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MLC Australian Share Fund Commentary 

About the Fund
The MLC Australian Share Fund is designed to be a complete portfolio for the Australian shares asset class, and aims to deliver growth by using investment managers who invest and diversify across many companies listed on the Australian Securities Exchange (ASX). 

Fund performance can be assessed against the S&P/ASX 300 Accumulation Index over rolling 5 year periods.  
MLC Australian Share Fund Performance

	Performance to 
31 December 2011
	3 month 
%
	1 Year 
%
	3 Years 
% p.a.
	5 Years
% p.a.

	MLC Wholesale/Masterkey Investment Service Fundamentals
(takes into account fees)
	0.9
	-12.9
	5.6
	-3.0

	MLC Masterkey Investment Service/Unit Trust

(takes into account fees)
	0.6
	-13.9
	4.4
	-4.0

	MLC Australian Share Strategy
(before taking into account fees and tax)
	1.1
	-12.2
	6.5
	-2.2

	S&P/ASX 300 Accumulation Index 
(S&P/ASX 200 Index prior to Nov 2002)
	2.1
	-11.0
	7.7
	-2.4


Source: MLC Investment Management
Executive summary

The S&P/ASX300 Accumulation Index (“the Index”) returned +2.1% in the December quarter. This was significantly below the returns of most developed markets (measured in local currency terms) because of profit warnings within parts of the industrials market, particularly those exposed to discretionary retail spending, and general weakness of  mining stocks in response to falls in the prices of metals and bulk commodities (coal and irone ore).

The 2011 calendar year was a difficult one for investors and the Index return was commensurately negative at -11.0%. The causes of this weakness, indeed the weakness of share markets globally, were widespread and include Europe’s debt crisis, the downgrade of America’s debt rating, global growth uncertainty, China’s policy induced economic slowdown and downward revisions to earnings expectations in Australia. 

The most striking aspect of our market’s performance in 2011 was the divergence in the performances of resources and industrials market sectors. Global growth uncertainty, China’s economic slowdown and substantial falls in metals prices over the year resulted in a -23% return by the S&P/ASX300 All Resources Accumulation Index. In contrast, the S&P/ASX300 All Industrials Index fell by just 3.8% with ‘defensive’ sectors such as Telecommunications (+29.2%) and Utilities (+9.5%) recording positive returns. However, a raft of profit downgrades late in the year (JB Hi-Fi, Billabong) resulted in a return of -17.9% by the Consumer Discretionary sector.

The Fund’s December quarter and year end returns (before fees and tax) were +1.1% and -12.2% (respectively). Compared to the market’s return, the Fund underperformed in both periods: by -1.0% in the quarter and -1.3% for the year. Manager returns were mixed with Northcape the best manager performer in the quarter and Wallara in the year.  

Absolute returns
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MLC Australian Share Sector Strategy
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* Returns shown for the years 1997 through to 2011 are to 31 December of each year.  

The chart shows that only six of the twenty four years of one year returns (to 31 December of each year) have been negative. This is a sound outcome considering the varying market and economic circumstances that have occurred over that period. It also demonstrates the worth of investing in shares for the long term and why investors should be similarly long term focused rather than being responsive to short term volatility or negative returns.    

Relative returns
The graph shows returns of the Fund relative to index
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Contributors to the Fund’s relative returns

· Northcape and Balanced Equity Management outperformed. Stock selection strategies that contributed positively to the Fund’s return include underweight Wesfarmers, BHP Billiton and overweight Suncorp Group, Fosters and Brambles.    
· Wallara was the Fund’s best outperformer in the year while Maple-Brown Abbott and Balanced Equity Management also outperformed but by smaller margins. Stock selection strategies that contributed positively to the Fund’s return include overweight Suncorp Group, News Corporation and Fosters (takeover) and underweight BHP Billiton and Fortescue Metals Group.    
Detractors from the Fund’s relative returns

· Dimensional, Maple-Brown Abbott, Concord Capital, Wallara, Northward, and JCP Investment Partners underperformed the market index return. Stock selection strategies that detracted from returns include underweight Commonweatlh Bank and overweight Resmed, Billabong International, Rio Tinto and JB Hi-Fi.
· Dimensional, Concord Capital, Northcape, JCP Investment Partners and Northward underperformed the market index return. Stock selection strategies that detracted from returns include underweight Commonwealth Bank and Telstra and overweight Billabong International, Fairfax Media and Qantas.      

Manager returns
The chart shows manager performance relative to index
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Manager summary

Managers remain cautious on the medium term outlook for our market. However, there is broad agreement that because of the substantial fall in the September quarter, the market is considered cheap and represents good value. Managers have targeted numerous companies for purchase.  
	Manager
	Style 
	Current Positioning

	Balanced Equity (17.5%)
	Value with a large company (Top 50) focus
	Balanced continue to believe that the market has over-reacted to the macro uncertainty and therefore represents good value. The portfolio skew towards “cyclical” companies who are considered cheap (e.g. Qantas, Boral) has been maintained. Balanced believe cyclical companies could rebound strongly if the economic environment is more benign than feared. The underweighting of resources has also been maintained. Recent portfolio activity based on value considerations include purchases of ANZ Bank, Woolworths and Newcrest Mining    

	Concord
(10%)
	Growth, mid-cap oriented utilising a multiple portfolio manager approach
	Recent portfolio decisions arising from Concord’s “bottom-up” stock selection approach include buying Coca-Cola Amatil, Insurance Australia Group and Newcrest Mining while sales include Amcor, Suncorp Group and Macquarie Group. 

