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MLC Global Share Fund commentary (includes hedged and unhedged)
About the Fund
The MLC Global Share Fund is designed to be a complete portfolio for the global shares asset class, and aims to deliver growth by using investment managers who invest and diversify across many companies listed on share markets anywhere around the world. 

Fund performance can be assessed against the MSCI All Country World Index over rolling 5 year periods.
MLC Global Share Fund (Unhedged) Performance
	Performance to 
31 March 2012
	3 month 
%
	1 Year 
%
	3 Years 
% p.a.
	5 Years
% p.a.

	MLC Wholesale/Masterkey Investment Service Fundamentals 
(takes into account fees)
	10.6
	1.9
	6.6
	-5.4

	MLC Masterkey Investment Service/Unit Trust

(takes into account fees)
	10.3
	1.0
	5.5
	-6.3

	MLC Global Share Strategy
(before taking into account fees and tax)
	12.2
	3.6
	8.0
	-4.3

	MSCI All Country World Index 
	10.9
	-0.4
	6.2
	-4.5


Source: MLC Investment Management

MLC Hedged Global Share Fund Performance^
	Performance to 
31 March 2012
	3 month 
%
	1 Year 
%
	3 Year 
% p.a.
	5 Year
% p.a.

	MLC Wholesale/Masterkey Investment Service Fundamentals (takes into account fees)
	12.6
	5.3
	21.3
	-

	MLC Masterkey Investment Service/Unit Trust

(takes into account fees)
	12.3
	4.3
	20.1
	-

	MLC Hedged Global Share Strategy
(before taking into account fees and tax)
	13.3
	7.2
	22.3
	-0.3

	MSCI All Country World Index Hedged
	12.5
	3.8
	21.5
	0.8


^Please refer to www.mlc.com.au for performance since inception.

Source: MLC Investment Management
Executive summary

For all the doom and gloom at the end of 2011, investment markets turned around and, in the first three months of 2012, some markets posted the best first-quarter returns in 14 years. Despite the rally in the last quarter, the year to 31 March 2012 ended marginally negative. The MSCI All Country World Index (ACWI) delivered -0.4% unhedged. and 3.8% in hedged Australian dollar terms. 

The Australian dollar regained momentum against a range of currencies over the year.  Hedged global share investors are protected when the Australian dollar strengthens, and see higher returns than unhedged global share investors. The Australian dollar gained marginally in value against the US dollar (0.3%) and significantly against the Euro (6.4%).

The MLC Global Share strategy (unhedged) returned 3.6% for the year before fees and taxes, beating the benchmark by 4.0%.  The MLC Hedged Global Share strategy returned 7.2%, outperforming the hedged benchmark by 3.4%.  The performance difference (relative to the benchmark) of the two strategies is due to the mechanisms used to hedge the currency exposure.

All managers, except Dimensional and Capital International, both produced positive returns and beat the benchmark over the year.  Companies held in the Information Technology and Consumer Staples sectors helped the strategy the most. Developed markets shares outperformed their emerging markets counterparts during the year, while rising appetite for risk in the last quarter favoured emerging markets.  

In March 2012, we terminated Capital International from our manager line-up and appointed Delaware Investments.  We also adjusted allocations to other managers within the strategy. The aim of these strategy changes was to rebalance the portfolio to enhance its performance in rising as well as falling markets.     

Given the significant recovery in equity markets in the first quarter of 2012, a period of consolidation is possible. The fiscal situation in Europe remains challenging and while the injection of liquidity by the European Central Bank has been beneficial, significant structural challenges remain in the Eurozone economy. Although valuations in the US remain reasonable compared to historical levels, the pace of earnings growth is likely to slow from their recent high levels. Profit margins will also rise more slowly as the productivity benefits of the last two years recede. However, the significant reserves of natural gas  discovered in the US in the last five years may provide an abundant and cheap source of power and the base for a renaissance of manufacturing in the US. Growth prospects in emerging markets continue to look stronger than those for developed countries. While emerging markets equities have rebounded, they are likely to keep rising in the medium term.
Absolute returns
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Who could possibly have guessed?  After all the discussion in the press about the long economic slowdown, last year's downgrade of American sovereign debt, talk of double-dip recessions and of looming crises in Europe and China, the US investment markets turned around. In the first three months of 2012, they posted the best first-quarter returns in 14 years.  Global markets followed suit, though more modestly. Interestingly, the two sectors that were responsible for last decade's major market busts, Information Technology and Financials, led the markets this past quarter, posting respective aggregate returns of 19.0% and 13.1%. But the uptrend could be seen across nearly all sectors.

