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MLC IncomeBuilderTM Fund commentary 

About the Fund
The primary objective of MLC IncomeBuilder™ is to provide investors with a steadily increasing income stream in a tax effective manner. The Fund seeks to achieve this objective by investing in companies that have the potential to increase their dividends by growing earnings. 
The Fund is designed to generate tax effective income by:

· investing in companies expected to have high franking levels, and;
· carefully managing the realisation of capital gains.

The Fund’s secondary objective is to outperform the S&P/ASX200 All Industrials Accumulation Index over rolling 4 year periods.
Executive summary

The Fund’s primary objective is to grow income in a tax effective manner. As shown in the following diagram of the Fund’s distribution history, the income growth objective has been achieved with a high degree of consistency. Since the Fund’s inception, the annual underlying income distributed has been higher than the previous year’s in eleven of those years. 

This chart shows the annual distribution of the Fund
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The Fund’s underlying distribution in the last full year was higher than previous year’s, although it’s still below the distribution paid in 2009. A broad range of companies held by the Fund has contributed to the higher distribution through declaring higher dividends over the last year. This is evident from the following table which shows the last two dividends paid in 2010-11 by some of the Fund’s largest company investments compared to those paid in the previous year.  

	Company
	Total of last two dividends ($)
	Change from total dividends for same period 
in previous year (%)

	ANZ Bank
	1.40
	+11.1

	Brambles
	0.26
	+2.0

	Coca-Cola Amatil
	0.525
	+8.2

	Commonwealth Bank
	3.25
	+7.6

	Metcash
	0.275
	+5.8

	National Australia Bank
	1.72
	+13.2

	Suncorp Group
	0.40
	+14.3

	Wesfarmers
	1.55
	+14.8

	Westpac
	1.56
	+12.2

	Woolworths
	1.24
	+4.2


Source: Iress

Other than Brambles, all of the companies in the table fully frank their dividends, which helped to boost the tax effectiveness of the Fund’s distributions. 

MLC IncomeBuilder™ is a unique fund because of its income growth objective. As an income focused fund, it is ideally positioned to capture the stream of dividends generated by companies listed in the Australian sharemarket. At stages in the market cycle, dividends can account for a significant component of the total return of the Australian sharemarket. 

This is shown in the following table (prepared by Maple-Brown Abbott). It demonstrates that dividends have accounted for an average 50% of the total return from Australian shares in the last six decades. In some decades, such as the last one, the contribution of dividends to investors’ total returns has been much higher.  

Dividends have been a key contributor to total cumulative return
	
	All Ordinaries

total return (%)
	All Ordinaries

total capital return (%)
	Contribution of dividends to

total return (%)

	1950s
	+15.3
	+8.1
	47

	1960s
	+14.0
	+7.7
	45

	1970s
	+8.6
	+1.2
	85

	1980s
	+17.7
	+12.7
	28

	1990s
	+10.6
	+6.2
	41

	2000s
	+7.9
	+3.4
	57


Source: Iress, Maple-Brown Abbott


If the world economy continues its slow and lengthy recovery, which may constrain sharemarket returns to single digits for the foreseeable future, dividends will remain an important source of return. MLC IncomeBuilder™ is perfectly placed for such an environment: Vanguard’s index-based approach captures the underlying dividends distributed by most of the companies in the All Industrials Index, while Maple-Brown Abbott focuses its stock selection on the best companies from a dividend growth perspective. 
Manager summary
	Manager
	Style/Role in portfolio
	Current positioning

	Vanguard

(30%)
	Index replication
	Vanguard’s stock selection closely mirrors the S&P/ASX200 All Industrials Index, which means they capture the income from dividend-paying companies in the index.

	Maple-Brown Abbott

(70%)
	Value based active stock selection
	Maple-Brown Abbott’s active stock selection approach is largely focused on identifying companies that are growing their annual dividends or have the potential to do so. During the March quarter, Maple-Brown Abbott’s main purchases were Westpac, Woolworths, Harvey Norman (see the stock story), APN News & Media and AMP. They also sold ANZ Bank, Telstra, Brambles, Goodman Fielder and News Corporation (non-voting stock). 


Sector exposure

This chart shows the industry exposure of the Fund.
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The industry exposures of the Fund are a direct outcome of the underlying managers’ stock selection. Vanguard’s role is to replicate the composition of the S&P/ASX200 All Industrials Index, while Maple-Brown Abbott selects only the most appropriate companies in order to achieve the Fund’s income growth objective. 

While the Fund isn’t precluded from owning resources companies, MLC IncomeBuilderTM is biased towards stock selection of industrial companies, as they have a more consistent track record of growing dividends and franking their dividends. Maple-Brown Abbott’s focus on companies with a growing and sustainable dividend stream has meant MLC IncomeBuilderTM hasn’t held resource companies for some years.
The following table shows the top ten stocks by portfolio weight in MLC IncomeBuilderTM, as at 31 March 2012.

	Stock Name
	Industry Sector
	Portfolio Weight

	WESTPAC 
	Commercial Banks
	10.5%

	AUSTRALIA AND NEW ZEALAND BANKING GROUP
	Commercial Banks
	10.0%

	NATIONAL AUSTRALIA BANK
	Commercial Banks
	9.5%

	TELSTRA
	Diversified Telecommunication Services
	7.5%

	COMMONWEALTH BANK OF AUSTRALIA
	Commercial Banks
	6.8%

	WESFARMERS
	Food & Staples Retailing
	4.9%

	WOOLWORTHS
	Food & Staples Retailing
	3.7%

	BRAMBLES
	Commercial Services & Supplies
	2.8%

	SUNCORP GROUP
	Insurance
	2.8%

	AMP
	Insurance
	2.7%


Source: MLC Investment Management

Stock story 
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Price to Earnings Ratio  11.1x 12.1x

Gross Dividend Yield  6.9% 6.4%

Price to NTA  1.0x 2.1x

Harvey Norman

Cheap and neglected

• HVN is trading at a ~8% discount to the market 

on a headline PE basis. When investment 

properties and offshore operations are stripped 

out, the Australian operations are trading on ~5x 

EV/EBIT. 

