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Performance
Fund Size: $387 mn Last Quarter | 1908 Year fo Date | Last12 months | Return Since Inception
MLC-Platinum Glooal Fund 15.6% 19.6% 37.9% £3.6%
Miargan Stanley Capital Intarnational 18.2% 15.5% 55.3% 108.0%
World index (Accumulation)
[t has been a strong quarter ked by Ttaly and Franee. Commentary

F.l.-l:ing rl'n:' SArmic hungc'r F;'IT _'!.'iq.'h'] witniessed 1m the E-r:rm.
[taly surged 28% (in A% rerms) with the major Eurcpean
markens rypically appreciating by an average of 22%.
lrn'|.1r|.:.'|5|.'|1|.' WL Berecr wasn't Far behind, '-I.L'I'Ii.ll."n‘i:ILg
2% and wihale ].l.|.1=n affered a STTONg SAre o the year,
it firzled our and was lefr virtually unchanged. This led
o a weighred increase in world markers (MSCI) of
18,20, Tle fund’s repurn for the VLT B dare (19,606} 1
impressive given our risk averse investment |.1|'ﬁ|-e::mp|'|_:,'.
[n addition we have run with a high proportion of cash
and mainnained a fully hedged posinon on Wall Streer,

Changes to the Portfolio

The |.'|-|i:lL1.']r|g paace: of marker appreciation cansed soanie
of our Eurnpean stocks m exeeed our target prices and we
were obliged ro scll, W cur our entire holdings of Mestlé,
Accor, Canal Plus, 1F] and AMGA, a3 well a5 rrimiming
t'hﬂ.h. (4511 ﬂ.":'LTﬂJ ':HJH.'W. m’l T .IJW H.Cl.i"a'l' 'hill'l ]JI.'II'I:l.'I.m'.'I
!III:I'I as 1l'l.l.k:lr.l |:1:'-||'|.1k= .I.I'II.'I I'I'l.ll.'h'l'.m:l.. Eh:ll:lg.lu Hﬂ‘ll‘lll’lg
amd Escada {reraal/Fashion}, Pernod Ricard (drinls),
Connnente (supermarkers) and WP (advernsing).

Early in the year the strong F*anrrn.inn? in Japan caused
us oo reduce our posicion, selling our of Asahi Breweries,
KA, Jusco, Murara, and mmming others, W also
trimmed some Koran |'||.|]|:|i.r.|g.1 which have more than
douhled since Decernber. Ocher flgniﬁr.an'r changes were
the addinon of casing stocks in Auseralia (emporanly
depressed by Falling vourizim).

We have n.'|:|.'nr|].' mmp|r'1'=u'] an extensive mmip to South
Easr Asia visiting Fuala Lumpur, Bangkok, Singapore,
Manila and Hong Kong. The objective was to oy 1o find
1.|'.|LL'IL' ﬁnn: |.I.'|H.|. ﬂlﬂ:r' II.II.IL. ﬂd il [J‘:I'l'.'SL'I.'Il. ﬂl.'ld }'L'! L":l'l.l.ld 1:".'
the greas growth Franchise stocks over the next five years
of s, The partern was o see a broad range of companies
from properry stocks and banks, to industrial companics
with anteres g business eeonomics. Having seen 31
companies and varicaes qw:i.:ﬁﬁs. we arnved home

with a surprisingly empty net. The problem — which

we alluded 1o in our lasr communicarion — s the high
valuations |.1L'i.ng Eiven o the |L'.|.d.i:||.g COMPAnies in wach
market, However, in nr'.:.rl_'!.' every case these 4:|1mp1.11i¢-s
s enjoved the good omes thar they forgor abour the
obligation thar accom panies heavy use of debr.

