Making Everything Easier!” ustralian E¢

TNAYEL

Learn to:

* Understand the pros and cons of investing
in Australian managed funds

* Find the best types of managed funds
to meet your financial goals

* Implement investment strategies
to maximise your money

* Identify risks and returns

Colin Davidson
Chartered accountant and
financial services professional




tralian Edition

Managed
unds

FOR

DUMMIE’ %

Learn to:

* Understand the pros and cons of investing
in Australian managed funds

» Find the best types of managed funds
to meet your financial goals

* Implement investment strategies
to maximise your money

» Identify risks and returns

Colin Davidson
Chartered accountant and
financial services professional




Managed Funds For
Dummies®

Table of Contents

Introduction

About This Book

Conventions Used in This Book
Foolish Assumptions

How This Book Is Organised

Part I: Coming_to Grips with the Basics of
Managed Funds

Part Il: Doing_the Research for Your Peace of
Mind

Part lll: Choosing, Buying_and Selling
Managed Funds

Part IV: Determining_How Funds Are Labelled
Part V: Following_ Some Sensible Ideas for
Happier Returns

Part VI: The Part of Tens

Glossary

Icons Used in This Book
Where to Go from Here

Part I: Coming_to Grips with the Basics of Managed
Funds




Chapter 1: Getting_Started with Managed Funds

Making_a Start with Managed Funds

Considering_managed funds beyond the
GFC

Discovering_that you're probably using
managed funds already
Including_managed funds in your portfolio

Examining What's Managed in Managed
Funds

Lifting_the lid on fund managers
Finding_out how fund managers earn a
crust

Plunging_into Managed Funds without Taking
a Bath

Managing_your risk and setting_your goals
Picking_managed funds from the myriad
of options

Conquering_the paperwork and working
out the costs

Dealing with and Keeping_Track of Your
Investments

Taking_advice or going_it alone
Tracking_your fund’s performance
Adding some spice to your investing




Knowing_what to look out for and what to
do if it all goes wrong

Chapter 2: Understanding_the Pros and Cons of
Managed Funds

Accessing All Areas: The Everyday Investor’s
Backstage Pass

Opening_up_a world of investing
opportunities

Investing_with the professionals
Making_investing _convenient

Diversifying Your Portfolio

Understanding why diversification can be
an investor’s friend

Getting_exposure without the expense
Discovering_how managed funds diversify

Funds for Every Investor

Finding_the right fund for your money
Making_the most of what you have

Four Reasons Why Managed Funds May Not
Be for You

Losing_control

Watching_out for tax

Hugging_an index might not leave you
feeling_ warm and fuzzy




Lacking_transparency

Stacking_ Up Managed Funds against Other
Investments

Shares
Bricks and mortar
Summarising_the differences

Chapter 3: Examining_the Structures of Managed
Funds

Easing_through the Legalese

Defining_a managed investment scheme
Making_sense of managed fund structures

Superannuation and Managed Funds

Knowing_about employer super funds
Doing_it yourself: Self-managed super
funds

Understanding_industry super funds

Working_Out Your Retirement Options

Learning_about market-linked pension
accounts and annuities

Managing_your income with fixed-income
pensions and annuities

Understanding the Differences between
Various Funds




Retail and wholesale funds
Open-ended and closed-end funds
Unlisted and listed funds

Chapter 4: Identifying Asset Classes and
Investment Styles

Learning_about Asset Class

Highlighting_the importance of class
Making_the right choice

Setting_Out the Types of Asset Class

Being_conservative in cash
Fixing_your interest with fixed interest
Building_your wealth in property funds
Raising_the stakes with shares

How Stylish Is Your Fund Manager?

Passive or active management
Finding_out about growth and value
Hedged or unhedged

Chapter 5: Revealing_the Cost of Investing: Fees
and Commissions

Examining_the Costs of Investing

Understanding what you can expect to

Ray.
Different funds attract different fees




Uncovering Management Costs through the
Indirect Cost Ratio
Managing_Tax in Managed Funds

Existing_tax in managed funds
Paying_tax: Who pays what?

