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Quarter in review

The Australian sharemarketended the quarter modestlyweaker, despite performing quite well in July
and August. The S&P/ASX 200 Accumulation Indexwas down 0.6%, led by weaknessin the bank
sector (-4.5%) due to concerns aboutthe possibilityof regulatoryintervention in lending markets
(particularlyhousing) and possible changes to capital requirements. The materials sector (-2.8%) also
underperformed in response to weak Chinese economic data and the 17.4% fall in the iron ore price.
Defensive sectors performed relativelywell, including consumer staples (+0.5%), REITs (+1.1%) and
telecoms (+5.5%). The healthcare sector (+9.4%) outperformed, supported bythe fall in the Australian
dollarthat boosts the foreign currency denominated earnings ofthese companies.

The August reporting season was generallyfavourable for the market, with JP Morgan estimates
suggesting that 35% of ASX 200 companies beatexpectations whereas only24% disappointed. The
ratio of positive to negative earnings surprises rose to 1.46 from 0.94 in the February reporting season.
The mainthemes from the reporting seasonincluded:

e challenging trading conditionsin the domestic economythat are continuing to make top line growth
hard to achieve;

e companiesremain focused on costcutting to achieve earnings growth given the sluggish domestic
economy;

e returning cashto shareholders remains a prioritywith companies choosing to lift dividends rather
than reinvestfor growth (Goldman Sachs data shows dividend growth in FY14 of 6.4% whichis
more than double earnings per share growth of 2.9%);

e significantcapital managementannouncements, such as Telstra’s $1 billion off-marketshare buy-
back and Wesfarmers returning $1.1 billion to shareholders along with a special dividend.
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Fund performance

The following table shows the performance ofthe Core Opportunities Model Portfolio relative to its
benchmark.

. Net fund Benchmark Performance | Gross fund
Period

return® % return® % differential % return %

Quarter -0.4 -0.6 0.2 -0.3
6 months 0.3 0.3 0.0 0.6
1lyear 3.8 5.9 -2.1 4.4
3years p.a. 12.9 14.8 -1.9 13.5

Since Inception p.a.

(22/11/2010) 7.5 8.3 -0.8 8.1

! Returns are calculated using the market value and income of the Model Portfolio and is net of fees. The
performance of individual portfolios may differ to the performance of the Model Portfolio due to cash flow s, portfolio
rew eighting and timing issues.

2 S&PIASX200 Accumulation Index.
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Quarterly attribution analysis

The major factors positively contributing to performance were:

Stocks Positioning EEE0S [pO

contribution®

QBE Insurance Group Overw eight 24
Aristocrat Leisure Overw eight 23
Asciano Overw eight 20
Brambles Overw eight 17
Qantas Airw ays Overw eight 16
Suncorp Group Overw eight 15
Telstra Corporation Overw eight 14
Westpac Banking Corporation Underw eight 13
AMP Overw eight 12
ALS Not ow ned 11

The major factors negatively contributing to performance were:

Stocks Positioning 2EE0S P

contribution®

CsL Not ow ned -31
ANZ Banking Group Overw eight -18
Qil Search Overw eight -17
Coca-Cola Amatil Overw eight -11
WorleyParsons Overw eight -11
Amcor Not ow ned -11
Insurance Australia Group Not ow ned -10
Lend Lease Group Not ow ned -7
Caltex Australia Not ow ned -7
Alumina Not ow ned -7

® Approximate basis point contributions and are not additive.

Quarterly Report prepared for Antares Core Opportunities Model Portfolio September 2014 5



antares @

Major factors contributing to performance

Performance

The Core Opportunities Model Portfolio returned -0.4% (net of fees) for the September quarter,
outperforming its benchmark, the S&P/ASX 200 Accumulation Index that returned -0.6%.

Contributors to performance

Major contributors to performance over the quarter included:

e QBE Insurance Group (QBE, overweight)— QBE pre-announced an earnings downgrade in July
(reserveincreases in Latin America, downgrades to gross written premium and insurance margins)
and then performed well afterits earnings were finallyreleased in August. The main reason forthe
strong performance was the announcementofa discounted institutional placementto raise $650
million which was stronglysubscribed and has performed well. The placementwas used to replace
some ofthe company’s convertible bonds onissue hence italsoimproved the strength of QBE'’s
balance sheet.

e Aristocrat Leisure (ALL, overweight)— The Portfolio benefited from its overweight positionin ALL
which announced the sale ofits Lotteries division to UK based Playtec for €10.5 millionin cash.
S&P also announced thatit had assigned ALL a creditrating of BB with a stable outlook which will
supportthe debt facility that ALL required for its recent acquisition of Video Gaming Technologies.

e Westpac Banking Corporation (WBC, underweight) — The Portfolio is underweight Westpac
Banking Corporation and this contributed positivelyto performance as the bank sectorwas very
weak, falling 4.5% in the quarter. This was mainlydue to investor concerns aboutthe possibility of
regulatory intervention in lending markets (particularlyhousing) and possible changes to capital
requirements in the wake of the Murray Inquiry.

