MERCER

Investnent Consulting

7 August 2002

L
Blending in ﬂ

a portfolio f
— =

=

Simon Eagleton

AL Lionch 5 Liclenom Comypemie

In a lower return environment any extra
source of returns is worthwhile pursuing...
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What are we trying to achieve?

= Maximise outperformance of strategy
benchmark

= Minimise chance of underperforming
benchmark
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How do we do it? Step 1

= Good coverage of the investment universe
- style, market cap, credit risk, etc
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How do we do it? Step 2
= Avoid unintended biases
- style, market cap, credit risk, etc
= Recommend pursuit of “style-neutral”
manager blends

Understand style posture: value

-
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Understand style posture
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Schroders as at Mar 2002
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Snail Trail of Benchmark tilts for XYZ
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Value

How do we do it? Step 3

= Achieve the optimal trade-off between:
- outperformance and

— risk of underperformance
in each asset class, after fees

= i.e. take active risk only where it is rewarded
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Outperformance in Australian shares:
Median manager

Excess Return in Australian Shares Specialist (all funds) from Jul 1992 to Jun 2002
Median versus ASX-200 (before tax and before fees)
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Outperformance in overseas shares:
Median manager

Excess Return in Overseas Shares (Specialist Funds) from Jul 1992 to Jun 2002
Median versus MSCI *(before tax and before fees)
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Outperformance in Australian bonds:
Median active manager

Excess Return in Australian Fixed I nterest (Specialist Funds) from Jul 1992 to Jun 2002
Median versus UBS Comp  (before tax and before fees)
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Rewarding risk
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How do we do it? Step 4

= Use “best of breed” specialist
managers in each asset class
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Manager structure conclusions

= Australian shares
— Active approach is worthwhile
— 2-3 active managers appears optimal

= Overseas shares
- active worthwhile if can identify better managers
- Core active + enhanced passive

= Australian fixed interest
- passive or enhanced passive approach
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Mercer suggested blends

= Australian shares
- Perennial Value Australian Shares Trust  33%
- BGI Alpha Equity Fund 34%
— Schroder Australian Equity Fund 33%

= Property securities
- Macquarie Active 100%

= International shares
— Credit Suisse Int'l Share Fund 60%
— Merrill Lynch Enhanced Index Equity 40%
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Mercer suggested blends
Continued

= Cash
~ UBS Cash Fund 100%

= Australian fixed interest

- Macquarie Master
Enhanced Australian Fixed Interest 100%

= Overseas fixed interest
- Vanguard 100%
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These slides contain confidential and proprietary information of Mercer Investment Consulting, a
division of Mercer Human Resource Consulting Pty Ltd (‘Mercer’). These slides, and any opinions
on investment products they contain are for your exclusive use and may not be used or modified by
any other person or sold or otherwise provided, in whole or in part, to any other person or entity
without M s prior written permission.

Information on investment management firms contained in these slides has been obtained from the
firms themselves and other sources. While this information is believed to be reliable, no
representations or warranties are made as to the accuracy of the information presented, and no
responsibility or liability, including for consequential or incidental damages, is accepted for any error
omission or inaccuracy in this presentation or related materials.

arantee as to the future
ce cannot be relied on as a

Opinions on investment products contained in these slides are not a ¢
investment performance of these products. In addition, past performa
guide to future performance
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