Handling_Upfront Fees

Understanding_upfront fees
Reducing_upfront fees

Paying_Ongoing_Commissions

Understanding why ongoing_commissions
are paid
Avoiding_ongoing_commissions

Considering_Other Fees

Working_out performance fees
Watching_out for exit fees

Part Il: Doing_the Research for Your Peace of Mind

Chapter 6: Assessing_Your Appetite for Risk and
Avoiding_Indigestion

Understanding the Risk-and-Reward Trade-Off

Working_out how much you can afford to
lose




Weighing_up the risks with managed
funds
Allocating_your assets

Discovering What Type of Investor You Are

Taking the test
Interpreting_the results

Understanding Your Investor Type

Leaving_nothing to chance: Defensive
Adopting_a measured approach:
Conservative

Keeping_an even keel: Balanced
Growing_your wealth: Growth
Betting_the farm on red: Aggressive
growth

Matching_the Results to Your Goals

Seeking_advice
Keeping_things simple

Chapter 7: Setting_Your Goals and Making_a Plan

Making_a Plan

Setting_your course to financial freedom
Considering_other factors when setting
goals

Being_flexible as circumstances change




Working_Out What You Want from Your
Investments

Spreading_your assets
Working_out how much incomeis enough

Setting Your Investment Timeframe

Understanding_life’s investing_phases
Sitting_tight for better returns

Deciding When to Invest

Making the most of how
Timing_the market

Chapter 8: Understanding_Research and Ratings
Agencies

Discovering_ How Ratings Agencies Can Help

Learning_who provides the ratings
Understanding_what the agencies do
Getting_hold of research

Understanding_the Ratings

Morningstar ratings
Morningstar recommendations
Standard & Poor’s ratings

Digging_into the Research

Reading_the research reports




Furthering_your research

Chapter 9: Making_Sense of Performance

Understanding That Past Performance Is No
Guide to the Future

Learning_from history
Buying_into past performance

Looking_at the Many Ways to Measure
Performance

Performing relatively
Performing_absolutely
Splitting_performance into income and
growth

Allowing_for tax and expenses

Applying_Performance Results to Investment
Choices

Avoiding_the chase for returns

Warning: Last year’s standout,_this year’s
disaster

Looking_for consistent performance

Timing_the Market

Polishing_your crystal ball
Learning_what history shows about timing
the market




Part Ill: Choosing, Buying_and Selling_ Managed Funds

Chapter 10: Discovering_ Who's Who in the
Managed Funds Zoo

Uncovering_Australia’s Key Players

The biggest and the best: Getting_to
know Australia’s top fund managers
Slicing_through the advertising

The Big_Names versus Boutiques

The pros of big_managers
Boutigue managers may _be better

Choosing_a Fund Manager

Doing_your homework
Seeking_advice

Going_for CLASS When Choosing_a Manager

Clear objectives

Length of time in the industry
A-grade performance
Standout management

Style can impact performance

Getting_to Know the Person Looking_After Your
Money

The rock stars




The gurus
The vampires
Following_the leader who makes money

Chapter 11: Looking_At Your Options: Taking
Advice or Going_It Alone

Examining_the Best Route for You

Looking_at your options
Getting_what you pay for

Dealing_Directly with Your Fund Manager

Dealing_direct can work well
Making_sure you understand the costs

Investing_through a Managed Fund Broker

Finding_out what services are offered
Reducing_your costs
Finding_a fund broker

Using_Financial Planners and Advisers

Making_the decision to seek advice
Working_out what service you need
Finding_a financial planner

Chapter 12: Filling_In the Forms

Getting Your Head around the Product
Disclosure Statement




You shouldn’t need a PhD to read a PDS
The purpose of a PDS

Superannuation PDSs

Too much information! A typical PDS
layout

Discovering_the main parts of a PDS

Who Can and Can’t Invest

Individuals and entities
Investing_for children

Sealing_the Deal

Information you need before you start
Transferring_your money

Knowing What Else to Look Out For
Anti-Money Laundering: How It Affects You

What does it mean for the fund manager?
What does it mean for the investor?

Chapter 13: Buying, Selling_and Monitoring_Your
Investments

Calculating the Price You Pay

Understanding_how units are priced
Learning_how dividends can affect price
Making_sense of management expenses
Taking_a look at price spreads




Buying a Fund

Instructing_your adviser or going_direct
What happens when you buy?

Paperwork you can expect from your fund
manager

Monitoring_Your Investments

Rebalancing_your funds
Reading fund manager updates

Selling_a Fund

How do you sell managed funds?
What happens when you sell?

