




















investment philosophy

Fund of funds solution

The solution to this conundrum is the so called “fund of funds”, whereby one trustee (the
“‘manager of the managers”) takes the responsibility for hiring and firing the underlying asset
managers. Thus, if one invests $100 into a fund of funds unit trust (super or non-super), and has
agreed to a 40% Australian equity exposure, the trustee/manager will spread your $40 to (say)
four Australian equity managers for direct investment. If the trustee/manager comes to the view
that one of these underlying managers is likely to under-perform, they can (and do) change this
manager by removing it and substituting a new manager under a competitive wholesale mandate
— without any recourse to unit-holders. This is a far more efficient method of addressing the
under-performance problem.

Fees

The all-up fees for fund of funds investment products are therefore the aggregation of: the
trustee/manager (generally containing a trailing commission paid to the adviser); and the
underlying asset managers, who will be under very competitive wholesale fee mandates.
However, all up, the total MER is often close to an ordinary “retail” MER (management expense
ration) for smaller balances, but can diminish with larger account balances.

Client advantages

The advantage to the client is that they are not reliant upon the individual decision of their
investment adviser to recommend changing any underlying manager, but rather they have an
institutional trustee/manager who will take this initiative on the merits without the administrative
burden of notifying and gaining instructions from thousands of fund unit-holders. Investment
returns from fund of funds are not likely to be way above the relevant index — due to the spread
of managers and institutional risk management. Equally, returns are unlikely to be significantly
below their benchmark.

In our case, we shall give clients credit for all trailing commissions paid to us, to obtain our advice

(ie, at the client’'s motion, and upon tax planning and investment issues) at the rate of $330 p/h.
This credit may be used on an annual basis, but does not carry forward if unused.
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