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ART AS A BUSINESS

C [ hose new to the art market/industry often perceive the

process of investment in art funds as deceptively simple: a
manager receives capital from buyers, purchases works of art, and
then sells them a few years later for a profit.

If it were that easy, there would a myriad of funds in existence,
all achieving double-digit returns. But this is not the case - there
are far fewer established major art funds than there have been
marketing campaigns for such funds.

Following are an indication of the activities required by managers
of an art fund:

* raising initial capital — a significant hurdle for many would-
be art funds;

* communicating with investors;

 sourcing possible artwork for acquisitions;

» purchasing artwork — from private sales, commercial
galleries, or auctions;

* managing the logistics for acquired artwork (storage,
transportation, security, and insurance);

* negotiating the loan of artwork to galleries and museums;

 ensuring compliance with government regulations;

 deciding when to sell particular artwork on the market; and

 selling the art and distributing profits to investors, auction
houses and tax agencies.



The idea of art as an investment is hardly a new one. From ancient
times, members of the ruling class commissioned works of art to
add value to their homes and to augment their personal prestige.
The famous artists of the Renaissance — Michelangelo, Caravaggio,
da Vinci — had the leisure to create their masterpieces because
wealthy families served as their benefactors, paying for their living
expenses while they painted, sculpted, and invented.

In modern times, the idea of investing in art may not seem at all
similar to investing in a company, or in a managed fund. Indeed,
there are financial institutions that had dipped their toes in the
pool of art investment funds, only to pull back as the recession of
recent years deepened.

There was a time when art was valued because it was
aesthetically pleasing and because it brought grand ideas into
public discourse. In modern times, art is also gaining value as
an investment — not just as a long-term source of goodwill,
but as a short-term source of quick profits. Over the past ten
years, the art market has shown volatility similar to that of the
stock market, and yet some of the prices that works of art have
yielded at market have made it an attractive investment asset
class. Indeed, the art industry has a worth in excess of $3 trillion
with an annual purchasing and selling of over $30 billion —
and the returns are often just as lucrative as those in the stock
market, if not more so'. Andrew Worthington and Helen Higgs
have pointed out that investing in art means entering a market
with an increasing demand but a limited supply’. Despite some
recent success, an art investment operates differently to other
more traditional investments. For example, instead of earning
a dividend, it aims to achieve a capital gain. Art also doesn’t
appreciate or depreciate in a regular pattern with like assets, as
happens with real estate. Rather, each piece may have its very
own patterns for growth and loss. Further, investing in art is
placing your funds on the future value of something that cannot
be logically valued or priced (at least not in basic financial
terms). Finally, there are specific overhead costs associated with
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art, like insurance, transportation, storage, expert valuations,
cataloguing or exhibiting, that are not associated with other
types of investments.

The supply issue seems to be changing. Contemporary Indian
and Chinese art is growing in popularity- the supply in these
areas is not as limited as it is in other segments of the art
market, and prices are increasing. Given the current thaw in the
global economy, now may well be a prudent time to enter the
art investment market. One must bear in mind, however, that
this current upswing represents part of an ongoing cycle, and
that similar cycles plague the entire spectrum of investment
opportunities.

Classical sculptures, vases, coins, drawings, paintings, and antique
furniture have been traded for centuries. Even though art can be
seen as a commodity, just like other valued items traded through
financial markets, there have been very few art funds that have
achieved major success, and the history of art funds is quite limited.
Art is yet to be seen as a commodity that rewards investors.

A major reason keeping art from becoming a commodity is social
status. One charaterisation of the social elite has long been
the ability to invest large sums of money in objects for the sole
purpose of collecting and enjoying them, rather than trading in
them. Despite this charaterisation, for some the idea of trading
art conjures images of the painting mill, for example, the mass-
produced photographs and prints sold by large retailers.

In the 1800’s, the ability of the stock market to provide wealth to
its investors made art seem more like a collecting passion rather
than a commercial endeavour and art lagged behind other sorts of
trade opportunities.

As early as the 1850’s, academic enthusiasts suggested the
possibility of a fund designed to invest in fine art, and formed
clubs to buy and sell selected works from emerging artists.
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One example of such a club was the La Peau de I’Ours syndicate,
which supported new artists and rewarded member artists after
the recognition of Impressionism as one of the major milestones of
French culture.

As other areas of the economy modernized, so did the art markets.
The British Rail Pension Fund was one of the earliest to invest
heavily in artworks from 1974 to 1989. Investors gradually became
more used to the idea of a wide range of investment opportunities
and the need to diversify investments in an attempt to reduce risk.

Nowadays, the perception of investment in art has shifted to
the extent that it is seen as far more ‘trendy’ and visionary than
investing traditional investments.

Any investment involves varying degrees of risk. Firstly, there
are general investment risks, common to all investments, which
include factors such as inflation, interest rates movements,
government legislation, taxation and changes in consumer
confidence.

Secondly, there are art specific risks. These are risks with
particular relevance to the art market, like:

» market risk — the potential for the art market to move in an
unfavourable direction or show signs of volatility, so that
investors begin to lose confidence;

* time-frame — art is a medium to long-term investment; your
money may be tied up for several years;

* liquidity risk — art investment is typically an illiquid
investment, and artworks cannot be bought and sold
instantly on impulse;

 valuation risk — the value of a work of art is a matter of
opinion, and this value may not be realised when the
artwork is sold;

 insurance risk — insurance may not cover all events of loss;

« works of art may be damaged or destroyed; or

* there is the risk of buying a fraudulent copy of a painting.



Art investment funds and art trusts bring with them a further set
of risks, including:

« lack of past performance — the investment fund may have
no experience in investing in art;

» risk in selecting assets — the potential for artworks
depreciate in value;

« operational risk — business processes and procedures must
be sufficient to record and safeguard the assets. Further,
when the artworks are not held by the custodian, (for
example, when they are loaned to galleries or museums), an
audit trail may not be properly maintained,

» tax — there is always the risk that tax laws may change in
the future and impact on the investor’s distributions. As
with any investment, investors should talk to their own tax
adviser before making any decision;

« compliance risk — if a trust or a fund does something to
jeopardise its financial services licence issued by a regulator,
this could affect investment and the fund’s sustainability as
a financial entity; and

* liquidity risk — because of the market, you may not be able
to sell your investment when you want to, or at all. The
secondary market for art is unregulated and fragmented,;

Lastly, there are economic, political and social risks. An economic
downturn can affect investments, and may affect the ability of
an art trust or art fund to buy or sell art. It is hard to anticipate
changes in government policy or predict social instability and
these pose significant risks for investors.

Managers are compensated by investors for their expert ability to
pick a strongly performing artwork portfolio, which includes an
assessment of the associated investment risks, as described above.
Many funds want managers to invest in their funds themselves,
as a sign of credibility, thus having a personal stake in the profit
of the fund rather than just collecting a fixed management fee
regardless of the fund’s performance.
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Art Investing versus Art Collecting

Investors contribute capital into the fund, with research suggesting
a typical single contribution to be around US$250,000%. The aim
is to pool funds to invest in particularly well-known works or in a
more diverse art portfolio. This investor contribution is typically
locked into the fund for five to ten years. Investment in such funds
is not made through a public prospectus, unless the fund applies
for an exchange listing. A key difficulty faced by art investment
fund promoters is that very few investors embrace the notion
of art funds on a sufficient commercial scale, This could be for
reasons previously described — motivation for purchasing a piece
of art is usually non-financial and a highly individual /subjective
decision. Regardless of these reasons, those that do invest in art
commercially will want to gain or hedge art market exposure and
participate in its development.

Art market sales are continuing to perform better than expected,
even in today’s depressed financial climate — with the fall out
of the global financial crisis and the sub-prime crisis. Recently,
several economists have come out in favour of art, including
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Mei and Moses (2002)*, Eckstein (2006)°, Frey (2003)°, Deitch
(1989)" and Campbell (2005)°. They consider art investment a
good way to diversify a portfolio, because it does not fall into the
same category as more traditional assets such as stocks, equity,
bonds and cash. It was this perspective that led to the modern
day art investment fund resurfacing in 2001, based on the idea
that there was “speculative money to be made from the art

market”.’

