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1.
STATISTICAL POSITION
1.1
DATA AS OF DECEMBER 31, 2005 AND 2004
	
	
	December 31, 2005
	December 31, 2004

	No.
	Type of Funds
	Number of Funds
	Net Assets under Management  (in US$)
	Number of Funds
	Net Assets under Management  (in US$)

	1
	Equity funds
	Nav
(not available)
	279,024
	Nav
	251,843

	2
	Bond  Funds
	Nav
	59,460
	Nav
	55,122

	3
	Balanced Funds
	Nav
	Nav
	Nav
	Nav

	4
	Money Market  Funds
	Nav
	124,661
	Nav
	126,231

	5
	Other (property, overseas assets etc)
	Nav
	254,295
	Nav
	201,875

	
	Grand Total
	Nav
	717,440
	Nav
	635,073


      Note:   US$:local currency exchange rate on Dec. 31, 2005:   1.33
        US$:local currency exchange rate on Dec. 31, 2004:   1.31
1 Total number of Asset Management / Investment Management companies managing mutual funds:  
Approximately 200 asset management / investment management companies offer product in Australia
2 Total assets under management: 

As a percentage of the total stock market capitalization:  

Approximately 25% of the Australian Stock Exchange is owned by investment managers. 
As at December 2005:

Mutual fund asset ($955,313m) and ASX Market Capitalisation @ Dec 05 ($1,109,596m)
Approximately 25% of Managed Funds are held in Australian equities.  
As a percentage of bank deposits:  
Mutual fund asset ($955,313m) / Bank Deposits ($6,878,000m) November 2005 = 14 percent
[http://www.rba.gov.au/Statistics/Bulletin/B02hist.xls]
2.
DATA RELATING TO INVESTORS IN MUTUAL FUNDS/UNIT TRUSTS

2.1 Are any data available relating to the number of investors in the mutual fund industry ?
 
There are approx. 10 million people who contribute to pension funds in Australia (Source: ABS). There were 26.7 million superannuation accounts open as at 30 Sept 2004 (APRA). Some 2 million (approx) Australians invest in non-pension mutual funds.
2.2 If yes, please provide the data for the last two years and the source of this data.

Number of Unit holders (pensions)     Date
 26.7 million Accounts              Dec. 31, 2004

27.1 million Accounts              Sept. 31, 2005
(Source: APRA)            
2.3 Are there data available separately for retail investors and institutional investors?
No
2.4 If yes, please provide data separately for retail and institutional investors for the last two years.
Nav
2.5 Does the Association play any role in promoting retail investment in the mutual fund industry?  If so, please give details. 
Yes, from an educational perspective see hyperlink for the educational work we have undertaken and are continuing to undertake to build consumer confidence. [http://www.ifsa.com.au/edu.htm]
3.
INTERNATIONAL INVESTMENT FUNDS
3.1 Are funds of other countries/areas sold in the country/area? Yes, however there are restrictions.  Some countries have been granted concessions by the Australian Regulators if they regulatory regime is proven to be robust.

International equity assets are mostly managed by foreign investment managers; however, they generally offer their products via domestically regulated product shells.
3.2 Are your funds allowed to invest abroad?  
Yes, with approximately 20 percent invested in Global Funds.        
3.3 If yes, please indicate number of funds, countries where allowed to invest, and value of sales for the year ending December 2004.  Any developments in this area could be highlighted. 
Approximately 23 percent of funds are invested off-shore. Funds may invest in any country (where the local regulations allow this).  

The New International Tax Arrangements Act abolished Foreign Investment Funds (FIF) tax for pension funds in June 2004. The 98/3 and 98/4 provisions were changed to allow funds managers to attract offshore funds, the capital gains from which will not attract a withholding tax. [Note: the threshold was lifted from 5% to 10%.]
4.
LEGAL AND REGULATORY SITUATION
4.1
Any important developments in this area in the last two years may be highlighted.   
Financial sector reform legislation

After six years of planning and development, the Financial Sector Reform package commenced on 11 March 2002 (with a two-year transitional period).  Under this regime financial institutions have harmonised disclosure and reporting obligations. Licensing of dealers and advisers in securities has been strengthened, as have the requirements for the training of individuals who give financial advice. The new arrangements have entailed substantial and far reaching operational changes in IFSA member companies and other financial institutions.  The two-year transitional period concluded on 11 March 2004.

