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Editorial

Managed accounts

structures demonstrate
maturity in face of COVID-19

he level of faith directed by financial

advisers towards managed accounts

structures appears to have been justi-
fied by the durability they have exhibited in the
face of the COVID-19 pandemic.

There seems little doubt that, by and large,
managed accounts structures have proved
durable and effective in so far meeting the
challenges of the COVID-19 pandemic.

As we mention elsewhere in this Money
Management Managed Accounts Guide, the
managed accounts sector finished 2019 in good
shape and so it was axiomatic that it should be
well placed to deal with some the extraordinary
challenges which confronted the whole of the
Australian financial services industry in March
and April, 2020.

Indeed it is probably indicative of the robust
shape of the managed accounts sector that
in the midst of all the COVID-19 uncertainty,
managed accounts services were continuing
to be launched with the most recent being that
of Endorphin Wealth which is indicative of the
manner in which firms have been accessing the
product set.

Endorphin’s managed discretionary
account (MDA) service is the product of a
collaboration between investment consultant

Oreana Portfolio Advisory Services, licensee
Lifespan Financial Planning and platform
provider BT Financial Group.

As Money Management's recent managed
accounts webinar showed, collaboration and
clarity represent key elements of managed
accounts delivery with the sector having grown
and matured significantly over the past decade
to represent a significant portion of total funds
invested by financial planners.

This is made clear by the most recent
IMAP Milliman Census revealing that as at 31
December, 2019, funds under management
(FUM] in managed accounts stood at $79.29
billion, an increase of $7.9 billion on the 30
June 2019 FUM total of $71.383 billion.

What was important about that data was
that it followed on from a doubling in net
inflows into managed accounts in the previous
census period.

The net funds inflow from 30 June, 2019, to
31 December, 2019, was $5.722 billion or 8%
increase on total FUM.

I hope you find this year’s Managed
Accounts Guide informative and useful.

Mike Taylor
Managing Editor
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Managed accounts

Managed accounts proving
resilient amid COVID-19 woes

Mike Taylor writes that managed accounts appear to have lost a number of their
attraction to financial advisers and their clients despite the uncertainties and volatility
generated by the COVID-19 pandemic.

hile the impact of the COVID-19 (IMAP) Milliman Managed Account Funds

pandemic has adversely impacted Under Management (FUM) census showing

many investment products, strong growth right up until the end of 2019
managed accounts appear, thus far, to have and with early indicators that the current

weathered the extraordinary circumstances well. ~ census will show little slowing.

Of course, the managed accounts industry The IMAP/Milliman Census covering the
entered the pandemic in good shape, with the
Institute of Managed Accounts Professionals Continued on page 6
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Managed accounts

Continued from page 5

period to 30 June, last year, showed that net
inflows to managed accounts had doubled

with FUM increasing to $71.383 billion. The 31
December census showed that FUM in managed
accounts had increased to $79.29 billion.

With the census process currently
underway covering the first six months of
2020, IMAP chair, Toby Potter said that the
early indicators were that there had be no
significant slackening in interest in managed
accounts.

“And | suppose in the current
circumstances you need to look at the counter-
factual,” he said. “If you did not have a
managed account, what would you have?”

But that is not to say that financial advisers
should be blind to the impact of COVID-19 on
managed accounts, or their benefits.

A white paper generated by Philo Capital
Advisers director, James Freeman suggests
that one of the advantages of managed
accounts structures in volatile times
such as COVID-19 and, indeed, during the
global financial crisis (GFC) is the speed of
execution.

Freeman said that his research suggested
that if financial advisers and their clients took
the typical three months to activate a strategy,
they could risk losing a significant portion of
their advantage.

Indeed, Freeman suggests that the typical
three-month delay might lead to the loss of up
to 80% of the active excess return.

According to Freeman’s white paper, the
implementation delay generated by commonly

