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We help financial services businesses
manage their regulatory, corporate
and commercial challenges.

Another year, another ASIC enquiry. Hot off the heels of the Royal
Commission, surveys, benchmarks and information gathering by ASIC's
Wraps & Platforms Taskforce will shine an unprecedented spotlight on the
managed accounts ecosystem in 2019.

Key issues for managed account providers, advisers and platforms in 2019 include:
¢ Client engagement and renewals

¢ Fee and remuneration models

¢ Independence disclosures

¢ Best interests duty and client priority rule

¢ Product design and distribution obligations

¢ Product replacement recommendations

Speak to The Fold today about how we can help future proof your managed account business.
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It’s been a month since the Royal
Commission handed down its final
report and thousands of words have
been written on the potential impact
of those recommendations on the
conduct of advice.

With a clearer view, it’s fime to think
about the viable business models
that might emerge as the dust
settles. And - given this is IMAP - how
does this affect the use and form of
managed accounts?

Firstly, and most importantly,

the key influences on successful
advice models weren’t the Royal
Commission’s recommendations
directly. In my view, the key factors
that will determine what a successful
advice business looks like will be:

¢ FOFA - old news but really
impacting on business design, as
payments between participants
kicks in; and

* ASIC’s response to the Royal
Commission. This is all about how
ASIC interprets its mandate to
ensure the integrity of advice and
good investor outcomes.

What is likely to occur will be the
combined impact of the following
three factors on the way in which
financial advice is delivered o
investors.

* Product issuers - from industry
funds through to fund managers
- will continue fo have substantial
resources to deploy all the traditional
marketing techniques to oversimplify
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SUSTAINABLE ADVICE
BUSINESSES BUILT AROUND
MANAGED ACCOUNTS

investment decision-making and
diminish the role of advice.

* Revenue models will need to be
precisely aligned to the clarity of
the service offering.

* Flowing from this, vertical
integration will continue to be an
inescapable part of the advice
model, as advice businesses use
managed accounts as a key tool
for implementing the investment
component of their advice.

But like all financial products, creating
and managing managed accounts

is neither simple nor without cost.
Creating managed account programs
in a way which both delivers the client
outcomes promised and also creates
the efficiencies that make advice an
effective and scalable business, needs
scale and a set of professional skills
equivalent to creating managed funds.

What does this mean for the
sustainability of advice business
models over the medium-term?

At the licensee level, we see three
business models that will survive:

1. Smaller, self-licensed practices will
base their business model on their
personal capacity to engage and
service clients. They will partner
with managed account providers,
and portfolios may reflect the
adviser’s philosophy or may be
drawn from the menu that the
managed account provider offers.
The cost to client is likely to be
where each element of the service

is priced separately.

2. Multi adviser groups, which seek
to support advisers who are
essentially running individual
businesses, will need to offer broad,
competitively priced managed
account programs as part of
a menu of approved options,
along with coherent information
and client engagement. Portfolio
management costs are likely to
reflect the scale they can achieve
with underlying managers.

3. Large organisations with ‘natural’
client bases will rely primarily on
salaried advisers providing advice
on in-house products, including
managed accounts. While they
bring substantial resources to the
task, they also have to contend
with the diseconomies of scale
that are often associated with
institutions. However, they will have
more pricing flexibility, as more of
the service is likely to be created
and executed internally.

The challenges each business model
faces will reflect the way they need
to allocate resources between the
tasks of finding and serving clients.
And then, to ensure they meet
their clients” expectations, the
resources they are able to bring to
the task of delivering a managed
account service that lives up to the
expectations they create.

Toby Potter

Chair
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TAKE YOUR ADVANTAGE,
GO SMA SPECIALIST.

If you want to achieve elite performance in tennis you
wouldn’t want to be distracted playing other sports. It
pays to be focused on the main game.

Ralton is a SMA specialist that is 100% focused on getting
the best performance for your clients by managing just
SMA models and no pooled funds.

That means you can take advantage of priority trading
with real-time notification, low turnover, tax optimisation
and full transparency for your clients.

Ralton was established in 2006 and is one of four
investment managers represented by Copia. Call Copia
today to discuss how you can take advantage of Ralton’s
specialist expertise in SMA.

COPIA

INVESTMENT
PARTNERS



MANAGED ACCOUNTS
SIGNIFICANTLY IMPROVE
FINANCIAL ADVICE
SERVICES

Muhaged uccounts are driving better
client engugement und improving the
delivery of financial advice, uccording
fo the findings in u whitepuper releused by Colonial

First State.

Peter Chun

In releasing the whitepaper, the Generdal Munuager
Distribution for Colonial First State, Peter Chun, suid:
*Our whitepaper, Managed Accounts: Building your
future business, tukes whut we know unecdotally and
provides insights and clear duata info how managed
accounts ure supporting the evolution of udvice
fractices.

“The whitepuper shows that advisers who use manuged
accounts are reporting reduced manudl administration,
more regular communicuation with their clients, and
improved risk controls in Munugying client portfolios.”

As d result, Chun suid these udvisers dlso report having more
fime to spend with their clients, have higher levels of client
ehyguygement, und ure achieving better business outcomes.

Some of the key findings of the whitepaper include:

e 87 per cent of munuyed uccount users surveyed
reported reduced administration within their business;

e 73 per cent benefit from improved client engagement;
e 73 per cent report improved client investment outcomes;

¢ 70 per cent benefit from improved risk control of client
portfolios; and

e ON uverage, udvisers using manuged auccounts dare
spending approximately 23 per cent more fime in client
uppointments euch week.

The andalysis for the Colonidl First State whitepaper wus
conducted by Business Hedlth, with insights from the IMAP
Business Heulth Check diagnhostic tool. It covered 30
manuged account practices benchmarked aguinst 226
financial advisory firms and 45,000 clients.

According to Terry Bell from Business Hedlth, the key
benefit of managed accounts is in improved client
engugement.

“Financidl planning practices using munuged accounts
are how dble to spend more time with their clients,
whether it be through fuace-to-fuce meetings or simply
commuhnicution touch points. This results in higher levels of
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client retention,” he suid.

“It’s ulso cleur from the reseurch thut these benefits
uccelerate over time us munuyed uccounts ure
embedded intfo un advice pructice.”

s AUSSIE INVESTORS
B BEARISH FOR 2019

Australian retdil investors ended 2018
with a bedarish market outlook. As ut
December 2018, investors on uveruge
expect the All Ordinaries Index to grow
by +0.3 per cent over the course of the

Recep Peker
next 12 months, excluding dividends.

According to research firm, Investment Trends, these
expectations are well below what the market saw at the
end of 2017, where investors expected capital guins of
+4.8 per cent for calendar year 2018.

“Q4 2018 staunds out us investors’ most bedurish quarter
since the GFC, with the uverage investor closing the

yedar expecting ho cupital gains from domestic shares in
2019,” suid the Reseurch Director ut Investment Trends,
Recep Peker. "Despite this, they still believe in the income
potential of Aussie shares, expecting u yield of 4.1 per
cent over the hext 12 months.”

Peker wus referring to the results of Investment Trends
December 2018 Investor Intentions Index, which found
that investors’ return expectations were being dragygyed
downh by their mounting concerns with the current state of
the world’s finunciul markets.

According to Peker, on d scule of 0 to 10, where 10 is
‘extremely cohcerned’, the latest readings placed the
averuge investor concern level at 6.6 — the highest level
since February 2012,

When asked what they were most concerned about, fop
of mind for investors wus tension between the world’s
maujor economies (cited by 55 per cent, up from 40 per
cent in October), followed by the current White House
administration (63 per cent, up from 46 per cent) and <
slowdowh in Chinu’s economy (41 per cent, up from

32 per cent).

From a domestic perspective, 30 per cent of respondents
were worried ubout property prices, on pur with concerns
of share market voldtility.

“The last few months hus seen investors take an
increusingly globdl perspective when considering what
factors muy affect their portfolios. Recent market fulls
have helped confirm their fears, dragyging down the



averuge investor’s outlook for 2019,” Peker suid.

“However, where some are fearful, others see opportunity,
with hedrly a quarter expecting strong returns from
domestic equities in 2019.”

The Investment Trends December 2018 Investor Intfentions
Index results ure bused on monthly surveys, which were
unswered by 2,195 Australian investors over the last 12
months.

BT EXPANDS MANAGED
ACCOUNTS OFFERING

BT has launched six active diversified
manuged portfolios, which are
avdiluble on BT Panoramu Open
and Compuct menus us puart of its
CoreSeries portfolios.

Rodney Greenhalgh

According to BT Heud of Investment Product,

Rodnhey Greenhalgh, CoreSeries is structured as a
sepurutely munuged uccount (SMA), offering portfolio
transparency, trading efficiencies, und u straightforward
fee structure.

Greenhalgh said BT had seen very strong growth in
maunuyged accounts on BT Punorama, with a 121 per
cent increuse in funds under udministration (FUA) for the
12 months to 30 November 2018. More than 15 per cent
of FUA on BT Punorumu is how invested in munuyed
accounts.

“CoreSeries offers advisers und their retdil clients uccess
to u ranyge of high quudlity investment managers with
severdl strateyies not otherwise avdilable in Australia to
retdil investors,” he said. “We have utilised our institutional
portfolio construction capdbilities and scale to deliver a
purpose built SMA with a range of benefits to our clients
and their advisers.”

According to the Investment Trends May 2018 Plunner
Technology Report, when selecting between fedtures,
cost and support us drivers for platform selection, udvisers
rate support as the most important driver, with 50 per cent
of advisers citing this.

“Adviser support is u key focus of CoreSeries, with advisers
having uccess to u dedicuted support feaum of investment
specidlists, us well us comprehensive reporting, resedrch
and tools. This includes access to u comprehensive
self-service web portal containing regular reporting,
commentary and insights,” Greenhalgh said.

BT Punorama currently provides u broaud munhaged
accounts offering, with more than 100 manayged portfolios
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ucross 20 investment munugers. In June 2018, BT added
three Austrdlian equity portfolios manuged by Antares,
Lonsec und Pendul, und six hew diversified portfolios
munuged by Morhingstar.

The CoreSeries Portfolios aure how avdilable und BT infends
to udd more than 20 other munhuged accounts fo BT
Panoramu in the hext 12 months.

Desighed to meet the core investment heeds of u wide
range of clients, Greenhalgh suid the CoreSeries caters
to different risk profiles, with no portfolio level investment
munugement fees und u low underlying maunagement
fee between 50bps und 78bps, with the balanced option
at 68bps.

SMAS ON MACQUARIE
WRAP TOP $2 BILLION

Sepurutely munaged accounts (SMAS)
oh the Macyuuarie Wrap platform have
surpussed $2 billion in funds under
administration, according to Macyuarie
Wedlth Management’s Head of Wedlth
Product, Cameron Gurrett.

Cameron Garrett

Gurrett suid the rapid increuse in SMA funds under
administration, which has doubled over the pust year,
demonstrated the continued growth in popularity of SMAs.

*We're contihuing to invest in our wrap platform and are
ehsuring that we have a diverse range of investment
options und products for advisers und their clients. This,
combined with Macyuurie Wrap’s technology, scule aund
security, medns we dare at the forefront of the platform
market,” Garrett suid.

“The structure of SMAs meadns that advisers and

clients have gredater transparency and control when
managing their portfolios. SMAs dlso provide sighificant
efficiency und functionuality guins for advisers, enubling
them to have more high value conversations with their
clients.”

Gurrett added: “We're seeing that a larger proportion
of flows intfo the Mucyuurie Wrap plutform are beiny
directed into SMAs, as advisers increusingly appreciate
the vdlue these products provide to clients.”

Macquurie has over 35 SMA investment managers across
more than 150 SMA models, complementing d suite of
more than 850 munaged funds.
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LUNAR MaNAGED
ACCOUNTS
L) -
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_ From 20-22 February, IMAP rolled out its Monaged I
Accounts Central to industry professionals

attending the annual Self Managed Super Fund

Association (SMSFA) conference in Melbourne.

Managed accounts are becoming a key tool for advisers to implement their
advice recommendations - particularly for the larger portfolios that are common
among SMSF investors. Delegates showed great interest in managed accounts,
with JBWere, Soteria Capital, Philo Capital Advisers and Watershed Funds
Management, all showcasing their capabilities to conference attendees.
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WHAT DO MARKETS
HOLD IN 2019?

ith risk aversion spiking in
Q4 of 2018 und ylobul
markets closing out the
yedr in heyutive territory, voldtility is
dguin increasing, presenting planners
and their clients with potentidlly
more investment risks than they have
experienced over the pust few yeurs.

