer ut Lonsec) und Will
Baylis (Multi-Strateyy Portfolio Munager at Matin Currie).

However, de Pourbuix conceded thut there were
considerable chuallenges in building a retirement portfolio,
which included uddressing the three key risks in the
drawdown phuse: longevity risk, inflation risk und market
(sequenciny) risk.

“Buildinyg u portfolio designed for refirees, but beiny
mindful of these risks, is complex,” de Pourbuix suid. “There
dure three elements you heed to be purticularly aware of:
income, risk control und growth.”

Buylis udded thut the dilemmu retirees fuced in their
retirement portfolios wus the chuse for yield to yenerute
un income, while sufeguurding cupitdl preservation.

"We have ulwuys udvocuted thut u sighificunt portion of u
retirement portfolio should be growth, whilst beiny mindful
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of investment risks, to ensure that the portfolio is ygrowiny
und so, provide u buffer auguinst the retiree outliving their
investments,” Buylis suid.

"So, the weighting in an optimal retirement portfolio should
be half growth and half defensive.”

De Pourbuix ugreed, suying the industry heeded 1o think
more ubout developiny products thut provided steady
cushflow to refirees, ruther thun purely income.

*When working with retirees in the de-cumulation phuse,
priorities for this sector shift. They dre seeking income und
specificully, cushflow, but ure more sensitive to cupitul
loss, which is chullenging from u portfolio munugement
perspective,” he suid.

“The traditionul thinking is that you should reduce your
risk in retirement, but faced with the risks of longevity,
seyuenciny und inflution, you are still goiny to need to
generute gyrowth in your portfolio.”

Increusinyly, de Pourbuix suid he wus seeing u focus on
retirement portfolios that had investment objectives und
outcome-bused solutions focusiny on risk and return.

"While we dre now seeing more products avdiluble in
the market, we need to remember that products beiny
dll things to dll people, tend to fdil. So, it’s reussuring that
we're beyinniny to see more fit-for-purpose strateyies
cominy to murket.”




With 12 sessions avdildble to delegutes ut the IMAP Portfolio Manhagement
conference, there were plenty of opportunities to learn and Many fopics for
attendees to discuss during the day.




Learning the hard way
Paul Saliba und Justin McLaughlin share their insights with Laird Abernethy on
the investtent lessons leurnt in estublishing und running munuged uccounts
in U business.

PARTICIPANTS

Laird Abernethy
Heud of Retuil Sules, Coloniul First Stute

Paul Saliba
Heud of Eyuities und Portfolio Construction, IOOF

Justin McLaughlin
Chief Investment Officer, Cleurview
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Paul Saliba: IOOF, through the acquisition of the Shadforth
business, brought in its own managed uccounts

solution. Within the Shadforth business, we run Munuyged
Discretionary Accounts (MDAS) - they‘re not IMAs or SMAs.
They ure solutions through d service ugreement between
the business, the client und the plutform provider thaut
provides the technoloyy.

We huve two variunts of the munuyged uccount
offering. One is u full service offeriny, where everything
is implemented und infernal investment chunyes yet
implemented in client accounts in a timely manner.

The other solufion is a semi-discrefionury account. It sfill
reyuires u record of udvice (ROA) but by using MDA
technoloyy uvdiluble ut Colonial First State aund BT, it
meuns we have a solutfion that is between a full MDA und



u traditionul business model, where you provide advice
oh d regular busis. It has u six-monthly review process but it
does reyuire un ROA to be sighed off by the client.

This solution is very populur with plunners becuuse, to
clients, it looks like u traditional udvice model — they yet
un ROA every six months that outlines the performunce
of their investments und uny changes that are being
proposed, und the client signhs off on it. It's actudlly a very
foojpulur solution.

However, the problem we've found is thut it’s uctudlly uite
clunky when you’ve got thousunds of clients und you're
having to yenerute this centrally within a small feum. Haviny
to genherute ROAs ucross u whole runyge of different risk
frofiles und portfolios is u very expensive process. More
recently, we've implemented un emuil process to do this.
But you’ve still got to wdait for the ROA respohnses to come
back.

So, in terms of what you're trying to achieve from an
investment perspective, this process undermines the dbility
fo implement u chunge when it's required, becuuse
invariably, clients are either on holidays or not answering
their emuiil or they never received their ROA in the muil.

But our munuyged uccount solution is beiny udopted
through d full process that we're slowly rolling out to the rest
of the IOOF business. So, with the Bridges business, we were
uble to identify the types of planners und clients who were
more suituble to having their portfolio fully implemented.

