ISSUE DATE: 4-05-2015

P1-3

Lonsec For immediate release

Lonsec Research Pty Ltd
Lvl 7,90 Collins Street
Melbourne, VIC 3000
www.lonsec.com.au

Lorasec Active Funds Outperform
an
The Passive v Active Debate

Lonsec Releases Aussie Equities Sector Review

The latest review of Australian equities by research house and ratings company Lonsec has found its actively
managed funds have clearly outperformed index funds in all recent major time frames.

According to its Australian Equities Sector Review, Lonsec found the 137 active managed funds it provides
investment ratings for have outperformed their corresponding index by an average of 1.54 per cent on an after fee
basis during the past three years but also across other significant comparison periods.

Table 1. Lonsec Active Managed Fund universe* (average annual returns, after fees)

1 YEAR 3 YEAR 5 YEAR 7 YEAR
ACTIVE MANAGERS 5.45% 16.24% 7.34% 2.95%
S&P/ASX300 ACC 5.30% 14.70% 6.48% 2.02%
OUTPERFORMANCE 0.15% 1.54% 0.86% 0.93%

Source: Lonsec Research

“The findings are very topical given the ongoing debate about the ability of active funds to outperform passive or
index funds,” Lonsec senior investment analyst Peter Green said.

“The results from the active managers within our peer group clearly shows the benefit of careful selection of fund
managers,” Mr Green said.

“The case for supporting active management is evident across most time frames and these results highlight that it
can be worthwhile paying for active professional large cap stock pickers,” he said.

Lonsec remains agnostic in the wider debate about active versus passive funds and lets the results stand on their
own merit; however, it does have a view as to what constitutes a ‘highly recommended’ active manager.

“In a crowded market place, the difficulty is how to sort the good from the mediocre. For our research and ratings
purposes we have carefully investigated what it takes to stand out from the pack,” Mr Green said.

Lonsec’s approach to assessing fund managers may also prove a useful check list for all investors, which we briefly
summarise as follows:

1. The Firm: Is the organisation financially stable and viable? What is the ownership and staff culture, is there good
quality stewardship and a culture of excellence?

2. The People: Are the key investors experienced, talented and passionate? Do they have the courage to have a
different view and not just follow the herd and, importantly, do they have the humility to correct a mistake?

3. The Philosophy: Does the firm have a clear and well-articulated investment philosophy about how it will add
value? Is the team aligned to this philosophy?

4. The Process: Does the firm’s investment process give it a competitive research advantage that helps it meet its
investment objectives? Is this process repeatable over an investment cycle? Are there are any constraints to this
process?

5. The Portfolio: Are historical portfolio holdings and characteristics in line with the manager’s philosophy and
process? Is risk managed effectively?

6. The Performance: Is there a logical reason for historical performance, i.e. does it match with the firm'’s approach?
Are the drivers of returns sustainable over the long term?

The case for passive management

¢ Lower costs: full replication index funds tend to be much cheaper which can help them provide more efficient
exposure to market indices.

¢ Transparency: index funds provide investors with a high degree of transparency of the underlying investments.
This contrasts with active managers who tend to be more opaque with their stock holdings, as often they believe
this information is intellectual property.

¢ Greater certainty of outcome: many passive managers have been successful in achieving their investment
objectives of closely matching an index, regardless of market conditions. This contrasts with many active funds
which tend to experience underperformance from year to year, even if they have a successful track record of
meeting long term objectives.
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¢ Tax efficiency: Index funds tend to have low turnover within their portfolios which can lead to greater tax
efficiency and reduce trading costs.

The case for active management
¢ Professional management: professional managers tend to have superior investing skills.

¢ Less concentration risk: The highly concentrated Australian market can create unnecessary risk from certain
highly represented companies and sectors. Active funds can better manage this risk.

¢ Flexibility: Active managers are better able to adapt to market conditions which can be critical during key market
turning points.

Head to head
“The Australian equity market is significantly concentrated with almost two-thirds of the market allocated between

resource and financial stocks. In addition the ‘top 50" stocks also account for nearly 70 per cent of capitalisation of the
S&P/ASX200 Acc Index, with the majority of this in the ‘top 20’ largest stocks,” Mr Green said.