This is supported by the graph at Figure 1 which illustrates the
favourable performance to date of art, in comparison to other
alternative assets .

Investment in art follows usual economic patterns. Art is in
high demand because by its nature, artworks are unique and
in limited supply. This is further compounded as most of the
world’s great works of art are only to be found in art galleries
or private collections. Economically speaking, this creates a
collection of “goods” that are not readily converted into cash, and
unpredictable. In present economic times, investors are finding
that art is working well as a protective asset.
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Figure 1. Performance of Alternative Investments "
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Table 1. Mei and Moses Study (2005) Compound Annual Returns and
Correlation Data for Art, S&P 500, UST 10 yr, UST Bills and Gold for the Last
Fifty Years.

MEI S&P500 | UST10 UST GOLD
MOSES YEAR BILLS
ALL ART | TOTAL TOTAL TOTAL TOTAL
RETURN | RETURN | RETURN | RETURN

Last 50 years 10.47% 10.95% 6.64% 5.42% 517%
Last 25 years 7.97% 13.51% 9.81% 6.13% -1.11%
Last 5 years 7.27% -2.40% 7.47% 2.63% 8.79%
Last year 13.00% 10.88% 5.06% 1.31% 5.60%
ALL ART 1.00 0.05 -0.19 0.06 0.11
CORRELATION

As previously mentioned, the first art investment fund - La Peau
de I'Ours was set up in France in the early twentieth-century by
financier André Lev. He did this by pooling money with 12 other
investors to buy more than 100 modern artworks, paintings and
drawings. This collection included pieces by Picasso, Matisse and
Van Gogh. When these works were sold at auction 10 years later, in
1914, their value had appreciated considerably over the decade, and
investors received a four-fold return on their original investment.
More art investment funds emerged for a short time in the 1970s.
One of these was the legendary British Rail Pension Fund which
gave investors returns of approximately 11.3 percent. The fund had
purchased an eclectic range of artworks including medieval art,
Chinese ceramics, Old Masters, Impressionists and African tribal
art, as well as rare and valuable books and manuscripts. The entire
collection was auctioned between 1987 and 1999, resulting in good
profits for its investors. However, the fund was shut down by the
Inland Revenue Service, which ruled that a pension fund should not
be involved in the art business."

It was not until 30 years later that the art investment boom really
began to take hold, with no fewer than 50 funds aiming to establish
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in 2001."” One of the instigators was Charles Saatchi, a well-known
UK art collector and advertising tycoon. He was interested in the
idea that there was “speculative money to be made from the art
market”.”” The time was right for this speculation. A growing number
of high net worth individuals (believed to be worth more than $30
trillion at current estimates and increasing at 7 percent a year)
created a high demand in the art investment market, with analysts

estimating such contributions to be approximately $300 billion."

% Predicted HNWI Annual Growth (2007- 2012)

illlllt
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Figure 2. Predicted High Net Worth Individual Growth (2007-2012)"
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Figure 3. HNWT Asset Allocation of Financial Assets
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Figures 2 and 3 illustrate the predicted growth of the number
of high net worth individuals over the next few years, by region.
These increasing numbers, along with the significant percentage of
alternative assets that they hold, support the expected expansion
of the art market in the near future.

This inclusion of art in a balanced portfolio has important
relevance for most Pension Funds and the Australian
superannuation market in particular. The following illustrations
make a very strong and exciting case for the potential of art
investment in Australia and globally. A representation of a diverse,
balanced portfolio is shown at Figure 4.

Portfolio Diversification Risk/Return
Structured products

Privateequity‘ . ‘ Portfolio management

Mutual funds

Real estate funds ‘ Portfolio ‘ Insurance

Derlvatlve strategies
IPOs

Direct equity

Figure 4. Diverse Portfolio
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DIVERSIFICATION

grt as an asset class was found to have less volatility and much
lower correlation with other assets as found, hence a portfolio
of artworks may play a somewhat more important role in portfolio
diversification. While the idea — “don’t put all your eggs in one
basket” is timeless, the funds management principles date back to
the early 1950’s. In June of 1952, a 25-year-old graduate student
published a provocative article in the Journal of Finance that would
have a profound impact on Modern Portfolio Theory. In his writings,
Markowitz discussed risk management through diversification'’. He
found that by investing your money across a number of asset classes,
there were opportunities to get more return from a given level of risk,
or lower the risk of your portfolio without compromising returns.

Modern portfolio theory (MPT) is a theory of investment which
tries to maximize return and minimize risk by carefully choosing
different assets. MPT is a mathematical formulation of the
concept of diversification in investing, with the aim of selecting
a collection of investment assets that has collectively lower risk
than any individual asset.

Bill Sharpe took Markowitz work and developed the Capital Asset
Pricing Model (“CAPM”), and introducing Beta as a measure of
market risk'®. Markowitz and Sharpe shared the Nobel Prize in
Economic Science in 1990 for their work on Modern Portfolio
Theory. Building upon the work of Markowitz and others, Gary
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Figure 5. Modern Portfolio Theory

Brinson sought to study the impact of the asset allocation policy
decision. The Brinson Beebower studies, originally completed in 1986
and revisited in 1991, suggested that 93.6% of a portfolio’s change in
returns over time were attributable to asset allocation policy".

Different types of investments perform better under different
market conditions. By investing in more than one type of
investment you diversify, which can help reduce the risk for your
overall investment portfolio. The more ways you diversify the
more likely you are to reduce your risk.

When it comes to the question where to put your money, there
are five major asset classes where you can invest in that will earn
some type or return: Cash, Fixed Interest, Property and Shares, or
Alternative Assets, e.g. Art (see Figure 6).

Each of these classes has a growth rate and a mix of risk factors that
make them attractive to invest in for different reasons. Some asset
classes are low risk but you don’t make as much money from your
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investment into them. With others, you have the potential to make
a lot of money but the potential to lose a lot of money is high as
well. Let’s take a look at the pros and cons of these asset classes:

Cash (often referred to as Money Market) is the most secure and
low risk of the four major asset classes. The types of opportunities
found in this class are things like bank savings accounts and
interest bearing checking accounts.

Unfortunately, cash assets offer the lowest return on your investment
dollars and the least amount of protection against inflation. However,
it is still a prudent class to invest in when you don’t have a lot of time
to invest or you want a stable and fairly predictable return.

Another benefit to having money invested in Cash assets is that it
is the most liquid of all the asset classes. Generally, you will have
quick and easy access to your money with little to no penalties
should you need it in a hurry.

Fixed Interest assets include bonds and debt securities. Bonds
and debt securities are basically promissory notes issued by
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governments, banks and corporations that investors can purchase
at a deep discount.

For instance, the government has a stack of notes valued at $100
each. They will sell these notes to investors at $80 a piece with the
promise to pay the full value of the note at a later date (usually
around 3-10 years, depending on the type of note it is). The note,
or bond, accrues interest which is applied to the bond at regular
intervals until it reaches maturity (the date the government says
it will pay the note). The investor can then cash in their bond for
its full face value.

The return on investment for bonds is better than cash but you
still won’t make as much money as if you were to invest that same
$100 into Property Trusts or Shares/Equity.

The price of Fixed Interest assets is heavily influenced by
interest rates. Higher interest rates mean lower bond prices
while lower interest rates equal higher bond prices. However,
while Fixed Assets are mildly volatile in the market, they are still
significantly safer than Property Trusts or Shares and can safely be
incorporated into any investment portfolio. Additionally, you can
still gain access to your money by cashing in the notes early but
often you will only receive the interest you have earned to date
and some notes even impose penalty fees for early redemption.

