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ne of the key drivers of

the development of

maunuyed uccounts is the
avdilubility of the technoloygy thut
mukes it possible to munuyge dozens
or hundreds of portfolios bused on
predetermined portfolios.

IMAP hus developed InvesiTech 2017
to showcuse the technology avdiluble
to udvisers und the potentiul the
sepurute upprouches offer.

A recent netwedlth technology
report! usked advisers what
technoloyy would “have the greutest
impuct on finunciul udvice practices
in the next five yeurs”. More udvisers
(38 per cent) unswered ‘munuyed
uccounts’ thun auny other technology
they could think of.

A sepurute yuestion in the netwedlth
report usked ubout current und
infended use of munuyed uccounts
und 57 per cent of udvisers either
dlreudy use these or ure intending to
do so in the hext 18 months.

Since munaged accounts are, more
than most other uspects of the udvice
forofession, driven by the cupucity of
the technhology employed, there ure
some key decisions to be mude by
udvice yroups ubout the technoloyy
that underlies their adoption of
manuged uccounts.

It boils down fo two choices:

1. Rely on un infeyruted technoloyy
and operdtions service us purt of a
brouder offer; or

2. Munuge euch compohent —
technoloyy, operutions und often

leydl structure — independently.

These cun be expressed in the
followiny two stutements:

“Yes, it’s important, but someone is
going to provide it for me.”

This is the mdajority view umongst
udvisers. Someone — most likely u
platform —is goiny to provide the
technoloyy that enubles SMAs,

or potentidlly MDA services, to be
utilised in euch adviser’s office.

“It’s important, so I’'m going to be in
control of the technology decision.”
This view represents those udvisers
who, most likely, have a more
diversified approuch to managing
the technology in their practice.
They ure more likely to be using MDA
services, especidlly ‘off plutform’.

Neither view is hecessurily better than
the other.

The plutform bused view is U business
model that has served advisers

well for severul decudes. As the
needs of investors und udvisers
becume increusingly sophisticuted,
the plutforms developed from u
munuged fund only investment
selection, to eyuities und fixed
income investments. Lutely, muny
have udded digitul engugement
and reporting tools.

Portfolio munuygement fechnoloyy
and operations to support SMAs or
MDA portfolios is unother step ulony
that puth. It's u More complex one
in that supporting SMAs has involved
not just technoloyy but dlso the legal
structures of SMAs, the operutiondl
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2 APPROACHES TO
P TECHNOLOGY -
. A 2 BUSINESS MODELS

munuygement of bulk frading und
rebute processing, und the due
diligence processes where deduler
groups wunt to offer their own
portfolios us munuged uccounts.

The full control model, where the
licensee tukes responsibility for the
implementution und operdtion of the
technoloyy thut supports munuged
uccounts, is generdlly associated with
u business model that takes more
control of the totul service offer to
clients. Generdlly delivered through
MDA structures, the decision to invest
in portfolio munagement technoloyy is
dlso u decision to ussume operutional,
legul and investment management
responsibility.

Of course, un *off platform’ business
model mukes it u hecessity to have
this type of control.

In developiny InvestTech 2017,
IMAP waunts to highlight the benefits
und costs of euch upprouch to
tfechnoloyy.

In addition, we wunt to showcuse
the impuct of that other technoloygy
driver, the emerygence of the fintechs.

New functionudlity, lower operating
cost models for clients and advisers,
und direct client enguyement ure dll
hallmarks of muny of these emerygent
providers. And they’ll be on display
us well ut InvestTech 2017.

All the best.
Toby Potter | Chair

1. netweulth Advice Tech Reseurch Report 2017 Edition.
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WORKING GROUP ESTABLISHED
TO DEVELOP DATA STANDARDS

MAP hus unnounced the estublishment of un ‘industry
working group’ to develop dutu stundurds for the
exchunge of munuyged uccount model duta,

In makiny the unnouncement, IMAP chdair Toby Potter
suid with the rapid growth of managed accounts in

the finuncidl services industry, model duta waus beiny
electronicully distributed between dll purticipunts.
However, he udded thut ho stundard wus in place for the
definition or formats for this datau, which led to bespoke
development, ygreuter risk of error und higher cost of
infegration.

Potter suid platforms und other munuyged uccount
providers had developed proprietary upprouches to the
fprovision of model duta, with managers reporting they
found it increasingly difficult fo meet these varying data
requirements.

“These chullenges will only increuse us the number of
munuyged uccount services increuses,” Potter suid.

“Ofther industries have dlready developed standard
dutu transfer formats, with planning software being un
udjucent murket example of widespreud udoption of
u single industry wide standard. So, sihce munhuyged
accounts ure still a relatively hew market, this seems the
right time to establish a common stundard.

“We are not trying to creute ¢ binding standard, but it will
forovide u useful incentive o prevent further proliferation in
froprietary specifications.”

As part of its initiative to develop dppropriate duta
stundards for munuyged accounts, IMAP has convened
u representative working group to deliver efficiencies to
the industry. Participating organisations include: AMP,
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Bennelony Funds, BT, Colonidl First Stute, Copiu und
Ralton, Elston, Fihancial Express, IOOF, IRESS, Lonsec,
Macqyuarie, Morhingstar, netwedlth and Praemium.

For further information, contact IMAP Co-ordinator
Data Standard Project, Mark Perica at
mark.perica@imap.asn.au, or Toby Potter at
toby.potter@imap.asn.au

Russell Brinckley

14 HOURS PER WEEK SAVED
USING MANAGED ACCOUNTS

dvisers using munuged uccounts dre suving on

average, 14.4 hours per week in administration

unhd compliunce work, according to hew
reseurch by BT.

The reseurch dlso found that this time saving for advisers
who recommend munaged uccounts, provided them
with the dbility to service more clients, potentidlly enabling
them to yenerute additional revenue of $45,000 per
anhum from advice fees.

BT’s Nutionul Maunuger of Product Development, Russell
Brinckley suid the findings demonstrate why the take up

of munuyged uccounts is growing so rupidly, us udvisers
seek hew ways to save time, reduce puperwork und have
more time to spend oh holistic udvice.

According to Brinckley, the ureus that advisers increusingly
wunt to focus on ure:

e ohyoiny client engyuyement (61 per cent);
e building efficiency in their practices (63 per cent); and
e client ucquisition/prospecting (45 per cent).

According to the Investment Trends April 2017 Planhner
Direct Equities & Mahaged Accounts Report, use



of munuyed uccounts hus increused for the fifth
cohsecutive yeur, with one-quarter of advisers (26 per
cent) how recommending these solutions, up from 22 per
cent in 2016 - the lurgest yeur-on-yedr increuse to dute.

Intention fo recommend munuyed uccounts is ulso
strony, with u further 20 per cent of udvisers infending to
recommend munuyed uccounts in the heur future.

“Despite historic perceptions that munauged uccounts ure
the domuin of high-net-worth (HNW) clients, advisers are
increusingly seeiny opportunities for managed uccounts
umony their brouder client buse,” Brinckley suid.

The BT reseurch, which was undertuken by Investment
Trends, showed udvisers had a wide range of reasons for
recommending munaged uccounts, but the most popular
were:

e investment transparency (64 per cent);
e greuter practice efficiency (62 per cent); and
e uccess to professiondl investment managers (46 per cent).

*We think manuyged uccounts ure the natural next step in
practice efficiency, providing advisers und licensees the
opportunity for scule, to be more nimble und to deliver
more personulised udvice to more clients,” Brinckley suid.

ADVISERS WHO RECOMMEND MANAGED ACCOUNTS
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-| 8 AVERAGE NUMBER OF CLIENTS
ACQUIRED IN LAST 12 MONTHS
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AUSSIE FINTECH ADOPTION
S5TH IN WORLD

ustrdlia’s fintech adoption rate is ranked fifth in the
world, with un adoption rating of 37 per cent — up
24 per cent from two yedars ugo. This puts Australia
behind China (69 per cent), India (52 per cent), U.K. (42 per

AVERAGE NUMBER OF
ACTIVE CLIENTS
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Future outlook
More fintechs dre looking to expund overseus in the
next 12 months (expund/expund further overseus)

Top 6 markets for potential expansions (excl. don’t know)

United Kingdom (49%) I
Singupore (40%) NG
United Stutes (38%) I,
New Zeulund (27%) NN
Hony Kong (22%) s
Cunudu (22%) I

cent) und Brazil (40 per cent), but in front of countries like
Germuny (35 per cent) und USA (33 per cent).

This wus one of the key findings from the EY FinTech
Australia Census 2017, which profiles and defines the
fintech sector.

According to the census report, the Austrdlian fintech
industry has matured over the past 12 months and is
sector how with much greuter definition and structure.
The report estimutes that the humber of fintechs operating
in Australia is now upprouching 600, having more than
doubled since 2015.

Key findings to emerye from this yeur’s census include:

e A gredter proportion of fintechs have been in business
for more thun three yeurs, pointing to yreuter stubility
und resilience.

e The proportion of Australian fintechs that are now in the
post revenue stuye hus dlso increused, indicuting that
their products/service offerings ure in demund und fillihy
gups in the market.

o Whut fdlls under the ‘finfech’ bunner is now much
brouder (e.g. Reylech, cyber/digitdl security, duta
anulytics) und firms that see themselves us “fintech’ are
stretching fur und wide into other tech industries (e.y.
Aygtech).

The EY FinTech Australia Cehnsus 2017 report notes that the
most importunt determinunt of this bourgeoning maturity
for B2C firms is the level of receptiveness of the Austruliaun
public. The EY Fintech Adoption Index, conducted ucross



20 murkets, suw:

e The globdl uverage for fintech adoption wus 33 per
cent.

o Austrdliu runked fifth with a 37 per cent udoption rating,
putting it on pur with other developed economies with
similar financial systems (such us the U.S. and U.K)).

e This level of udoption shows that fintech is how at a

fippiny point where it is poised for muinstream adoption.

The report dlso found that Australian fintechs were
intfernationdlly competitive, with two-thirds (63 per

cent) of fintechs saying they will be uble to compete
intfernationdlly, while 45 per cent agreed that Australian
fintech orgunisations will be dable to ‘win” agdinst
international peers.

However, in terms of locul competition, there were mixed
views on the perceived yudlity of domesticully bused
orgdnisations — 34 per cent ‘agreeinyg’ there was a lack of
qudlity finfechs in Australia, with 38 per cent disugreeing.

DEMAND FOR ADVICE HIGH AS
CLIENT NUMBERS FALL

hile the demand for advice from financial

planners is ut a record high, the number of

Australians using them hus dropped by 25 per
cent to 2.2 million active clients in just 10 yeurs — down
from three million in 2007.

These were two of the key findings coming from the 2017
Investment Trends Financial Advice Report.

But, in u positive move, the report dlso found that three
million Australians infend to turn to < financidl planner for
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udvice in the hext two yeurs — up from 2.6 million in 2016,
und double the humber recorded in 2013.

“A growing number of individuals with unmet advice
needs is fuelling growth in demaund for finunciul udvice,”
suid Investment Trends senior unalyst, King Loony Choi.
“Right now, hailf of Australian adults say there are areds
where they would like to be receiving finuncial advice but
currently aren’t, and this proportion hus been on the rise
since 2014.”

According to Choi, the top unmet udvice heeds of
everyday Australians centre around retirement planning
und budygeting.

However, despite these potentidl opportunities for
planners to service the unmet udvice heeds of consumers,
the research dlso revedled that client retention remains

a key issue, with planners typicdlly losing three clients for
every two they guin.

But plunners huve pro-uctively tuken steps to uddress
client retention by servicing their existing clients better.
Client sutisfuction levels have improved to un dil-time
high in 2017, with 55 per cent of planner clients rating their
overdll sutisfuction with their planner as “very sutisfied’, up
from 45 per cent in 2016.

