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Global growth momentum Is strong

Goldman Sachs Global Leading Indicator
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Economic Outlook Encouraging

Australia: Economic Growth Profile

Quarterly economic growth == Annual economic growth
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Portfolio Construction

For some time now we have embraced the view that legacy issues from the
credit crisis would constrain growth offshore, while the Australian economy
would go from strength to strength.

Our portfolio is positioned accordingly, with a significant exposure to
domestic cyclical sectors of the market. These companies offer the best
operational leveraged to a strengthening recovery.

We are more cautious on the outlook for the shares of banking and mining
companies.

As these two important sectors alone account for more than half of the
overall value of the share market, we are expecting at best modest returns
from listed shares in the short term.



Well Balanced Portfolio

30 April 2010
Sector Long ($) Short ($) Net ($) % SHF 'g‘gc))(

DEFENSIVES 53,728,792 30,433,058 23,295,733 23% 18%
FINANCIALS 37,365,015 19,383,57C 17,981,445 18% 35%
INDUSTRIAL CYCLICALS 31,666,973 31,324,104 342,869 0% 12%
RESOURCES AND ENER 32,085,628 16,303,957 15,781,671 16% 26%
Small Caps 22,244,914 - 22,244,914 22% 9%
Cash 21,839,223 21,839,223 21%

Total 198,930,544 97,444,688 101,485,855 100% 100%




BANKS

Australian banks have emerged from the financial crisis stronger and more
profitable than their international peers. While they incurred modest
capital losses on a few corporate exposures they have managed to
engineer a resurgence in underlying profit margins.

Demand for credit in the period ahead is likely to be well below what we
have seen in the past as households in particular reduce leverage further.

Australian banks have their own unique funding issues which will depress
margins and restrict credit growth.

Regulatory changes forcing banks to put aside more capital, retain higher
quality liquid assets and term out funding will inevitable weigh on margins
and returns



PRE-PROVISION PROFITS
FOR MAJOR TRADING
BANKS (S MILLIONS)
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TOTAL FINANCIAL SYSTEM LOANS & ADVANCES TO -
NOMINAL GDP (%) AT UNSUSTAINABLE LEVELS

' . -
(%) Morigage Business  Financial
140 - e boom\ Crisis
4 1890s 19905\‘
100 - pmpeﬂy = - BOOﬂ‘I \
Boom  DeP'ESSON  Roaring 4930 Great
80 A
60
40 A
1991-2
2 -

'\ Baby Recession
wwil Boom"

1855 1865 1875 1885 1895 1905 1915 1925 1935 1945 1955 1965 1975 1985 1995 2005 2015
s inancial System Loans to GDP (%)

Source: RBA data




SYSTEM CREDIT GROWTH WILL BE MUCH | —
SOFTER GOING FORWARD
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FUNDING MIX FOR AUSTRALIAN BANKS
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DEPENDENCE ON WHOLESALE FUNDING HAS TO BE RE



