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The Vanguard/Investment Trends SMSF Investor Report

Research purpose The 16 edition of our research uncovers SMSF trustees’ approach towards
managing their SMSF, their attitudes towards advisers and their investment goals.

Quantitative online survey conducted between March and April 2021

Research methodology

It is to our knowledge the largest scale and deepest dive study into SMSF trustees.

Respondents came from a wide range of sources, including the Investment Trends
panel. Statistical methods were then used to calibrate the sample collected to
ensure it was representative of the target groups.

Total number of responses in each target group after data cleaning and validation:
n=2,523 SMSF investors, maximum sampling error”: +/-2.0%

" 95% confidence interval, centre of the range. Smaller segments will have a larger margin of error
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Trends

SMSF establishment continued to grow through
COVID-19



The total number of SMSFs continues to grow steadily

Number of SMSFs established
(Source: ATO Self-Managed Super Fund Quarterly Statistics Report)
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March 2021
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Newly established SMSFs are getting younger and are being set up at lower balances

Average age and balance
By When SMSF was established. Among SMSFs
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Super
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Before 1990 [n=137] Between 1990 & 2005 [n=884] Between 2006 & 2014 [n=725] Between 2015 & 2021 [n=529]

Copyright 2021 Key highlights from the Vanguard/Investment Trends 2021 SMSF Investor Report. Reproduction prohibited. e I—m;%gqe”t 5



The reasons for setting up an SMSF have changed significantly over time. In recent

years, a growing reason has been investors’ perceptions that they can achieve better

returns through an SMSF

Q2 What were the main reasons for setting up your SMSF? (Multiple responses permitted)
By When SMSF was established. Among SMSFs

More control of my investments
Achieve better returns
Saw what existing super funds were charging

Can make better investments than super funds

More tax effective

Advice from my accountant
Was/became self employed
Invest in property

Advice from my financial planner
| am a planner/accountant
Estate planning/inheritance

| retired

Gain access to borrowing/gearing

Advice from family/friends who had one

.

Other
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
@ Before 1990 [n=137] @ Between 1990 & 2005 [n=882] @ Between 2006 & 2014 [n=725] Between 2015 & 2021 [n=532] Overall [n=2359]
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Most prospective SMSFs either intend to maintain a relationship with their current
super fund after establishing their SMSFs or are yet undecided

Q14 Do you intend to keep your current super fund when you establish your SMSF?
Among potential SMSFs
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[N=2149] [N=3120] [N=1725] [N=1854] [N=1613] [n=748] [N=996]
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Potential SMSF investors primarily want to keep their current super fund for their
good performance or because contributions are paid into it. They also desire to
maintain a back-up in case they change their mind

Q15 Why do you intend to keep your current super fund? (Multiple responses permitted)
Among potential SMSFs who intend to keep their current super fund when setting up an SMSF [n=448]

Good super fund performance 29%

Contributions are paid into this account 29%

Backup in case | want to go back 28%
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More SMSFs are warming up to financial advice



Uncertainty from the COVID-19 pandemic saw a significant shift in SMSFs’ attitudes
towards receiving financial advice. An increased portion of SMSF “validators” are
now open to receiving financial advice

Advice personas
Among SMSFs
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Note: SMSF 'delegators’ delegate all decisions to financial advisers;
SMSF ‘validators' use financial advisers to validate their own decisions; ‘Self-directed’ SMSFs do not use financial advisers
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SMSFs’ changing attitudes to advice has yet to lift their adoption of financial planners

Number of SMSFs using advisers

m Number of SMSFs who do not use any adviser
m Number of SMSFs who use another adviser
B Number of SMSFs using a financial planner®

2007 2008 2009 2010 2011 2012 2013 2074 2015 2016 2017 2018 2019 2020 2021
[N=266] [n=477] [n=491] [n=744] [n=846] [n=1533][N=1132][n=1094] [n=1014] [n=2558] [n=1864] [n=1268] [n=1844] [n=2307] [n=2171]