“Keepiny clients well informed on their proygress towaurds
achieving their godls is key to enhuncing perceptions of
vdlue und, in turn, improving client retention further,” said
Choi.

Another key finding of the report wus the substuntial
difference between the umount that Australians are
willing to pay for advice ($750 oh uverage) and planners’
estimuted cost of delivering udvice ($2,500 on uveruge).

“Planners themselves, und the providers that support
them, pluy u key role in bridging this udvice cost gyup,”
suid Choi. "The mujority of potentiul planner clients ure
open to a range of cost-saving options, ranging from filling
in an online fact-find prior to initial consultation to hon
face-to-face review meetings.

*In fact, over nine in 10 potentiul planner clients are open
to conducting review meetings with someone other than
their planner, if it meunt a reduction in fees.”

In its tenth yeur, the findinygs of the 2017 Investment Trends
Financial Advice Refportis bused on a survey of 9,552
Australian adults, conducted in July 2017.
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Spotlighting managed accounts
From 22-24 November, IMAP showcused manuged accounts. Joining IMAP at the Managed Account Central

accounts to 1,100 financial services professionals stand were BT Panorama, Colonidl First State, Praemium,
uttending the FPA Professionuls Congress in Hoburt. Financial Express, Financial Simplicity, Finclear and

The mujority of these deleyutes were finuncial plunners, Watershed Funds Management.
with many of them showing stronyg interest in managed

w”FR?:HE.ﬂ.




INVESIMENT
FORUM

CLIENT ENGAGEMENT REMAINS KEY

ith over 10 years’ experience in implementing

asset class models and multi-sector portfolios

on behalf of IFAs across multiple managed
account platforms, who better to share his insights on the
important considerations for any business transitioning
across to a managed account business model than DFS
Portfolio Solutions principal, Stephen Romic.

Speuking ut the IMAP Investment Forum on 30 October
2017 — with concurrent presentutions in Sydney,
Melbourne, Brisbune und Perth — Romic suid munuyed
uccounts were simply u better way for advisers to
munauge client investment portfolios.

*Maunuyed uccounts provide consistency, they reduce
the burden of SOAs und ROAs, und therefore reduce

the incidence of human error occurring,” Romic suid.
"Munaged uccounts provide operutionul efficiencies and
improved compliunce, which dll have the potential of
improving client outcomes.”

IMAP<§>
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In 2008, DFS Portfolio Solutions’ business model tfrunsitioned
ucross to munaged uccounts, offering un in-house
investment solution, rather thun outsourcing to u

forovider. Romic suid the business suw immediate gdins in
operutionul efficiency und he attributed the success of
this fransition to client engagement.

“Well before we begun the transition procedure, we
enhyuyed with dll our clients und got them involved

in what we were doing,” Romic said. "This took place
12-18 months beforehund. We carefully expluined to
clients whut munuyed uccounts were, why we were
implementing this solution, und the benefits this service
would bring to them und the business. Our clients reully
embruced this.”

Romic emphuasised that managing client expectations was
key for any business fransitioning to Munuyged accounts.

*It's essential that you communicate with your clients and
educute them about munaged accounts. This cun be
dohe through newsletters, phone cdills and fuce-to-fuce

"The product-bused upprouch to investing will come
under increusing pressure und will be subject to future
regulatory scrutiny. That’s why investment solutions dare
becominy increusingly importaunt.” — STEPHEN ROMIC



meetings. Delivering u positive experience for clients is
crucidl in this fransition process.”

Romic believed thut us investors increusingly demaunded
yreuter trunspurency und cost-efficiencies with their
investments, munuyed uccounts were well pluced to
offer genuine differentiation as an investment solution.

“The product-bused upprouch to investing will come
under increusing pressure und will be subject to future
regulatory scrutfiny,” Romic said. “That’s why investment
solutions ure becominyg increusingly important,

“Transitioning across to mMunuged uccounts ullowed
our business to evolve from the fraditiondl product-
bused gpprouch to investments, fo a business that can
now conhsider the behaviourdl biases of investors when
implementing investment solutions for them.”

Also speuking ut the IMAP Investment Forum was
Morningstar Head of Discretionary Equity Strateyies — Asiu-
Pucific, Joel Bloomer.

Bloomer provided un interesting presentation that included
expluining the type of eyuity portfolios best suited to
standulone SMAs or us purt of multi-asset cluss portfolios.

In doing so, he referred to Warren Buffet’s ‘mout framework’
when building conviction in concentrated portfolios.

“At Morninystur, we use the ‘economic mout
frumework” when identifying stocks thut are at leust
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risk from competitors, thereby protecting their growth
opportunities,” Bloomer suid.

“For exumple, the Commonwedlth Bank of Australiu is <
stock position that we consider has a wide mout around it,
whereus Wesfarmers, which is coming under pressure from
its competitors, has a narrow mout. A compuany like Super
Retdil Group (Supercheup Auto etc) has no mout around
it and, as such, is highly vulnerable.”

Bloomer suid the use of ‘mouts’ tended to stubilise
portfolios, and he believed the use of the economic
mout framework worked well in the maunuged uccount
environment.

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 porifolio 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.

"We use the ‘economic mout frumework’
when identifying stocks that are ut leust

risk from competitors, thereby protecting
their growth opportunities.” — JOEL BLOOMER
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Birth of the hybrid investor

As the hew daye of investing emeryes, advisers dre
forced to embrace "disruption’ and move towards

digitdlisation. It's time to meet the more enygyuyed
conhsumer; the “hybrid’ investor, says Arnie Selvarajah.

ARNIE SELVARAJAH

Chief Executive Officer, Bell Direct

oduy’s investor is different. As un umalgamation

of the ‘advised investor’ und the ‘self-directed

investor’, the industry-coined *hybrid investor’ is more
enyguged und more educuted thun previous generutions.

A hybrid is not ulways eusy to recognise. They dre
comfortuble with the financiul busics und happy to control
some uspects of their finunces. They seek fruditional udvice
on other uspects to validate their investment decisions,
usudlly to ensure their usset dllocution auchieves their
financiul godls or tux cohsiderations are met.

"It’s cleur the emeryence of robo-udvice
is, in fact, an opportunity for traditional
udvisers. The intrinsic heed for persondl
service und tuilored udvice cun hever
fruly be repluced by automaution, und
despite whut the heudlines cluim, the
advice industry is dlive und well.”

Hybrids are demunding more from the industry, und
seeking yreuter tfranspurency from finuncial products
und udvice.

LOOKING TO THE U.S.

In the United Stutes, the lutest iteration of robo-advice
tukes u hybrid upprouch to incorporute un udviser or
conhsultunt to ussist clients ucross the broud spectrum of
needs. From guidance on how to use the advice platform,
to understunding what fo invest in and how to best meet
their finunciul gouls, the heed for ‘traditionul” udvice
remuins, despite the self-directed uutomution hype.

Stretchinyg fur beyond the busic ubility to invest solely into
ETFs. U.S. robo models have evolved to meet the needs
of hybrids. This meuns robo models ure how uble to invest
info any usset class viu Managed uccounts.

Whut wus once viewed us fierce competition between
the rise of robo und decline of traditionul, we cun see
that not only is there room for both in the market, but
the emerying hybrid market is finding value in fusion.
The advice model is shifting, und it’s working.

Robo models that include an adviser or consultant, are
liffing uverage uccount balances substantially. With <
teum of dedicuted udvisers, the average client portfolio



hus a bulance of US$350,000. Compure this fo a fotully
uutomuted solution with no udviser inclusion, und the
average client balunce is US$35,000. Somewhere in the
middle, where udvisers or consultunts are avdiluble at a
cull centre us heeded, uccounts ure yielding un uveruye
of US$150,000.

The U.S. industry has successfully embruced technology,
benefitting both udvisers und the end client. The ubility
to use technoloyy to automate the investment decision
process is freeinyg up vuludble fime to focus on client
ucquisition and service.

With this lehs, it’s cleur the emergence of robo-advice is,
in fact, an opportunity for fraditional advisers. The intrinsic
heed for personul service und tuilored udvice cun hever
truly be repluced by uutomaution, und despite whaut the
heudlines cluim, the advice industry is dlive and well.

DIGITALISATION IS AN OPPORTUNITY

The move towaurds robo-advice is un opportunity for
udvisers to offer u tdilored und personaul service, through
u proyressive, hybrid model. There is u growing humber of
udvisers outsourcing uspects of udvice, such us product
selection and investment decisions, to munhuged account
froviders. And us the Austruliun robo market mutures, this
process of outsourcing will become the horm.

In the U.S., pure-play robo is usudlly offered at around 20
to 25 busis points. Tailored udvice cun be offered on top
of this at an additional 25 busis points. This Medns hybrid
investors ure fucing u cost of just 50 busis points, plus the
underlying munagement fees of the investments. Where

“The move towdurds robo-udvice is

un opportunity for advisers to offer a
tailored und personul service, through
u proyressive, hybrid model.”
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ETFs ure used, the udditiondl cost cun runge between 3
and 10 busis points.

All up, the cost to the client in the U.S. is just 60 busis points.
This price point hus opened the udvice market to a wide
group of potential investors. Advisers in the U.S. can how
build much-needed scule without sucrificing the vulue
delivered to their clients.

Compure this with the costs in Australia of between 150
und 200 busis points. For the industry, this is the chance o
embrace technoloyy to help reshape the way advice is
udministered. It dlso yives the udvisers the opportunity to
reuch the 80 per cent of udults who don’t currently uccess
professionadl financidl advice, because of the high cost.

But delivering digital advice is more than just creuting
u funcy website or eluborate solution. It's about
incorporating dll the elements the hybrid breed will
demund from q truly yreut advice model — educution,
digitul uccount openiny, life-cycle-focused portfolios,
redl-time reporting, objectives modelling with links to
investment solutions. And the list goes on.

There’s no time like the present for udvisers in Australia to
look to the U.S. und leurn from the successes. It's fime the
industry chunged its perceptions of disruption. Insteud,
let’s consider it help, rather thun a hindrance, in the way
we deliver client service und prove unguestionuble value.

Arnie Selvarajah is Chief Executive Officer of Bell Direct,
which powers Desktop Broker, an innovative solution
developed exclusively for financial advisers.
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A different
perspective

When it comes to rolling out u munuged
accounts offering, Phil Smith CFP® wishes he
had done it years ago. Juyson Forrest talks to
him dbout the challenges involved.




Cutcher & Nedle isn’t your typicul udvisory practice. For
ohe thiny, it hus u close dffiliation with the NSW Australiun
Medicul Association (AMA) us its ‘Preferred Accounting
Parther’. It's a mutudlly beneficidl referral parthership,
which sees muny high-net-worth clients turn to the
expertise of this accounting and financial services firm.

“Our client buse is typicdlly high-net-worth, sophisticated
professionals,” says Phil Smith CFP® — a purther at Cutcher
& Nedudle. "We have u lot of SMSF clients and  lot of
investment portfolios in compuny und trust numes.”

However, Phil suys the business — bused in Newcustle

und Sydney —is u little different in the sense that dll its
investment portfolios are u direct asset model, rather thun
U munuged fund model.

“We've beehn doing direct ussets from virfudlly day one,
which is ubout 23 yeurs ugo. Our Aussie und internutionul
equities portfolios include ASX, NASDAQ), NYSE, STOXX und
FTSE-listed compunies. And with our property exposures,
we’ve uctudlly invested in the building of u Kmart at Port
Macquurie, und we're dlso currently doing the sume with
u Bunnings in Brisbdne. So, you cun see, it’s u direct usset
model we're using.”

