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Strategy Overview

Objective

eQR Securities in conjunction with BT
Financial Group equities research provides
strategic equities investment support in the
form of the Concentrated Income Equities
Strategy. The objective is to assist in building
and managing portfolios that aim to
outperform the average yield of the S&P /
ASX 200 Index over a rolling 3 yeafperiod
with the potential for capital growth.

Style

Our equities investment philosophy is built
upon focusing on high quality companies
that are attractively priced to their medium
to long term earnings and cash flow capacity.

The primary investment universe is the
S&P/ASX 200 with the additional filter
criteria heing companies must have a
minimum market capitalisation and annual
turnover of SA400m). This reduces the initial
universe by approximately 10-20 companies.

We believe a portfolio of 812 stocks
adequately achieves an effective balance
between reducing stock specific risk and
delivering portfolio efficiency. This approach
also allows the investment team to focus on
a smaller number of higher conviction
investment positions. It is our belief that the
risk-return trade-off can be optimised by
knowing fewer companies very well rather
than many companies superficially.

Due to the portfolio’s concentrated
positions, the strategy focuses on high
quality, blue chip stocks.

Philosophy

Centric to the eQR Securities equities
research philosophy is the view that
establishing and maintaining a structured
process to identify securities with strong
fundamentals, low probability of ‘failing’
and a favourable earnings outlook relative
to the broader index will allow market
inefficiencies to be exploited through an
investment cycle, and assist with long term
income strategies.

A robust risk management framework is
essential in identifying securities with key
fail points, both on a relative and absolute
basis. Investment decisions should focus on
the need for capital preservation and a
sustainable risk adjusted returns through an
investment cycle over the medium to
longer term.

A deep understanding of investment
markets, prevailing economic conditions
and company fundamentals, and applying
this to a disciplined stock review process in
our view provides the potential for a
superior investment outcome over the long
term. It also provides the framework in
which we can minimises the risk of loss.
Deeply embedded into the equities
selection process is the focus to look
beyond short-term market dynamics and
focus on long-term macro thematics and
the impact on financial asset market risks
and returns on stocks and industrys. We
typically model our analysis up to ten years
into the future.
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Strategy Overview

Philosophy Con’t

All investment strategies and investment
decisions are governed by an investment
committee that provides oversight to ensure
decisions are consistent, structured and
unbiased and to ensure appropriate
investment due diligence framework
maintained at all times. The below diagram
summarises the overarching Investment &
Governance committee:
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“eQR Securities
believes stocks with
strong free cash
flows, high returris
on equity and
invested capital and
a history of
consistent dividends
that are attractively
priced relative to
their long term
valuation provide
attractive income
opportunities.”
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Step 1
(a) Define Universe — S&P/ASX200 with a
focus on “blue Chip” companies.

(b) Qualitative stock evaluation guidelines
In selecting stocks for its universe,
consideration will be given to a number of
factors including, but not necessarily
restricted to, the following:

(segment and position) industry prospects
and potential for the company to achieve
moderate growth rates;

(key differentiating factors) what is unique
about the company and/or its product or
services. Robustness of the company’s
business model and ability to achieve
growth in its earnings and valuation;
(management and Board) experience,
capability and achievements in relevant
field;

(track record) ability to achieve targets,
make successful acquisitions;

(financial stability) gearing, interest cover,
cash balances, cash flow;

(earnings outlook ) whether the company is
able to achieve moderate earnings growth
that will enable it to maintain and deliver
steadily increasing dividends/distributions;
(likely share price catalysts) short and long-
term;

(valuation); current price against
valuation/price target

(key risks); and

(market sentiment) sector outlook.

The Investment Process: 5 steps
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The Investment Process

Step 2

Apply the Risk Management Framework
(RMF) to the S&P/ASX 200 universe. The
RMF identifies and ranks stocks both on a
relative and absolute basis according to key
fundamental risk metrics. It is a dynamic risk
management framework which can be
adjusted in accordance with market
fundamentals and stress - tested on a
monthly basis. The RMF also gives
consideration to Environmental, Social &
Governance (ESG) factors.

Step 3
Valuation, Fundamentals and Yield
assessment.

Apply the eQR Securities Quantitative Lens
and DCF filter to ascertain attractively
valued, high yielding securities (adjusted for
risk using the eQR Securities Risk
management Framework as highlighted in
step 2). eQR Securities believes stocks with
strong free cash flows, high returns on
equity and invested capital, a robust
earnings outlook , competitive market
position and a history of consistent
dividends that are attractively priced relative
to their long term valuation provide
sattractive income opportunities.