There are three important elements that an AFSL is required
to fulfil. The first two ure to uct honestly und efficiently. But
the third element is: fairly.

I sugyest thut the fraditionul udvice model of servicing only
those clients bused on their wedlth or the fees yeneruted,
doesn’t fulfil the requirement of an AFSL fo tredt clients fairly.

And so, the munaged uccount solution rolling out through
Bridges is beiny seen in two ways. Firstly, through business
efficiency ut the pructice level, resolving issues uround
corporute uctions in the eyuity und listed securities spuce,
und providing a full portfolio solution.

Planners are slowly understanding the opportunity that
manuyged accounts provide for their businesses and they
dre seeiny the benefits that come to clients of having
portfolios implemented in a timely mManner for their
furticular risk or investment portfolio.

Justin McLaughlin: We run u suite of munuged accounts
on u couple on in-house plutforms — u wrap und u muster
frust. And we how ulso huve munuyed uccounts on one
externdl wrap, with this probubly increusing to unother
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ohe or two wraps in the near future. | suspect this is an
emerying trend, where you cun migrate your manuged
accounts ucross u ranye of platforms.

In terms of how we structure things, we have some
munaged uccounts that are done through an older
frustee authority, but that’s largely an accident of history.
The newer munuged uccounts ure under the SMA
authority, because we dre the responsible entity.

One thing we decided on very edrly on in the process

of using munuged accounts was for them to be yuite
tfransformuational for the financiadl planning profession. So,
our munuyed uccounts ure multi-usset cluss und they're
dligned to u planner’s standurd risk profiles of clients. At
the end of the duy, we have u munuged uccount that
suits the needs of u purticulur client. We see thut us driving
u lot of efficiency.

You cunh have munuged uccounts that ure staundulone
equities, und while they work redlly well, that’s only u 20
per cent solution.

We haven’t quite gone down the sume route us IOOF
in ferms of semi-discretionury und non-discretionary. We
exercise full control over dll our munuyged uccounts.

However, the mistuke we mude initidlly was we tried to

yget u bit foo yrunular und offer u humber of these to u
number of sub-groups within our business, but we have
since bucked auway from thut, We worked out that you do
need to centrdlise back to a suite of models und can’t get
too yrunulur, becuuse the tfime you spend expluining und
servicing mulfiple iterations just isn’t worth it.

In our experience, once planners understund Manuyged

uccounts, they tend to use them us their defuult solution.
And while munaged accounts are not suitable for every
client, once u plunner sturts using them, you do get redl

engugement from them.

We get ubout 60 per cent of flows in in-house products into
munuyed uccounts, which is fuirly high, but there is a lot of
work involved in doing thut. One of the lessons we learnt
uite eurly in the process wus the first thing you heed to do
is convince plunners ubout this mode of investment solution.
So, yetting the investtents right first is ulbbsolutely critical.

And the second thing you have 1o do is have deep
enguyement with the planner on the investment side. If you
don’t do that, you won't get take up of managed accounts.

So, from my experience, it tukes ubout two or three
yeurs of fdirly intensive effort to go out there, enguye
with planners and generate ucceptance by them for
manhaged accounts.
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LA: What are the key drivers for establishing a managed
accounts solution?

PS: The investment solufion hus to be the right solution.
However, there is u potential for plunners to full into the
trap of believing they have to ugree with every single
investment within the portfolio. That’s not the cuse.

[t's ¢ bit like when you buy, for example, a Magellun fund or
u Fidelity fund; you don’t go through the investment and say
you uygree with every single equity holding in the portfolio.

[t's the sume with u munuyed uccount. You don’t
necessurily have to ugree with every single investment
within the portfolio. What it medns is that you agree that
the investment munagement teum is sufficiently well-
structured, stuffed und resourced, und hus systems und
processes in place, to enuble it to munaye the investment
portfolio correctly.

| think that’s one of the traps of u Munaged daccount.,
Becuuse clients see euch line item of their portfolio,
plunners feel compelled to agree with every investment.

So, you wunt un investment solution that gives the planner
efficiency und provides clients with the types of outcomes
required, but in u way that’s better thun what traditional
udvice models offer.

Now, you cun do thut in a humber of ways. You cun do
that through a multi-asset class investment vehicle - buy
u baluanced fund or buy u growth fund. So, that is an
dlternate way of doiny the sume thing.

