X\ FMA

FINANCIAL MARKETS AUTHORITY
TE MANA TATAI HOKOHOKO

—uNds -

‘or

everyo

ne

Your guide to choosing, buying and monitoring
managed funds and exchange traded funds (ETFs).
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If you're just getting started with investing, the first step is to
identify your investment goals, timeline, strategy and investor
type, including the level of risk you're willing to take.

Managed funds are a popular choice for investors who don't
want to spend a lot of time managing their investments.

They allow you to outsource parts — or all — of your portfolio to
a suitably qualified expert who pools individual investments
into a larger investment fund and manages that money.

You can select a fund that matches the level of risk you're
comfortable with, or invests in the type of assets you're
interested in.

If this sounds appealing, our guide will help you get started.
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SECTION 1:

What is a

managed fund?

A managed fund is an investment that is
managed by a professional fund manager.

HOW DOES IT WORK?

Your money is pooled with other
investors’ money, and everyone owns
part of the total fund.

The fund will have rules for how the
money can be spread across different
types of investments. It’s the fund
manager’s job to choose those
investments.

Each managed fund has a strategy.
This determines the assets the fund
invests in, the level of risk to
investors, expected returns and the
costs of managing it.

KiwiSaver funds are |

managed funds

KiwiSaver funds are a

form of managed fund,
but with a slightly different
set of rules designed to
help New Zealanders save
money for retirement

or a first home.

FUNDS FOR EVERYONE



WHAT KIND OF RETURNS
CAN YOU EXPECT?

Returns will depend on how the fund
is composed and the performance of
the assets that make up the fund. You
may receive capital returns —
expressed as a change in dollar value
over time or revenue returns - made
up of interest and dividends, and
usually reinvested.

If the fund contains a high proportion
of growth assets (like shares or
property), the performance may be
more volatile (go up and down) but
returns are likely to be higher in the
long term.

If the fund contains a high proportion
of income assets (like bonds or cash),
the performance is likely to be more
stable but returns will be lower

over the long term. Your capital may
not be guaranteed since the price of
bonds can go down.

You can see the average
returns for managed funds at
the Smart Investor website.

WILL YOU INVEST IN INCOME OR GROWTH ASSETS?

Income assets Growth assets

(less risky, lower long-term gains) (riskier; higher long-term gains)
Bonds Shares

Cash Property

Other - for example alternative
investments, commodities etc.

Want to find out what ratio of growth to income assets might be right for
you? Use Sorted’s Investor Kickstarter to find out.
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https://smartinvestor.sorted.org.nz/kiwisaver-and-managed-funds/
https://sorted.org.nz/tools/investor-kickstarter

WHY DO FEES MATTER?

Fund managers charge fees for

menaging vour fund Before you $10,000 invested over 15 years

invest, it's important to consider the

management fee, administrative costs
and any other expenses you'll incur. 0.65% fee 6% return: $21,853.35

How fees impact your return

These costs will impact how much
money you make, especially in the

| 1.25% fee 6% return: $20,059.06
ong term.

Lower costs mean more of your
money stays invested, and the
power of compounding returns
means these savings will contribute
significantly to your long-term
returns.
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SECTION 2:

What type of
fund is right for you?

MANAGED FUNDS

Some managed funds invest in a
single asset (like shares). But most
managed funds invest in varying
proportions of different asset types
like shares, property, bonds or cash.
A multi-asset managed fund like this
is typically a good choice for
someone who, beyond the basics of
choosing and monitoring their
investment, doesn’t want to be

too involved.

Your expected returns will depend
on the performance of the fund’s

assets, minus costs like management
fees and other fees.

Managed funds are more likely to be
actively managed (seeking a market-
beating return), but some managed
funds are passively managed.

You can select a fund to match the
level of investment risk you're
comfortable with. The following
table shows how Smart Investor
defines the different fund types:

You can select a fund to match the level
of investment risk you're comfortable with.
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Generally
suitable if you

DEFENSIVE
FUND

Don’t want your
balance to ever
go down
(although there
are no
guarantees),
even though
that means it
almost certainly
won't grow as
much, over the
long term, as
riskier funds

CONSERVATIVE
FUND

Are willing to
take on some
ups and downs
in value, and are
seeking average
long-term
returns a bit
higherthanina
defensive fund
but probably not
as high asin
riskier funds

BALANCED
FUND

Are middle of
the road,
comfortable
with seeing the
value of your
investments
sometimes fall a
little and seek
mid-range
long-term
returns

GROWTH
FUND

Are looking for
fairly high
growth over the
long term, and
won’t want to
switchto a
lower-risk fund
whenever you
see your balance
fall quite a lot

AGGRESSIVE
FUND

Are looking for
strong long-
term growth,
knowing you will
stick with your
fund even when
your balance
falls fast

Expecttospend Inthe next After 4-5 years After 6-8 years After 9-12 years After 13 years
your money 3 years

Invest for at least  2-3 years 4-5 years 6-8 years 9-12 years 13 years plus
Chance of a 1yearin 13 1yearin 10 1yearin6 1yearin5 1yearin4
negative return

Percentage held 0%-9.9% 10-34.9% in 35-62.9% in 63-89.9% in 90-100% in

in growth assets

growth assets

growth assets

growth assets

growth assets
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EXCHANGE TRADED FUNDS

Exchange traded funds (ETFs) are a
type of managed fund. They share
many of the characteristics of
managed funds, but differ in the
following ways:

1. They are listed on a regulated
market (you can buy into an ETF
in the same way you would buy
shares)

2. They usually track a market index
and are known as a passive
investment (providing a market
return). This is a simpler fund
management strategy, so fees on
ETFs are usually cheaper.