Major detractors from performance during the quarterincluded:

e CSL (CSL, notowned)— CSL performed stronglyafter reporting a better than expected earnings
result, strong guidance for FY15 and a $950 million share buy-back. The stock also benefited from
the weaker Australian dollar which increasesthe value of its offshore earnings. This detracted from
performance as the Fund does not hold a position in CSL given it looks very expensive on our
valuation metrics.

e ANZ Banking Group (ANZ, overweight)— The Portfolio’s overweightposition in ANZ detracted
from performance as the bank sector was very weak, falling 4.5% in the quarter. This was mainly
due to investor concerns aboutthe possibilityof regulatory intervention in lending markets
(particularlyhousing) and possible changes to capital requirements in the wake of the Murray
Inquiry.

e Qil Search (OSH, overweight) — The Portfolio’s overweight position in Oil Search underperformed
despite the companyreleasing a favourable 2Q14 product update and a better than expected 1H
FY14 earnings result. Production rose 120% relative to the previous quarter, with revenue almost
doubling. This reflects the early start-up of PNG LNG. The stock was negatively affected by
weakness in the oil price (-16.9% in the quarter) as supplyconstraints eased with two oil fields
being re-opened in Libya and the possibilityof more oil being exported from Northern Iraq.
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Portfolio Activity

Major purchases / additions to the portfolio:

Exposure to QBE Insurance Group (QBE) was increased as the Portfolio participated in QBE’s
discounted institutional placementto raise $650 million which was stronglysubscribed and has
performed well. The placementat$10.10 was used to replace some ofthe company's convertible bonds
on issue hence italsoimproved the strength of QBE’s balance sheet.

We took advantage of the sharp fallin bank shares during the month, to re-purchase a positionin
Westpac Banking Corporation (WBC), however the Portfolio remains significantlyunderweightin
WBC. We sold WBC earlierinthe year whenits PE was trading in line with the overall market(see Chart
1 below) and at similar levels to Commonwealth Bank which is viewed as the premier bank of the four
majors (see Chart2 below).

Chart 1: Westpac PE relative to the ASX 200
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Source: Bloomberg
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Chart 2: PE of the four major banks
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Since then, the weakness in WBC'’s share price has seen its PE fall to a discountrelative to the market

and CBA (Charts 1 & 2) hence we purchased some stock on valuation grounds to reduce the size of our
underweightposition.

Major sales / reductions to the portfolio:

Exposure to BHP Billiton (BHP) was reduced.BHP delivered an earnings resultthatwas broadlyin line
with expectations butthe big news was the company's decision to spin offa number of smaller (non-
core) businessesinto a new listed entity that will potentiallyhave dual listing onthe ASX andin South
Africa. This spin off leaves BHP to focus on its large, core iron ore, copper, coal, petroleum and potash
divisions. Whilstwe view this as a positive development, we were disappointed thatthe management
team in the new entity are not operating staff. We (and the market) also expected BHP to announce

other capital managementinitiatives which did notoccur. This prompted us to move from an overweight
to an underweightposition in BHP.
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Outlook and strategy

Outlook

The US economynow appears to be on a more solid footing, with mostrecentkey data releases being
generallystrongerthan expected. Although the August employmentreportwas on the weak side, other
labour marketindicators remain robust. Quantitative easing (QE) is setto end in October hence
investors willremain focused on the timing ofthe first interestrate rise. After its lastpolicy meeting, the
US Federal Reserve (Fed) stated the following with respectto its outlook for monetarypolicy:

“..it likely will be appropriate to maintain the current target range for the federal funds rate for a
considerable time after the asset purchase programme ends, especially if projected inflation continues
to run belowthe Committee’s 2% longer-run goal.”

This suggestsinflation developments will be particularlyimportantin determining the future path of
official US interestrates.

The outlook for the Australian economyis little changed, with the subdued consumer presenting arisk to
demand inthe second halfof the year. Although very low domestic interestrates will continue to support
growth, any slowing in consumer demand will make currentgrowth forecasts hard to achieve given the
likelihood of significantlyweaker business investmentas aresultofthe slowdown in the mining sector.
The Reserve Bank of Australia (RBA) has held a neutral policy stance since its February Board meeting
and this was reiterated in early October.

Whilstthe August reporting season was generallyfavourable, most Australian companies are not
experiencing any pick-up in revenue growth and the main driver of earnings — costcutting — is not
sustainable overthe longerterm. High dividend payouts and capital managementinitiatives continue to
suitinvestors butultimatelyrevenue growth is required forthe marketto perform well on a longerterm
view.

