
MANAGED 
FUNDS AS AN 
INVESTMENT
OPTION
How to make your 
money work for you



In a world of uncertainty, the financial performance of your money is incredibly important. You’ve scrimped and saved and you want your 
money to work hard for you. You need it to be safe, but you also want a passive income from it. 

MANAGED FUNDS AS AN INVESTMENT OPTION

You could deposit your money in a bank but:
• Interest accrues very slowly in a bank account.

• A term deposit gives you no freedom when you 
can withdraw it.

• When interest rates are low, the return (passive 
income) is poor.

You could buy shares but:
• Investing directly in the share 

market can be risky.

• You need to know how to read 
company annual reports to 
make good decisions.

You could buy a rental property but:
• That will mean having to manage 

tenants and property maintenance.

• You need to have a sizeable deposit.

If those investment options don’t appeal, maybe managed funds are the best option for you.
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WHAT ARE MANAGED FUNDS?

Managed funds are when you invest a specified amount and your 
money is pooled with other investor’s money. These ‘units’, once 
pooled together, are then invested as a group. A fund manager in 
charge of this pooled money uses their skills and knowledge to 
buy and sell assets on everyone’s behalf. Any profit that is made 
is then paid to the investors based on the percentage that each 
investor has contributed to the fund. For example, if your $5,000 
investment makes up 0.005% of the total fund, you will get 
0.005% of the profits paid out. KiwiSaver is a form of managed 
fund, but with slightly different rules. 

The general premise is that you choose a fund, invest how 
much you want to into it, and then expect a profit which can 
be reinvested or withdrawn. (Note: You cannot withdraw your 
money from KiwiSaver managed funds except in very limited 
circumstances.) For instance, if you invested $10,000 into a 
fund and it returned a healthy profit of 10% after a year, your 
investment would then be worth $11,000.

The value of these funds will rise and fall as the market changes 
in response to domestic and global events, but overtime, it’s 
usually a positive gain. At the end of the managed fund term, or 
when you withdraw your funds, you’ll be paid your money back, 
plus any money made from growth.
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Each fund has its own rules about what the fund manager can 
invest in. Some funds invest in only one type of asset, while 
others spread the risk across different types of assets. Funds 
may also invest in NZ or foreign assets. Together, these assets 
make up what is collectively known as the investment portfolio. 

Assets most commonly invested in:

Bonds
Bonds are issued by governments and corporations when they 
need to raise funds. When you buy a bond, you’re effectively 
giving the issuer a loan. Bonds are bought for a fixed term, the 
organisation uses your funds, and pays you interest during the 
term. The interest rate is typically higher than what you can 
expect from a bank deposit, however the interest rate may be 
lower than expected if funds are withdrawn earlier than agreed. 
Bonds are safer than shares, but there are still risks from inflation 
and interest rate changes. Some bonds are safer than others, 
and some are rated, like a credit score.

Unlike shares, bonds issued by companies give no ownership 
rights, so investors don’t benefit from a company’s growth. They 
are a good investment strategy as part of a diversified managed 
fund as they provide a steady stream of income, and they are 
less volatile than shares.

Cash
Cash investments include money in banks accounts, savings 
accounts and term deposits. Although cash offers the lowest 
potential return of all the investment types, it is also the lowest 
risk and can provide stable income in the form of regular interest 
payments.

INCOME ASSETS
Bonds
Cash

Shares
Property
Other securities

GROWTH ASSETS

WHAT DO MANAGED FUNDS INVEST IN?

Cash .............. 4%

Bonds ............ 6%

Property ....... 10%

Shares ......... 80%
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Shares
These are probably what you think of when you imagine the 
stock market. Shares are a unit of equity ownership in a publicly 
listed company. Each share has a buy price, and a sell price. 
Share prices are affected by the performance of a company, 
and economic conditions in NZ and overseas. These prices can 
change suddenly and dramatically if a lot of investors decide to 
buy or sell these shares. Sometimes, as well as increasing in 
value over time (capital gains), shares will also pay out dividends, 
if the company has performed well and made a profit.

Shares, as an asset class, can be a risky as there are no 
guarantees. Even if a company is performing really well, its share 
value may drop significantly due to external factors – which is why 
investing in shares should be considered a long-term investment. 

