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WHO IS IIR? 

Independent Investment Research Pty Ltd, “IIR” is an independent investment research house in Australia. IIR specialises in the analysis of 
industry trends, and high quality commissioned research. IIR was established in 2004 under Aegis Equities Holdings to provide investment 
research to a select group of customers. Since March 2010, IIR has operated independently from Aegis by former Aegis staff to provide 
customers and subscribers unparalleled research website, that covers listed and unlisted managed investments, resource companies, ETFs, 
property, structured products, and IPO’s.

DISCLAIMER

This publication has been prepared by Independent Investment Research Holdings Pty Limited trading as Independent Investment Research (“IIR”) 
(ACN 155 226 074), an Australian Financial Services Licensee (AFSL no. 420170). IIR has been commissioned to prepare this independent research 
report (the “Report”) and will receive fees for its preparation. Each company specified in the Report (the “Participants”) has provided IIR with 
information about its current activities. While the information contained in this publication has been prepared with all reasonable care from sources 
that IIR believes are reliable, no responsibility or liability is accepted by IIR for any errors, omissions or misstatements however caused. In the event 
that updated or additional information is issued by the “Participants”, subsequent to this publication, IIR is under no obligation to provide further 
research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IIR as at the date of 
publication and may change without notice. IIR and each Participant in the Report, their officers, agents and employees exclude all liability whatsoever, 
in negligence or otherwise, for any loss or damage relating to this document to the full extent permitted by law. This publication is not and should 
not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any investment. Any opinion contained in the Report 
is unsolicited general information only. Neither IIR nor the Participants are aware that any recipient intends to rely on this Report or of the manner 
in which a recipient intends to use it. In preparing our information, it is not possible to take into consideration the investment objectives, financial 
situation or particular needs of any individual recipient. Investors should obtain individual financial advice from their investment advisor to determine 
whether opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, financial situation or 
particular needs before acting on such opinions or recommendations. This report is intended for the residents of Australia. It is not intended for any 
person(s) who is resident of any other country. This document does not constitute an offer of services in jurisdictions where IIR or its affiliates do not 
have the necessary licenses. IIR and/or the Participant, their officers, employees or its related bodies corporate may, from time to time hold positions 
in any securities included in this Report and may buy or sell such securities or engage in other transactions involving such securities. IIR and the 
Participant, their directors and associates declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits from 
the securities mentioned in this publication. 

IIR, its officers, employees and its related bodies corporate have not and will not receive, whether directly or indirectly, any commission, fee, benefit 
or advantage, whether pecuniary or otherwise in connection with making any statements and/or recommendation (if any), contained in this Report. 
IIR discloses that from time to time it or its officers, employees and related bodies corporate may have an interest in the securities, directly or 
indirectly, which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the companies mentioned in 
this publication; may affect transactions which may not be consistent with the statements and/or recommendations (if any) in this publication; may 
have directorships in the companies mentioned in this publication; and/or may perform paid services for the companies that are the subject of such 
statements and/or recommendations (if any).

However, under no circumstances has IIR been influenced, either directly or indirectly, in making any statements and/or recommendations (if any) 
contained in this Report. The information contained in this publication must be read in conjunction with the Legal Notice that can be located at http://
www.independentresearch.com.au/Public/Disclaimer.aspx.

For more information regarding our services please refer to our website www.independentresearch.com.au.
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LMI Type

Listed investment company

Investment Area

Australia

Investment Assets

Listed companies and other

Investment Sectors

Diversified

Key Investment Information

Price ($) as at 20 February 2013 5.51

Market cap ($M) 5,698.0

Shares on issue (M) 1,034.1

Shares traded ($M p.a) 355.8

12-month L/H ($) 4.01/5.54

Listing date June 1962

Fees:

Management Fee (%) 0.20

Performance incentives (%) na

Pre-tax NTA Performance Analytics 
(including dividends)

S&P/ASX 200 Acc

1 Yr 3 Yr (p.a.)

Excess Per. (%) 0.06 0.88

TE (%) 1.58 1.52

Benchmark returns are purely pre-tax, whereas LIC 
returns incorporate realised capital gains tax and 
therefore understate portfolio performance to a 
degree.

Dividend Yield %

FY10 4.44ff

FY11  4.75ff

FY12 5.05ff

Substantial  Shareholders %

National Nominees 0.6

Questor Financial Services 0.6

      As at 31 December 2012

COMPANY OVERVIEW
AFI is one of the original listed investment companies, established in 1928. AFI has a 
relatively conservative investment approach, with a long term investment horizon, and a 
focus on providing investors with capital growth and a dividend stream that, over time, grows 
faster than inflation.