However, if you ure wanting your client to have u more
flexible portfolio, where they yet tfranspurency of the
underlying investments, then that is u yood reuson to

use munuged uccounts; where you get efficiency und
where investment decisions ure implemented ut the time
whenh the investment manager wants them implemented.
They yet the tacticdl tilt or hedyiny of currency when the
investhent munugyer determines it to be uppropriute,
which is hot us eusily uchieved through u traditional
udvice model.

They ure the reusons why you would use u munuyed
account solution.

LA: Are there any additional risks or compliance
requirements attached to running a managed accounts
solution for licensees?

JM: For biy institutions, the answer is ho, becduse in a
sense, it’s just unother investment product thaut sits yuite
neutly into their compliance regime.

Probubly where there is u potentidl issue is if you ure
u smaller dedlership. You muy well use, for example,
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FirstWraup us your udministrative plutform, but you still need
to recoynise thut you ure responsible for your decisions. So,
if you muke a mistake, like entering the wrony humber or
something like that, it can be reflected dcross, say, 5,000 or
10,000 auccounts.

So, if you dure gyoiny to roll out munuyed uccounts to u
number of smaller deulerships, where they reully don’t
have thut much experience in running biy uccounts, it’s
probubly u good ided for the likes of FirstWrap to have the
uppropriute cullbucks, checks und bulances in the system
to ut leust reduce the chunces of mistukes huppening.

But, generdilly speuking, from u compliance perspective,
munuyed uccounts ure greut,

LA: In terms of porifolio construction in managed
accounts, what assets do you typically use and how do
you gain exposure to different asset classes?

PS: We do u stundulone direct equity portfolio, we do

a multi-usset cluss diversified portfolio munaged fund
solution, und then we huve u combinution of the two.

Whenh you're modelling und thinking ubout portfolios,
you're thinking ubout diversificution und you're trying to
get u certuin level of risk und return.

However, one of the dungyers in this scenario is if, for
example, you suddenly get u highly concentrated fixed
interest solution of direct securities, which is hot the sume
us what you model when you use XPLAN or uny other
modelling tool.

The dunyer is if you do that in fixed interest und then you
have u direct solution in ylobul eyuities, thut may have 15-
30 equities, und then you do thut in Aussie equities, dll of u
sudden, you’'ve yot un extremely risky portfolio.

In terms of the fixed interest solution, you have hothing like
institutionul fixed interest instruments within the portfolio.
Insteud, you’ve yot hybrid securities. The redlity is, you're
not delivering whut u fixed interest portfolio traditionully
looks like. | think thaut is the dunyger you tuke by going down
this puth of trying to produce a portfolio with u whole lot of
direct ussets.

By dll meuns, use some of those direct ussets but understund
the risk und return characteristics that creates, aund then
blend in other fraditional funds to ensure that the portfolio

in each usset class bucket is resembling the sort of risk and
return characteristics thut you model through XPLAN or
other tools. | think that is a key to the investment piece.

You heed to be uwure of the ussets, the blendinyg of
those ussets, und the risk und return characteristics that
are the outcome of what's put together. And you need

CONTINUES >>



governunce und oversight around that, which is important

in ferms of the investments und how you build portfolios.

LA: As a result of infroducing managed accounts, has
the value proposition of your business tilted more to
investment advice, rather than strategic advice around
areas like superannuation?

JM: In terms of Cledrview, the unswer is probubly yes,

but investments in u fuirly focused way, which is asset
dllocution und mMunugyer selection within a smuall subbset
of manaugers. At the moment, we’'re hot doing direct
equities. Of course, one of the issues is how much tulent
und time do you have within your own orgunisation to do
everything.

By internully focusing on our investments, we have got
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u better purthership/relutionship with our clients und
planners. And it does refocus the client discussion on the
vulue of udvice.

My concern is where you huve u three person teum doiny
bonds directly, Aussie equities directly und internationul
equities directly, then that’s u big ask for such a small
teum. You heed to be humble ubout whut you cun und
cun’t do.

PS: The way in which we deliver managed uccounts is
that we deliver our communicution piece through the
planner. Our investment teum drafts a quarterly lefter
that talks ubout the chunges within the portfolio, it tulks
ubout performunce und talks ubout what is huppening
in the brouder globul maurket. We deliver thut lefter to

the plunner, who then sends it to the client with their own
nume on it. So, in that way, we don’t impinge on how the
planner has presented their client value proposition.

Some planners use this us un opportunity to ucknowledye
with their clients that they dre not the investment specidilist,
und therefore, they cun use whut we provide them us u
wuay of demonstrating the cupdubility and scale of IOOF.

