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Research Report: Australian Shares

Investors Mutual Industrial Share

Morningstar Take

Despite some personnel changes, as long as the same tried and tested,
long-term approach is in place under the capable guidance of founder Anton
Tagliaferro, we'll continue to think this is one of the best value strategies
available. High levels of staff turnover are usually a negative, and Investors
Mutual has had more than its fair share of changes over the past few years.
But the end impact on the portfolio has been negligible. So while the changes
have obviously been a distraction, in this case we feel it's not as big a deal as
it might have been elsewhere, and has led to an improved staff incentive
structure. \What hasn't changed, though, is this team's rigorous, disciplined
approach to investing, which we think will reward patient investors over the
long term. Tagliaferro resumed formal portfolio management responsibilities in
February 2008 after Paul Frost's departure, although the reality is that
Tagliaferro always exerted significant influence on the construction of
portfolios anyway. He shaped the firm's value-biased investment process
which targets companies with steady and predictable earnings streams
unappreciated by the market. This industrials-only portfolio struggled to keep
up during the resources-led bull market of 2003 — 07, but when turbulence
entered the market again, Investors Mutual did exactly what we expected and
significantly outperformed the majority of its peers. Another feature of the
portfolio is its low turnover and low level of volatility relative to peers, making
it even more attractive from after-tax and risk-adjusted perspectives. One
concern here is Tagliaferro's habit of sometimes becoming emotionally
attached to stocks, and being slow to cut positions where there has been a
fundamentally negative change to the business, a common trait among value
investors. This contrarian approach means that this strategy's not for
everyone. But if you're a patient investor looking for a value manager to anchor
your portfolio over the long term, this remains one of your better bets.

Strategy/Process

IML's bottom-up investment process initially applies a combination of quality
and liquidity filters to the entire ASX Industrials universe every quarter,
eliminating companies that are speculative, have excessive debt, or have
negative eamings. The resulting investible pool of stocks is a mixture of large-
and small-cap names. The portfolio's skewed typically towards sectors like
consumer discretionary and industrials, and away from financially engineered
sectors like listed property and infrastructure, while excluding resources
companies. The research process focuses on companies with a competitive
advantage and capable management at the helm. IML conducts standard
Porter industry framework analysis, and maintains a rigorous company meeting
schedule. The team's valuation discipline is one of the strictest in the market,
assessing companies from a multitude of angles, with differing metrics for
different industries — discounted cashflow for stable industries like retailing,
mid-cycle price/earnings for cyclical companies, while sum-of-the-parts
valuation is prevalent for banks. Valuation model outputs are cross-checked
against one another to ensure that valuations look reasonable. IML's process is
inherently conservative, placing emphasis on identifying stocks with
predictable and recurring earnings streams, particularly over the medium term
(typically three years). Portfolio positions are determined both by price targets
and by the level of conviction in predicted future earnings. Turnover is fairly
low, typically 20.0 — 25.0 percent per annum, making this quite tax-effective.
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Flagship Fund: Industrial Share Fund

Investment Style 31 Jan 2009
Value Blend Growth

5 Pr/ProsEmRto 10.84

(0] € Price/Book Rto  1.27

=  Price/Cf Rto 5.53

= LtEmGrowth 574

£ Mkt Cap ($Mil) 7,339

£ DividendVid% 871

Stock Sectors 31 Jan 2009 %
‘O Information Economy 13.57
[%] Software 0.00
=] Hardware 0.00
Media 3.02
[} Telecommunications 10.55
C Service Economy 60.75
Healthcare Services 1.09
Consumer Services 11.81
IZ] Business Services 12.51
F3 Financial Services 35.33
21 Manufacturing Economy 25.68
P Consumer Goods 8.43
E<] Industrial Materials 12.76
B Energy 0.00
K2 Utilities 4.49
Top 10 Stock Holdings 31 Jan 2009 %
Westpac Banking Corporation 8.43
Telstra Corporation Limited 8.23
Commonwealth Bank of Australia 6.74
National Australia Bank Limited 5.98
Amcor Limited 4.75
Woolworths Limited 4.64
Insurance Australia Group Limited 4.17
Australia & New Zealand Banking Grp 3.66
Transurban Group 3.62
Crown Ltd 3.60
Asset Allocation 31 Oct 2008 %
Domestic Equity 89.98
Int'l Equity 0.00
Listed Property 0.53
Unlisted Property 0.00
Mortgages 0.00
Dom Fixed Interest 0.00
Intl Fixed Interest 0.00
Cash 9.49
Other 0.00
Not Classified 0.00
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Portfolio Stats

Mgr Bmark: S&P/ASX300
No. Stocks: 40 - 70

Max Weight: Varies

Min Weight: Zero

Expd Track Error %pa: Not
targeted

Expd Turnover %pa: Low, 20.0 -

25.0

People Stats

Lead Manager: Anton
Tagliaferro

Appointed: February 2008
Years Experience: 23

Team Size: 11

Average Years Experience: 11
Average Years Tenure: 3
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Role in Portfolio
Core holding. This is a defensive large-cap value strategy. We'd recommend
blending with a growth manager, in particular one with a resources bent.

People

There's been plenty of staff change here over the past few years, but one
constant has remained during that time — Anton Tagliaferro. IML was founded
by Tagliaferro in 1998 after he left his role as head of BNP Investment
Management (Australia)'s Australian equities team. Tagliaferro's a veteran of
the industry, having kicked off with Perpetual Investments before spending
time with County and BNP. He resumed formal portfolio management
responsibilities in February 2008 following the departure of Paul Frost, while
the experienced Simon Conn continues to lead the small-cap effort. IML's
team is now structured along sector lines, analysts covering both large-cap
and small-cap stocks in their sector. A rejigged incentive structure sees the
team rewarded predominantly on the basis of the performance of the model
portfolios each senior member manages. The entire investment team is also
now eligible for equity participation.