used financial advice processes is “material,
detrimental and avoidable”.
“Our modelling shows the effect to be:
e Material - an average of 50% of excess returns
are lost in the first four-weeks of delay;
e Detrimental - while some delays may,
by chance, result in little/no effect, the
average and vast majority of impacts were
decidedly negative; and
e Avoidable - the most common cause of
delay is the time needed to prepare, send
and return a record of advice (ROA). Itis
common for a portfolio change to take up
to three months before all clients respond
and have their portfolios updated.”
Freeman said that advice firms using
discretionary management structures, such
as managed accounts, implement model
changes in a matter of days, avoiding the costs
quantified in his white paper.
“Prompt implementation preserves
the full value of an active asset allocation
program. However, speed depends on the
advice model being used. Implementing a
model change via the record of advice (ROA]
process can take up to three months or more
to be completed for all clients, at the same
time eroding up to 80% of any active excess
return in that time,” the white paper said.
And while the managed accounts segment
is continuing to weather the COVID-19
challenges, itis doing so in the knowledge
that, for now, the industry is not facing
any immediate regulatory tightening with
the Australian Securities and Investments
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Chart 1: Share of excess return lost to delay
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Commission (ASIC) in late March signalling was aimed at better understanding the sector
that it was suspending work on its managed how it works.
discretionary account (MDA) project. ASIC has not yet outlined its timetable
The regulator was in 2019 undertaking an for resuming its managed accounts
information gathering exercise which it said consultation process.
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How managed accounts can help
you navigate turbulent times

Managed accounts are an effective tool for advisers to efficiently
implement their clients’ investment advice.

heir strength is never more apparent

than in turbulent markets when the

ability to make timely tactical portfolio
changes helps to prevent investors’ long-term
strategies being compromised by irrational
reactions to market conditions. BT's Head of
Managed Accounts, Zac Leman explains

A solution for volatile markets
Managed accounts can be an ideal solution
for advisers when managing clients and their
portfolios through an unprecedented market
fall, like the one we've just experienced. Portfolio
changes and rebalancing can be managed quickly
and efficiently across multiple clients.

In late February 2020, financial markets
were making headlines with their record highs.
But at the same time, the world was on the brink
of a health crisis. Parts of China were already in
lockdown, new cases of COVID-19 were increasing
dramatically, and Australia had only just started to
feel the first ripples of what was about to come.

As the risks increased, some investment
managers began to position their portfolios more
defensively. Within a month, the Australian market
had fallen by over 35 per cent. But by the time
the market reached its bottom, Australia had
already started to flatten the COVID-19 curve. This
presented opportunities for investment managers

to buy back into risk assets and position for growth,

as sentiment improved, and the market recovered
almost half its losses over the next two months.

BT's Head of Managed Accounts, Zac
Leman explains “trying to implement this
scale of change across a large number
of individual or bespoke portfolios can be
problematic and could take weeks for advisers
to execute. During this time, the opportunity
may be lost on both the downside and upside”.

In contrast, managed accounts provide
professional portfolio management based on a
rational and systematic view of the market. This
helps advisers minimise the risk of their clients
making untimely emotional decisions that could
permanently impact their future wealth.

Leman highlights one of the disturbing trends
we often see when markets fall. “Investors often
sell at the worst possible time. They crystallise
their loss and then sit in cash or defensive assets
while the markets rally.”

Managed accounts continue their rise
“Long before COVID-19, the demand for
managed accounts was already steadily
growing,” said Mr Leman.

Typically, advisers have recommended
managed accounts to clients for their
transparency, tax efficiency and portability. Unlike
traditional managed funds, the transparency gives

Continued on page 10
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Strategies

Continued from page 8

clients clear visibility of what they own within their
portfolio and advisers can use this information

to engage, educate and reassure them through
challenging times.

Technology leads the way

Not only can managed accounts help fulfil
compliance and governance obligations, they can
also deliver material practice efficiency benefits.
Although there’s still the upfront work involved in
making a suitable investment recommendation
to a client, it's the implementation of that advice
through a managed account that often yields the
real benefits, including significant time savings
around client reporting and communication.

An adviser must still determine the needs and
objectives of each client and find the appropriate
investment to meet their circumstances. But
once invested into a managed account, ongoing
portfolio management (including asset selection
and allocation), corporate actions and rebalancing is
generally done by the investment manager without
the need for ongoing advice or consent. And provided
the portfolios are managed within the parameters
of the portfolio investment mandate or investment
program, an ROA should not be required.

Leman goes on to describe how BT saw an
80% increase in the use of its digital advice tools
in March as the pandemic hit. “Investors have
24/7 access to their portfolios through the BT

Panorama desktop or mobile app, where they can
see their holdings, transactions, fees and more.
Visits to the mobile app doubled from the beginning
of February to end of March, and of the total
investor logins to BT Panorama, 50% of those were
through the app.”

Building stronger engagement

The broad range of managed account solutions
means advisers can use them for a variety of
clients and to suit their business. No longer
reserved just for high net worth individuals,
providers like BT are partnering with licensees and
advisers to create their own managed accounts
offer. It allows lower balance clients to access
professional portfolio management, where tactical
investment decisions may protect their wealth or
help to capitalise on market moves.