This wus the shared view of Charles
Stodart — an Investment Specidlist

at Zurich Investments, und Akambo
Financial Group Director and Heud of
Investments, Chris Willaton.

Chris Willaton

Speuking ut the IMAP Investment Forum in January,
Chuairles suid the market was at the “ebb tide” of the
econhomic cycle, with slow global growth, inflationary
surprises, trade esculdtions, Brexit, benigh bond yields
unhd ohygoinyg yeopoliticul concerns, dll risks that investors,
udvisers und portfolio mMunuyers Must curefully consider
throughout 2019.

The Fed hus indicuted that it is essentidlly
on hold this yedr with rate rises, but | think
this is optimistic. Given the strong growth
in jobs und wugyes, | believe the Fed is
likely to hike inferest rates once or muybe
tfwice this yedr. — CHARLES STODART

© Maksym Yemelyanov & Aliaks

“According to the IMF, globul growth expectations will
moderdate in 2019 to 3.5 per cent, with GDP growth
forecust for the U.S. at 2.5 per cent, the Europeun Union at
1.6 per cent, Chinu at 6.2 per cent aund Australia at 2.8 per
cent,” Charles said.

Specificdlly, Churles believed when it came to portfolio
construction, there were six key issues that portfolio
munagers should pay closer uttention to throughout the
yedur. These ure:

1. What path will the Federal Reserve take?

According to Charles, the key fundumentails for continued
growth in the U.S. was good, with employment strong und
wage growth hitting 3.2 per cent. However, with inflation
starting to rise in the U.S., the Fed wus becoming less
uccomoduating to holdinhy interest rates.

“The Fed hus indicuted that it is essentidlly on hold this year
with rate rises, but | think this is optimistic,” Charles said. “Given
the strony gyrowth in jobs und wages, | believe the Fed is likely
o hike interest rates once or maybe twice this year.”

2. What is the price of money?

While the Europeun Central Bunk, Bunk of Englund,
Bunk of Jupun and the Reserve Bank of Australia were
likely o hold their official cash rates throughout 2019,
the U.S. Federdl Reserve may be forced to rdise its cash
rate to dedl with increasing inflationary pressures on the
ecohomy.

3. Earnings growth slowing
Charles believed that the contfinued pressure on wages
growth would put additional

foressure on comjpunies to deliver
redl increuses in wages. As U

result, he suid compauny edrnings
were likely to slow down this yeur,




4. How quickly will China’s GDP growth slow in 2019?
With China sfill recording an impressive growth rate of
about 6 per cent, Charles suid the Chinese Government
wus seeking to re-stimulate its economic gyrowth back into
double diyits.

"But thut’s a big usk,” Charles said. “At some point in time,
projects that the Chinese Government invests in heed

to be economicul und show some profit. And there’s no
doubt thut the U.S.-Chinu trade war hus been dumuaging
to China.

“Bused on these fuctors, | believe China’s GDP growth will
likely stay around 6 per cent.”

5. What's in store for Australia?

Chuirles suid there were muny fauctors uffecting the local
market that portfolio munayers needed to consider in
their portfolio construction. These included:

e The fallout from the Hayne Royal Commission, including
its recommenddautions for the industry;

e Banks tightening their lending criteria, which has already
been felt in the housing market;

e The outcome of the upcominyg Federdl election, und
the implications that a Labor victory might have on
investment policy, like negutive gearing and franking
credits.

"These ure the types of issues portfolio munuyers und
investors heed to think ubout,” Charles suid. “Bunks have
forecusted fdlls in housing prices of 10 per cent, whereus
others think this is more likely to be in the order of 20 per
cent. And while Austrdlia’s unemployment rate is very good
ut 5 per cent, nonetheless, | feel the first six months of 2019
will be difficult from u GDP perspective for Australia.”

Banks have forecusted fulls in housiny
prices of 10 per cent, whereus others

think this is more likely to be in the order
of 20 per cent. And while Australia’s
unemployment rate is very yood ut 5

per cent, nonetheless, | feel the first six
months of 2019 will be difficult from a GDP
perspective for Australia, — CHARLES STODART
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6. Geopolitics

Chuarles emphusised the importance that geopolitical
events cun have on the globul economy, und believed
there were four in particular that currently stood out for
Austrdlia, They were:

¢ The recent U.S. Government shut down pitted President
Trump’s will against Conhgress, which highlighted the
difficulty Trump may have working with a Democrat
mdjority Congress.

¢ The U.S.-China trade war is continuing to negautively
impuct murket confidence.

e Brexit hus creuted u lot of uhcertainty, both ut u politicul
and economic level.

¢ President Trump remuains u wildcurd on the globul stuge.
His unpredictubility and voldtility is unsettling for markets
und ylobul confidence.

What’s in store for 2019

Akumbo Financidal Group Director und Head of
Investments, Chris Willaton agreed with Charles’ six key
issues currently dominating the market from d portfolio
manugement perspective.

And while agreeiny thut increused voldatility will be a
feature of the market throughout 2019, Chris outlined his
seven frends for the Australian market. They were:

o There ure opportunities in eyuities, but be selective;
e Expectations for risk asset re-set;

¢ The importunce of un uctive upprouch to munuye
risk-reward;

¢ Low ubsolute returns from bonds und cush;
e Expect more voldtility us the investent cycle matures;

¢ Heightened voldtility meduns more investment turhover;
and

¢ The Australian regulatory landscupe will change.

The IMAP Investment Forum is a community of interest

for dealer group researchers, investment teams and
independent researchers, where they can hear and learn
from specialist portfolio managers and chief investment
officers of advisory businesses. These experts and advisory
professionals provide their insights
on the practical issues involved

in implementing managed
accounts in an advice business.




ROYAL COMMISSION

Royal Commission offers blueprint for refoirrh'

Perspectives provides a round-up of the key recommendations

in the Final Report of the Royal Commission into Misconduct in
the Banking, Superannuation and Financial Services Industry.
This analysis concentrates specifically on the impact the
recommendations will have on the financial advice sector in

relation to managed accounts.

After 68 duys of heurings, 130 withesses und over 10,000
public submissions, the Royal Commission into Misconduct
in the Banking, Superannuation and Financial Services
Industry officidlly releused its final recommendutions to the
fublic on 4 Februury 2019.

The IMAP Reguldatory Group met two days later to review
the Royul Commission’s Final Report, with an emphasis
on how the 76 recommendutions hunded down by
Commissioner Kenneth Huynhe will impuct the managed
accounts sector.

Some of the key tukeouts emaunating from the Roydl
Commission recommenduations include:

e aunnhudl opt-in udvice provisions;

e disclosure of ‘independence’ in the udvice process;
o the removul of grandfuthering provisions;

e a new disciplinary system for financial advisers; and

e NO structurul sepuraution of product und udvice.

Structural separation

Before deuling with the impuct of the individuul
recommenddations on advisers or munuged account
providers, IMAP believes that the Royal Commission’s
tfreatment of ‘structurdl sepuaration’ should be considered.

Throughout the Royul Commission, Hayne stated that the
most obvious conflicts of interest uffecting the provision of
financial advice were the conflicts between an adviser’s
duty und his/her finuncidl interests, ulthough he uccepted
they were not the only conflicts.

In fact, in the Royul Commission’s Interim Report, Hayne
usked: "How far cun, und how far should, there be u
sepuration between providing finuncial advice and

© g0d4ather - stock.adobe.com

manufacture or sale of financial products?”
He sugyested three models for sepurdtion:

¢ Reyuiring dll advisers to be ‘independent’, us defined by
section 923A(2) of the Corporations Act;

¢ Reqyuiring sepuration between any AFSL holder
authorised to issue finuncial products und uny AFSL
holder authorised to provide financial product advice;
und

¢ Banning duny adviser who is hot un ‘independent’
udviser from recommendinyg d reluted purty product.

Cleurly, had the Government uccepted uny
recommendution from Huyne on uny of these, there
would huve been d significunt impact on uny advice
firm that was dlso u munaged uccount provider or had u
financial or other interest in o Munuged uccount service.

Hayne observed ho one, including ASIC, supported the
enforced sepuration of product and advice; und the
chunges dlready uhderway with the industry, including
improved educution standards, disciplinary procedures,
und the sdle by large banks of their wedlth management
divisions, would uchieve the desired effect.

He added: “Enforced sepuration of product und advice
would be u very lurge step to tuke. It would be both costly
und disruptive. | cannot suy that the benefits of requiring
sepuration would outweigh the costs... (or) likely to prove
un effective regulatory response to competition concerns
in the financial system.”

However, this issue is likely to be revisited on u five yeurly
busis by the Australiun Competition and Consumer
Commission (ACCC).

IMAP believes there is un excellent cuse for a more



nuunced upprouch to statements ubout independence.
An adviser could be “hot independent, impartiul und
unbiused” in regurd to the muhuged uccount service -
for example, becuuse their licensee ucts us a portfolio
maunuger - but “independent, impuartial und unbiused” in
reyurd to uny of the investments which it might contain.

Followihy each upplicuble Royal Commission
recommendation is IMAP’s position.

Recommendation 2.1 - Annual renewal and payment

‘Ongoing fee arrangements (whenever made):
e must be renewed annually by the client;

* must record in writing each year the services that the
client will be entitled to receive and the total of the fees
that are to be charged; and

* may neither permit nor require payment of fees from
any account held for or on behalf of the client except
on the client’s express written authority to the entity that
conducts that account given af, orimmediately affer,
the latest renewal of the ongoing fee arrangement.”

IMAP: This recommendation should only have a minor
impact for existing full advice clients, who will now have to
opt-in annually instead of biennially. This opt-in provision
will typically be covered off at the annual client review.

MDA providers or platforms offering SMAs that include fee
deduction as part of their administrative service, are likely
to be more vigilant about client authorisations for ongoing
advice fees.

Recommendation 2.2 - Disclosure of lack of
independence

‘A financial adviser who would confravene section 923A
of the Corporations Act by assuming or using any of the
restricted words or expressions identified in section 923A(5)
(including ‘independent’, ‘impartial” and ‘unbiased’)
must, before providing personal advice to a retail client,
give fo the client a written statement explaining simply
and concisely why the adviser is not independent,
impartial and unbiased.”’

IMAP: To conform to this recommendation, IMAP expects
that the ‘independence statement’ will be included in the
FSG, as this is provided to the client before personal advice is
provided. The issue here is whether clients actually read the
FSG to ascertain whether their adviser is independent or not.
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IMAP also believes there is an opportunity for ASIC to
achieve real clarity about ‘independence’. An adviser
or licensee may not be independent in relation to

the provision of the managed account, but may be
considered independent in regard to the investments
selected for inclusion, or the platform or administrative
service it is offered through.

This would materially assist clients in understanding the
potential conflicts in the advice they receive.

Recommendation 2.3 - Review of measures to improve

the quality of advice

‘In three years’ time, there should be a review by

the Government, in consultation with ASIC, of the
effectiveness of measures that have been implemented
by the Government, regulators and financial services
entities fo improve the quality of financial advice. The
review should preferably be completed by 30 June 2022,
but no later than 31 December 2022,

The review should consider whether it is necessary to
retain the ‘safe harbour’ provision in section 961B(2) of the
Corporations Act. Unless there is a clear justification for
retaining that provision, it should be repealed.”

IMAP: Managed accounts have been an important tool
for advisers and licensees to manage the risk of individual
investment recommendations, but concentrating the test
on the service rather than each individual security.

Best Interest Duty is an issue which all advisers using
managed accounts appear to take exiremely seriously,
and IMAP is aware that many explicitly seek legal advice
on this issue to ensure they comply. The removal of

the Safe Harbour provision, if enacted, will encourage
licensees and advisers to demonstrate an even greater
awareness of alternative options considered in the
provision of personal advice.

From a managed account provider’s perspective, IMAP
believes advisers will need help when articulating the
benefits of the recommended service, compared to other
managed account services, and adviser/client directed
investments.

And while demonstrating quality of advice will be
beneficial from a managed accounts standpoint, it will
require increased training of advisers in relation to the
products and services offered by providers.



Recommendation 2.4 - Grandfathered commissions

‘Grandfathering provisions for conflicted remuneration
should be repealed as soon as it’s reasonably practicable.’