Property Trusts (also known as LPTs, Property Securities or
REITs) use the power of collaboration to bring big rewards. This
asset class allows investors with a small amount of money to invest
to combine their money together and invest into large, managed,
real estate assets. This means that you can pool your $1000 with
other investors who only have $1000 to invest and buy into
potentially lucrative real estate assets.

With a Property Trust, you earn money from the property
whenever it increases in value. Additionally, the majority of the
time, these properties will have tenants renting in them so you
also earn money from that rental income.

18



But, as we have recently seen, property values can fall significantly
which puts this asset class into the medium to high risk category.
Most of these Property Trusts are traded on the stock market,
and thus they can be influenced by the share market short term.
For the most part, though, their pricing is a reflection of property
values over the long term.

Shares (also known as Equities or Stocks) are basically units
of ownership in various companies. Out of all the asset classes,
Shares offer the most aggressive opportunity to make money with
your investment.

You earn money with your Shares in two ways. First, you receive
income via Dividends which are your cut of the profits. How much
you get is equal to the number of Shares you hold. So the more
shares you have, the more income you receive.

The second way you make money is from the rise in the price of
the Shares themselves. For example, if an investor purchases a
Share at $10 and the price of that Share goes up to $15, then their
earning is $5 if they choose to sell their Shares at that $15 price
tag. How successful a company is and the overall value of their
assets determines how much their stocks are worth.

Shares have shown to have a high return on investment over the
long term, higher than the other asset classes, but equally, they are
subject to huge fluctuations in prices. So while there is a potential
for you to make great monetary gains, there is also a high risk that
you will lose a lot of money at least in the medium term.

Alternative Assets are assets that are generally not influenced by
the other asset classes. It is good to use some of the assets in this
class to diversify your investment portfolio because their patterns
of return differ from the returns of the other four classes. This
translates into stable earnings for you irrespective of economic
and investment market cycles.

For example, people are always going to pay their utility bills so
an investment in essential services such as water and power will
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generally provide a stable and steady return no matter if the
economy is down or up.

Some Alternative Assets include Art (e.g. Aboriginal Art, which
you can learn more about in my book, Investing in Australian
Aboriginal Art), Private Equity (investments made in companies
not on the stock exchange) and Infrastructure (investments
made in transportation, water and other essential services),
Commodities, Currencies and Hedge Funds.

The risk factor of a particular asset class is a component that must
be taken into consideration when deciding on where to invest
your money. Some asset classes are safer to invest in but offer low
returns while others offer big rewards for investing in them but
the risk of losing money is high as well. Where an asset class falls
on this Risk/Return scale determines if they are either Defensive
Assets or Growth Assets:

For example, you could diversify across:

Different asset classes (cash, fixed interest, property, shares, art,
private equity)

More than one investment in each asset class (eg several different
industries and companies when investing in shares, or combining
blue-chip artists with mid-career and speculative emerging art
talents)

More than one type of art medium or art style when investing in
art, just like you’d use more than one type of fund and investment
manager when investing in managed funds.

Let's say you had all your money in just one investment and that
investment didn't perform - you would make a loss. But, if you
spread your money across different types of investments you may
have a better chance of including some investments that will
perform.

20



Core portfolio
Central portion

(2
0% Hedge ’
. Country funds /
Equity /Private , Art
J eauity” investments

4/ Real

Satellite portfolio

®|_esser portion of a
portfolio

of a portfolio structure
Well diversified —===="""| ®Focused exposure
Long-term Com- =Short to mid term

investment

investment horizon

horizon
Low

maintenance
Rational strategic

play

or specific themes

=Higher
maintenance
Foreign Tactical play
exchange
High Liquidity
yield

term

C‘,.eqit
(atio®
pu

Figure 7. The Core Satellite Approach

If you are thinking about putting together an art investment
portfolio, here are some ideas to keep in mind:

Develop your goals for the portfolio. What is it you want to
gain by creating the art portfolio?

Evaluate your level of comfort when it comes to risk.
Some people are by nature risk takers while others tend
to be more conservative. There are art investment options
that will complement both extremes as well as any mix in
between.

Learn about the many types of art investments. You may
consider such items as art funds, investing in shares of art
auction houses or art investment vehicles, buy a portfolio of
artworks, or start with a single art piece and grow your art
portfolio over time.

Set limits on how much you can invest in art and your
overall investment portfolio. Investing should be done with
net income that is not earmarked for food, clothing, rent or
mortgage, travel and other common budget items. Check
your pay slip for any deductions (except tax) already made,

21



for example superannuation, health insurance, company
car. For the most accurate picture, add these amounts back
on to your income and then include them in your expenses.
Leave out any irregular income that you would not usually
receive, for example overtime that is not regular or bonuses
for unusually good performance. Look at what you have left
over after taking care of your other financial commitments
and only use that for your investing activity. Get professional
advice. Especially for newcomers, you need the counsel of
someone with experience in the financial world.

Diversify your art investments. You may want to go with a
couple of mid-career artists, toss in a speculative emerging
talent or two, and perhaps put your money into blue-chip
artworks. By diversifying your art holdings, you help
to create a situation where one investment may help to
offset a temporary loss you may experience with another
investment.
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ECONOMICS AND ART

grt as a commodity shows characteristics that distinguish
it from other alternative assets. First of all, each artist is
unique; more importantly, each dealer is different, and artist’s
access to the marketplace is controlled by and large by dealers’
tastes. Dealers also face difficulties of their own: fixed costs are
high, including overheads, distribution, marketing, and insurance
— not to mention the process of finding and signing the artists
themselves.

In relation to supply and demand, art works can be likened to
fur coats or Lamborghinis - limited supply automatically raises
the value. The originality and exclusivity of a piece of art, be it a
painting, sculpture or print further enhances the value, although
there are four factors to be mindful of in art values over time:
changes in income for investors, changes in taste, availability and
pricing of works, and the danger of duplication (or substitution).

When it comes to specific pricing strategies, Schweizer (2008)
points out that there is a wide variety, depending on the artist’s
particular niche. High prices tend to lead to high profits and
high-profit artists provide a smaller supply, just like there are
fewer Lamborghinis than Toyota Corollas. On the other end of the
market, there is the art-fair crowd that depends on selling larger
quantities of prints, copies, or other works to make a profit, as
their margin per unit is lower.
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Pricing strategies for art can be quite complex, accounting for the
expected factors of supply and demand as well as more industry
specific factors unique to this industry including consumer taste
and differentiation. There are generally two types of costs in the
art pricing equation: production costs and selling costs (Jyramai,
1999)*. The addition of production costs to the perceived
aesthetic value of a piece could feasibly result in the actual price.
Selling costs refer to the process of taking a new artist and helping
to market them and distribute their work.

To be more specific, there are four elements to the perceived
aesthetic value of a work of art: the artist, the work itself, the
market, and the macroeconomic situation®. As far as the artist
goes, their fame, reputation and the value of previously sold
artworks are key to the pricing process. When it comes to the
work itself, such factors as the size, technique, medium, content,
quality, and certification of authenticity all come into play. Market
factors obviously include supply and demand, as well as the
authenticity and reputation of the artist. This is where investors
must rely on the experts, who are expected to make correct
purchasing decisions. The macroeconomic situation includes, as it
would when considering investments in any market, the current
state of financial markets.

Kondratieff Wave Cycle

0 27.5 55

Average 55 years (27.5 a piece) and
ranging from 18 to 33 years in length

Figure 8. Kondratieff Wave Cycle
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The Kondratieff waves (Figures 8 and 9) describe cycles in the
modern world economy and are a useful representation of long
term business growth and contraction. This cycle is also indicative
of the relationship between traditional stock markets and the
alternative (art) investment market, supporting art as a valuable
portfolio diversification asset™.