	Dimensional
(10%)
	Deep Value with a bias to small companies
	Dimensional’s stock selection approach is more” mechanistic” and based largely on a narrow definition of value. Current stock preferences include Suncorp Group, Origin Energy, Santos, Macquarie Group and Insurance Australia Group. Stocks not favoured from a valuation perspective include BHP Billiton, Commonwealth Bank, Westpac, Telstra and Woolworths. 

	JCP Investment Partners

(15%)
	Pronounced Growth, long term forecasting of company fundamentals
	JCP believe the market is ‘reasonably’ cheap (as opposed to ‘very’ cheap). They see better value (and prospective returns) in large cap resource companies and have reweighted the portfolio towards resources given their “soft landing” view on China. The portfolio is therefore overweight resources (e.g. Newcrest Mining, Rio Tinto, Oil Search) and Insurance (e.g. Suncorp Group, QBE Insurances) and underweight Banks, retail stocks and Listed Property Trusts.

	Northcape
(12.5%)
	Growth oriented, multiple portfolio manager approach
	Northcape are more cautious on the market for 2012 due to ongoing European difficulties and the probability recessionary conditions will eventuate there. They are also wary of market earnings expectations, which they believe are overly optimistic. Stock selection has therefore been skewed towards companies with defensive characteristics in this environment (e.g. Transurban). 

	Northward Capital
(10%)
	Growth at a reasonable price (GARP)
	While Northward expects the market volatility of recent months will continue into the new year, they see as a buying opportunity. Much of their investment strategy in this environment is focused on increasing overweight positions in companies with strong internal growth drivers (e.g. News Corporation, Transurban, Brambles, Amcor and QR National).  

	Maple-Brown Abbott
(17.5%)
	“Traditional” value criteria, long term investors, contrarian in nature
	In an environment where macroeconomic factors have been the principal driver of share performances, Maple-Brown Abbott continue to focus on opportunities the current environment provides. Maple-Brown Abbott has purchased Woodside Petroleum, Woolworths, ANZ Bank, BHP Billiton and Fairfax Media because they are considered good value. The outperformance of Brambles, Telstra and Coca-Cola Amatil enabled Maple-Brown Abbott to trim holdings in these stocks.

	Wallara
(7.5%)
	Growth with a focus on  companies that create “shareholder value”
	Wallara continues to believe the market is good value but the external environment remains very uncertain. Accordingly, Wallara’s portfolio strategy is focused on companies capable of generating growth internally (as opposed to relying on a recovery in the economic cycle) such as Brambles, those with high sustainable dividend yields (e.g. Telstra), those who benefit from increased resource industry production volumes (e.g. QR National) and companies doing well in niche areas. Balance sheet strength remains an important screen in their stock selection.


Sector exposure

The strategy is well diversified across industries and companies. This diversification is a result of each manager making decisions on which companies to invest in.
The chart shows the industry exposure of the strategy
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The following table shows the top ten stocks by portfolio weight in the MLC Australian Share Portfolio, as at 31 December 2011.
	Stock Name
	Industry Sector
	Portfolio Weight

	BHP BILLITON
	Metals & Mining
	10.2%

	WESTPAC
	Commercial Banks
	7.0%

	AUSTRALIA AND NEW ZEALAND BANKING GROUP
	Commercial Banks
	6.0%

	NATIONAL AUSTRALIA BANK
	Commercial Banks
	5.0%

	RIO TINTO
	Metals & Mining
	4.4%

	COMMONWEALTH BANK OF AUSTRALIA
	Commercial Banks
	3.9%

	TELSTRA
	Diversified Telecommunication Services
	3.5%

	WOOLWORTHS
	Food & Staples Retailing
	3.3%

	SUNCORP GROUP
	Insurance
	3.3%

	ORIGIN ENERGY
	Oil, Gas & Consumable Fuels
	2.8%


Source: MLC Investment Management
Stock story 
Transurban Group

Transurban is a leading toll road operator with assets in Melbourne (CityLink), Sydney (Hills M2, Lane Cove Tunnel, Eastern Distributor, Westlink M7 and the M5 Motorway) and the US (Pacahontas 895 in Virginia and another motorway under construction due to be completed late in 2012). 

The Australian roads that Transurban owns and operates have some strategic importance, adding to the investment appeal of Transurban. Firstly, their roads are all intra-city (as opposed to inter-city) so their usage is less economically sensitive and subject to low levels of discretionary travel. Secondly, alternative routes are in short supply and distinctly less attractive. Thirdly, their Sydney roads are interconnected and an upgrade of one can benefit other parts of the road network.   

For its more mature roads, expansion opportunities are available to boost traffic volumes. In Melbourne, Transurban’s CityLink has recently been expanded while in Sydney the M2 is being expanded and the company has reached agreement with the NSW Government to expand the M5. 

Transurban’s investment appeal lies in its solid, highly predictable stream of cash flow to investors and forecast distribution growth. Growth in revenue comes from ongoing traffic growth on its roads and toll increases, at either fixed rates or in line with inflation. Road expansions, while requiring capital, will also have beneficial long term impacts on growth. In addition to traffic and toll growth and road expansions, cost minimisation initiatives such as consolidating road maintenance contracts at lower rates have been implemented and will benefit cash flow. 

Transurban’s defensive characteristics and forecast growth have resulted in a number of the Fund’s managers acquiring stock during the quarter. Transurban is now approx. 0.8% of Fund assets. 

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.
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