IMAP: The removal of grandfathering provisions will have a
significant impact on many advisers and advice practices
relying on traditional advice models. It is unlikely to have

any impact on advisers using managed account services.

Recommendation 2.5 - Life risk insurance commissions

‘When ASIC conducts its review of confiicted
remuneration relating fo life risk insurance products and
the operation of the ASIC Corporations (Life Insurance
Commissions) Instrument 2017/510, ASIC should consider
further reducing the cap on commissions in respect of life
risk insurance products. Unless there is a clear justification
for retaining those commissions, the cap should ultimately
be reduced tfo zero.’

IMAP: This is not relevant to managed account services.

Recommendation 2.7 - Reference checking and
information sharing

‘All AFSL holders should be required, as a condition of
their licence, to give effect to reference checking and
information-sharing protocols for financial advisers.’

IMAP: This recommendation should have little additional
impact on managed account advisers or providers.

Recommendation 2.8 - Reporting compliance concerns

‘All AFSL holders should be required, as a condition of their
licence, to report ‘serious compliance concerns’ about
individual financial advisers to ASIC on a quarterly basis.”

IMAP: ASIC needs to properly define what ‘serious’
means, in order for licensees to decide what compliance
concerns are appropriately ‘serious’ to report to the
regulator. This recommendation may affect the amount of
training and product knowledge required by advisers to
ensure they adhere to their Best Interest Duty obligations.

Interestingly, in respect to advice, one of the key
outcomes of the Royal Commission’s Final Report is the
increase in compliance obligations.

To the extent that managed accounts minimise

the likelihood of individual pieces of advice being
inappropriate or failing a step-by-step procedure test,
then licensees are more likely to prefer a managed
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account recommendation as being less likely to lead to
non-compliance.

Recommendation 2.9 - Misconduct by financial advisers

"All AFSL holders should be required, as a condition of their
licence, to take the following steps when they detect that
a financial aaviser has engaged in misconduct in respect
of financial advice given to a retail client (whether by
giving inappropriate advice or otherwise):

* make whatever enquiries are reasonably necessary to
determine the nature and full extent of the adviser’s
misconduct, and

» where there is sufficient information fo suggest that an
adviser has engaged in misconduct, inform affected
clients and remediate those clients promptly.’

IMAP: This recommendation should have little additional
impact on advisers.

Recommendation 2.10 - A new disciplinary system

‘The law should be amended to establish a new
disciplinary system for financial advisers that:

e requires all financial aavisers who provide personal
financial advice to refail clients to be registered;

e provides for a single, central, disciplinary body;

e requires AFSL holders to report ‘serious compliance
concerns’ to the disciplinary body; and

e allows clients and other stakeholders to report
information about the conduct of financial advisers to
the disciplinary body.”

IMAP: It’'s expected that all advisers would be required to
join this disciplinary body individually. AFS licensees would
still be required to monitor and discipline their advisers,
however, this new body would provide an additional layer
of oversight, absorbing the disciplinary roles currently
undertaken by ASIC, adviser associations and the FASEA
code-monitoring bodies.

As yet, no detail has been released about the funding of
this new body and whether it will be a cost borne by the
Government or industry. However, IMAP expects it will be
a cost borne by the industry.

Recommendation 3.2 - No deducting advice fees from
MySuper accounts

‘Deduction of any aadvice fee (other than for intra-fund



advice) from a MySuper account should be prohibited.’

IMAP: There is likely to be no impact on managed
account advisers or providers.

Recommendation 3.3 - Limitations on deducting advice
fees from super accounts

‘Deduction of any advice fee (other than for infra-fund
aavice) from superannuation accounts other than
MySuper accounts should be prohibited, unless the
requirements about annual renewal, prior written
identification of service and provision of the client’s
express written authority (Recommendation 2.1) are met,”’

IMAP: Superannuation trustees are likely to be much more
stringent, than has been the case in the past, on the scope of
services required to entitle advisers to charge a fee in super.

Because managed account services are precisely
investment services, advice fees related to the
recommendation, review and ongoing monitoring of the
service against the client’s goals, would be expected to
be allowed under this recommendation.

Hawking super products

Recommendation 3.4 - No hawking

‘Hawking of superannuation products should be
prohibited. That is, the unsolicited offer or sale of
superannuation should be prohibited except to those who
are not retail clients and excepft for offers made under an
eligible employee share scheme.”’

IMAP: No impact for managed account advisers or
providers.

One default super fund

Recommendation 3.5 - One default account

‘A person should have only one default super account. To
that end, machinery should be developed for ‘stapling” a
person to a single default account.”

IMAP: No impact for managed account advisers or
providers.

Regulators

Recommendation 6.1 - Retain twin peaks

‘The ‘twin peaks” model of financial regulation should be
retained.”

IMAP: No impact for managed account advisers or providers.
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Recommendation 6.14 - A new oversight authority

‘A new oversight authority for APRA and ASIC,
independent of Government, should be established to
assess the effectiveness of each regulator in discharging its
functions and meeting its statutory objects. The authority
should be comprised of three part-time members and
staffed by a permanent secretariat. It should be required
to report to the Minister at least biennially.”

IMAP: Essentially, this is a regulator to regulate the
regulators. A new oversight authority should not impact
advisers, unless the Government decides to fund it through
an industry levy.

IMAP encouraged by recommendations

While the Roydl Commission’s Final Report was scathing in
mauny respects of the Austrdliun finuncial services industry,
it offered 76 recommenddutions us u potentidl blueprint of
reform for the industry, which both sides of politics have
ayreed to take action on.

Treasurer Josh Frydenbery hus aunnounced the
Government will act on dll 76 recommenduations made
by the Roydl Commission, including specific meusures
to implement recommendautions that relate mostly to
banking und insurance issues.

IMAP Chuair, Toby Potter dlso welcomed the report’s
recommenddations, saying they were u “sensible

and meusured” outcome to dedling with systemic
issues within the industry, but added that some of the
recommendutions were open fo interpretution.

“There were muny considerations for advisers und
providers of munaged uccounts from the Final Report.
[t's incredibly positive to see the provision of munaged
accounts will hot be adversely uffected us u result

of these recommendutions. Vertical integration is not
banhned or structural sepuration reyuired,” Potter said.

“And while existing conflicted remuneraution provisions
will continue to upply, some advisers will choose to
udopt ‘completely independent’ business models.
Others, who have d related purty interest in  munuyed
account or uny service/product, will need cleurer
stutements of their role und interests, us u result of the
‘why we dre not independent’ statement to clients
before yiving udvice.”

IMAP thanks all participants of the IMAP Regulatory Group
who took part in analysing the recommendations of the
Royal Commission’s Final Report.
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KEY RECOMMENDATIONS AT A GLANCE

The following is u summary of the Royal Commission’s key recommendations
und how they ure likely to uffect finuncial advisers und providers of
manhuayged accounts.

Table 1: Recommendations at a glance

Royal Commission | Impact of advisers use of, or likelihood of recommending, Impact on managed
recommendation | managed accounts account providers

2.1 - Annual * Minor impact for existing full advice clients, who will now have * Minor impact, as it aligns
renewal and to opt-in annually instead of biennially. No impact on new client with the annual review cycle
payment of acquisition. for MDAs.

Providers more reliant on
advisers providing prompt
client advice authorisations.

advice fees

2.2 - Disclosure Advisers recommending a managed account service in which they Advisers will require

of lack of have an interest (financial or otherwise) must clearly set out and assistance in formulating
independence disclose they have conflicts and why they recommend this service. their statement.
* Managed accounts reduce the instances of ‘personal advice’. e Limitations on the ability of
* Notion of independence needs to be carefully considered in the advice AFSLs to receive a
provision of advice. share of revenue.

2.3 - Review Greater need for advisers to demonstrate the consideration of Need to help advisers

of measures alternatives in the advice process. consider the benefits of the
to improve the * Greater need for advisers fo conduct their own research. recommended service in
quality of advice | * A preference for outsourcing investment management decisions |  relation to other managed
to avoid the situation where every recommendation is a risk for account services and
advisers. relative to advised/client-
* Potentially some impact on the amount of fraining required for directed investments.
advisers. * Positive for managed

accounts as risk reducers.
Increased training and CPD
requirements.

24 - ¢ Will have a significant impact on many advisers and advice ¢ No impact,
Grandfathered fpractices.
commissions * The fransition to a fee-for-service model will heed to be mude

yuickly and hus the potentiul fo dramatically impuct the revenue

and vulue of finunciul udvice businesses.

* May leud to more people beihy unudvised.

2.5 - Life risk e Currently unclear whether insurance commissions will be * No impJact,
insurance ubolished entirely or reduced.
commissions
2.7 - Reference ¢ Adoption of the Australiun Bunking Association’s reference * No impJact,
checking checking und information sharing protocol to be made

compulsory for dll AFS licensees.

2.8 - Reporting Little expected impuct, dlthough it may have a marginal impact | ¢ No impuct.

compliance oh the amount of training und product knowledge required.

concerns ¢ ASIC heeds to define whut ‘serious’ meuns in terms of
compliunce concerns.

* Muhaged uccounts less likely to lead to hon-compliance issues.
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2.9 - Misconduct ¢ Little expected impact. * No impuct.

by financial

advisers

2.10 - A new ¢ Little expected impact. * There muy be funding costs.
disciplinary * No detdils have been releused regarding the funding of the new

system body and whether the cost will be curried by the Government

or industry.

3.2 - No deducting
advice fees from
MySuper accounts

* No impuct.

* No impuct,

3.3 - Limitations
on deducting
advice fees from
super accounts

¢ See commentsin 2.1 but in addition, us dlready applied by
some plutforms, udvice fees muy only be deducted for udvice
reluted to super.

¢ This might creute u significant change that is hot limited to
maunhayged accounts.

¢ As generdlly adopted how,
munuged uccount fees
are u cost of investment
consistent with the sole
purpose test,

oversight authority

3.4 - No hawking |  No impuct. * No impuct.

3.5 = One default | » No impuct. * No impact,

account

6.1 — Retail ‘twin ¢ No impuct. * No impuct.

peaks’

6.14 - A new * Advisers muy be required to fund. ¢ Providers muy be reqyuired

to fund.
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Moving fo the mainstream

With modern technology, high quality governance
and well-structured investment models, managed

accounts could fast become the default option for
high quality advice practices around Australia, says

Thomas Bignill.

THOMAS BIGNILL

Managing Director of Adviser Services
Mason Stevens

The udoption of munuyed uccounts continues to yrow,
with take-up occurring more broudly than ever before.
While some thought pressure on the sector would come
post the Hayhe Roydl Commission report, in redlity, the
opfposite muy be pluying out.

As udvisers increusingly uppreciute the benefits of
maunuged accounts for clients, as well as generating
practice efficiency und scule, it is arguably fast becominy
the default option in munaying clients’ money.

As the Royul Commission fornudo swept through 2018, we
were dll shocked with the headlines of examples of poor
udvice und best interest conflicts; the upshot beinyg more
regulation, tighter controls and greduter scrutiny. These
lessons simply reuffirm how u well-constructed munuged
uccount service could ussist in strengthening your business
und vulue proposition.

From my perspective, the key tukeaway on munuyed
uccounts thut came out of the Royul Commission was
around the regulatory environment in which they operute
unhd who is enforcing the various fucets of u service.

There is no doubt ubout the fact that advisers can create
their own munhuged account service for the benefit of
the client und the benefit of their business, but how they
charge und the governunce of how they munage the
investments is the crifical yuestion.

The governunce purameters are clearly dlighing between
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an MDA provider and an RE (responsible entity for
munuged funds), und most leading munaged account
services huve direudy had compurable governance
structures in pluce for some time.

What was possibly lost oh many people was the globdl
equity market rout in the last quurter of 2018, where globuil
murkets crumbled, led by growth concerns, combined
with over-vulued technoloyy stocks.

This is u cleur example of how udvisers using munuyged
accounts cun tuke udvantuge of such weuknesses, with
redl time chanyes to portfolios ucross un entire client
buse. This may be to either reduce risk in a portfolio or
seize investment opportunities us markets rebound. Either
from u defensive standpoint or un offensive position within
u traditional advice practice, this type of flexibility and
nimbleness is hard o replicate.

Tailored

At its core, u well-structured manuged account service
offers investent choice und diversificution for clients, und
practice efficiency und scule for udvice practices of dll sizes.