INVESTMENT OBJECTIVE 
The company aims to provide shareholders with attractive investment returns through access 
to a steady stream of fully franked dividends and medium-to-long term capital growth from 
an investment in a diverse portfolio of ASX-listed companies.

STYLE AND PROCESS 
AFI has a buy-and-hold investment style for the majority of the portfolio. AFI can also allocate 
up to 10% of the portfolio to its trading portfolio, which has a short-term investment focus. 
AFI uses fundamental analysis to identify companies in attractively structured industries 
with high-quality assets, brands and/or businesses that can withstand the business cycle. 
The company focuses on investing in companies with strong management and boards along 
with sound financial metrics, such as profit margins, cash flow and gearing. The Investment 
Committee, which is essentially the Board of AFI, plays a significant role in the investment 
process, meeting on a weekly basis to review the portfolio settings.

PORTFOLIO CHARACTERISTICS
AFI invests only in stocks listed on the ASX, with a heavy focus on large cap stocks, with 
over 80% of the portfolio allocated to stocks within the S&P/ASX 50. The company has a 
long-term approach to investing and as such has low portfolio churn. There are no restrictions 
regarding the minimum or maximum investment in any individual stock or sector; however, 
the Investment Committee is wary of the risk of the portfolio and ensures that the portfolio is 
adequately diversified to reduce portfolio risk.  

INDEPENDENT INVESTMENT RESEARCH COMMENTS
AFI’s portfolio (pre-tax NTA plus dividends) outperformed the benchmark index over the 
December 2012 quarter, rising 7.2% compared to the 6.8% increase of the benchmark. 
Over the longer-term (five year period) the portfolio has outperformed the benchmark index 
by 2.4%. The portfolio is expected to perform in close proximity to the benchmark index 
given the low tracking error. This can be illustrated over the longer-term with the portfolio 
generating an average annual return of 9.9% from 30 June 2000 to 31 December 2012, 
compared to the benchmark return of 8.5%. From an investor return perspective, AFI has 
performed strongly over the 12 months to 31 December 2012, returning (share price plus 
dividends) 31.3%, well above the 20.3% benchmark return. AFI has a short-term loan facility 
of $250M (~5% of the market cap), $100M of which has been drawn down. AFI paid a final 
dividend of $0.13 (fully franked), maintaining the full year dividend at $0.21 (fully franked) to 
be paid on 22 February 2013. At 31 December 2012, AFI was trading at a premium to pre-tax 
NTA of 2.2%. The company offers investors a steady income, primarily in the top 50 stocks 
listed on the ASX. The manager uses some gearing to provide some earnings upside. Given 
the portfolio composition and the level of gearing represents a only a small portion of the 
total market capitalisation, the gearing does not add any additional unnecessary risk.   

P a g e  | 1

www.afi.com.au

Australian Foundation Investment Company 
(AFI)
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BOARD OF DIRECTORS

Bruce Teele Chairman Fergus Ryan Director

Terrence Campbell Deputy Chairman Catherine Walter Director

Donald Argus Director Peter Williams Director

Ross Barker Managing Director Graeme Liebelt Director

John Paterson Director
   

OTHER DATA
 � Options – None on issue

 � Dividend policy – To pay out all received dividends so that over time the dividend stream 
grows faster than inflation.  

 � Capital management policy – A share buyback arrangement is in place to provide 
flexibility if shares trade at a discount to NTA. AFI also raises capital through its share 
acquisition plan. AFI raised $222.7m in a convertible note issue (AFIG) in December 2011. 

 � LIC tax concessions – Yes

 � DRP available – Yes, up to a 5% discount to the VWAP for the 5 trading days up to & 
including the record date.

AFI’s Portfolio (Top 10) Weighting 

Code Portfolio 
(%)

S&P/ASX 200 Index 
(%)

BHP 10.4 9.8

CBA 10.1 8.2

WBC 9.1 6.7

WES 5.4 3.0

NAB 5.0 4.8

RIO 4.5 2.4

TLS 4.5 4.5

ANZ 4.4 5.6

WOW 3.5 3.0

OSH 2.1 0.8

59.0 48.8

Source all figures:  AFI/Independent Investment Research/IRESS.  
All data as at 31 December 2012 unless otherwise specified