Established in 1953, Cutcher & Nedle has un industry
pedigree spunning well over 60 years, But the firm’s
investment services division, which Phil is responsible for, is
somewhut younger, having formed in 1994,

Interestingly, dlthough the firm prides itself on deliverinyg

u wide runge of services — such us forensic uccounting,
superannudtion, financial planning, risk insurance,
investing, uuditinyg und softwure services — in somethiny
that is somewhut counter-intuitive, Cutcher & Neule is only
u recent udopter of munuged uccounts. It's u surprising
fact, yiven the firm’s upprouch to direct investing.

[t's a truth not lost on Phil.

| redlised some time ago we couldn’t keep operating on
the IMA-type structure of SOAs und ROAs. | did look ut the
munuyged uccount environment ubout five yeurs ago, but
the technoloyy dt that time wash’t redlly there for what
we wunted to do.”

Buck then, Phil wus specificully looking for u provider that
had an international eyuities currency cupdbility. It was a
crucidl criteriu for Phil.

“So, until providers yot up to speed with that cupubility, we
redlly couldn’t yo dowh the munuyed uccount route.”

Fast forward five years, und with more providers offering
the type of internationul currency capdbility Phil was
looking for, Cutcher & Nedle wus findlly able to roll out u
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maunuged uccounts solution for its clients this year.

However, Phil concedes that choosing the right provider
for the business wus difficult und required a greut dedl of
due diligence.

*In selecting u provider, there were u couple of things
that were important for us. Firstly, the importance of beiny
uble to trunsuct internationally, und secondly, being uble
to store the cush in the currency of the offshore entity,
otherwise you'll get smushed on foreign exchunye rutes,”
Phil says.

“So, the decision to yo with Muson Stevens wus bused on
its infernational currency cupdability. As a provider, Mdson
Stevens was dble fo offer us that unique capdbility of being
uble to sell un international stock und leuve the cush in that
currency. And for us, that was a massive issue.”

IMPLEMENTATION

Phil doesn’t sugur cout the fuct that once Mason Stevens
wus selected us Cutcher & Neule’s munhuged uccounts
provider, it was a massive undertaking to implement the
service within the business.

Phil and his teum is currently in the process of meeting
with every client to expldin the hew mManaged uccounts
service. But whut’s been interesting for Phil is how well
clients have responded to the offering.

“They uctudlly ‘get’ it,” Phil says. "They understund thaut
under our previous drrungement, there wus u deluy
between us muking a decision, then us getting in contact
with them, and then getting their approval, and then us
implementing that decision.

“Clients understand that this delay in fransacting is
inefficient und costly, becuuse we cun’t move ut the
speed we wunt 1o in order to implement u decision. So,
clients ‘get’ munuged uccounts, but it’s been —and
continues to be — a big operdtion to move everyone over
to our new munuaged uccounts service.”

As Cutcher & Neule only uses direct ussets, Phil believes
haviny the capubility fo move yuickly across u client’s

"In selectiny u provider, there were u couple
of thinys that were importunt for us. Firstly,
the importunce of beiny uble to transuct

infernationally, and secondly, beiny uble to
store the cush in the currency of the offshore
entity, otherwise you'll get smushed on
foreign exchunge rautes.” — PHIL SMITH



totdl portfolio makes the MDA  perfect solution for the
business. He suys the key to munuged uccounts is speed
and euse of the fransuction process.

“Speed is hot only important in getfting intfo a stock but
it’s dlso important in repositioning clients into cash, if, for
exumple, we felt unother GST was coming upon us. The
fact is, there’s going to be another downturn somewhere
ulony the line, so we wunt to be uble to move yuickly to
frotect our clients” cupital. And un MDA provides us with
that dbility.”

So, while clients "get” munuyged uccounts, what about
Phil’s planners and support staff? Do they ‘yget” it?

“Absolutely,” he says. “They yot it straightaway und
clearly understood the benefits, cost efficiencies and
time suvinys thut munuyed uccounts is bringing to the
business. They wunt o be more himble und spend more
time in front of clients, rather than beinyg bound up by the
administrative burden of un IMA.

“So, our hew muhuyed accounts service is freeing up their
time significantly.”

OFFERING

Cutcher & Neule’s hew munuged uccounts service offers
u top-dowh model upprouch - High Growth, Growth,
Bulunced und Conservative — us well us uny combination
of Australiun equities, intfernutional equities, fixed income,
property and what Phil cdlls, un “opportunities” cautegory
for non-muinstream investments.

“The fixed income cutegory is ulso u segment in which
Mdason Stevens brings something to the tuble for us,

us well,” Phil says, "Muson Stevens has got u far more
sophisticated fixed income cupubility, which we currently
don’t huve. Thut's yiving us uccess to the corporute und
government bond markets, which we’ve never redlly
been uble to uccess before.”

And what of the firm’s investment committee?

Currently, it consists of seven members, comprising Phil
und four of his plunners, u compliunce officer und un
investment specidlist from Mauson Stevens.

“"We reseurch the underlying themes we wunt to have in
our portfolios und potentidl stock selection, which us a



committee, we discuss toyether.

“Muson Stevens dlso frovides us with one of its investment
specidlists to participate on our investment committee. So,
ohe month we might have the Mason Stevens fixed income
specidlist sit in on the committee, and then the next time it
could be un eyuities or economics specidlist,” Phil says. *I'm
huppy to have Mason Stevens’ expertise on our committee.”

CLIENTS

Cutcher & Neule is currently bedding down its munaged
uccounts service but it expects to have ubout 350-380
clients operdating under its MDA structure. The clients
typicully have portfolio balunces over $1 million and
favour the tfranspurency of direct equities.

*If you've got un investment portfolio, you want to know
where it’s invested,” Phil says. “Our clients wunt to khnow
where their money is invested und why it’s invested there
—to the cent. Thut's importunt for them. And that’s where
client communicution kicks in.”

In fuct, Cutcher & Neule takes client communicution very
seriously.

"I believe one of the key issues fucing the finunciul udvisory
fprofession is the fuilure of planners to communicute with
clients. But ironicully, that’s working in our favour, us we're
seeiny mMuny hew clients coming to us us u result of this.”

As puart of its client communicution strateyy, Cutcher &
Neule publishes Morhing Market Upddate — an in-house
ddily report that is sent to clients five mornings euch week.
The updute informs clients ubout what's happened to
locdl and overseus markets overnight.

*In addition, the last puart of the Morning Market Update

is what we cull "CNIS Perspective’. This is un opinion piece
ubout whut the investtent services feum is thinking ubout
at the macro economic level, like what’s happening

with the dollar or employment, or what’s happening with
specific ylobul issues, like Brexit or the US economy.”

The investment services team takes it in turn to write the
nuts und bolts of the report, with Phil rolling up his sleeves
to write the 'CNIS Perspective’ purt of the bulletin.

“Therefore, when we're tulking to clients ubout u stock
specific recommenddation, they dlready know what our
mindset is with regard to certuin issues, like the dollar or
inferest rates or whut sectors we wunt fo be invested in.
That's because we’ve expressed our views in our duily
client report.”

But is u duily report for clients information overloud?

“Not s0,” says Phil. "Clients genuinely see vdlue in the
report. While the report is somewhut onerous to do euch
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"Our clients wunt to know where their
money is invested und why it’s invested
there — tfo the cent. Thut’s importunt
for them. And that’s where client
communication kicks in.” — PHIL SMITH

day, our clients have u lot of money invested with us und
seek reussurunce thut their money is being well munuged.
In fact, if we're late sending out the report, we soon yet
emuils wanting to know where it is!”

Recently, Phil wrote about the 30-yedr anniversary of the
1987 stock muarket crush. He finished his opinion piece by
saying the crush taught investors to hever be ufruid to
take profit and sit in cash.

"That’s the type of materidl | want our clients to be aware
of. It’s important fo remind them that we're not ‘guny-ho’
dll the fime, und there are times when it’'s appropriate to
be conservative.”

ADVICE

Having only recently undertaken the challenging process
of implementing u maunuged auccount service within the
business, is there uanything Phil would do differently?

“Seriously, | should have dohe it yeurs ugo,” he says. “But
us | suid, the tfechnoloyy und cupubility for what we
waunted to do with currency on our international portfolios,
waush’t avdiluble back then.

“But, if | wus starting out right now, | definitely wouldn’t go
IMA. Insteud, I'd go struight to the MDA environment.,

“Businesses need to redlise that the transition process to
munuyed uccounts does tuke u fuir bit of time, but it's
a ygredut opportunity to get in front of clients, talk fo them
ubout the service und enyuye with them.”

With the heuavy lifting dlready done in transitioning to un
MDA offeriny, Phil is yenuinely excited by the prospect of
Cutcher & Neule’s investment services business becoming
less administrative and more incisive of macro economic
issues in relatfion to its investment decisions.

"Our hew mMunuged uccounts service medns we won'’t be
bomburding our clients with the mountuin of puperwork
that SOAs und ROAs produce, which is definitely a gyood
thing. Insteud, we'll have more time to unalyse client
portfolios und their usset ullocutions, und be tulking to
clients about this,” Phil suys.

“So, it's u definite win-win for our clients and our stuff,”
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Choosing a Managed Account:

What you need to know
Toby Potter und Angelu Ashton expluin the four elements
that muke up U Munuyed uccount und the importunce of
unhderstanding how euch element interlocks with the others.

here ure four elements of u Munhuyed uccount
proyram thut every udviser or licensee that is thinking
dbout implementing u program needs to consider:

1. Legdl Structure

2. Investment process

3. Technoloyy und Operutions
4. Advice process

Put together, these four elements determine the type of
munuged uccount that will be offered und how it’s yoiny
to fit with the advice service offer.

The “progrum sponsor’ heeds to think about each areu
curefully. While the term “proygrum sponsor’ hds no legual
busis, it's a useful concept if you take it o meun the
orgunisution which, while hot hecessurily undertaking dill
the functions to deliver the munuyed uccount program,
is rimuarily responsible for: determining its charaucteristics;
which other orgunisutions ure involved; und how it is
presented to the retdil client.

Generdlly, the progruam sponsor will be the udvice
business thut hus the retdil client relutionships.

Before choosing u munuged uccount for your practice,
it’s best first to unswer u couple of yuestions. These
include:

e Whut udvice und portfolio management service do you
currently offer?

e Whut do you wunt the hew service to look like?

e Whut ure the current resources you currently huve
avdildble, either inferndlly or externally?

e Whut level of operutiondl und financiul risk ure you
prepdred to ussume?

e What revenue do you heed to uchieve to muke the
service viuble und sustuinuble?

These yuestions will determine the upprouch you need
to tuke in determining the optimul upprouch in designing
the munuged uccount service. Muking it more complex
is thut considerutions in one ureu — for exumple, leydl
structure — will be uffected by your options in other ureus,
such us technoloyy.

Set out below are the key issues which you will heed o
conhsider in euch of the four elements of u munuyed
uccount proyrum und we end this urticle with u couple
of exumples of how the business model determines yuite
different upprouches to udopting u munuyed uccount
program.

1. LEGAL STRUCTURE

The two principul options thut u licensee cun choose
are Sepuarately Managed Accounts (SMAs) or Managed
Discretionary Accounts (MDAS), and within each are u
number of choices.

SMA

A platform-only choice where the munaged account is
effectively u munaged investment scheme with a PDS
and responsible entity. Product choices are generdily a
menu of third purty munagers, deuler munuged portfolios
und in some cuses, third party responsible entities. These
cun be offered under personul or yenerul udvice.

The twp principdl options that d licensee cun choose are Seperately Munaged Accounts (SMAS)
or Munuyed Discretionury Accounts (MDAS), und within euch are a number of choices.



MDA

MDA services have an MDA provider (rather than a
responsible entity), u client ugreement, FSG, und un
investment progyram that uccompunies the SOA.

Part of the motivution for udopting one or unother of the
avdiluble legul structures will be the brandinyg und priciny
strateyies that the spohsor decides to implement. This may
be becuuse it wunts:

e to tuke u muaryin for ifs investment munuygement;
e reflect its operationdl structure; or

e ensure the proyram is branded consistently with the
presentation of other services, such us investment
manugement or its corporate brands.

