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Now that managed accounts
technology is widely availahle
in Australia the big question

is whether their time has

finally come.

ALEX DUNNIN and MICHELLE
BALTAZAR report from the
Financial Standard Managed
Accounts Best Practice Seminar
that attracted 120 delegates and

31 industry expert speakers.
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MANAGED ACCOUNTS

anaged accounts have taken the US by storm,

where in just a few short years they have sky-

rocketed to be worth an estimated A$1.9 tril-
lion with average annual growth of 15 per cent. With
mature and sophisticated managed accounts technol-
ogy now available in Australia, anticipation is grow-
ing that the same may happen down under,

“Since the Financial Planning Association confer-
ence end last year we have been besieged by plan-
ners asking about managed accounts. We might be
on the cusp of a sea change,” says John Aldersley,
executive chairman of managed accounts operator
Direct Portfolio.

The flexibility of managed accounts is however
why others see them as the natural next step for our
market. Arthur Naoumidis, managing director of
Praemium Portfolio Services, says that after retail
trusts grew into master trusts which led to wraps,
managed accounts were the next slep in a market
that "is evolving to [constructively] remove the inef-
ficiencies of trust structures.”

And for other managed account operators, it's
their ability to handle direct equities on a platiorm
that gives them the edge. “Increasingly clients want
equities,” and managed accounts give planners a
way to easily offer them, says Damien Mclntyre,
head of dealer group distribution for Next Financial.

What are managed accounts?

Managed accounts are financial or investment prod-
ucts that enable retail and wholesale investors
access to professional portfolio management and
administration even though they retain full benefi-
cial ownership éﬁ.%m mmn_E.mmmm_ 5ays Aldersley,

But the real mam\m ‘managed ‘accounts offer is that
through the technology solution that underpins them
investors can dig inside their investments to highly
customise their portfelios to suit their personal invest-
ment goals and taxation management needs,

While managed accounts fall under the
Australian Securities and Investments Commission

(ASIC) definition of managed discretionary accounts

Market myth
market

(MDAs), which according to the regulator are
"arrangements that involve a person (an MDA oper-
ator) managing a porlfolio of assets for a retail client
on an individual bsis,” they reaily come in two
main flavors: separately managed accounts (SMAs)
and individually managed accounts (IMAs).

SMAs are managed accounts that are usually
offered by established financial institutions that
blend investment advice, investment manager
search and selection, portfolic management, per-
formance measurement and trade exscution into a
single “product” offering.

IMAs, while similar in style to SMAs, are usually
offered by intermediaries like stockbrokers who use
them to offer access to and advice about direct
investments like equities. IMAs can be technology-
based and so give the investors the ability to
customise their portfolios themselves, or they may be
like an extension of a traditional broking
relationship where the broker executes trades for
the client acting almost like their own private
portfolic manager.

And this is why David Manchee, director with
Leyland Private Capital, believes that, "Some bro-
kers are retraining themselves from being just a bro-
ker to really being a private client fund manager.”

Echoeing this, Richard Nicholas, director at
Providence Investment Partners, says, “An SMA is a
product but an IMA, is a service.”

Regardless of s&.mmrg it's an SMA or an IMA, the
fees are usually an asset based charge against
the portfolio. -

However, wmnmz.mm managed accounts are cus-
tomised and ﬁmmg‘mn,. round dividuals, rather than
pre-packaged like managed funds, focusing on fees
in themselves can miss the point. "If your clients are
making money net of fees then they will keep using
them,"” says Manchee. Naoumidis agrees but says
the comparison should be even more subtle because
managed accounts should cutperform near-equiva-
lent managed funds, after fees of course.

From the top:

> Gareth Jakeman, Godfrey Pembroke.

> Arthur Naoumidis, Praemium Portfolio Services.
> Tohy Potter, Madel Portfolios.

> Nadine Moore, S§&C Technologies.

> Some of the 120 plus delegates and
21 speakers who attended this inaugural event.
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Why use a managed account?

For flexibility and customisation. "There
may be a whole range of reasons why an
investor doesn't want to buy a particular
stock, for ethical or tax reasons, or perhaps
because they actually work for that com-
pany,” says Maurice O’'Shannassy, man-
aging director, Merrill Lynch Investment
Managers.

And O'Shannassy should know,
because in the US they are the number
one SMA market player with 20 per cent
market share, or A$380 billion in assets
under administration. To launch managed
accounts inte Australia, however, they had
to develop a product with local managed
account technology operator Praemium
because US managed accounts are
nowhere near as sophisticated as what
Australian investors would tolerate.

The real advantage for managed
accounts, and SMAs in particular, says
O’Shannassy, is they are simply a much
more flexible and transparent investment
structure with considerably superior
reporting features than traditional man-
aged funds. “SMAs can do everything a
managed fund can do, only more."

So what is it that they really do that is
so special? Just for starters, O'Shannassy
explains, on top of what managed funds
offer they let investors look through the
managed fund structures and step inside
the underlying stock selections to cus-
tomise them to suit their own preferences.
That can mean they might even create
their own totally personalised sector tilts
or fully customised SRI fund.

But it's the taxation and reporting fea-
tures where managed accounts really
come into their own., They enable

investors to minimise CGT when switch-
ing through automatic tax minimisation,
they offer netting of transactions and they
can automatically provide their account-
ant with all the information they would
ever need about the investments to facili-
tate rapid annual tax management.
Because of this upscale serviceability,
O'Shannassy says that, “In the US they are
considered the Mercedes, not the Ford" of
investment solutions. And yet this can be
delivered at a price that is already below
what a managed fund can deliver. Indeed,
in Australia the consensus among managed
accounts operators is to avoid the US elitist
model because the pricing is so competitive
that managed accounts are often much
cheaper than managed funds anyway.
O'Shannassy also explains that SMAs
are routinely achieving fees of just 1.2 per
cent, including investment manager and
platform costs, even before discounting
deals apply. This low pricing added to the
clearly superior flexibility of managed
accounts is also why Naoumidis echoes
O'Shannassy's views. "With managed
accounts you pay less and get more.”

The Australian way is the right way
Managed accounts in the US are such a
powerful market force because the US
does not have a platform market in the
same way we do down under. This mearis ¥
US managed accounts are largely mmamuﬂw.
ing the market that platforms over here
are satisfying. And this is why managed
accounts in Australia are a totally new
breed of platform and are vastly superior
to their US namesakes.

“If you adapt the US model to Australia
you will end with an inferior product to

"

the pay less
get more
solution

Managed Accounts

The pay less get more solution to investment management.
Give your clients an enriched investment experience...

® Professional investment Bm:mmm:,_m? - model portfolios
e Transparency — seeing the underlying shates
‘e Tax efficiency ™ no embedded CGT liabilities

° Lower management fees than unitised maraged funds

Give your practice...

A managed direct equity solution alternative to wrap

A personalised portfolio offering

Consolidated reporting across all investments

Online access 24/7 ~ for you and your client
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reamium

portfolio services
a technolagy solution for the professional adviser

www.praemium.biz