Asset Weighting

Aust. 
Equities
97.0%

Cash
3.0%

Size Weighting

ASX 
Top 50
82.9%

ASX 50-
100
3.8%

ASX 
100-300

5.7%

ASX 
Micro
4.6%

Cash
3.0%

SECTOR BREAKDOWN

Sector %

Energy 8.0

Materials 21.1

Industrials 9.4

Consumer Discretionary 1.0

Consumer Staples 10.4

Healthcare 2.3

Financials (ex Property) 36.7

Property 2.0

Information Technology 1.8

Telecommunication Services 4.5

Utilities 2.7

KEY POSITIVE CONTRIBUTORS

 � Newcrest Mining Limited

 � Rio Tinto Limited

 � Westpac Banking Corporation

KEY NEGATIVE CONTRIBUTORS

 � CSL Limited

 � Macquarie Group Limited

 � Fortescue Metals Group Ltd

Note: The Key Positive and Negative Contributors 
are provided on an attributiom basis. This means the 
contributors reflect the impact that the positions or 
lack of positions have on the portfolio performance 
compared to the benchmark index.

NTA  & Share Price Performance
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APPENDIX – RATINGS PROCESS 

Independent Investment Research Pty Ltd “IIR” rating system. 

IIR has developed a framework for rating investment product offerings in Australia. Our 
review process gives consideration to a broad number of qualitative and quantitative 
factors. Essentially, the evaluation process includes the following key factors: management 
and underlying portfolio construction; investment management, product structure, risk 
management, experience and performance; fees, risks and likely outcomes.

LMI Ratings SCORE

Highly Recommended 83 and above
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Recommended Recommended+

Highly Recom
m

ended

This is the highest rating provided by IIR, indicating this is a best 
of breed product that has exceeded the requirements of our review 
process across a number of key evaluation parameters and achieved 
exceptionally high scores in a number of categories. The product 
provides a highly attractive risk/return trade-off. The Fund is likely 
effectively to apply industry best practice to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors.

Recommended + 79–82
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Recommended Recommended+

Highly Recom
m

ended

This rating indicates that IIR believes this is a superior grade product 
that has exceeded the requirements of our review process across a 
number of key evaluation parameters and achieved high scores in a 
number of categories. In addition, the product rates highly on one or 
two attributes in our key criteria. It has an above-average risk/return 
trade-off and should be able consistently to generate above average 
risk-adjusted returns in line with stated investment objectives. The 
Fund should be in a position effectively to manage endogenous risk 
factors, and, to the extent that it can, exogenous risk factors. This 
should result in returns that reflect the expected level of risk. 

Recommended 60–78
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Recommended Recommended+

Highly Recom
m
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This rating indicates that IIR believes this is an above-average grade 
product that has exceeded the minimum requirements of our review 
process across a number of key evaluation parameters. It has an 
above-average risk/return trade-off and should be able to consistently 
generate above-average risk adjusted returns in line with stated 
investment objectives. 

Not Recommended <60
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Recommended Recommended+

Highly Recom
m

ended

This rating indicates that IIR believes this is a suitable product that 
has met the aggregate requirements of our review process across a 
number of key evaluation criteria. The product provides some unique 
diversification opportunities, but may not stand apart from its peers. 
It has an acceptable risk/return trade-off and should generate risk 
adjusted returns in line with stated investment objectives. However, 
concerns over one or more features mean that it may not be suitable 
for most investors. 



DISCLAIMER 

(a) Disclaimer
The information, reports, financial models, forecasts, strategies, audio 
broadcasts and other media (referred to as “Content” throughout this 
Legal Notice), provided on this web site has been prepared and issued 
by Altavista Research Pty Ltd trading as Independent Investment 
Research “IIR”, Independent Investment Research Holdings Pty Ltd 
(ACN 155 226 074), as authorised to publish research under an Australian 
Financial Securities Licence (AFSL No 420170) which allows Independent 
Investment Research to offer financial service advice to retail and wholesale 
clients. Users of this web site should not act on any Content without first 
seeking professional advice. Whilst the Content contained on this web 
site has been prepared with all reasonable care from sources which we 
believe are reliable, no responsibility or liability is accepted by Independent 
Investment Research, for any errors or omissions or misstatements 
however caused. Any opinions, forecasts or recommendations reflect our 
judgement and assumptions at the date of publication or broadcast and 
may change without notice. Content on this web site is not and should not 
be construed as an offer to sell or the solicitation of an offer to purchase or 
subscribe for any investment. We are not aware that any user intends to 
rely on the Content provided or of the manner in which a user intends to 
use it. In preparing our Content it is not possible to take into consideration 
the investment objectives, financial situation or particular needs of any 
individual user.