It is true that no economic market is perfectly predictable. If
this were true, there would be no risk to investment (and hence
only minimal rewards). However, flaws in a market can lead to
competitive advantages if a fund/asset manager has the right
information. Some of the truths that have become apparent about
art again come in to play: the works themselves are unique — they
cannot be substituted other than through low-end reproduced
prints, assembly-line painting or other crafting. An important
factor to consider for fund and asset managers is the notion that
art has many subjective benefits for its owners, as Abdini (2007)
points out, demand for art often “is not only due to fashion, and it
being in vogue, but to the concept of showing off to your neighbor
your new found wealth”. As such, the notions of trend, mood, and
significance play a major role* in the decision to purchase art. Can
art then, really serve as an alternative investment? Absolutely.
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The art investment funds that led the market from 2001, were
largely set up by independent investment firms, private entities
and individuals, with capital raised used to purchase a variety of
artwork to ensure a diverse portfolio. They choose from centuries
of artworks including the Old Masters, the Impressionists and
Contemporary and Modern Art. Investors are usually locked in to
the investment for the life of the fund, which are closed-ended and
range from three to 10 years.

News of funds’ profitability is usually kept confidential, with
evidence to hand suggesting that few funds are making a profit.
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ART INVESTMENT FUNDS -
A LOW SUCCESS RATE

C [ here are six main reasons for the high failure rate of art
investment funds comprising six inefficiencies not found in
the more traditional investment market.”

The first issue is the low volume of transactions. In the equity
market, financial transactions happen every day; by contrast, in
the art market, half of transactions only happen at auctions on set
days, often at six monthly intervals.

Secondly, there is no central, reliable information source for buyers
and sellers. The emerging numbers of information intermediaries
is increasing the amount of available information, but there is still
a lack of data regarding the investment performance of art.

The third problem can be summarised as the “museum factor”.
Museums and art galleries have strong constraints on the paintings
they can sell. This means that some artworks do not come back
onto the market.

The fourth difference is liquidity - artworks are traded less often
than stocks and bonds.

Next, the art market does not come with standard prices and
transparency. The price of paintings, for example, is much more
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intangible than that of stocks and bonds. The art market does
not have one common, agreed method of valuation - pricing can
vary because of many factors, such as networks between dealers
and clients, current fashion and just plain luck. The market is
also largely unregulated, although recently, the Securities and
Exchange Board of India has stated that art funds should be
regulated because they deal with public money.”

The sixth and final issue contributing to the high failure rate of
art investment funds is that art sales attract very high transaction
costs. These costs include purchase tax, insurance, handling,
legal and agent fees, which are often more than 5 percent of the
purchase price.

The first art hedge fund was launched in June 2007, as a Guernsey-
listed closed-end company. Called the Art Trading Fund, it was
the first art investment fund to offer a hedge, and commenced at a
time when hedge fund focus in alternative investments not linked
to stock or bond markets was strong®. Despite the success of early
capital raising and strong investor interest in ‘exotic’ investments,
The Art Trading Fund failed, citing onerous ongoing costs and
continued poor sales as the reasons for closure. The firm backing
the fund, Artistic Investment Advisers (AIA), announced in
December 2009 that the fund would be liquidated that month®.

The fund was established by Chris Carlson and Justin Williams
of AIA, a money management company based in the UK,
and was similar to a traditional art investment fund, adding
derivatives. The fund traded exposure in companies with a strong
affiliation with the art market, e.g. Sotheby’s or a Swiss company
Richemont, which specialises in luxury goods. The fund’s
portfolio mix was back-tested and suggested a close correlation
(96%) with the art market during the past 30 years. This strategy
was set up to ensure that if the market fell, the value of these
securities would also fall, and the fund would make a profit;
derivatives were intended to act as a hedge against market falls”.
Designed to protect members’ capital, the Art Trading Fund
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was set up as a Protected Cell Company — divided into separate
sections known as ‘cells’, so that each member’s funds were
segregated from that of other members, with individual holdings
in the company’s overall share funds. Charles Saatchi, advised the
fund on its purchases of contemporary art, and in return received
a share of the profit’'.

The fund was set up to deliver an annual return of 30 percent over
a three year closed-end period.” When it was setting up, the fund
stated that these returns would come from an increase in mid-
market art purchases and quick trading, which would make it a
safer investment than a traditional art fund.

Former corporate trader and now New York art dealer Ashel
Edelman argued that The Art Trading Fund was not a real hedge,
but only the first step in creating a hedge for art. He stated that it
was important to develop derivatives with an art basis to create a
true hedge for art. Speaking in The New York Sun in 2007, Edelman
said that stocks in companies such as Sotheby’s were not perfectly
correlated with the art market, that is, Sotheby’s stock may fall for
reasons other than art market decline, such as a drop in the stock
market”. Impacted by the GFC, the Art Trading Fund folded™
and a meeting of AIA creditors took place at the offices of the fund
liquidator, Wilkins Kennedy, in January 2010.

The recent history of Art Funds has seen both failure and success,
an indication of the volatility of both the art market and investor
sentiment. What follows is a brief journey through this history,
including an overview of art fund operation, a review of some of
the current participants, as well as consideration of the evolution
in art market operation.

Starting with the basics of art fund operation. At the outset, an
art fund establishes their investment policy; such policy typically
aiming to obtain a return through the price appreciation of a
portfolio of diverse artworks (for example, paintings, decorative
art, sculptures and other collectables). Whilst appropriate
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artworks are being sourced, funds may be invested in an interest
bearing account or short-term instruments to provide returns for
investors. Additional revenue may be earned by selling and renting
items or purchasing and leasing corporate/private collections.

The fund will also establish its investment guidelines at the start,
for example, it may only invest in Australian items in specific
mediums, may set a maximum amount to be invested in a specific
genre, specify certain items to be purchased and set financial caps
for single artworks. These guidelines are regularly reviewed.

Fund managers aim to add value through active management
of the art portfolio, with staff expected to identify market
opportunities and emerging trends in a timely manner. Figure 10
illustrates a typical fund structure.

Art funds are similar in operation to hedge funds and private
equity funds, established to provide income for fund managers and
investors alike. It is important to remember, that at the end of the
day, funds exist to make a profit, regardless of what they trade in,
and as with art funds, despite the highly subjective nature of the
investments themselves. An art fund’s aim is simply to maximize
the rate of return on investment, not to build a permanent
collection of art.

Opinion on the predictability of traditional investment market
returns is mixed. An efficient market implies that all the
information forms part of the price and that price movements
are random (Fama 1970)*, meaning that today’s price is the best
way to predict tomorrow’s price. For stock returns based in the
US, Timmermann and Granger™ (2004) and Goyal and Welch”’
(2002) support the idea that the returns on investment cannot be
forecast. Further authors, Campbell and Shiller®™ (2001), Claus
and Thomas™ (2001), Cochrane™ (2006) and Cremers (2002)"
assert that long-run returns can be forecast for stocks and other
asset classes.
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Figure 10. Sample fund structure

It seems to be quite the opposite case for art, with Chanel, Gerard-
Varet and Ginsburgh (1996) believing the art market to be ruled
by personal taste — thereby possible to predict short-term but not
long-term investment results”. Whilst stock returns are ruled by
basic laws and the rate of return becomes more predictable the
longer the investment, taste is a matter of opinion, and prices so
influenced are hard to substantiate” (Daniel and Titman, 2000).

Art funds face challenges like any other investment fund due to
changing global economic environments, as well industry-specific
struggles. There is the inability to attract new capital into the
fund, difficulty sourcing artworks at sufficiently low prices,
the potential for excessive outlay where items are overpriced
at auctions, and most significantly, there is the substantial
expenditure on salaries and management fees.

It was the Netherlands-based banking giant ABN Amro that
made early moves to establish in-house fine art funds, aimed at
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institutional and wealthy individual investors. Other institutions
to follow suit included Citigroup Private Banking in 1979 with its
Art Advisory Service; Deutsche Bank, UBS and the major auction
houses, such as Christie’s and Sotheby’s.

