


Foreword by Jo Moxey

BT is proud to be partnering with Investment Trends and the SMSF
Association to bring you the 2018 SMSF Insights Research Paper on

Diversification in SMSFs.
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We share in the belief that a well-diversified portfolio together with the
freedom of investment choice is critical to the success of your clients’
SMSFs. As such we are committed to helping advisers with BT’s market
leading technology and tools to help achieve well-diversified SMSF portfolios
for your clients.

BT Panorama’s SMSF solution is designed to be simple to use and drive
greater efficiency in managing SMSFs. Its comprehensive investment
offering helps provide more value to your clients and your business while
its collaboration tools help you work more closely with your clients and
their Accountants and fund administrators.

Partnering with Investment Trends and the SMSF Association to bring

you the 2018 SMSF Insights Research Paper reflects our commitment to
supporting you and your clients. We know that you are the trusted partner
in the wealth journey of your clients and we believe our guiding mission to
help Australians ‘prepare for their best financial future, forever’ complements
your value proposition.

We sincerely look forward to working together.

Jo Moxey
Head of Distribution
BT Financial Group



Foreword by John Maroney

The SMSF Association has always been an ardent supporter of SMSFs
having well-diversified investment portfolios and has often acknowledged
this is an area where many SMSFs could improve their standing.

The benefits of a well-diversified portfolio are numerous and well
understood but front of mind for trustees should be the benefits
of mitigating volatility and short-term downside investment risks
and the long-run benefits of higher overall returns.

In addition to these benefits, it is widely understood by SMSF trustees
and their advisers that legally diversification must be addressed under
their investment strategy. This gives extra weight to the importance of
considering diversification for SMSFs while balancing it with the freedom
of choice and flexibility that is inherent to SMSFs.

This research strengthens the case that SMSF trustees and their
advisers understand the importance of a well-diversified portfolio and

is instructive in telling the story that achieving this important goal can
be more difficult than first thought. The SMSF Association expects that
the degree of diversification will improve as SMSF trustees increasingly
become aware of their ability to gain exposure to different markets

and asset classes through exchange traded funds and managed funds.
In addition, as advisers find ways to educate their clients and bridge
the gap between knowledge and taking action, we expect to continue
to see SMSF portfolio diversification evolve.

John Maroney
CEO
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Methodology

The SMSF Insights Research Paper on Diversification in SMSFs
details the results of a short quantitative online survey of financial
planners conducted between February and March 2018.

Total responses after data cleaning and validation:
n=163 financial planners, including RG146 compliant
accountants and principals/business owners who
personally provide advice to clients with an SMSF
(referred throughout this report as ‘SMSF planners’).
The maximum sampling error (centre of the range) at
the 95% confidence interval for this sample is +/-7.6%.

The breakdown of the total 163 respondents

is as follows:
— SMSF generalists (1 to 20 SMSF clients) 110
— SMSF specialists (20+ SMSF clients) 53

Note that analysis of smaller subgroups will have a higher
sampling error. Not all respondents were required to
answer all questions. Some questions, therefore, have

a small sample size for some segments.

Where relevant, we have drawn insights from a wealth
of syndicated Investment Trends research, including
research of SMSF trustees.

Unless otherwise stated, all statistics, data and graphs
within this report are sourced from the Investment
Trends and BT Financial Group, 2018 SMSF Insights
Research Paper.



Executive Summary

SMSF trustees and the SMSF planners that support them recognise the benefits
of diversification, but many SMSF portfolios do not remain sufficiently diversified.

Still, SMSF planners overwhelmingly regard diversification
as a top priority when selecting investments for their
SMSF clients, and many see it as a differentiator in

their value proposition.

The majority of planners, however, find it challenging
to create diversified SMSF portfolios.

Many SMSF planners recognise that even a portfolio
containing 30 stocks may not provide sufficient
diversification, and there is strong consensus that
managed funds can help form the building blocks
of a diversified portfolio.

Product manufacturers and service providers can assist
SMSF planners alleviate barriers to greater diversification.
Client-facing collateral and access to diversified portfolios
are the key enablers.



