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Aostralia’s higgest LICs
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Quantitative analyst and LIC expert Mark Barsdell. Picture: Aaron Francis
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AFTER a stellar career representing Australia on the cricket field, Donald Bradman went on to become
a leading representative for the growing listed investment companies sector.

As chairman of Argo Investments in the 1980s, the Don ran the business the same way he played cricket: safe
and steady, while providing solid long-term returns for investors.

This was very much in keeping with the core philosophy of Argo's founder, chartered accountant Alf
Adamson, who had a reputation for profitably buying undervalued companies and holding them for the long
term.

Adamson set up Argo in 1946 intending for the company to be traded on the stockmarket as a business focused
on investing in other companies, thereby making it a forerunner of today's managed funds.

It was subsequently listed on the Australian Stock Exchange in 1950 and is now Australia's second largest LIC
with a market capitalisation of more than $3 billion.

But the evolution of LICs can be traced further back, starting in 1868 when Foreign & Colonial launched its
first investment trust in Britain. It was the first collective investment vehicle and planned to raise pound stg. 1
million to invest in government stock of foreign countries and colonial territories.

In the prospectus it said it aimed "to give the investor of moderate means the same advantages as the large
capitalist in diminishing the risk of investing in foreign and colonial government stocks but spreading the
investment over a number of different stocks".

The origins of the LIC sector in Australia date back to the 1920s.

The oldest investment company listed is Whitefield, which was incorporated in 1923, originally as an investor
in mortgage loans.

Its business has been solely focused on equity investment since 1949, though it didn't list on the ASX until
August 1971.

The largest Australian LIC started life in 1928 as Were's Investment Trust.

In 1936 it changed its name to Australian Foundation Investment Trust Ltd and it adopted its present name,
Australian Foundation Investment Company, in 1938. It listed on the stockmarket in June 1962.

In 1973 it was used to amalgamate the Capel Court group, which resulted in the takeover of Capel Court
Investments, Breton Investments, Clonmore Investments, Haliburton Investments, Jason Investments, Jonathan
Investments, National Reliance Investments and Shelbourne Investments. AFIC now has assets of more than
$4.3bn.

But why buy LICs?

For conservative investors wishing to match or possibly beat the long-term returns of the All Ordinaries Index,
especially those with a limited amount of capital, several LICs can provide the necessary spread of
investments, says Mark Barsdell, until recently a senior quantitative analyst at stockbroker Patersons.
"Although many investors focus on whether a LIC is trading at a discount or premium to net tangible asset
backing, in reality the better performing LICs trade at a premium and the poor performers often trade at deep
discounts," he says in the stockbroker's August quarterly report covering 34 LICs, comprising 16 established
companies and 18 newer listings.

"Most of the better performing LICs have long-term investment horizons, which provide stability and steady
returns. Management expense ratios for the larger established LICs (typically less than 0.3 per cent) are
generally much lower than those of unlisted funds."

Barsdell says the most important criterion in the evaluation of a LIC is its track record.
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"Those with the best long-term performances (measured by total return, dividend and NTA growth) are the
ones likely to give the best future returns," he says. "However, given the lack of track record of the newer
LICs, a closer focus on investment philosophy, NTA backing and the investment manager's skill are most
important in making a valuation call."

LICs that rely on a theme are unlikely to out-perform the market across the long term but can provide strong
returns across a short to medium-term timeframe, according to the Patersons report.

Examples include Templeton Global, Platinum Capital and the newer Global Mining Investments, LinQ
Resources, Magellan Flagship Fund and Hunter Hall Global, which have a global spread of investments and
may be appropriate for investors wishing to diversify beyond Australia.

"Of these, Platinum has the ability to apply derivatives to protect against loss. Templeton is still suffering from
its heavy exposure to the US and European equity markets and continues to under-perform," says Barsdell.

"AMP Capital China Fund provides exposure to China A shares.
"Djerriwarrh specialises in purchasing local option stocks and writing call options against them.

"Other stocks with a specific focus include Contango, which mainly targets domestic microcaps, and
Australian Enhanced Income Fund, which invests in hybrid and other debt securities."

In terms of total returns, Barsdell highlights WAM Capital as the best long-term performer (10 years) with an
annualised return of 12.7 per cent. WAM also was the best performer across the past five, two and one-year
periods.

On the downside, Platinum Capital was the worst performer across the past one and two-year periods and the
second worst across the past five years.

The report reveals investors were continuing to avoid the smaller LICs, with Brickworks Investments, Carlton
Investments and Diversified United Investments providing the best value among the larger, conservative LICs.

Based on August 19 closing prices and July 31 NTA and comparing current premium-discount levels to the
historical premium-discount levels, Barsdell says: "Our preferred stocks on this valuation basis are Australian
United Investment and Diversified United Investments. Argo Investments also looks very good value.

"WAM Capital does not look attractive on this basis as the market appears to be re-rating it as a result of strong
price and NTA performance over the last couple of years."

Among the established LICs, WAM Capital, Diversified United and Australian United Investments have the
best long-term (10-year) track records of dividend growth.

Barsdell names Carlton Investments as the leader of the pack among high quality LICs in terms of NTA growth
over a 10-year period. "However, Carlton has a large exposure to Amalgamated Holdings (34 per cent of its
portfolio) so conservative investors may prefer Australian United, Diversified United or Brickworks," he says.

"WAM also has strong growth and still offers excellent value. Djerriwarrh Investments and Australian
Foundation look expensive."

Cadence Capital is the best performer across the past 12 months in terms of NTA growth and total return to
shareholders.

The best performing new LICs on the basis of annualised NTA growth during the past five years were Cadence
Capital, Australian Leaders Fund, Clime Capital, WAM Active and Westoz, according to the report.
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