“As a result, a majority of large cap stocks are heavily researched, meaning it is difficult for fund managers to get an
information advantage over their peers®, Mr Green said.

‘“Fund managers who are not prepared to take meaningful under or over-weight positions against these top stocks,
or who do not dig deeper for strategies outside the top stocks, will struggle to consistently outperform the market.”

Despite the strong performance by the Lonsec managers, generally active managers are under performing passive
funds in Australia. According to the SPIVA Australia Scorecard the majority of large-cap equity funds again under
performed the index during the 2014 calendar year and for the three and five year periods. Lonsec fund managers
are clearly an exception.

Table 2 Percentage of funds that under performed the index @ December 2014
CATEGORY INDEX 1 YEAR 3 YEAR 5 YEAR
AUST EQUITY GENERAL S&P/ASX200 61.44% 63.14% 77.56

Source: S&P Dow Jones Indices LLC, Morningstar’

RELEASE ENDS.

For more information contact:
Peter Green

Senior Investment Analyst
Lonsec
peter.green@lonsec.com.au

03 9623 6396

or

Nick Thomas

Senior Investment Analyst

Lonsec
nick.thomas@lonsec.com.au
039623 6302

Note: * Lonsec wider universe of Australian equity funds total 170 capabilities, of which 152 are deemed ‘active’ and
18 ‘passive’. The active universe presented in this analysis has been reduced to 137 managed fund equity products,
after stripping out active Exchange Traded Funds and Separately Managed Accounts.
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About Lonsec Research Pty Lid

Lonsec Research Pty Ltd is an investment research and investment consulting business that focuses on providing
investment insight, advice and solutions to stakeholders in the wealth management industry.

Lonsec’s experience in generating investment insight and advice solutions makes it a valuable research and
consulting partner for financial advisory businesses. With its genesis as a dealer group research unit and a long
history of providing investment research and investment consulting services to financial advisers, Lonsec’s
experienced analysts and consultants have a sound understanding of the advice processes and financial products
used in both the accumulation and retirement phases of the investor lifecycle.

Lonsec is a wholly owned subsidiary of Lonsec Fiscal Holdings Pty Ltd, a privately owned entity with a multi-brand
strategy of providing leading financial services research and investment execution.

IMPORTANT NOTICE: This document is published by Lonsec Research Pty Ltd ABN 11 151 658 561, AFSL 421 445 (Lonsec).
Please read the following before making any investment decision about any financial product mentioned in this document.
Warnings: Lonsec reserves the right to withdraw this document at any time and assumes no obligation to update this document
after the date of publication. Past performance is not a reliable indicator of future performance. Any express or implied
recommendation, 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 (C'th)) and based solely on consideration of data or the
investment merits of the financial product(s) alone, without taking into account the investment objectives, financial situation and
particular needs (”financial circumstances”) of any particular person.

Warnings and Disclosure in relation to particular products: If our general advice relates to the acquisition or possible acquisition
or disposal or possible disposal of particular classes of assets or financial product(s), before making any decision the reader should
obtain and consider more information, including the Investment Statement or Product Disclosure Statement and, where relevant,
refer to Lonsec’s full research report for each financial product, including the disclosure notice. The reader must also consider
whether it is personally appropriate in light of his or her financial circumstances or should seek further advice on its
appropriateness. It is not a “personalised service” (as defined in the Financial Advisers Act 2008 (NZ)) and does not constitute a
recommendation to purchase, hold, redeem or sell any financial product(s), and the reader should seek independent financial
advice before investing in any financial product. Lonsec may receive a fee from Fund Manager or Product Issuer (s) for reviewing
and rating individual financial product(s), using comprehensive and objective criteria. Lonsec may also receive fees from the Fund
Manager or Financial Product Issuer (s) for subscribing to investment research content and services provided by Lonsec.
Disclaimer: This document is for the exclusive use of the person to whom it is provided by Lonsec and must not 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 document, which is drawn from public information not verified by Lonsec.
Conclusions, ratings and advice are reasonably held at the time of completion but subject to change without notice. Lonsec
assumes no obligation to update this document following publication. Except for any liability which cannot be excluded, Lonsec,
its directors, officers, employees and agents disclaim all liability for any error, inaccuracy, misstatement or omission, or any loss
suffered through relying on the information.



