SUPER PERFORMERS

The funds

| A guiet revolution has been oecur-

ring in the investment ma.na;e
ment industry. In the old
choosing a fund was easy. You
vested with a household name,

achieved solid, if uns cular re-
sults, and slept well knowing your
money was being looked after.

Today, the who's who of funds
management reads like a confus-
ing array of names most investors
have never heard of. Even the
household names are offering a be-
wildering array of options, many
managed by up-and-comers,

In the past financial year, the
big winners in funds manage-
ment have not been the big house-
hold names - or not their plain
vanilla investment products, at
any rate. The winners have been a
mix of boutique players, foreign
institutions, and non-standard
investment options packaged by
the bigger players.

In part thar's due to the year
we've just had. With the Anstralian
sharemarket returning around
26 per cent inchiding dividends, in-
vestors have been rewarded for
taking risks. It’s no surprise that
three of the five best-performing
retail investment funds in the past

~Managers of all types

writes Annette Sampson.

year have been geared share trusts
- funds that borrow to invest in the
Australian sharemarket. According
to the research company
Morningstar, the top-performing
investment fund for the year was
Colonial First State's Geared Share
Pund with a return of more than
60 per cent — closely followed by
Skandia’s geared Df%eriug with a
return of almost 60 per cent.
Morningstar says the top 20 per-
formers inchided six geared share
funds, eight funds specialising in
small companies, and a smattering
of resources funds — along with a
eouple of share funds run by fund
managers that manage money by
backing their judgement rather
than blindly following the herd.
Severdl of these funds, marked
with a # in the tables, have variants

= such as nil entry fee tmns or
the same strategy off
another vehicle with the same fund
manager — which have reported
similar returns and would have
made the top 20 if listed in their
own right. However the Herald
asked Morningstar to omit these
variants to give a better idea of the
managers and funds that have
outperformed (the column on page
45 gives more detail on this point).
“As the market has become more
sophisticated, there’s an appetite
for a greater range of products,”
says Anthony Sethan, the head of
consulting with Morningstar. He
says the development of platforms
— investment vehicles with a range
of investment options - has made it
easier for boutique fund managers
to reach the retail market, and

many of these managers have
specialised strategies for managing
investments. They may, for
example, choose to have more con-
centrated portfolios (investing in
Just 20 or 30 stocks); focus on absol-
ute returns rather than returns that
reflect the market, or specializse in
particular sectors of the market.

“Instead of investing in one
broad equity fund, investors may
put mg:‘é:gr three funds which are
more specialised,” says Serhan,
“The old faithfuls are still there,
but there is now space for [different
types of managers.”

Serhan says as investment prod-
ucts become more diverse, we're
seeing a wider spread in returns. For
the past financial year, the potential
returns on a $1000 investment

ranged from a $M49 loss to a $611

fthe year

profit for investors in non-super in-

outperformedina- gwga L,
year.when risk takmg brought rewards, &

a's head of investment re-
William Burkitt, says the
mﬂfﬂl«ﬁmﬂshl;;ggm well
BCalse L= rmance
of tbemmlia?:nshﬂmmarket The
Skandia fund, for example, invests
in the wholesale Colonial First
State and Perpetual geared share
funds and was 50 to 60 per cent
zeared last year. In addition, he
says, both managers were able to
add value over the index.

Burkitt says Skandia blended
two manageérs to reduce volarility
but emphasises that, just as geared
funds will outperform in good
times, they will undntpﬁr%urm
ungeared funds in bad times.

And there’s the first thing o
know about specialised funds: just
as they can outperform when
things go right, they can bomb
when markets move against them.
It's notable that the 20 worst-
performing investment funds of
the past vear were also non-
standard offerings. Technology
funds were predominant at the
wrong end of the performanee
Continued Page 44
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tables. Launched at the top of the
tech boom, many of these are
also down over the longer term -
the past five years. Japanese
funds were among the bottom
dwellers as were a number of in-
ternational share funds.

Serhan says currency has
played a big role in recent inter-
national share fund returns.
With the Australian dollar up
around 11 per cent against its US
counterpart over the past vear,
funds investing overseas on an
unhedged basis have had their
returns eroded by currency
movements while funds that
hedge against the impact of cur-
rency movements have reported
more respectable returns.

According to Morningstar, the
best-performing broad-based in-
ternational share fund last year
was INVESCO's Global Matrix
hedged fund with a return of
16.59 per cent. Among the top
performers were also a number
of funds that illustrate how di-
verse the market has become.