Implementation of FATF anti-money laundering and terrorist financing recommendations 

On 8 December 2003, the Government endorsed the recommendations of the Financial Action Task Force (a committee of the OECD) on Anti-money Laundering and Terrorist Financing.  A series of issues papers were released on 16 January 2003 with a view to amending Australia’s existing anti-money laundering law, the Financial Transactions Reports Act 1988.  IFSA has responded to Issues Paper 1: Financial Services Sector.

Under the proposed reforms, the scope of Australia’s anti-money laundering measures will be extended beyond 'cash transactions' and will be broadly applied to financial products as defined under the Corporations Act 2001.   The proposed reforms are far reaching and have significant implications across the operations of financial services organisations including requirements to have in place systems to:

- Identify and know their clients

- More effectively detect suspicious transactions

- Enable timely monitoring and tracking of transactions; and

- Maintain records allowing access by regulatory authorities.

It is expected that draft legislation to implement the reforms will be released shortly for consultation in the second quarter of 2006 and will become law before the end of the year.  The managed funds industry supports the introduction of principles based laws that implement a risk-based approach.  Industry will work closely with Government to introduce workable reforms.
5.
DISTRIBUTION OF MUTUAL FUNDS

5.1
Statistical Position
	No.
	Channel
	No. of entities involved
	Percentage of total funds distributed

	1
	Banks/Insurance Companies
	Approx 30
	73 percent

	2
	Distribution companies
	Approx 30
	20 percent

	3
	Individual other intermediaries
	1000
	5

	4
	Direct sale by mutual funds
	50
	2

	5
	Any other (pls. specify)
	0
	0


5.2 A brief commentary on developments in the area of distribution.

The majority of retail fund flows are now directed towards Master Trust administration services or ‘Investor Directed Portfolio Services’ (IDPS) where multiple different fund managers’ products can be purchased from the platform.

Reference: for a more detailed report dated Dec 2004 using Dec 2003 figures go to:
[http://www.axiss.gov.au/content/pubs/brochures/Distribution_of_Managed_Funds_in_Australia_December_2004.pdf]
6.
SYSTEMS AND PRACTICES IN MARKETING OF FUNDS

6.1
Do the Regulations specify any maximum rates for commission to intermediaries/agents/brokers?  If so, please indicate. 

No. Australia now operates under a disclosure regime (Financial Service Reform Act).  As long as commissions are disclosed there are no maximum limits on how much commission is paid.
6.2 What is the maximum load allowed under Regulation and for what purpose is it used? 

No maximum. Commission is generally to pay for advice and service.

6.3 Are there any limits prescribed for sales and marketing expenses?  If so, please specify.

No.   

6.4  
Is there a general or specific Regulation or Rule governing intermediaries selling mutual fund schemes?  If so, which agency administers the Regulations?

Yes, the Financial Services Reform Act.  The Australian Securities and Investments Commission (ASIC) is the agency that administers the Regulations.
6.5
Is there a qualifying examination for intermediaries ?  If so, which agency conducts the exam and what are the details such as syllabus, passing marks, nature of conducting the exam, etc.   

Retail intermediaries need to have fulfilled the requirement of ASIC’s Policy Statement 146 to be able to provide advice.
Details on this Policy Statement (minimum standards) are on the ASIC Website. For specific information of syllabus go to: [http://www.asic.gov.au/asic/asic.nsf/lkuppdf/ASIC+PDFW?opendocument&key=PS146_pdf]
6.6
Are there any regulatory or industry rules relating to marketing practices? Can mutual funds give gifts/prizes to distributors to encourage distribution of their funds? Can such gifts/prizes be given directly to investors?  Are these covered by any regulation?

