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changing a fund manager

Imagine that three months ago you invested
$50,000 of your retirement savings in the Fabulous
Returns fund offered by Fantastic Asset
Management!. The returns from the fund over the
last two years had indeed been fabulous, and a lot
of your friends have now also invested.

Sitting on the commute to work one morning, you
notice an article when scrolling through the news on
your phone. The article discusses the recent
departure of the Chief Investment Officer from
Fantastic Asset Management, who has left to form
her own boutique fund management firm.

The Managing Director of Fantastic is quoted saying
“we have a strong team here at Fantastic and are
confident the remaining staff will do a terrific job
going forward.” He adds, “we have also already
begun the process of hiring a new Chief Investment
Officer. We hope to have the position filled within
the next three months.”

“Three months!” you think - “what will happen to my
money in the meantime?” Two weeks later, you read
another article about Fantastic Asset Management.
This time you read that three of the senior portfolio
managers have also resigned. They are leaving to
join their old boss at her new firm.

By now you are getting a little worried. What do
these departures mean for the future performance of
the Fabulous Returns fund? Should you pull the

plug now and move your money? Or should you sit
tight? Fantastic has been in the business for over 50
years and the recent returns have been pretty good,
but should you rely solely on past performance?

Then there are the costs to think about. If you pull

your money from Fantastic, there may be a cost to
exit. Is it possible that buying and selling funds like
this might compromise your tax position?

! Fantastic Asset Management is a fictional entity and the Fabulous Returns
Fund is a hypothetical example.

What about finding a new fund manager? You took
six months of research to get enough information
about Fantastic to hire them. There might also be
some entry fees to buy into a new fund. These would
make the transaction even more expensive.

Finally, if you pull your money out now, what will you
do with it while you figure out what to do next? What
happens if the markets move upwards while you are
sitting on the side-lines?

‘ “In short, firing a
manager can be a
complex and costly
exercise”

You could leave your money where it is while you
think about it. But then you run the risk that
Fantastic’s new team will mess up.

So, just how much will it cost to switch managers?
Even if the new manager is better, how long will it
take to recoup those costs?

Your thinking so far has been pretty good. When
thinking about switching fund managers, you do need
to consider:

> The costs of terminating

> The search costs of finding a new manager
> The costs of switching

> The potential for missing market movements

Are the potential benefits of the switch likely to
outweigh the costs?
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Data to inform the prior considerations can be hard to
come by. In most cases you won’t even know it is
time to consider the issues listed above. Fund
managers are unlikely to contact you with news about
key staff departures, after the fact you were just lucky
that you noticed that article. Maybe you don’t normally
even read the finance section!

Russell Investments continually monitor the managers
and are immediately aware of problems like key staff
leaving. We then consider the costs and benefits of
changing managers and make the appropriate
judgements on whether a change is justified. We are
also up to date on potential replacement managers,
so the change can be made quickly if necessary.

The product structures used in Russell Investments
Funds’ mean that the managers do not actually have
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Investment products used in
Russell Investments’ Funds

the money — they merely advise what to buy and sell.
The money is actually looked after by an independent
custodian. This provides a good safety mechanism for
the Funds, because it means that terminating a
manager is as simple as telling them they are no
longer needed — and a new manager is hired to
advise. Because money is not redeemed, there are
no capital gains tax implications. Transition costs are
minimised.

In short, firing a manager can be a complex and
costly exercise. There is a lot to consider and the
information needed is not always easily available.
Fortunately, there are solutions — Russell Investments
can remove most of this complexity and give you, the
investor, a peace of mind that your money is well
managed.
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For more information on Russell Investments manager research process please visit: https://russellinvestments.com/nz/about-

us/our-investment-approach

2 Data as of 31 March 2020
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Issued by Russell Investment Management Ltd ABN 53 068 338 974, AFS Licence 247185 (RIM). This document provides
general information for financial advisers only. It has not been prepared having regard to any investor’s objectives, financial
situation or needs. Before making an investment decision, an investor must obtain advice from a financial adviser and consider
whether this advice is appropriate to their objectives, financial situation or needs. This information has been compiled from
sources considered to be reliable but is not guaranteed. Model Portfolio performance results described in this document are
hypothetical and have been provided for illustrative purposes only. The hypothetical performance results do not reflect actual
results to investors which could differ substantially. Past performance is not a reliable indicator of future performance and the
performance described here is of a theoretical model. Any potential investor should consider the latest disclosure document of the
Managed Portfolio (“Disclosure Document”) in deciding whether to make or continue to hold, an investment in the Managed
Portfolio. The Disclosure Document can be obtained by contacting a financial adviser or the platform operator(s) offering the
Managed Portfolios. RIM is part of Russell Investments. RIM is the issuer of the Russell Investments Funds and Russell
Investments ETFs mentioned in this document. RIM or its associates, officers or employees may have interests in the financial
products referred to in this document by acting in various roles including trustee, investment manager, broker or adviser, and may
receive fees, brokerage or commissions for acting in these capacities. In addition, Russell Investments or its associates, officers
or employees may buy or sell the financial products as principal or agent. Neither RIM, Russell Investments or its associates,
officers or employees guarantees the repayment of capital, the performance of any Russell Investments products or any rate of
return referred to in this document.

Copyright © 2020 Russell Investments. All rights reserved. This material is proprietary and may not be reproduced,
transferred, or distributed in any form without prior written permission from Russell Investments.
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