Introduction

Choosing what investments to include in a portfolio

is seldom an easy task. This endeavour bears even
greater significance for Australians with an SMSF, since
SMSF trustees are making decisions that may ultimately
determine the size of their retirement nest egg and

their income in retirement.

For the most part, SMSF trustees recognise the
benefits of a well-diversified portfolio (83% agree that
it is important to be diversified across a range of asset
classes’). But while knowing not to put all your eggs
in a single basket is one thing, putting that knowledge
into action is a separate matter altogether.

Individual direct shares have traditionally been a
mainstay of SMSF portfolios, with the average trustee
holding 18 stocks, on average, comprising 36% of

their SMSF balance?. But over the last five years, the
allocations to managed funds and exchange-traded
funds (ETFs) have gradually increased as more SMSFs
recognise the benefits of attaining broad-based exposure
to equities and other asset classes and markets.

Despite the reduced allocation to individual direct shares,
SMSF portfolios remain highly concentrated. In fact,
55% of trustees say over half of their SMSF monies are
invested in one investment type®, potentially exposing
these investors to unnecessary levels of concentration
risk (see chart).

Proportion of SMSF trustees who say
over half of their portfolio is invested in
one investment type

2016 2017

All other investments
Alternative investments
M Structured products
B Commercial/business property
W Residential property
B REITs
W Hybrid securities
B Cash and cash products
M Direct shares (outside of managed funds & ETFs)

1, 2 & 3 Source: Investment Trends April 2017 SMSF Investor Report
Graph source: Investment Trends April 2017 SMSF Investor Report



Section one

Diversification, a top priority when
selecting investments for SMSFs

Financial planners overwhelmingly regard diversification as a
top priority when selecting investments for their SMSF clients.

Financial planners continue to play a key role in
servicing the SMSF market. Like SMSF trustees
themselves, planners recognise the importance of
constructing well-diversified portfolios. Across the
industry, 69% of planners currently advise SMSFs in
some way, shape or form, with a fifth servicing more
than 20 SMSF clients each (a cohort described as
‘SMSF specialists’) and another half advising between
1 to 20 SMSF clients (or ‘SMSF generalists’).

Decades of research has consistently identified the
importance of diversification in portfolio construction,
and it is evident that financial planners strive to
construct investment portfolios that meet their SMSF
clients’ needs and recognise portfolio concentration risk.
Among planners who advise SMSFs, over three quarters
say diversification is their top priority when selecting
investments for their SMSF clients (see chart). Planners,
both SMSF specialists and generalists alike, rank
diversification ahead of factors such as capital growth,
capital preservation, liquidity and product cost when
selecting investments. This reflects the important role
diversification plays in reducing concentration risk and
generating returns for SMSFs.

In the next 12 months, what will be your top priorities when selecting investments for your SMSF clients?

(Multiple responses permitted) Among SMSF planners.

Diversification

Capital growth

Capital preservation
Liquidity

Lower cost products
Financial strength of provider
High income

Investments are tax effective
Outcome oriented investments
Security (low risk)
Geared/leveraged products

Other
0 10 20

B SMSF generalists (1 to 20 SMSF clients) [n=108]
B SMSF specialists (more than 20 SMSF clients) [n=52]
B All SMSF planners [n=160]
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Not only do planners recognise the importance
of a well-diversified SMSF portfolio, many see it
as a differentiator in their value proposition.

When asked to list the most important investment-related
benefits they provide SMSF clients, planners most often
say they provide assistance with asset allocation
decisions (73% cite this), constructing diversified
portfolios (67%) and technical knowledge (67 %).

Compared to SMSF generalists, specialists are relatively
more likely to say they provide their SMSF clients with
peace of mind during volatile markets, and assistance
with actively managing and monitoring their SMSF
clients’ portfolios.

What do you see as the most important benefits you provide to your SMSF clients in relation to their investments?
(Multiple responses permitted) Among SMSF planners.