The maindriver of profit growth continues to be cost cutting but it appears that mostofthe major cost-
outinitiatives have already been announced. In this reporting season, costannouncements tended to be
aboutsmaller,incremental costsavings, rather than massive costreduction plans. There is a limitto
how far costs can be cut in any organisation. If cost cutting goes too far, it can ultimatelyaffect a
company's abilityto do business and/or hinder its prospects for future growth. WhilstmostAustralian
companies are notyet at this point, costcutting has been a major feature of the reporting season for
several years now, henceit is less likelythat it willremain so dominantin the future.

Whilstthe Australian share marketwill continue to be supported by very low domestic interestrates, the
situation in Chinais causing uncertaintyfor the resource sector, particularlythose companies exposed
to iron ore. If the domestic trading environmentremains challenging and costreduction initiatives are
close to exhaustion, we would question whether companies will achieve current FY15 earnings
forecasts. Some downgrades to FY15 earnings have already commenced in the broker marketas
continued weak revenue growth, coupled with more limited costcutting opportunities, are expected to
put downward pressure on margins.
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Strategy

The Portfolio’s main overweightposition continuesto be in resource stocks including Rio Tinto and
lluka Resources. The Portfolio also has exposure to the mining services sector through an overweight
positionin WorleyParsons.

Companiesthathave a high proportion of theirrevenues denominated in US dollars are the main
beneficiaries of $A weakness as afalling $A increases the value of revenues from an Australian
accounting perspective. Within the Portfolio we currently have significantoverweight positions in
Computershare and Brambles which should benefitfrom this theme as they all have at least50% of
their revenues denominated in $US. Our overweight positions in Australia’s major resource stocks
should also benefitfrom ongoing $Aweakness forthe same reason.

The Portfolio is overweight selected industrial cyclical stocks such as BlueScope Steel, Brambles
and Qantas Airways that will benefit from stronger growth and are also experiencing significant
structural changes which have improved their fundamental valuations.

The Portfolio is overweight marketlinked earners with our main positions being in Computershare and
AMP. These stocks are highly leveraged to stronger equity marketperformance andrising risk appetite.
These stocks should also benefitfrom anyincrease in demand for equities as institutional and retail
investors re-weighttheir portfolios backin favour of equities.

The Portfoliois largely underweightdefensive stocks. The main exceptions are Wesfarmers and
Telstra where we remain overweightas these stocks have strong businesses thatwe believe will
continue to perform well over the longerterm for stock specificreasons.

The Portfolio remains underweightbank stocks. At this stage of the cycle we feel that the banks are
over earning and, althoughitis difficultto predictwhen earnings will normalise, we feel that they
inevitably will. The main area of over earning stems largelyfrom provisions, which have now been
reduced to well below long term averages.

We feel there is better value inthe insurance sector where we are now over 5% overweight, driven by
our holdings in AMP, Suncorp Group and QBE Insurance Group.
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Importantinformation: Antares Capital Partners Ltd ABN 85 066 081 114, AFSL 234483 (‘ACP), is the Responsible Entity of the Antares Direct
Separately Managed Accounts ARSN 147 194 983 (‘DSMA’). An investor should consider the current Product Disclosure Statement (‘PDS’) w hen
deciding w hether to acquire, or continue to hold, an investment in the DSMA, w hether an investment in the DSMA is an appropriate investment for the
investor and also consider the risks associated with any investment. This report has been prepared in good faith, w here applicable, using information
fromsources believed to be reliable and accurate as at the time of preparation. How ever, no representation or warranty (express or implied) is given
as to its accuracy, reliability or completeness (w hich may change w ithout notice). This communication contains general information and may constitute
general advice. This report does not take account of an investor’s particular objectives, financial situation or needs. Investors s hould therefore, before
acting on information in this report, consider its appropriateness, having regard to the investor’s particular ow nobjectives, financial situation or needs.
We recommend investors obtain financial advice specific to their situation. Past performance is not a reliable indicator of f uture performance. Returns
are not guaranteed and actual returns may vary fromany target returns described in this document. Any projection or other forward looking statement
(‘Projection’) in this reportis provided for information purposes only. No representation is made as to the accuracy or reas onableness of any such
Projection or that it willbe met. Actual events may vary materially. Any opinions expressed by ACP constitute ACP's judgement at the time of w riting
and may change w ithout notice. Aninvestmentin the DSMA is not a deposit w ith or liability of National Australia Bank Limited (‘NAB’) or any other
member of the NAB group of companies (‘NAB Group’) and is subject to investmentrisk, including possible delays in repayment and loss of income
and capital invested. Neither ACP nor any other member of the NAB Group guarantees the repayment of your capital, payment of income or the
performance of your investment. NAB does not provide a guarantee or assurance in respect of the obligations of ACP.



