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Disclaimer

Important Notice: This presentation is given by representatives of Lonsec Investment Solutions Pty Ltd ACN: 608 837 583, a Corporate Authorised Representative (CAR number: 1236821) (LIS)
of Lonsec Research Pty Ltd ABN: 11 151 658 561 AFSL: 421 445 (Lonsec Research) to wholesale clients only (within the meaning of section 761G of the Corporations Act 2001 (Cth)). By
attending this presentation you are representing that you are a wholesale client. This presentation has been prepared without taking account your objectives, financial situation or needs. Before
making any investment decisions you should read the relevant product disclosure statement and obtain advice from an appropriate financial adviser. LIS creates the model portfolios it distributes
using the investment research provided by Lonsec Research but has not had any involvement in the investment research process for Lonsec Research. LIS and Lonsec Research are owned by
Lonsec Fiscal Holdings Pty Ltd ACN: 151 235 406. Please read the following before making any investment decision about any financial product mentioned in this presentation.

Disclosure at the date of publication: Lonsec Research receives a fee from the relevant fund manager or product issuers for researching financial products (using objective criteria) which may
be referred to in this presentation. Lonsec Research may also receive a fee from the fund manager or product issuer(s) for subscribing to research content and other Lonsec Research services.
Lonsec Research receives fees for providing investment consulting advice approved product lists and other advice, to clients. LIS receives a fee for providing the model portfolios to financial
services professionals. LIS'and Lonsec Research's fees are not linked to the financial product rating(s) outcome or the inclusion of the financial product(s) in model portfolios. LIS and Lonsec
Research may hold any financial product(s) referred to in this presentation. Lonsec Research's representatives and/or their associates may hold any financial product(s) referred to in this
presentation, but details of these holdings are not known to the analyst(s).

Warnings: Past performance is not a reliable indicator of future performance.

Disclaimer: This presentation is not intended for use by a retail client or a member of the public and should 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 presentation, which is drawn from public information not verified by LIS. Financial
conclusions, ratings and advice are reasonably held at the time of completion (refer to the date of this presentation) but subject to change without notice. LIS assumes no obligation to update this
presentation following publication. Except for any liability which cannot be excluded, LIS and Lonsec, their directors, officers, employees and agents disclaim all liabiity for any error or inaccuracy
in, misstatement or omission from, this presentation or any loss or damage suffered by the reader or any other person as a consequence of relying upon it.

Copyright © 2020 Lonsec Investment Solutions Pty Ltd ACN: 608 837 583
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Equity Market Volatility

VIX Index
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Bond Market Volatility

MOVE Index
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The Nature of Volatility

Daily Price Change ASX 300
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The Importance of Correlations

03 Asset Class Correlation Matrix

Source: Lonsec Investment Salutions
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One of the most important fundamentals of investing is diversification. Andthat s,
you can improve your risk adjusted performance by combining a range of asset
classes that have correlations that are less than one — and the lower the correlation,
the greater the benefit for portfolio construction purposes. Which is why as multi
assetinvestors we invest across equities, fixed income, real assets and alternatives.

It’s important to remember however, that correlations can be very unstable and
particularly soin periods of heightened volatility. Assets can become highly
correlated when you least want them to be and diversification can fail over short
periods of time. So while the long-term ‘mean’ correlation between assets is
important for building your long-term strategic asset allocation, itis also important
to understand what is going on in the tail of that distributions as well.

The correlations matrix attached is based on the historical monthly return series of
each asset class for the 10 years to June 2019.
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Volatility Regimes

Correlation

Low
Equities 22.2%
Private Equit 18.6%
Bonds -1.3%
Trend Following 5.1%
Gold 10.5%

Source: Bloomberg, Lonsec Investment Soutions
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9.4%
14.5%
-0.2%
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Annualised Return

High

-43.8%

-68.6%

0.4%
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30.0%
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0.5
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At Lonsec we supplement our correlation matrix above with an assessment of how
individual assets perform under different macro regimes. We do this for inflation,
liquidity, growth and volatility factors. In this case, we are focused on volatility

regimes.

Based on historical data and shows the performance and correlation of each asset to
volatility itself (as measured by the VIX). I've split up the results into periods when
volatility is high, normal and low and | have annualized the monthly results here,
really just for greater effect. You should not expect to generate these kind of returns

in real life as we wouldn’t expect volatility to remain inthe high regime for 12
months — we know it tends to spike then come back down.

Important to look at how each individual asset class performs and correlates in high
volatility regimes. It’s a good idea to have some allocation to those assets that are

positively correlated to volatility — that is, their prices go up when volatility goes up.
Think of these as your flight to quality assets.
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Dividends
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Lonsec DAA process

The key driver of
assetclassretums
over the medium
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Global Equity Model
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| 4 Opportunities
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Equity Valuations

Equity Multiples (Z Score)
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This chart shows the Z-scores for a range of equity market valuation measures - your
typical industry measures of ‘value’ such as PE ratio, Price to Sales, Dividend yield,
Cyclically adjusted PE etc.

The Z-score, is the number of standard deviations a given data point lies above or
below the mean.

On the vertical axis, greater than zero is considered cheap, less than zero is
considered expensive.
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High Yield
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Managing for Volatility

+ Acceptvolatility as a part of investing

*  From a structural perspective, hold truly diversifying assets

* Have arobust investment framework for active decision making
* Be opento the opportunities that will emerge

« Liquidity is key to taking advantage of those opportunities

Lonsec
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