Property 
Managed funds invest in a range of property types although the 
focus in New Zealand is predominantly commercial property such as:

• Industrial (factories, warehouses, distribution centres)

• Offices (buildings that accommodate businesses and 
government offices)

• Retail (shopping malls, centres and retail stores).

Property investment can provide both an income, through rent, and 
capital gain. Property typically generates predictable and recurring 
revenue streams and is seen as less volatile than shares.

Other securities
Other assets that managed funds may invest in include:

Commodities: These are raw materials or agricultural products 
that can be bought or sold in bulk; things like silver, gold, oil and 
gas, soy beans, corn and other foodstuffs. While they don’t pay 
interest or dividends, their value can increase – or decrease—
over time. An increase means capital gain. Gold in particular can 
increase in value when the share market crashes.

Currency: Foreign currency buying and selling can also be a form 
of investment. Currencies are purchased, with hopes that interest 
rates will go up, or that exchange rates will move in investor’s 
favour. The New Zealand dollar is the tenth most traded in the 
world, due to its high interest rates, lack of taxing this form of 
income, and lower risk than some of the bigger currencies. 

Derivatives: These are complex, and not commonly invested in. 
Basically these are investing in something now, to ‘hedge’ against 
future price movements. For instance, a supermarket might fix a 
price for milk supply, anticipating a rise in milk prices and wanting 
to ensure lower prices for a time period. 
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“The big money is 
not in the buying 
or selling, but in 

the waiting.”
Charlie Munger
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Managed funds have some distinct benefits over other investment types. 

Low barrier to entry and highly accessible to all
Managed funds are a great way of investing, particularly for beginners. It doesn’t take much to get started, with low financial barriers to 
investing, but also you don’t require any specific knowledge yourself. You can invest in Sharesies and InvestNow for as little as $50.

Managed funds are super simple, and not just in terms of investment. The tax structure is simple and the fund manager will pay that tax 
on your behalf. Also, any dividends earned are simply re-invested, maximising your savings and making good financial decisions for you. 

If you were going to buy shares directly, you’d need enough money to invest the minimum purchase; for some shares and bonds, this 
can be thousands of dollars. For managed funds, there are no minimum purchases and you can literally just invest what you have 
available.

WHY SHOULD YOU INVEST IN MANAGED FUNDS?
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No in-depth knowledge needed, safer than direct 
shares
Bonds, stocks, blue chip shares, buy and sell price… the stock 
market is a highly specialised place where in-depth knowledge is 
required. While a share offer might seem like a good idea, it may 
not be, whereas a risky sounding initial public share offering (IPO) 
might actually be the purchase of the year. Most people do not 
have the time or energy to invest to gain the knowledge required.

Managed funds ensure your money is invested by a person 
who knows what they are doing; who is constantly scouring the 
market for great upcoming deals, who understands the market 
and what’s going on. You get the benefit of their knowledge, 
without having to spend your day with your nose in the financial 
section of the paper (or, internet).

Reduced risk due to diversity
Managed fund investments are often spread across a range of 
asset types, industries and sectors, making your investments 
diverse and better protected overall from market fluctuations and 
drops in value. It’s a classic case of not having all your eggs in 
one basket; this diversity helps to reduce investment risk. A fund 
may have some shares ‘tank’ or fail, but the expectation is that 
the majority of assets will remain stable and grow, presenting a 
lower risk investment, even in aggressive funds.

WHY SHOULD YOU INVEST IN MANAGED FUNDS?

For example, if an investor only purchased shares in Company X, 
who then had bad quarter, there will likely be a loss in share value 
which may or may not be significant. If the company does go on 
to fail, the loss could be everything. If a fund is diversified, there’s 
far less risk of large losses. If only a tenth of the portfolio is in 
Company X and it takes a hit, it’s only going to affect ten percent 
of the overall investment. Not fabulous, but far from devastating.

8SAM KODI  MANAGED FUNDS AS AN INVESTMENT OPTION



Ride out market volatility
The idea of long-term investments 
such as managed funds is that you 
ride out the storms which come 
from political uncertainty, global 
pandemics, recessions, and a 
range of other impactors such as 
technological and social change. 
Investors who withdraw their 
money at the first sign of a drop 
actually lock in their losses. Over 
time, even the biggest financial hits 
recover, and an upward trend will 
resume.