Access by any user to this website does not create a client relationship 
between Independent Investment Research and the user. Users seeking 
to invest must obtain individual financial advice to determine whether 
recommendations are appropriate to their investment objectives, 
personal financial situation or particular needs, before acting on any 
recommendations. Any Content is not for public circulation or reproduction, 
whether in whole or in part and is not to be disclosed to any person other 
than the intended user, without the prior written consent of Independent 
Investment Research.

(b) Disclosure of Interest

General 

Independent Investment Research, its officers, employees, consultants 
and its related bodies corporate have not and will not receive, whether 
directly or indirectly: any commission; fee; benefit; or advantage, whether 
pecuniary or otherwise, in connection with making any recommendation 
contained on this web site. Independent Investment Research, discloses 
that from time to time, it or its officers, employees and its related bodies 
corporate: may have an interest in the securities, directly or indirectly, which 
are the subject of these recommendations; may buy or sell securities in 
the companies mentioned in the Content; may effect transactions which 
may not be consistent with the recommendations in the Content; may 
have directorships in the companies mentioned in the Content; and/
or perform paid services for the companies that are the subject of such 
recommendations.

However, under no circumstances, has Independent Investment 
Research been influenced, either directly or indirectly, in making any 
recommendations contained on this web site.

Corporate Research

Independent Investment Research has or may have, received a fee 
either directly by a company itself or by a third party, to provide coverage 
and/or corporate research (the “Fee”). Where a Fee has been received, 
Independent Investment Research does not publish:

Buy / Hold / Sell recommendations for the security or managed 
investment schemes.

(c) Copyright Protection

All Content at this web site is protected by copyright. Apart from any use 
permitted under the Copyright Act (Cth) 1968, you must not copy, frame, 
modify, transmit or distribute the material at this web site, without seeking 
the prior written consent of the copyright owner. Content on this web site 
is owned by the business Independent Investment Research. Users are 
prohibited from copying, distributing, transmitting, displaying, publishing, 
selling, licensing, creating derivative works or using any content on the 
web site for commercial or public purposes

Copyright 2010 Independent Investment Research. All rights reserved.

(d) Trade Marks
The trade marks and logos displayed on this web site belong to Independent 
Investment Research or other parties. Such trade marks include registered 
trade marks and trade marks pending registration. Users are prohibited 
from using any of these trade marks, without seeking the prior written 
consent of IIR or such third party, which may own the trade mark content 
on this web site.

(e) Limitation of Liability
To the fullest extent permitted by the law, Independent Investment 
Research and any of its officers, employees, agents, consultants or related 
bodies corporate disclaim any liability, whether based in contract, tort, strict 
liability or otherwise, for any direct, indirect, incidental, consequential or 
special damages arising out of or in any way connected with the use of any 
Content made available on this web site by any person or entity.

(f) No Warranties
Independent Investment Research does not make any claims, promises, 
guarantees, representations or warranties regarding the accuracy, 
completeness or fitness for purpose of the Content made available on this 
web site. All information on this web site is provided to you on an as is 
basis, without warranty of any kind either express or implied. To the extent 
that research can be provided by third parties, Independent Investment 
Research makes no warranty or representation as to the accuracy or 
completeness of such information displayed on this site, and accepts no 
liability for errors or omissions arising from such third party information. 
To the fullest extent permitted by law, under no circumstances will 
Independent Investment Research be liable for any loss or damage caused 
by users reliance upon information obtained through this web site. It is 
the responsibility of the user to evaluate the accuracy, completeness or 
usefulness of any information, opinion, general advice or other content 
made available through this web site. Furthermore, Independent 
Investment Research does not warrant or represent that this web site 
is error free or free from viruses or defects. A user must do all that is 
necessary (including using virus checking software) to satisfy itself that 
accessing this website will not adversely affect its system.

For further information, please contact IIR at: client.services@
independentresearch.com.au 



Independent Investment Research (Aust.) Pty Limited

SYDNEY OFFICE
Level 10, 50 Pitt Street
Sydney NSW 2000
Phone +61 2 8001 6693
Main Fax +61 8072 2170

Postal Address
PO Box H297 
Australia Square NSW 1215

MELBOURNE OFFICE
Level 7, 20–22 Albert Road
South Melbourne VIC 3205
Phone +61 3 8678 1766
Fax +61 3 8678 1826

DENVER OFFICE
1011 S Valentia 138
Denver Colorado 80247
Telephone: +1 303 923 3084