The second-ranked fund, for
example, is offered by AMP but
the money is managed by the in-
ternational Barclays group. The
third, Trustees’ Intrinsic
Value fund, doesn't invest in inter-
national shares. Rather, says
Serhan, it invests. in exchange
traded funds that give exposure
to national sharemarkets, mainky
in Europe. Despite the US having
the worlds largest sharemarket,
Serhan says this fund largely
avoids exposure to the US. He
says the top 10 international
funds also include a couple of in-
dex funds - one offered by Van-
guard and one offered by
Perpetual but managed by Van-
guard —which are gaining accept-
ance among retail investors.

Serhan says stock pickers have
prevailed in the local market.
“The top performers include
both value and growth managers
and both large institutions and
boutiques. There's no particular
has been dominating.™

The top two Australian share
funds (excluding the geared
funds) are offered by Prime Value
Asset Management — a boutigue
fund manager headed by a for-
mer corporate super fund man-
ager, Han Lee. Lee says Prime has
only two funds under manage-
ment — its Growth fund, which
returned 49.06 per cent last year,
and its Imputation Fund, which
returned 34.25 per cent. Both
hold core investments of what
Lee calls “sector stalwarts” -
companies dominantin their sec-
tor with a high degree of earn-
ings certainty, positive medium-
term profit growth and a level of
income. The cream of the port-
folio comes from “high conwic-

tion stocks” which Prime
believes will add value.

Lee says the strategy is all
about value. During the past year
the fund has focused on sectors
that are leveraged to global
growth, such as mining, energy
and materials - especially in the
growth fund. However he says
he is more cautious going for-
ward and wouldn't expect this
year’s returns to be repeated.

Merrill Iymch’s Growth and
Equity funds (33,87 per cent and
33.40 per cenf), and Fidelity’s
Australian Equities Fund
(33.83 per cent) are two other
top-performing Australian
share funds.

Among the small company
funds, TNG has been the standout,
with its Small Companies Growth
Fund and its Emerging
Companies Fund returning 57.63
and 48.24 per cent
Serhan says ING has efited
from having sbout half of each
fund invested in mid-cap stocks

‘You have to under-
stand what is driving
those returns so you
can avoid jumping in at
the wrong time.'

ANTHOMNY SERHAN
Head of consulting, Morningstar

that outperformed both the
smaller and larger end of the
market. But stock picking also
played a big part in those high
BT's Small Companies Fund
{42.65 per cent), the boutique
Smalleo Investment Fund (39.93
per cent), and AMP's Flexible Life-
time Investments Small
Companies Fund (39.63 per cent).

In property, fund returns were
driven by an 18 per cent retum
from listed property trusts dur-
ing the year. Again, gearing
played a role with Macquarie's
geared Property Income Fund
returning 30.44 per cent.

In fixed interest, Equity
Trustees’ Extended Mar-
kets Fund and PIMCO Global Real
Returmn Fund had the highest re-
turns — 18.66 and 12.90 per cent.
Both international funds are man-
aged by the global PIMCO group.

Like Skandia, Equity Trustees
is one of the new breed of fund
providers that outsources invest-
ment management. “We try and
bring guality fund manzgers to
the market that investors may
not otherwise have been able to
get access to," says Equity
Trustees’ chief investment offi-
cer, Harvey Kalman,

As well as offering specialist
funds, Kalman says the company
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uses the external managers in
multi-manager products such as
the Equl.ft}r Trustees Charitable
Balanced Fund which, with a re-
turn of 20.43 per cent, was the top
performing multi-sector fund last
year. While currently only avail-
able to chariges, Kalman says a
version of this fund will soon be
launched for retail investors.
Intheluca]ﬁmdlttemstmnr

UBS‘E {zgjauuu Lit:.ked Bund
Fund with a return of 11 per cent.
But variety has also increased
the traps for the unwary. Sethan
says as the market becomes more
sophisticated it is importanr in-
vestors are not seduced by past
returns. “You have to understand
just what is dnnag those returns
so you can aveid jumping in at
the wrong time,” he says.
Skandia’s William Burddit, for
example; believes it unlikely
geared share funds will repeat
last year’s performance, given the

Bl L)

more subdued outloak for the
Australian simmarket And
Serhan says that hedged inter-
national share funds are unlikely
to getarepeat benefit of last year's
rise in the Anstralisn dollar.

“It used to be the case that in-
vestors would be tempted to rush
into a sector like shares at the
wrong time,” Serhan says. “Now
fwith more specialist funds on
the market], it may be that inves-
tors are getting beaten up by cur-
m movements, or choosing

caps over large, or going
into individual sectors like tech-
nology or healthcare as we saw a
few years back.

"You need to have a level of
diversification.”

