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Managed accounts are unique and increasingly popular investment 
vehicles providing the benefits of professional portfolio management 
in direct shares, in a low cost environment with a range of available 

advice models available to retail and wholesale clients.

Popular managed account alternatives include separately managed accounts, 
managed discretionary accounts and individually managed accounts. 

Managed accounts are not new – they are an evolution in money management in 
Australia – retail unit trusts, master trust, wrap and now managed accounts. They have 
been used in the US for many years and were adopted early on by Brokers who had 
a discretionary and/or non-discretionary advisory relationship with their clients.

Technology has progressed the offering to the point where they are now allowing 
access to retail clients. 

In Australia, the first managed account was created in 1994, and they are experiencing 
significant growth, particularly in the last four years.

Managed accounts are increasing in popularity due to the benefits they provide to 
clients, advisers and dealer groups.

It is still difficult to know the level of investment in managed accounts in Australia, 
although The Institute of managed account providers (‘iMap”) is commencing a 
research and rating project with the aim of gathering this type of data.

iMap is the leading representative body in Australia for participants in the managed 
sccounts sector of the financial services industry.

It was created in September 2006 and formalised in June 2007 by a small group of 
members passionate about managed accounts. iMap’s vision is that managed accounts 
will be more broadly utilised by investors in Australia.
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Separately Managed accountS
An SMA is a managed account where the professional investment 
manager manages a model investment portfolio and implements 
the same investment decisions across all accounts without taking 
into consideration the investors’ personal circumstances. There 
are some models which provide for inclusions and exclusions. 

From a legal perspective, most SMAs are provided in a registered 
managed investment scheme structure and the product issuer 
must hold a responsible entity licence authorising the operation 
of the scheme.

Where the product issuer provides advice, they will also require 
an advice authorisation. Chapter 5C and Chapter 7 of the 
Corporations Act 2001 are applicable to this regime.

IndIvIdually Managed accountS
An IMA is a managed account where the professional investment 
manager manages investment portfolios and implements different 
investment decisions across the accounts based on the personal 
circumstances of each investor.

IMAs are highly tailored to the client needs.

A Chapter 7 licence authorising provision of specific advice 
is required.

Managed dIScretIonary accountS
Managed discretionary accounts are a form of IMA which provides 
the manager with discretion over a client’s portfolio without the 
manager providing specific advice for every transaction.

The clients’ needs and objectives must be reviewed at least every 
13 months.

A Chapter 7 licence authorising operation of an MDA and the 
provision of specific advice is required.

MaIn characterIStIcS of a Managed account
● Managed accounts are a professionally managed portfolio of 

investments. 

● Managed accounts are discretionary. 

● A client retains direct (“beneficial” or “legal”) ownership of 
the underlying investments. 

● Managed accounts are not unitised. 

● Investments are normally made in direct shares, however 
some managed account providers are including managed 
funds in their offerings.

● Managed accounts are not unitised however some now 
hold unitised investments as underlying assets.

Managed accounts exclude guided portfolio management – there 
must be elements of professional management of the investment 
portfolio and manager discretion over actions taken. Guided 
portfolio management includes:

● Traditional stockbroking relationships.

● Newsletters.

● Model portfolio without implementation.

BenefItS of Managed accountS
● Beneficial ownership of the underlying assets at the  

client level.

● Transparency of portfolios with internet access  
available daily.

● Tax efficiency – each parcel of stock is specific to the  
client portfolio.

● Portability of portfolio without triggering a CGT event.

● Low cost solution for the retail and wholesale client.

● Product/service designs can cater for different risk profiles 
and diversification strategie.s

SuperannuatIon
Superannuation is the mechanism implemented by the 
government to ensure that individuals can self fund their 
retirement. With an aging population, and declining birth rate, 
there is an ever increasing burden on the government for 
funding. An effective superannuation strategy will ensure 
minimum reliance on government funding or other family 
assets, so superannuation is growing in importance for those 
otherwise disinterested in the investment world. In Australia 
superannuation is available in the following forms:

● Self managed super funds

● Public offer super funds

● Industry funds

● Small APRA funds

Managed accountS In the Super arena
Super funds mostly take the form of unitised managed investment 
schemes. The superannuation legislation applies a taxable entity 
status to each super fund. By comparison, the beneficial 
ownership status of managed accounts ensures that the tax 
treatment applicable to each underlying client is passed directly 
through to that client specifically. 

In a unitised trust environment, tax treatment is pooled and 
shared across unitholders prorata to their holding. This means 
that every unit holder will have the same tax treatment applied, 
whether they joined the fund on day one or day 740. Capital 
gains and losses are allocated to unitholders at the time of 
distribution rather than when they were actually incurred.

Due to the legal, structural and taxation differences, nanaged 
accounts are of benefit when used in the self managed super 
fund environment only. Having said that, some providers are 
working with public offer funds to tackle the issues inherent in 
that arena, and iMap hopes to see a managed account alternative 
in the public offer space in the next year.
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Self Managed Super fundS
The balance of this paper focuses on the use of managed accounts 
in self managed super funds. First, some statistics:

● 52 per cent of SMSFs invest in direct Shares compared to 
18 per cent in residential property.

● There are $300 billion of assets invested in 368,000 SMSFs 
in Australia with an average balance of $815,000 (APRA 
Sept 2007).

● This represents 25 per cent of total superannuation assets, 
and an estimated 700,000 SMSF accounts.

● Investors generally commence SMSFs because they want 
more control over their investments and want to lower 
their costs. A balance of $150,000 generally justifies the 
commencement of a SMSF, so for families with multiple 
accounts, it may be worth considering.