Driving this chunyge hus been u combinution of improving
technoloyy thut dllows highly efficient managed
account services to be creuted, und the demunds of
clients looking for better investment outcomes und more
enyuygement with their advisers.

With finuncidl advice certdinly hot being u one-size fits
dll service, und the increusing focus on best interest, u
munuyged uccount service hus the dbility to improve
udvice practices into the future.



This revolution is in its early duys and will be a key fedture
of successful udvice pructices us the puce of chunhye
uccelerutes.

Transparent

An increusing focus for investors and regulators is on

the level of information that can be eusily accessed by
investors on their investment portfolios und the deyree to
which these investments are being munaged. Gone dare
the days of ‘set und forget’ investment strategies with
annuadl reviews.

A managed uccount service ygives clients beneficial
owhership of their investments, with complete visibility of
dll underlying constituents. A well-structured mundute,
with well-urticuluted governunce and decision-muking
(including dll relevant fees und costs disclosure), allows
clients to not only view euch of their investments, but
ulfimately helps them appreciate each of the investment
opportunities within the overarching mundate objectives.

This cun then be linked to the strateygic plunning
objectives of the client, credating the opportunity for
higher yudlity diulogue between adviser aund client,

where the conversution moves from u ‘buckward looking’

review of investments, to u forwurd looking, strateyic
cohversution.

Compliance

A well-structured und rigorous compliunce regime is
ohe of the most importunt considerations for uny advice
practice. A munaged account service underpinned

by yreut technoloyy, cun be a way in which high
compliunce stundards are uchieved und maintained.

Whether a practice is a smaill business, or u large multi-
office enterprise, u well-thought-out munaged uccount
service cun be of yreut benefit.

Having a consistent investment methodoloyy, d robust
investment governance frumework for decision-muking,
und u variety of investment solutions for clients, is
compelling risk manugement tool for compliance
functions.

Add to this, the dbility to have investment decisions
implemented in redl time, plus full underlying visibility of
dll client investments, meuns compliunce functions have
the opportunity to ensure high practice compliance
standurds.

For the practitioner, this framework is sculuble, efficient
und effective.
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A well-structured munugyed uccount service
offers investment choice and diversification
for clients, and practice efficiency und scule
for advice practices of dll sizes.

Scalable

A modern munuyged uccounts service offers signhificant
sculability benefits for practices of dll sizes, without
compromising the ubility to offer bespoke solutions und
tuilored outcomes for a range of clients.

The efficient und streumlined process that underpins a
modern munuyged accounts strategy meuns the adviser
spends less fime onh duy-to-day administration, and more
fime creuting vulue for existing clients, und developiny
relationships with prospective clients and referral partners.

Expertise

An effective munuged uccounts service built on leading
technoloyy, dllows advice practices, and therefore clients,
to uccess the benefits of experts within usset dllocation und
underlying investment markets. With investment decisions
uble to be implemented in redl time for dl clients, the dbility
to leveruge this expertise is unpurdlleled.

Accessing this expertise is best done through u formail
investment committee structure that articulates the
framework through which this expertise is delivered. Asset
dllocution specidlists, investment models and underlying
investent manugyers, should dll form purt of the regular
investment committee decision-making process, which cun
be documented und recorded for later reference.

By uccessing experts in this way, advice practices cun
focus oh what they do best, which is the provision of high
yudlity financial planning advice.

Conclusion

There ure mauny benefits for both clients und udvice
professiondls in implementing a4 munuged uccounts
service. With modern technoloygy, high yudlity governance
and well-structured investment models, managed
accounts could fust become the default option for high
yudlity advice practices uround Australia,

Thomas Bignill is Managing Director of Adviser Services at
Mason Stevens.
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IMAP DATA STANDARDS GROUP

Closing in on data standards

Robert Corben provides the latest update on the IMAP
Data Standards Group, including the work being done on

performance standards.

ith the rapid growth of

maunuyged uccounts in the

financidl services Industry,
model dutu is beiny electronically
distributed between dl participunts.
However, currently ho stundard is in plauce
for the definition or format of this data.

Robert Corben

While platforms und other managed
account structures have developed proprietary
upprouches to the provision of model duta to them,
investment munugyers report finding it difficult to meet
these varying dutu reyuirements.

These chdllenges will only increuse us the number of
maunayged uccount services increuses.

Other industries have dlready developed standard data
tfransfer formats, with planning software being an example
of widespreud adoption of u single industry wide standard.

Since managed uccounts are sfill a relatively new market,
this seems the right time to establish 4 common standard.

IMAP has convened u representutive working group from
interested purties in order to deliver efficiencies to the
industry. Representutives from upproximately 21 orgunisutions
have been purticipating in meetings, have supplied

relevant information and documentation, und have been
uctively reviewing working papers from this IMAP inifiative.
Euch member of the working group is uble to ensure that

the business use of model dutu within their organisation is
conhsidered in the development of the stundaurd.

While the stundard will hot be binding, it will provide
u useful incentive to prevent further proliferation in
proprietary specifications.

Objective
The objective of the Duta Standards Working Group is to
guin ugreement from key industry participunts — including
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platforms, research providers, investment managers and
technoloyy providers — of common datu specifications
und processes reluting to munuyed uccounts.

January 2019 status
Data Standard

The working group hus reviewed the latest round of
chunges for the datu standard. The working group
is in ugreement that we ure how reudy to move info
specificution development.

A version 1 specification is currently being draffed and will
be presented to the working group in our hext generdl
meeting. This is currently scheduled for early February 2019.

Performance Standard

A humber of puarticipants in our datu standards group
expressed u desire to meet to discuss the benefits of
collaborating on performance standards. The framework
(objectives) of this is currently yuite open und we are
lookinhy for the group to formulate the objectives, with
IMAP beinyg the facilitator, Currently, there is a lot of
feedbuck around defining objectives relating to the
platform implementation of models.

A formal request for participants hus been forwarded
to IMAP’s wider industry parthers. The initial working
party should consist of 6-8 firms. These spun investment
managers, investment platforms und research houses.

Confirmation of the purticipunts and the working group’s
objectives, will be unnounced in
February 2019.

Robert Corben is the co-ordinator
of the IMAP Data Standards Group.




IMAP REGULATORY GROUHR

Regulatory Group in key discussions

The Chair of the IMAP regulatory Group, Adam Seccombe,
provides a review of the work done by the group and looks
ahead at the work to be completed.

he IMAP Reguldatory Group was established in the
second hailf of 2019 with its purpose und godls as
follows:

i) Deliver on the uspirdtions of IMAP regurding its core
intention of ‘representution’ for the Manuged uccounts
sector; und

i) Provide a key forum for IMAP corporate members to have
regulutory issues properly identified and prioritised.

Membership of the group is hationwide und includes u
ranye of specidlised compliance, legul and commercial skill
sets that has endbled the group to discuss G broud ranyge

of regulatory issues that currently uffect retdil managed
accounts in Australia. Our considerations have typically
included the perspectives of munuged account issuers, their
suppliers, financial advisers und their clients.

In its first four Months of existence, the IMAP Reguldutory Group
hus convened three times, und dlso visited with ASIC twice.
Foremost in the issues for discussion by the group have been:
disclosure documentution, the ASIC Munuged Accounts
Project, und the Royul Commission.

Followiny is u review of these three key discussion areus,

Disclosure Documentation

1. RG 179: For MDA providers since October 2017 und for
those relinguishing the former "LMDA" condiitions, since
October 2018, it hus become well recognised how difficult it
is fo both meet dll the hew obligutions for MDAS in a manner
that is “clear, concise aund effective’.

ASIC hus been symputhetic to these difficulties und the
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IMAP Regulatory Group members

At the beginning of 2019, the IMAP Regulatory Group
comprises of:

* Adam Seccombe - Chair

* Toby Potter - IMAP

¢ Mark Oliver - Macquarie

* Jesse Vermiglio - Holley Nethercote

* Claire Wivell Plater - The Fold Legal

* Mat Walker - Praemium

» Stewart Chandler - AFSL Compliance

workdrounds that some members have adojpted, but it has
not been wiling to revisit the legislative instrument nor the
regulatory guide. Our understanding is that this may get
included with the outcomes of the ASIC Munuged Accounts
Project (see below).

2. RG 97 and CP 308: Following the changes mude under
the Stronger Super Reforms in 2013 und the modificutions
to the Corporations Act Schedule 10 (CO 14/1252), ASIC
released the druft RG 97 in 2014, to become effective

1 February 2017. However, ever since this fime, industry
redaction hus been strony, with criticisms about complexity,
cost of implementation, not meeting consumers heeds and
so forth.

In November 2017, an independent report wus
commissioned (REP581). This involved d round of industry
feedbuck und consultation sessions. Subseqyuently, the
independent consultant, Durren McShane, mude 34
recommendations.



ASIC has how considered which of these recommenduations
it wants to adopt und what additiondl steps it intends to
take. In proposing 1o reissue RG 97, CP 308 is how seeking to
vdlidate its reuction to the recommendations, with responses
due by 2 April 2019.

IMAP will shortly convene an open webinar session, where
members of the IMAP Regulatory Group will summdarise the
key impucts of this. We will then seek feedbuck us to whether
IMAP members have u heed for IMAP to compile u response.

ASIC Managed Account Project

As foreshadowed in ASIC’s Corporate Plun 2018-2022, on
puge 21 in the section titled *Action 2018-19°, ASIC is initiating
U hew project on manuged auccounts,

ASIC hus hoticed the significant growth in the munuged
uccounts sector und expects this to continue, with managed
accounts becoming mainstream in Australia,

ASIC is how in the process of undertuking reseurch and
ehgugement regarding manuged accounts. The scope of the
project will be broad und encompass platforms, advisers und
munuyed uccount issuers, including SMAs, MDAs and IDPS’,

A research survey to advisers has beeh conducted,
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dlony with a benchmarking study into functionality and
compurdtive advantages of platforms. Severdl platform
operators were issued hotices in December 2018 to guther
specific information that will encompdss d review of the types
of structure, fees, risks und conflicts of interest, and how these
dure muhaged, us well us other relevant issues.

In early 2019, another group, comyprising advisers, will be
upprouched by ASIC to guin insights into conduct across
the ecosystem of udvice development and delivery relating
to munuged uccounts. ASIC will dlso usk for client files that
illustrate live examples.

ASIC haus three objectives in this initictive:

1. Surveillunce muy identify harms or concerns, in which case
ASIC will tuke uction.

2. Awdrenhess of such potential harms or concerns will be
raised.

3. A high level review of the reguldutory lundscupe for
maunuged uccounts may flow from this project, including
an industry consultation process.

The IMAP Regulutory Group will be lidising closely with ASIC
during the project to see how we cun support its efforts und
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continue to represent the interests of managed account
forofessiondls.

Royal Commission

At the end of September 2018, the Roydal Commission info
Misconduct in the Banking, Superannuation and Financial
Services Industry releused its inferim report and following
consultation with IMAP members, IMAP submitted < response.

We wanted to stress that well-developed managed uccount
frograms lead to better advice outcomes for clients, and
better, more sustainable businesses for advisers. We dlso ook
the opportunity to clarify the four legal structures under which
retdil managed accounts dre currently offered in Australia
(see below).
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With the prospect of d findl report in February, what is
uncertdin is the identity of the next Federal Government,
which may or may hot udopt the Royul Commission’s
recommenddutions. However, what is more certuin is that
the debute dbout conflicts of interest and profit motive will
continue.

Developing legislation, including the proposed design und
distribution obligations, will likely leud to more fiduciary
burdens on issuers und udvisers to
ensure that products beiny sold to
cohsumers do meet their heeds
und dre appropriate,

Adam Seccombe is Chair of the
IMAP Regualtory Group.

Four Legal Structures

The followinyg is un extract from IMAP’s submission to the
Roydl Commission that outlines the four legal structures
uhder which retdil munuged accounts are currently
offered:

1.Unregistered managed investment schemes called
‘Managed Discretionary Accounts’ (MDA)

Investors muke upplicution to these schemes via MDA
contracts issued by MDA providers und, as puart of the
client subscription, specific investment programs are
requested. MDA providers in some cuses muy outsource
some services, including administration services,
personul finunciul udvice or custodiul services. Where
the urrangement involves un External MDA Adviser/
Custodiun, the udviser/custodiun is contractually
responsible directly to the client.

2. Unregistered managed investment schemes called
‘Investor Directed Portfolio Services’ (IDPS), with standing
instructions.