However, for plunners who have fraditiondlly positioned
themselves us the investment manuger, even though they
dre not, there’s ho nheed for them to urticulute unythiny
different. Thut’s because the letter just tulks ubout the
client’s portfolio und reusons for investment chunges.

If the planner presents that letter to the client, then
they’re not redlly breuking down that traditionul value
proposition.

From u corporute position, what we’re doing is creating an
open urchitecture structure. So, our munuyed uccounts,
ulony with our diversified funds und external solutions, is
providing plunners with a ranyge of solutions to work with
their clients.

JM: It's important to remember that the client still perceives
the plunner us the person delivering the service. So, ohe

of our learningys is that when we deliver solutions to our
planners, our brand is ulways low key. We're redlly trying

to muke sure we have u heutral look und hot something
that looks product orientuted. And sometimes, planners
uctudlly do uppreciute beiny uble to suy to their clients
that they have u bigyer tfeum supporting them.

However, there are some planners who will cling to beiny
the investhhent munugyer, becuuse thut’'s whut they
perceive their value proposition to be. Persondily, | think
it’s u mistuke in the lonyger term, but that’s un evolutionary
process they huve to yo throuyh.
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Goals-based advice and managed accounts

Gareth Jakeman and Thomas Bignill fulk to Rebecca Jacques ubout
how o muke gouls-bused udvice work with munuged uccounfs.

PARTICIPANTS

Rebecca Jacques
Generul Munuger, Associution of Gouls Bused Advice

Gareth Jakeman
Chuirmun, Pruescius Finauncial

Thomas Bignill
Manuying Director, Muson Stevens

What is goals-based advice?

Rebecca Jacques: Gouls-bused investing is ubout the
personudlisution of investment munuyement. Gouls-bused
udvice links u client’s individuul gouls directly to the
design of their portfolios, so the likelihood of uchieviny
those youls is improved.

The truditionul approuch to building u portfolio is to use risk
profiling to mutch a client’s investment risk tolerance to u
strateyic asset dllocution benchmark, which by definition is
more buckwurds-looking und static in hature.

Gouls-bused udvice is different. It seeks to look forwaurd —
using u more flexible portfolio desiyn methodoloyy und

dynumic usset dllocution. The primury dim is to uchieve

u specific outcome or goul. It muy be to uchieve u redl
refurn objective (i.e. ubove cush or inflation) over a given
tfime period. It may be to munugye ‘risk” within certuin
purameters. It muy be to ensure thut cupitdl is avdiluble ut
u specific point in time by using lidbility matching or lidbility
driven investing.

Reyurdless of whut the primary driver of u portfolio may be,
there is usudlly u strony focus on downside risk protection.
Indeed, there are many ways to provide gouls-bused
udvice dependiny on u client’s different circumstunces.

Rebecca Jacques: How did you go about implementing
goals-based advice into your practice?

Gareth Jakeman: We left a muijor licensee in July 2016. |

no longer wunted to run the type of business | hud been
operuting for the pust 15 yeurs. So, when we were thinking
ubout the whole concept of youls-bused udvice — und
every plunner does youls-bused udvice, but in slightly
different ways — we started to think about it from < business
perspective, und how we could deliver the best execution
of our ideus for the benefit of our clients.

Typicdlly, when clients use a planner, they dre seeking
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your expertise und naturdlly assume you dre technicully
competent. So, 30 per cent of the fee you ure charying
them s a plaunner is for technicul competence, while

70 per cent is for the relutionship. But when | thought
ubout whut | wus doing in our udvice business und dll the
inefficiencies that were in there, it made me think ubout
how | could increuse the time | spent on the business to
execute best pructice ideus.

The reuson we rolled out gyouls-bused udvice with

our munuyed uccount offering wus purtly due to
transpurency. It certuinly dllowed us to operute in a multi-
currency environment. It wus ulso ubout beiny uble to
muke decisions efficiently und quickly, which is why you
have a munhuyed accounts solution in the first pluce.

We hud to work out where we had internal capubilities
und where we had to outsource. Purt of that exercise
wus talking to Muson Stevens and to leverage some of
their internul capdabilities, whilst outsourcing to some other
maunagers. We dlso started un investment committee und
fout in pluce U governunce process.

S0, becuuse we dre u smdll licensee, we heeded to
outsource some of our cupubilities where we didn’t have
them in-house. Thut’s ubsolutely essentiul, becuuse you ure
looking ufter clients” money.

