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What's Driving The Dislocation In International Equity Diversified LICs & LITs?

At 31 May 2023, just 7 of the 80 LICs and LITs in the IIR universe

of coverage were trading at a premium to pre-tax NTA/NAV. with

the remaining 73 LICs and LITs trading at a discount to pre-tax
NTA/NAV. Discounts ranged from 0.7% to 40.4% with the average
discount being 14.7%. |IR considers there to be a wide range of
reasons for the dislocation between portfolio value and share/unit
prices ranging from portfolio performance, dividend volatility, liquidity
and competition from open-ended structures. Some of the factors
contributing to the discounts are market driven and some are self
imposed, such as capital raising at significant discounts to NTA/

NAV or disruptions within the manager of the portfolio. Dislocation
between portfolio value and market prices is becoming an increasing
issue for Boards and Responsible Entities with share/unit holders
becoming increasingly impatient with closed-ended funds that are
trading at discounts for prolonged periods of time. This has resulted
in a number of funds restructuring to open-ended structures or
delisting and continuing to operate as an unlisted fund.

While discounts are prevalent across the LMI market, in this report
we focus on the 9 LICs and LITs classified by IIR as International
Equity Diversified. This category of LICs and LITs have a global equity
focus with the mandates including both long only and long short
strategies. The majority of the LICs and LITs invest directly with one
vehicle, FGG, having a fund of fund investment approach.

All' LICs and LITs in this category were trading at double digit
discounts to pre-tax NTA/NAV at 31 May 2023, with the average
discount across the group being 16.1%.

International Equity Diversified Premium/Discounts to Pre-tax NTA*/NAV

(as at 31 May 2023)
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*Pre-tax NTA includes tax paid on realised gains but is before tax on unrealised gains.
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The discounts at which this category of LICs and LITs have traded

at has expanded over the last two years. The below chart shows the
average discount at which the group of LICs and LITs have traded
over the two years to 31 May 2023 (based on month-end data).

The average discount for these 9 LICs and LITs has progressively
expanded from 9.5% at 31 May 2021 to 16.1% at 31 May 2023, with
a peak average discount of 18.2% in March 2023.

Average International Equity Diversified Discount Over Last Two Years
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So what'’s driving the dislocation between the share/unit prices

and portfolio value? Below we take a look at a few factors that IR
believes are contributing to the dislocation between market prices
and portfolio values. Note, IIR does not believe there is one single
reason for the dislocation for the LICs and LITs in this category. There
are often multiple factors that combine to cause discounts. For LICs
and LITs in this analysis, some of the discounts are being driven by
broader market factors, while other discounts are being driven by
internal or company/trust specific factors.

1) Performance

Performance has had an impact on the prices at which the LICs and
LITs have traded. The below chart shows the performance of the pre-
tax NTA/NAV of the LICs and LITs over the 1, 3 and 5 year periods

to 31 May 2023 compared to broader global equities, represented

by the MSCI All Country World Net Index, AUD (MSCI ACWI). We
acknowledge that for the LICs the pre-tax NTA includes the tax paid
on realised capital gains and the MSCI ACWI is pre-tax therefore it is
not a direct like-forlike comparison.

The LICs and LITs in this analysis have largely underperformed
the broader global market over the short-and-longer term periods.
Underperformance of the broader market has no doubt been a
contributing factor in the demand for the LICs and LITs.

The performance of some portfolios has improved over the
12-months to 31 May 2023, however some LICs/LITs are rebounding
from a low base, which is reflected in the longerterm returns.

Performance of LICs & LITs Compared to MSCI ACWI (as at 31 May 2023)
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The performance of some of the LICs and LITs has been reflective offer. The FUM of the actively managed ETFs has historically been
of the performance of some of the style factors within the broader heavily driven by a single vehicle, Magellan Global Fund - Open
market. For example, for a prolonged period of time value stocks Class Units (Managed Fund) (ASX: MGOC). If you exclude this fund,
underperformed the broader market, impacting the performance the total FUM for actively managed ETFs drops to $7.6 billion as at
of value focused managers, while more recently growth stocks 31 May 2023. However, excluding MGOC, total FUM for actively
significantly underperformed the broader market, which impacted managed ETFs in this category has increased 139.2% over the two

the performance of those managers with a growth focused mandate.  year period.

In addition to broader style factors, there are sectors and sub-sectors
Diversified Global Equity ETF's

of the market that have outperformed that managers may not be
exposed to due to investment style factors. Below we provide the
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The discounts for some of the LICs and LITs is being influenced

by demand for the Manager's funds more broadly. Demand for a
Source: MSCI. IIR manager's funds can be assessed by the net flows of the manager.
The widening of discounts for both MGF and PMC have coincided
with net outflows from the Manager more broadly.
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2) Competition
¢ MGF - is managed by Magellan and is one such LIT whose

Another factor that is likely contributing to discounts is the high level discount is being influenced by net outflows from the Manager.