Asset allocation

Helping them diversify their portfolio

Technical knowledge

Explaining investment concepts

Provide clients with peace of mind in volatile markets
Saving them time managing inv’s themselves
Actively monitoring their portfolios

Portfolio admin and reporting

Choosing quality fund managers

Reducing volatility in their portfolios

Providing access to a wider range of products
Actively managing their portfolios

Using optimal legal/tax structures

Managing the risk of a market downturn

Low cost solutions

Stock picking

Other

0 10 20 30 40 50 60 70 80

M SMSF generalists [n=110] B SMSF specialists [n=53] M All SMSF planners [n=163]



The majority of SMSF planners agree that managed funds
form the building blocks of a diversified portfolio.

For SMSF planners, there is strong consensus of what

a well-diversified portfolio looks like when presented with
a range of options. Close to nine in ten (89%) consider a
portfolio of managed funds, direct shares and property
to be diversified, while 87% believe investments across
four or more asset classes is ideal.

In addition, two in three SMSF planners (64%) recognise
that even a portfolio of 30 individual stocks may not
provide sufficient diversification. Many do, however, see
the addition of international direct shares as a tool for
diversifying a portfolio. Right now, currency risk and a
lack of knowledge about international markets are two
major hurdles contributing to a strong home bias among
SMSF trustees (and retail investors for that matter).

The benefit of fully franked dividends and refundable
franking credlits is also an influential factor in many
SMSFs favouring Australian equities, particularly those
in the retirement phase.

While managed funds and ETFs can both equally provide
access to a broad range of assets, under half of SMSF
planners (47%) think that an ETF-only portfolio is
sufficiently diversified. Conversely, three in four believe a
portfolio invested entirely in managed funds meets their
diversification needs. This perceived gap may soon
recede as the adoption of ETFs among planners
continues to rise, and the range of asset classes and
strategies available through ETFs continues to broaden.

How well diversified would you say are each of the following portfolios?

Among SMSF planners [n=141].

Shares from 30 different companies only
Shares from 20 different companies only
Australian and international direct shares

Australian direct shares only

Investments in managed funds, shares, and property

Investments in managed funds and shares

Investments in managed funds only 15%

Investments in ETFs, shares, and property

Investments in ETFs and shares 16%

Investments in ETFs only  [Ftek)

Investments across four (or more) asset classes

Investments in a range of sectors (resources, financials, etc.) 16%

27% 54%

9% 29

25% 274

60% 23% 1%

7% 8%
46% 34% 4%

39% 44% 9%

37% 50% 13%

39% 42% 3%

B Very well diversified B Sufficiently diversified B Not sufficiently diversified B Not diversified at all
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At the moment, only one in five SMSF planners consider
all their SMSF client portfolios to be well-diversified.

Across their entire SMSF client base, planners believe
approximately three quarters of their SMSF clients hold
well-diversified portfolios (73%, on average). In other
words, SMSF planners see opportunities to help the
remaining 27 % of their SMSF clients better diversify
their investments.

SMSF generalists believe a smaller proportion of their
SMSF client base hold well-diversified portfolios than
SMSF specialists do (72%, on average, versus 77%).

Roughly what proportion of your SMSF clients would you consider as well diversified?

Among SMSF planners.

Average: 72% 73%
110 2,
0,
100 2% 6
12% 8%
90 ° 9
6% e
80 £ ——
70
60
50
40
30
20
10
0
SMSF generalists SMSF specialists All SMSF planners [n=159]
(1 to 20 SMSF clients) [n=107] (More than 20 SMSF clients) [n=52]

M None of my SMSF clients are well diversified, 0%
W 11t024%
M 25% to 49%
50% to 74%
B 75% t0 99%
W All of my SMSF clients are well diversified, 100%
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Section two

The challenges in creating a well-diversified portfolio

The majority of planners find it challenging

to create diversified SMSF portfolios.

Almost all planners (97 %) agree it is important for

their SMSF clients to be well-diversified across different
investment types. The vast majority, however, do not
believe their SMSF client portfolios are better diversified
than their non-SMSF clients.

