Australian investors now have easier access to international shares
Self-managed superannuation fund (‘SMSF’) investors are increasingly aware of the benefits associated with portfolio diversification
and are looking to allocate a greater portion of their portfolios to international equities.
Although Australian shares have historically been high yielding and benefit from franking credits, the downsides of an excessive home
bias (too much of a portfolio concentrated in Australian shares) are well documented.
The Investment Trends SMSF Report 2014 highlighted that the number of SMSF investors intending to invest in international equities
had almost doubled in 12 months.
To date, the limited allocation to international equities by SMSF investors can largely be attributed to the complexities and
administrative challenges in accessing overseas equity markets.
The chart below demonstrates the average asset allocation within SMSFs:

Source: ATO Self-managed super fund statistical report – September 2014.1

Given this backdrop, investors have welcomed the launch of the Magellan Global Equities Fund (ASX: MGE), the market’s first
Exchange-Quoted Managed Fund or ‘EQMF’.
It is, in short, a relatively new structure through which SMSF and retail investors can get easy access to global equities. In only its
first three weeks of trading, the Magellan Global Equities Fund attracted more than 1,700 investors and more than doubled in size.
Only 19 months later, the Fund has more than 12,000 investors.
The argument for asset allocation offshore
There is growing evidence that SMSF trustees remain overly reliant on Australian listed equities and cash. Australian Taxation Office
data for the June 2016 quarter shows Australian equities and cash made up more than 55% ($356 billion) of the $622 billion of SMSF
funds under management.2
A low weighting towards international securities reduces diversification and limits exposure to attractive investment opportunities.
The Australian share market makes up only three per cent3 of world equity markets and is heavily weighted towards banks, the
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resources sector and Telstra which collectively represents over 55%4 of the value of the Australian share market. As a result, investing
solely in Australian companies greatly limits exposure to key global investment themes and significant growth opportunities.
By broadening the mix of growth assets to include international shares, SMSF trustees avail themselves to:





A significantly broader opportunity set, with over 2,400 stocks across 46 different countries 5
Exposure to major global industries like healthcare and technology that are largely under-represented in Australia
Exposure to major global companies such as Apple, Microsoft, Nestle and Visa
Diversification through exposure to different economic cycles and currencies.

Accessing global equities on the ASX
Until recently, investors looking for international equities exposure via the ASX had a choice of listed investment companies (‘LICs’),
exchange-traded funds (‘ETFs’) and unlisted managed funds through the ASX mFund settlement service.


LICs

LICs have been around in some form since 1868. While they are actively managed and can be traded by investors on the ASX,
as a company structure they are closed-ended which means that their inability to continuously raise or redeem capital can result
in pricing and liquidity issues from some LICs. They can frequently trade at a significant premium or discount to the net asset
value.


ETFs

The global exchange-traded product market has been growing at an average rate of 21.5 per cent per annum over the past 10
years6. There is now more than US$3.4 trillion in ETF assets and it is the fastest-growing segment of the global funds
management market. Surprisingly, less than one per cent of these assets are actively managed, as portfolio disclosure
requirements continue to be the key obstacle to active managers developing ETF-like products.
ETFs generally have a trust structure, are open-ended and tend to trade with minimal variance to the net asset value due to
their ability to continuously raise and redeem capital. They are passively managed and index-linked, reducing flexibility around
choice of portfolio holdings.


mFund

The mFund settlement service is a relatively new platform, having been launched by ASX in 2014. It provides access to unlisted
managed funds through CHESS. It eliminates much of the paperwork involved in investing in unlisted funds, but investors do not
enjoy the benefits of live pricing and cannot actively trade units in the underlying funds.
Exchange-quoted managed funds (‘EQMFs’)
Solving these issues for investors was central to the development of the Magellan Global Equities Fund, an exchange-quoted managed
fund (‘EQMF’). The fund combines the actively managed features of unlisted funds and LICs with the open-ended, highly liquid
characteristics of ETFs.
The fund was developed with the aim of providing investors with a unique and simple way to gain exposure to Magellan's highquality, low-volatility actively managed global equities strategy. The fund is an ASX-quoted version of Magellan's successful unlisted
Magellan Global Fund (‘MGF’) but investors enjoy the benefits of live pricing while not being subjected to the administrative burden
associated with investing in unlisted funds.
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Important Information: Units in the fund(s) referred to herein are issued by Magellan Asset Management Limited (ABN 31 120 593 946, AFS Licence No 304 301). Past
performance is not necessarily indicative of future results and no person guarantees the future performance of the fund(s), the amount or timing of any return from the fund(s),
or that the investment objectives of the fund(s) will be achieved. This material has been provided for general information purposes and must not be construed as investment
advice. It does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors should consider obtaining professional
investment advice tailored to their specific circumstances and should read the relevant Product Disclosure Statement (PDS) applicable to the fund(s) prior to making any
investment decisions. The PDS for the fund(s) is available at www.magellangroup.com.au or can be obtained by calling 02 9235 4888. Any trademarks, logos, and service
marks contained herein may be the registered and unregistered trademarks of their respective owners. Nothing contained herein should be construed as granting by implication,
or otherwise, any licence or right to use any trademark displayed without the written permission of the owner. No part of this material may be reproduced or disclosed, in
whole or in part, without the prior written consent of Magellan Asset Management Limited.

