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The benefits

of managed accounts

For most financial advisers, the normal
approach for investing client funds over the
past few years has been managed funds, which
are usually accessed through a wrap platform.
But with investment products constantly
evolving, this looks likely to change and there
is growing interest in the newer managed
accounts coming onto the market.

Managed accounts are a continuation of the
evolutionary process in financial services that
started with unit trusts and then moved to
master trusts and wrap platforms as a way for
smaller investors to gain access to a wide range
of professional investment services.

The goal of these products is te provide
the individual investcr with access to the
benefits of portfolio diversification, professional
management and administrative control that
are usually only available to institutional or high
net worth investors.

WHAT IS A MANAGED FUND?
Most advisers are very familiar with managed
funds, where the underlying assets are owned
by the fund and the investor owns units in the
fund. These funds operate with a legal trust
structure interposed between the investor and
the underlying securities.

Managed funds involve pooling the assets of
a large number of investors into a single asset
pool that is then invested on their behalf, with
returns allocated to investors based on the
number of units they hold.

While managed funds have been a very
successful way for smaller investors to invest
in assets and asset classes they would not
otherwise be able to access, they do have some
drawbacks.

Returns tc investors are affected by the
actions of other investors in the fund, so
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While managed funds are the traditional investment tool most advisers
are familiar with, managed accounts are increasingly being promoted as
offering a number of valuable benefits, particularly when it comes to tax

management.

redemptions can cause the fund manager to
sell assets to gain liquidity for payments, thus
triggering a capital gains tax (CGT} liability.

That liability is shared among all investors
holding units in the fund during the tax period,
even those who did not hold units on the day
the assets were sold.

Also, a run of redemptions can force asset
sales at sub-optimal prices, reducing the overall
value of the fund and lowering the unit price
for all investors.

WHAT IS A MANAGED ACCOUNT?
Managed accounts were initially developed by
brokerage firms in the US and claim to have a
number of benefits over traditional managed
funds.

They are usually divided into two types:
individually managed accounts (IMA) and
separately managed accounts (SMA),

The key feature of managed accounts &s a
group is that the underlying investment assets
are held personally by the investor, either
legally or beneficially. These products remove
the pocling step and pass ownership onto the
investor.

This ability to have ownership rest with the
investor is only possible due to technclogical
innovations allowing tracking of ownership
from the underlying assets through the ‘'model’
(or product} layer and onto each individual
investor.

WHAT ARE THE BENEFITS?

Product promaters claim there are a number of
key advantages managed accounts have over
traditional managed funds.

One of the key benefits is portability and tax
management, as the client owns the underlying
assets directly through the nominee company
that holds the securities in beneficial trust. This
allows the securities to be moved in and out
of the managed account on an in-specie basis
so no CGT event occurs. In most cases, fees
for transferring the assets are limited to the
relevant administration charges, with no buy/
sell spread.

Parcels of shares purchased at a particular
time can be identified within a managed
account and these can then be matched to
sell transactions. This can be used to increase
or decrease the CGT liahility in the current
tax period for offset gains or losses on other
investments.

In some accounts it is possible to restrain
the level of active trading to maximise the
entitlement to imputation credits.

Managed accounts usually offer various
investment strategies through model portfolios,
similar to managed funds. The model portfolio
is actively managed by the model manager,
who makes changes to the composition and
weighting of stock holdings.

The provider then sells and buys stocks
from each investor's portfolio to rebalance

EACH WEEK [FA EDUCATION IN ASSOCIATION WITH FINSIA WILL BRING YOU TECHNICAL ARTICLES COVERING A WIDE
RANGE OF TOPICS RELEVANT TO ONGOING PROFESSIONAL DEVELOPMENT FOR ADVISERS.

ALONGWITH THE ARTICLES, IFA ALSO OFFERS READERS THE OPPORTUNITY TO EARN CPD POINTS, WHICH ARE
ACCREDITED AND RECOGNISED BY BOTH THE FPA AND FINSIA, BY ANSWERING A QUIZ ONLINE.
LOG IN AT WWW.IFA.COM.AU/EDUCATION/

DISCLAIMER

Material published in IFA Education is of a general nature only and is not intended to be comprehensive nor does it constitute advice. The material should not be relied upon without
seeking independent financial advice. Any views expressed are those of the author and not IFA. Any reference to products or services does not constitute endorsement
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