This stems from the majority (62%) finding it more
difficult to diversify SMSF client portfolios compared to
non-SMSF portfolios. The role that property, especially
business real property, plays in many SMSF portfolios
can make it more difficult for advisers to construct
diversified portfolios for many SMSF clients. Compared
to specialists, SMSF generalists are more likely to find
this a challenge.

Given that four in five SMSF planners (82%) believe it

is easy to diversify portfolios using the current products
and tools on offer, it appears the key perceived barriers
to greater diversification in SMSF portfolios are not
product-related in nature, which we will explore next.

Do you agree or disagree with each of the following statements?

It is important for SMSF clients to be well
diversified across different investment types

It is easy to diversify client portfolios with the
current set of investments and tools available

It is easier to diversify client portfolios if all of
their portfolio is invested through a platform

It is easier to diversify SMSF clients’
portfolios than non-SMSF clients’ portfolios

22%

My SMSF clients are better diversified
than my non-SMSF clients

3% 21% 76%

8% 10% 54% 28%

11% [ 18% 6%

40% 6% 27% 6%

6% 19% 6%

B Strongly disagree M Somewhat disagree M | don’t know M Somewhat agree B Strongly agree
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Section three

The expectation of service and product providers

Product manufacturers and service providers can assist SMSF
planners alleviate barriers to greater diversification. Client-facing
collateral and access to diversified portfolios are the key enablers.

Close to nine in ten SMSF planners (89%) believe
that product manufacturers and service providers can
help them achieve their desired level of diversification
in SMSF portfolios.

SMSF planners say that providers can assist most
effectively by equipping them with client-facing collateral
— illustrative tools that assist them in explaining the
benefits of diversification, and risks of inadequate
diversification, to their clients. In addition, many also seek
examples of well-diversified portfolios and greater access
to these portfolios (either through model portfolios or
managed accounts). The rising adoption of managed
accounts among planners further highlights their growing

priority to provide clients access to diversified,
transparent and professionally managed solutions.

Actionable solutions are the key to addressing
this important issue for SMSF trustees.

The vast majority of SMSF trustees understand the
importance of a well-diversified investment portfolio,
but they can struggle to convert this knowledge into
an investment reality. SMSF planners and the service
providers that support them can play a decisive role in
addressing this problem by delivering products and
services that help convert this knowledge into
actionable solutions.

How can product providers help you achieve your desired level of diversification in SMSF client portfolios?

(Multiple responses permitted) Among SMSF planners.

Tools to help me illustrate benefits of diversification

Tools to help me illustrate risks of inadequate diversification
Give examples of well diversified portfolios

Access to diversified model portfolios or managed accounts
Brochures/flyers to illustrate benefits of diversification

Wider range of products available on platform

Access to diversified (or multi-asset) managed funds

Wider range of products available on my APL
Videos/webinars to illustrate benefits of diversification
Brochures/flyers to illustrate risks of inadequate diversification
Videos/webinars to illustrate risks of inadequate diversification
Other

N/A, no additional help needed

0

10

20 30 40 50

B SMSF generalists [n=97] M SMSF specialists [n=43] M All SMSF planners [n=140]
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More information

BT can help manage your client’s SMSF.

The BT SMSF solution offers a smarter way to manage
your clients” SMSFs more efficiently.

S:41 AM

Investments

BT Panorama Investments is a comprehensive
investment offer for your SMSF clients. Offering
efficiency, simplicity, choice and flexibility. Plus a range

of smart SMSF tools to help you keep your clients’ $935,024.00
SMSFs on track. g T

For more information '

To discuss this report, your business or client needs,
contact our SMSF team on 1300 784 207 or
email support@panorama.com.au

fyps il investment class
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Important Information

The information in this Research Paper does not take into account the investment objectives, financial situation and particular needs of
investors. It is intended for advisors and professional investors only (Recipients). It must not be made available to any retail client and any
information in it must to be communicated to any retail client or attributed to Investment Trends Pty Limited ABN 14 107 485 656 or BT
Portfolio Services Limited ABN 73 095 055 208. Before making any investment an investor should consider whether such an investment is
appropriate to their particular investment objectives, financial situation and particular needs and consult a professional advisor. This Research
Paper is not, and nothing in it should be construed as an offer, invitation or recommendation in respect of securities, or an offer, invitation or
recommendation to sell, or a solicitation to buy, securities in any jurisdiction. A recipient must not act on the basis of any matter contained in
the Research Paper but must make their own assessment. Neither this document not anything in it shall form the basis of any contract or
commitment.