AFinancial planner includes ‘bank and non-banked affiliated financial planners’, ‘accountants for investment advice’ and ‘'specialist superannuation consultants’
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Still, a growing number of SMSFs recognise their need for advice — particularly
around pension & contribution strategies, and inheritance & estate planning

m Number of SMSFs
who don't use a
financial planner
and don't have
unmet advice
needs

m Number of SMSFs
who don't use a
financial planner
and have unmet
advice needs

220k

185k

m Number of SMSFs
using a financial
planner

2020
[n=2307]

2021
[N=2171]

Q37 Are there any areas regarding your SMSF that you would like to be
receiving financial advice, but currently aren't? (Multiple responses permitted)
Among those who don't use a financial planner and have unmet advice needs

SMSF pension strategies
Inheritance & estate planning
SMSF contribution strategies

ldentifying undervalued assets

Investment strategy/portfolio review

Ok 25k 50k 75k 100k 125k
T —
s
e — _

2019 [n=501]
— m 2020 [n=777]
= m 2021 [n=773]

\ 4

Q35 What content can this adviser proactively deliver to better
educate and inform you? (Multiple responses permitted)
Among SMSFs who use advisers [n=1757]

Updates to rules and regulations 45%
Investment strategy 34%
Estate planning 24%

Building wealth in a low interest environment 21%

Trading ideas and strategies 21%
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Among advised trustees, there is strong demand for more education content from
their adviser, especially around regulatory updates, investment strategy and estate
planning

Q35 What content can your adviser proactively deliver to better educate and inform you?
(Multiple responses permitted) Among SMSFs who use an adviser [n=1757]

Updates to rules and regulations 45%

Investment strategy 34%

Estate planning 24%

Building wealth in a low interest environment

21%
Trading ideas and strategies 21%

Common mistakes to avoid when managing investments 20%
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Market news/commentary 14%
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Case studies of other clients' experiences
Tips to better manage my spendings/savings 9%

Non-financial matters
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Advisers are responding to the challenge — with the pandemic prompting many to
accelerate the digitisation of their advice firm and increase engagement with their
clients

Q29 What have you done differently when advising on client SMSFs in the face of COVID-19 outbreak?
(Multiple responses permitted) By Number of SMSF clients. Among SMSF planners

Accelerate the adoption of technology in my practice
Contact my clients more frequently

Deepen relationships with accountants/accounting firms
Review and update client risk profiles

Evolve drawdown strategies for retiree clients

Shift my business focus away from SMSF advice
Support clients with early access to super scheme
Follow up with ATO's responses more actively

Provide SMSF advice to a wider range of client types
Provide SMSF advice to a narrower range of client types
Shift my business focus towards SMSF advice

Reduce relationships with accountants/accounting firms

Other

B

N/A, no changes

0% 10% 20% 30% 40% 50% 60% 70%

@ SMSF specialists (20+ SMSF clients) [n=61] @ SMSF generalists (1-20 SMSF clients) [n=96] All SMSF planners [n=157]
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The low cash rate environment is driving appetite
for equities — domestic and offshore



Capital gain expectations among SMSFs have seen large swings throughout 2020 but
have begun to stabilise at an elevated level. The bullish sentiment is also reflected in
their dividend yield expectations for the next 12 months

SMSFs' stock market and dividend yield expectations for the next 12 months vs All Ordinaries Index
Among SMSFs

1Al Ordinaries Index (weekly close) (RHS)
=e—/Average return expectations for next 12 months (excluding dividends) (LHS)

—8—Average yield expectations for next 12 months (LHS)
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SMSFs have continued to make substantial changes to their asset allocation
throughout COVID-19. In contrast to a year ago, the proportion who adopted an
aggressive stance is greater than those adopting a defensive stance

Q55 Have you made substantial asset allocation changes Q56 Why have you made substantial asset allocation
(greater than 10% of the fund) to the mix of investment types changes? (Multiple responses permitted)

in your SMSF over the last 12 months? Among SMSFs Among SMSFs who have made substantial
asset allocation changes
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[N=1612] [n=1129] [n=1628] [N=2118] [n=1999] aggressive stance defensive stance
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The positive outlook has supported a surge in allocation to direct shares. Managed
funds and ETFs also claim a large and growing share of SMSF portfolios