An understanding of the operational
environment the company operates in via
utilisation of a Porter style industry analysis
is also conducted.. This involves:

An analysis of the attractiveness of the
industry and the resilience of profit
margins in the face of competition.

Defining the long-term growth rates across
volume and price for the industry. This
helps provide clarity around how
sustainable current earnings’ growth rates
are and how realistic future growth
estimates may be.

Individual companies are reviewed for the
strength of their industry positioning.
Analysis of the company’s management,
products/services, strategy and capital
position.

Identification of stock specific risk factors
that may impact the delivery of future
earnings. These risks centre around capital
structure, regulatory risks, geographic risks,
currency risk etc. Consensus earnings
estimates are generally utilised in
discounted cashflow (DCF) modelling
(earnings may be adjusted or normalised
for the annualised year four number to
ensure that we believe this estimate clearly
reflects the mid point in the company’s
earnings cycle).

The flow chart over-page summarises the
DCF valuation approach:
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The Investment Process
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Estabiish Target Sector Weights using the BT
Financial Group Capital Markets Model.

Step 5

Centric to the portfolio construction process
is the application of Modern Portfolio
Theory (MPT)%. MPT is based on the theory
that effective and measured portfolio
diversification can lower the risk of the
entire portfolio without compromising
returns. The key concept in MPT is Beta or

variance.
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MPT constructs portfolios by mixing
securities with differing Betas to produce a
portfolio with minimal Beta for the group of
stocks as a whole, while allowing returns to
potentially accumulate. MPT is applied via a
process called Mean Variance

Optimisation using a powerful mathematical
modelling engine. This is a constrained
process that incorporates sector exposure,
market cap, stock specific limits and floors
and thematic issues such as currency and
balance sheet risks.
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Portfolio Structure

Corporate Actions

eQR Securities provides guidance on
corporate actions in line with the
interests of the investors who may hold
those securities. The guidance provided
does not factor in the specific tax
positions or general circumstances of
individual investors. (Investors should
seek individual tax advice in relation to
any corporation).

Portfolio Construction Constraints:

Tax Considerations

All portfolio investment decisions are
aligned with the broader portfolio
strategy and objective. Whilst eQR
Securities does not factor in the specific
tax positions or general circumstances of
individual investors, it may consider
general tax implications in its decision
making process so as to minimise
potential tax implications where possible.

Whilst the general strategy focuses on
highly franked dividends, companies with
outstanding income characteristics will
also be considered during the investment
process

Risk Measure Con;traint
Tracking Error — ex ante 3% to 5%
Minimum Market Capitalisation S400m
Minimum AnnualTurnover S400m
Sector Target +/- 18%

Maximum Overweight — ASX Top 20
Maximum Overweight — ASX 20-60
Maximum Overweight — ASX 60-140
Max single stock weight

Min Single Stock weight (at inception)
Target annual portfolio turnover (p.a.)

Index weight + 7%
Index weight + 5%
Index weight + 5%
25%
2%
<40%m

eQRsecurities

Australian Equities Research



Important Information

This publication has been prepared by EQR Securities Pty Ltd (EQR) ABN 30 009 119 242 AFSL 240693 for Westpac Financial Planning, Magnitude Group Pty Lid (trading as Magnitude
Financial Planning), Securitor Financial Group Limited, St George Financial Planning, St.George Private Clients (a division of St George Bank), Westpac Private Bank and BT Financial
Group. EQR is a subsidiary of Westpac Banking Corporation ABN 33 007 457 141 ('Westpac'). BT Financial Group is the wealth management arm of the Westpac group of companies. This
publication does not constitute financial product advice, investment advice or recommendations of any kind. The information in this publication has been prepared without taking account of
any particular reader's personal objectives, financial situation or needs and so the reader should consider its appropriateness having regard to these factors before acting on it. Investors
should obtain professional investment advice in respect of their individual circumstances. Past performance is not a reliable indicator of future performance.

