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Australia in 2009 - A year of recovery

Commodities Banks Financial
Leverage

Australia was a popular destination for foreign capital 1 SChI’OderS




Surprises
Extent of domestic capital raising

Australian capital raising as a % of global issuance
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Australian businesses lowered gearing more aggressively than global peers SChI’OderS

Source: UBS



What we got right

The impact of leverage
works both ways In times of panic, perceived

safe havens are rarely
e opportunities
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Australian banks were not
subject to the decimation of
global peers

iz ] o -

i Schroders

Not a year for following the crowd



What we got wrong

Sharp rebound in the appetite for
more speculative stocks
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Rolling 3 Year Volatility of S&P/ASX200
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Focusing on fundamental risk rather than volatility was essential SChrOderS

Source: Datastream



Lessons from 2009

Leverage in the REIT sector
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Leverage is often used most aggressively at the wrong time Schroders

Source: Jones Lang LaSalle, J P Morgan, Iress



The last 5 years
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Sector performance: rolling 5 year vs rolling annual
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Rolling 5-year Performance

Resources and banks have been key drivers

Source: Schroders, IRESS, data to 31 December
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Where are we now?

Market Valuatiogé)n Conventional
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Most conventional measures see the Australian market at around fair SChrOderS

value



But earnings have been buoyant

Market PE Ratio on Trend Earnings
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Australian earnings remain significantly above trend

Source: Credit Suisse



Outlook

Our resource scenario
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Expecting continued elevated prices may not be wise

Source: Macquarie Commodities Research, 15 January 2010
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Risks

The demographic headwind

Country age compostion in 2009 Country age compostion in 2040
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Ageing investors with changing asset allocation pose significant risks SChrOderS
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Material issues matrix

GFC firancial hardship
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Risks

An overly buoyant residential property market
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Credit growth remains strong and its use dubious

Source: GSJBW Research Estimates, ABS, REIA
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Risks

35 MSCI Australia Price to Book Equity 35
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Maintaining trust is crucial to asset pricing " SChrOderS
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How do Australian equities stack up?

Excessive private
debt, particularly in
residential property

Economic starting
position

Conservative government

debt position Overly buoyant

resource sector

Better demographics than

most peers Relatively full

valuations
Companies have
aggressively addressed
excessive gearing

Well capitalised banking
sector
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Outlook is far less exciting but with far fewer structural issues than most




Signposts
— Commodity inventory levels

— Clarity on funding of ballooning
sovereign debts

— Finalisation of regulatory structure for
banks

— Property prices

Confidence remains fragile and structural issues have not disappeared SChrOderS
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Disclaimer

This presentation is intended solely for the information of the person to whom it was
provided by Schroder Investment Management Australia Limited (ABN 22 000 443 274,
AFSL 226473) (Schroders). Investment in any of the Schroder Funds may be made on an
application form in the Fund’s Product Disclosure Statement available from Schroders. This
presentation does not contain and should not be taken as containing any financial product
advice or financial product recommendations.

Schroders does not give any warranty as to the accuracy, reliability or completeness of
information which is contained in this presentation. Except insofar as liability under any
statute cannot be excluded, Schroders and its directors, employees, consultants or any
company in the Schroders Group do not accept any liability (whether arising in contract, in
tort or negligence or otherwise) for any error or omission in this presentation or for any
resulting loss or damage (whether direct, indirect, consequential or otherwise) suffered by
the recipient of this presentation or any other person. Returns shown are before tax and
fees and all income is reinvested.

You should note that past performance is not a reliable indicator of future performance.
Opinions constitute our judgement at the time of issue and are subject to change. For
security reasons telephone calls may be taped. Investment guidelines represented are
internal only and are subject to change without notice.

# Schroders
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