The 2008 global financial crisis, 
arguably the biggest financial 
disaster since the 1980’s, resulted 
in a huge drop in share prices 
across the NZX (New Zealand’s 
share market). But, by 2016, the 
market had not only recovered 
completely, but increased in value. 
Having long term investments allow 
recovery time and can negate 
losses from temporary volatility.

Source: advisorperspectives.com/articles/2016/11/07/a-new-tool-to-visualize-retirement-planning
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Use dollar cost averaging to reduce stress
If you’re used to saving a set amount each month, investing that 
sum directly into managed funds is easy to do. This will enable 
you to use a simple but effective strategy called dollar-cost 
averaging. This is when you invest a fixed amount at regular 
intervals over a long period of time. You ignore price fluctuations 
so you don’t have the stress of trying to pick the best times to buy 
(and lamenting when you get it wrong). 

For example, assume you invest $1,000 every month into Fund 
ABC. Like any investment, this fund bounces around in price from 
month to month. In January the share cost may be $20 per share. 
In February it drops to $16. March lower still to $12, April $17 and 
by May it’s back up to $23. Each month your $1,000 will buy you 
differing numbers of shares (March was a great buying month). 
After five months, your $5,000 will have netted you 298.14 shares 
in Fund ABC with the average price of those shares being $16.77. 
Your $5,000 is now worth $6,857.11.

When you use the dollar cost averaging strategy you accept that 
prices will change and that you won’t always be able to buy at 
the bottom. If you had invested your entire $5,000 at one time 
the profit you would have made could have been higher or lower. 

But by staggering the purchases, the risk of the investment is 
reduced. When you do this over a long period of time, you are far 
more likely to come out on top in a stress-free way.

Managed funds boost retirement savings
If you’re planning for retirement, you will need savings over and 
above your KiwiSaver. As managed funds are superior to savings 
and other bank-managed options due to their higher returns, over 
the long-term there are substantial gains to be made.

Over the long-term, the returns for retirement savings are 
excellent.

The sooner you start planning for your retirement, the greater 
your options are for investing in managed funds as time is on your 
side. Taking greater risks with growth or aggressive funds is more 
feasible when retirement is far into your future. Getting closer to 
retirement? A more conservative approach may be warranted.

Once you have reached retirement, managed funds can continue 
to deliver you an additional revenue stream to top up your pension. 
By that time you should also be looking to have your money 
invested in shorter term, lower risk funds so that you can withdraw 
capital if you need to and feel confident that your money is safe.
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If you have a KiwiSaver account you have already invested in a 
type of managed fund, one specifically geared towards saving 
for your retirement. KiwiSaver is set up a bit differently from other 
managed funds but it still has the basic attributes:
• Your money is pooled with other investors
• You can choose from defensive, conservative, balanced, 

growth or aggressive funds
• Your income is prorated to the amount you have invested
• Your money is invested by a fund manager on your behalf

However, there are significant differences in how KiwiSaver 
operates from other managed funds. With KiwiSaver:
• All your KiwiSaver is invested in one fund only. You cannot 

split your KiwiSaver savings across different managed funds. 
If you change from one fund to another, your entire balance is 
transferred.

• You cannot withdraw your funds when you feel like it. As it’s a 
government created retirement savings scheme, the intention 
is that all your contributions and growth remain in KiwiSaver 
until you reach retirement age. However, early withdrawal may 
be permitted in limited circumstances. For example, to help 
you purchase your first home or if you experience significant 
financial hardship. Strict criteria applies to early withdrawal 
applications.

• If you are working, your contributions will be ongoing. (Savings 
suspensions can be applied for but these are limited). 

• It’s managed between the IRD, and your provider, not directly 
from you to the provider

These inflexibilities make investing directly into managed funds, 
in addition to KiwiSaver, particularly attractive.