.]1.1\'.' sl .'l!TiL.i.I'IE \'.'IH.I.'I'I]JIL' |.||- CROTEY WS i:ll. Eﬂngl‘lulﬂ.
\'ll'l'll"“.' tl'li." I'I.I.TI I-IITI_g f.l.'.“.'l."'l'l'l TI'I.:}' r'l.l."«'l.' % I'I'I'II.-I:I'I A One

third of itz loans cicher noet paying interest andfor unlikely
1o be repaid, This implies thar the system has a deficiency
of sharcholder’s funds and vet intermational mvestors have
been prepared 1o refinance the two leading banks which
acoount for some 35% of the system, Thal Farmers Bank
and Bangkok Bank have together recently placed US $1.4
billion of new equiLy. While r-'.'-::li!l-]-'i:u.g the :Ll|\'-|.'n-'_}' of
these institutions. these measures do noe address the
underlying problems of an over-supplied property marker
upon which the whole banking system relics for collaneral.
Dreternorating progerty prices i.r.||.|_.'rL1:|L1: the extension of



Report from Platinum As

Tales -e:-F i.'.l:ll:l'l.li.'.k.i =|'|m|.n|.'|c'c|. wifh.

Tor TEn Hovpimas (as AT 30 APriL 1008) for example, a leading building

STOCK COUNTRY INDUSTRY % HOLDING marerial supplier preparing for a
: 46 volume decline of 30.50%,. Saft
L L L 5. S drnk botders are encacvely
Swiss Industrial Group Switzefland Packaging/Engineering  3.2% purting up their prices by around
Valora Switzerdand Retail/Distribution 2.9% [ 5% and ver their input cnses are
Mikuni Coca Cola Japan Bottler 2.8% rising Faster .If-:g. .-’l.luminilum AN
Dalichl Pha s Pha utical 2 6% costs up by 30%i=). Rerailers ase
m. apan rmaceuticals ki walking away when leases come
San Paolo Italy Banking 2.6% up For renewal in Hong Kong and
Hornbach Germany Retall 2?5 some even when rents are set 30
Fuji Fhoto Film Japan Photographic Equipment  2.5% st s s el il
to gauge of all is the kely impact
Canon Japan Office Equipment 2.4% on employment levels, Ir is only
Douglas Holding Germany Retail 2.4% mow that layotts and repatriation
TOTAL 28,58, of forcign workers is staring, Ohver

credic and henee the prospeces of an
L_J.Tl:r' TECLIVLT Y i.r.| |.|'|L' LLOMIIMLY dn
remote even after the devaluanon

of the bahe by 40%.

Moving on ro Kuala Lumipur, we
witnessed the same exevss with the
recently completed twan Petronas
Towers, the tallest building in the
'ﬁ'l'lr.ll.'l iﬂ'H:;."I'I I'IE 2"1 |'|'|i"|l'||'| SI.'IIJ.I.I'I.'
fect of office space) epitomising
the boom mentality. Such was the
excitement thar buildings were buile
with an eve to capital appreciation
rather than recurrent income, [n
central Kuala Lumpar, new SLI]'.IIJI].'
could add 22 million square feer
versus the eXLsting prime stoek of
arcund 30 million square feer, As
!Hl:.l."u[.i‘ ;l.'l El.ll.ld ]-'l'ﬂn i: Ari r.||:|

3 mallion square feer per year, there
i clearly golng to be ﬁgni.n-:lni
surplus office space for years oo

[ =

This pattern of properoy over-
mp[.:-]!.- L1n-:'rg¢'|:| in each Country fo
a greater or lesser extent, T here are
the same importnt implicatdons

for collateral valuwes and che banking
system, with non-performing loans
r.:nging 'FI'I1|'|'I 3':‘:'% il'l Tl'lil I.ITI I.'I
doern 1o 15% in Manila. Ar the

same time, inferest rancs are heing
kepr high o support their
currencies which exacerhates the
hquidiry squeeze, Hong Bong has
by far the most fluid propery
market with transactions quickhr
:djusring prices. Residential prices
are typacally off by 35% bur with
quality aceommodanion selling ar
prim stall arcund USSR (00 seuare
rmerre, a smeall flar can cosr close o
LIEET mllion! To secure the dellar
PE: inderesl rafes |'|u.1.'v|.' I.'IL'I.'.|L |-u.'|.1|!
I'Ill:rl.l'l =|'|-|'] rl'll‘ I'I.I." .“.'I'Il.l'l'?:l'l.'l I.'.I'Iiﬂ
property-mad, service based
l'ELIEIiJﬂI.!.‘. J ::H.I.rl_'ll.'l'l I.'IJJ I._J'IJI'I:II.'IL.'d,
vt ncCupansy c|.n1|.1|!1c'\r], and the
revall scene imploded wach most
clothing retailers experiencing
declines in sales of nn_:.'whl.'.r\-'.'
berwcen 10-30%, A nice touch,
and indicarive of the property-
centne nature of Hong Baong, s a
I:'ariﬁr:r tn use ones mohbile phone to
find rhe larese residennal properry
prices, This service 15 available '.|.'||.lng
side chat of stock quores,