Investors make application to these schemes via an IDPS
guide, which dre issued by platform operdators. Essentidilly,
through the operdtiondl und investment efficiency of

u platform structure, IDPSs provide benefits of hetting,
access to wholesule investments und cost efficiencies. As
part of the client subscription, specific model portfolio(s)
cun be identified und customised us required. As with an
MDA, un udviser is reyuired to identify the uppropriate
investment strateyy.

3. Registered managed investment schemes: Designed as
‘Investor Director Porifolio Services like’ (IDPS like).

Investors muke upplicution for un interest in the
scheme via product disclosure statements issued by the
Responsible Entity (RE).

IDPS like schemes operdte in much the sume way

us un unreyistered IDPS, however, the RE must meet
certdin additionul regulatory compliance reguirements,
includiny investment gyovernunce. Further, beiny u
registered munuged investment scheme, investors can
select model portfolios to suit their investent objectives
und muy be uble to uccess the scheme without
persondl udvice. Plutform, custodiul and administrative
services ure munhuged und procured by the RE.

4. Registered managed investment schemes: Designed as
Separately Managed Accounts (SMA).

Investors muke upplicution for un interest in the
scheme via product disclosure statements issued by the
Responsible Entity (RE).

SMAs dllow investors to select model portfolios, in line
with their objectives, from dh investment menu. An
SMA builds further on the robustness of the reyistered
Mmaunuyed investment scheme premise, since the

RE is ultimately responsible for the effectiveness und
governunce of the investment options (Model portfolios
und customisutions) that are avdiluble via the scheme,
regurdless of whether un external investment munuger,
dedler group or udviser is appointed. Whilst providing
franspurency und flexibility of investment decisions
through the selection of model portfolios und ussets
within the investment menu, SMAs operate more like u
financidl product in and of themselves, rather than an
investment service.




IMAP INVESTMENT GROUP
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Investment Group seeking better
client outcomes

The Chair of the IMAP Investment Group, Paul Salibag,
outlines the objectives of the IMAP Investment Group.
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To ensure that IMAP remuains utf the Mmunuged uccounts, including asset dllocation, investment
forefront of thinking in relation to selection, portfolio development und implementaution.
investment munuygement within

Mmaunuyed uccounts of ull types - Background

including SMAs, IMAs and MDAs - IMAP
hus recently begun work to estdblish an

As the Chuiir of the group, | have worked closely with financial
planners, practices aund their clients since 2008. | have

P— Investment Group. previously worked in roles that include: Chief Investment
Officer of Luchlan Partners, Portfolio Manhager at Mosdic

Objectives Portfolio Advisers, und Heud of Eqyuities und Portfolio

This group will bring together some of the industry’s leuding Construction at IOOF.

minds to help develop content for the range of investment
oriented IMAP conferences, us well us investment webinars,
to provide IMAP members und munuged auccount
investment managers with the tools ahd knowledge required
to deliver client outcome-focused investment portfolios.

I have managed in excess of $6 billion at Mosaic Portfolio
Advisers. At IOOF, | wus the investment munager for the
manuged uccount (and model) portfolios ucross the

group, which represented in excess of $2.6 billion under
management. | wus dlso U responsible munayer on the AFSLs

The IMAP Investment Group will involve some of Australia’s of the MDA provider und two of the udvice businesses.
leading service providers in managed accounts, such s

investment munagers, consultants, resedurchers und fund
maunagers. This endbles the group to consider the full spectrum
of issues that impact investment munagement within

Paul Saliba is Founder and Managing Director of Evolutionary
Porifolio Services.

This group will bring tfogether some of the industry’s leading minds to help
develop content for the runye of investment oriented IMAP conferences,
us well us investment webinurs, to provide IMAP members und munuyed
auccount investment maunagers with the tools und knowledye reqyuired to
deliver client outcome-focused investment portfolios. — PAUL SALIBA




Onwards and |
upwards

For Kelly Power, the last 18 months
have been a challenging time
for the industry, but now that the
Royal Commission’s report is ouft,
it’s time to move forward.
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Tulk to Kelly Power ubout the Royul Commission’s
recommendutions into Misconduct in the Banking,
Superannuation and Financial Services Industry, and
you're hot left wondering ubout just how far-reaching
these chanyes will be for the industry.

“The fuct is, the Royul Commission has played u very
important and necessary role in exumining the finuncial
services industry, und we believe it will make the industry
better. The Government und Opposition have expressed
their collective intent to take action on dll 76 of the
recommenddations,” says Kelly — Genheral Manager Product
at Colonidl First State,

Kelly says it hus dlso been u lony-overdue opportunity to
review, reflect and re-adjust processes.

“For us, chunges ure dlready underway, which includes
implementing stronyer policies und processes,” she suys.
*And this will enuble us to improve our products und
services.”

Fintech can be a part of the solution

As the industry continues to evolve, Kelly believes fintech
(otherwise known us *finunciul technology’) will play a
ygreuter role for both providers und advisers.

"The businesses thut will succeed over the hext 2-5 years
will include those that embrace technoloyy,” she says.
*And wheh we look ut how we dnticipute advisers will be
using fechnoloyy, it will be in three key areus.”

1. Client engagement: Kelly identifies client engugement
us being the first key ared, which includes advisers
embrucing fechnoloyy to better support engugement
with clients.

“It's very cleur that the expectutions of clients ure
chunging. The historic process of a once off review with
lots of puperwork is gohe. Now it’s dll about ongoiny
client enguygement, servicing und regular interactions.

And whenh we tulk ubout udvice
efficiency, | believe munuged uccounts
dre u good fit. Thut’s becuuse munuyed
accounts dre un efficiency solution for
advisers when it comes to executing their
investment advice. — KELLY POWER

IMAP <>

Client expectutions aure how 24/7 und udvice businesses
need fo respond to that,” she says.

But client engugement is hot the sole responsibility of
advisers. Kelly firmly believes client communication and
engugement is just us important to platform businesses,
which have a vitdl role in supporting advisers with the
tools for that client engugement.

2. Advice efficiency: The second key ureu identified by
Kelly is advice efficiency. And in the future, she says
there is no yuestion that compliance will increuse for
businesses.

“So, in order for providers and udvice businesses to
maunage their increused compliunce obligutions, they
will heed to work out how they can use technology

to provide better und more efficient solutions to dllow
them to service their clients more effectively,” she says.
“And whenh we tulk about advice efficiency, | believe
munuyed uccounts ure u good fit, Thut’s becuuse
maunuyed uccounts dure un efficiency solution for udvisers
when it comes to executing their investment advice.”

And the third key urea?

3. Business management: This key ureu is ull ubout
implementing fintech solutions that can help advice
businesses mManuye everyday tasks, such us marketing,
reporting, client communicutions, und scheduling
meetings.

“Colluborative fintfech tools are becoming increasingly
essentidl for businesses, and the role of successful
platforms will be to augment dll these different tools
from fintech providers and supply them in un ecosystem
for advisers to utilise.

“The end goudl is to provide G greut user experience that
results in yuulity, sufe und ufforduble udvice.”

So, for Kelly, the future of technoloyy for finuncial
services professiondls is ubout finding suitdble ways

to provide sufe, ufforduble und guulity advice, by
maunuyging the key dareus of: client enguyement, udvice
efficiency und business munugement.

“Undoubtedly, udvice professionuls will incredusingly
need to embruce u whole variety of hew technoloygy,
like client engagement, reporting and fransaction tools.
By purthering with platform providers, udvisers will be
uble to tup into these tools, which will ussist them to
better service the heeds of their clients.”

Demand for advice

Looking ahead, Kelly sees o number of opportunities
emeryiny for udvisers und advice businesses over the hext
2-5 yeuars, First aumony them is the ongoing demund for
udvice.
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The technoloyy und solufions uround Munuyged uccounts provide udvisers with the

ubility to deul with a number of clients simultaneously, while dlso tdiloring investment

portfolios to the personal heeds of individudils. |1's all about customisation of investments
at un individudl level that works for clients. — KELLY POWER

*I have u fundumental view that there is demund for
yudlity udvice by Austrdlians und that need for advice
will contfinue. With dll the chunges we dre seeing in
superunnudtion und the retirement incomes spuce,
udvice is us importaunt us ever.

“There is u genuine need for people — us they transition

to retirement, us well as when they are in retirement — to
seek gudlity advice. So, overarching everything else, that
remains a big opportunity for the industry over the hext 2-5
yeurs,”

In tferms of uctuul udvice processes, Kelly sees u “biy
opportunity” for advisers to provide more efficient advice,
which includes embracing technoloygy to do things more
foroductively.

| dlso think there is un opportunity for advisers to use
technoloyy to better enguge their clients on un ongoiny
busis. I've actudlly seen some greut technology that
udvisers huve designed und implemented within their
ownh practices to do that, And there are plenty of greut
exumples of advisers using entrepreneurs to help them
build these client engagement tools.”

However, Kelly concedes that providing more efficient
udvice is only possible when thut efficiency is ensured,
which meuns automuting key and repetitive processes.

*| feel that the days of having to rekey und verify dutu
in multiple places will soon end. Instead, we will have
un ecosystem where advisers cun provide dll their
information in one pluce.”

The future of managed accounts
And whut of maunaged uccounts?

With Kelly confident ubout the opportunities avdiluble for
the industry over the next 2-5 yeurs, she sees a positive role
munuged uccounts will play in helping udvisers aund their
clients take advantage of these opportunities.

*Manuyed uccounts provide compelling benefits to both

advisers and their clients,” she says. *And it’s these benefits
that are driving the growth of munuged accounts.”

Reflecting on the question, Kelly recounts un exumple.

“There wus recent speculdation oh what was happening
with short-term fixed interest und bonds, und which
particular cash cateyory they should be. In the pust, in
order for advisers to implement a change like that and
depending on what your view wus, it could take six to 12
months. This would require letters o be sent out to clients,
authorisutions to occur, client review processes — there
would be d lot of puper und buck-office work involved in
that process.

“And before you know it, six months has pust and
potentidlly you have lost your opportunity to move, or your
view oh the bond market muy have changed.”

However, Kelly says that is fundamentdally different in a
manhuyged account, where advisers cun responhd und
execute very quickly to those types of issues in u more
efficient way.

“So, | believe the yrowth in mMunaged uccounts is dll
ubout the way advisers cun help their clients,” she says.

*The technholoyy und solutions around munuyged
accounts provide udvisers with the dbility to dedl with

u humber of clients simultaneously, while dlso tdiloring
investment portfolios to the persondl needs of individuuls.
It's all about customisation of investments at an individual
level that works for clients.”

For Kelly, that means managed accounts will contfinue
to play un important role for advisers in supporting their
clients, by providing them with greuter efficiency and
franspurency of investment outcomes.

Hear Kelly Power at the IMAP Adviser Roadshow
Kelly Power will share her views on managed
accounts and advice businesses at the IMAP Adviser
Roadshow in Sydney on 14 March and Melbourne
on 19 March. For more information or to register your
aftendance, go to: imap.asn.au/events
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TECHNOLOGY

The Kodak moment for fintech

Whether it’s finfech or fechfin, both sectors place severe
pressure on fraditional businesses in the financial services
industry. Ignore them at your peril, writes Gihan Perera.

hen inventor Georgye Eustmun

reyistered the fraudemark

‘Koduk’ in 1888, he hud
no ideu his smull compuny would
dominate photography for more than
100 yeurs. A century later, ot its pedk,
Koduk employed over 145,000 workers,
had over two-thirds of globul market
share, und wus the fifth-most valuable brand in the world.

Gihan Perera

Despite this success, Koduk fell spectucularly from its peak

in 1996 to file for bunkruptcy in 2012. It is often held up us the
archetypdl poster child for a compuny that was disrupted by
the digital revolution.

There dre many variations of the story, giving various redsons
for Kodak’s demise: it had too much invested in film; it had
grownh so biyg it had stopped innovating; the organisational
structure couldn’t cope with u digital world, und so on.
There’s even u dramaitic story that the Koduk employee
who invented the first digital camera was told by senior
maunugement to hide his invention becauuse it would destroy
Koduk'’s market.

The problem with these stories is that they aren’t frue.

The Koduk munugement weren’t ufruid that digital cameras
would cunnibulise their existing oroducts, and they didn’t
deliberdutely try to kill off a thredt,

The first digital camera wus s big us u touster, took 20
seconds o tuke u picture, und the resolution was much
lower than a print. Koduk’s management ussessed it, but
ignhored it becuuse they thought it would hever be good
ehough to compete with film cameras, They didn’'t account
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for exponentidl growth, which meunt technoloygy improved
much faster than they expected.