Q53 Roughly how much does your SMSF have invested in each type of asset?
Dollar weighted averages among SMSFs

m All other inv's
Alternative inv's
B Commercial/business
property
B Investment property
B Managed funds
mETFs
LICs
REITs
Hybrid securities®
W Cash and cash
products

B Direct shares (outside
of mgd funds & ETFs)

*New option added
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Generating income in the low interest rate environment remains one of the largest

retirement concerns for SMSFs

Q10 Which of the following worry you with regards to your retirement? (Multiple responses permitted)

Among SMSFs

Regulatory changes in rules around superannuation

Generating an income stream in low interest rate
environment

Falls in financial markets

Qutliving my retirement savings

Enough money left for aged care/long term care
Having enough for extras

Regulatory changes to Government Age Pension
Estate planning and wealth transfer process
Instability/uncertainty of the income | receive
Inflation/rising prices

Cost of medical treatment

Having enough to buy the essentials

COVID-19 outbreak

Other

N/A, have no financial worries

rvlllllll\“|

0% 10% 20% 30% 40% 50% 60% 70%
@ 2020 [n=2470] @ 2021 [n=2328]
: P : . Investment  1q
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When evaluating retirement income products, the top features sought by SMSFs are
accessibility, flexibility of income payments and protection against market falls

Q63 Which features do you prioritise when selecting a retirement-oriented product?
(Multiple responses permitted) By Age. Among SMSFs

Ability to access funds during the life of product

Flexibility of income payment

Protection against market falls

Ability to lock-in gains

Guaranteed minimum income payments

Easy application process

Income is indexed against inflation

Choice of maturity date

Lifetime/longevity guarantee

Transferring income stream to a beneficiary/family member
Compatible with social security

Other

|1'ﬂ|u[||1”

N/A, haven't considered these products
0% 10% 20% 30% 40% 50% 60% 70%

@ 44andunder[n=248] @ 45to54[n=142] @ 551064 [n=381] 65 and over [n=1038] Overall [n=1996]
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Looking at the next 12 months, SMSFs on a net basis intend to further decrease their
allocation to cash. This intention is strongest amongst older trustees

Q67 Do you intend to change the allocation to cash in your SMSF in the next year?
By Age. Among SMSFs

Net intention®:  -8% -8% -14% -17% -13%
100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%
44 and under [n=246] 45 to 54 [n=142] 55to 64 [n=377] 65 and over [n=1041] All SMSFs [n=1984]

@ VYes,intend to increase @ Yes,intendto decrease @ No @ I'mnotsure @ N/A, notuptome
ANet intention= % of intend to increase minus % of intend to decrease

Investment 94
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The low interest rate environment is fueling intentions to decrease allocation to cash

Q69 Why do you intend to decrease your allocation to cash in your SMSF in the next year? (Multiple responses
permitted) Among SMSFs who intend to decrease their allocation to cash in the next 12 months [n=374]

Low interest rates mean cash is a poor investment

With low interest rates | have to invest outside of cash to
generate income

Portfolio/investment diversification

Reduced market volatility/uncertainty

Expecting few/no investment opportunities to arise
Anticipating lower levels of extra spending

My adviser recommends | do so

Recommendation from family/friends

Will not have to pay as high pension payments
Anticipating lower levels of essential spending
Other

| don't know

49%
40%
36%

18%

16%
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SMSFs are most often looking to increase their allocation to domestic and
international equities over the next year

Q100 With the current low interest rate environment, what do you expect to do differently with your portfolio in the
next year? (Multiple repsonses permitted) Among SMSFs

Intend to decrease exposure Intend to increase exposure

12% Australian equities 42%

S International equities

% Property/Infrastructure

11% Fixed income/bonds

4% Borrow 8%

________________________________________

i Note: 30% don't know or expect minimal |
! impact to their approach to portfolio i
| allocation in the next year !
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ESG investing - SMSFs are keen to make a
positive impact through their portfolio



More than half of SMSFs would consider ESG investing even if returns are not better
than other investments

Q98 Which of the following statements best describes your attitude towards ESG investing?