• Despite the depressed share price, HVN’s

balance sheet is sound. Gearing is 24%, with net 

Debt/EBITDA of 1.3x and 8x interest cover. 

• In addition, HVN has property backing of $2bn 

($1.92 per share) and ~$650M of surplus 

franking credits. 

• The balance sheet supports the current grossed 

up dividend yield of ~7% and provides the 

opportunity for an increase in the payout ratio in 

the future

. 

Value considerations 

^

$M $/share

Book value property * 2,045 1.92

Franking credits 644 0.61

Net debt  -489 (0.46)

* Investment properties ($1.4bn), owned land & buildings, JV properties,    

investment properties under construction. 

^ Value considerations as at 30 June 2011

Analyst: Jovita Khilnani
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MLC IncomeBuilderTM Total Fund Performance

As the table below shows, the Fund’s total return (ie income and growth, before fees and taxes) underperformed the S&P/ASX200 All Industrials Accumulation Index by 0.5% in the March quarter and 2.1% in the year. 

In terms of share price performance, the most rewarding stock strategies during the quarter included overweight positions in Goodman Fielder, Toll Holdings, Aristocrat Leisure, Echo Entertainment and an underweight position in Commonwealth Bank. Holdings in the Fund’s portfolio that detracted from total return were overweight positions in Stockland Group, Primary Health Care, Telstra and Brambles and not owning Westfield Group.  

Defensive stocks were generally weaker over the quarter. The Fund’s underweight exposure to Commonwealth Bank was one of the largest positive contributors due to underperformance by the bank, which is seen as the most defensive of the four large banks. Among stocks held, Toll Holdings increased 42% although very little had changed in the business: the bounce highlighted the depth of negative sentiment that has impacted many domestic industrial stocks. Goodman Fielder rose 59% after Wilmar International acquired a 10% stake in the company. The other notable positive contributor was Aristocrat Leisure, which increased 39% after announcing a strong set of results that gave the market some confidence that the company’s long-awaited recovery was underway.
Some of the more defensive companies in the portfolio underperformed during the quarter, with Primary Heath Care and Telstra leading the way. Real estate investment trusts were generally weaker, so the Fund’s exposure to Stockland and Mirvac Group detracted from performance. Despite a more positive tone to the market, a number of the more cyclical holdings continued to underperform, with CSR and Fairfax Media being small detractors from performance over the quarter.

For the year, the best contributors to the Fund’s index relative return were overweight positions in Telstra, Fosters Group (sold into the takeover offer) and not holding QBE Insurance Group, Macquarie Group and Incitec Pivot. The main performance detractors were overweight holdings in Fairfax Media, Billabong International, BlueScope Steel, Goodman Fielder and CSR.  

MLC IncomeBuilderTM Performance

	Performance to 
31 March 2012
	3 month 
%
	1 Year 
%
	3 Year 
% p.a.
	5 Year
% p.a.

	MLC Wholesale/Masterkey Investment Service Fundament als (takes into account fees)
	8.1
	-1.6
	11.3
	-3.1

	Growth Return
	6.9
	-6.4
	6.5
	-8.7

	Distribution Return 

(assumes reinvestment of income)
	1.1
	4.8
	4.8
	5.6

	MLC Masterkey Investment Service/Unit Trust

(takes into account fees)
	7.9
	-2.4
	10.3
	-4.0

	Growth Return
	7.0
	-6.4
	6.5
	-8.0

	Distribution Return 

(assumes reinvestment of income)
	0.9
	3.9
	3.9
	4.0

	MLC IncomeBuilderTM Strategy

(before taking into account fees and tax)
	8.4
	-0.6
	12.4
	-2.2

	S&P/ASX 200 All Industrials Accumulation Index
	8.9
	1.5
	13.2
	-3.2


Source: MLC Investment Management
Manager returns

This chart shows manager performance relative to index
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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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Harvey Norman

Cheap and neglected





		    HVN is trading at a ~8% discount to the market 	on a headline PE basis. When investment 	properties and offshore operations are stripped 	out, the Australian operations are trading on ~5x 	EV/EBIT. 





		    Despite the depressed share price, HVN’s 	balance sheet is sound. Gearing is 24%, with net 	Debt/EBITDA of 1.3x and 8x interest cover. 





		 	In addition, HVN has property backing of $2bn 	($1.92 	per share) and ~$650M of surplus 	franking credits. 



		    The balance sheet supports the current grossed 	up dividend yield of ~7% and provides the 	opportunity for an increase in the payout ratio in 	the future. 



* Investment properties ($1.4bn), owned land & buildings, JV properties,    	investment properties under construction. 



^ Value considerations as at 30 June 2011

Analyst: Jovita Khilnani
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		@ Feb 2012:2012e		HVN		Market

		Price to Earnings Ratio 		11.1x		12.1x

		Gross Dividend Yield 		  6.9%		6.4%

		Price to NTA 		1.0x		2.1x



		Value considerations ^		$M		$/share

		Book value property *		2,045		1.92

		Franking credits		644		0.61

		Net debt 		-489		(0.46)
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