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1. INTRODUCTION

Good morning and welcome to the eighth Annual General Meeting of the Australian Leaders Fund. Thank you for your attendance and for your support since listing in February 2004. 

My name is Justin Braitling and I am chairman of the board of directors. I would like to introduce the other members of the board – Geoff Wilson, John Abernethy and Julian Gosse.  

2. MISSION

The Australian Leaders Fund is an investment company with a specific focus on the larger publically listed companies. The Mission of Australian Leaders is to deliver superior returns to investors over the medium term. We look to achieve this objective by taking advantage of mispricing in all segments of the market, not just from buying undervalued shares but from short selling expensive ones as well. 
The Australian Leaders Fund adopts a similar investment process to other institutional investors but employs a different funding structure. Like a traditional fund, we look to invest in well managed companies with superior economics that can be purchased on attractive terms.  However, unlike a traditional fund we take this process one step further and sell the securities of businesses that are fundamentally challenged, where these shares can be sold for more than they are worth. These shares are borrowed and sold, with the proceeds either reinvested back into the portfolio or retained in cash depending on the market outlook.
3. PERFORMANCE

The Australian Leaders Fund reported a profit before tax for the 12 months to 30 June 2011 of $19.0 million and an after tax gain of $14.2 million. This is a solid result following on from the strong results reported in prior years. As at 30 June 2011, the pre-tax net tangible asset backing (NTA) of ALF was $1.42 cents per share.
Total dividends declared for the year were 11 cents a share fully franked, including a 6 cent final dividend.
The gross portfolio value increased by 28.5% over the financial year, a solid result given the All Ordinaries Index increased by 12.2%, representing an outperformance of 16.3%. The strong performance has come from security selection in the investment portfolio. Pleasingly, the portfolio of borrowed securities underperformed by 2.2%, further contributing to overall performance. The funds retention of cash detracted from overall performance in a strong market. 

As at the 31 October 2011, 65% of the company’s net assets were held in listed securities and the balance of 35% was retained in cash. Consistent with our investment guidelines, just under half of the company’s investment portfolio of cash and listed securities has been funded from the sale of borrowed securities. 

4. DISCOUNT TO NTA 

With the share price currently trading at $1.09 (as at 14/11/11) the shares are at a 10% discount to the value of the company’s underlying assets, an improvement on the discount last year. As long as the discount does not increase from year to year, total shareholder returns should match the underlying performance of the portfolio less expenses. We believe the discount should close over time with the establishment of a performance track record as a public company.  
Since inception, the net portfolio value has increased by 194% while the All Ordinaries Accumulation index has increased by 92%. The investment process has added 102% to the value of your investment (after fees and expenses). 
5. Capital Management
The board is committed to active capital management in returning as much value to shareholders as practically possible. We are currently operating our fourth on market share buyback having already acquired 23% of the company’s issued shares at a significant discount to NTA. Following three years of solid outperformance the company has accumulated a significant surplus of franking credits.

6. OUTLOOK
Efforts to stimulate the global economy in the wake of the GFC have consumed much of the remaining capacity of the treasuries of the western world. China having also invested heavily in the recovery process has less scope now to launch a second round of stimulus if called upon. 
This leaves a disproportionate weight on accommodative monetary policy to boost activity, yet as central banks invent new ways of making credit cheaper the private sector retreats as deleveraging continues. We are in a classic liquidity trap where demand for money is weak no matter what the price.


We retain a cautious view of equity markets given the bleak economic outlook in Europe and the poor momentum in the US economy. While Australia is somewhat insulated from these trends given the significant investment spend underway in this country, we will not be able to avoid the inevitable impact on financial markets and shares in particular of weakness offshore.

9. CONCLUSION

The Australian Leaders Fund offers shareholders access to a unique investment process that has delivering solid outperformance since inception in February 2004.  

While the fund may underperform from time to time, our track record over eight years should provide comfort in the potential of  the Australian Leaders Fund to create value for our shareholders. 

In conclusion, I would like to thank the staff, directors and shareholders of the Australian Leaders Fund for their continuing support. We look forward to an exciting future ahead.
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