Bennelong Twenty20 Australian Equities Fund

Performance update
As at 28 February 2017

Performance
6 mths 1 Year 3years pa 5years pa Sir.lce**
Inception” pa
Fund 2.03% 4.19% 4.20% 18.18% na na na
Benchmark’ 2.18% 5.79% 6.94% 21.99% na na na
Value added -0.16% -1.60% -2.74% -3.81% na na na

Performance figures are net of fees and expenses. ‘Value added’ calculation does not use rounded performance figures.
*S&P/ASX 300 Accumulation Index
**Inception date is 2 December 2015

introduction to the Twenty20 Fund

The Fund has been operating since December 2015. Commonwealth Bank
It combines a passive investment in the S&P/ASX 20

; . i Westpac Banking
Index and an actively managed investment in : .
Australian listed stocks outside this index. The Australia and New Zealand Banking
passive investment is one that mimics the National Australia Bank
performance of the S&P/ASX 20 Index, while the -
. . . L BHP Billiton
active management seeks to invest in a limited . ;
selection of ex-20 stocks that the manager believes Aristocrat Leisure
will outperform. Domino's Pizza
The passive position in the S&P/ASX 20 Index is Telstra
achieved by investing individually in each of the CSL

index’s constituent stocks, including for example :
Commonwealth Bank, Telstra and CSL. The weighting Treasury Wine Estates

in each of these 20 stocks approximates the same Source: BAEP
weight they represent in the S&P/ASX 300. The
Fund’s overall weight in the S&P/ASX 20 will thus
approximate its weight in the S&P/ASX 300. Currently,
this weight is approximately 60%.

Given this heavy weight in the S&P/ASX 20, the

Fund’s largest positions will typically coincide with
those of the market, as seen in the table of the Top 10 Weight Weight Weight

The Fund’s sector exposures will deviate from the
benchmark to the extent that its actively managed
investment in ex-20 stocks results in an over or under-
weighting to any particular sector.

Holdings. Discretionary 19.0% 5.0% 14.0%
The active position in ex-20 stocks has the goal of Consumer Staples 11.6% 7.0% 4.6%
allowing the Fund to outperform the broader market. . . .
This active investment is managed according to the Health Care 8.3% 6.7% 1.6%
same strategy adopted in respect of the Bennelong Liquidity 0.8% 0.0% 0.8%
ex-20 Australian Equities Fund. This strategy seeks to ' , . .
identify high quality, strongly growing companies Telco's 3.8% 4.2% -0.4%
wholfetearnings prospects are underestimated by the T 0.0% 1.3% 1.3%
market.

. ) Industrials 5.0% 6.6% -1.6%
Divergence in the performance of the Bennelong - . . ,
Twenty20 Australian Equities Fund from its Financials 36.0% 37.8% -1.8%
benchmark, the S&P/ASX 300, will arise from the Utilities 0.0% 2.6% -2.6%
relative performance of the Fund’s active investment
in ex-20 stocks. Energy 1.5% 4.2% -2.71%
The Fund gives broad exposure across the Australian Materials 11.4% 16.2% -4.8%
stock market and is available at a low management REIT's 26% 8.4% -5.8%
fee of 0.39% (plus a performance fee where Source: BAEP. *Benchmark is as for the Fund.

applicable).
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Performance review

As stated on the previous page, the Fund’s
performance is dictated largely, although not entirely,
by the performance of the S&P/ASX 20 Index.
Deviation from the benchmark, the S&P/ASX 300,
arises to the extent of the Fund’s relative performance
in respect of its active management of ex-20 stocks.

The stock market had a reasonably strong month in
February, returning 2.18%. In part, this reflected a
modestly positive earnings season (see our overview
below). The Fund slightly lagged the market, returning
2.03%.

In terms of relative performance, the ex-20 stocks
within the portfolio kept pace with the market.
Reporting season was generally kind to these stocks.
There were a number of solid results, such as BWX
and Breville Group that beat expectations, and which
were well received by the market. There were also
some that were slightly softer than expected, including
ARB and arguably Dominos.

Shares of Domino’s Pizza Enterprises in fact fell quite
significantly, and they were by far the largest detractor
to the Fund’s performance. The company actually
reported a solid result in which earnings grew 31% on
the prior December half. This included amazingly
strong same-store-sales growth in Australia and New
Zealand of 17.4%. The company also upgraded
guidance for the full year, up from 30% earnings
growth to 32.5%. The company has been consistently
conservative in its guidance, and perhaps the market
has caught up to this fact and thought they could have
done more. In that respect, the results were arguably
a little light. More important, however, was the
market’'s focus on the media story in relation to
franchisees’ underpayment of staff in Australia. For
what it's worth, the company addressed the facts in
relation to the issue together with its half-year financial
results. They showed only a small number of
recalcitrant operators, especially in comparison to
other similarly sized and structured franchise
networks. Domino’s, as the franchisor, has shown that
it deals with infractions in a serious manner, including
terminating franchisees where necessary. These
issues are an inherent part of operating a franchise
network and full compliance is hard to achieve.
Meanwhile, investors have taken their focus largely off
the long-term growth prospects in front of the
company, particularly in Europe. In our view, the
shares represent an attractive opportunity for long-
term investors.