The Financial Services Reform Act (FSRA) outlines the rules around the marketing of financial products and also applies ASIC Policy Statement 181 concerning Conflicts of Interest.
IFSA Members also need to conform to IFSA Standard No. 14 - Alternative Forms of Remuneration (Soft Dollars) and No.15 - Rebates and Related Payments.  
7.
CUT OFF TIMINGS FOR APPLICATION OF NAV
7.1 What is the system followed in respect of cut off timings?  

The cut off times are determined and outlined internally by each fund manager.  These cut off times must be documented in internal policies – the cut off times are also generally outlined in Product Disclosure Statements (offer documents).

7.2
Are there any rules/regulations or are they left to the individual players?

Generally, no. 

IFSA Standard No. 9 - Valuation of Scheme Assets and Liabilities paragraph 10.7
states “Where the Market Price (or other valuation) of an asset or a liability of a Scheme is denominated in a currency of another country, the exchange rate to be used in converting the valuation to the base currency should be determined at the Valuation Point on the basis of either the last exchange rate at which a transaction in that currency took place or at the WM Reuters 4pm London Exchange Rates.  The basis selected to be used should be consistently applied over time.” 

For Domestic assets the last sale price at the close of the day is used to calculate the NAV.

7.3
Do such cut off timings vary from Fund to Fund, or is it uniform for all types of funds/classes of funds ?

Yes cut off times vary from Fund Manager to Fund Manager.  However within a funds management organisation all funds will have the same cut off time (i.e. internal Fund to Fund cut off times are the same). Funds, where the funds constitution does not over ride this, conform to IFSA Standard No. 9 (see above).
7.4
Are there any instances of late trading ?  Is late trading an issue and, if so, what steps are being taken by the Regulator and the industry association to curb such tendencies ?

No. There have been no instances of late trading in Australia for some years.  ASIC the market integrity regulator conducted a review and gave the industry a clean bill of health in 2004.
7.5 Any specific suggestion to prevent such practices.

Forward pricing systems and Buy/Sell spreads within the unit price help to prevent arbitrage opportunities.  Funds must also outline the cut off times for applications and redemptions in the product disclosure statements, which investors must receive before their application can be processed.
8.
PRICING ERRORS
8.1 Are there specific rules for reporting pricing errors to the Regulator ?

All superannuation errors must now be reported to the Australia Prudential Regulation Authority (APRA) within 5 business days.

Any material managed investment errors must be reported to the Regulator ASIC within 5 business days.
APRA and ASIC jointly released a Unit Pricing Guide to Good Practice in November 2005.

8.2 Are there specific rules for compensating investors, in the event of pricing error ?

ASIC and APRA released their Unit Pricing Good Practice Guide in November 2005, which outlines some broad principles in regards to this challenge.  
IFSA Guidance Note No. 4 – “Incorrect Pricing of Scheme Units – Correction and Compensation”, paragraph 7.1 states “This Guidance Note applies to the treatment of errors in the pricing of interests in a Scheme where such applications are of material consequence.  For purposes of this Guidance Note, materiality is defined as 0.3% of the price of a unit.”

IFSA Guidance Note No. 4 – “Incorrect Pricing of Scheme Units – Correction and Compensation”, paragraph 11.4 states “In cases where compensation is otherwise required, amounts due to reimburse Investors for individual sums under $20 will not normally need to be paid.”

For more detail on this go to: [http://www.ifsa.com.au/IFSAWeb/Attach.nsf/Attachments/Standards+and+Guidance+Notes~Incorrect+Pricing+of+Scheme+Units+Guidance+Notes/$File/4GN_Incorrect_Pricing_of_Scheme-Units.pdf]

IFSA and the Regulators (APRA and ASIC) are currently holding discussions in relation to this matter.

9.
RISK MANAGEMENT SYSTEMS
9.1
Is there a risk management system prescribed by the Regulator?

Yes, detailed RM systems are prescribed by the prudential regulator APRA and the market conduct regulator ASIC.

9.2 
If yes, please give a brief description.
The comprehensive RM procedures are best covered by referring to the APRA and ASIC websites.
9.3 If no, does the Industry Association formulate any

systems?
Yes/No



No.