The strong performance of the last quarter enabled investors to make up most of their losses from the last half of 2011.  Over the year, Information Technology posted double digit returns of 13.1%, while Financials was the worst performer with a return of -11.0%. 

Returns for the year from emerging markets were lower than those from developed markets. However, after a relatively late start to the rally compared to developed markets, emerging markets look poised for further growth At the end of March, the MLC Global Shares strategy had an exposure of 11% to companies listed in emerging markets, marginally below the benchmark allocation of 13%.    

The performance of the MLC Global Shares strategy was driven by selections in the Information Technology and Consumer Staples sectors.  The strategy remains overweight to both sectors.  At the same time, being underweight in the poorly-performing Financials and Materials sectors also helped performance.     

Careful company selection mattered more to performance than any other factor over the year. Selection of companies with strong cash flows, pricing power in their core markets and sophisticated intellectual property were the common themes for managers that outperformed. 

The strategy has delivered strong positive returns over the last three years and has outperformed the broader market benchmark over that period.  The performance has been driven by the underlying managers’ careful company selection and MLC’s adjustment of exposure to those managers. 
Comment on the impact of currency

The Australian dollar had a volatile year, ending marginally stronger against a basket of currencies.  The pace of price growth in commodities may remain subdued over the next few years.  Further interest rate cuts anticipated in Australia in the second quarter of 2012 may put downward pressure on the exchange rate.  While interest rate differentials and weakness in other global currencies still support an elevated Australian dollar, we continue to believe that with the global uncertainty, the currency is likely to edge lower. 

On the back of these currency movements, the MLC Hedged Global Share Fund outperformed its unhedged counterpart by 3.4% for the year and by 0.8% for the quarter.  The Australian dollar should reflect global risk appetites and may remain volatile over the next year, in line with markets.

Relative returns
The graphs show returns of the Funds relative to index. Please note that these are strategy returns. The strategies existed before the specific product was launched.
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Contributors to the Fund’s relative returns

· In a year when the unhedged strategy (3.6%) beat the benchmark (-0.4%), the strongest relative returns were from Sands Capital (11.5% above benchmark), Walter Scott (8.3% above benchmark) and Tweedy, Browne (7.8% above benchmark).

· Sands Capital benefited from overweight positions in the Information Technology and Consumer Discretionary sectors.  Visa, Intuitive Surgical and Apple were the holdings that made the largest contribution to their overall returns.

· Walter Scott benefited from low exposure to the Materials and Financial sectors, the weakest performers in the index, and a large exposure to the Information Technology and Healthcare sectors, two of the best performers in the index.

· Tweedy,Browne not only benefited from their holdings in defensive sectors such as Food, Beverage and Tobacco ( including Diageo and Unilever), they also made solid returns from a few of their holdings in the Chemical, Media, Financials, and Information Technology sectors.

· The Information Technology sector was the dominant driver of returns for Harding Loevner too.  Apple and ebay were among the top five contributors to returns for the year.

· Carnegie benefited not only from holdings in Apple and Samsung, but also more defensive companies such as Diageo. 

· In the March quarter, Sands Capital (5.0% above benchmark) and Harding Loevner (3.9% above benchmark) were the best performers. For the overall strategy, the Financials and Information Technology sectors made the largest contribution in the quarter. Salesforce.com, a USA-based cloud computing software specialist, and HDFC Bank, an Indian bank, were the top contributing companies.

Detractors from the Fund’s relative returns

· Over the year to 31 March 2012, managers Dimensional (9.8% below benchmark) and Capital (4.8% below benchmark) were the laggards for the strategy.

· Dimensional’s exposure to the Financials sector, reached a high of 44% in September and stabilised at 32% by the end of March.  The magnitude of the underperformance in this sector hurt returns most during the year, although there was a strong turnaround in the final quarter of the year.

· Stock selection in a range of sectors hurt the performance of Capital International. This manager was removed from the portfolio in mid March.     

· Over the March quarter, Mondrian (2.0% below benchmark) and Tweedy, Browne (0.9% below benchmark) were the key detractors from performance.  This was no surprise given the risk-driven rally during the quarter;  during such strong rallies, we expect both managers to underperform broader market benchmarks for short periods. 
Manager returns
The chart shows manager performance relative to index
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Manager summary

In March 2012, we terminated Capital International from our manager line-up and appointed Delaware Investments.  We also adjusted allocations to other managers in the strategy. The aim of these strategy changes was to rebalance the portfolio to enhance its performance in rising as well as falling markets.     