KIWISAVER IS A TYPE OF MANAGED FUND
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No matter what kind of managed fund you invest in, there is 
risk. Even with KiwiSaver, you take the risk of falls – it is not a 
government guaranteed scheme. So, what is your appetite for 
risk? Are you happy to play big, but also potentially lose big? Or 
would you prefer slow and steady returns that are more secure? 
There are five types of risk profile for managed funds, and what 
you choose should reflect your financial appetite for risk, but also 
where you are in life.

MANAGED FUNDS HAVE 
DIFFERENT RISK PROFILES
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Defensive funds
If the thought of your investment balance going down makes you 
feel slightly nauseous, then a risk-averse defensive fund may be 
suitable for you. 

Defensive funds strongly avoid growth assets, with less than 10% 
of such assets being held. While it is almost certain that your 
investment will not grow as much over the long term as riskier 
funds will, your chance of a negative return is significantly less, 
although there are no guarantees. 

Defensive funds may also be more suitable if you want or need to 
have your money back in the next three years.

Conservative funds
Conservative funds are exactly what they sound like. They are 
low risk and aim to provide capital appreciation and income for 
the investor, matching or slightly outperforming inflation. Growth 
assets within a conservative fund will typically be between 10 – 
34.9%. If you are willing to take a few ups and downs in value 
and seek average long-term returns a bit higher than what a 
defensive fund will give you, these are the funds for you.

You should consider a conservative fund to be a medium term 
investment of about four to five years. 

Balanced funds
These funds are a mix of stable, consistent but low-income 
investments, and medium risk stocks and bonds. Growth assets 
account for between 35 – 62.9% of the fund. There’s a goal of 
income and capital appreciation, with an expectation that income 
will be above the inflation and current interest rate.

Investors wanting a mix of safety and some capital appreciation 
will be best suited to balanced fund types. 

These hybrid funds are usually a diversified mix of stocks and 
bonds, selecting many types of industries and sectors. This 
minimises risk of volatility or stock purchasing errors. However, 
this means is also misses out on opportunities to make bigger 
gains, as these funds play it safe.

With a balanced fund you should be looking to invest for at least 
six to eight years.

Growth funds
If you’ve got time up your sleeves and can weather a bit of 
volatility, then growth funds are ideal. These funds invest in 
a highly diversified portfolio of growth assets, with capital 
appreciation as the goal. As the name suggests, growth assets 
are the focus accounting for 63 – 89.9% of the total fund assets.

A growth fund is high risk by its very nature, and you should 
expect to be in the game for nine to twelve years to fully realise 

MANAGED FUNDS HAVE DIFFERENT RISK PROFILES
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the gains. It also needs to be left alone; when the market drops 
(and in that time frame you should expect falls), a growth fund 
will take a bigger hit than other fund types. However, it normally 
recovers and if invested wisely, will resume its high performance 
like the drop never happened.

Aggressive funds
If you are looking for strong long-term growth and can handle lots 
of volatility along the way (i.e. you can stick with your fund even if 
your balance falls fast) then aggressive funds may be for you. 

As 90 – 100% of the assets are growth assets, the risks are high. 
These risks are offset by the potentially much higher returns. 
But… it’s a risk. If you need your money back before 13+ years, 
then avoid aggressive funds.

There is no such thing as “no risk”
Funds of all risk profiles can drop. Toxic investments can wipe 
out everything, and in times such as a global financial crisis, 
even good long-term investments will take a hit in the short-term. 
Taking a temporary hit is not a disaster - many investments will 
recover from poor company performance or a temporary financial 
drop. For instance, world-wide, markets dropped following 
COVID, and US elections always introduces a bit of market 
volatility. However, growth assets such as shares are robust, and 

will recover over time. This is why long term investments often 
yield better results.

However, investments in dodgy sub-prime mortgages or a failing 
business are irrecoverable. This is why you need to do due 
diligence into your adviser, and the funds they invest in.

Active vs passive funds
There are active funds and passive funds. Actively managed 
funds are managed by a portfolio manager or team. The goal of 
active money management is to outperform the stock market’s 
average returns and will seek to take advantage of short-term 
price fluctuations. As such, there is a lot more day to day buying 
and selling of shares, bonds, and other securities to try and 
ensure you make as much as possible. 

If you invest in an active fund, you need to have confidence that 
whoever is managing the portfolio will know exactly the right time 
to buy or sell. Successful active investment management requires 
being right more often than being wrong.