Unfortunately, most proposals expired. High profile antiquarian
map and book dealer Graham Arader for example apparently
failed to secure US$200 million for a fund specialising in US
paintings, allegedly blaming unsophisticated investor attitudes
and the poor reputation of art dealers. Market disquiet was
reinforced by the very public downfall of New York-based
Fernwood Art Investments, founded by Bruce Taub. He had
been promoted as:

* the first independent investment adviser to develop a full
array of art-focused investment research, advice, financial
products, and, services for sophisticated investors and
collectors, and

» establishing the first company to provide investors with
art-focused investment opportunities.

Fernwood aimed to raise US$150 million (although apparently
only achieved US$8 million) despite sponsoring high-profile
art events such as Art Basil Miami and the Brooklyn Museum’s
Basquiat exhibition. Although it was claimed that Fernwood
would revolutionise art through a “forward-looking predictive
tool”, the specialists left the building in 2005 before the fund
took off. Fernwood’s promoter Bruce Taub was sued by Roy
Disney for US$1 million in 2006 and other individual investors
in 2007, who believed that Fernwood was nothing but a vehicle
for Taub to use the funds of other’s to join the world of the art-
elite.

Another disappointing performer was India’s first art fund,
Contemporary 1, launched by Osian’s Connoisseurs of Art Pvt.
Ltd in July 2006 - a closed-ended scheme with a lock-in period
of 36 months. It made a promising start, promoting returns of 35-
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Cumulative Australian Art Sales Trends 1988-2010

Cumulative Auction Sales 1988 to 2010
(Total AUDS millions)
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40%, and was launched at a time when such funds were popular
with investors due to Indian artists making waves at global
auctions. However, the credit crunch swept through in 2008
and prices collapsed. The chairman and chief adviser to the fund
claimed this downturn in the art market made it very difficult to
sell the artwork, especially as the fund had entered at the top of
the market in 2006 and were forced to exit at the bottom of the
market. Whilst extraordinary market conditions appear to be the
main reason for the fund’s failure, market observers also point to
both the liquidity risk of art ** and the shortness of this fund’s
lock-in as mitigating factors™.

Finally, The Art Fund, an Australian-based trust, was poised to launch
in February 2008. Managed by Huntley Management as an investment
and rental fund, it aimed to seek a return for investors through the
price appreciation of a diversified Australian portfolio. The Trust was
intended to operate for five to eight years, and was seeking to raise
$30-50 million, with a $25,000 minimum investment.”

When considering the strong and steady growth in Australian art
sales just prior to the launch, The Art Fund was an eye-catching
investment proposition at the time, in terms of potential financial
returns. See Figures 11 and 12 and Table 2.

Table 2. AMI (Australian Art Market Index) versus Other Asset Classes”

1898-2007 | 109 years average | Australian Equities 7.48% p.a.
1898-2007 | 109 years average | Australian Equities 12.42% with dividends
1973-2003 | 30 years average Australian Equities 7%

1978-2006 | 28 years average Australian Equities up 10.1% p.a.
1971-2009 | 38 year average Australian Equities 4.68%p.a.
1971-2009 |38 year average International Equities 11.76% p.a.

1971-2009 |38 year average Property Infrastructure 13.35%p.a.
1971-2009 | 38 year average Fixed Interest 10.40% p.a.
1971-2009 | 38 year average Cash 8.76% p.a.
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1973-2003 | 30 year average Australian Art up 8.23%
1975-1995 | 20 year average Australian Art up 10.3 times, 12% p.a.
1995-2009 | 14 year average Australian Art up 3.19 times or 9.3%

Despite this, The Art Fund did not attract sufficient investment
and the listing on Australian Stock Exchange never took off.
The main reason for this was the fund’s excessive expenditure on
salaries and management fees, as well as its inability to attract new
capital due to GFC’s liquidity squeeze or source efficiently priced
artwork.

Remaining with the Australian art market, and focusing on
superannuation in particular, a 2010 review of pension fund asset
allocation around the world shows some countries, for example,
Germany, Switzerland and Japan, with strong existing interest in
alternative investments (including art), whilst Australian pension
assets are overweight in equities™ (see Table 3).

Table 3. Global Pension Funds Asset Allocation *

Shares Bills and Bonds Cash Others

Korea 1 48 33 18
Germany 7 44 4 45
Japan 15 46 8 32
Portugal 18 50 14 18
Iceland 18 60 11 11
Switzerland 21 42 8 29
Sweden 25 63 3 9
Canada 31 42 2 25
UK 45.7 49 3 2.3

US 46 31.7 2 20.3
Ireland 53 25 11 11
Australia 60 14 14 12
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Australian superannuation assets are projected to grow significantly
over the next 30 years” (Table 4), shifting towards DIY Super
(SMSF) - coupled with recent equity market uncertainty and the
strong performance of the Australian art market (Figure 13), there
is a clear opportunity for art investment funds.

Table 4. Projection of total Australian superannuation assets

Men Women Total Relative Relative
assets average assets
2010-11 $915 $4355 $1,370 50% 63%
2015-16 $1,310 $690 $2,000 53% 66%
2020-21 $1,830 $990 $2,815 54% 69%
2025-26 $2,460 $1,365 $3,830 55% 71%
2030-31 $3,245 $1,835 $5,075 57% 73%
2035-36 $4,235 $2,415 $6,650 57% 74%
2040-41 $5,500 $3,145 $8,645 37% 75%

In the midst of art market failures, the perception of investment
in art funds can be a hurdle for its promoters. One of the major
concerns for investors is the transparency of art markets. The
pricing of artworks is more intangible than that of stocks and
bonds, and the market is more susceptible to the subjective forces
of current trends and fashion. Related to this is the uncertainty
of results. For example, average compound annual return for
artworks sold since 2004 was 33% according to the London-based
Fine Art Fund, in comparison to the performance of hedge funds
that lost 19% in 2008 but gained 20% in 2009™.

Despite the failings of some recent endeavours, a number of new
and diverse art funds have been announced over the past few
years - many branding themselves as “unique” opportunities and
many promising investor’s high returns.

A good example of this is London-based company Marquee
Capital Ltd, which established the first investment fund devoted
to rock and pop mementos”. Started in May 2007, this fund
generates profits for shareholders through the capital appreciation
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of its collection and income from exhibitions, intending to amass
the world’s largest portfolio of investment-grade Madonna and
non-Madonna memorabilia™.

The Fine Art Fund (FAF), based in London, was the brainchild
of former Christie’s finance director Philip Hoffman. Focused
on institutional investors, the aim was to raise US$350 million
for investment in “blue chip art” and to pay dividends by leasing
works from its portfolio for display. The idea behind FAF was to
capitalise on the increase in art prices stemming from the dot-com
profits in 2000.

In 2006, Hoffman claimed compound profits to be 40 percent, with
one of the works in the portfolio reaching a value of US$8 million.
Later, speaking in the New York Times in 2009, Hoffman said
that the fund had averaged returns of 30 percent each year. “We
have averaged the same returns in old masters, Impressionist and
modern and contemporary. The biggest growth and the biggest
drop have been in the contemporary sector. The most stable has
been the old masters market.””
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The Fine Art Fund is a closed-ended fund - the Fine Art Fund
I focuses on the Old Masters, Impressionists, Modern and
Contemporary Art. Its strategy of purchasing between $1 million
and $2 million worth of artworks each year and then putting them
back on the market after a year may help to explain the fund’s
success, because most other funds hold their artworks for between
three to seven years before re-selling.

The new Fine Art Fund II focuses on investment in traditional,
Modern and Contemporary Chinese art, spanning some 500 years,
and is planning to raise its target of $50 million to $100 million.

The Indian art market is one of the most popular developing
markets for art investment. It has grown rapidly, with income
increasing from $2 million to $400 million over the past seven
years.”® One reason for its increasing popularity is that Indian art
is less expensive than, for instance, the prices being asked for Old
Masters and Impressionists. In an interview with The Economic
Times, founder of The Fine Art Fund Group Phillip Hoffman
asserts that buyers in the two markets have been very different.
“The market for Indian art globally is still in its emerging phase
and the growth has been much slower compared to that of China.
One difference between the two has been that as against the
Chinese art market where the demand spurt came from European
and American buyers, Indian art until now has largely been bought
by Indians living abroad.””’