The same is happening with fintech.

There’s hobody that understands exponential growth (Gs in,
compound interest) us well us the finuncidl services industry.
Even so, muny financial advice businesses underestimate its
impuct - especidlly when it comes to fintech.

According to EY (in its 2018 report, The future of FinTfech and
financial services), globdil fintech funding has growh at <
compound unnuadl growth rate of 34 per cent from 2013 to
2017.

In Asia, which sturted from a smaller buse, the growth over
the sume period hus been even more dramatic: about 85
foer cent unnudlly, Chinu represents the lion’s share of this
growth with 80 per cent of fintech investments, followed

by India with 12 per cent. That leaves just 8 per cent for
everybody else, but even that isn't un insignificant amount.

In Australia, there’s ho doubt fintech companies dlready
have u strony foothold in Australia, One of the most dramatic
illustrations of this is KPMG's 2018 infographic, The Australian
Fintech Landscape, showiny the myriad fintech companies

Unlike fintech compdanies, which start smaill
und hope to strike it biy, techfin compunies
dre dlreudy highly successful, und have
deep pockets to invest in auny hew venture.



jostling with euch other to displuce estublished businesses
in the industry. KPMG shows fintech disruptors in lending,
crowdfundinyg, back-office, data and andlytics, insurance,
fersonul finunce, und more.

As impressive us this is, it’s only the beginning. And if it grows
exponentidlly, it’s the beyinning of a steep growth curve.

But will it really grow that fast?

History is littered with predictions of projected exponentidl
growth thut fizzled, but four fuctors give us reasons to be
bullish about the growth of fintech in Australia,

1. Fallout from the Royal Commission

Publicity from the Haynhe Roydl Commission has eroded
cohsumer trust in fraditional players in the industry. The
Deloitte Trust Index - Banking 2018 reports only one-third of
bunking customers think bunks are dlways looking 1o provide
better customer services. Even fewer (one in five) think banks
have customer interests at heart. For businesses, tighter
lending rules might muke finance more difficult to obtain.

Whether these are perceptions or redlity, this fallout medns
consumers und businesses will explore dliternatives — including
fintech options — for their financial services.

2. Big Data and Atrtificial Intelligence

Our digitdlised, highly-conhected world - facilitated by the
relationship people have with their smartphones — gives
orygunisutions mMore dutu than ever before ubout their
customers. At the sume time, artificial intelligence software is
now powerful enough to turn this vast amount of data into
useful predictions ubout individudls” behaviour.

Traditional finuncidl services orgunisations have been slow to
udupt, und often udoypt this technology only us udd-ons to
existing services (such us Al for detecting suspicious credit curd
activity). But it’s part of the DNA of fintech compdanies, that
build their entire business model uround duta und software,
which meuns they cun exploit its exponential growth.

3. New generations of customers

Younyger consumers, pdrticularly Gen Y and Gen Z, tend to be
more open to hew tfechholoyies und less concerned dbout
sharing personal data, It's easy to dismiss them ds youny,
nuive und irrelevant, but they make up d sighificant portion
of the populdtion.

GenY is dlreudy the largest group in the Australian workforce,
unhd ure diready estublished in leadership, Muhagement,
and decision-muking positions. Their youhger cohort, Gen Z, is
dlreudy the largest group in the populdtion, and will make up
25 per cent of the workforce by 2025.
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These customers uren’t well-served by the business models und
operutions of truditional finuncidl services, which were desiyned
o serve their purents. They want cushless, digital, redHime, apjpo-
bused, decentralised, mobile und dccessible services. In other
words, everything that fintech compunies offer.

4. Techfin

Not dll of the competition for finuncial services will come from
small, smart, savvy, start-up finfech compdnies trying fo grab

a tiny sliver of market share. Some of it will come from the big

end of town — the readlly big end: tech compunies.

Businesses like the ‘FAGA’ compunhies — Fucebook, Amuzon,
Gooyle und Apple - started providing technoloygy products
und services, but have such u strony presence in their
customers’ lives that they cun how spin off other services,
including lucrdtive financial services. Juck Ma, the founder
of Alibdubu —the world’s largest e-commerce compuny —
coined the term ‘techfin’ to refer to these compdnies: tfech
comjpunies now offering finuncidl services.

Unlike finfech compunies, which start small and hope to strike
it big, techfin compdunies ure dlready highly successful, and
have deep pockets to invest in any new venture. Whether
it’s fintech or techfin, both sectors pluce severe pressure on
fraditional businesses in the finuncidl services industry.

This is the Kodak moment for fintech in Australia

It's eusy 1o look back how and criticise Koduk for its lack of
foresight in ussessing digitul photography. But it’s difficult
to redlly grasp the impuct of exponential growth, even for
people who work with compound interest every duay.

As un unuloyy, consider the old puzzle ubout the lily pond:
The number of lilies on U ponhd doubles every day, und it
takes 30 duys fo completely fill the pond. When is it half-full?

The luyperson’s unswer is 15, but the correct unswer

(which is obvious if you understaund compound interest or
exponential growth) is, of course, 29 days. But dlso consider
this: Just three days edrlier, the pond wus just ohe-sixteenth
covered. Thut meuns 95 per cent of the growth happened
in the final four days.

That's where we dre with fintech now. It has taken only a few
yeurs for it to establish a foothold, but even that is an eternity
compured to how yuickly it will continue to grow.

Ignore it at your perill See you in the future.

Gihan Perera is a futurist, conference speaker, author and
consultant who gives business leaders a glimpse into what'’s
ahead - and how they can become fit for the future.




ADVISER ROADSHOW 2019

Adviser Roadshow 2019:
Where to from here?

FINANCIAL SERVICES POST ROYAL COMMISSION

This year’s annual IMAP Adviser Roadshow will
delve deeply into the Royal Commission’s key
recommendations for the financial services
industry, particularly in respect to how they will
impact financial advisers, licensees and providers
of managed accounts.

HIGHLIGHTS OF THE ADVISER ROADSHOW
2019 INCLUDE:

* What does the future of advice in Australia look like post Royal
Commission

* Providing a long-term perspective on advice businesses

* How to give advice on a managed account

* Market risks in 2019 and how to address them in your portfolio
constfruction

* Best Interests Duty post Royal Commission

* Why innovation is more important than ever

* Life outside the mainstream: Looking at alternatives to the
mainstream platforms

For more on the IMAP Adviser Roadshow 2019, Perspectives
magazine has published a white paper, including analysis that will
be discussed at the conference. Read on.

ADVISER ROADSHOW 2019:
THREE VENUES TO CHOOSE FROM

BRISBANE Hotel Grand Chancellor Brisbane / 23 Leichhardt Street
(Cnr Wickham Terrace) / 12 March 2019

SYDNEY Whiteley Ballroom, Amora Hotel Jamison / 11 Jamison
Street / 14 March 2019

MELBOURNE Marriott Hotel / Cnr Exhibition and Lonsdale Streets
19 March 2019

For more information on the roadshow or to register your
attendance, go to imap.asn.au/events
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ANALYSIS

Market risks: the unknown unknowns

M
Steven Tang

Matthew Cho

STEVEN TANG

Senior Investment Consultant, Zenith Investment Partners

MATTHEW CHO

Investment Consultant, Zenith Investment Partners

Despite most expectations, 2018 proved to be d very
disuppointing and jarring yeur for investors. Not only did
voldtility return in abundance, particularly in the first and
last yuarters of the yedar, but almost dll usset markets
ended the yedar in neygutive territory.

The eyuity market darling for most the year, the US stock
market suffered u double-digit decline in the fourth
yuarter, ending its worst year since 2008. Surprisingly,
globdl und Aussie bonds were the only shihing light,
outperforming most developed eyuity markets, an
outcome few would have predicted ut the start of 2018.

Chart 1: Asset class performance 2018

Asset Class Performance 2018
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Given this backdrop, what's the outlook for 2019 und
what could sideswipe murkets? The consensus is that the
outlook hus become more uncertuin, with the tdil risks

to ylobul markets how larger than they were 12 months
ayo. There are plenty of known risks, that have been well
documented in the mediy, including:

e Brexit;

e Onyoiny US-Chinu trade war;
e Chinu slowdown;

e Central Bunk policy (US rate rises und guuntitutive
tightening); und

¢ The large build-up in corporute debt.

However, while the outcomes of these risks aren’t known,
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it could be urgued that markets have somewhdat priced in
the possible scenarios.

But what ubout risks that aren’t priced into markets?
Former US defence secretury, Donhald Rumsfield, famously
referred to these us “unknown unknowns”. That is to say,
there are risks that few investors have factored in, for
exumple, major Arab conflict. These are what generdlly
sideswipe murkets.

Amongst the perceived increusing level of uncertainty,
investors ure how More than ever seeking guidunce us to
the course of markets in 2019.

Forecasting — an exercise in futility

Many investors will look to ‘so-culled’ experts, who will
release their forecasts for markets over the coming year.
However, ure these forecusts worth the time aund effort
that investors spend pouring over them?

To help unswer this yuestion, let’s reflect on the yeur just
gone.

At the beyinning of 2018, the mediun broker forecust for
the ASX200 wus 6,300, representing u culendar yeuar return
of 6.3 per cent. If an investor hud taken this on bourd

und invested wholly into the index, they would have
ygenherated a redlised return of -3.07 per cent.

Table 1
Broker ASX 200 forecast | Percentage
change

Macquarie 6,500 8.30%
Goldman Sachs | 6,500 8.30%
Citi 6,400 6.60%
Bank of America | 6,300 5.00%
Merrill Lynch

JP Morgan 6,300 5.00%
UBS 6,200 5.00%
Morgan Stanley | 5,800 -3.30%

Source: Zenith

Commentators were dlso overly optimistic in the United
States. For the S&P 500, the mediun forecust price at the end
of 2018 wus 2,950 points, for u 2018 culendar yeur return of
10.3 per cent. The redlised return wus -4.38 per cent.

Opinions in Europe were just us erroneous, with strategists
expecting a 1.5 per cent annual return for the FTSE 100 at
the beyinning of the yeur, but the redlised returh wus -12.5
per cent. For the EuroStoxx 50, the predicted return wus 7
fer cent und for u redlised return of -14.24 per cent.
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Moving over to fixed income markets, how do the experts
fdir in this domuain?

Let’s focus on Jerome Powell and his economics team
at the U.S. Federdl Reserve (Fed). Generdlly revered
us omnipotent, how have they fared in terms of where
interest rates might go?

Movements in the Fed'’s predictions (dot plots) muke
ripples in investment markets ylobully. However, the Fed -
just like everybody else — has u poor record of forecusting
outcomes. In fact, the Fed hus been overly optimistic on
the trajectory of interest rates for some time.

To muke mutters worse, the Fed itself seems to have little
confidence in its forecusts. Chart 2, produced by the
Fed, demonstrutes with how much confidence the Fed
believes it cun forecust rates ut 70 per cent und 90 per
cent intervdls.

Chart 2: Federal Funds Rate

Federal Funds Rate

) percent
—  September Modal Path
| Quarterly m ovme o 9
90% Interval
[* 1 8
7
i 1 6
i = 5
18 -1 4
I -3
L =’
1
— ' — 0
~ < ) @ < o~ i
- - - - ~ ™~ o~
o o o = = < b
~ ~N ~ ~ ~ ~N ~

Source: Federal Reserve

Chart 2, produced in 2017, shows how little confidence
the Fed has in its own predictions. While the Fed expects
the long-term rate to be daround 3 per cent, it can only
ussigh u 90 per cent certuinty that the Fed Funds rate will
lie between approximutely 0 per cent and 7 per cent.
Given the wide ranyge, investors should tuke the dot plots
with g gruin of sult.

What about economists?

Investors often believe that stock markets reflect the
econhomic conditions of their respective countries. They
hypothesise thut if an economy is growinyg, output will be
increusing und firms should be experiencing increused
profitability, with the opposite dlso frue.

Assuming this is tfrue over the shorter-term, it would sfill



be necessury to have uccurate forecusts to endble
investors to tuke advantayge of this hypothesis. So, how do
fprofessional economists fair in their predictions and can
their forecuasts help us navigate markets?