3. They tend to be single-asset
funds (for example, shares,
property (Real Estate Investment
Trusts or fixed income). Investing
in them requires a bit more
knowledge and dedication —
you'll need to make sure your
overall investment portfolio is
sufficiently diversified across
asset types, regions and sectors
to match your investor profile.

It is possible to use a few
single-asset funds as building
blocks to construct a portfolio
aligned to your risk appetite —
known as ‘asset allocation’.

Both managed funds and ETFs
belong to a category called Managed
Investment Schemes. Other types

of managed investments differ
significantly so they're not covered

in this guide.
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https://sorted.org.nz/tools/investor-kickstarter

WHAT DO SINGLE-ASSET
ETFS INVEST IN?

« Shares in the New Zealand stock
market or global stock markets

+ Property including residential,
industrial, retail and commercial
real estate

- Fixed income investments like
bonds

« Specific sectors like healthcare or
robotics

« Themes such as green energy

You can use the advanced search
feature on Smart Investor to find
a list of single-asset funds.

WHY IS DIVERSIFICATION
IMPORTANT?

Having a mix of different asset classes
(such as shares, property, bonds or
cash) smooths out the ups and
downs of investing and reduces the
risk of losing money. Your
investments should not be closely
correlated, for example in the same
industry or sensitive to exchange rate
or interest rate movements.

Having a mix of different asset classes (such as
shares, property, bonds or cash) smooths out the
ups and downs of investing and reduces the risk

of losing money.

Want your investments I

to align with your
personal values?

Ethical or socially responsible
funds invest according to
specific values. These could
be religious, environmentally

focused, or something else.
For example, a fund might
invest in businesses with a
focus on sustainability, like
green energy — and not
invest in businesses that
conflict with those values.
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https://sorted.org.nz/tools/investor-kickstarter

WHAT'S THE DIFFERENCE BETWEEN A MANAGED FUND AND AN ETF?

Composition

MANAGED FUNDS

More likely to be multi-asset

ETFS

More likely to be single asset

Fees

Likely to be higher

Likely to be lower

Liquidity

Less liquid (while many managed funds
offer daily redemption, the fund manager
may require notice to sell and there might
be a minimum holding period)

More liquid (most can be bought and sold
whenever the stock exchange is open)

Management style

More likely to be active (but a lot of
managed funds are passive)

Likely to be passive (tracking an index)

Investor effort

Less effort required because it’s easier to
pick a fund that matches your own
risk profile

More effort required as you'll need to think
about which assets and sectors to invest in

FUNDS FOR EVERYONE
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SECTION 3:

-ow to invest in a
mMmanaged fund or ETF

CHOOSING A MANAGED
FUND ORETF

Find out about the fund before
you buy

To find out exactly what's in a fund
and how it's performing, you need to
review the following documents:

Product disclosure statement
(PDS)

This document explains how a
product works. It should provide you
with:

» Anunderstanding of the fund's
likely risks and returns

+ Alist of any fees and charges
that might be taken out of
your investment

- Details of the investments the
fund makes

« Information about the fund
manager and key staff who make
investment decisions (particularly
important for actively managed
funds)

The FMA website has a guide

explaining how to read a product
disclosure statement.

Fund updates

Fund updates are published
quarterly, and must include:

« The fund’s returns over different
time periods, compared to a
relevant benchmark

- The fees the fund has charged

« The fund’s actual investments
compared to its intended
investments

« The fund’s top 10 investments
- Details of the key staff

FUNDS FOR EVERYONE
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http://www.fma.govt.nz/assets/Brochure/150408-Consumer-Guide-PDS-2.pdf
http://www.fma.govt.nz/assets/Brochure/150408-Consumer-Guide-PDS-2.pdf

Annual report

The fund manager must produce an
annual report within six months of

the end of a financial year. Read the
fund'’s annual report to learn about:

+ Changes to the fund’s key people,
strategy or other important things
like a change of benchmark

« How the fund'’s investments have
performed against its goals

« If the fund’s auditor has any
concerns

Managed funds and ETFs are
regulated investments. The Financial
Markets Authority licenses New
Zealand fund managers and their
supervisors, and monitors their
compliance with the minimum
standards required by law. This
includes meeting minimum
standards of investor disclosure, such
as producing the documents listed
here.