9.4
    If yes, please give a brief description.


N.app.
9.5 If no, what is the system followed in the industry?

Individual company processes have been developed.
9.6 Does the industry follow any system of disaster recovery/business continuity plan ?

 

Yes. As part of the ASIC licensing requirements. IFSA is also currently developing an industry wide BCP.

10.
 PERFORMANCE EVALUATION
10.1 Are there regulatory provisions relating to making

and/or publishing performance evaluation ? If so, give details.   

The Regulators do not currently provide provisions relating to the “evaluation” of performance.  However, ASIC does have a Guideline on the use of Past Performance in Promotional Material.  This Guideline outlines how performance returns should be displayed and also deals with items such as how pre-inception (or hypothetical) data should be dealt with and displayed.

The Corporations Act also outlines what may be displayed in Product Disclosure Statements in relation to this matter.

IFSA Standard No. 6 – “Product Performance: Calculation of Returns” also outlines how performance returns should be calculated for the Retail industry.
IFSA Standard No. 10 – “Presentation of Past Performance Information and Visual Promotions” deals with how Past Performance is displayed.
IFSA Guidance Note No. 1 – “Australian Investment Performance Standards” outlines how the wholesale industry should report performance returns.  This is in line with the CFA Institute’s – “Global Investment Performance Standards” (GIPS). (Formerly known as AIMR)
10.2 Is there third party research or other agencies doing

performance evaluation? If so, give details.

There are a number of Research Houses that evaluate performance.  Retail Researchers include – Morningstar and Standard and Poor’s (both provide Star rating and recommendations). Wholesale Researchers include - Mercer, Russell and Intech.
10.3 Are there Regulatory provisions relating to benchmark

indices against which the performance of mutual fund is to be assessed?

No, there is currently no regulation in place.  ASIC’s guideline (see 10.1) and Practice Note No. 12, provide guidance however these are not regulations.
10.4 Does the Industry Association undertake any

performance evaluation activities?

No.

11.
ROLE OF MUTUAL FUNDS OFFERING PENSION FUNDS


11.1
Do mutual funds offer and manage their own pension funds / schemes ?




YES.
11.2 If yes, please provide details such as number of funds,

nature of pension funds, assets under management, fee structure, etc.

Specific detailed information is provided by the Regulator at: [http://www.apra.gov.au/Statistics/Superannuation-Institutions-Statistics.cfm]

11.3 Are there separate guidelines for pension funds ?


Yes, The Superannuation Industry (Supervision) Act 1993.

11.4 Is there a separate authority for regulating pension ?      

Yes, Australia Prudential Regulation Authority (APRA)

11.5 If yes, please give details.

The Australian Prudential Regulation Authority (APRA) is the prudential regulator of the Australian financial services industry.
It oversees banks, credit unions, building societies, general insurance and reinsurance companies, life insurance, friendly societies, and most members of the superannuation/pension industry.
APRA is funded largely by the industries that it supervises. It was established on 1 July 1998.
APRA currently supervises institutions holding approximately $1.8 trillion in assets for 20 million Australian depositors, policyholders and superannuation/pension fund members.

12.
ROLE OF MUTUAL FUNDS IN MANAGING FUNDS FOR INSURANCE AND PENSION COMPANIES

12.1
Do mutual funds manage funds for insurance companies ?      

Yes.
12.2
If yes, please provide some details.

Due to the history of the Australian mutual funds market, in most cases insurance companies manage mutual funds:  

1. As stand alone products, and 

2. To manage their monies which they derive from their insurance business.

12.3
Do mutual funds manage funds of pension companies ? Yes.
 
13.
ROLE OF THE ASSOCIATION
13.1 Does the association consist only of mutual funds or any

other entities ?  If so, please specify.   

The Investment and Financial Services Association (IFSA) is a national not-for-profit organisation representing the retail and wholesale funds management (pension and mutual) and life insurance industries.
13.2 Are there different categories of members ?  If so, please

specify and indicate their voting rights and other obligations/responsibilities/fee structure.   