Thomas Bignill: And that’s important. Outsource if you
don’t have the in-house capudbility, und hone more so
than an investment committee. For munuged auccounts
und ygouls-bused advice, this is where it dll starts, whether
it be usset ullocution or different usset cluss experiences,
or whatever the case may be. To have u well-rounded
investment committee is vital, as it enables you to manuge
from un usset ullocution und Manager selection busis.

RJ: For many planners going down the path of personalising
the investment management process into goals-based
investing, how many porifolios should they end up with and
is each solution customisable? How did you approach this
and what were some of your key learnings?

GJ: Our investment portfolios ure divided info munuged
uccounts that dedl with a specific risk profile for u specific
timeframe. The reuson for doiny so wus twofold.

Firstly, it went to the heurt of the way we tulk o our clients
in a meetiny. Plunners know thut one of the things you tulk
to a client about is cushflow und how much the client is
goiny to spend over the hext 12 months, particularly if they
ure in the retirement phuse. That’s money they don’t wunt
to tuke uny risk on.

So, we creuted bucket portfolios. Cush wus bucket
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number one. Low volutility wus our second bucket.

The rough science behind this relates to the GFC and not
wanting to repeut investment mistakes. As part of our client
conversution, we would say: ‘We're goiny to look ufter
your hext 12 months” worth of spendiny in the cush bucket,
but then we want to take u separate amount and put it

in the low voldtility bucket, which is your next four years of
spending.’

We actudlly then tuke thut spending over the next five
yeurs und, indeed, over the client’s life expectuncy. This
is hetted out for inflution. We then work out how much
cupitdl the client will heed over thut period, und thut’s
how we dllocute into the different buckets.

One of the things we waunted to emphusise to clients,
purticularly cominy out of the experience of the GFC, wus
that from an industry perspective, clients who fended to do
better weren’t in u position where they heeded 1o sell down
yood ussets ut u bud time (i.e. munuging seyuencing

risk). So, one of the very important parts of our offering was
being uble to actudlly sepurate investments and dllocute
intfo those buckets, thereby munuying seqguencing risk. This
enubled us to then have ohyoing conversutions with clients
ubout their gouls uround specific timeframes.

In our conversutions with clients, we talk about things like
the umount of cupital they want to protect. This includes
how much money does the client wunt to leuve to the kids
(upurt from the house) when they die. This sturts you tulking
ubout some of the importunt plunning items thut really
develops the deep hooks of the plunner/client relutionship,
und ensures that the plunner hus u lony-lusting relationship
with their client.

So, purt of our plunner developed Munuged uccounts
solution wus to muke sure thut our process wus designed in
such u way that it incorporated the investment outcome.
We were thinking ubout what waus the client experience,
what were the hooks that were going to muke our client
relutionship deep und lony-lusting, und how do we deliver
that in an institutionally robust way.

RJ: How did you go about engaging with your planners
to bring them along with you on this goals-based advice
journey?

GJ: Alony with my business partner, we had our first godils-
bused udvice professionul development session with our
planners. Their initial reuction was, "What um | going to
do?’. So, here was the first problem; they were thinking
about themselves, hot the client.

Then we hud to yo through the process of suying it's not

CONTINUES >>
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"You've ulso got to muke sure that when
the provider is telling you - “Yes, we cun
do that’ —it’s not u cuse of “sules writing
cheqyues that operations cun’t cush’,
That’s redlly important.” - Gareth Jakeman

uctudlly that much different to what you've being doing
before. But it wus u chdllenying process becuuse, by
nuture, humans don’t like chunge. So, for some of our
plunners to chunyge the way they now huve their udvice
conversution with clients, even though it was slightly
different, wus a challenye.

All up, we've spent ubout 12 months with this process,
which is ohgoiny. As purt of this, we huve spent 9-10 months
where we redlly concentruted on educuting our plunners.
And purt of this wus dlso gyetting our planners comfortable
with the underlying investments und the bonu fides of the
investment manuagers that we have outsourced tfo.

RJ: How important is the back-office in delivering to your
‘buckets’ and ensuring that the planners are confident in
your process?

GJ: It's very important to understand the ubility of your
manuyed uccounts provider to execute your investment
strateyy. And there ure different components of that. If you
dre outsourcing some of the compliunce und yoverhunce
functions, then you heed to know how they ure yoiny to
support you in that regard.