2. INVESTMENT CHOICE

Just like udvice provided outside the munuyged uccounts
world, udvice businesses huve muny choices in the depth
und style of investment upprouch they udopt. These
include:

e Relying on externul reseurch on SMA munagers und
providing advisers with an APL from which they select for
educh client;

¢ In-house investment committee to provide usset
dllocution und mMunugyer selection;

¢ In-house security selection; und

o Deleyution of responsibility for investment selection to
udvisers.

Choosing umongst these options will depend on

the current business model und the uspirations for
development. In turn, this is influenced by your investment
philosophy und choice of investment vehicles: munuyed
funds vs ETFs or direct security holdings, uctive vs pussive
or enhunced index, Struteygic Asset Allocution vs Dynaumic
Asset Allocution.

If you dre involved in the portfolio munugement of the
munuyged uccounts your udvisers recommend — whether
us deuler SMAs or in aun MDA program — it is likely that you
will need to sighificuntly increuse the resourcing of your
investment feum und investment committee. External,
independent purticipunts, such as researchers und
investment committee members with specific expertise,
ure likely to be necessary.

3. TECHNOLOGY AND OPERATIONS

The defuult technoloyy und operutions model for most
udvice firms has been to outsource these functions to one
or severdl platforms, und choose d planning und reporting
software provider.
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Implementing u munuyged uccount
program frequently meuns u chaunge

in the way in which udvice is delivered
and u chungye in the reldtive roles of the
adviser, their support staff and the centradl
functions of the licensee.

Platforms increusingly offer portfolio munugement
cupubilities, which dllow udvisers, licensees or SMA/MDA
providers, to execute portfolio trades und muke corporute
uction decisions. This ensures infeygration of portfolio
munugement und usset holding und reporting.

However, muny external software providers ure now
sturting to offer softwure cupubility, which allows
portfolio munagement outside the constraints of platform
administration.

Allied with decisions ubout technoloyy ure decisions
ubout custody or usset holding. Holder identification
number (HIN) sponsored ASX holdings are the most
obvious exumple of u widely used structure as un
dalternative to platforms.

This may mean that the generation and execution
of frudes und udministrution is retuined in the udvice
business, which ruises both the complexity and
operutiondl risk in the business.

4. ADVICE

Implementing u munuged account program frequently
meduns u chunye in the way in which advice is delivered
und u chunye in the reldtive roles of the udviser, their
support stuff and the central functions of the licensee.

When u practice decides to udopt u managed account
proyram, the role of the udviser chanyges but becomes
no less sighificant than when the adviser was muking the
investment recommenddations.

Firstly, in explaining to clients how the service will operate
und how euch client will benefit, is central o the success
of the program. Then, ensuring thut the client’s gouls und
constraints, such as investments to retdin or exclude, can
be auccommoduted by the munaged uccount program,
which is un essentiul part of the mMunuyed uccount
service.

Although one of the benefits cited for munuged accounts
is adviser pructice efficiency, the primary change to

the advice process is generdlly to move the individudl
uccount investment selection process uway from the
individuual audviser and into the central investment teum.



MANAGED ACCOUNTS

As long s the technology chosen hus the capuacity to
supfort individual preferences or constraints, such us
exclusions — which is the responsibility of the adviser to identify
und uddress — und the investment choices offered endble
the client’s gouls to be uchieved, then the busic portfolio
decisions of what to buy or sell und when to uchieve those
gouls, cun be deleguted to un investment tfeum.

COMBINING THE FOUR ELEMENTS

The choices in euch ureu ure interlocking. Or viewed
unother way, the business model in which euch advice
firm has developed, meuns thut a relatively unique but
complimentury set of decisions heed to be mude to

TABLE 1: BUSINESS MODEL OPTIONS
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ensure the proygram is successful.

In Table 1, there are a humber of udvice business models
und the choices which the program sponsor might muke

us u cohseyuence. These examples are only representative
of some of the ways in which uppropriate choices cun be
mude in euch ureu to develop u coherent service offer.
There ure, of course, muny other combinations which would
be uppropriute for other orgunisations.

Toby Potter is Chair of the Institute of Managed Account
Professionals (IMAP) and Angela Ashton is a Director at
Evergreen Consulting.

* This article was origindlly published in FS Manhaged Accounts 2017.

Business model

Conventional
decentralised advice
AFSL with adviser
choice of investments
from APL.

Legal structure

Menu of SMASs,
no portfolio
munagement fee or

branding opportunity.

Investment

Approved munugers
oh APL.

Technology &
Operations

All operutions und
technoloyy delivered
by plutform.
Investment chunyges
undertaken in SMA.

Advice

Personal advice
delivered ud hoc

by udvisers. ROA to
move between SMAs.

Self-employed
advisers but strong
centrally developed
advice philosophy
and use platforms for

MDA service where
the AFSL has its own
MDA authorisation or
purthers with an MDA
provider or Deuler

AFSL portfolios
developed with
externdl inputs, such
us usset ullocution
and munagyer

Platform provides
technoloyy und
operations.

SOAs used to provide
initial udvice und
annhudl review if MDA
used.

implementation. SMA models on selection.
platform.
Vertically integrated Deuler SMA on AFSL portfolios Platform technology SOAs used to provide

model, especially
with salaried advisers.

platform or MDA
service, with AFSL or
reluted entity us MDA
frovider.

developed with
externudl inputs, such
us usset ullocution
und mMunuyer
selection.

relied on from euch
platform that is

used with portfolio
mandagement
operutions curried
out by the plutform or
advice central teams.

initial advice und
annhudl review if MDA
used.

Advice business
serving high-net-worth
clients.

MDA structure used
to infeyrute portfolio
maunaygement intfo
the udvice service.

Investment decisions
may be munhuyed in-
house, down to level
of security selection,
but some usset
clusses outsourced to
specidlists.

Portfolio
manugement
technoloyy und
operautions hundled
internally, with

asset holding in a
combinution of direct
(HIN) and plutform,
especidlly for retdil
super.

Personul advice
delivered through
SOA und unnudl
review. Adviser
extensively involved
in ensuring that
client specific
circumstances dure
accommoduted.

*Tuble 1 shows some of the opftions thut d licensee might select, depending on the business model they adopt for advice.
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fransforming the delivery of a

mMmanaged uccounts aure at the very centre o
this transformation. The inaugurdl InvestTech
2017 conference showcuses how fechnolo
is chunying the way businesses operute.
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MANAGED PORTFOLIOS: A SOUND
INVESTMENT IN YOUR CLIENTS AND
YOUR BUSINESS

Hub24 considers the growing trend of managed porifolios
overseas and the significant benefit they offer clients,
advisers and practice staff.

t’s ho secret that finuncial advisers ure under increusing

pressure to grow their business, which meuns focusiny

oh revenue growth und profitubility, us well us delivering
yuulity finunciul product udvice to their clients in the
context of un increusing und ever-chunyiny regulatory
und compliunce environment.

Most importuntly, advisers ure looking for ways to add
vulue for their clients.

Followiny improvements in fechnoloyy, munuyed
portfolios huve the potential to streamline administrative
operations und deliver meusurable gains to clients, and
advisers, in ferms of outcomes und costs.

Uptuke of hew technholoyies — especidlly those that
chdllenge the stutus yuo — cun often be slow, und despite
their many benefits, reseurch by CoreDutal suggests

ohly onhe-third of advisers in Austrdlia are using manuged
portfolios within their practice. A luck of understunding
ubout the potentiul benefits available and how platforms
are delivering these solutions is offen d key impediment

to their tuke-up, yet the concept is remarkably
straightforward.

In essence, u munuged portfolio is u puckuye of u diverse
range of investments, which may encompuss traditional
maunuyged funds, und listed securities, including exchange
traded funds und listed investment compunies, us well

us cush-bused ussets, such us term deposits, that is
maunuyed by u professionul investment manager within
the frumework of un investor directed portfolio service
(IDPS) or super wrdp platform.

The client cun provide u standiny instruction in relation
to the investments in the managed portfolio — so those
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investments remuain investor directed. Those investments,
however, typicdlly reflect the investment strategy
developed by u professionul investhment munager, who is
responsible for the development und ongoing monitoring
of the investment strateygy of the munuyed portfolio.

This means investment rebalancing and redllocution of
investments within the munaged portfolio cun occur
seumlessly us und when required.

There cun be importunt benefits to the client of holding
such u portfolio: exposure to u broud selection of usset
clusses enubling risk munuyement und the pursuit of
growth objectives, uccess to professionul investment
manugers, und the potentidl for tux efficiencies that are
not avdiluble through investing in fraditional munuyged
investment schemes.

For udvisers, the ubility to colluborute, outsource or purtly
outsource investment munagement in accordance
with u client’s stunding instruction, cun provide new
opfportunities to reduce or remove some of the burden
ussociuted with records of udvice (ROAS).

The dbility to construct managed portfolios that can
speuk to the heeds of different types of clients, while
reducing the administrative burden, has the potential to
enuble u greuter focus on the core function of providiny
holistic plunning and strateyic advice for their clients.

THE GROWING TREND TO MANAGED
PORTFOLIOS OVERSEAS

The use of munuyed portfolios in jurisdictions, such us
the United Stutes und the United Kingdom, is purt of

u wider outsourcing frend driven by u confluence of
fuctors, including the bid to reduce regulutory risk, lower
investment munhugement costs und meet rising client
expectutions.

GROWING MOMENTUM IN THE U.K.

Momentum for investment munuygement outsourciny
hus increused meusurably in the U.K. followiny the
intfroduction of the Retuil Distribution Review (RDR) on



31 December 20122, The RDR resulted in heightened
scrutiny of udviser recommendutions, und many udvisers
no lonyger consider investment selection their core
strength.

Support for munuyed portfolios in the U.K. hus been further
bolstered by the incoming MIFID Il (the Markets in Financial
Instruments Directive) regulations, set to tuke effect in 2018.

Under the regulutions, udvisers will have to comply with
udditiondl frunspurency und reporting obligations.

The shift from munuying investments to financiul planning
wus uhderscored by CoreDuta’s Adviser Fees and Business
Models 2015 report3, which found U.K. advisers only

spend 15 per cent of their fime munuyiny existing client
portfolios.

The het result is that as many as 45 per cent of UK.
advisers use managed portfolios?, u figure that could
potentidlly reach 60-70 per cent over the hext few
yedars. In fuct, reseurch by Skundia in the U.K. found the
muijority of investment advisers how outsource portfolio
munugement?®,

Findings from the reseurch, which surveyed 252 U.K.
investent advisers, reveuled the proportion of udvisers
outsourcing portfolio manugement rose to ubove 50 per
cent for the first time in Q4 2016, while the proportion of
udvisers who chose hot to outsource, dropped to 48 per
cent. Under the reguldtions, advisers will have to comply
with additional transpurency und reporting obligutions.

RISK MITIGATION DRIVES U.S. OUTSOURCING

In the U.S., the Nutixis Portfolio Clarity U.S. Trenhds Report for
the third quarter of 2016¢, reported that financial advisers
are increusingly using diversified manuyed portfolios us u
meduns of risk mitigation in expectution of voldtile market
conditions.

The sume report found udvisers ure mMunuying two-

thirds (67 per cent) of their clients’ discretionary ussets
themselves, though 33 per cent of client ussets ure either
in their firm’s Munuyed portfolios or munuyed by externdl
cohsultants’. Nine per cent of advisers say they plan to
outsource investment decisions®,

NEW TECHNOLOGY UNDERPINS GROWTH IN USE OF
MANAGED PORTFOLIOS IN AUSTRALIA

Manuyed portfolios huve been avdiluble in Austradlia in
various forms for muny years, However, in practise, many
of the processes ussociuted with them were munudl or
unsculeuble, which led to higher costs where only high-
net-worth investors could benefit. In recent yeurs, the
development of more efficient techhology hus meunt
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that munayged portfolios cun be operated in a way that is
cheuper und fuster, und therefore, more uccessible to u
brouder runge of investors.