Investor tip

Smart Investor provides

a summary of the key
information from all these
documents and other
important documents.
You can also easily
compare funds’ asset mix,
fees or returns.

$orted

Smart Investor
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https://smartinvestor.sorted.org.nz/kiwisaver-and-managed-funds/

Some online platforms enable you to invest at
a much lower cost. This helps you get started

with just a few dollars.

INVESTINGINA
MANAGED FUND ORETF

Investing in a managed fund or ETF is
easy. Visit the Smart Investor website
to view and compare managed funds
and ETFs available in New Zealand.
You can then contact the companies
directly for more information. You
can also buy managed funds and
ETFs through a number of online
platforms.

How much money do you need
to invest?

You can invest in many managed
funds for less than $500. And once
you've invested you can add much
smaller regular payments. This helps
you grow your investment over time
and averages out the purchase price
paid, as you're buying at times when
prices are high and low, and not
timing the market.

Some online platforms enable you
to invest at a much lower cost. This
helps you get started with just a
few dollars.

KEEP REVIEWING
YOUR FUND AFTER
YOU'VE INVESTED

Schedule time to monitor your fund'’s
performance - at least annually but
preferably more regularly.

Check your personal statements
from the fund provider, as well as the
quarterly fund updates and annual
reports, to monitor the performance
of your investment.

Once you've invested in a fund,
you can request the following
information from the provider
at any time:

+ An estimate of your balance
+ The amount of fees you've paid

- Full financial statements for
the fund

+ Any audit reports

« The most recent product
disclosure statement

- The fund’s Statement of
Investment Policy and Objectives
(SIPO), which sets out how the
fund is managed

SELLING YOUR
MANAGED FUND
ORETF INVESTMENT

To get your money out of a
managed fund, you must notify the
fund manager you would like to sell
all or part of your investment. Some
fund managers allow same-day
sales, while others have less
frequent options. The fund manager
is responsible for ensuring there is
enough money available to pay you
when they receive your request.

To get your money out of an ETF,
you must sell your shares on an
exchange (the same way you buy
them). This relies on there being a
buyer when you want to sell.

New Zealand operates an effective
and well-regulated stock exchange,
but there is always a small risk you
may not be able to sell at the price
you would like.

Some funds pay out regular
distributions to investors — while
others may let you set up a regular
withdrawal.
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CHECKLIST FOR INVESTING
IN A MANAGED FUND ORETF

Identify your investment goals, timeline, strategy and the level of
risk you're willing to take for potential returns

Consider seeking expert financial advice

Decide if you want a broad range of investments (which a
managed fund is more likely to provide) or narrow spread of
investments (which an ETF is more likely to offer)

Select which managed funds or ETFs meet your criteria
Carefully review each fund’s product disclosure statement, annual

report and quarterly update. Be sure to answer these questions
before deciding to invest:

L L) L

What are the fund’s likely risks and returns?

If it's a managed fund, what does the manager say about
how they manage those risks?

Have there been changes to the fund - its strategy or (for a
managed fund) key people?

What fees and charges might be taken out of your
investment? For a managed fund, what fees has the fund
charged in the year to date?

How have the fund’s investments performed against its goals,
relative to its benchmark? For how long? (At least three years
and ideally 10 or more)

What investments does the fund make?
Is it a single or multi-asset fund?
How is the fund being managed?

Does the fund’s auditor have any concerns?
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Understanding
the jargon

Active management/
seeking alpha

A strategy that uses tactics such as
selecting and trading specific
investments or actively hedging,
aiming to get investors the best
returns by beating a particular
benchmark or index. This added
return is known as ‘alpha’. This
management style typically costs
more than passive management.

Passive management

A strategy that aims to automatically
purchase and sell investments to
mirror the holdings of an index,
sector, or theme (such as robotics).
This results in market returns,
measured by ‘beta’. This typically
costs less than active management.

Index funds

An index fund is one that buys and
holds shares in the index it is
tracking. ‘Index funds’ and ‘passive
funds’ are terms that are sometimes

used interchangeably, though strictly

speaking it is possible to develop a
passive fund that doesn’t track
an index.

Tracking error

This term is associated with any fund
that tracks an index (whether
passively or actively). It's an
indication of how closely that fund
has followed the index it is
benchmarked against. Active funds
will typically have a higher tracking
error.

Liquidity

A measure of how easily an asset can
be converted into cash (but not
necessarily for the price it was
purchased for). The more liquid an
asset, the more quickly it can be sold,
which reduces the chance of the
price moving against you.

FUNDS FOR EVERYONE
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Need more
information?

If you're just starting out, it might be helpful to talk with
like-minded people or to more experienced investors.

+ Attend an investor seminar or - For personalised advice that takes
workshop run by an advisory into account your broader financial
or funds management firm or situation, you should speak to a
investing service financial adviser. See the getting

financial advice pages on the FMA

- Join the New Zealand Shareholders

Association, which provides website.
information and education for - Visit these websites:
direct investors. www.fma.govt.nz and

smartinvestor.sorted.org.nz
and sorted.org.nz

fra.govt.nz
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