Part IV: Determining How Funds Are Labelled

Chapter 14: Understanding_Standard Fund Types

Considering_Types of Managed Funds

Ensuring_you know what's in the box
Making_it easier to compare

Looking_at Eight Ways Australian Funds Are
Labelled

Cash funds

Bonds and fixed income
Large-cap equities

Mid- and small-cap equities




Multi-sector equities
Single-sector and single-asset funds

Alternative investments
Fund-of-funds

Following a Well-Travelled Path: International
Equities

Going_overseas? Fasten your seatbelt
Finding_your way around the currency

hedging maze

Weighing_Up _Concentrated Funds

Like your funds neat? High conviction

may be your tipple
Higher risk can pack a punch

Understanding_Index Funds

Taking_the stress out of decision-making
So what’s the catch with index funds?

Chapter 15: Examining_More Ways of Classifying
Managed Investments

Listed Investment Companies

Understanding_Listed Investment

Companies
Valuing_an LIC

Exchange-Traded Funds




Investing_in the next big_thing
From stocks to commodities and
international shares

Typical investing_strategies

Ethical, or Values-Based, Investments

Ethics and investing_can go together
Make money from ethical investments,
really!

Agricultural Investments

Growing_your returns, literally
Understanding_the difference between
tax-advantaged and tax-driven

Chapter 16: Lifting_the Veil on Hedge Funds and
Structured Products

Understanding What’s Meant by Hedging

Hedging: A simple explanation
Finding_a place in your portfolio for hedge
funds

Examining_Types of Hedge Funds

As many types as there are funds
Unravelling_black-box investing
Finding_out about hedge funds in
Australia




Fees to Make Your Eyes Water

Understanding_the 2-and-20 rule
Floating_above high-water marks
Handling the hurdles

Structured Product Investments

Watching_out for the guarantees

Why invest in a structured product?
Fees, more fees and the fees you're not
told about

Chapter 17: Looking_at Administration Services
and Managed Accounts

Understanding_ Administration Services

Uncovering_how administration providers
and financial planners work together
What do administration services do?
Making_sure you need the services

Exploring_ Wraps and Master Trusts

Mastering_master trusts
Wraps with a choice of filling
Using_wraps and master trusts

Understanding Managed Accounts

Different types of managed accounts
Using_managed accounts




Fees and Charges

Part V: Following Some Sensible Ideas for Happier
Returns

Chapter 18: Borrowing_to Invest

Gearing_Up Your Portfolio

Understanding what gearing_means
Finding_a loan to suit you

Multiplying_Your Returns

Working_out how much you can borrow:
LVRs and loan limits

Increasing_your returns with tax
deductions

Managing_Your Risk

Looking_out for the downside
Understanding_margin calls

Finding_Funds That Gear for You

Examining_geared funds

Advantages of using_geared share funds
Disadvantages of using_geared funds
Working_out when to use a geared share
fund




Chapter 19: Investigating_Other Investment
Strategies

Benefits of a Regular Savings Plan

Setting_up_a reqular savings plan
Benefiting through dollar-cost averaging

Examining_the Difference between Savings
Plans and Dollar-Cost Averaging

An example of a regular savings plan
Planning_your strategy

Compounding Your Investment Growth

Reinvesting_your distributions
Figuring_out the effect of compounding

Chapter 20: Understanding What Can Go Wrong
and What to Do If It Does

Policing_the Fund Managers

Industry watchdogs and organisations
Australian Securities and Investments
Commission

Identifying the Crooks and Conmen

Making_sure you don’t get conned
Too good to be true: No such thing_ as a
guaranteed return




Finding_Out Where to Complain

Knowing_your rights
Figuring_out compensation and claims

Frozen Funds

Finding out why funds may be frozen
Getting_out of a frozen fund

Part VI: The Part of Tens

Chapter 21: Ten Tips for Managed Fund Investing

Saving for Retirement

Lessons from History

Being_Patient Is a Virtue

Mixing_It Up with Asset Allocation
Doing_Your Research

Looking_for Income? Distribution History Is
Key

Choosing Fund Managers That Perform
Managing Risk, Not Avoiding_It
Adding_Fuel to the Fire: Dollar-Cost Averaging
Managing_Your Funds