In June 2017, the Institute of Munhuged Account
Professiondls releused its 30 Juhe 2017 Manhaged Accouhts
FUM Survey, estimating FUM for munaged uccounts in
Australia now stands at $47.97 billion®.

THE TRIFECTA OF BENEFITS OFFERED
BY MANAGED PORTFOLIOS

To understund some of the udvuntuyges of munuyed
portfolios, it is worth breuking down the udvuntuges
across three key groups: clients, advisers and practice
stuff,

1. WINS FOR THE CLIENT

For an adviser, any product or service must fulfil one
overurching brief — better serving clients” heeds.

Control and transparency
One of the heudline advuntages of managed portfolios is
the potentidl they offer to build u highly diverse portfolio.

Ruther thun beiny limited to traditiondl listed investments,
such us eyuities, munuyed portfolios cun encompuss
other listed securities, including hybrids, bonds, exchunge
tfraded bonds, units und exchunye traded funds, us well
us unlisted munuyed funds.

In specie trunsfers cun typicully be maude into the
maunuged portfolio, und, subject to the terms on which
the munaged portfolios are made uvdiluble, specific
stock holdings cun be removed or swapped to reflect the
preferences, current holdings or ethicul considerutions of
euch client.

Without un interposing frust, clients cun see exauctly which
ussets comprise the munaged portfolio, with complete
visibility of underlying investments. This transpurency ulso
ullows udvisers to monitor client portfolios on a dauily
(rather thun monthly or yuarterly) busis, which in turn cun
enhhance u deepening of the client/adviser relationship.

Tax efficiency

Austrdlian investors are increasingly becoming aware of
the heed to meusure portfolio success by after-tux returns.
Yet, in a fraditional managed fund, investments are
unitised, hence individuadls have no control over the fiming
of frunsuctions with regards to personal tax plaunning.
Indeed, the fund munuger’s decision to sell underlyiny
ussets may be driven by the redemption requests of

other unitholders, rather than reflecting the market timing
benefit that an adviser or their client is seekinyg to uchieve.



Within u munaged portfolio, tux benefits that cun be
ussociated with dividends und franking credits flow
directly to the client (which in turn can offer predictuble
cush flows to them), something that may not dlways be
the cuse with a munayed fund.

Furthermore, by using the platform tfechnoloyy through
which munuged portfolios ure mude uvuiluble, udvisers
cun time the fransacting of specific purcels of securities to
optimise tux outcomes for the individudl client (with a view
to muximising or minimising gains).

2. WINS FOR ADVISERS

Benefits delivered to clients can organicdlly flow through
to udvisers, hot just in terms of un improved service but
ulso through business growth via increused client referrdils.

Enhanced efficiency deepens the client relationship

Reseurch by the Associution of Financial Advisers™©
indicates that 82 per cent of udviser clients place greatest
importance ohn their adviser’s ubility to build rapport, show
their concern for the client und understaund the client’s
needs.

Strony technicdl skills, on the other hand, are assumed to
be u yiven, with just 4 per cent of respondents citing this
us the ‘Mmost important” yuality of u finunciul adviser.

How does this relute to munaged portfolios?

Improved munuygement of tux outcomes (often u key
client objective) dllows udvisers to demonstrate on u
fracticdl level, genuine concern for their clients” tax
fositions.

The frunspurency of munuyed portfolios ullows udvisers
to keep euch client better informed, often with near
reul-time dutu, The portfolio munuger typicdlly provides
reyular commentary, firstly on their view of the globul
outlook, und then, on how they ure tuiloring the posiftion
in the portfolios in response to Murket developments.

This cun resonate with clients, who cun track what is
happening in the world in the hews, und then see how
their portfolio munuger is responding to these events. This
cun then provide u topic of conversation between clients
and their socidal hetwork, acting as a driver of referrals.

The outsourcing of usset munugement and portfolio
construction ulso provides efficiencies in the
implementution und munagement of client portfolios.
This cun result in cost suvings to the adviser, which cun be
pussed on to clients.

By inteygrating munuyed portfolios us puart of u brouder
proposition, rather than as a standulone munuyed
portfolio offer, advisers cun uccess the services provided
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by the platform provider — including superannuution and
investments, consoliduted reporting und tux optimisution.

The use of munuyed portfolios cun be a radicdl step for
udvice prauctices, und it may involve u rethink of un udviser’s
vdlue proposition. Ultimately though, it dlso dllows advisers

to focus on whut they do best — engaging with clients to
provide holistic and strategic, tailored udvice —the very
activity that clients value most. From < business continuity
perspective, outsourcing the investment function dlso
eliminutes many of the concerns over succession planning.

3. WINS FOR ADMINISTRATIVE STAFF

As managed portfolios remove u large purt of the
burden ussociuted with building und munaging u client’s
investment portfolio, administrative stuff are relieved of u
wide drray of every-duy, high-cost tusks.

As dll or part of the investment munagement is provided
by a professiondl investment manuyer, administrative
operutions ure significuntly streamlined. The process

of buyiny/selling investments in-house cun be virtudlly
eliminated, offering considerable udministrative time
savinys.

The result is that administrative stuff cun be freed up to
focus on higher value uctivities. Indeed, u practice muy
find it needs fewer administrative personnel becuuse of
the efficiencies uvdiluble through munaged portfolios, or
they cun be better utilised supporting client munagement
und strutegic udvice functions.

Footnotes
1. CoreDutu Munuged Portfolios White Paper, 2015.
2. Schroders Adviser Survey Q4, 2016

3. CoreDutu Reseurch Adviser Fees und Business Models,
2015

4, CoreDutu Reseurch Adviser Fees und Business Models,
2015

5. Schroders Adviser Survey Q4, 2016

6. Nutixis Portfolio Clarity U.S. Trends Report, Q3, 2016
7. Nutixis Portfolio Clurity U.S. Trends Report, Q3, 2016
8. Nutixis Portfolio Clurity U.S. Trends Report Q3, 2016

9. www.imup.ush.au/latest-news/636-imup-fum-census-
reledse-june-2017

10. The Trusted Adviser - Honouring the client at every
turn, AFA White Paper, May 2013 https://3-afa.cdn.
uspediu.net/sites/default/files/uploudedcontent/
field_f_content_file/ufu_-_the_trusted_udviser_white_
puper_Ir.pdf
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What open platforms mean
for the future of advice

John Kim shares Empowered by plutforms, advice practices were dble to
his views on how decreuse their udministrative resources und, insteud, focus
tomorrow’s platforms will further evolve the role of oh vulue udding services und propositions, such us research,
financial advisers and porifolio management. strateyy development, client munugement und more fuce-
ince they entered the murket more than 17 years to-face time with their clients.

ugo, plutforms huve evolved considerubly. Euch

iteration has driven change for finuncial advice
practices. As we enter the realm of open plutforms uand
open bunking, what will the next yenerution of plutforms Until yuite recently, many udvisers were effectively running
meun for the role of the adviser? udvice pructices providing investment und retirement
udvice, reseurching und formulating investment portfolios.

But udvice pructices didn’t just yet more efficient, their
very hature changed.

In their eurliest form, back in 2000, plutforms were busicully

efficiency solutions uimed ut removing the buck-office However, us plutforms huve evolved, so oo hus their

burden for udvisers. But this wus just the strt. investment und portfolio mundugement cupubiifies.
Next, wrap platforms changed the gume, endbling udvisers When your focus is on investments, frade execution aund
meuns of yiving investors uccess to listed securities und outcome driven: *How dre our investments performing?”

maunaged funds ucross different product structures und tax
reporting. Wrap platforms further improved administration und
efficiency, reduced the cost to serve, und dllowed udvisers to
grow their client base without eroding value.

As advisers und practices have moved to more gouls-
bused udvice models und utilising platform und portfolio
efficiencies, such us model portfolios und munuyed
accounts, their focus moved to more strategic, and

On dll sides, the client und udviser experience improved with ultimately more valudble conversations: “How ure we
the enhuncements to digitdl portdls via hew technoloygies. fracking against your life godls?”



FULL-SERVICE INVESTMENT PLATFORMS

Toduy, the next technoloyy iteration has created full-
service plutforms that ure dble to cater for clients and
udvisers more holistically.

These hew core plutforms, integrated with digital solutions,
ure uble to provide portfolioc Munuygement services ucross
multiple business models und structures (custodiul aund hon-
custodiul) und service offerings (fradiny, investment, super,
fension und SMA overlays). They yive udvisers up-to-dute,
redl-time information for themselves und their clients — and
full visibility and control.

Importuntly, from d service perspective, they diso support
straight-through-processing, smart automated workflows,
financidl planning software integration, us well us client
ehyuygement und communicution tools. These digitdl
platform solutions dllow advisers to engyuye viu preferred
devices und chunnels — u criticul cupubility for advisers
ygeuring up to cupture generutional wedlth transfer.

In practical terms, the hew platforms mean d single
udviser will be uble to service u substuntidlly larger
number of clients, while actudlly continuing to improve
service yudlity. And that service will be much more ubout
financial wellbeing und much less about investment
strateyy, which will soon have the potentidl fo be dulmost
completely automuted.

PLATFORMS KEY TO LEVERAGING OPEN BANKING
Followiny similar moves in the U.K. and Europe, Austrdlia
is in the process of developiny policy to support un open
bunking regime. This will creute u hew finunciul services
environment where consumers cun tuke yreuter control
of their finunciul dutu und, with consent, securely shure
this information with third parties to uccess hew products,
competitive offers und improved services.

Open banking will offer sighificant opportunities for persondl
finunce Munuyement plautforms that dllow customers to tuke
greuter control of their personadl financial data, endbling them
to ugyreyute u full view of their financidl position. This will also
have cleur benefits for udvisers working with these customers
fo provide holistic wedlth advice.

Mducyuarie has dready launched Australia’s first open
bunking plutform using Applicution Programming Inferfuce
(API) technoloyy to ygive customers greuter control over
how they choose to use their own financial duta to securely
uccess services from third purty providers, such us budyeting
upps, uccounting software or their finuncial udviser.

WHERE NEXT FOR PLATFORMS?
Strateyicdlly, we see plutforms us essential to the way
udvisers do business; driving efficiency, enubling scule
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und udding expertise.

Portfolio management is, or will soon be, largely a
commodity service. Plutforms of the future will offer an
integrated seumless experience to clients ucross the entire
wedlth value proposition: omni-chunnel, omni-device und
be completely API-driven.

These open plutforms will endble udvisers to specidlise in
comprehensive wedlth management and fransfer issues,
including: investment und retirement plunniny, executive
comjpensution, complex trust und estute plunning, und
charituble giving. Clients will sit in the middle of u finuncidl
ecosystem, run on open digitdl platforms.

For those harnessing the right technoloyy, this will cllow for
greuter innovution und even better client experiences.

WHAT DOES THIS MEAN FOR ADVISERS?

This is yood hews for advisers who know their clients well
und ure prepured to yet on bourd with new tfechnoloyies
und open plutforms. Platforms will connect advisers with
clients in new wuays, positioning them to play a criticul role
in supporting financial wellbeing.

To yget ready for this future, advisers should:

1. Check - to purticipate in the hew finuncial ecosystem,
udvisers heed to mauke sure the platforms they are using
are investing in the latest technhologies. Choose open, API-
bused plutforms that are working to harness technoloyies,
such s artificial intelligence (Al), undlytics and robofics.

