Clever fund managers
do much more than ride
stockmarket sentiment,
finding opportunities
that others can't spot.
Here we profile some of
the best performers of
the past three years.

Report John Wasiliev .'

SMOOTH OPERATORS

asy tests of skill make even mediocre
students look good. Fund managers,
for instance, have ridden the bull
stockmarket of the past three years to
produce eye-popping double-digit

gains.

But fewer than 10 funds out of the 2725 sold
in Australia can claim to have done significantly
better than competitors over this period.

The funds have beaten the return of their
average rivals by 6 to 16 percentage points,

True, stockmarkets have fallen over the past
month and dragged down the returns of most
funds. But all markets undergo corrections in
bull periods: in fact there were two in the
Australian market last year.

The rough ride could last several months if
the predictions of experts such as AMP’s head
of strategy, Shane Oliver, are correct and test
both fund managers and their investors for the
first time in several years.

Even the outstanding funds identified by
research house Morningstar at the request of
Smart Money could find the going tougher.

Everyone expected the latest pullback and
there is a universal view it is a short-term
phenomenon rather than the start of a bear

market. Anyway, financial planners say that
share investing is a long-term exercise that
requires at least five, il not seven to 10 years,
to work properly. Ignore short-term
fluctuations, they advise.

There were a number of interesting findings
in Morningstar's figures, including the fact that
no less than four funds from Platinum Asset
Management were among those funds that beat
average rivals by a significant amount.

These were its Asian Fund, its Japan Fund,
its International Technology Fund and the
global share fund that it runs for MLC.
Morningstar’s head of research, Justin Walsh,
says this shows clearly that Platinum is good
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continues to surprise is how when
one sector appears to be
overheated and due for an
adjustment, another will come up
and take its place. For example,
two years ago there were grave
concerns about the level of
investment in power generation.
This translated into a booming
market for coal which in turn
became the destination of choice

KmasSKTelam:demkmin Technology Fund
Bank. This $60 million fund has a
Andrew Clifford says diversified 41-stock, 11-country
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29 per cent. It had a very good first quarter
The May correction saw the which saw it improve 12.4 per
cent, compared with a gain of

fund’s one-year performance dip
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One-year performance can be compared with 6.5 per cent for the
affected by a fund leaving behind index. Its three-year
a good month in 2005 and

replacing this with a negative
month in 2006. Longer-period
performance is therefore a better
indicator of fund returns.

The three-year performance of
38 per cent a year contrasted with
the April figure of 42 per cent.
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40 per cent in cash. It follows the
Platinum investment

Portfolio manager Alex Barbi
says this year’s delayed launch of
the Microsoft Windows Vista
program will miss the crucial
Christmas season and is likely to
have a moderating effect on
demand for the rest of the year.

There is expected to be strength
however in mobile products such
as notebooks, phones and MP3
players, improved sales of software
and greater capital expenditure on
telecom equipment.



Hunter Hall Global Ethical Trust
With $322 million of funds under

gy
that dares to be different. Under its

founder Peter Hall, the manager
has traditionally been a bargain
hunter in the small companies

sectors of global markets. In recent

times however, says Morningstar

analyst Tim Murphy, it has added - \ . ;
As co-investors with the

members to its investment team
and they have each been given
money to manage.

It is now a fund with a multiple
portfolio manager strategy, a style
that the researcher says it is
watching closely.

Recent developments as a result
of the new style are investments in
soap manufacturer PZ Cussons
and chemical company Pfizer.

That said, whether it is the old
or the new strategy, the fund
delivered a one-year return to the
end of May of 36 per cent and a
three-year average annual return
of 25.9 per cent with low volatility.

Chief executive and portfolio
manager David Buckland says that
over the same period, the MSCI
World Accumulation Index in
Australian dollars posted a 12 per
cent, three-year average annual
return

The fund’s returns came from a
portfolio that few investors would
be familiar with. The top holding
is a South Korean educational
matm-ialpulﬂisherWoongjim
Thinkbig, which represente
nearbﬂparcantdtheportlhlio
when it was last published.

The second largest holding is
4 per cent of the fund's money in a
French company Vallourec, a
manufacturer of seamless pipes.
Both investments have done very
well this year, says Buckland.

Woongjin was added to the
portfolio 18 months ago and has
trebled in value and it has been a
similar story with Vallourec.
management style as digging for
sharemarket gems.

The fund has a 50-stock
portfolio, although the top dozen
represent about 50 per cent of the
portfolio value. The fund’s value
growth style means some describe
it as a global small companies
complement to the Platinum funds,
which own much larger stocks.

fund, the Smallco team
says this gives them an
extra incentive to deliver
top performance, with the
fund generating nearly

39 per cent for the year to
the end of May.

positions in health care.

prospects, in particular energy
and diversified resources

= investments.

management. Why is this so?
While many small company funds

- are much larger, up to

$600 million, they are too big for
the sector, he reckons. He has
observed that because of this, the
often include
investments they don’t really like
just to fill up the portfolio. “We're
determined to only include stocks
we are excited about,” he says.