of competition in the listed managed investment (LMI) market in the MGF has traded at a substantial discount since the well
global equity category. At 31 May 2023, there were 97 passively and publicised disruptions to the investment team. Since the abrupt
actively managed international equity ETFs, not including regional exit of a number of key figures in the business, the Manager has
and thematic focused vehicles, available on the ASX. 48 of these experienced a continuous stream of net outflows from its funds
funds are classified as actively managed. with FUM falling to $41.4 billion at 31 May 2023, from a high

of $118 billion at 31 August 2021. The net outflows are to some
Since 31 May 2021 B the number of paSSiVely managed ETFs with a extent reﬂected in the expansion Of the discount.

global equity focused mandate listed on the ASX has increased by
just 4 funds, whereas the number of actively managed ETFs has
increased by 29. While the number of passively managed ETFs has
only grown slightly, the total FUM for this cohort of funds has grown
by 53.2% to $42.6 billion. This compares to actively managed ETFs,
the total FUM of which has declined from $17.2 billion to $14.7 billion
over the two year period, despite the increased number of funds on
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MGF Premium/Discount vs Magellan Financial Group FUM
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¢ PMC - PMC is managed by Platinum, as ASX-listed asset
management company. The Manager has been experiencing
net outflows from its funds in recent years with FUM declining
27.3% from 31 May 2021 to 31 May 2023. The expansion of the
discount for PMC has followed the decline in FUM of Platinum
more broadly.

PMC Premium/Discount vs Platinum Asset Management FUM
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4) Dividends

A number of LICs/LITs in the category have managed dividends well,
maintaining and/or steadily increased ordinary dividends/distributions
throughout their history, however there are a few LICs that have
experienced volatility in dividends which has contributed to the
discounts at which these LICs have traded.

Dividends of LICs that have a global focused mandate are typically
driven by portfolio performance given the low payout ratios of
internationally listed companies. This means that management of
the profits reserve is of particular importance, with LICs needing to
ensure they maintain sufficient profit reserves to sustain dividend
payments during periods of market and portfolio weakness. If LICs
are too aggressive with dividend payments in good times, this will
often lead to dividend cuts during periods of market weakness and
this often results in an expansion of the discount. The ability to
provide a steady dividend during periods of market weakness can
be one of the key differentiators for LICs, with trust structures not
having the ability to smooth distribution payments in the same way
the company structure allows.

Capital Management Initiatives

A number of LICs/LITs have implemented capital management
initiatives in an attempt to narrow the discount. We detail some of
the recent initiatives in the below table.

We note a number of LICs/LITs have a share/unit buy-back program
in place. While these programs provide some liquidity to share/unit
holders that are seeking to exit and can limit the downside to some

degree, IIR would rather see the capital be put to work and the
liquidity in the vehicle retained rather than used for the purposes of
a buy-back program, however we understand why LICs and LITs use
these programs.

While these initiatives may have some impact on the discount, these
initiatives will need to be combined with improved performance and
strong stakeholder engagement.

Capital Management Initiatives

LIC/LIT Initiative Initiative Detail

PMC Bonus Option

Issue

PMC issued bonus options to shareholders on a 1-for-4
basis in April. The options have an exercise price of $1.37
and can be exercised up until 28 March 2024 with one
bonus option providing the ability to acquire one share in
PMC. The exercise price represents a 12.5% discount to
the pre-tax NTA as at 31 March 2023. In the event the NTA
increases over the next 12-months, the bonus options will
likely see the discount being maintained until the maturity
of the options as shareholders will likely seek to access
the portfolio at a discounted price. While this may result in
the discount remaining in the short-term, the primary basis
for the options is to increase the size of the Company and
improve liquidity, which the Company hopes will have a
positive impact on where the share price trades compared to
the portfolio value over the longer-term. However, we note
the key to success for the bonus options is going to be an
NTA that remains above the exercise price as well as PMC
shares trading in-the-money.

After the payment of the FY23 interim dividend, WQG
increased the frequency of the dividend payment from
semi-annual to quarterly and has indicated the fully franked
quarterly dividend is intended to increased over the next four
quarters. Providing shareholders with some indication and
then executing on this has proven a successful strategy to
narrow the discount for some close-ended listed funds.

WQG Increased
Dividend

Frequency

FPC Equal Access

Buy-back

The equal access buy-back will be completed in two
tranches and provides FPC shareholders the opportunity to
switch from FPC to Fat Prophets High Conviction Hedge Fund
(FATP), an ASX-listed exchange traded managed fund. The
buy-backs will be completed at a 3% discount to the NAV

of FPC. The first tranche was completed in May and saw
3.26 million shares exchanged under the program. A second
tranche is scheduled to take place in October 2023.

Discounts Are Providing Attractive Opportunities

lIR believes that the discounts provide some attractive investment
opportunities. One of the key differentiators between a LIC and trust
structures (both open and closed ended) is LICs pay tax and can pass
on franking credits to shareholders through franked dividends. As
such, investors can access fully or partially franked dividends through
LICs while obtaining exposure to a portfolio of global equities. As
shown below, a number of LICs in the International Diversified
category have attractive grossed-up yields at current prices.