Busicdlly, it gets down to thinys like: how they press

the button und execute the frude, how they dedl with
currency, und even litfle things like how much they ure
goiny fo charge you when you're crossing from AS to
USS. You've yot to yet down to thut underlying detuil und
unhderstand what you dre buying.

You've ulso yot to muke sure thut when the provider is
telling you - "Yes, we cun do that’ —it’s hot u cuse of “sules
writing cheyues that operations cun’t cash’. That’s redlly
importunt.

TB: When we sut dowh und sketched out with Gareth and
the feum und the investment committee ubout whut they
wuhnted to do, there wus  strony feeling ubout having

u lot of it beiny direct — thut is, investing across dll the
different direct underlying ussets, where they could.

And of course, if you're investing in SMA models und you
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have three or four usset clusses — internutionul eyuities,
direct fixed income, Australian equities and so forth —
you're starting to look ut buckets of 100 stocks. So, us you
go ucross the usset cluss, you need to disseminute whut
you dre goiny to invest in directly und what munuged
funds or ETFs you ure going to use.

That took u bit of time to do, us we worked this through
with the investment committee in respect o the outcomes
it wanted.

So, execution is key und it’s crifical, particularly with such
un ehormous emphusis on the growth of direct equities
and direct infernational having that live capability.

RJ: What has been your clients’ experience rolling out
your goals-based advice business?

GJ: The feedbuck from our plunners, once they got
comfortauble with the whole process of gouls-bused
advice, hus been excellent. And the feedbuck from clients
wus dlony the lines of: ‘Gareth, we frusted you when you
suid we were u bulunced or u moderute profile, but we
didn’t actudlly know what that meunt.”

So, when we yot down to tulking ubout gouls, und we
broke it down into those risk profiles, und hud u discussion
around the umount of volutility they wanted to uccept in
the portfolio for u specific timefrume, und the outcomes
we thouyht were reusonuble over the period we were
talking ubout, they were dble to relute to the process u
lot more edusily. It's easier to have conversations that focus
less on the number thut’s generuted bused on u ‘bulunce
date’ for a particular point in time.

We're dlso uble to confidently tulk ubout the income result
that our puarticular portfolios ure yenerating und that’s one
of the benefits we have us u munuyged uccounts manager,
becuuse munuyed uccounts provide us with the visibility,
speed of execution und the dbility within our mundates to
protect our clients when they heed o be protected.

So, we designed our offering uround client best interest.

| would say, muke sure you design d redlly good process
around filtering clients from < best interest perspective, with
processes thut are robust und are hot simply G ‘cookie-
cutter” upprouch for clients. You redlly heed to muke sure
there dre some strony best interest filters in pluce that will
govern the process.

“You redlly need to muke sure there ure
some strony best inferest filters in pluce thut
will govern the process.” - Gareth Jakeman

CONTINUES >>



TB: You developed u strony communicution strateyy,
which is criticul from g munuyed uccounts perspective,
becuuse you've yot clients in different buckets. And

50, reyulurly communicuting to your clients, whether it's
monthly or quurterly or whautever that is, meuns there ure
no surprises for them from un investment stundpoint. | think
that’s very important,

GJ: Our communicution strategy wus dlso about muking
sure we didn’t overwhelm our clients by providing too
much information, too soon. Our clients ulreudy trusted us
und knew we hud their best interest ut heart.

One of the potentidl downsides of mMunuyed uccounts is
that you ure yiving clients ubsolute tfrunspurency in whut’s
happening, und this cun be complicuted for the client to
uhderstand. So, in terms of information, we didh’t want to
suddenly go from what we had traditiondlly provided them
with, to un avaulunche of detuil.
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You heed to have u very clear communication process for
clients around whut they are likely to expect. That probably
meuns hot providing too much information, too yuickly, in
terms of whut's huppening in the underlying portfolios. You
don’t wunt to be telling clients the reusons for every single
tfrade thut’s occurred. Thut's definitely overkill.

We huve started our client communicutions strateyy

us hulf yeurly und bused on feedbuck, we will move to
guarterly. So, we've started the communication process
with less is more.

“To have u well-rounded investment
committee is vital, us it enubles you to
Mmuhuye from un usset ullocution und

maunuyer selection busis.” - Thomas Bignill




Transitioning from model
portfolios o an SMA

LUKASZ DE POURBAIX

Chief Investment Officer
Lonsec Investment Solutions

ver the pust few yeurs, we have seen u muteridl

increuse in the interest und tuke up of mMunuyed

uccounts, such us sepurutely munuged uccounts
(SMAs), by dedler groups and financial advisers.

