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Important notice: This document is published by Lonsec Limited (ABN 56 061 751102 AFSL 246 842) (Lonsec). Please read the following before making any
investment decision about any financial product mentioned in this document.

Disclosure at the date of publication: Lonsec receives a fee from relevant fund manager or product issuers for researching financial products (using
comprehensive and objective criteria) which may be referred to in this presentation. Lonsec may also receive a fee from the fund manager or product
issuer (s) for subscribing to research content and other Lonsec services. Lonsec receives fees for providing investment consulting advice to clients, which
includes model portfolios, approved product lists and other advice. Lonsec’s fees are not linked fo the product rating(s) outcome or the inclusion of the
financial product(s) in model portfolios, or in approved product lists. Lonsec may hold any financial producit(s) referred to in this document. Lonsec’s
representatives and/or their associates may hold any financial product(s) referred to in this document, but details of these holdings are not known to the
analyst(s).

Warnings: Past performance is not a reliable indicator of future performance. Any express or implied rating or advice presented in this document is a
“class service” (as defined in the Financial Advisers Act 2008(NZ)) or limited to “general advice” (as defined in the Corporations Act 2001 (Cth) and based
solely on consideration of the investment merits of the financial product(s) alone, without taking into account the investiment objectives, financial situation
and particular needs (“financial circumstances”) of any particular person. Before making an investment decision based on the rating or advice, the reader
must consider whether it is personally appropriate in light of his or her financial circumstances or should seek independent financial advice on its
appropriateness. If our advice relates to the acquisition or possible acquisition of a particular financial product, the reader should obtain and consider
the Investment Statement or the Product Disclosure Statement for each financial product before making any decision about whether to acquire the
financial product.

Disclaimer: Lonsec provides this presentation for the exclusive use of its subscribers. It is not intended for use by a retail client or a member of the public
and should nof be used or relied upon by any other person. No representation, warranty or undertaking is given or made in relation to the accuracy or
completeness of the information presented in this presentation, which is drawn from public information not verified by Lonsec. Financial conclusions,
ratings and advice are reasonably held at the fime of completion (refer to the date of this presentation) but subject to change without notice. Lonsec
assumes no obligation to update this presentation following publication. Except for any liability which cannot be excluded, Lonsec, its directors, officers,
employees and agents disclaim all liability for any error or inaccuracy in, misstatement or omission from, this presentation or any loss or damage suffered
by the reader or any other person as a consequence of relying upon it.

Copyright © 2014 Lonsec Limited (ABN 56 061751102 AFSL 246 842) (Lonsec). This report is subject to copyright of Lonsec. Except for the temporary copy
held in a computer's cache and a single permanent copy for your personal reference or other than as permitted under the Copyright Act 1968 (Cth), no
part of this report may, in any form or by any means (electronic, mechanical, micro-copying, photocopying, recording or otherwise), be reproduced,
stored or transmitted without the prior written permission of Lonsec. This report may also contain third party supplied material that is subject to copyright.
Any such material is the intellectual property of that third party or its content providers. The same restrictions applying above to Lonsec copyrighted
material, applies to such third party content.
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Abouft Lonsec

Lonsec Limited (Lonsec) is d leading investment research and stockbroking
house that has been working in partnership with financial advisers for more
than 20 years.

Lonsec has developed a range of quality stockbroking, research, consulfing
and portfolio services tailored to provide investment solutions for financial
advisers.
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The rise of SMSFs

Figure A: Superannuation assets by fund type
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Source: APRA Annual Superannuation Bulletin, June 2013
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Why SMSF and direct investment?

Control — greater control of investment decisions
- Transpdarency — securities are in the members name
- Liquidity — ASX listing affords good liquidity and no fund lock-up
- Choice — more SMSF platforms and investment options than ever
- Fees — can be cost effective
- Tax — can be tax effective if tailored to members and Iow turnover
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Top barriers to advisers adopting

direct investment

Compliance risk
Too much work monitoring ind. stocks
Prefer to access prof. fund mgrs
Not my area of speciality
Lack of clientdemand
Not allowed by the dealer group
Lack of inv. expertise/experience
Prefer to diversify into other assets

Lack of tools for managing corp. actions

Source: Investment Trends March 2014 Planner Direct Equities and SMA Report
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The scalable solution:
Direct Model Porifolios

Professional porifolios that SMSFs replicate

- A professional direct model portfolio service can solve most of the
direct investment barriers

 Direct model portfolios are a “DO IT WITH ME” solution when a planner
contacts the client

« And a “DO IT FOR ME” solution when the client enters a SMA or MDA
environment
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Benefits of direct model porifolios

Professional management — porifolio manager provides portfolios
Control — Advisers/Clients gain greater control of the portfolios
Transparency — all participants can see what is in the porifolio
Efficiency — easy to implement and manage

Reporting — regular performance reports v benchmark should be
supplied by the manager

Support —the portfolio manager should provide stock research and
corporate action advice
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How can Lonsec help?

