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How safe is my Money?

With all the adverse publicity surrounding the global financial crisis, in addition to the fallout from the conduct of several negative gearing promoters (and here a distinct type of weather comes to mind), people may be understandably concerned about what could happen to the money they invest. This bulletin explains where your money goes throughout the investment process  and addresses the important issue of what happens to your money and investments if your Administrator  (for example Macquarie, MLC or Colonial First State), or Fund Manager (Dimensional, Blackrock, Vanguard, MLC, etc ) were to “go under”.

The SWS investment process is designed so that we only choose investments that have multiple mechanisms in place to protect investors.  SWS has and always will ensure client funds are fully protected at all stages of the investment process.
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Client Purchase of Fund Units (Applications)

Your financial adviser sets your asset allocation and completes an application on your behalf. This along with your money, is sent to the Administrator who then executes the trade, instructing the Managed Fund of the accumulated total client purchase orders and transferring your money into the relevant Fund’s bank application account. Once the application is accepted, those funds will be transferred to the cash account of the relevant Fund held by the Custodian. At this point the Custodian is holding the money as cash in the client’s chosen Fund. Both the Custodian and Administrator hold records of the transaction.  No money has passed through the Managed Fund. Note also that the Fund only knows about the total purchases, not any individual client purchase.

Fund Manager Purchase of Securities

Each day the Custodian notifies the Fund of the cash available in the relevant trust account. The Fund’s portfolio managers may then choose to purchase shares or other securities, placing the trade with a broker by phone or electronically. At the end of the day, the Fund sends the records of all trades to the Custodian who reconciles these with the broker. The Custodian records the movement of stock to the Fund and the movement of funds to the broker. The Custodian debits the appropriate portfolio and wires funds to the broker who then sends the stock to the Custodian. At this point we have the Custodian holding all the securities for the various Funds. It has recorded every transaction made. Note again that money never passes through the Funds’ hands.


What mechanisms are in place to protect us against malfeasance?

Administrators and Fund Managers do not have access to your money. 

As the diagram shows, the Administrator and Fund Managers only have records of transactions rather than physically holding your money. Your funds are held with separate entities called Custodians. This separation of roles gives you protection against any malfeasance such as unauthorised trading by employees and officers or fraud. Custodians hold your money in a trust account, and have a legal fiduciary duty towards you. 

All Administrators, Fund Managers and Custodians have strict internal controls, are regularly audited by independent auditors, and are licensed and regulated by the Federal Government.

What happens if your Fund Manager ceases to exist as a business entity? 

The Custodian holds the assets, and in the unlikely event of your fund manager business failing, would continue to do so.  Its role then would be to liaise with both the Australian Securities and Investment Commission (ASIC) as well as whoever was appointed the responsible entity to ensure the best interest of unit holders is served.  

What happens if your Administrator goes bankrupt? 

ASIC would call for a tender and a new Administrator would be appointed. Your Administrator cannot access your funds. 

How else does SWS protect you?

It is important for you to understand how your money is protected, both by the SWS strategic investment process itself, as well as by the administrative and structural mechanisms described previously. 

As part of the investment process we set appropriate asset allocations based on your individual risk profile, with your money being invested in a diverse portfolio of up to several thousand securities. The value of your investments is therefore dependent on capital markets within specifically grounded strategies and parameters, not on any one ‘star’ fund manager.  It follows then, that in order for your Australian share portfolio to lose its total value and be worth nothing,  every single company on the Australian ASX300 share market index would have to be rated a zero value. This has never happened and is extremely improbable. The same applies for your Property, Global share and Cash/Fixed investments. In fact, your investment in a well researched and broadly diverse range of assets provides the best protection against all market volatility.  

As we have seen, investment risk is with the underlying investments and not the liability of the Administrator or Fund Manager. The SWS investment process is designed to protect you as much as possible from investment risk. 

We trust that this gives peace of mind and helps impart a greater understanding of the mechanisms designed to protect your money from fraudulent activity, fund manager or bank/administrator failure, and also illustrates how SWS investment strategies work to protect the value of your investments.  
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