Performance

Unsurprisingly, Investors Mutual's Industrial Share strategy struggled to keep
up with the crowd during the resources-led bull market. But when the tide
turned in 2008 and turbulence re-entered the market, IML did exactly what we
expected — it outperformed the majority of its peers significantly. The key
portfolio tilt which had caused the relative underperformance, the lack of
resources exposure, helped IML avoid some of the carnage as commaodity
prices fell rapidly during the second half of 2008. Over the longer term, the
team's disciplined approach to picking stocks has paid dividends. The starkly
defensive tilt of this portfolio means that it has outperformed during up
markets only a quarter of the time, but during down markets more than 85.0
percent of the time. Performance volatility is also less than the market and
most peers, which is not surprising, given the team's approach, while the low
portfolio turnover makes this relatively tax-efficient.

Parent

Investors Mutual is a boutique operation majority-owned by Anton Tagliaferro
and the Treasury Group. The Treasury Group is a listed entity with investments
in eight boutique managers, providing back office services. IML managed
A$3.3 billion at 31 December 2008.

Fees
The flagship Investors Mutual Wholesale — Industrial Share Fund's 0.97
percent expense ratio is above the wholesale peer average.

Top 5 Funds by Net Assets S i
Investors Mutual Wsale - Industrial Share Fund 8742 351.10 =] -5.22
Sandhurst BMF - Sandhurst Industrial Share Fund 5809 342.29 =] -6.14
Sandhurst IML Industrial Share Fund 7045 141.87 = -4.96
Skandia GWS-Skandia Investors Mutual Industrial Sh 9741 29.61 =] -5.44
Skandia 0SS-Skandia Investors Mutual Industrial Sh 9791 2419 = -4.54

All figures and stats relate to the Flagship Fund, and all performance figures are shown as % per annum, net of fees.

Flagship Fund: Industrial Share Fund

Performance 31 Jan 2009 I Fund | Index
Growth of $10,000 $7,009
13,200
11,400
9,600
7,800
6,000
2007 2008 2009

1Yr 3Yr 5Yr Yr
Quartile Rank == = N
Total Ret% -2751 522 275 -
Income Ret% 431 613 6.16 -
Growth Ret% -31.82 -11.35 -3.41 -
Index% -3432 656 6.00 461

Index: S&P/ASX 200 Accum Index
Category: Aust Large Value

Performance Analysis 3 Yrs to 31 January

2009

Value Add vs Mgr Bmark%
Tracking Error
Information Ratio

MPT Statistics 31 Jan 2009
3Yr%

Beta 0.68
Alpha -2.88
R Squared 0.68
Sharpe Ratio -1.18

Risk Meter (3 Year Standard Deviation)

Fund
v

A
Category
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Copyright, Disclaimer & Other Information

Limited Financial Morningstar Research Pty Ltd ABN: 83 062 096 342, AFSL: 243 161 (Morningstar') of Level 36 Australia Square, 264 George

Services Guide Street Sydney NSW 2000 is the provider of the general advice (‘the service') provided on this report. The service is provided
through research including the profiling and rating of managers and products. Morningstar does not receive commissions for
the service and does not charge companies to be rated. Where Morningstar provides the service through the provision of
research it is remunerated by subscribers paying a subscription fee. This fee is variable depending on the subscription and
will vary depending upon the individual's specific requirements, particularly to the ongoing use and distribution of the service.
Subscriptions are paid as agreed with individual clients. Morningstar representatives are remunerated by salary and do not
directly receive any commissions or fees. They may be eligible for an annual performance payment which is discretionary and
based on reaching agreed performance levels. Morningstar has no debt or equity relationship with any issuers of any financial
products. Morningstar may provide some of the product issuers with research or consulting services for the standard fee. In
relation to consulting services, Morningstar may provide product issuers with advice in relation to asset allocation
information.

Copyright All information (Information contained in this document) is the property of Morningstar or its information providers and is
protected by applicable copyright and intellectual property laws. All rights reserved. You may not reproduce, retransmit,
disseminate, sell, publish, broadcast, or circulate the information without the express written consent of Morningstar. You
are entitled to use the information for your personal, non-commercial use only.

Trademarks Morningstar and the Morningstar logo are registered trademarks of Morningstar, Inc.

Disclaimer All care has been taken in preparing this report but to the extent that it is based on information received from other parties
no liability is accepted by Morningstar for errors contained in the report or omissions from the report. Morningstar gives
neither guarantee nor warranty nor makes any representation as to the correctness or completeness of the information
presented. Morningstar determines ratings on the basis of information disclosed to Morningstar by investment product
providers and on past performance of products. Past performance is no guarantee of future performance.

Disclosure If you wish to obtain further information regarding our services, we recommend you access the section entitled ‘Products’ at
www.morningstar.com.au. Marningstar has no debt or equity relationship with any issuers of any financial products.
Morningstar may provide some of the product issuers with research or consulting services for the standard fee. In relation to
consulting services, Morningstar may provide product issuers with advice in relation to asset allocation information.
Morningstar uses quantitative data and qualitative research opinions as its methodology when preparing ratings opinions and
research in respect of financial service providers. The methodology weighs the relative strengths and weaknesses of each
manager/product relative to its peers.
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