Aristocrat, one of the Fund’s largest positions, was the
largest contributor to the Fund’s performance over the
month. It held its AGM in February (it did not report
financial results, as it has a 30 September year-end).
At the AGM, it disclosed a strong first four months of
its financial year, and as a result, it is guiding to very
strong earnings growth of 20%-30% for the full year.

Bennelong Twenty20 Australian Equities Fund

Monthly performance update
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Earnings season takeaways

February’s half-year earnings season refocused the
market from a Trump-obsessed macro world to what'’s
happening on the ground in Australian corporate land.

In aggregate, the market is seeing very strong
earnings growth, with expectations of 18% growth this
financial year. Admittedly, this largely owes itself to
the recovery in resource earnings, albeit there are a
few pockets of growth elsewhere. Looking more
broadly across the market however, the sluggish
conditions of past years remain, particularly in the
domestic economy. Corporates now seem to have
accepted this reality and are well trained to deal with
it. There are even signs of optimism with, for example,
less hesitancy in guidance and outlook statements.
Overall, the reporting season was modestly positive
and slightly better than expectations.

There was of course the usual mix of good, bad and
indifferent. Interestingly, these came from all corners
of the market. Much has been made of the market’s
dramatic rotation over the last year - from defensives,
growth, yield and small/mid-caps, to cyclicals, value
and large caps. Over reporting season, each camp
had their share of winners (CSL, Transurban,
Bluescope Steel, Seven Group and Carsales.com)
and losers (Telstra, Brambles, James Hardie and
iSentia). Following its rotation, the market now looks
evenly balanced in terms of the opportunity set, such
that stock specifics will take on renewed importance,
especially compared to macro narratives and style
factors that dominated in the back-half of last year.

Resource results were always going to be a highlight,
with very strong earnings growth predicated on years
of cost-cutting, a low starting base and strength in
commodity prices. Miners, however, still remain wary
and are refraining from unnecessary capex. The
current game plan is illustrated by BHP, which paid
down US$4 billion of debt over the half year and
raised its interim dividend from 16 US cents to 40 US
cents. There is a sense that the miners have it as
good as it gets and the consensus is that commaodity
prices will fall. Perhaps reflecting as much, and
despite higher commodity prices, the sector was the
worst performer in February. Cash is starting to burn a
hole in miners’ pockets. Indeed, Rio Tinto announced
with its results a US$500 million share buy-back, of
course at the higher prices that normally come when
miners are flush with cash. Continued commodity
price strength and the natural depletion of mines may
encourage grander plans in time, but right now, the
miners remain disciplined.

Outside of resources, there are select pockets of
growth within housing, tourism, healthcare and
exporters. The Australian economy coped well with
the end of the commodities boom as it transitioned
away to these sectors. To take one example, housing
construction is now at record levels, and this is clearly



benefiting the likes of Bunnings (Wesfarmers), Harvey
Norman, Lend Lease and Boral, which posted strong
numbers this reporting season. The industry is a big
economic driver and employer, and as a housing
boom inevitably runs its course, the question becomes
what next? The contractors, on the other hand, have
suffered with the end of the commodities boom,
particularly as mining and LNG-related project work
dried up. What was encouraging this reporting season
was the strength of contractors like Downer and
CIMIC (the old Leightons) based on work in the
infrastructure space, with a number of big projects
now starting up. Perhaps infrastructure is the answer
to what’s next?

More broadly, things continue to look reasonably
sluggish. Ex-resources, revenues are growing on
average at about 2%, and earnings not much more.
Things are worse in more mature, competitive
industries. Thus, we saw earnings pressure at Telstra,
most notably in its former-star mobiles division, as
well as at Woolworths, Coles and a number of
retailers (ironically, the very strong results of Bunnings
and JB Hi-Fi partly reflect the failure and exit of
Masters and Dick Smiths, respectively). Corporates
are managing the sluggish environment with a
continued focus on limiting costs and investment.
Their conservative disposition generally remains,
though some are starting to feel more confident. In the
main, they are still unwilling to risk short-term
profitability or the cash flows that support
shareholders’ beloved dividends. Positive dividend
surprises from the likes of Transurban and AGL were
very well received, and justify corporates’ continued
focus on them. Corporates are also building up cash
and paying down debt, both of which now sit at
remarkably conservative levels. And with little else to
do with their cash, AMP, Coca-Cola Amatil, Sirtex and
QBE announced share buy-backs that surprised. Two
circular problems follow: first, you need to invest to
grow; and second, someone’s costs and capex are
another’s revenues or wages.