Among SMSFs [n=1860]

| prefer to invest in companies
that are focused on creating a
positive social or
environmental impact, 25%

| actively avoid companies
that create social and
environmental harm, 19%

I'll only consider ESG
investing if returns will be
better than other
investments, 48%
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Most SMSF investors believe responsible investments will offer similar or superior
long-term returns than non-ESG alternatives, with younger trustees the most
optimistic

Q100 Compared to non-ESG investing, how do you believe investing responsibly will impact your portfolio returns
in the long run? By Age. Among SMSFs

Sameor
better: 86% 70% 67% 76% 69% 72%
100%
90% W Returns will be worse,
° and I'm not satisfied
80% with this outcome
70%
. m Returns will be worse,
60% but | can accept this
50%
40%
m Returns will be about
30% the same
20%
10%
W Returns will be better
0%
Less than 40 40-49 50-59 60-69 70+ All SMSFs
[n=183] [N=118] [N=234] [n=542] [N=695] [N=1851]
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In relation specifically to managed funds or ETFs, SMSFs tend to agree it is easy to
find products suitable for their ESG investing needs. Perceptions of lower returns can

hamper uptake

Q101 Do you agree/disagree with these statements about ESG investments
(through products like managed funds or ETFs)? Among SMSFs [n=1864]

W Strongly disagree m Disagree Neutral

It's easy to find investment products that satisfy my ESG needs 7% [ 18%

ESG products have higher fees than an equivalent non-ESG
product

Existing ESG investments in the market are not closely aligned
with my values and principles

| can accept potential lower returns if the fund generates a positive
social/environmental outcome

16% 23%

51%

70%

62%

43%

B Strongly agree

22%

5%

14% 4%
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More than concerns on performance, the key barriers to responsible investing among
SMSFs are low awareness of product, limited product comparison tools and lack of
research coverage — a clear opportunity for product issuers and service providers

Q102 What stops you from investing in ESG products more extensively? (Multiple responses permitted)
Among SMSFs [n=1875]

I'm unaware of the product range

Limited range of tools to identify ESG products

Hard to compare strengths/weaknesses between ESG

products

Lack of research coverage

| don't understand the methodology used

Too concentrated in certain sectors

I want financial advice on this topic first

Returns are lower than equivalent non-ESG products

Lack of products with diversified exposure

Limited range of investment managers that provide
ESG products

Investment performance is too volatile

Fees are higher than equivalent non-ESG products
Other

N/A, no barriers

N/A, not interested in ESG investing
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Recap of key themes

1. SMSF establishment continued to grow through COVID-19
o The total number of SMSFs continues to grow steadily in the 12 months to March 2021
o 22,663 SMSFs established in the year to March 2021, up from 22,071 in the year to March 2020
2. More SMSFs are warming up to financial advice
More SMSF are “validators” — open to receiving financial advice (56%, up from 49% in 2020)
In growing numbers, SMSFs recognise their need for advice, particularly around pension &

contribution strategies, and inheritance & estate planning
The pandemic has prompted many advisers to accelerate the digitisation of their advice firm and

@)

(@)

iIncrease engagement with their clients
3. Thelow cash rate environment is driving appetite for equities — domestic and offshore
o Amid the Covid disruption, SMSF allocation to direct shares, ETFs and managed funds surged
o The trend looks set to continue as SMSFs intend to reduce their allocation to cash and increase

their exposure to domestic and international equities

4. SMSFs are keen to make a positive impact through their portfolio
o More than one in two SMSF trustees would consider ESG investing even if returns are not better

than other investments
o Providers can capitalise on this opportunity by raising product awareness, providing comparison

tools and adequate research coverage
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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. We combine analytical rigour

and strategic thinking with the most advanced market Our work is focused on helping clients answer

research and statistical techniques to help our clients gain three fundamental questions:
competitive advantage. As a company we aim to improve the . How does the market currently work?
lives of millions of investors by making the whole financial . How is the market evolving?

services industry better. . How do | improve business outcomes:

Acquire more customers
Retain more existing customers
Our research coverage spans eight countries across Increase revenue per customer

Australia, Asia, Europe and the US. Prioritise technology and process
Investments

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.
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