Societe Generale Asset Management (SGAM), based in
Luxembourg, promoted a US$25 million Alternative Investment
Art Fund in 2007. This was touted as the ‘first fund to be backed
by a bank, with initial investment of US$150 million in the
second year and projected annual returns of 15 percent. SGAM'’s
investment policy was to ’invest in modern art using private
equity techniques.” The rationale for this fund was the expectation
that art prices follow trends that are the opposite of bonds and
shares, thus providing risk diversification.
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Another success story is Castlestone Management’s Collection of
Modern Art fund. Based in New York and launched in May 2009,
Castlestone manages this mutual fund and follows a ‘buy-and
hold’ strategy specializing in museum quality, post-war works™.
Investment in this fund starts at US$ 10,000.”

In 2007, an interesting collaboration between the China
Contemporary Art Foundation (which holds a collection of more
than 3.000 works) and the China Merchants Bank was launched,
offering China’s ‘new-rich’ the opportunity for a long-term
investment in Chinese contemporary art. Investors with minimum
assets of 10 million Yuan pay a deposit for a chosen piece of
artwork from the fund, and have a 12-month period to enjoy it
before deciding whether to purchase or return it™.

Looking to the future, the first closed-end art fund to be
authorised by the Irish Financial Services Regulatory Authority is
poised to enter the market in May 2010. Anthea Art Investments
will launch the Anthea 1 Contemporary Art Investment Fund
which will focus entirely on artwork from 1945 to the present, and
is targeting EUR 30-40 million at launch.

This fund will close investment shortly after debut and will
likely hold a second closing before the end of the year, with the
aim of reaching EUR 80 million. The fund will have an eight-year
maturity, including a four-year investment period with a EUR
250,000 investment minimum. Despite negotiations with some
pension funds, insurance companies and other institutions, it is
expect6e1d that most investors will be private individuals and family
offices”.

The majority of the works in the fund will be by established artists,
some by successful artists from emerging economies, a small
percentage will be works by emerging artists, with approximately
20% of fund capital used to make price arbitrage investments by
picking up artworks below market value via distressed situations
and art auctions.
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Two examples of potential entrants to the art investment market
are the AC Contemporary Art Fund and the Meridian Emerging
Art Markets Fund.

Italian based alternative investment firm, Advanced Capital
Art fund (in partnership with auction house Philips de Pury)
has advised that they are waiting for the green light from Italian
Authorities before starting to market their AC Contemporary Art
Fund; however, it has also had difficulty in attracting investors™.

Meridian Art Partners established the Meridian Emerging Art
Markets Fund in 2008, aimed at the growing number of wealthy
art collectors in Asia, Latin America and the Middle East,
perceived as less risk-averse than their Western counterparts.
Although it was expected that volatile economic times would
present an opportunity to buy art more cheaply”, this, along
with private bank problems, had the opposite effect of decreasing
investor confidence®.

When considering the performance of art funds across the world -
those that have failed, those few continuing to operate successfully
and those poised to launch, it is clear that on the whole, the
establishment and subsequent performance of the art fund of
today has been heavily impacted by the financial instability of
recent years, which further exacerbated the industry challenges of
attracting capital and sourcing suitable artworks. This poses the
question — where to in the future?

2010 will be a year of continued reshaping in the art market,
with auctions expected to remain smaller and private sales likely
preferred by many collectors.

In making any projections on the future of the art market, it
must be viewed first and foremost in the context of the larger
global economy. Whilst valuable insight on the direction of this
market can be obtained by tracking it to the performance of
other financial assets, care must be taken not to oversimplify this
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relationship by establishing ‘rule of thumb’ market lag-times as a
basis for investment.

Over the past five years, some hard lessons have been learned,
but these all help to facilitate better decision making and paint a
clearer picture of art market expectation and structure in 2010.

It was in 2005 that investment in art started gaining traction, due
to the timely convergence of several factors, including a substantial
increase in art prices. This ignited investment ambitions and
heralded a new breed of buyer - the “investor-collector” and the
“speculative-collector”; attracted by the glamour of art as an
alternative investment in this time of global liquidity excess.

Then came the financial market free-fall that saw a rapid and
steep drop in art prices. Those who had argued that the art market
operated independently to other financial asset markets were left
to ponder the reasons for this fall, whilst other observers had to
ask whether the increase in the momentum of the art market in
prior years was merely a reflection of the general overstatement
seen in so many asset types as generated by a global asset bubble.
The most important question at this time however, was forward-
looking — had the art market reached rock bottom, and was it
showing signs of stabilising?

Market insiders claimed that the subsequent and recent art
market upswing was of a completely different nature, with three
factors spear-heading the revival and contributing to a shift in
market focus: a significant increase in wealthy individuals around
the world; the entrance of collectors from the emerging markets
(Middle East, Latin America, Russia and Asia) and rising interest
in contemporary art among the expanding wealth base in America.

While this argument is partly true, the arrival of new buyers in
large numbers does not mean that they could not also leave in
large numbers. The art market is fuelled by wealth creation and
liquidity, the absence of which can have a sudden and dramatic
impact on transaction volume and pricing, as painfully experienced
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in the 2008/2009 auction season. Markets can fall abruptly
overnight should collectors, “investor-collectors” and “speculative-
collectors” change their perception of value, especially in an
unregulated, opaque market which is not embedded with an
objective, standard valuation methodology.

This vulnerability of the art market can be highlighted by
comparing the two-week auction of impressionist & modern
and post war & contemporary art in New York in the autumn of
2007 with that of the autumn of 2008 - $1.6bn against $729m
respectively. Despite comparable quality of auction material, buyer
demand was absent which resulted in a dramatic drop in prices
and works sold. This market contraction was compounded by
lower auction prices and the loss of guarantees, with only $596m
total auction sales in autumn 2009 (less than 40% of the peak).

Most recently, there is a premise that participants are on the sidelines
waiting to return when the economy recovers. This assertion needs
to be evaluated carefully, as although some fortunes have been
dramatically diminished, there is still considerable world-wide
wealth. However, the perception of wealth is considerably different
now than in 2007, and the “speculative-collector” is likely to have
disappeared for the foreseeable future. Several noted economists,
including Paul Krugman, have argued that we are undergoing a
monumental restructuring of many sectors of the global economy—
media, retailing, real estate, automotive and financial services. Will
the art market undergo the same transformation?

Consideration must also be given to the decrease in net worth
and its negative effect on leading collectors, foundations and
institutions, such as the Metropolitan Museum of Art and
Harvard University. If such prominent institutions are forced to
drastically reduce their spending due to declining endowments
and investment income, what does this suggest about the buying
capacity of the art industry’s most visible players? And more
recently, what will be the ultimate impact of the current debt
crises in Dubai on the broader collecting ambitions of that region
of the Middle East?
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During 2009, the art market was impacted by limited art market
liquidity, global deleveraging and financial market turmoil.
Interestingly, global financial market upheaval reinforced the
long-standing preference of Indian, Chinese and Middle-Eastern
collectors to hold real assets (for example, art, real estate and
gold). In addition, these emerging economies are recovering faster
than those of the US, Japan and Europe. For these reasons, the
classical Chinese paintings and works of art market, unlike its
western counterparts, has experienced a less severe impact.

Gold prices have recorded record highs, due to concerns about
future inflation or a return of financial market instability, and it
is those same concerns that are expected to encourage a number
of wealthy individuals toward increasing their portfolio allocation
to art as an inflation hedge, thus fuelling price increases in more
well known and higher quality works — the more conservative old
masters and impressionist & modern classics.