For most corporates, performance will depend in this
sluggish environment on how they go on the cost
front. Commonwealth Bank successfully held back
cost growth below weak revenue growth, and this
underpinned a well-received result, albeit earnings
only grew 2%. CBA actually increased its interim
dividend by 1 cent, which whilst not much, says
something of the confidence within its boardroom and
the sustainability of bank dividends more generally.
Indeed, an increasing number of corporates are
feeling more optimistic, or at least less cautious.
Some of them are even looking to growth and thinking
about investing to do so. If confidence builds into
action, this may get our broader economy out of
second gear.
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Outlook

The market currently trades on a very reasonable PE
multiple of just under 16x the next 12 months
earnings. This equates to an earnings yield of 6.3%,
which compares very favourably to the starting yields
on other assets. While a lot has been made of the lift
in interest rates, they remain at very low levels. The
10-year Government Bond for example yields
approximately 2.8%, with no growth. In comparison,
the consensus is expecting 10% growth for the
market’s aggregate earnings. In this context, there is a
reasonable case to be made for the continued
strength in equities.

Returnon Equity  13.7% 11.9% S
Debt/Equity 19.3% 25.1% Quality
Sales Growth 5.8% 3.6% S
EPS Growth 11.1% 10.0% Growth
Price/Earnings 16.7x 15.9x Reasonable
Dividend Yield 4.1% 4.6% Valuation
Beta 0.98 1

Active Share 36% na Ganuinsly
No. of Stocks 49 299 Active
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About BAEP The Fund at a glance

Bennelong Australian Equity Partners (BAEP) is a Feature Fund fact

boupque fund manager f_ocused on Australla_n _ APIR code BELOO17AU

equities. It was founded in 2008 in partnership with

Bennelong Funds Management. BAEP is a genuinely Benchmark S&P/ASX 300 Accumulation Index

active fund manager with a consistent and disciplined

investment approach. Investment 2% p.a. above benchmark measured
objective over rolling 3-year periods

BAEP’s investment philosophy is to selectively invest: ) )
Investment Bennelong Australian Equity Partners
manager (BAEP)

= in high quality companies;
Active stock limit + 10%
= with strong growth outlooks; and

Cash limit 0-10%
= underestimated earnings momentum and Inception date 2 December 2015
prospects.
Recommended Long term (five years plus)
BAEP’s investment process is research-intensive with investment period

a focus on proprietary field research and is supported

- 0,
by economic and quantitative insights. Buy/sell spread +1-0.20%

About the Fund Entry/exit fees Nil

The Bennelong Twenty20 Australian Equities Fund Management Fee gfr?;/" p-a. of Net Asset Value of the
combines an indexed investment in the S&P/ASX 20

Index and an actively managed investment in Performance Fee  15% of any amount by which the
Australian listed stocks outside of this index. It Fund's return is greater than the return
typically holds 40-55 stocks. generated by the S&P/ASX 300

. Accumulation Index
Benefits of the Fund

How to invest
= BAEP is an award winning and highly rated

equities fund manager with an experienced and The Fund is open to investors directly via the PDS,
performance-orientated team. available on our website.
= The Fund provides a broad exposure to the Platforms
Australian market via a combination of passive
investment (in respect of the S&P/ASX20) and an = AMP Personalised Portfolio

actively managed investment (in respect of stocks
outside of the S&P/ASX20).

»  The Fund’s ex-20 exposure is managed in * Federation Managed Accounts
accordance with the strategy adopted in the
Bennelong ex-20 Australian Equities Fund. This
fund is of high conviction and it has a track record
of adding value by outperforming the market over
the long term.

CFS First Wrap

=  Macquarie Wrap

» The Fund is managed in accordance with BAEP’s Contact details
robust, disciplined and proven investment For more information, call 1800 895 388 (AU) or 0800
philosophy and process. 442 304 (NZ) visit baep.com.au

The Fund is managed by Bennelong Australian Equity Partners, a Bennelong Funds Management boutique.

Disclaimer: This information is issued by Bennelong Funds Management Limited (ABN 39 111 214 085, AFSL 296806) (BFML) in relation to the Bennelong Twenty20 Australian Equities
Fund. The information provided is general information only. It does not constitute financial, tax or legal advice or an offer or solicitation to subscribe for units in any fund of which BFML is
the Trustee or Responsible Entity (Bennelong Fund). This information has been prepared without taking account of your objectives, financial situation or needs. Before acting on the
information or deciding whether to acquire or hold a product, you should consider the appropriateness of the information based on your own objectives, financial situation or needs or
consult a professional adviser. You should also consider the relevant Information Memorandum (IM) and or Product Disclosure Statement (PDS) which is available on the BFML website,
bennelongfunds.com, or by phoning 1800 895 388 (AU) or 0800 442 304 (NZ) . BFML may receive management and or performance fees from the Bennelong Funds, details of which are
also set out in the current IM and or PDS. BFML and the Bennelong Funds, their affiliates and associates accept no liability for any inaccurate, incomplete or omitted information of any
kind or any losses caused using this information. All investments carry risks. There can be no assurance that any Bennelong Fund will achieve its targeted rate of return and no
guarantee against loss resulting from an investment in any Bennelong Fund. Past fund performance is not indicative of future performance. Information is current as at 28 February 2017.
Bennelong Australian Equities Partners (ABN 69 131 665 122) is a Corporate Authorised Representative of Bennelong Funds Management Limited (BFML), ABN 39 111 214 085,
Australian Financial Services Licence No. 296806


http://www.bennfundsmanagement.com.au/pdss-forms