In turn, advisers can better articulate and
demonstrate the value of their advice and develop
deeper relationships with clients. The role of an
adviser as an educator is increasing, and Leman
believes this is why managed accounts will
continue to grow in popularity, especially during
changing and turbulent economic times.

Learn more about how BT can help you find
a portfolio construction or managed account
solution for your business at bt.com.au/
portfolioconstruction.

The article was prepared by BT - Part of Westpac Banking Corporation ABN 33 007 457 14, AFSL and Australian Credit Licence 233714 and
is current as at 26 June 2020.

This article does not take into account your personal objectives, financial situation or needs and so you should consider its appropriate-
ness, having regard to these factors before acting on it. Read the disclosure documents for your selected product or service, including the
Terms and Conditions or Product Disclosure Statement, before deciding.This article provides an overview or summary only and it should
not be considered a comprehensive statement on any matter or relied upon as such. This article may contain material provided by third
parties derived from sources believed to be accurate at its issue date. While such material is published with necessary permission, the
Westpac Group accepts no responsibility for the accuracy or completeness of, nor does it endorse any such third party material. To the
maximum extent permitted by law, we intend by this notice to exclude liability for this third party material.

© BT - Part of Westpac Banking Corporation
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Managed portfolios helping
to meet the growing
consumer demand for
sustainable investments

With over $79 billion in FUM', managed portfolios continue to surge in popularity,
providing mutual benefits to clients and advisers.

esearch by Investment Trends indicates These managed portfolios with an

that adopting managed portfolios can environmental, social, and governance (ESG)

save advisers 13 hours a week? That’s framework allow clients to make investments
a day and a half of extra time to spend getting that either support companies that are making
to know your clients and understanding their a positive contribution in matters of the
goals and needs. environment, society or good governance or

screen out those that are not.
Aligning investments to client values
Increasingly, advisers are finding that clients want ~ ESG investment is no longer a fringe issue

to invest in companies which reflect their own In general, consumers now expect their money
personal values. As such, managed portfolios to be invested responsibly and the common

are being shaped to reflect both the investment misconception that there is no benefit to
objectives and social priorities of investors in performance has been debunked.

Australian and international markets. Continued on page 12
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Continued from page 11

9in 10 Australians feel it’'s important that their
financial institution invests responsibly and
ethically, and 3 in 4 would consider moving
their investments if they found out their fund
was investing in companies not consistent with
their values.®

Guiding clients through

responsible investment options

To meet the objectives of this large cohort of
clients, advisers need to be equipped to guide
them through responsible investment options.
Australians rate being knowledgeable about
responsible investment options the second most
important factor when working with a financial
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(89%) Australians feel it’s
important that their financial
institution invests

responsibly and ethically
across the board.

adviser, behind prioritising maximising investment
returns. In fact, 90% of Australians believe it's
important that their financial adviser invests
responsibly and ethically across the board?.

Beware of greenwashing

The lack of common ESG definitions and
standards has resulted in a wide variation of
sophistication and depths of ESG practices
across investment managers and asset
classes. Unfortunately, this proliferation of
products with immaturity of standards has

also given rise to greenwashing. In investment
management, greenwashing is when a company
makes exaggerated claims about ESG-related

© OO
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Australians would consider

moving

their super or other investments to
another provider if they found out their
current fund was investing in
companies engaged in activities

not consistent with
their values.
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practices, products, impact or performance.
This has proven to be a challenge for investors
seeking truly sustainable funds.

The AMP Research team conducted a review
of investment managers to understand their
true capability in sustainability investing and to
ascertain whether their sustainable philosophy
is embedded in their investment processes.

MyNorth Sustainable Managed Portfolio
The MyNorth Sustainable Managed Portfolio

is designed for investors seeking sustainable
investment. It aims to deliver financial returns while
making a positive sustainable change. An actively
managed portfolio that invests in all asset classes,
the portfolio includes managed funds that integrate
ESG factors into their investment decisions.

The AMP Research team selected
investment managers that aligned to the ESG
principles for the managed portfolio. Fund
selection for the portfolio is guided by three
sustainability principles:

1. transitioning to a low carbon economy

2. avoiding material investments in thermal
coal, tobacco, gambling, pornography and
controversial weapons, and

3. encouraging positive ESG outcomes for the
community.