Unfortunately, the answer is most likely ‘no’ in terms of
forecusting skill, aus economists have shown limited ability
to predict the direction and maghitude of yrowth. Even
dll the PhDs ut the International Monetary Fund (IMF)
have showh very little success. Over the past 27 yeurs,
the IMF has predicted on uverage that five economies
would be in recession, whenh in redlity the humber has
been 26.

Furthermore, they tend to have the greatest error when
it matters the most. In October 2009, the IMF predicted
ecohomic expunsion for the U.S. und Japun. However,
instead, the U.S. contracted close to 3 per cent und
Japun u whoppiny 5.4 per cent.

However, even if you manuge to forecust with near
perfect foresight, it’s been shown that the short-term
linkauye between GDP yrowth und stock returns is weuk.
2018 wus u greut example; the U.S. economy expunded
at a rate of 3.4 per cent at the end of the third yuarter
und U.S. eyuities declined -4.38 per cent. A clear
disconnect, us the U.S. economy continued to perform
well and eurninygs growth remained robust, however,
markets were plagued by mucroeconomic and sentiment
issues.

Similarly, in the yeurs leuding up to the GFC, economic
conditiohs within the U.S. and globdlly were favourable.
Economic growth wus strony, rates of inflution were
stuble, und unemployment und wage growth were
heudlthy. However, the catdlysts that emerged were hot
uppurent from these headline figures, and caught most
economists und investors wrohy-footed.

Table 2: U.S. economy in June 2007

U.S. Economy in June 2007
GDP Growth Rate | 2.1% p.c.
Unemployment 4.5% p.q.
Rate

Wage Growth 4.0% p.q.

Source: Bloomberg

How to prepare clients for the period ahead

As humans, we love certainty, which is why we gravitate
to ‘so-culled’ expert forecusts, time und fime agdin; even
though we know they will almost certainly be wrong.

In saying this, we’'re not questioning the skill of these

IMAP <>

experts, merely pointing out that predicting the future
is ulmost impossible, because it relies on humerous
ussumptions und u pre-determined series of events
occurring.

More often thun not, the unknown unknowns get in the
wuy of the central thesis und tuke muarkets on u different
puth. You only heed to think back to the decision by the
U.K. to exit the Europeun Union in June 2016 or Trump’s
victory in the U.S. elections in November 2016; und the
markets” initial and subseyuent reactions to these events
to redlise this.

More so, one of Warren Buffett’s fumous guotes, “In the
short-run, markets are a voting machine but in the lony-
run, they’re u weighing muchine”, that is, sentiment drives
markets in the short-run and is a fickle beust,

Clients heed to uccept uncertdinty is part of investing, as
in life. The only certuin return is cash (at least in hominal
returns), und that’s hot yoiny to yive investors the returns
they require over the longer-term.

[t's interesting that people dlways believe there is less
certainty at any given fime, when in fact, there is hever
uny certainty. No one cun tell you what’s going to
happen fomorrow, hext month or hext year. The bigyest
chdllenge for clients is the behaviourdl uspect of investing
— for exumple, hot selling low und buying high, having the
conviction und fortitude fo stay the course.

Investors ure often tempted to time markets; they employ
tactical asset dllocation to go to cush in times of market
stress. However, doinyg so requires exyuisite fiming, not only
oh the exit but dlso on the re-entry (this ignores tfransaction
and tax costs). Missing only a few days in the market can
dramuticully impuct your longer-term returns.

Having an appropriate time horizon is the key to successful

As humuns, we love certuinty, which
is why we ygravitute to ‘so-culled’
expert forecusts, fime und time uyuin;
even thouyh we know they will almost
certainly be wrony.



investing. While over the short-term, the direction of
usset markets isn’t predictable, over the lonyer-term, the
dispersion of returns decreuses dramuticully. The return
funnel in Chart 3 shows the dispersion oh rolling annudi
fpoeriods for u bulunced fund (60 per cent growth/40 per
cent defensive spilit).

Chart 3: Rolling year
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What does this mean for portfolios?

If we uccept thut there’s ho way to predict the direction
of murkets in the yeur uheud with much certainty, how
should investors position their portfolios?

To borrow u line from Jucob Mitchell (Chief Investment
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Officer at Anfipodes Globdal Investors), they heed to
embed “Mmulfiple ways of winning” in portfolios; one that
is not reliunt on u harrow outcome. Thut is to suy, while
it’s prudent to remuin vigilunt to the risks in portfolios,
the best defence uguinst murket weakness, is to huve
uppropriate diversificution.

Diversification cun often be u throw uwuay line but
if executed properly, this can meun that portfolios
are more resilient to lots of different scenarios and
outcomes.

Investors should seek to understund how sehsitive
portfolios ure to different economic conditions, which is
where guantitative tools (optimisers, stress aund scenario
testing) can be very insightful. However, such tools have
limitations und guualitative judgement should always be
exercised.

This means that portfolios should be diversified hot
only across asset clusses but within usset classes und
across strateygies. However, for this diversification to be
un effective struteyy, investors should remember that
having un appropriate time horizon is key, preferably
one that looks beyond 2019.

Steven Tang is Senior Investment Consultant at Zenith
Investment Partners and Matthew Cho is Investment
Consultant at Zenith Investment Partners.
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Marketing a new program

When implementing a new managed account program, there
are a number of steps required to effectively communicate and
market this program to planners and clients, writes Toby Potter.

0, you've weighed up the
udvantuges and disadvantages
of munuged uccounts, done
your homework und research,
and have findlly decided that this
type of investment structure is right
for your clients and your business.
Conyrutulutions. That’s the first step but
there are sfill challenges uheud.

Toby Potter

When licensees consider developing u munhuyged uccounts
forogram us U replucement for the conventional advice/
recommendution-bused process, they are often concerned
by the challenges they exjpect to have in ensuring their
plunners are us committed to the project us they are.

Overcoming these issues requires licensees to uddress the
issue in two ways:

e Overcominy planners’ fears und objections; aund

o Equippiny plunners to effectively communicute the
benefits of the service to clients, particularly to existing
clients who have previously been receiving u different
form of service.

Dealing with planner concerns

Let’s first consider the typicul concerns thut arise umony
planners when a hew munaged accounts program is
discussed. These cun be yrouped into four ureus:

1. Role perception

o ‘Will this service undermine the way in which my clients
regard me?’, or

© thodonal - stock.adobe.com

o ‘What type of relationship will | have with my clients
if they don’t see me as the person who selects their
investments?’

2. Customisation of the service by client

e ‘My clients have unique circumstances and lots of them
have other investments or specific preferences, which
need fo be taken into account when their portfolio is
being constructed.”

3. Fee concerns

e 'The proposed fee structure will be hard to explain to my
clients. They are used fo seeing only my advice fees and
the platform fees, and they understand that there are
costs in the funds they hold.”

4. Best interest issues

e ‘How can | recommend an in-house service? Will this
tfruly be in my clients’ best interests?”

[t's clear that the answers to these legitimate questions will
vary depending oh the service structure that the licensee
udopts.

For example, if the munuyged uccount service udopted
is simply a decision to include a number of third

party manugers’ SMAs from the licensee’s preferred
platform onto the APL, then issues of the planner’s

role, customisation und best interest are unlikely to be
sighificant.

The plunner will be recommending un SMA in the sume
way us they might have recommended g munuyed
fund. Their role in portfolio construction is supported und



If tThe maunaged account service
adopted is simply a decision to include
J humber of third party managers’ SMAS
from the licensee’s preferred platform
onto the APL, then issues of the planner’s
role, customisution und best interest are
unlikely to be significunt,

the planner is able to expldin the benefits of this structure,
compured to pooled unit trusts.

The explicit cost may be un issue but uguin, pooled

unit frusts and their indirect cost ratio (ICR) provide an
uppropriute reference point. Since the licensee is not
edarning a margin or other benefit from the SMA provider,
yuestions of conflict are very unlikely fo arise.

However, the ‘role perception’ yuestion cun durise when
the SMA is directly eguivalent to the type of portfolio that
the planner typicdlly includes in their advice.

For exumple, u direct eyuities SMA managed by an
external manuger. |h this cuse, if directly held equities are
common in a client’s portfolio or u bulunced multi-asset
class SMA (often constructed by research houses using
ETFs), there could be the perception by clients that this
type of munage auccount is eyuivalent fo the planner’s
investment upprouch.

The guestions highlighted above cah arise most ucutely
when the licensee is directly involved in the portfolio
munugement und construction process of the munuyed
uccount. This might be u set of SMAs that are specific to
und branded for the licensee or it may be un MDA service
where the licehsee is either the MDA provider directly

or hus un arrangement to provide advice on u set of
portfolios that the licensee mManages through a third party
MDA provider.

In this cuse, the roles of usset dllocution und Munuyer
selection are taken on by the licensee and ifs investment
committee, or by d resedrch house or portfolio manuyer
that it selects.
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Client questions

This section on ‘client yuestions’ should redlly be cailled,
‘Plunner concerns ubout client concerns’. They dure the
concerns that u planner might think a client, particularly
un existing client, might have when the plunner
recommends the use of muhuged auccounts — SMAs or
MDAs — instead of u purely udvised portfolio. These might
include:

Perceptions of the actual service offered

¢ '/ thought you were doing that already.’

Cost concerns

e 'How will the cost compare to my current costs?’
Investment concerns

o ‘Wil this still support my preference for (sustainability/
not selling this existing holding/ethical investing) ?”
- Obviously, the actudl issue the client raises will be
purticular to their circumstances.

Dealing with objections

In a service proposition, such us advice generdlly and
maunuged uccounts in particular, there are three key ways
of resppondiny to und deuling with objections. These ure:

¢ Rational responses — Huving un unswer to the specific
issue raised;

¢ Emotional responses — Couching on behaviour chunyge;
und
¢ Experiential responses — Conduct over time that

demonstrutes that the issues raised are less sighificant
than imaygined und the benefits achieved are reudl,

So, in uddressinyg the issues ruised ubove in deuling with
planner concerns:

1. Role perception: The licensee wunting to uddress this
cun concentrate on responding with answers such us:

¢ 'This will free you up to focus on those issues that really
can make a difference to the client, such as strategic
aadvice and good structures,” or

e 'This moves your conversations with clients away from a
focus on either a specific investment recommendation
or the performance of your portfolio selections.’

2. Customisation: Most munuged uccount programs

now support u greuter or lesser deygree of customisation,
such us exclusions und substitutions or running udvised
ussets und mMunuyed uccount ussets in the sume or linked
accounts. The unswer here will depend largely on the
tfechnoloyy used for the managed account. However, a
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The best way to auchieve behaviour change in your practice is by repeuted

demonstrations und Mukiny the experience of other plunners uvdiluble to

those feum members who remuin to be convinced.

conhnected issue here is the desire of plunners to reflect
their own views in their clients’ portfolios.

For exumple, u stock which has a good dividend yield
muy be uvoided by portfolio munuyers becuuse they
believe it to be dt risk of cupitdl loss. There are u humber
of exumples of this in the Australiun market. Licensees will
need to develop their policy on the extent to which they
will be prepured to dllow planners to depuart from portfolio
fpositions.

3. Fee concerns: As un issue thut hus a demonstrable
answer, the guestion of client cost will need to be
addressed explicitly. Frequently, the infroduction

of munuyged uccounts will be uccompunied by u
redlignment of costs, which generdlly means clients are
now puying more but dre receiving u better service.

4. Best interest issues: Best interest issues cun express
themselves in u reluctunce to recommend dn ‘in-house’
service,

Appropriate responses will stress that the resources the
licensee hus implemented ure to ensure the portfolios ure
us yood us they are uble to provide.

e ‘The portfolios are our best views on the portfolios, which
a client should hold.”

¢ ‘'In this way, we can ensure that as our views change,
we can implement those changes immediately and at
least cost.”

* ‘We have outsourced those parts of the portfolio
management process, such as security selection, to
those managers we think are most likely to meet the
portfolio objectives.”

Behaviour change

The best way to achieve behaviour change in your
fractice is by repeuted demonstrations aund making the
experience of other planners avdiluble to those feum
members who remuin to be convinced.

The experience of client outcomes achieved through
portfolio management und practice efficiencies, which
other plunners experience, heeds to be cuptured und
reluted ut professionul development duys and in other
regular updutes on the managed auccount service.

Of course, the most powerful advocutes for the munuged
accounts service will be the support of other planners.

Firsthand experience from other planners who have
implemented managed uccounts for new clients and
then experienced the benefits that they (and their clients)
uchieve from hot having to manage their client accounts
onh u onhe-by-one busis, is powerful.