Thiers are few short term stimuh
o pe-energise these ASEAN
economies. The weakness in _[:Fu.n.
which rakes arcund 40% of the

regions cports, is no help ar all,

and above this adjustment o poor
-I'L.'I'I'I.ITII.'I .ITII.'I ri:ing_ COMsES VETSUS
sticky selling prices is the prospect
af fresh coMmpetiti, Thiz comes in
rl'll.' F;'Irl'l'l I'IF I'I'IIJIri-I'I.I.TiI::II'I.IIS pTi:I"-II'IE
open markets in the wake of [ME
i:ll.'l].'HJ.'ltL'd LL.'I.'L'ELI]E!;L'I.'IE ur hﬂ-l.'l'l].'ll:r'
acquiring markes share by |'|1|.}'ing

rroubled companics.

LL". s EU 1:|ﬂl:L. 4] 1.I'.H.' I:Lll'l'l].'l.l.l']i.i.'.'l L
fiked. The true groawth com panies
thar wall ride cur the recession in
.I‘I.'ﬂ-ﬂ. At rck L']I.".'.IP'L'I lL'di].]-' |.|.'|H.r.| LhL'}'
were hefore the crisis, Region al
funds with dedicared pordfolios
I'Jﬂ'!'l'.' |.|'L'J.1.".'d |.|.'|L'51.' LY ]JI-I.I'_'I'.I Ur
rl.'ﬁ.lgl.'. OF much more inferest tn
us are those companics which are
CEPEIEACIng some indibn'.:l.i.un am
rl'll.'].' I:I'II'I'I]'.\II.'I."." ]I'II'IEI.'F e ]'.\I'I'Ij!‘-l:lﬂ
thar happen o coincide with the
downturn but where demand for
their products will grow anyway,
Wi shall be warching these closely
WVET 1.I'.H.' I:I.Il.'l'l;l'lg 'FH.'H.'L_'F W:ILI.'I o '\'iL'W
0 AcquITIng positens, e shall
avord those companies which the
ﬂlﬂl'li.l'.'l. i! Pr]l:l.l'lg LEiF] !]I.I'.' 1:'111'! ':li-
ASEAN economics having a rapid
PECOVETY.



Outlook

.I.II'IL' sl i".l.'lml.l'ld.‘lll.'l.g (J.'m'l."«'ﬂ.ﬁl.ll'l
of marker behaviour in the Lase
three months is the way the
seeminghy dysfuncrional markets

nf [taly and France have pl.'rFe:-m'ln'l.
Juse |.1|:i|.|:r Lo }'L‘.IJ'-L']I.-I!. cabcism of
the inflecibiliny of these markers
reached a crescende only oo find
tI'I.I.r wirhin rl'll'ﬂ'ﬂ' |'|'||'||'|1'|'I.1 r‘l'll'}" .I'I.i'ﬂ."
I'IIJI.-.I'.H'I'H.TTI'I'II.'I.'I TTEESE COITeTS:. -.I-I'III

is |.1|.'r]|.:||.1:= the lessom going forward
thart just now as we see Japan ar

its wealest and most inflexahble,

the stock market is :Hjusring
|:|L|wnw;|.r|:|¥ H.nd [J":K.'II.IJIJ-' LTl Ll'l']l:lg
an interesting level for asser
allocarors,