	Manager
	Style/Role in portfolio
	Current positioning

	Delaware Investments
(11.5%)
	50 stock concentrated portfolio.
	While some fundamentals may be moving in a positive direction (from the very low base of the global financial crisis of 2008-2009), Delaware Investments doesn’t believe we are entering a typical post-recessionary boom cycle. Rather, they believe the lingering effects of the credit crisis could lead at best to moderate growth, and an environment in which the quality of a company’s business model, competitive position and management may be of the utmost importance. The manner in which this outlook is manifested in the strategy is to keep companies with more cyclical exposure in the bottom third of the portfolio.  Delaware Investments also keeps in this third of the portfolio companies with some stock-specific controversy that presents a higher risk-reward opportunity. The top two thirds of the strategy tend to be companies where Delaware Investments have more conviction in their business models, competitive positions that they believe can grow market share and potential to deliver shareholder value in a variety of market environments.

	Carnegie

(12.5%)
	25-30 stock concentrated portfolio.
	Carnegie's view is that after waiting 12 years, we are laying the foundation for the next bull market in equities. As we are coming from a combination of structurally high profit margins and average valuation multiples in a historical perspective, they expect solid but not high returns on equities on a 5-10 year view. Their current strategy positioning continues to be based on the expectation of slow global trend growth. Carnegie continue to work on identifying stock-picking opportunities in companies which are able to grow both their top and bottom line, with strong balance sheets and a focus on shareholder returns. Current portfolio positioning is especially focused on companies with EPS growth as this will drive share price appreciation in an economic environment of slow growth.

	Dimensional

(12.5%)
	600 stock portfolio with a deep value bias.
	With a reduced, although still above benchmark weighting to Financials of 32% (against a benchmark weight of 18.4%), and exposure to other cyclical companies, Dimensional is expected to perform well if the current rally continues.  

	Harding Loevner

(14.5%)
	50 stock concentrated portfolio.
	Harding Loevner continues to have large holdings in Information Technology. It is attracted by the likelihood that these businesses will improve either gradually, as companies and individuals upgrade their tools, or rapidly, as a cyclical recovery would speed capital spending. They also have overweight positions in the Consumer Discretionary sector, taking advantage of established brands to drive organic growth with strong margins, especially in emerging markets.  They have increased their weightings to US financials, but remain underweight in the Utilities, Telecommunications and Energy sectors.

	Mondrian

(12.0%)
	90-100 stock portfolio with a dividend bias.
	A cautious view on the outlook has gone into the long-term dividend discount model-based valuations Mondrian uses, which provide their guide for stock selection and market allocation. The strategy has therefore been positioned to remain underweight the US and overweight selective positions in Europe. At a sector level, Mondrian continues to remain overweight Consumer Staples and Health Care.

	Sands Capital

(12.0%)
	25-50 stock concentrated portfolio.
	From a macro perspective, Sands remain well underweight the Eurozone, have no exposure to Japan, are overweight the US and Switzerland and are well ahead of the benchmark in emerging markets exposure. This portfolio make-up has been more or less the same since inception. They diligently monitor and evaluate the growth prospects of the companies in the strategy, while continually seeking opportunities to add compelling new businesses. In February they sold Hong Kong Exchange and CSL Ltd, an Australian based biotech company, and added one new business, a US-based biotech company, BioMarin.

	Tweedy, Browne

(11.0%)
	30-50 concentrated portfolio.
	Very little has changed in the Tweedy, Browne strategy, with no new additions to the strategy during the March quarter. To free up cash to fund portfolio reallocations, they trimmed a number of security positions that were approaching their estimate of intrinsic value. This included companies such as Coca Cola Femsa, Kone, Nestle, Philip Morris International and Shimano. With the rather aggressive advance in global equity prices, bargain hunting has become  more constrained. That said, Tweedy, Browne believe the overall valuation characteristics of the strategy remain quite reasonable to attractive, with a forward 2012 weighted average price earnings ratio for the portfolio’s top 25 holdings of 12.2X, and a weighted average dividend yield of approximately of 3.3%. These characteristics, they believe, compare quite favourably to benchmark indices.