There ure u variety of ways in which finuncial udvisers

und dedler groups ure implementing SMAs, whether by
outsourcing their portfolio solution to a professionul external
SMA portfolio provider, or estublishing their own SMAs under
their own brund where they ure the model munugyer.

There are u host of things financial advice firms heed to
conhsider when purthering with an externul SMA model
maunugyer or operdting the portfolio internally. Many
pructices | speuk to have opted for what is known us u
non-implemented upprouch, whereby they reference

notionul portfolios that may be developed by themselves
or sourced from un external model portfolio provider, such
us un investment consultunt.

Under this structure, the finunciul udviser implements
portfolio changes, such us switches und portfolio
rebuluncing, und issues u record of udvice (ROA) to
relevant clients.

The decision to go down the path of an SMA is offen driven
by the desire to muke finunciul audvice more efficient und
sculuble, und SMAs ure un effective wuy of streamlining
the portfolio implementation process ucross u client buse
and removing ROAs from the process.

CONSIDERATIONS

Whether outsourcing to un external SMA provider or
operating un SMA interndlly, there ure some key elements
that need to be considered when fransitioning to an SMA
structure from u notionul model upprouch.

Under un SMA structure, the level of externul oversight
governiny the portfolios is ygenerully more comprehensive,
compured to operuting u ‘puper’ model portfolio. SMA
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portfolios ure issued by u platform with oversight of the
investments by u responsible entity (RE), which may be
the platform provider, aun externdlly uppointed RE or, in the
cuse of superannuation, u frustee.

To sutisfy the RE or frustee, the model munuyer needs
to demonstrute thut they have the relevunt policies,
forocesses, resources, governance structures und
operutionul framework to operate the SMA portfolio.

The process will vary from platform to platform, however,
us purt of the initiul due diligence process, the model
manuger will typicdlly be required to provide extensive
documentution covering dreus such us policies reluting
to conflicts of interest manugement, documentation of
the investment process, investment teum experience,
investment committee charters, and an outline of the
operautionul frumework governhing the SMA portfolios
(this will cover things such us sepurution of performunce
reporting functions und model munugement, us well us
portfolio trude implementution).

In addition to documentation, the plutform may dlso
conhduct u fuce-to-fuce model munager review meeting,
which is ukin to a reseurch process, und covers things

such as feum, investment philosophy und process, risk
management, portfolio construction, and performance.
There ure ulso ohyoiny reporting requirements by the
platforms which form part of their ongoiny oversight process.

Having u documented investment process is criticul

to operuting uny portfolio, be it u model portfolio, un
SMA or u munhuged fund. As outlined ubove, SMA
model munuyers need to be uble to cleaurly articulute
their investment process on puper, us well us providiny
evidence of udhering to und executing the process us
part of the plutform due diligence process.

INVESTMENT PHILOSOPHY

The investment philosophy is the core of uny investment
process, us it encupsulates the fundamental investment
beliefs of the model munuger, which ultimutely drive the
investment process, including usset dllocution, investment
selection und portfolio construction.

For exumple, u model munuyer may believe that a
pussive upprouch is optimul becuuse they believe that
markets ure generdlly efficient or conversely, thut they
believe in uctive munugement becuuse they believe
murkets or individuul securities may be mispriced by the
maurket ut certdin points in the cycle.

Irrespective of the upprouch, the investment philosophy
needs to be cledr und consistently upplied at every stage
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through to portfolio implementation.

The investment philosophy should dlso feuture in the
investment commifttee churter, which is the document
that outlines how the investment committee functions. The
investment committee forms the core of the investment
governunce framework supporting an SMA portfolio
program,

INVESTMENT COMMITTEE

There is ho one-size-fits-ull upprouch to constructing un
investment committee. In our experience, investment
committees operute well when they are well chaired, run
to U cleur ugendu, mude up of experienced individudls
with complementury skill sets, underpinned by a cleur
investment philosophy und process, und include members
from outside the orgunisution.

Once uguin, having u cleur philosophy and process

is importunt us it provides focus to the investment
committee und sets out u clear framework within
which committee members can muke their investment
recommendutions.

The idedl number of committee members will vary from
orygunisution to orgunisution. Ultimutely, it is about ensuring
that the committee is effective in its decision-muking und
that euch member is contributing. It is dlso good pructice
to review the composition of the investment committee
oh uh onhyoiny busis fo ensure it remains effective.