2. Consider — which platforms work with which customer
segment. Baby boomers value frust. Gen X love
convenience. Millennidls expect un immersive,
personulised digitul experience. Tomorrow'’s successful
udvisers will serve u far more technoloyicdlly literate
client buse. This meuns they heed to develop a multi-
generdtional strateyy for their clients” adult children
— or other youny investors — to tuke udvantage of this
significunt future wedulth transfer opportunity. It's fime
to muke sure plutforms ure positioned to expund und
grow with the very different needs of future clients.

3. Envision — advisers are moving info d hew role us a
soundiny bourd and life coach. This will be endbled by
open plutforms, which will soon ygive advisers greuter
uccess to redl-time, holistic information about u client’s
finunciul circumstances, enubling more powerful und
fimely conversutions supported by Al-generuted insights.
Advisers need to consider their new value proposition
und udupt their go-to-market strateyies accordingly.

John Kim is Head of Wealth Platforms and Delivery at
Macquarie Wealth Management.
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The power of

connecting

Martin Morris discusses

the importance of

keeping your business
healthy and keeping your clients engaged in today’s
digital world.

echnoloyicul innovution is driving chunge ucross
dll businesses ylobudlly, specificully in how d business
deuls with its customers.

The udvent of smurt fechnology und socidl mediu has
forced businesses to udupt. Customers how have u
greuter voice if they are unhuppy with a compuany’s
foroducts or services. Posting u tweet or commenting on
u compuny’s social mediu puge cun often get u yuicker
respponse thun the fraditional customer service channels.

Customers ure demanding more; more information,
better service und more engaged relationships with
orgunisutions. Those firms that uren’t embracing
technoloyy to better connect with their clients are falling
further behind.

So, what does this meun for the financial planning sector,
where customer relationships redlly ure the core of un
udvice proposition?

THE CORNERSTONE OF THE FINANCIAL PLANNING
RELATIONSHIP

Every client of a financidl planning practice has uniyue
charucteristics that uffect how they behave und how
they interact with others. Therefore, to usk u planning
practice to connhect successfully with euch of its clients is
u tough reyuest, yet only those practices that build strong
relationships with a large proportion of their clients will
grow und endure.

Trust is the founduation of a strony relationship between

U planner und their client, Humans have u nhaturdl
disposition to trust aund to ussess frustworthiness, which the
financidl planning industry cun use to its udvantage.

However, the plunninyg process is hot finite — there ure
muny factors that influence the outcome of finunciadl
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planning strateyies that are out of the control of the
planner uand their client.

Therefore, in order to hund over control of their wedlth
maunuygement und potentidlly their future livelihood, the
trust a client has in their planner must be strong enouygh to
counteruct these intunyibles.

In the pre-FSR (2001) ery, it wus possible fo commit u
much larger portion of u practice’s time fo beiny in

front of clients. Finunciul planners of this era were often
more udept ut using soft skills to understund clients und
udupting their advice approach uccordingly, as they had
the time to focus on and hone these skills.

It cun therefore be ussumed that, due to the gredter time
avdilable, it wus relatively easier to attain and maintain
trust in the planner client relutionship.

However, time and resources ure factors that few

finuncial planners have in ubundunce post-FSR. To udd

to a financidl planner’s time and resource limitations, the
Globul Finuncial Crisis had u significant impact on the way
frust is creuted und muintuined in this complex planner-
client relationship.

Traunspurency und conftrol are increusingly becominy u
reguirement ucross new client demogyruphics, but ulso
umonygst current investors who previously may have
handed the maunuygement reins to their planner, beiny
content with one review a year.

So, toduy, building enduring trust is becoming harder.
So, whdat is the unswer to this quandary?

Trust is typicdlly built when a client feels that their planner
is putting their needs first und is keepinyg them informed.
Communication is key to this and fechnology can play

a sighificunt role in building trust und enhuncing the
plunner/client relationship. Communicuting with clients
in the wuy they want to be communicuted, und with the
level of detuil und personalisution they are looking for, is
ulso important.

CONTINUES >>



Enhunced udoption of tfechnoloyy is the quick und reudily
ygiven unswer. However, u touyh redlity is thut fechnoloyy
und uccess to knowledye is udvuncing fuster than
business models ure udupting.

TECHNOLOGY ADVANCES AND BUSINESS MODEL
ADAPTION AT A DISCONNECT

Time Magazine hamed 1982 ‘The yeur of the computer’.
By 1983, 10 million PCs were in use, und by 2014, PC usuye
wus up to two billion.

As the hardware murket mutured, the internet wus equdlly
growing and in 1995 it exploded info the muinstream with
16 million users (0.4 per cent of the world population).
Extraordinarily, by June 2017, it had grown to 3.89 billion
users (561.7 per cent of the globul populution).

If that wasn’t enough progress, we then saw the advent
of the mobile phone, yet unother way to connect, und by
2013, UN reseurch showed there were six billion people of
the world’s populution of seven billion, who had a mobile
fphone - d lurger percentuge than those who had u toilet!

It is incredible how much information is how uccessible
on the intfernet und ut the finygertips of the reseurch savvy
und knowledye thirsty.

By the end of 2016, globul internet truffic was 1.1 zettubytes
per yeur. To put that into perspective, one zettubyte is the
eqyuivalent of 36,000 years of high-definition video.

So, what does this mean for Australia?

At the beyinning of 2017, there were 13.5 million intfernet
subscribers and 17 million Fucebook accounts from d
population of 24.4 million. At that stuge, Australia dlso
recorded g growinyg, and hot surprising, stafistic that 40.44
foer cent of internet usage is via mobile und u dwindling
share of 59.56 per cent through desktop.

With fechnholoygy connectivity advancing at such a pace,
us un industry, we need to usk ourselves u couple of hard
yuestions:

1. Have our business models adupted at the sume, or u
reusonuble puce, to keep up with this innovation und
chunge of consumer behaviour; and

2. Is the industry having a positive enough impact on the
wider Austrdliun population to materidlly increuse the
number of people seekiny finunciadl planning udvice?

Unfortunately, time and resource restrictions have been
un eusy excuse for muny within the plunning community
und provided them with a reason to continue as they
ulways have done. Muny dare maintaining their current
models with a focus on retention, rather than any redl
substuntial growth.
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It could be urgyued thut the ugeiny plunner buse in
Austrdlia are themselves transitioning to retirement, with
neither the drive nor eneryy to deliver chunge within their
owh business. Or, that muny larger AFSLs are finding the
revenue pressure post-FOFA u deterrent aund buarrier to
investing in innovution within their network.

Either way, the cold redlity for the industry is there does
not seem to huve been uny redl het growth in finuncial
planning clients since the ASIC study in 2009/10, which
stated that as little as 20 per cent of the population seek
financial advice.

Therefore, dll that cun have redlly happened is existing,
uhhappy clients have switched planners, or u planner is
acting us u disuster recovery ugent helping a self-directed
client to diy themselves out of u finunciul or strateyic
mess.

Unfortunately, the high retention rates only help to support
this uputhy umongst practices. There is little motivation to
provide their clients with enhunced connectivity, control
und trunspurency if they convince themselves that it’s

not needed. Socidl mediu isn’t deemed relevant for their
business due to the belief that un augeiny client is not
technoloyicully connected. This overlooks d sighificant
sociul chunye thut is occurring that may force un
adjustment in their thinking.

With more baby boomers retiring, the grey nomud
community increuses in number. Luxury curavans meun
significant wedlth will literally conygreyute uround the
proverbiul cumpfire ut night, whilst chasing warmer
locutions. If not driving through the bush, u larger portion
of retirees are flying ucross the world to find warmth and
udventure.

This leads to u couple of obvious yuestions:

1. Whut sort of planners will get the most positive
feedbuck und referrdls? Those who have developed
conhhected client buses or those whose clients heed to
chuse them to work out their finunces or yuin ud hoc
portfolio informution?

"As u plunner works through their munuyged
account opportunity, it is important to
include their technoloygy pdrtnher and to
ensure they understaund the breudth of
functionadlity at their fingertips.”



2. Which clients are most ut risk of seeking dlternatives?

Regurdless of this retention apathy and the average
client-buse uge of pructices, the yeneric client
engugement model hus hot udvunced much in

over u decude. There huve been small incremental
chunyes, us plunners udd components of tfechnoloyicul
udvuncement ut different stuges of the udvice value
chuin. However, they have dll been predominuntly to the
benefit of the pructice.

Muny plutforms continue to focus their attention on
servicing the planner to the detriment of building redlly
enyguyging investor portuls. As other industries drive u more
dynumic customer experience, the planninyg industry still
lays behind conservatively at the point where planner
clients connect.

So, whut is the outcome of dll this?

e From un investor perspective, the client engugement
experience hus remained conhsistent, even though
cohsumers dre chunying the way they request and
cohsume other professionul und retdil services.

e Client buses ure more ut risk thun ever before und
planners need to be cureful hot to react only when
clients beyin their exit process.

e Increusing humbers of investors eurly in their finunciul
journey ure experiencing online educution und services
to address their investment or finuncidl strategy heeds.
This encourages them to remuin self-directed for longer,
thereby reducing the client prospect pool significantly.

o Generdl referral rates of muny practices remuain low,
us client ure uninspired by their own experience, even
though they muay stay due to frust in their planner.

e As the finuncidl planninyg industry continues to full
behind other industries” use of technoloyy, its value
proposition will continue to be eroded und our dbility
to increuse the usuge of plunners by the generdl
population will be hindered.

Of course, the more estublished und muture u pructice
is, the hurder it cun be to frunsition info this digitul age.
The options avdilable can muke it seem extremely
overpowering und purdlyse u plunner from mukiny
progress, which is understunduble, but until change is
implemented, it will remain d risk to the business.

Managed uccounts on their own dre just un investment
solution with benefits to both the plunner und investor. The
ygolden eyy is using munaged uccounts in conjunction
with investor-focused munuyed uccount technoloyy to
uddress this conundrum of client connectivity.
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Of course, there ure still some embedded habits by
planners of infernalising the opportunity of manuged
uccounts, considering the benefits uround reduced
compliunce reyuirements und possible enhanced margin
opfortunities.

However, the redl power of harnessing manuged account
technoloyy is when plunners engyuyge und connect with
their clients to creute exceptionul weulth management
experiences.

When focusing on u review or implementation of
maunuged accounts, u planner should steer away from
‘inferndlising’ the benefits. Harhessing the technhology to
drive connectivity und keeping the client experience us
the cornerstone of the udvice process, will yield a greuter
level of business benefits, us seen in Table 1.

TABLE 1: BUSINESS BENEFITS

Increuse revenue Generate greuter fees by
udding more vulue

Drive efficiencies within
the practice und udvice
process

Increuse profitubility

Deliver customer heeds in
u sculuble mMunner

Address control und
fransparency

Creute more conhected,
ehyuyed und trusting
clients

Increuse customer
sutisfaction

Secure client retention Remove u mujor business

risk

Increuse referral rates Enyuyed und inspired

clients refer

Efficient businesses with
enhyuyed connected
clients

Increuse pructice vulue

As u plunner works through their munuyed uccount
opportunity, it is importunt to include their technoloyy
purther und to ensure they understand the breudth of
functiondlity ut their fingertips.

Reviewiny the client engugement experience will ulso
dllow u plunner to ensure thut the technoloyy will, in fact,
uddress dll the points listed ubove und not just deliver u
similar client experience to thut under u pre-munuyged
uccount udvice process.

Martin Morris is Head of Distribution at Praemium.
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mmanaged accounts

Over the past 10 years,
the managed accounts
sector has established
itself as a major
participant in the Australian financial services industry. As
Matt Heine writes™, the next five years will see this sector
come of age, where new entrants, new technologies and
new consumer habits will shape and evolve managed
accounts o be mainstream in financial service practices.

hree yeurs ugo, we set ourselves u chullenge - to

creute u dynumic, flexible und efficient munuged

uccount platform that advisers could tdilor to reully
suit their needs und the heeds of their clients. We set out
to creute u redl ygume chunyger; u solution that would
mauke d tangible difference to the advice industry and
businesses right from the onset.