Trailing Grossed-up 12-month Dividend/Distribution Yields as at 31 May 2023
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In addition to the above-mentioned contributors to the expansion

of discounts in this category of LICs and LITs, the current market
prices are likely baking in some investor expectations of market
weakness given the economic headwinds that are forecast,
including the increasing risk of recession in the US. We saw this
during the COVID market declines, which saw LICs and LITs across
the board trade at heavy discounts as the market anticipated
drawdowns in portfolios. However, investors oversold LICs and LITs
during this period which saw some investors able to take advantage
of expanded discounts and generate additional capital gains as
discounts narrowed as the expected threats abated.

Substantial discounts, such as those being experienced by
International Equity Diversified LICs and LITs, can provide some
downside protection to portfolio declines, with portfolio declines
already accounted for to some extent in the share/unit price.

This does not mean that share/unit prices will not decline further,
however the extent of the decline may not be as severe in the event
the market weakness eventuates. In the event the market and LIC/
LIT portfolios perform better than expected, the discounts provide
investors the opportunity to buy portfolios at a discount to par value
and potentially reap the benefits of the discount narrowing.
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WHO IS IIR?

Independent Investment Research, “IIR”, is an independent investment research house based in Australia and the United States. IIR specialises in the analysis of high quality commissioned research for
Brokers, Family Offices and Fund Managers. IR distributes its research in Asia, United States and the Americas. IIR does not participate in any corporate or capital raising activity and therefore it does
not have any inherent bias that may result from research that is linked to any corporate/ capital raising activity.

IIR was established in 2004 under Aegis Equities Research Group of companies to provide investment research to a select group of retail and wholesale clients. Since March 2010, IIR (the Aegis Equities
business was sold to Morningstar) has operated independently from Aegis by former Aegis senior executives/shareholders to provide clients with unparalleled research that covers listed and unlisted
managed investments, listed companies, structured products, and IPOs.

IIR takes great pride in the quality and independence of our analysis, underpinned by high caliber staff and a transparent, proven and rigorous research methodology.

INDEPENDENCE OF RESEARCH ANALYSTS

Researchanalysts are not directly supervised by personnel from other areas of the Firm whose interests or functions may conflict with those of the research analysts. The evaluation and appraisal of research
analysts for purposes of career advancement, remuneration and promotion is structured so that non-research personnel do not exert inappropriate influence over analysts.

Supervision and reporting lines: Analysts who publish research reports are supervised by, and report to, Research Management. Research analysts do not report to, and are not supervised by, any sales
personnel nor do they have dealings with Sales personnel

Evaluation and remuneration: The remuneration of research analysts is determined on the basis of a number of factors, including quality, accuracy and value of research, productivity, experience, individual
reputation, and evaluations by investor clients.

INDEPENDENCE - ACTIVITIES OF ANALYSTS

IIR restricts research analysts from performing roles that could prejudice, or appear to prejudice, the independence of their research.

Pitches: Research analysts are not permitted to participate in sales pitches for corporate mandates on behalf of a Broker and are not permitted to prepare or review materials for those pitches. Pitch materials
by investor clients may not contain the promise of research coverage by IIR.

No promotion of issuers’ transactions: Research analysts may not be involved in promotional or marketing activities of an issuer of a relevant investment that would reasonably be construed as representing
the issuer. For this reason, analysts are not permitted to attend “road show" presentations by issuers that are corporate clients of the Firm relating to offerings of securities or any other investment banking
transaction from that our clients may undertake from time to time. Analysts may, however, observe road shows remotely, without asking questions, by video link or telephone in order to help ensure that they
have access to the same information as their investor clients.

Widely-attended conferences: Analysts are permitted to attend and speak at widely-attended conferences at which our firm has been invited to present our views. These widely-attended conferences may
include investor presentations by corporate clients of the Firm.

Other permitted activities: Analysts may be consulted by Firm sales personnel on matters such as market and industry trends, conditions and developments and the structuring, pricing and expected market
reception of securities offerings or other market operations. Analysts may also carry out preliminary due diligence and vetting of issuers that may be prospective research clients of ours.

INDUCEMENTS AND INAPPROPRIATE INFLUENCES
IR prohibits research analysts from soliciting or receiving any inducement in respect of their publication of research and restricts certain communications between research analysts and personnel from other
business areas within the Firm including management, which might be perceived to result in inappropriate influence on analysts’ views.

Remuneration and other benefits: [IR procedures prohibit analysts from accepting any remuneration or other benefit from an issuer or any other party in respect of the publication of research and from offering
or accepting any inducement (including the selective disclosure by an issuer of material information not generally available) for the publication of favourable research. These restrictions do not preclude the
acceptance of reasonable hospitality in accordance with the Firm's general policies on entertainment, gifts and corporate hospitality.

DISCLAIMER

This publication has been prepared by Independent Investment Research (Aust) Pty Limited trading as Independent Investment Research (“IIR”) (ABN 11 152 172 079), an corporate authorised representative of
Australian Financial Services Licensee (AFSL no. 410381. IR 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, IR is under no obligation to provide further research unless commissioned to do so. Any opinions, forecasts or recommendations reflects the judgment and assumptions of IR as
at the date of publication and may change without notice. IR 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 IR 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. IR 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. IR 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.
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