Chapter 22: Ten Traps and Pitfalls: What the
Managers Don’t Tell You

Not Knowing_What You're Buying
Not Figuring_Out the Costs

Not Appreciating_Inflation
Believing_in Guaranteed Returns




Not Watching Out for Tax
Listening_to Economists
Believing_the Marketing Hype
Not Following the Money

Funds Growing_Too Big, Too Fast
Following_the Crowd

Glossary



Managed Funds For
Dummies®

by Colin Davidson
(%)

WILEY

Wiley Publishineg Ausstralia Pry Lid
Managed Funds For Dummies®

Published by

Wiley Publishing Australia Pty Ltd
42 McDougall Street

Milton, Qld 4064

www.dummies.com

Copyright © 2011 Wiley Publishing Australia Pty Ltd
The moral rights of the author have been asserted.

National Library of Australia Cataloguing-in-Publication
data:

Author: Davidson, Colin.
Title: Managed Funds For Dummies / Colin Davidson.
Edition: Australian ed.

ISBN: 978 1 74216 942 2 (pbk.)


http://www.dummies.com/

Subjects: Investments — Australia.
Pension trusts — Australia — Management.

Dewey Number: 332.6780994

All rights reserved. No part of this book, including interior
design, cover design and icons, may be reproduced or
transmitted in any form, by any means (electronic,
photocopying, recording or otherwise) without the prior
written permission of the Publisher. Requests to the
Publisher for permission should be addressed to the
Contracts & Licensing section of John Wiley & Sons
Australia, Ltd, 42 McDougall Street, Milton, Qld 4064, or
email auspermissions@wiley. com.

Cover image: © David Koscheck, 2010, Used under
licence from Shutterstock.com

Typeset by diacriTech, Chennai, India
Printed in China by
Printplus Limited

10987654321

Limit of Liability/Disclaimer of Warranty: THE PUBLISHER
AND THE AUTHOR MAKE NO REPRESENTATIONS OR
WARRANTIES WITH RESPECT TO THE ACCURACY OR
COMPLETENESS OF THE CONTENTS OF THIS WORK AND
SPECIFICALLY DISCLAIM ALL WARRANTIES, INCLUDING
WITHOUT LIMITATION, WARRANTIES OF FITNESS FOR A
PARTICULAR PURPOSE. NO WARRANTY MAY BE CREATED



http://www.shutterstock.com/

OR EXTENDED BY SALES OR PROMOTIONAL MATERIALS.
THE ADVICE AND STRATEGIES CONTAINED HEREIN MAY
NOT BE SUITABLE FOR EVERY SITUATION. THIS WORK IS
SOLD WITH THE UNDERSTANDING THAT THE PUBLISHER
IS NOT ENGAGED IN RENDERING LEGAL, ACCOUNTING,
OR OTHER PROFESSIONAL SERVICES. IF PROFESSIONAL
ASSISTANCE IS REQUIRED, THE SERVICES OF A
COMPETENT PROFESSIONAL PERSON SHOULD BE
SOUGHT. NEITHER THE PUBLISHER NOR THE AUTHOR
SHALL BE LIABLE FOR DAMAGES ARISING HEREFROM.
THE FACT THAT AN ORGANISATION OR WEBSITE IS
REFERRED TO IN THIS WORK AS A CITATION AND/OR A
POTENTIAL SOURCE OF FURTHER INFORMATION DOES
NOT MEAN THAT THE AUTHOR OR THE PUBLISHER
ENDORSES THE INFORMATION THE ORGANISATION OR
WEBSITE MAY PROVIDE OR RECOMMENDATIONS IT MAY
MAKE. FURTHER, READERS SHOULD BE AWARE THAT
INTERNET WEBSITES LISTED IN THIS WORK MAY HAVE
CHANGED OR DISAPPEARED BETWEEN WHEN THIS
WORK WAS WRITTEN AND WHEN IT IS READ.

Trademarks: Wiley, the Wiley logo, For Dummies, the
Dummies Man logo, A Reference for the Rest of Us!, The
Dummies Way, Making Everything Easier, dummies.com
and related trade dress are trademarks or registered
trademarks of John Wiley & Sons, Inc. and/or its affiliates
in the United States and other countries, and may not be
used without written permission. All other trademarks are
the property of their respective owners. Wiley Publishing
Australia Pty Ltd is not associated with any product or
vendor mentioned in this book.