Yes, Full and Supporting.  Supporting members have no voting rights.  The fee structure and responsibilities can be found at: http://www.ifsa.com.au/IFSAWeb/IFSAPubl.nsf/HeadingPagesDisplay/About+UsMembership?OpenDocument&ML
13.3
Briefly describe the role and functions of the Association.

IFSA's Mission: "To play a significant role in the development of the social, economic and regulatory framework in which our members operate, thereby assisting members to serve their customers better."

IFSA's primary role is to communicate with governments, regulators, other industry groups, media and the community on issues affecting our members.

IFSA promotes sound industry practices and provides information and education for its members through regular member key issues presentations, luncheons, hot topic sessions, educational seminars, conferences and a range of publications.

13.4 What is the funding pattern, system of contribution?  

Annual billing. See hyperlink in 13.2  Also see14.2
13.5 Is there any financial support provided by the

Regulator/Government ?  If yes, please specify.

No. However, we do work (jointly fund) projects with the Regulators and Government.
13.6 Is the Association officially recognized as a self

regulatory organization (SRO) by the Regulator ? If yes, please specify the responsibilities, role and activities.

No.
13.7 If not, what is your view on the association becoming an

SRO?  Is it necessary, effective or not.  Please give your observations/comments.

There is no requirement in the current environment. IFSA does have Standards (with which members have to comply with) and best practice Guidance Notes.
14.
BUILDING INVESTOR CONFIDENCE IN THE FUND INDUSTRY
14.1 Does the Regulator play any role in building investor

confidence?  If yes, please describe in brief.
· APRA (Australian Prudential Regulation Authority)

APRA is the prudential regulator of the Australian financial services industry. It oversees banks, credit unions, building societies, general insurance and reinsurance companies, life insurance, friendly societies, and most members of the superannuation industry. APRA is funded largely by the industries that it supervises. It was established on 1 July 1998.

APRA currently supervises institutions holding approximately $1.8 trillion in assets for 20 million Australian depositors, policyholders and superannuation fund members.
APRA’s vision is to be a world class integrated prudential supervisor recognised for its leadership, professionalism and innovation.
APRA’s mission is to establish and enforce prudential standards and practices designed to ensure that, under all reasonable circumstances, financial promises made by institutions we supervise are met within a stable, efficient and competitive financial system.
APRA values: are underpinned by the highest standards of individual and corporate integrity, as well as by flexibility, openness and accountability.
APRA’s supervisory approach is forward-looking, primarily risk-based, consultative, consistent and in line with international best practice. This approach also recognises that management and boards of supervised institutions are primarily responsible for financial soundness.
· ASIC (Australian Securities and Investments Commission)

ASIC has responsibility for consumer protection and market confidence under the ASIC Act. It administers the following legislation (or relevant parts of it), as well as relevant regulations made under it: 

Corporations Act 2001 

Australian Securities and Investments Commission Act 2001 

Insurance Contracts Act 1984 

Superannuation (Resolution of Complaints) Act 1993 

Superannuation Industry (Supervision) Act 1993 

Retirement Savings Accounts Act 1997 

Life Insurance Act 1995 

Medical Indemnity (Prudential Supervision and Product Standards) Act 2003
14.2 What does the Association do in this area? Please

specify.   

Building investor confidence in the industry remains our key objective. We continue to support laws and regulations that put investors first. We go beyond this by establishing and adhering to voluntary standards, and we maintain constructive relationships with the Regulators. IFSA Standards and Guidance Notes outline best practice for corporate governance.  These are available from our website:  www.ifsa.com.au
14.3 What do the members of the Association do ? Please

specify.  

IFSA has over 120 Members who manage investments of more than $920 billion on behalf of more than nine million Australians.  Our members make up approximately 25% of the capitalisation of the Australian Stock Exchange. Full members are involved in the wholesale and retail superannuation, managed funds and life insurance industries.  Supporting Members include legal firms, research houses, actuaries, the ASX, technology firms and government corporations.