VALUE PROPOSITION

The decision whether to operate un SMA in-house or
outfsource the model munagement to an externdl
provider will fundumentdlly be driven by what un advisory
business” vulue proposition is to their clients und whut their
core competencies ure.

For financiul plunning pructices conducting their own due
diligenhce oh un SMA model munager, the criteria outlined
ubove will provide u solid yuide. However, u yood sturting
point is to determine whether there is un dlignment in
investment philosophy between the model manager und
the finunciul advice practice, us the investment process
und ultimute portfolio outcomes will be driven by the
investment philosophy.

For advice yroups looking to go down the puth of munaging
their own SMA, conducting a gup andlysis of your internal
cupubilities und resources is ulso a yood sturting point.

Lukasz de Pourbaix is the Chief Investment Officer at
Lonsec Investment Solutions.




Upcoming Events

SEPTEMBER
WHAT TO LOOK FOR IN AN SMA:
A MANAGER’S PERSPECTIVE

When: Wednesduy 13 September — 12:30pm (AEST)
Where: This is u free webinaur, sponsored by IOOF.

Description: *What to look for in an SMA: A munuyer’s
perspective’ is presented by Royer Wulling from Rulton
Asset Munuyement. This webinar will explore the process
that un investment munuyer undertukes when selecting
un SMA.

OCTOBER

INVESTMENT FORUM

When: Monduy 30 October — 4:30pm-6:00pMm (AEST)
Where: Concurrent video conference

e Sydney, Mucyuurie offices — Level 10, 50 Murtin Pluce

e Brisbune, Mucyuurie offices — Level 7, 825 Ann Street,
Fortitude Valley

e Melbourne, Mucyuurie offices — Level 23,
101 Collins Street

e Perth, Mucyuurie offices — 235 St Georyes Terrace

Description: IMAP’s Investment Forum is  community of
interest for deuler group reseurchers, investment teums
and independent resedrchers, that provides a chance o
listen to experts und those in other udvice practices on
the practicdl issues involved in implementing munuyged
accounts in your udvice business.

The 30 October forum will feuture two presentutions:

¢ Portfolio Constuction in Direct Equity Portfolios: Jumes
Louw from Morningstar tulks ubout how to put together
professionul portfolios of directly listed shares.

¢ The DFS Investment Apoproach: Stephen Romic of DFS
Portfolio Solutions, u Melbourbe-bused udvice business
with over u decude of using munuged uccounts, tulks
about the benefits they have achieved.

This forum is your opjportunity to share the experiences
of other dedler investment feums moving info munaged
accounts.

The presentution will be followed by refreshments.




DECEMBER

INVESTTECH 2017

When: Tuesduy 5 December

Where: Dockside Conference Centre, Cockle Bay Whuirf,
Darling Park, Sydney

Description: This full duy event highlights the centrdl role
technoloyy is pluying in the development of munuyed
uccounts und the trunsformution of udvice.

InvestTech 2017 provides u showcuse for platforms und
portfolio munuyement technoloyy providers und the
cohnectivity between investors, udvisers, munugers,
administrators and brokers. InvestTech 2017 will feature o
uhigyue ‘yuick-fire” presentution style, frumed uround u
common murket structure concept. This is supported by
un expo dureu for purticipunts.

New technoloyy solutions ure centrul to the yrowth in
maunuaged uccounts.

Emerying portfolio munuyement technoloyy on plutforms
and in udviser und investment munugyers’ offices ullows:

e Efficient portfolio management of many client
accounts ucross muny investment strateyies;

e Control of how investment munuyement decisions
ure implemented;

Efficient frading und equity umony investors when
rebuluncing und adjusting portfolios;

Compliunce maunugement; und
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e Connectivity between munugers, plutforms,
custodiuns und udvisers

This inaugural event will be held in Sydney at Docksoide,
Cockle Bay Whurf, Sydney on December 5.

Who should aitend:

e Adviser principuls und munugement teum members
with fechnoloyy responsibility;

e Investment munugers;
e MDA providers:

e Advice groups undertuking their own portfolio
munugement:;

e  Plutforms:
e Custodiuns;
e Fumily offices; und

e Brokers.

For more information on these events to register your
attendance, go to imap.asn.au/events

IMAP hosts leading managed account educational
events, including webinars for dealer principals,
advisers, advice roadshows, practitioner forums and
the Responsible Manager Masterclass. For more
information, go to imap.asn.au
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Contact us: Jayson Forrest
M: 0416 039 467 E: juysonjforrest@ymail.com
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