2010 will see continued reshaping of and improvement in the
art investment market, following prior year shifts in global
investment trends. The art market cannot rely on profit increasing
generally across the board; rather, success is expected to be found
at smaller, private auctions of high quality works that have a more
conservative appeal. Art can therefore still be seen as an extremely
valuable asset and a ‘must-hold” for both the connoisseur and the
investor-collector.

Evidence of this success in high-quality works can already be seen
early in 2010, with a very strong start to art sales world-wide.

In what is being seen to signal the recovery of the top end
of the art market, total revenue for Christie’s and Sotheby’s
Contemporary Art sales has increased by 255%, compared to
February 2009 (combined revenue of $79.5m in February 2010 vs.
£22.3m from the same sales in 2009)®.

In 2009, contemporary art sales in London were well down, and
the three auction houses were only able to achieve £32.8m for six
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sales. So far this year, volumes have increased, with more than
£116m worth of contemporary art selling over five days.*

Some notable sales include the ‘stupendous price of £65m’ fetched
in London by Giacometti’s “CHomme qui marche 1” (1961) and
the fierce bidding for 18th century Chinese pieces in Hong Kong
at Sotheby’s 2010 Spring Sale, where world auction records
tumbled, and some items sold for up to five times their estimated
selling price”.

It appears that major works are once again appearing in auction
rooms after eighteen month hibernation®. Indeed, Sotheby’s
international head of Chinese ceramics and works of art confirmed
that interest in Chinese works of art was booming, and expressed
concern that supply was not able to keep up with demand®.
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CONCLUSION

grt will always be a subjective investment, influenced by
the trends of the time. However, it is still a tangible asset,
with low correlation to stockmarkets and therefore the perfect
alternative market in which to diversify one’s investment portfolio.

The large allocation of high net worth individual capital into
art, and the predicted increase in the number of such individuals
across the world, is expected to lead to a far greater appetite and
demand for art investments.

This same scenario is predicted too for Australian superannuation
funds. There is large diversification potential for an industry long
over-exposed to equities, at a time when total superannuation
assets are increasing (as well as the shift to self-managed
superannuation funds) and when the Australian art market is
performing strongly.

Further, the art market has long held a prohibitively high
‘barrier to entry’, with substantial amounts of cash required for
establishment and regulatory requirements before outlaying a
single dollar on the artworks themselves.

The advent of art funds and art syndicates in recent times provides
a more efficient and less expensive option for the art investor,
without the need to engage in the regulatory structure.
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As seen at the start of 2010, demand for high quality artwork is
particularly strong and this is expected to continue to grow.

Like the global art market itself, art investment funds have
experienced a difficult few years, but if lessons can be learned from
the global economic fall-out and associated investor behaviour,
they stand to thrive as the combination of the factors described
above drives the art market still further upwards in 2010.
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APPENDIX 1.
YOUR INVESTMENT
RISK PROFILE

(ZU hat Investor Style are you? This Investment Risk

Profiler helps you in determining the investment style
that is most appropriate for you. It draws different factors together
by helping you understand how you feel about risk. It provides
guidelines that may help you determine how to allocate the funds
you have available for investing among the major asset classes (i.e.
shares, property, fixed interest, art and cash).

This Investment Risk Profiler tool does not constitute a
recommendation or statement of opinion about investor style
and is not intended to be relied upon for the purpose of making a
decision in relation to a financial product.

Please remember that this risk tolerance questionnaire has been
designed to help you evaluate your risk profile and that, given the
answers to the above questions, your risk profile may be in the
indicated sector. If you feel comfortable with the analysis provided,
then your financial adviser can use it to devise an appropriate
investment portfolio. If you don’t agree with the analysis, or want
to ask some questions about it, or for advice about investing, you
should consider obtaining advice from a financial adviser.
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1. Which of the following best describes your current stage of life? Points

a) Single with few financial burdens. Ready to accumulate wealth for 5
future short term and long term goals.

b) A couple without children. Preparing for the future by establishing
a home. Expecting to have or already have a high purchase rate of 4
household and consumer items.

¢) Young family with a home. You have a mortgage and childcare costs 3
and maintain only small cash balances.

d) Mature family. You are in your peak earning years and your
mortgage is under control. You both work and you may or may not 5
have children that are growing up or have left home. You're ready
to start thinking about your retirement years.

e) Preparing for retirement. You own your home and have few
financial burdens; you want to ensure you can afford a comfortable 2
retirement.

f) Retired. You rely on existing funds and investments to maintain
your lifestyle in retirement. You may already be receiving a 1
Government pension and /or Superannuation pension.

2. How familiar are you with investment matters? Points

a) Not familiar at all with investments and feel uncomfortable with the 0
complexity.

b) Not very familiar when it comes to investments. 1

¢) Somewhat familiar. I don’t fully understand investments, including 9
the share market.

d) Fairly familiar. I understand the various factors which influence 3
investment performance.

e) Very familiar. I use research and other investment information
to make investment decisions. I understand the various factors 7
which influence investment performance.

3. How long have you been investing, not counting your home or bank | Points
type deposits?

a) 3 years or more. 5

b) Up to 3 years. 2

¢) This is my/our first investment. 1

4. How long would you invest the majority of your money before you | Points
think you would need access to it? (Assuming you already have
plans in place to meet short term cash flow and /or emergencies.)

a) In 2 years or less. 1

b) Within 3-5 years. 3

¢) Within 6-10 years. 7
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| d) Not for 10 + years. | 10 |
5. Once you start using your invested money, how long would you need | Points
it to last?
a) Over a period of 2 years or less. 0
b) Over a period of 3-5 years. 1
¢) Over a period of 6-10 years. 3
d) More than 10 years/Retirement. 5
6. In October 1987, the Australian share market fell more than 40% Points
during the month. If the share component of your portfolio fell by
40% over a short period, such as a month, would you:
a) Sell all of the investments. You do not intend to take risks. 1
b) Sell a portion of your portfolio to cut your losses and reinvest into 3
more secure investment sectors.
¢) Hold the investment and sell nothing, expecting performance to 5
improve.
d) Invest more funds to lower your average investment price. 7

your actual behaviour.)

(If you have experienced a fall like this, choose the answer that corresponds to

7. 1f your investments fell by more than 6% over a short period, would
you:

Points

a) Sell all of the remaining investment.

b) Sell a portion of the remaining investment.

¢) Hold your investments and sell nothing.

d) Invest more funds. You can tolerate shore term losses in expectation
of future growth.

D || WwW =

corresponds to your actual behaviour.)

(If your portfolio has experienced a drop like this, choose the answer that

accept the lower return associated with these investments.

8. The table below shows the highest one-year gain and highest one- Points
year loss on three different hypothetical investments of $10,000.
Given the potential gain or loss in any one year, where would you
invest your money?
a) Fund A — Highest Gain: $593 Highest Loss: -$164 1
b) Fund B — Highest Gain: $1,921 Highest Loss: -$1,020 3
¢) Fund C — Highest Gain: $4,229 Highest Loss: -$3,639 5
9. Which one of the following statements describes your feelings Points
towards choosing an investment?
a) I would prefer investments with little or no fluctuation in value and
have a low degree of risk association with them. I am willing to 1
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b) I prefer to diversify with a mix of investments that have an emphasis
on low risk. I am happy to have a small proportion of the portfolio
invested in assets that have a higher degree of risk in order to
achieve a slightly higher return. T am prepared to accept a negative
investment return of 1 in 10 years.

¢) I prefer to have a spread of investments in a balanced portfolio. I am
happy to have a negative return of 1 in 7 years.

d) I prefer to diversify my investments with an emphasis on more
investments that have higher returns, but still having a small
amount of low risk investments. I am prepared to accept a negative
return of 1 in 5 years.

e) [ would only select investments that have a higher degree of
investment price fluctuation so that I can earn higher long term
returns. I am happy to accept a negative return of 1 in 3 years in
order to achieve this goal.