The big queston is whether LIS
monetary policy will stay loose as
the Fed feels the need to consider
imore than just U5 Facrors when
setring interest rare policy. The
l.'ll.'i.-.iﬂiﬂ'l'l I :I'Iil'ﬂ' Eiainnlsd E:IF rl'li." .II'I.II.'I.
nf Asia by 11|1|rling rates at present
levels (which would ]u.'||.1 stahilise
their cusrencies and coonomics],
could allow Western markets o
contimue to reach highn lerve]s,
However, such deferral |.'|;|-' the Fed
merely stores up longer term
problems,

Oiur trave] chrough Asia constandy
reminded us of excessive investor
UpLinsm where the purl:]l.aﬂ' of
assets was driven purely from a
speculatve view on capital
appreciation rather chan an
appraisal of the existing cash
Mlows. As we have noted in
previous commenrary, the
probability of many companics
achieving projected earnings
l:r.ruw1.|'| similar to that of the last
Few years, iz very low and hence
disappointment is likely.

We remain commitred o secking
out thase com panies which have
R4 lr.IE:i"u'l' EFUWLL'I Pfﬂ.’l]ﬂm H.'Il.d
where prices make allowanee for
Furtuse umcertaintes,

Currency

We continue to remain fully
.I'll'l'lgl'l.'l LE1k]e I'IF |.'.|'|1.' F'ﬂ'l'l .ITII.'I |'|.='||'l."
removed the hedge on che
European currencies. Some 200
of overseas exposure is hedged
back into Australian dollars.

Stock Story

RINASCENTE {ITALY)

Rimascenee i a mulo-feemar Tralian
retailer. T he core |'IF|:|'IL" |'|1|.1:i111.'.'::

15 food retailing (30% of sales)

1']1 I'I'IIJEI'I a l.-I'I.iiI'I I:!l'F |'|].'|.'H.'r|'n.=r.|-:i."|".l:
tstores of roughly 5,000 10,000
s and :u[.a-l.Tmnrk-'.'L\ [sbores of
a few chousand sq.m.). In addiden,
Rinascente operates |:|L'_|.1.lrlr.||.-|.'n1.
seores, DY Ifhe:-rnw'h:n.‘lw.m'}
caitlers, and a chain of varcenr soose,

The Traliams refer o a concept
called ‘modem serail” when the
!IJI'Iil'I:I.' n'F"l].‘pc"rrn.lrl-l:-l.'L': ;: fI;n_.llm‘-r]
and this uncomfortable term
EI.ILI!LI-J.'.I'.'.'I :]I.!'. ﬂl":l']ﬂi.‘.' maure |.|E- E-I.Il.ld
recailing in che country, Iraly has
1.|'.H. I'll.'l:r.]“..'l‘l r.|'-|1|.'|1:||.'r |.|E- SJI.UFIF ].'F".'r
capita in Europe rc'ﬂl.'rﬁng_ the
success of owner operared ‘mom ‘o’
pe:-p' seores ro hold n#hrg«l.' wcale
‘modem’ rerailing chains. The
assnciation 'L'll-II'Il:l]J CAWTIETS 15

very powerful and has in the past

set Management (Continued)

heen |.1n|i‘rir.l.||}' anI:urr:u'] 1‘.-_:," the
maintenance of astonshingly
complicated laws governing licencoes
[ 14] |.|EH.T.| |H.rg-'.' I’l.'r.".'l.ll I'L:J.II. 'L"I.'ll.l.l'."_'l.
Fer this reason the number of
hypermarkets {and large, competent
supermarkets for that marter} in
the countiy is very low relarive o
ahvicns CEMT PArISas such ax France