The MyNorth Sustainable Managed Portfolio

is designed by the Pendal’s Multi Asset team

using the hand-picked investment options

by the AMP Research team. The portfolio

has a balanced profile (70% growth and 30%

defensive)* and offers an efficient way for

you to deliver a sustainable, packaged value

proposition to your clients.

Want to know more?

To find out more about ESG investing and how
you can use the MyNorth Sustainable Managed
Portfolio to help your clients invest based on
their values visit www.amp.com.au/mynorthesg
or contact an AMP business development
manager on 1800 644 644.

1. IMAP Milliman Managed Accounts Account FUM Census Results as at 31 December 2019

2. Investment Trends February 2020 Managed Accounts Report, pg. 12

3. Responsible Investment Association Australia, From Values to Riches 2020: Charting consumer expectations and
demand for responsible investing in Australia, pg. 5, 13 and 14.

4. The portfolio seeks to maintain a higher capital growth and may experience higher variability of returns or loss in any

given year.
IMPORTANT INFORMATION

The information provided in this article is of a general nature only and does not take any particular person’s circum-
stances into account. It is provided by NMMT Limited INMMT] ABN 42 058 835 573 and is for professional adviser use

only. It's important to consider you or your client’s particular circumstances and read the relevant disclosure documents
available at northonline.com.au before deciding what's right for you or your client. NMMT is part of the AMP group and can
be contacted on 1800 667 841 or northl[damp.com.au. If a person decides to acquire or vary a financial product or service,
companies within the AMP group will receive fees and other benefits, which will be a dollar amount or a percentage of
either the premium they pay or the value of their investments. Contact AMP for more details. NMMT issues the interests
in and is the responsible entity for MyNorth Managed Portfolios through which MyNorth Sustainable Managed Portfolio

is offered. All managed portfolios may not be available across all products on the North platform and are not available

directly to retail clients.
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MyNorth Sustainable Managed
Portfolio. A diversified portfolio
focused on your clients’ values.

MyNorth® now offers sustainable investing. Each investment is hand-selected by
experts and combined in a multi-asset managed portfolio that helps your clients
invest based on their values. All of which is why MyNorth is more than a platform.

Learn more and download our sustainable investing guide at AMP \S[/_
NS

amp.com.au/mynorthesg Issued by NMMT Limited. Read the PDS. {

© NMMT Limited ABN 42 058 835 573, AFSL 234653 (NMMT). This advertisement, provided by NMMT, is for adviser use only and must not be
made available to retail clients. It contains general advice only and hasn’t taken any person’s personal circumstances into account. You should
consider the appropriateness of this advice for you or your clients. Visit northonline.com.au to obtain the relevant disclosure documents before
deciding whether to acquire or vary these products for any person. NMMT is part of the AMP group and can be contacted on 1800 667 841 or
north@amp.com.au. If a person decides to acquire or vary a financial product or service, companies within the AMP group will receive fees and
other benefits, which will be a dollar amount or a percentage of either the premium they pay or the value of their investments. Contact AMP for
more details. MyNorth is a registered trademark to of NMMT. NMMT issues the interests in and is the responsible entity for MyNorth Managed
Portfolios through which MyNorth Sustainable Managed Portfolio is offered. All managed portfolios may not be available across all products on
the MyNorth platform and are not available directly to retail clients. The issuer of MyNorth Super and Pension is N.M. Superannuation Pty
Limited ABN 31 008 428 322, AFSL 234654 and the issuer of MyNorth Investment and MyNorth Managed Portfolios is NMMT.
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BT has been committed to innovation for 50 years. From the moment we
opened our doors in Australia in 1969, BT has been a partner to advisory
businesses of all sizes, from start-ups to well established institutions.
We continue to strive for innovation across all our products by listening
to advisers and their clients, adapting to their needs and aiming to
introduce services and tools they can use when and how they want.

Visit bt.com.au/professional

Y
AMPZR

More than a platform, MyNorth offers a full wrap service to help advisers
build their clients” investment, super and retirement portfolios with

e over 440 managed funds,

e managed portfolios,

¢ shares, and

e cash options.

MyNorth has over $34.3 billion in AUM (as at 31 May 2020) and is one
of Australia’s fastest growing super and investment platforms. AMP is
committed to keeping MyNorth competitive and contemporary to help
your clients confidently reach their financial goals.

See the advertisement in this guide for more details in the disclaimer.
amp.com.au/mynorth

33 Alfred Street SYDNEY NSW 2000
T: 1800 667 841
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