It was un exciting, und sometimes exhausting, time for our
dedicuted feum of investment and technoloyy experts, who
invested thousunds of hours over a 12 month period info
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developing our munuyed uccount (MA) offering — shuping
und reshuping, tuning und fine-tuning, until findlly, about two
und a hdif years ago, we were ready for l[aunch.

A GENUINE SURPRISE

It therefore cume us U yenuine surprise to us that we
faced chdllenges right from the start, We fuced these
chdllenges because, us it happened, our initial thinking
around how the udvice community would use our
product wus completely incorrect.

We thouyht udvisers und udvice groups would use our
maunuyged account in ohe of two ways.

Firstly, fo solve asset cluss problems or to supplement a
portfolio und guin direct exposure to u specific usset
“We are starting to see pructices
infroducing munuged uccounts into their
diversified models through g process we
cull ‘model-of-models’.”

CONTINUES >>



cluss. This scenario could see un adviser pulling out of un
Austrdliun munaged fund und buying into an Australian
munuyged uccount model to uccess the underlying ussets
that made up that model. Off the buck of that, we dlso
expected most udvisers to use mMunuyged uccounts to
better munage direct equity portfolios.

The second wuy we expected udvice ygroups to use our
munuyged uccount offer wus us un investment solution for
clients, us munaged uccounts have often been touted us
un investment solution that provides gredter transparency
und tax effectiveness than other solutions.

Well, we were wrony on both counts.

Most advisers begun by using our munuged accounts us
whole of business solutions und they continue to use them
this way. So, rather than just employing them to solve

an usset cluss problem, they dre using them to manage
jportfolios of diversified ussets.

Approximately 75 per cent of the ussets sitting within our
munuyged uccount product ure munaged funds.

This experience nuturdlly informed the evolution of
our munuged uccount offer. For example, the use of
munuyed funds meunt we heeded to enhunce our
ulgorithms to handle hon-liyuid ussets.

[t ulso meunt cutering to humerous udvice business
models und developinyg ways to fucilitute different usset
types within maunaged accounts, such as fixed interest,
which have different trading requirements.

Toduy, we dre seeiny the eurly udopters, or the udvisers
who have been reseurching, looking und now usiny
manayed uccounts for 12-18 months, very comfortuble
with the munuyed uccount structure. They ure
comfortuble positioning it with their clients und very
comfortable ubout the benefits it has for their back-office.

Findinys from reseurch published in the recent netwedulth

AdviceTech Report indicuted that 57 per cent of udvisers
plan to udopt u munuyged uccount solution by 2019, with
35 per cent of udvisers dlreudy using them toduay.

POPULARITY
So, why dre munuyged accounts becoming so popular?

We think the growth in munaged accounts has been
driven by severdl fuctors ull cominy toyether ut the sume
time fo create a perfect storm.

The first factor, dlbeit seven yedrs ago how, was the
Globul Financiul Crisis (GFC). The GFC exposed poor
portfolio munugement. Clients hud serious losses und
advisers couldn’t quickly reuct to market condifions, so
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they begun looking for more efficient ways to manuye
their portfolios.

The second fuctor wus that udvisers beygun to recoynise
that their value proposition waus strategy und client
engugement, hot the delivery of investment.

The third factor wus the Future of Financial Advice (FOFA)
reforms. FOFA meunt advisers had ho choice but to
become more efficient und to literdlly look ut every purt
of their business, decide where they udded value und
where they could offer the greutest benefit to clients.

The fourth fuctor wus technology und how technology
hus changed consumer expectations. Consumers
demund ubsolute franspurency und increusing uccess,
und technoloyy hus enubled both these things.

Further, over the pust three yeurs, tfechnology has made
munuyed uccounts uccessible us un investment option
within most platforms for the very first fime. Before that, they
were stund-ulone hiche offerings capuble of solving small
problems that weren’t eusily consoliduted with brouder
portfolio ussets. So, fechnology hus made managed
accounts fur more uccessible to o much bigger market.

THE FUTURE: MANAGED ACCOUNTS 3.0

Which brings us heutly to the biy picture question, which
is: Whut does the wedlth industry want from maunuyged
uccounts in the future? Or, where o from here?

We believe the unswer is: gredter sophistication and
greuter customisation.

This next stuge of the munuyged uccount evolution

is ubout beiny uble to build out u full, sophisticuted,
customised offering, us not every munuged account is
the sume.

To dute, we huve set up 14 private lubel munaged
uccounts und euch one is different. This is becuuse
udvisers und licensees tend to have slightly different
takes on whuat it needs to look like or what it should be
uble to do. For exumple, we have heeded o cuter for
neyotiuted rebutes on Munuyed funds to lower the costs
of muhuyged uccounts.

"Which brings us neutly to the biy

picture yuestion, which is; What does

the wedlth industry want from munuyed
accounts in the future? Or, where to from
here? We believe the answer is: greuter
sophistication and ygreuter customisation.”



"The chdllenye for us, und other
plutforms, is to continuully deliver u highly
customised und configurable product
that is incredibly efficient at the buck-
end, und that can deliver what the
udvice community redlly wants.”

We are starting to see practices infroducing manuygyed
uccounts into their diversified models through u process
we cull ‘model-of-models’.

This tfranslutes o u sophisticuted, multi-usset portfolio
mude up of u humber of munuyged uccount models und
other investments. Models might include international
equities, direct eyuities, manuged funds, ETFs, cash and so
oh.

We dlso expect growth from other uvenues, including
the confinued development of brouder usset clusses
to be used in Muhuyed uccounts, including bonds, us
well us the continued evolution und development of
intfernational eyuities.

It could be the use of less fraditionul ussets, such us
infrastructure funds that only price on u Monthly or
yuarterly busis.

Ultimately, this involves refactoring the way that the
rebuluncing dlgorithm works to accommodate more
sophisticated ussets und yreuter offerings for internationdl
eqyuities und multi-currencies.

These developments ure redlly off the buck of the
adviser’'s comfort level, but they are diso beiny driven by
the fact that munuged accounts are now seen us u very
suituble solution for sophisticuted private wedlth groups
and high-net-worth clients.

On that point, we think there wus u bit of u misconception
in the industry that munaged accounts would industridlise
advice, providing u solution primarily for low bualance or
disehyuyed clients.

Our experience, however, is that the industry is how seeiny
it us u way of uutomuting the investment program for
very sophisticuted investment philosophies, effectively
munuying mundautes und efficiently munaging u ranye of
different strategies, including beiny far more active from
un usset ullocution perspective.

From u business perspective, particularly within IFA/high-
net-worth firms, we have rarely come ucross identical
investment philosophies. Advisers have different views
onh how to run usset dllocution und the unswers to the
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followinyg yuestions will be different:

e Struteyic usset dllocution, tacticul usset ullocution or
dynamic usset dllocution?

e Once thut's decided, what actuul ussets will be used
to uchieve exposure to different usset clusses? Active
investing or pussive investing? Are manauged funds
required for particular exposures?

o After thut, it's u mautter of looking ut cupubilities -
whether or not udvice practices heed to purther with
external usset consultants, if they have the capability
to be the model munuger, or whether they heed u
provider to uct in u policy oversight role.

Given there ure very different views uround these
yuestions und how they relute to euch usset cluss,
munuyged uccounts will, dependiny upon the business,
look very different. As no two businesses ure the sume, the
future of mManaged uccounts will involve customisation.

Technoloyy will dlso obviously be u huge fedture in the
future, with even better reporting capdbilities possible.

Fees will continue to develop 1o support the ever evolving
business Models of advice practices. As u result, munuged
uccount technoloyy will need to support different fee
structures.

Fees for their clients, the uddition of performunce fees to
portfolios or parts of a portfolio, the ubility to puy fees to

multiple parties, and ‘model-of-models’ technoloyy that
support payments to different investment manaugers.

EVOLUTIONARY PROCESS
So, industridlisation hus happened, but it’s hot beiny
upplied in the way originally thought.

Insteud, some very clever investment intellectudl property

is beiny put through a very efficient, automated service
(culled u Munuged uccount), so that it’'s a solution for many
types of clients und muny types of udvice businesses.

There’s un ulmost never-ending list of requirements or
variutions thut cun be built info u munuged uccount
platform.

The chdllenge for us, und other platforms, is to continually
deliver u highly customised und configurable product
that is incredibly efficient ut the buck-end, und that cun
deliver whaut the advice community redlly wants.

[t's very exciting fimes.
Matt Heine is Joint Managing Director of Netwealth.

* This article wus origindlly published by Finuncial Stundard in FS
Munaged Accounts 2017.
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May the best prepared win

ANDREW STANLEY

Head of Australian Equities
Ralton Asset Management

mazon’s planned entry into the Australian market

hus generuted intense speculution ubout the

outlook for incumbent players. While Amazon will
undoubtedly tuke some retuil share, our reseurch sugyests
the mujor impuct of Amauzon will be to uccelerate
fundumentul changes in the ways compunies interact
with their customers. These include:

e price fransparency will increuse;

e cost to serve will likely need to full for those fucing direct
competition; und

e the customer experience will be enhanced.

The experience of retdilers offshore hus been highly
dependent on their response to u changed industry
structure driven by Amazon’s entry. Much like a seuson of
‘Survivor’, the winners and losers in this hew competitive
lundscupe will be determined by the strategies they
choose und their ubility to execute on these pluns.

With Amuzon prepuring to launch its Australiun domestic
operdations in late 2018, the puce of innovation and
chunge is set fo uccelerute in u runye of sectors ucross
the Australiun market. Compunies will heed to evolve

to remuin competitive in this new environment. There

hus been plenty of notice that Amauzon is cominy und
compunies cun leurn from experiences in foreign markets:
to do hothiny is ot un opftion.

From our perspective, there ure four key uspects in ussessing
the impuct of Amauzon ucross the retdil, consumer stuples
und REITs sectors. These four key uspects ure:

1. Assess incumbents aguinst our framework for the future.

2. Understund Amuzon’s business model to see how



customer obsession drives disruption.

3. Look ut the key variubles that will shape Amazon’s
Austrdlian expunsion.

4. Consider the risks Amuzon fuces in penetrating the
Australiun maurket.

Points one und three ure detuiled below.

ASSESS INCUMBENTS AGAINST
FRAMEWORK

Amauzon’s impauct on an incumbent retdiler, product
provider or retuil lundlord will be highly dependent on how
the incumbent responds. As d result, we ussess the outlook
for un incumbent in two stuyes.

First, we form u view uround valuution, with key
ussumptions guided by internutional experience. Second,
we ussess u corporute’s delivery on the changes required
to redlise our valuation. This section explores this second
stuyge in more detuil.

From our unalysis of Amuzon’s business model und its
strateyy und success offshore, we have identified five

key struteyic pillars of chunye (see Tuble 1) that will ussist
compunies to udupt to the hew competitive lundscupe
und three underlying cupubilities necessury to implement
these chunges. This fraumework will allow us to ussess the
yuulity und viubility of u compuny’s response to Amauzon
und hence, form u view on its future market position und
ulfimately, its valuation.

1. MANAGEMENT CAPABILITY

We need to ussess whether munagement hus the
cupubility to evolve its strategy und execute on plauns to
adapt to the shift in consumer habits. Compunies uble
to udupt und innovute will survive und even prosper
ufter the arrival of Amazon. In contrust, those that are
unprepured may be forced out of the market.