Experiential responses

There’s ho doubt thut the best support for the introduction
of u munuyed uccounts progrum cun be uchieved
through:

e contfinuiny to udvocute for the service;

¢ providing yood communicution support on the
performunce of the portfolios und ubout portfolio
chunges; and

e ensuring that the experiences of early adopting plaunners
dre shared.

Summary

Mdaking a success of marketing o munaged accounts
program to plunners und clients is u result of
understunding the issues thut might be raised ubout the
changes that it entdils. Addressing these in u multi-layered
way — with rational, behaviourdal and experiential elements
—is key to gaining commitment from the key audience,
the planners.

Toby Potter is Chair of the Institute of Managed Account
Professionals (IMAP).




ANALYSIS

Get off the fence

DAVID BASSANESE

Chief Economist, BetaShares

he Australian economy has
been fravelling dlonyg reasonably
well over the pust yeur or so,
with inflution contained und the
unemployment rate eusing to what has
been considered the ‘full employment’ rate of
5.0 per cent.

David Bassanese

This performunce is even more remarkdble becuuse house
forices in our two major cupitdl cities have been sliding for
the pust yeur and a half, China’s economy has dlso slowed
notdbly ds credit tightening to reign in excess debt and the
neyutive impuct of the trade dispute with the United States
took their toll.

So, whut's been supporting the economy? It's been growth
across severdl fronts.

Sector growth

The Federdl and State Governments have opened their purse
strings und splurged on d range of infrastructure projects to
meet the demands of our rapidly growiny populdtion. Private
construction of offices, warehouses und high-rise upartment
blocks hus dlso been strony.

In the services sector, the ohgoing rollout of the Nutiondl
Disubility Insurance Scheme (NDIS) hus creduted un
employment boom in the hedlth and socidl support areds.
And the educution sector continues to benefit from the influx
of foreign students.

In the resources sector, LNG exports are ramping up strongly,
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while globdl demand for Australian coul and iron-ore
production remains firm.

Of course, it’s hot dll been plain sdiling. Not helped by faling
house prices und (despite low unemployment) weuk wages
growth, consumer spending has waxed und waned — und
more retdil dollurs ure beiny directed online und uway

from fraditional bricks and mortar establishnments. Drought
conditions in south-edstern Australia have caused farm
output to drop sharply over the pust yeur.

Up until recently, the Reserve Bunk of Australia (RBA) hus
been dble to project un imuye of ‘confidence und stability’,
by forecusting persistent ubove-trend economic gyrowth,
faling unemployment and an eventud liff in wage and
consumer price inflation.

Consistent with this outlook, the RBA hud long muintadined
the line that the hext move in officidl interest rates wus “ore
likely up thaun down”.

For what it’s worth, I've long maintuined a more cuutious
view. My main worry over the past year has been the risk that
the onyoiny slide in house prices (which | have expected to
continue) would eventudlly have gredter hegutive effects on
the economy.

I've dlso been dubious that even an unemployment rate
of & per cent would have much upward pressure oh wage
growth, given the still high level of underemployment in the
ecohomy und eyudlly high level of work job insecurity.

My base case cull for much of the pust year has been that
the RBA would hot touch interest rates in 2018. It wus u boriny
cull, but eventudlly turned out to the correct one.

But I'm now yetting off the fehce.



Off the fence

Indeed, | how expect the RBA to cut the cush rate this
yeur, und twice by eurly 2020, reflecting u weukening
in u runge of econhomic indicutors und the RBA's own
ucknowledgement of more downside risks.

Let’s start with the economy.

As mentioned, u runyge of Australiun economic indicutors
have turhed hotubly wedker of late,

The National Australia Bank's Index of business conditions, for
example, slumped hine points in December to U +2 reuding.
While the Index partly bounced bucked to a modestly
ubove-uveruge +7 in Junuary, there’s been u cleur broud-
bused weukeniny in sentiment since edarlier last year, Most
worrying, indicators of business investment intfentions appear
to have softened.

One generdlised factor that may account for some of the
slide in business senfiment is the tightening in credit standards
in the wake of the Hayne Roydl Commission. Many smaill
businesses in purticular auppeur to be finding it Much harder
to secure fundiny, even if secured ugainst the family home.

Also gppdurent in recent months is an acceleration of

the decline in home building upprovals and home lodn
demand. With foreigh buyers deserting the market,
affordability levels still poor in Sydney aund Melbourne, Hayne-
reluted credit tightening und the prospect of u crackdown
oh heyutive geuring und CGT advuntages should the Labor
Party win the next Federdl election, it’s little wonder housing
demund continued to slump.

Up until recently, actudl home building activity has held up
well, thanks to the high level of work sfill in the pipeline - but
us that pipeline is worked through, fewer home building jolbs
will be appurent us the yeur progresses.

Also up until recently, consumer spending seemed o be
holding up us well us might be hoped - but the onygoiny
slide in house prices how uppeurs 1o be findlly tuking its toll.
Retuiil sules volumes were flut in both the September and
December yuarter.

ANZ job advertisements declined in both December and
Junhuary and appedar to be findlly ‘roling over’. Job ads are
not usudlly foo voldtile, so recent weakness will likely indicute
u shift in tfrend to u slower pace of hiring.

The best hews is that the unemployment rate is sfill low at
ohly 5 per cent. But this is u lagging indicator to a degree.
Based on historic relationships, the recent wedkness in
building approvals — and especidlly given the chances

of further wedkness - sugygests upward pressure on the
unemployment rate is just o mutter of time.
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Interest rate cut

This seu shift in the economic outlook has hot gone unnoticed
ut the RBA. Indeed, recent commentary from the Reserve Bank
suggests it has moved to u “neutrdl policy bias’, conceding the
hext move in rates could be just Gs likely down Gs up.

In My view, however, the redlity is that if locdl interest rates
move unywhere this yeur, it's now more likely to be down.

Of course, | suspect the RBA remuins very reluctunt to cut
interest rates, given they are dlready quite low and further
declines might have only u muted effect on the economy.
The RBA would dlso be louth o unduly interrupt what it likely
sees us u hecessury, dlbeit uncomfortuble, ongoiny housing
price adjustment in Sydney und Melbourne.

Thut sdid, should the unemployment rate beyin to head
higher, and given the still yuite low rate of locdl inflation, | dlso
suspoect the RBA will feel the heed to respond by lowering
interest rates. That’s why | suspect the RBA will likely wait for the
unemployment rate to actudlly rise (possibly to ut least around
5.4 per cent) before acting, unless there is un even sharper
deteriordtion in other forward indicutors in the meuntime.

All up, my buse cuse view is that the RBA will cut rates if the
unemployment rate rises ubove 5.3 per cent (i.e. prints 5.4
per cent or more) in coming months. | now dlso believe that
the unemployment rate will breuch 5.4 per cent by yeur-end
given, especidlly, the depth of the recent downturn in home
building approvdls.

[t's on this busis that | now expect the RBA to cut rates by
yedr-end, with a move to u 1 per cent cush rate by auround
February 2020.

Subject to what else happenhs in the economy, this should

be u positive for interest-rate sensitive sectors of the market
und compunies with high offshore edrnings exposure, given
the AS could dlso weuken to at leust my first furget of US68c.
Exposures that therefore may be worthwhile to consider in the
event of lower locul rates include lony durdtion corporate
bonds (e.g. via CRED - BetaShares Australian Investment
Grude Corporute Bond ETF) und listed property/infrastructure
exposures (such as via RINC — BetaShares Legy Mason Redl
Income Fund (munaged fund)).

Nohe of the dbove, moreover, takes uccount of global
developments. But | suspect even if global growth surprises
oh the upside, it won’t help the local economy dll that
much, given our most ucute problems — housing und
consumption — dre home grown in huture.

And if the globul economy does confinue to slow, it will only
make it even more likely that the RBA will need to cut rates.

David Bassanese is Chief Economist at BetaShares.
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UPCOMING EVENTS

MARCH 2019
IMAP Adviser Roudshow - Brisbune, Sydhey, Melbourne

BRISBANE

When: 12 March, 2019

Where: Hotel Grand Chuncellor Brisbane, 23 Leichhardt
Street (Chr Wickham Terrace), Brisbahe

SYDNEY

When: 14 March, 2019

Where: Whiteley Ballroom, Amora Hotel Jumison,
11 Jumison Street, Sydnhey

MELBOURNE

When: 19 March, 2018

Where: Murriott Hotel, Chr Exhibition and Lonsdale Streets,
Melbourne

With the Royul Commission having hunded down its 76
recommenddtions for reform of the financidl services
industry, where do we heud now?

This year’s annudl IMAP Adviser Roadshow will delve deeply
into the key recommenddations for the financidl services
industry, particularly in respect to how they will uffect
financial advisers, licensees and providers involved with
managed accounts.

Some of the topics to be covered include:

o What does the future of advice in Australia look like post
Royal Commission

IMAP Chair Toby Potter examines the state of the financial
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advice sector in Australia following a year of intensive
review and scrutiny.

* Providing a long-term perspective on advice businesses

Colonial First State’s Kelly Power will provide insights info what
makes an advice business successful over the long-term.

* How to give advice on a managed account

Compliance managers from Praemium, Mason Stevens
and a dealer group will address this issue for both MDA and
SMA offerings.

o Market risks in 2019 and how to address them in your
porifolio construction

An expert panel will discuss the key risks in the market this
year to portfolio construction, and how to prepare clients
for these risks.

o Best Interests Duty post Royal Commission

In the wake of the Royal Commission’s recommendations
for the industry, Greg Newman (Hub24), Claire Wivell Plater
(The Fold Legal) and Jesse Vermiglio (Holley Nethercote)
share their views on Best Inferests Duty.

Nofte: Claire Wivell Plater will appear in Brisbane and
Sydney only, and Jesse Vermiglio will be in Melbourne.

IMAP hosts leading munuged auccount educationdl
events, including webinars for dedler principuls und
udvisers, udvice roudshows, pructitioner forums und
the Responsible Munager Masterclass. For more
informution, yo to imap.asn.au

CONTINUES >>


https://imap.asn.au/
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* Why innovation is more important than ever
2019 IMAP Events

Netwealth’s Andrew Braun discusses the need for ) )
Mdake sure you murk these events in your diury now!

innovation in advice businesses and provides insights for
aavisers from the innovation workshop held with Swinburne April

University. « 10 April 2019: Webinar
« Life outside the mainsiream: Looking at alternatives to the
mainstream platforms

e 17 April 2019: Investment Forum - Sydney,
Melbourne, Brisbune

A discussion about the different types of alternatives

available in the market to the mainstream platform models.

May

e 8 May 2019: Webinar
* Meeting client objectives using diversified porifolios
¢ 20 May 2019: Responhsible Munayger Masterclass
Portfolio managers explain how advisers can better meet

their client objectives by using diversified investment June
portfolios. ¢ 27 June 2019: IMAP Munuged Account Awards
The unnhudl IMAP Adviser Roudshow is u specidlist event August

for dedler principdls, udviser group Munuygement feams
und uavisers. It focuses on the practicul implementation
of munhaged auccount programs in established advisory

¢ Portfolio Munugement Conference — Sydney (dute
to be finulised)

businesses und how to mauke this truly effective for advisers e Portfolio Munagement Conference — Melbourne
und clients. (date to be findlised)
For delegutes uttending the IMAP Adviser Roudshow, there November

will dlso be plenty of peer networking opportunities to

discuss munuyged uccounts in what is the fastest growiny O G/ INOVE S VESTISEn AT

sector of financidl services. ¢ 11 November: Responsible Munuyer Mustercluss
IMAP represents und works for the best interests of udvisers, Dates and events may change. Venues still to be
dedler groups, platforms, investment munugers, service confirmed.

foroviders und dll other purticipunts in munuyed uccounts.
In addition, IMAP ulso works in the best interest of the clients
of munuyged uccounts.

For more information on these events or to reyister
your uttendunce, go to imup.asn.au/events or
contuct Jenny Phimleut ut

For more information on these events or to reyister your jenny.phimleut@imap.asn.cau

uttendunce, go to imup.ush.au/events

ADVISER ROADSHOW
MANAGED ACCOUNTS:

THE FUTURE OF ADVICE

BRISBANE 12 MARCH 2019 | SYDNEY-44-MARCH 2019
MELBOURNE 19 MARCH 2019



https://imap.asn.au/adviser-roadshow
https://imap.asn.au/
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