Serhan says investors also
need to lock to the longer term.
While manyof this year’s top per-
formers are also top performers
over the past three years, market
cycles benefit different funds at
different times.



investment funds of the year

HOW THE UNIT TRUST FUNDS PERFORMED HOW THE BIG FUNDS PERFORMED

TOAUME 30, 2005 10 JUNE 30, 2605 10 JUNE 30, 2005
Top20 | . N‘gal r_ﬂ;:gm jﬁ'r%i'"[" 57 20 biggest retail unit trusts ur;“t*"'*'-'-:";ﬁm
VCFSFC e - CF5 Geared Share ] AEI3 230603323 2TH 1 Platinum International Fend o 5.04
& Skandia GIS - Blended Austral Geared Shares Fd #5894 NAp 3133 Nap 7 Perpetual WFI Perpetual's Industrial Share 20.09 392
3 ING DA Inv Pfolic-Smeail Companies Growth ™ 5163 2003 20.02. 19.04 ICFSMIF- Imputation Fumg 265 e
4 Perpetual WFI Perpetual’s Geared Australian SLIT NAp 2919 NAD  4yp puctrafian Share Fund 2604 14,06
5 Prime Value Growth Fund: L4306 29712059, 1603 1 g pyccan Nustrafian Share Fand < Clagsh o8 R
B ING OA Inv Pfolio-Emerging Campanies # 4824 2335 Wn 1502 6 UBS - Balanced Investment Fund 445 9.3
ATie . NAp . 1793 NAg 7 APN - Proparty for Income fund T 2352 e
o) 2 2980 2556 g gy caoice - Westpac Aust Tax EFfective Share 260 13.35
(UIA4.38 10201 2618 0I5 | g sundhoist Select Morigage FURG 5l ST
10 MLC MHey Unit Trust - Piatinim Global 102 T
1T P M. Capital - Absolute Performance Fund R T T
: N S 12 BT Investment - BT Australian Share i T 2 M50
13 Advance Adstrate Geared Eqatty Fund [T 13 Perpatual's Inichme Series - Monthly Income Fund - AL T
Jl Ao salian Resbuntes st L 14 UBS - Property Securities Fund e DAY e WS
FHSRE Ausiralimacmal Comppdnles UL 15 MLC MKy InvSer/UT Harizon'4 - Balanced 230l
%6 Macquarie Master - Small Companies fund 3691 2159 1692 157 16 MLC MKey InvSer/UT IncomeBuilder 20.21 10.81
17 Galdman Sachs JBWere Emerging Leaders Fund | 3467 173471588 13.30 7 Deutsche Australlan Equifies Alpha Fund 82T M0
18 Prime Valua Imputation Fund 3425 3115 403 1370 1887 Inv Choice - Westpac Balanced Growth 1190 T4
19 BT PPSI - BT W'sale Gaared Tax Effective Share Fd 34027 NAp 1469 NAp 19 ot AR T T T T
20 EFS FC I - CF5 452 Geared Australlan Share 402 N ZL2T  NAp S ST
70, JUAE 20,7005 0 JUNE 30, 2005 20 UBS Hyhrid Income Fund A s
Bottom 20 HT,-&UIIEEW ifatiliy 500 20 bi t tail fand Tola i~
= ke iggest retail superfunds o g
TING ﬂHI‘W Pf&ﬁﬂ’ﬂhhﬁi TEMERSE ||\ MBT 565 1 WLC MKey Super G5 Horizan 4 - Balanced i T.48
& Platinum Internationaf Technology Fund <419 572 1323 24 2AMPFLSS CS- AMP Balanced Growth - 1351 760
3 Skandia 0I5 - Fidelity Japan Fund 4 [T 46 'NAp 1070 NAp ey Be Sl Tt Gt 73T
3 ML MKey Bus SU Horizon 5 - Growth 1203 TR
4 Goldman Sachs JBWere Globat Technolagy Fund A2 1803 Z3B o uuPFLSECS- AMP Balanced Direct .56 100
SANZ - Global Technolagy Fund. 300702 2800 5 Horzan 525 ' i
GHT twvashmest =61 THE Fd 38 5 MLC Miey Supar GS Horizon 5 - Growth 1203 LAY
o mvestme LA _ﬁfwm | & BT Business Super - Balanced Growth _ e N
Rdma hachs s Smapaan. 0 T SRR SEH 7 MLC MKey Bus Sup Horlzon 4 - Balanced iis1 748
& Mlianz Global Iny RCM Japan Equities Trust A1 488 835 16R 8 ING Inteera-ING Capital Guaranteed 156 145
9 Platinum International Healfhcare Fung | UIL4S RAp. 132 NAp eqra-iits Caprtal Cuaraetned it
10 AXA - Global Equity - Technology ~~ AL32 553 [TEB  2LBE 9 MLL MKey Super FS Horlzon 4 - Balanced N3 888
HIHGMMP;;;HY_EEET& PR .gﬁ‘“.g‘g}‘jm 15-34. 10 State Super PIEﬁ_R[.'_I_i_E__I et - Growth = WLFE 1-133 53‘3 "
Molic-New Japan Share NEF® oo R SR o 1 AMP FLS & €5 = AMF Australian Share L 7554 AEeET ]
12 BT Investment - BT Japanese Share Fund 979 647 947 1500 i v oercspap .
e e L S i bl AT Lot 12 Macquarie ADF Super - Super/Rollover Fund 38 3.29
13 AMP FLI - AMP Giobal Technelagy Find ™ © 5028 269 1933 2188 TRl
14 Philfips - Special Situations Fund -B13 09 1290 1366 3{NG Inteqra i Mapaged Geoith RINE 10
15 ATA - US Exuly PR Grout T TR PRe TR iy |  14BT Uietime Per Super - Balanced Retorns e
i .E'Fﬂ..tl_;f.i.‘_m.w t._-.t_... S ERAE R LR SE L R ST 15 ING CI:I.I'P‘ S“FEI']'HG ng!dﬁuwth B‘m ?.4:2
16 Ailianz Global Inv RCM Global Equities Tust # 676 746 10.21 N2 16 Commonweslth Pers Super & RO - Managed T 6,80
17 Perpetual W1 Dresdner REM International Equities “6.25  NAp 10697 WAp s ST
TT AMP FLS & €5 - Secure Growth [Siper) S240 Y
18 B Investment - BT Pariner Intl Shares Growth 1 -5.54  NAp  TL81  NAp 18 CFS FEC PersSuper - FirstChoice Moderate 098 641
19 Goldman Sachs JBWere, Furope Fund 535 3@3 950 B bl e -
e R A DR SN e R I B L 09 1) 15 CFS ROSCO - Australiah Shares Opt 03 2e1
20 AMP FL| - Dresdner RCM International Equities  -5.21 NAp 979  NAp P o e e i sy
# Cther variants on this fund aes availablz and produced similar retirss bub were ol fncludad, LES rsified Optian :
WS o REERAMS SRS RCE MO