Invesco Wholesale Global Matrix
Hedged Fund

The basis of a quantitative
investment approach is to utilise

reveal patterns of price behaviour
as well as potential investment
risks and returns.

Invesco’s San Francisco-based

investments team

starts with a global universe of
5000 companies in diverse
countries and industries, filtering
them down to about 120
companies. The analysis aims to

how shares may perform
over a six- to 12-month period.

According to the latest
information, about 50 per cent of
the fund is invested in US and
Canadian shares, about 30 per
cent in European and British
shares. There is about 11 per cent
in Japan and about 4 per cent in
Asia and other countries.

To the end of April, the fund
delivered close to 29 per cent as a
one-year return and an average
annual three-year return of
26.7 per cent. The fund has
hedged and unhedged versions,
with the hedged fund appearing in
the Morningstar study.

According to , after
amckymmzommzom
the Global Matrix Fund has been a
strong performer with low

. The researcher
the fund may be considered as a
possible core holding for an
international portfolio.



Prime Value Imputation Fund
and trade press
fund manager of the year awards
in 2005, along with some top
perﬁrmuwa has boosted the
profile of this four-year-old
$83 million fund.
Managed by Melbourne boutique
Prime Value Asset
Management, the fund has a three
star rating from funds
ent research house
Standard & Poor’s.

The team is
headed by managers Han Lee and
Leanne Pan, who moved from
running the $500 million Shell
Australia superannuation fund's

portfolio to setting up their
company in 1998.

At least half the imputation fund
is invested in ASX top 100 shares
and one third in companies
outside the top 100. The balance is
in cash. The top five holdings at
the end of May were all household
names: BHP Billiton, National
Australia Bank, Wesfarmers,
Westpac Bank and Noni B.

Prior to the May downturn, the
fund was in the spotlight and
making headlines with 24 per cent
one year and 33 per cent three-
year returns to the end of April.
The market reversal, however,
pulled this performance back to
16.5 per cent and 28 per cent for
these periods.

The managers stated that
investors should look at the long-
term fundamentals of its i
holdings rather than the day-to-
day fluctuations in markets.

They said the fund’s 16 per cent

to their peers. This claim by small
company investment specialist
Smallco has a couple of twists. To
start with, the directors say they
own 20 per cent of the nearly
$61 million five-year-old fund.
“We're co-investors with those
i diil;'e:un.n' d;rmr
managing an
stockbroking small company
researcher Rob Hopkins of himself
and executive director Bill Ryan.
This gives them an extra
incentive to deliver top

‘_pa'formmca he says, with the

fund generating ' 39 per cent
tortheyearmthe of May.
The average annual three-year
performance, also to May, is an
even more impressive 43.4 per
cent. Both returns were achieved

which studied the fund last year, it
follows a bottom-up approach
looking to buy shares in the small
companies sector.

The fund can go “short” on
shares as well as buy them and
also has an ability to gear, though
this is related more to its capacity
to short sell. Lonsec gave the fund
a recommended rating.

More recently, another
researcher Zenith Partners also
gave the fund a recommended

rating.

Hopkins describes the target
investments as companies with a
market value of between
$100 million to $500 million,
which he says gives his small team
about 250 companies to choose
from,

From this, a portfolio of up to 35
shares is developed, with some of
the prominent ones including the
Sydney Futures Exchange, data
provider Iress as well as leasing
company Record Investments.
These companies focus on the

encourages them to stay in the
business, although they do plan to
ciosatheftmdwhenitmaches
$200 million in assets under

MLC MasterKey Platinum Global
This fund has been closed to new
investors since June last year,
largely because of disappointing
performance back then. Returns,
however, improved from April
(although the May correction has
not been factored in to its gains as
the fund reports quarterly). While
new investors can't join, existing
investors can continue to add to
their positions.

As a joint venture between
Platinum and MLC Investments,
which acts as the administrator,
Platinum Global invests in
traditional and emerging markets
around the world and can have up -
thOOshmsinttspord‘olio

Platinum uses a value strategy to
choose stocks but the growing size
of its fund has seen it invest in
more large companies than small
ones.

Indeed, in its larger funds,
Platinum appears to be changing
from a deep value to one
that uses a “blended” approach,
says Walsh.

Value managers seek to buy
shares in companies whose share
prices do not reflect the current
value of the businesses, while
growth managers seek to buy
shares in companies with a
likelihood of strong earnings
growth. Fund managers who use a
ll:landedOth strategy opt for a bit of