- 14 years experience providing direct model portfolios
 Strong track record

 Independent stock picking not tied to broker research
 Simple investment philosophy and process tailored to SMSF
- Regular reporting fo benchmark

- Full research support

- Experiencedteam

- Sfrong governance
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Investment Philosophy & Process

TO add value over the benchmark

by COF[STI'UCTiﬂg cpncen’rro’req 1. Top-Down
portfolios of quality sfocks, with low oo ponar welgie o onmpary S

portfolio turnover.

Th iS p h i IOSO p h.y reC.Og n ises. The . Xfter selecting preferred industry sectors, Lonsec then
needs Of our f| nancida I OdVISer C I e nT looks for quality companies trading at a reasonable price.
pase.

2. Quality Companies At A Reasonable Price

3. High Conviction

Portfolios are concentrated at between 10-20 stocks.

4. Low Turnover

Lonsec takes a long-term view, thus portfolio
turnover is low at 20-30% p.a. on average.

5. Risk Management

Portfolio risk is mitigated via team experience,
portfolio construction rules, stock selection
criteria and risk measurement tools.
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Key porifolio top-down themes

Low growth and low real interest rate environment to persist

- Sectors offering ‘yield with growth’ attractive
« Our picks include: Banks, WOW, WES, TLS, TCL

Global population growing, ageing and becoming more mobile

- Healfh, Travel and Transport
« Our picks include: CSL, FLT, TCL, QUB

Asia will continue to develop over the long term

- FOod, Energy, Services
« Our picks include: FSF, WPL, BHP, CSL, ANN
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Quality companies at a
reasonable price (QARP)

Our bOﬂom-Up ClpprOCICh aims to Lonsec investment filters (example only)
identify quality stocks trading at a — W MODERATE 1St
reasonable price, using 10 stock SARRERS 10 ENTRY o

TRACK RECORD ®

MANAGEMENT ®

FORECAST GROWTH RATE o

FARNINGS QUALITY ®

VALUATION ®

BALANCE SHEET o

LIQUIDITY @
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High conviction

Experience and
academic resedrch
concludes that
concentrated
portfolios improve the
potential to generate
high excess returns.

But we also need to
ensure the portfolio is
adequately diversified
to mitigate portfolio
risk. Academic
research shows that a
stock portfolio can be
well diversified with
between 15 to 30
stocks - there is little
diversification benefit
after 30 stocks.

Average Standard Deviation of Annual Portfolio Returns
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Risk (Standard Deviation)
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Number of Stocks in Portfolio

Source: EJ Elton & MJ Gruber, Risk Reduction and Portfolio Size:
An Analytic Solution, Journal of Business, Oct 1977
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Strong governance

Lonsec Investment

Committee
— /\
\/ \/
Lonsec Direct Lonsec Investment
Model Portfolio Consulting

Investment Committee

/N

\/ \/
Lonsec Equities
Research Team
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Porifolios

- Core — concentrated ASX 100 focused porifolio (14 stocks)

- Income — concentrated ASX 100 focused fully-franked income portfolio (10
stocks)

- Emerging Leaders — concentrated ex-ASX 100 focused portfolio (15 stocks)
- Listed Income Securities — concentrated hybrid porifolio (8 securities)
- Diversified Direct — x5 porifolios utilising ETFs, equities and hybrid
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Lonsec Core Porifolio

« Incepftion: April 2000
- Benchmark: S&P/ASX 100 Acc Index

$700,000

$600,000 /—
. Total Return: 521% (13.5% p.q.) N
- Benchmark: 242% (8.9% p.a.) o W
. ° . ° N $400,000 /\-"
. Alpha: 4.6% p.q. V

$300,000 /-

- Beta: 0.9

- Turnover: 20-30% p.q. 20e0e 4:// \

« Stocks: 12-15 $100,000

DDDDDDDDDDDDDDDD
DDDDDDDDDDDDDDDDDDDD
memememememememememememe
O o000 oo oocoocooooo