H.'Il.d 5|.1:|i.r.|-

Anocher resrraint for Rinascenne in
the past has heen poar operaticnal
MAAZE el — the 25 hg,-pt'nn.l.rll.rts
which they have boaen operanng
display sales densities {ie. sales per
ﬂll.'lﬂl.'l.' mekre ]J!'.'r !|'L'J.r] !|-'.|.r Il:mLT
than their counterparts in France,
FTnﬁh:hiﬁl::r has been WETy poor.
This is despice the relative affluence
of the {northern) [ralian consumer
and the '|.'i'rr||.:|'|_:r MHIN-EXISIEnE

com petition (versus the over-
supplicd and cumng edge

COHT PELILVEREss of the French
miarher, for example). Rinascenre
p'ne:-rm weTE I'I.Ijii.'.:"}." flae For the
sevierl yedrs up untl 1997 and
deapite the fabulous potenial for
r]1:' -I:I'II'I'IFH.L'I'I}" {JI.I tl'li." l'H'ﬁl.' FJ.ITE:IIH.'.II'I
ll[.H.'m:l:ﬂ'.'ll [.?J'i!l.l:i.l.'lﬂl. &ﬁI'L' j-':ﬂ'
several years has boen oo break inm
the Tealiam rn.l'r|-|:-|.'|:], the stnck
market had lieede interese in the
chares,

DISPOSITION OF ASSETS

REGIOMN

Western Europe
Japan

North America
South America
Other Asia
Australia

Total Invested
Cash

Total

30 AFRIL 1998

44%
25%
k]
o
I
%
B6%
14%
100%

31 JANUARY 15908

7%
2%
%
5%
5%
1%
82%
168%
100%



Investor

A stunning oppormunity {and a wonderful illustration of
the occasional short term Focus of stockrmarkets) carme
up in June last year. W had visited Rinascenne in April
and left thinking that while the prsinon was interesting
the operational management was not capable of really
capitalising on their hypermarket leadership and with a
srill dull consumer environment the stock was abour the
right price (L10,000 per share or so). A few weeks later a
deal was struck berween the Apnelli clan and the French
company Auchan {a very successful hy permarker operator
based in France bur active arcund the wordd) wherehy
they created a joint venture which would own the Agnelli
Rinascenre stake. In addition, Auchan put their four
ltalian stores into the business and assumed operarional
control of the food reraling side of Rinascene, Ar

a stroke, the Agmellis had added the key ingredient

the business had been lacking = expert operaninnal
managernent. However, in the srockmarker’s eyes, this
deal removed, ara stroke, any chance of a ake-over and
gave the ‘control premium’ (Auchan paid the equivalent
of L14,000 to [FIL for their stake} only to the Agnellis
and not o the minerity sharcholders of the stock, In
disgust the stockmarker sold the share down 200,

Hence the opportunity — a strong but stagnating position
had just heen transformed by the input of hypermarket
management head and shoulders above the rest of the
lralian reranl seene, Suddenly the story was inreresting,
The miserly profitability would hlely be mulaplied
several fimes and the hest porenrial in European recailing
was beginning to be unlocked, And the marker tooke 2065
off the shares!!l We boughr as much stock as we could
between LEOD0-9,000, and then fully subseribed o the
righes issue in the shares which was being held ro fund
furure expansion.

A wigit to the company’s headquarrers ourside Milan a
few weeks ago was a stunning contrast o the diseussion
we had had less than a year earlier. The turnaround in
consumprion in lealy in recent monchs, and
resrructuring efforts in the non-food side of the business
have given a boost o sales and profitabiliey of the whole
operation. But more impressive was the wonder in

the company representatives voice as he discussed the
‘Auchanisanon” of the hypermarkets. [t was the racnon
of someone who has been shown For the st time

the difference berveeen “retailing’ (ie. selling) and
‘distribution’ (1e. mercly acting as a passive link in

the manufacourer-consumer chain).

The risks are that store openings wall continue o be
difficulr and thar the plan to open to 2-3 new stores pa,
will be unachievable. However, the whole approach o
vested interests in [taly has changed in reeent years with
the run-up to EMU and it is scarcely conceivable chat
the rerail scene will be kepr in the dark ages.

The stock has performed well as the marker has come w
appreciate the fact that operational management i good
news rather than simply focusing on the disappoinmment
of there not being a full take-over. By the end of April dthe
stock had moved to L1%,000. For the moment the stock
has run ahead of isell. However, we expect the story

tor pradually unfold and surprise the market with the

magninude of its profir growth over the nexr 4-5 years,

Foerr Meilson
Platinum Asser Management

Far those interesed, please visit our website ar

heerpe! fwewew, plarinum, com. au
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