About the Author

Colin Davidson has worked in financial services for more
than 20 years, both in Australia and overseas, in London
and Asia. A qualified chartered accountant, Colin worked
in Hong Kong as a stockbroker selling equities to global
and regional fund managers. In Australia, he has
managed a major bank’s online stockbroking business
and Australia’s largest direct managed funds broker.
Currently working at one of Australia’s largest full-service
retail stockbrokers, Colin is RG146 accredited and a
Responsible Executive managing the broker’s financial
planning business. He co-wrote the 2005 and 2006
editions of Australia’s Top 100 Managed Funds.

Dedication

To the family, Louise, James, Ella, Alex, Claudia and
Blossom, and to those gone but not forgotten, Jean and
Marguerite, go well.

Author’s
Acknowledgements

Something | hadn’t appreciated when writing this book
was how much of a collaborative effort the whole process
would be. Thanks to Bronwyn Duhigg who, before she left
John Wiley, originally approached me to write the book
and guided me through the commissioning process.
Thanks to Rebecca Crisp for the subsequent direction and



always kind words of encouragement, and to Hannah
Bennett, the publishing equivalent of a footy coach,
expertly guiding from the sidelines. Thanks to Kerry
Davies, project editor extraordinaire, for the ever-wise
suggestions, who somehow magically pulled everything
together. Thanks also to Zoé Wykes in the United States
for the fresh perspective with the final edits, and to Glenn
Lumsden for the great cartoons!

Thanks also to Angus Robertson, financial adviser at Bell
Potter Securities, for the technical review of the book.
With many years’ experience advising clients on
superannuation and managed funds, Angus brings a
tremendous amount of experience to the book. Thanks
finally to Louise, who read chapters, offered advice and
was given a good excuse to regularly lock me away in the
study until I'd met my deadlines. I'm sure the family
enjoyed the peace.

Publisher’s Acknowledgements

We're proud of this book; please send us your comments
through our online registration form located at
http://dummies.custhelp.com.

Some of the people who helped bring this book to market
include the following:

Acquisitions, Editorial and Media Development
Project Editor: Kerry Davies
Acquisitions Editors: Bronwyn Duhigg, Rebecca Crisp

Technical Reviewer: Angus Robertson


http://dummies.custhelp.com/

Editorial Manager: Hannah Bennett
Production

Graphics: Wiley Art Studio
Cartoons: Glenn Lumsden
Proofreader: Catherine Spedding
Indexer: Michael Ramsden

The author and publisher would like to thank the following
copyright holders, organisations and individuals for their
permission to reproduce copyright material in this book:

* Page 49: © Industry Super Network

* Page 70: © Standard & Poor’s ‘Index Versus Active
Funds Scorecard: Australia Year-End 2009'.
wwWw.spiva.standardandpoors.com.au

* Pages 131 and 132: © Morningstar Australasia
* Page 150: © BT Financial Group

* Page 155: © Responsible Investment Association
Australasia (RIAA)

Every effort has been made to trace the ownership of
copyright material. Information that will enable the
publisher to rectify any error or omission in subsequent
editions will be welcome. In such cases, please contact


http://www.spiva.standardandpoors.com.au/

the Permissions Section of John Wiley & Sons Australia,
Ltd.



Introduction

When | started writing this book at the beginning of 2010,
global stock markets were emerging from one of the
worst periods since the 1929 Wall Street Crash in the
United States. Investors’ portfolios had been decimated
by the global financial crisis (GFC) of 2007 and 2008. The
performance of many fund managers had fallen off a cliff
and the funds management industry had gone through a
shakeout. The crisis highlighted the fund managers who
deserved their fees and exposed the mediocre — those
who had been carried along by the 2003 to 2007 bull
market.

As a result of the crisis, investors who stayed in managed
funds fled to safety and switched their investments into
cash, earning a pittance from the lowest interest rates
Australia had seen in years. Investors lost confidence in
the markets and especially in the fund managers who
were supposed to be growing their money. As markets
recovered, investors returned slowly, not so much to
managed funds but to owning shares directly and looking
after their own money.

So, all-in-all, a great time to start writing a book about
managed funds!

Although the GFC should make everyone more cautious,
it shouldn’t stop people investing. In fact, the GFC has
highlighted the need for professional fund managers. In
Managed Funds For Dummies, | look at how fund
managers provide consistency of method and a
disciplined approach to managing money.