● Despite their best intentions, many investors who create 
SMSFs don’t use them effectively. In particular SMSFs are 
not well diversified in terms of their investment strategies.

  Again, some statistics:

– Average 12 assets (you need at least 20 investments to 
benefit from diversification).

– 65 per cent of all share investors hold shares in seven or 
less stocks.

– Large cash holdings – average SMSF holds 22 per cent 
in cash instruments (versus 5 per cent in commercial 
funds) – this strategy has probably served the investors 
well in recent market conditions.

– Large numbers of unmanaged direct share holdings – 
around 52 per cent of all investments held by SMSFs are 
direct share holdings.

– Results in increased volatility and poor investment 
performance – less than a third of SMSFs performed 
better than S&P/ASX300.

Key features of self managed super funds

● Investor directed

● Limited advice sought by investors

● Large cash holdings

● Small numbers of unmanaged direct share holdings

● Reluctance to use managed funds

● Inability to gear

● Lack of tax management

● High transaction costs

● Lack of integrated investment, administration and reporting 
platform

● Typically SMSFs are used for their transparency, investor 
control and tax effective management of investments

● SMSF users tend to be well educated in markets and many 
are self directed investors seeking low cost administrative 
solutions

Managed accounts – are they the logical solution?

● The managed account combines the key benefits of 
managed funds and direct share ownership and are ideally 
suited to the SMSF environment within or outside of an 
advice regime.

● Many SMSF investors are reluctant to use managed funds 
due to the lack of transparency, control, functionality and 
tax efficiency.

● The use of managed accounts by SMSFs becoming more 
apparent – Praemium – circa 70 per cent of its funds are 
sourced from SMSFs. 

● Substantial opportunity for SMSF professionals to capture 
these unmanaged direct shareholdings and provide clients 
with a much better experience and returns. 

caSe Study
Self Managed Super Fund Pty Limited is the trustee for the Self 
Family Super Fund. The fund was created because the family 
had multiple accounts as follows:

 Fund 1 Fund 2 Fund 3 Other Total

 Adam  155,000    155,000

 Carol 15,000     15,000

 Bob 55,000     55,000

 David   20,000 4,000 24,000

 Total      $249,000

The Self family has combined all their accounts into one 
consolidated SMSF. The fund costs $2,500 to administer 
per annum, representing 1 per cent of the fund. Investment 
costs are as follows:

 SMA MDA IMA

Funds management fee 0.50% 0.50% 1.50%

Administration fee 0.30% — —

Advice fee (only where  
an advisor is attached  
to the product/service) 0.60% 1.00% 0.50%

Execution fee 0.30% 0.50% —

Custody fee 0.05% — —

Total 1.75% 2.00% 2.00%

Note: these are estimates only based on Retail Client fees.
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InveStMent returnS
On a very simple calculation, assuming an (after fees) investment 
return of 15 per cent per annum, the year one result is:

 $249,000 * 15% = $37,350
 Less administration costs = $2500
 Closing value = $283,850

The issues for the family to consider include:

● Who is experienced, capable enough and has the capacity 
to make the investment decisions

● Equitable allocation of investment returns

● Differing risk profiles

● Change to family status (marriage, divorce, new children)

● Insurance requirements and other features

● How the performance differs relative to the market and to 
other professionally managed funds

puBlIc offer fundS
The use of managed accounts by public offer super funds is 
limited to date. However, many managers are looking at creating 
a consolidated mandate approach.

The issue for public offer funds is that most funds issue mandates 
to a range of investment managers. The investment managers 
receive cash and in turn invest the cash into the underlying 
securities and funds. So a fund with 10 mandates will have at least 
10 administration costs (more if the underlying investment is in 
managed funds), many similar asset holdings and no ability to 
consolidate for trading and investment purposes. 

The opportunities offered by a registered managed investment 
scheme SMA could provide considerable tax efficiencies to the 
fund, allowing for netting of trades, consolidated administration 
and reduced compliance and reporting costs.

The fact that super legislation currently requires that public offer 
funds are taxable entities means that the beneficial ownership 
concepts prevalent in managed accounts are not available to the 
underlying members of the fund. The tax outcomes are split 

across all members, regardless of their time in the fund, rather 
than beneficially to those members whose transacting triggered 
the trading activity.

For example, in a unitised fund, day one unit price is $1.00. At 
year end, the unit price is $1.15, and a distribution of net capital 
gain is made at $0.05. Every unitholder in the Fund will have a 
taxable gain. In a separately managed account, where one 
member joins on day one and another joins on day 20, each 
participating in a model portfolio holding BHP, member one 
was a buyer of BHP on day one at $40, and member two was a 
buyer on day 20 at $38. Each member’s tax treatment applies to 
them only – the CGT history attaches to the individual client.  
If on day 60 BHP was sold for $39, those two clients would have 
entirely different tax results. In a unitised fund, the outcome 
would be distributed across the members through the unit price 
and distribution activity, resulting in a nil net gain in this 
particular case. Had the shares been sold on day 60 for $42 
instead, the result in a unitised fund is a net capital gain of $6 
distributable to all clients.

The use of beneficial ownership structures in a public offer super 
fund environment would have the following benefits:

● Education of the clients – the members would have daily 
access to the underlying assets and experience market 
education by being actively involved in reviewing 
transparent portfolios.

● Net trading would allow for a smaller number of on market 
executions thereby reducing costs – if one manager is a net 
buyer of BHP and another is a net seller, the buys and sells 
are crossed internally to the extent possible, and on market 
transactions secure the balance of the activity.

● Gearing could become more widespread for high growth 
portfolios.

● Investment, administration, compliance and reporting costs 
are significantly reduced.

● The ability of funds to move markets is removed because  
a significant amount of the trading is done within the same 
legal entity.