A passive fund has no portfolio manager, but the fund manager 
simply invests your money into assets which are expected to 
grow in value over time. There is much less buying and selling 
activity and the strategy is one of buy and hold. 

There are risks and benefits to both types of funds, not least 
of all management costs. Active funds typically have higher 
management fees than passive funds.
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Increasingly, Kiwis are aware of the ethics of their decisions, 
but many don’t realise the implications of their investments. 
Overwhelmingly, employer sponsored retirement plans are 
managed funds, as is KiwiSaver. Like everything else in life, this 
comes with ethical concerns.

Managed funds can invest in literally anything. This means that 
any publicly listed company can be invested in, including the 
manufacture of guns, alcohol and cigarette companies, social 
media companies, pharmaceutical companies, nuclear power, 
GMO’s, landmine manufacture, gambling and casinos, oil 
production, deforestation and palm oil growing, and a whole raft 
of other companies that may be involved with less-than-positive 
environmental or social outcomes. 

The problem is that not all investments are easy to understand- 
as a layperson, (and even some knowledgeable people) you 
may not know what your money is sponsoring. One of the big 
challenges for managed funds is due to their inherent diversity; 
do you have time to go through every investment, every 
organisation, and check that they aren’t causing harm?

The way around this is to invest in banks, investments, firms and 
organisations that guarantee ethical investments. They do all 
the work for you, including filtering out the unethical companies 
and ensuring you’re not inadvertently destroying the planet or 
contributing to wars. 

An example of an organisation that espouses ethical practices 
is ACC NZ. They currently have investments of around $44 
million, which they grow to ensure that if you have a workplace 
accident, they can afford to pay you out. Their investment team 
have signed the Principles for Responsible Investment, and they 
have an ethical investment policy which is published online. It 
includes things like the ban on investment into any company 
that manufactures or sells automatic or semi-automatic firearms, 
tobacco, whale meat processing, cluster munitions and anti-
personnel mines.

They also note they still invest in companies that use fossil fuels, 
alcohol, gambling, soft drink companies, factory farming, plastic 
producers and coal mining. This is due to the government’s 
legislation around these and they note this may change in future. 
While you as an individual can’t invest with ACC, you can and 
should look at your provider and assess if you’re comfortable with 
their ethics.

It’s also interesting to note that financially, ethical investments are 
increasingly outperforming unethical investments. A world-wide 
swing towards positive environmental practices, less influence 
by big tobacco companies, and a range of other positive ethical 
behaviours are making these companies match or outperform 
less-ethical companies. 

ETHICAL INVESTMENTS
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“Ethics is 
knowing the 
difference 

between what 
you have a right 
to do and what is 

right to do.”
Potter Stewart
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Before you start investing you need to have a clear understanding of your own goals and the timeframe you have to achieve them. For 
example, if you are investing to one day own your own home in three to five years, you will want to avoid long-term funds that prevent 
you from withdrawing early.

WHAT TO DO BEFORE YOU INVEST
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Once you know what you are seeking to achieve, it’s time to do 
some homework. All managed funds issue a Product Disclosure 
Statement (PDS). This statement will help you to understand:

1. What does the fund invest in, and in which countries? You 
need to understand the types of investments, the organisations 
being invested in, and what countries. 

2. The fund performance over the past one, three, and five years. 
While past performance doesn’t guarantee future success, it’s 
a sign that a there has been a good track record. This bodes 
well for future growth and income.

3. Management fees. How much does the fund manager charge? 
You need to decide what works for you; 2% p.a. might be 
acceptable if the fund is consistently gaining and growing each 
year. However if you’re more conservative, a .05% fee might 
be more palatable.

4. How risky is the fund? Each fund has a risk indicator which is 
a standardized measure of how likely the fund’s value will be to 
go up and down over time. Generally, if a fund invests in more 
growth assets, the risk indicator will get higher when markets 
are more volatile. Funds with a higher proportion of income 
assets will generally have a lower risk indicator. The PDS must 
also spell out any risks specific for a given fund. 

WHAT TO DO BEFORE YOU INVEST

5. How experienced is the fund manager? Their success 
depends on their skill at choosing investments, particularly for 
actively managed funds, and knowing when to buy and sell. 
It can also be a warning sign if a fund has a high turnover of 
managers.