—— LONSEC CORE MODEL PORTFOLIO
——— S&P/ASX 100 ACCUMULATION INDEX

Source: Lonsec Investment Consulfing
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Core porifolio rules

« Universe — ASX 150 stocks ex-AREITS

« Max stock weight —15%

- Stocks weighted 10%+ must come from ASX 50

- At least 80% of the portfolio must be in the ASX100
« Minimum diversification of 8 GICS industries
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Lonsec Emerging Leaders Porifolio

« Incepfion: December 2010
- Benchmark: S&P/ASX Small Ords

AccC Index

« Total Refurn: 76% (16.2% p.q.)
« Benchmark:-17% (-4.8% p.q.)
« Alpha: 21.0% p.a.

» Beta: 0.5

 Turnover: 20-30% p.q.

 Stocks: 15

$180,000
$160,000 /\‘\./\/J\
$140,000 'jh\d///
S120,000 /\//
1 A~

$100,000 Q\, —
w
$80,000 \V "/—\\_//\/\V
$60,000
$40,000
$20,000
S0
O > — o fa) = = > o o
[ <t O <C > <C = o o L
o > © > < ) ) = < w

——— LONSEC EMERGING LEADERS MODEL PORTFOLIO
———S&P/ASX SMALL ORDINARIES ACCUMULATION INDEX

Source: Lonsec Investment Consulfing
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Emerging Leaders rules

- Universe — Stocks outside ASX 100 with min. market cap $150m
« Max stock weight —15%
« Minimum diversification of 8 GICS industries
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Lonsec Income Porifolio

* Inception: August

2002

« Benchmark: S&P/ASX

100 Acc Index

« Syrreturn: 9.8% p.a.
« Benchmark: 7.2% p.q.
- Alpha: 2.6% p.a.

- Beta: 0.9

« Turnover: 20-30% p.aq.

« Stocks: 12

LONSEC INCOME GROSS DIV. YIELD
LONSEC INCOME CASH DIV. YIELD
ISHARES HIGH DIVIDEND

RUSSELL HIGH DIVIDEND ETF
SPDR MSCI HIGH DIVIDEND YIELD
VANGUARD HIGH YIELD ETF
S&P/ASX 100 CASH DIV. YIELD

10 YR GOVT BOND YIELD

90 DAY BANK BILL RATE
OFFICIAL CASH RATE

CPI

7.5%

5.4%

0% 1% 2%

Source: Lonsec Investment Consulfing

4% 5% 6% 7% 8%
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Income portfolio rules

« Universe — ASX 200 stocks

« Max stock weight —15%
« Target portfolio yield franking level of >70% (currently 90% franked)

« Atleast 70% of the porifolio must be in the ASX100
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Lonsec Hybrid Portfolio

« Inception: June 2012

« Benchmark:
Bloomberg Ausbond
Bank Bill Index + 1.5%

« Total Refurn: 5.7% p.q.
« Benchmark: 2.9% p.a.

- Alpha: 2.8% p.a.
« Turnover: 20% p.q.
« Stocks: 7

PORTFOLIO GROSS RUNNING o

VIELD Y 567

porTroLio viELD To MaTURITY | 5 o'
PorTroLio cast ov. viELo |, ;0

AV. 3YR TERM DEPOSIT RATE 3.7%
10-YR GOVERNMENT BOND YIELD 3.3%
3-YR GOVERNMENT BOND YIELD 2.6%
90-DAY BANK BILL SWAP RATE 2.7%
OFFICIAL RBA CASH RATE 2.5%
0.0% 1.0% 2.0% 3.0% 4.0% 5.0% 6.0% 7.0%

Source: Lonsec Investment Consulfing
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Hybrid porifolio rules

- Universe — ASX listed hybrid securities with min. market cap of $150m
« Max stock weight — 20%
« Typical number of securities — 5-10 (currently 7)
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Client value proposition

- Follow a professional model portfolio with an established frack record
« Get full supportinterms of reporting, research and corporate actions

« See the portfolio in your name

- Confrolthe income and turnover, if necessary
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Adyviser value proposition

Solve your compliance and APL concerns

Outsource your direct porffolio management requirements fo @
professional manager

Leverage off the track record and brand of a professional manager

Get the support you need in terms of reporting, research and corporate
actions

But maintain control of income, tax and turnover, if necessary

25
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Thank You




Lonsec contacts

Lonsec client services 03 9623 6300

or email info@lonsec.com.qQu
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