	Walter Scott

(14.0%)
	50 stock concentrated portfolio.
	Walter Scott added two new holdings during the quarter, Qualcomm and Syngenta, and sold its position in Abbott Laboratories. There are obvious dangers in generalising trends across geographically and industrially diverse companies, but for many companies margin expansion has been an important factor in financial results over recent years. In looking at the overall strategy characteristics it is likely that the aggregate average margin will rise this year, led by a rebound in margins in Japan. Margins in corporate Japan have been under pressure due to the natural disasters in 2011 and the strong yen. They are expected to improve from that weak position this year, so even simply assuming stable margins elsewhere, the aggregate average margin for the strategy should increase.


Sector and regional exposures

The strategy is well diversified across countries, industries and companies. This diversification is a result of each manager making decisions on which companies to invest in.
The chart shows the regional exposure of the Fund
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The chart shows the industry exposure of the Fund
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The following table shows the top ten stocks by portfolio weight in the MLC Global Share Fund, as at 31 March 2012.
	Stock Name
	Region
	Industry Sector
	Portfolio Weight

	APPLE
	United States
	Computers & Peripherals
	2.0%

	GOOGLE
	United States
	Internet Software & Services
	2.0%

	BRITISH AMERICAN TOBACCO
	United Kingdom
	Tobacco
	1.3%

	PRAXAIR
	United States
	Chemicals
	1.3%

	VISA INCORPORATED
	United States
	IT Services
	1.2%

	STANDARD CHARTERED
	United Kingdom
	Commercial Banks
	1.2%

	NESTLE
	Switzerland
	Food Products
	1.1%

	QUALCOMM
	United States
	Communications Equipment
	1.1%

	WELLS FARGO & CO
	United States
	Commercial Banks
	1.0%

	MICROSOFT
	United States
	Software
	1.0%


Source: MLC Investment Management
Stock story 

SAP AG, Germany

Carnegie is a manager with a growth bias and manages a concentrated strategy of a maximum of 30 companies. They have initiated positions in SAP AG, a German software company.

SAP AG is one of the world’s largest providers of corporate software for purposes such as controlling and optimising corporate work processes. The company has a strong business model, with a large part of its earnings generated by maintenance of customer software installations.

Carnegie believes SAP’s earnings growth is underappreciated. SAP is more profitable now than it has been in its history. Key to its performance has been the rise in maintenance revenues, which achieve high gross margins and contribute strongly to overall profitability and cash flows. In addition, Carnegie believes that corporations around the world will continue to focus on streamlining and rationalising work processes. Over time, this should benefit new licence sales for SAP.  Carnegie are also positive about the new product cycle at SAP AG driven by mobile, cloud and the SAP HANA platform.
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Source: SAP Fact Sheet, March 2012, www.sap.com

Figure 1: Revenue, Profit, Shareholder Structure and Dividends, SAP AG

Important information

This information has been provided by MLC Investments, ABN 30 002 641 661 a member of the National Australia Bank group of companies, 105-153 Miller Street, North Sydney 2060. This material was prepared for advisers only. 

This communication contains general information and may constitute general advice.  Any advice in this communication has been prepared without taking account of individual objectives, financial situation or needs. It should not be relied upon as a substitute for financial or other specialist advice. Before making any decisions on the basis of this communication, you should consider the appropriateness of its content having regard to your particular investment objectives, financial situation or individual needs.  

You should obtain a Product Disclosure Statement or other disclosure document relating to any financial product issued by MLC Investments Limited (ABN 30 002 641 661) and MLC Nominees Pty Ltd (ABN 93 002 814 959) as trustee of The Universal Super Scheme (ABN 44 928 361 101), and consider it before making any decision about whether to acquire or continue to hold the product. A copy of the Product Disclosure Statement or other disclosure document is available upon request by phoning the MLC call centre on 132 652 or on our website at mlc.com.au. 

An investment in any product offered by a member company of the National Australia Bank group of companies does not represent a deposit with or a liability of the National Australia Bank Limited ABN 12 004 044 937 or other member company of the National Australia Bank group and is subject to investment risk including possible delays in repayment and loss or income and capital invested. None of the National Australia Bank Limited, MLC Limited, MLC Investments Limited or other member company in the National Australia Bank group of companies guarantees the capital value, payment of income or performance of any financial product referred to in this publication.

Past performance is not indicative of future performance. The value of an investment may rise or fall with the changes in the market. Please note that all performance reported is before management fees and taxes, unless otherwise stated. 

The specialist investment managers are current as at the date this communication was prepared.  Investment managers are regularly reviewed and may be appointed or removed at any time without prior notice to you.

MLC MasterKey Investment Service and MLC Wholesale review for the year ending 31 March 2012
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