No two managed funds are the same so it’s important to 
understand what you are investing in. 
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A note on management fees
Unlike buying shares directly yourself, you will be charged 
management fees. This is an extra cost, and sometimes it can 
be a lot. However, you are paying for the knowledge and skill 
of the fund manager, and they have spent years accruing their 
understanding of the market. When choosing your fund manager, 
ask about the fees they charge, including sales charges. In some 
circumstances, unethical managers can trade unnecessarily, 
accruing those sales fees.

In general, you pay a fee for the expertise of the fund manager, 
and to cover all administration costs. They make decisions on 
your behalf, make all the transactions needed, and also do the 
paperwork to ensure your money is tracked correctly and tax is 
paid. 

These fees are usually a percentage of funds, for instance 
$1,000,000 at 1%. These fees are calculated over time, so as the 
fund increases, so does their fee. The growth funds generally 
have a higher fee structure, as the management of these funds 
requires more effort from the manager.

PIE funds
PIE funds (portfolio investment entities) are a type of managed 
fund that has special tax rules which may benefit some investors. 
This is because you’ll pay tax on investment income at your 
prescribed investor rate instead of your personal income tax rate. 
Depending on your income, a PIE fund could help reduce the 
tax you have to pay on any investment income you earn. The 
PIE fund will also pay tax on your behalf to the IRD using the 
prescribed investor rate you have provided. 
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While it is easy to become a managed fund investor, choosing funds that align with your goals, values, risk profile and expectations is a 
little trickier. That’s why we encourage you to seek professional advice.

An adviser will be able to help you navigate between the many options and structure your investments to support your short, medium 
and long-term goals. They will also be able to help you steer clear of funds with poor track records. There are instances of fund 
managers failing their investors, both in terms of poor investment choices, PONZI schemes, or fraud. Before you invest in anything or 
anyone, it’s essential you do your due diligence.

Your investment strategy also needs to align with the rest of your financial affairs, so again, creating a holistic financial plan and seeking 
guidance and advice from a financial adviser to help you do that is strongly recommended.

Choosing your adviser
Because managed funds involves commitment over time (even short term funds), it’s important you have a good relationship with your 
financial adviser. If you are new to working with a financial adviser, being comfortable with their advice is a must. Do they understand what 
is important to you? Do you feel heard? Are they able to provide answers to your questions? Do their recommendations sit well with you?

SEEK ADVICE
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He’s had more than 28 years working in the finance industry. He knows what he’s talking about.

Using his years of experience in the industry, he works with you and your circumstances to create your most financially successful life. 
Part of this is helping his customers make great investment decisions. Are managed funds right for you? Could they be the ideal way to 
save for retirement or your next big goal? Don’t put off planning for your future. Start today, and if you need a professional to help make 
those tough decisions, give Sam a call.

ABOUT SAM KODI

1 He’s had more than 28 years 
working in the finance industry.  
He knows what he’s talking about.

2 Sam grew up in Colombo, Sri Lanka. 
Basically, he had nothing growing up. 

He has personally been in the position 
of having nothing and developed 
strategies to ensure he, and his family, 
will never be in that situation again.

3 He wants you to have financial 
freedom. This is his passion and his 

drive in life. Helping families get into 
their homes, to plan their finances, 
and planning for a lifetime of financial 
freedom is what he loves to do.
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Give us a call or visit our website 
to learn more about how we and 

our network can help you build the 
healthy financial life you want.

315A Pakuranga Rd,
Pakuranga, Auckland 2010

P: (09) 576 7081

www.samkodi.co.nz

“We would recommend Sam to anyone. 
Taking the first step was a bit intimidating 
but he is very good to deal with. Sam took 
the time to understand our needs and 
gave good advice tailored to our situation. 
He offers great service, is honest and 
sincere and really does want to help you 
succeed.”

B & R Turner

“It is with a large amount of trust and 
faith that we go to Sam as our number 
one Financial Adviser. His ability to 
understand our needs and share 
our vision of growth makes him an 
approachable financial adviser who we 
can rely on.”

N & Y Wickremasinghe