TABLE 1: FIVE KEY STRATEGIC PILLARS
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2. PRICE TRANSPARENCY

Amazon’s arrival will give conhsumers d tool to instantly cross-
check prices to ensure they dre getting a fair deal. While
retdilers muy not need to Mutch Amuzon’s prices, muryins
mauy heed to reduce to creute u competitive murket price.
Where consumer branded products have sought to hold
Austrdliun pricing ubove that in other markets, we would
expect Amazon to ussist in breaking this down for the benefit
of the Australian consumer. However, it will likely reduce the
gross margin of Australian retdilers.

3. LOGISTICS

Amazon’s delivery cupdabilities have revolutionised the retail
industry and huve driven a virtuous circle of increused sules,
which dre reinvested in the supply chuin to offer better
service, leuding to more volumes sold. The infroduction of
Kiva robots hus reduced waurehouse operating costs by
around 20 per cent. The hext step is last Mile delivery, with
"Prime Air’ dlreudy delivering purcels via drones.

To compete with Amazon, brand owners und retdilers
will heed to colluborate to creute fuster, flexible and
more reliuble supply chuins to reduce costs und meet
hew delivery expectations. Compunies muy choose to
leverage Amuzon's fulfiiment capubility to drive sdles, in
which cuse, dctively munaging inventory and optimising
product design will be key to success.

4. ROUTE TO MARKET

Amuzon will drive chunges in how consumers shop,
presenting both aun opportunity and d risk for traditional
retdilers. A combinution of u strong online and physical
presence will be criticul for retdilers und consumer
puckuyged yoods providers.

Online und in-store sales will become increusingly
inferdependent us customers may choose to ‘look und
feel” in store und buy online, or vice versu. A compuny’s
digitdl interface, delivery capability and online range will

Management capability’



be increusingly important, while store footprint is likely to
be consolidated.

Prime reul estute will become increusingly sought ufter,

us compunies move to flugship-style physicul stores to
enyguge consumers. Further, consumer puckuyged goods
compunies May choose fo leverage Amuzon's scule

to yrow sules und/or to develop their own direct-to-
conhsumer ohline platform. Each of these approuches
offers opportunities if done properly; we will monitor which
upprouch compunies choose to tuke und how they seek
to uchieve this.

5. DATA ANALYTICS

Throuyh its huge dutu wurehouses und sophisticuted
unalytics cupubility, Amuzon knows its customers better
than unyone else and mukes rapid, datu-driven decisions.
For instunce, it is estimuted Amuzon chunges its prices
tens of millions of times ylobully every single duy.

To keep puce, retdilers will need to invest in their own dbility
to collect, unalyse und upply insights from dutu to increuse
loydlty, creute personulised experiences und muke yuick
decisions bused on what their customers want,

Austruliun retuilers have dutu — the question is whether
they will be uble to use it.

Compuanies that dlreudy have sophisticated data analysis
cupubilities should be duble to defend uguinst Amazon’s
arrivdl; others will need to increuse their online presence
und invest in the dareu to remuain relevant in u lundscupe
where duatu is criticul to success.

Shoppinyg centres will be duble to harness dutu on how
customers spend to enguge customers, ullowing them
to optimise the physicul shoppiny experience to defend
ayuinst the convenience of online retuil.

6. CUSTOMER SERVICE

Amuzon’s ‘customer obsession” will force compunies to
udjust their strategies in un environment of increused price
franspurency, decreused margins und higher customer
expectutions.

Given Amazon’s broud goudl of becoming ‘the everything
store’, fraditiondl retuilers need to specidlise und
differentiate to engage their customers. This muy be done
through d focus on premium or private label offerings,
investment in the in-store experience or taryeting products
und conhsumers unattractive to competitors.

Bricks und mortur retuilers have u natural udvuntuye

in service und experience, which cun be leveraged to
creute un enygyuying buyinyg experience, both in-store und
online.
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Whutever upprouch is tuken, u strong focus on customers
will be essentidl.

7. CAPEX AND WORKING CAPITAL

A flexible cupitul structure will be reyuired to close surplus
stores, reconfigure supply chains, invest in online presence,
increuse dutu cupubilities und improve the overdl retdil
experience.

The short-term focus of equity murkets is u cleur
disudvuntuye for listed compunies competing with
Amuzon, which is prepured to lose money for over five
yeurs before becominy profituble in u reyion.

A compuny’s finuncidl hedlth and cupubility to implement
the mujor chunyes reyuired will be key determinants of its
ability to survive.

Further, compunies with hegative working capital cycles
(i.e. those thut receive customer puyments before
puying their suppliers) ure more of u concern, if their sules
revenue declines us Amauzon cuptures share.,

These ure criticul fuctors we will look ut in ussessing u
compuny’s ubility fo adupt to the hew environment.

8. TALENT ACQUISITION

Amuzon’s feums of PhD muthematicians, economists
und behaviourdl scientists have been a key driver of its
success.

To estublish an online presence, optimise loyistics und
understaund dutu on their customers, compunies will need
to aftract und retuin the hecessury tulent from d limited
pool.

Existing cupubility in these ureus will be u mujor source
of competitive udvuntuye und we will monitor the focus
pluced by munugement on this ared goiny forward.

KEY VARIABLES THAT WILL SHAPE
AMAZON'’S AUSTRALIAN EXPANSION

After deciding on the locutions of its first two Australiun
warehousing sites at Eastern Creek in Sydney und
Dandenhonyg South in Melbourhe, Amuzon looks set to
build out its loyistics hetwork und beyin sules in Australia
in 2018.

The wuy in which Amazon moves into u hew market is
highly region-specific und hus exhibited varying levels of
success. This suggests ifs roll-out in Australia could follow
severdl puths.

In entering Australia, key variubles we will monitor ure:



PRODUCT ROLL-OUT - TIMING AND RANGE

Releusiny its full raunge of products hus been key to
Amuzon’s success in hew markets. Ifs roll-out in Canadu
wus very slow, with sighificantly less products launched
over u much lonhger period thun more recent entries into
[taly and Spuin, which led to poor tuke-up of its platform.
The most recent expunsion info Mexico wus uyggressive,
with the full range rolled out ut once.

Having leurnt from the Cunudiun experience, we expect
Amazon to follow d similar pattern to its Europedn launches.

The Prime offering is particularly important in driving
sules, with subscribers spending more thun double the
umount spent by hon-members. The launch of Prime hus
historicully been u key point of inflection for Amazon'’s
sules und online retuil.

ONLINE PENETRATION OF PRODUCT CATEGORIES

Amazon’s success to dute hus dlso been highly
dependent on product cuteyory. It hus traditionally taken
the most shure in relatively commoditised cuteyories, such
us electronics, sports, apparel (predominuntly socks and
undergurments) und physical/electronic mediu, such as
books.

Austrdliu’s depurtment store und electronics industries ure
significuntly over-stored on u globdl busis. Electronics and
fashion are dlso relatively consoliduted. This is hegutive for
large retdilers, which have more share to lose und less to
yuin us smuller retuilers ure driven out.

Amuzon hus been seeking fo move intfo under-penetrated
product cuteyories, such us clothing retuil und grocery,
by removiny frictions for customers. The recent Whole
Foods ucquisition represents u mujor step into the
previously unsuccessful fresh grocery market, which could
herald the arrival of a hybrid online/physical offering.

However, we believe Amazon will struggle in the Australian
grocery market, given the strength of the Coles und
Woolworths duopoly. Their 70 per cent combined market
share provides them with d lot of cupucity fo compete.

In addition, supermarkets cun guin un insight info how
Amazon intends to uttack the market from its offshore
upprouch, giving them time to innovate und uduapt,
AMmuzon’s hon-perishubles offering, Amauzon Puntry, is likely
to be rolled out quickly, however, this has not sighificantly
impacted grocery retdilers elsewhere.

GEOGRAPHIC REACH

Austrdlia’s low pojpulution density will be a key challenge for
Amauzon in estublishing its delivery cupubilities. As a result,
Amuzon is likely to focus on the eust coust, with fulfiment

"Australian businesses cun leurn from
mistaukes Mude offshore, where retuilers
have typicully wuited severdl yeurs
before consoliduting their store footprint,
leading to maryin declines for severdl
years,”

centres expected in Sydney, Melbourne and Brisbane.

It hus been reported that Prime Now will be launhched in
Austrdlia, however, given the relutively low population
density even in key cities, the geoyraphic reach of the
ohe-hour free delivery service is likely to be very limited.

CONSUMER TAKE-UP

Austrdlia hus the third highest retuil spend per cupitu in
the world, behind only the U.S. und Japun, und the third
highest onhline spend per cupita in Amazon’s current
markets.

Amuzon typicully drives increused ohline penetration in

its new murkets. This high online spend prior to Amauzon’s
entry may make Australian consumers particularly
receptive to Amauzon’s offering. However, growth in online
retdil in generdl muay be lower than in other new markets,
due to the high starting point.

COMPETITIVE RESPONSE

The way in which retdilers respond to Amazon’s entry will
determine the umount of maurket share Amauzon is uble
to yuin und whether it succeeds or fuils on an individuul
level.

Australian businesses cun learn from mistakes made
offshore, where retdilers have typicdlly wuaited severdl
yeurs before consoliduting their store footprint, leuding to
maryin declines for severdl yeurs,

Retuilers that exhibit high levels of yross maryin selling
products avdiluble elsewhere, combined with high costs,
are purticularly vulnerable und heed to significuntly
reposition themselves to avoid beiny crushed by
Amuzon’s pricing model.

However, Amauzon will not huve everything its own way, us
it fuces severdl risks in entering Australiu, given the nature
of our business und economic lundscupe.

Andrew Stanley is Head of Australian Equities at Ralton
Asset Management.
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INVESTTECH 2017

When: Tuesduy 5 December

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

This full day event highlights the central role technoloyy is
playing in the development of munuyged uccounts und
the trunsformution of udvice.

InvestTech 2017 provides a showcuse for platforms and
portfolio munugement technoloyy providers und the
connectivity between investors, udvisers, munagers,
udministrators and brokers. InvestTech 2017 will feature u
uhigue ‘qyuick-fire” presentdtion style, fraumed around u
common murket structure concept. This is supported by
un expo dreu for purticipunts,

InvestTech 2017 provides spohsors the opportunity to
reuch:

e investment munugyers;

e 200 AFSLs, which are MDA providers;

e advice groups that undertuke their own portfolio
manaygement;

o plutforms;

o fumily offices; and

e brokers.

New fechnoloyy solutions are central to the growth in

manuyged accounts.

Emeryiny portfolio munuygement technoloyy on plutforms
und in adviser und investment munuyers’ offices dllows:

o Efficient portfolio munagement of mauny client accounts
ucross muny investment struteyies;

e Control of how investment management decisions dre
implemented;

o Efficient fruding und eyuity umony investors when

rebuluncing und adjusting portfolios;
e Compliunce munuyement; und
o Connectivity between munugers, platforms, custodians
und udvisers.
InvestTech 2017 will be the inaugurdl event held in Sydney
ut Dockside, Cockle Bay Wharf, Sydney on December 5.

MARCH 2018

IMAP ADVISER ROADSHOW
When: Beyginhing Thursduy 1 Murch, 2018
Where: Roudshow venues to be confirmed

The unnhudl IMAP Adviser Roudshow will be held in March
2018 ucross u humber of venues in different stutes. This event
utfracts u wide range of munuged uccount professiondls,
und provides udvisers und dedler groups with the [utest
industry specific information, including regulatory updutes,
cuse studies, frends und developments.

The IMAP Adviser Roudshow dlso provides uttendees
with peer hetworking opportunities in this viorant and fast
growiny industry sector.

IMAP represents und works for the best interests of
udvisers, dedler groups, plutforms, investment munagers,
service providers und dll other participunts in mMunaged
uccounts. In addition, IMAP dlso works in the best interest
of the clients of munuyed uccounts,

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

IMAP hosts leading managed account educational
events, including webinars for dealer principals and
advisers, advice roadshows, practitioner forums and
the Responsible Manager Masterclass. For more
information, go to imap.asn.au
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