Check the assets below the surface

The increasing diversity of the funds manage- The top-performing super fundsforthe past  top- ing multi-sector funds included
ment market is good news for investors who year have largely been different versionsof the  Connelly Temple's Partnership growth fund,
have good advice and can tailor their port- investment funds offered to non-super inves- Barclays Super Investment Growth fund, and
folios to get the best results, No more one-size- tm‘s.ﬁn,d:emppufmmmwmgearal the ING Tax Effective Income Fund.
fits-all investment solutions; they cannowuse  share ds and small company funds - Morningstar’s Anthony Sethan, however,
specialists to do exactly what though rthanks to the ability of superannuation  says investors should understand how the
But product proliferation is not so great for master trusts and wrap accounts toget access  underlying fund is managed, since these funds
less isti investors whosimplywanta  towholesale investment products, morestan- - often | together as balanced funds-
good return on their funds. This will particu- dard investment offerings also made the hit can be vastly different.
larly be the case asinvestors come to terms parade. The top 10 for the year included a The top-performing Zurich fund, for
with superannuation fund choice. Colonial First State Imputation Fund option example, is classified by Morningstar as an
With choice, eligible super fund members from Skandia (36.27 percent) and thetop 20 aggressive fund - which means it is more than
will be free to choose between a wide array of included Australian share funds from Zurich, 80 per centinvested in growth assets such as
m_lesalemlpcrmm—MEuemplu}rer Colonial First State ( fund managed by itself shares and property. Zurich’s second-ranked
funds, industry and employer- and one managed by ING), and Skandia’s Managed Growth Blended fund is a growth
sponsored master trusts —as well as the Mersill ynch Imputation fund option fund with 60 to 80 per cent in growth assets.
myriad retail super funds on the market. Eurithhadthewm-smnmr ING's fund, Serhan says, is classed ac a growth
While retail funds are gencrally more diversified funds, often preferred by super fund but has no money in international shares,
expensive than the wholesale options, the investors looking for one fund giving accessto "You always have to ask the undedying
Morningstar figures show they can offera all main asset classes, Zurich’si super Prority  exposure to different asset classes, especially in
variety of choices and potential returns) Growth Blended fund was the top multi-sector  the short term,” Serhan says.
largely unknown in the wholesale market. fund with a return of 18.42 per cent. Other Annette Sampson