Any outlooks in this publication are predictive in character. Whilst every effort has been taken to ensure that the assumptions on which the outlooks given in this publication are based are
reasonable, the outlooks may be based on incorrect assumptions or may not take into account known or unknown risks and uncertainties The results ultimately achieved may differ materially
from these outlocks. The opinions and outlooks constitute our judgment as of the date of this material and are subject to change without natice. This publication is not intended to be used as
the primary source of advisers’ information but as an adjunct to their own resources and training. The publication may contain information provided directly by third parties and is given in good
faith and has been derived from sources believed to be reliable at its issue date. It should not be considered a comprehensive statement on any matter nor relied upon as such. While such
material is published

with the necessary permission, no company in the Westpac group of companies accepts responsibility for the accuracy or completeness of, or endorses any such material. To the maximum
extent permitted by law: (a) no guarantee, representation or warranty is given that any information or advice in this publication is complete, accurate, up-to-date or fit for any purpose; and (b)
neither EQR, nor any member of the Westpac group of companies, is in any way liable to the reader (including for negligence) or otherwise for any loss or damage arising as a result of the
reader relying on any information or recommendation in this publication (except in so far as any statutory liability cannot be excluded)

All pricing in this publication is as of the close of market for the securities discussed, unless olherwise stated

© EQR Securities Pty Ltd 2010

FINANCIAL SERVICES GUIDE
Dated: 2010

This Financial Services Guide (FSG) is an important document which we are required to give you as an Australian Financial Services licensee. The FSG is to assist you in determining
whether to use the financial services and products provided by EQR Securities Pty Ltd ABN 30 009 119 242 AFS Licence Number 2 40693 (EQR)
EQR has prepared and issued this FSG. This FSG contains information about:
* EQR, including contact details and services offered by it
How EQR and its staff are remunerated
How EQR deals with your complaints

Contact details
Level 20, 275 Kent Street, Sydney NSW 2000 Email: equitiesresearch@btfinancialgroup.com
Telephone: 1800 557 432 Fax: 02 9274 5179 Website: [insert]

Our financial services

EQR's business is primarily that of providing research (e.g. general product advice) and ratings about a broad range of financial products. Our research is usually provided to retail clients
through a financial adviser by means of written reports. EQR is authorised to provide the following financial services to wholesale and retail clients

(a) provide financial product advice about a broad range of financial products' securities (e g shares); deposit products (e.g. bank accounts); government debentures, stocks and bonds;
managed investment schaemes, innluding investor directed portfolio services (e.g. ‘wrap’ accounts): retirement savings accounts: superannuation products;

(b) deal in each of the financial products referred to above (by arranging for another person to apply for, acquire, vary or dispose of those financial products)

General financial product advice

Any advice we give you will be general in nature and will have been prepared without taking into account your objectives, financial situation and needs. You should seek advice from a
financial adviser for advice thal is appropriate to your objectives, financial situation and needs. You should obtain and consider the disclosure document (e.g. product disclosure statement or
prospectus) (if any) for a product before deciding whether to acquire, continue to held or dispose of that product

Remuneration and other benefits

EQR - EQR does not receive remuneration from the issuers of financial products for undertaking research on the issuer's financial products. EQR bears the cost of undertaking this research
EQR generates its income from other means such as the subscription fees payable by financial advisers who subscribe to the online research platform. You may request further information
regarding EQR's remuneration before you are provided with the financial services.

Staff - [Our research staff are generaily paid a salary and may be entitled to receive bonuses that are based on factors such as the quality and accuracy of their research, as well as timeliness
of delivery of their services. The remuneration of our research staff is not directly connected to the performance of other business units within the Westpac Group (defined below)

Associations and relationships

EQR is a member of the Westpac Group. The Westpac Group includes a number of companies that provide financial services, funds management, insurance, superannuation, investment and
administrative services. The Westpac Group includes St George Bank - a division of Westpac, Securitor Financial Group Limited, Magnitude Group Ply Limited, Asgard Capital Management,
St.George Life, Advance Asset Management and also includes companies that bear the "Westpac” and “BT" names. In the event of any person subscribing to the financial products referred to
in this publication through a financial product or service issued by a Westpac group company, such subscription may result in companies related to Westpac and representatives or authorised
representatives of Westpac Group companies receiving a commission, fee or other benefit or advantage

Complaints handling

The law requires EQR to have arrangements in place to compensate certain persons for loss or damage they suffer from certain breaches of the Corporations Act by EQR or its
representatives. EQR has internal compensation arrangements as well as professional indemnity insurance that satisfy these requirements. EQR endeavours to provide a high standard of
financial service to you. If you have a complaint please contact us [using the details above / on [insert]]. If your complaint is not resolved to your satisfaction and it meets the Financial
Ombudsman Service (FOS) jurisdictional rules, you can take your complaint to FOS. You may contact FOS at 1300 78 08 08 ; Fax Number (03) 9613 6399 ; Website: www fos org.au ; Email:
1. This service is provided free of charge
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