12

10. How secure is your current and future income from sources such as
salary, pensions or other investments?

Points

a) Not secure.

b) Somewhat secure.

¢) Fairly secure.

d) Very secure.

(S0 N ESCR |\

Only answer questions 11-13 if you are intending to trade options

or derivatives

11. Are you proposing to sell options positions to open, that is, writing | Points
positions?
a) For income purposes over stock you hold; -3
b) Selling puts with a view to purchasing stock at a later date; 3
¢) As a trading strategy to lock in ‘time decay’, without necessarily
holding the stock; 5
d) To generate immediate premiums and monitor to retain premiums, 7
without holding the stock and holding minimal cash lodged.
12. What percentage of collateral utilization (stock/cash) do you deem | Points
appropriate to trade options?
a) Greater than 90% 10
b) 75% 5
¢) 50% 3
d) Less than 20% 0
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13. If you suffer an unrealised loss on an options position, would you: Points

a) Roll the position to the next series; 5

b) Move Fhe position to a more in the money series to achieve a greater 10
premium;

¢) Sell increased positions; 15

d) Close the position 0

Only answer questions 14-15 if you are intending to trade CFDs

or futures
14. As CFD’s are a highly leverages product are you Points
a) Expecting to trade them as a small part of your portfolio, e.g. less 9
than 10%;

b) Between 10-50%; 5
¢) Greater than 50%; 10
d) They will be the only product I trade. 15
15. What trading CDF’s, will you trade Points
a) With the view to hedge your underlying portfolio; 2
b) As a means to increase returns on your portfolio; 5
¢) In a speculative nature to take advantage of opportunities; 10
d) In very short term timeframes as a trader. 15

Your score:

Add up the points you scored for each answer. Based on the total
points, you may compare your score with the range of Profiles

described below.

Total points |:|

Indicative Score Description

Investor
Profile

peace of mind.

Conservative |0-18 points | You are a conservative investor who does not
wish to take any investment risk. Your priorities
are the safeguarding of your investment capital.
You are prepared to sacrifice higher returns for
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Moderately
Conservative

19-25 points

You are a moderately conservative investor who
is prepared to accept a small amount of risk. Your
priority remains the preservation of capital over
the medium to long term. You may have some
understanding of investment markets; however,
you cannot afford to take any chances with your
capital.

Balanced

26-44 points

You are a balanced investor with some
understanding of investment market behaviour
and can accept some short term risk to your
capital. You do not wish to see all of your capital
eroded by tax and inflation and are prepared

to take a small short term risk in order to gain
longer term capital growth.

Assertive

45-55 points

You are an assertive investor who understands
the movement of investment markets. You

are most interested in maximizing long term
capital growth, although you do not wish to
make unbalanced investment decisions. You are
happy to sacrifice short term safety in order to
maximize long term capital growth.

Aggressive

56+ points

You are an aggressive investor. You are prepared
to sacrifice your investment capital in pursuit of
the highest long term capital growth investment.
You are most interested in reducing your taxable
income and have an understanding of the
behaviour if investing in markets.

Australian

Cash Shares

International

Total
Portfolio
Allocation

Domestic
Fixed
Interest

International
Fixed Interest

Listed

Property Art

Shares

Conservative

21 11

10 8 26 24 0 100

Moderately
Conservative

20 17

10 8 22 18 5 100

Balanced

5 30

20 10 17 8 10 100

Assertive

) 30

27 10 10 8 10 100

Aggressive

2 32

29 10 9 3 15 100
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GRAPHICAL REPRESENTATIONS OF INVESTOR PROFILES

Conservative Moderately
Conservative

International Fixed
Interest

Cash Art

International Fixed

Interest
Australian Shares
Australian Shares
Domestic Fixed International Shares Domestic Fixed
Interest . Interest
Listed Property International Shares
Listed Property
Balanced 5
Assertive
Art Cash ,
International Fixed International Fixed Art Cas
Interest Interest

Australian Shares

Domestic Fixed Australian Shares

Interest

Domestic Fixed
Interest

Listed Property

Listed Property International Shares

International Shares

Aggressive

Cash

International Fixed
Interest
Australian Shares
Domestic Fixed
Interest

Listed Property

International Shares
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DISCLAIMER

All content is protected by Copyright and may not be copied
or reproduced in whole or in part by any means, including
photocopying and electronic transmissions, without prior written
authorisation. All rights are reserved. With respect to content
(including text and images) from the book, direct copying or
quotation placed in a facsimile or email message, in a post on
any website (including internet message boards, blogs, social
networking sites and public discussion forums), or in an article
published in other mass media, is not allowed; but citations or
references to such content by hyperlinks to pages and image-files
on the hosting website are permitted.

Before relying on the information in this book, users should
carefully evaluate its accuracy, currency, completeness and
relevance for their purposes, and should obtain professional
advice relevant to their particular circumstances. The owners,
developers and associated parties cannot guarantee nor assume
any legal liability or responsibility for the accuracy, currency or
completeness of the information or material.

This book is not a substitute for independent professional
tax, investment, social security or legal advice. Whilst many
taxation, legal and investment matters are discussed in length,
this book serves as the writer’s interpretation of current laws and
regulations, without specific advice on any personal or corporate
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requirements. Use of any information from this book or any other
book or web site referred to is for general information only and
does not represent advice either expressed or implied.

You are encouraged to seek professional tax, legal or investment
advice. No warranties or endorsements by either ASIC, APRA,
ATO or other government bodies as to the accuracy or value
of the information provided is implied from possession of this
book. Accordingly, developers, owners and affiliates disclaim
that the information provided should not be treated as advice.
Furthermore, it is a strict condition of the that any individual
reading the book recognizes and accepts unreservedly that all
information, analyses, projections, forecasts, expectations, or
outcomes relating to past, present, or future financial markets
performance, economic activity, or investment or trading
instruments, are provided exclusively for academic purposes and
that such information must not in any way be construed as general
or personal advice to invest or trade in any financial market or
security. All references to and presentation of analyses, projections,
forecasts, expectations, or outcomes relating to past, present,
or future financial markets performance, economic activity, or
investment or trading instruments, are provided information in
this book or related websites for academic purposes only and must
not in any way be construed as specific or general advice to invest
or trade in any financial market or security.

The foregoing applies also to correspondence (including private
emails) with the developers or the book designer to posts on
other websites (including internet message boards and public
discussion forums), and to articles published in other mass media.
Developers or publishers shall not be held liable for any losses
incurred by anyone who follows or acts on the opinions, views,
or forecasts expressed in any form in this book, on any other
websites or from individuals connected by hyperlink to or from
this website. Anyone reading this book is solely responsible for
their interpretation of its contents and for their own decisions and
actions with regard to trading or investing in financial markets.
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Examples quoted from analyses, projections, forecasts,
expectations, contingent scenarios, or investment or trading
strategies which have been deemed successful, or which produced
accurate outcomes in terms of price, direction, or timing objectives,
or position-related profitability, are presented for illustrative
purposes only. They are not intended to be an exhaustive listing
of all projections, forecasts, expectations, or contingent scenarios
presented in the book, newsletters or in posts to public internet
forums. Many of those not included in the highlights presented
information in this book or related websites were also successful
in terms of achieving their price, direction, or timing objectives,
but some of the forecasts did not meet their anticipated targets.
You should make your own enquiries before entering into any
transaction on the basis of the information or material on this
website. Please ensure you contact an adviser directly to discuss
your particular circumstances and how the information provided
applies to your situation.

Past performance is not indicative of future performance, and
trading in securities and derivatives (e.g. Equities, futures and
options) involves substantial risks. All readers should consult
their own licensed Investment Adviser and/or Stockbroker,
Insurance Broker, Solicitor, Tax Agent, Registered Real Estate
Agent, Mortgage Broker, Art Dealer, Financial Planner or other
specialist before placing funds at risk or attempting to implement
any of the strategies discussed, and should always employ prudent
money management policies and practices appropriate to their
own particular circumstances.
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