V.. C LEADERS
FUNDS MANAGEMENT A F:I._IND

c WATERMARK 'JL AUSTRALIAN

NTA and Monthly Update — May 2020

Company at a Glance Net Tangible Asset (NTA) Backing

ASX Code ALF Apr 20 May 20

Fund Size AUS207.8 NTA Before Tax $1.14 $1.13

Fund Strategy Variable Beta NTA After Tax* $1.13 $1.13

Share Price $0.88 NTA After Tax & DTA/CTL** $1.055

Shares on Issue 197.0m

Net Exposure 2%
Long Exposure 36.1% 45.4%
Short Exposure -45.7% -51.6%
Gross Exposure 81.8% 97.0%
Cash 109.6% 106.2%

*The After-Tax NTA includes a $0.08 per share deferred tax asset, which is net of tax liabilities accrued in the current financial year. **Deferred Tax Asset
(DTA) is comprised of prior years’ tax losses. Current Tax Liability (CTL) is tax payable on profits generated in the current financial year.

Month in Review

May was another strong month for share markets the world over, as stimulatory settings and the gradual
rollback of lockdown measures in many countries drew investors back into the market despite overwhelmingly
negative news flow regarding the damage to global economies and corporate earnings. Within the local
market, smaller companies outperformed largely, and there was a marked rotation of capital out of defensive
sectors into more cyclical parts of the market, indicating that there is now a clear target for the market to re-
test the February highs in the coming weeks. Notwithstanding this rapid rebound, there will be significant tests
ahead for the market as stimulus is withdrawn and welfare support for businesses and households fades.

The Fund retained a consistent net short exposure through the month of between 5-10%. This was a headwind
for returns, and the portfolio decreased in value over the month by 0.9% after all fees. The strongest
contributions to returns came from the Telco and Industrials sectors, where we have had a small value tilt.
Weaker performance in Financials and Real Estate weighed on returns, while a short exposure to Share Price
Index Futures (which are used to adjust the net exposure settings) also detracted.

The TMT/Healthcare book had a strong positive month. Our winners were spread across cyclical businesses,
springing back to life post COVID-19 and secular growers who benefited from continued re-rating of
technology stocks. Among the cyclicals, our positions in media (News Corp and oOh!media) were strong
contributors in anticipation of the recovery in advertising budgets and potential portfolio actions in the case of
News Corp. In Healthcare investments in utilisation-driven businesses like Ramsay (hospital beds) and Sonic
(pathology) performed well.

Financials had a softer month in May. Our historically benign short position in banks was a major detractor
resulting from the rotation to value that captured global equity markets. This was partly offset by holdings in
insurance names such as QBE and IAG and financials MQG and CCP. We continue to see upside in these names.
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Financials have been the laggard in the rally and are now all playing catchup. While growth prospects remain
soft, valuations remain undemanding.

The commodities sector continued to trade higher in May as investors look towards stimulus and the opening
up of economies. Gold performed well over the month with equities pushing higher, however the price failed
to break out over USS$1,750/0z and may consolidate further before reaching for new highs. The price of iron
ore rallied as risks to Brazilian supply increased, due to potential COVID-19 disruptions. This again puts the iron
ore market at risk of deficits and higher prices, echoing last year’s moves. Outperformers during the month
were SAR (gold equity rally) and MIN (iron ore price strength), underperformers were AWC (removal from the
global index) and NCM. We remain positive on gold in the longer-term, however have neutralised our settings
while consolidation occurs. Given the strength in the underlying commodities, we have added length in
copper, oil and iron ore and continue to be cautious of the coal and speciality minerals sectors where
underlying fundamentals are poor, and investor interest remains subdued.

The Consumer/Industrials sectors delivered positive returns in May led by gains on both sides of the ledger in
the supermarket sector. Supermarkets provided a safe haven for investors in March and April; however they
have seen share price declines as investors switched focus back to the ‘reopening’ trade in May. The Fund has
been net-short the sector over this period. On the other side, an investment in Metcash has performed well as
the stock was oversold post an unexpected capital raising. Our industry contacts confirmed that Metcash’s IGA
retail partners were taking market share during the COVID-19 lockdown as consumers chose to avoid shopping
centres and shop closer to home. There is still some debate as to whether MTS can retain this share, but at the
time of printing, momentum seems to be holding. Looking forward, several discretionary retail companies are
priced at valuations that seem unbelievable given the economic climate. We are carefully timing new short
positions as the market starts to look beyond the short-term stimulus sugar hit.
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Net Equity Exposure
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Monthly Net Performance (%) _

Year Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun FYTD
FYO4 0.4 1.4 0.2 0.0 2.3 4.3
EYO5 1.1 -0.3 4.6 2.8 4.4 2.4 0.3 1.3 -09 -61 -04 4.8 14.3
EYO06 2.0 2.7 4.8 -3.0 3.9 3.7 1.5 2.0 6.4 2.9 -2.1 1.4 29.0
EYo7 | -3.2 4.3 1.7 7.2 2.8 2.5 3.1 -1.6 3.5 1.1 2.7 2.0 29.2
FYOS -1.0 3.4 3.3 1.0 -0.3 -19 -115 -84 1.4 4.4 1.5 -7.2  -15.5
FY09 -1.3 5.1 -54 -16.3 -6.6 3.0 2.2 2.9 16.0 6.7 7.9 7.0 18.7
FY10 9.2 12.4 6.5 -0.7 0.8 0.1 -3.5 2.2 4.2 -2.1 -7.1 -2.3 19.9
FY11 2.8 -3.9 2.3 0.0 2.7 12.0 2.0 1.9 3.6 1.7 -1.8 -1.8 229
FY12 -4.1 -6.8 -8.4 6.5 -1.5 0.9 4.9 4.7 3.3 1.2 -2.4 0.7 -2.3
FY13 3.7 3.6 0.3 -1.3 6.5 3.4 34 1.6 3.0 2.7 0.5 2.2 33.9
FY14 3.8 3.5 2.8 4.0 -0.6 0.0 -0.2 4.0 -1.4 2.6 1.2 0.3 21.6
FY15 -3.6 -2.4 1.4 -1.3 -2.5 -1.1 -1.2 1.0 3.0 0.8 -0.5 3.1 -34
FY16 3.8 3.0 1.5 -1.6 0.4 2.0 0.0 -2.1 1.4 -0.4 1.9 1.0 11.2
FY17 -0.3 -0.6 3.9 -0.5 -0.9 -0.2 -0.7 -0.1 0.1 1.2 0.7 -0.5 2.0
FY18 0.3 -1.8 -0.4 -3.1 1.3 0.1 -0.6 0.7 0.9 0.9 0.0 -0.6 -2.3
FY19 2.6 -1.6 0.2 -2.0 -2.9 -1.4 0.5 0.7 -1.0 -2.3 -0.8 0.7 -7.2

Fy20 | 21 10 01 13 00 -04 13 -12 -33 12 -09 1.1

Dividend History

The Board is committed to paying fully franked dividends to shareholders, provided the Company has
sufficient profit reserves and franking credits and it is within prudent business practices.
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