Role of Investment Trends

This research paper has been prepared and is issued by Investment Trends Pty Ltd ABN 14 107 485 656 (Investment Trends) and is current
as at 5 April 2018. The Research Paper has been prepared for BT Portfolio Services Limited ABN 73 095 055 208 for the purpose of analysing
diversification in SMSF. This Research Paper does not purport to contain all of the information that may be required to evaluate all of the
factors that would be relevant to a Recipient in relation to diversification in SMSFs (Services), including but not limited to the Recipient’s
objectives, financial situation or needs. Each Recipient should make, and will be taken to have made, its own investigation and analysis of the
information in this Research Paper and other matters that may be relevant to it in considering whether to proceed with the Services and an
independent assessment of the merits of pursuing the Services. Certain information in this document may have been derived from third
parties. Neither Investment Trends, nor its directors, employees, contractors or related parties makes any representation that any information
however derived is accurate, reliable or complete. It has not been independently audited or verified.

About Investment Trends

Investment Trends is a specialist financial services market research organisation providing business insights and decision support information
to many of the world’s leading financial services organisations. Investment Trends combine analytical rigour and strategic thinking with the
most advanced market research and statistical techniques to help clients gain competitive advantage. As a company they aim to improve the
lives of millions of investors by making the whole financial services industry better. Their research coverage spans eight countries across
Australia, Asia, Europe and the US. Our clients include industry regulators, leading local and global banks, investment platforms, leverage
trading providers, fund managers, superannuation and pension funds, product issuers and manufacturers and financial planning software
providers.

Role of BT

BTPS commissioned this research paper. The information provided in this document is given in good faith and has been derived from sources
believed to be accurate at its publication date but it has not been independently verified. It should not be considered a statement of fact nor
as a comprehensive statement on any matter nor relied upon as such. No company in the Westpac Group nor any of their related entities,
employees, or directors gives any warranty of reliability or accuracy or accepts any responsibility arising in any other way including by reason
of negligence for errors or omissions. This disclaimer is subject to any requirement of the law.

BT Portfolio Services Ltd ABN 73 095 055 208 AFSL 233715 (BTPS) operates Panorama Investments. Westpac Financial Services Ltd ABN
20000241 127 AFSL 233716 (WFSL) is the responsible entity and issuer of interests in BT Managed Portfolios. Westpac Banking Corporation
ABN 33 007 457 141 AFSL and Australian credit licence 233714 (Westpac) is the issuer of the BT Cash Management Account (BT CMA).
Together, these products are referred to as the Panorama products. A Product Disclosure Statement or other disclosure document (PDS) for
the Panorama products can be obtained by contacting BT on 1300 784 207 or by visiting www.btpanorama.com.au You should obtain and
consider the relevant PDS before deciding whether to acquire, continue to hold or dispose of interests in the Panorama products. In addition,
BTPS is the provider of the Panorama SMSF Establishment Service and the Panorama SMSF Administration Service. The Guide and Terms
and Conditions for these services are available by contacting BTPS. BTPS and WFSL are subsidiaries of Westpac. Apart from any interest
investors may have in Westpac term deposits, Westpac securities or the BT CMA acquired through the Panorama products, an investment
in, or acquired using, the Panorama products is not an investment in, deposit with or any other liability of Westpac or any other company in
the Westpac Group. These investments are subject to investment risk, including possible delays in repayment of withdrawal proceeds and
loss of income and principal invested. Westpac and its related entities do not stand behind or otherwise guarantee the capital value or
investment performance of any investments in, or acquired through, the Panorama products.

© 2018 BT Financial Group BT17734-0318ab



