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Australian equity volatility vs. shocks

Volatility is normal
Volatility gets washed away with time and positive returns

Areal shock: breakdown in long term return drivers

International Total Real Stock and Bond Returns, 1802-2001
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Australian Equity Performance during the 19287 crash
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Volatility and shocks in the approach of fund managers

«  Managers target outperformance with their own Performance of quant versus fundamental funds
investment philosophy and process

% A process creates a pattern or signal of Median active returns to 31 August each year
investment returns %

e  Patterns lead to cyclical performance or volatility

2005 2006 2007 2008 2009

M Quantitative Funds Fundamental Funds
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Volatility and shocks in the approach of fund managers

Risk premiums: What are they? The Small Cap risk premium has a strong long term track record

+ additional return on offer for taking on volatility risk
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Volatility and shocks in the approach of fund managers
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The cost of mis-interpreting risk

Tracking Error relies on
historic information

55% B TrackingError
Forecast (LHS)

% B Active Share (RHS)
Active Share canreveal a

build up in risk exposure Market Returns
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Avoiding shocks in active management

Diversity of opinion drives better investment decisions

Value? Or Value trap?

QBE - Price to Forecast Earnings (consensus) QBE — Earnings per Share Forecasts

(consensus, next twelve months)
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Avoiding shocks in active management

Why past performance is really not a reliable indicator

S&P/ASX 300: Actual versus expected earnings revision persistence
through time (5 year rolling regression)
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When it goes wrong

Comparison of persistence gap with 12 month average IC: S&P/ASX 300
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Avoiding shocks in active management

Concentration risk

BPs recent experience

Macondo Oil Well blew out on April 20, 2010.

BP (65% and operator), Anadarko (25%) and Mitsui Oil
Exploration or MOEX {10%) is ownership.

Pre drill estimate of Macondo was 50mmbbl

BP Contractors: Transocean (driller), Halliburton
{cementer), Cameron International (blow out
prevention )

BP's market cap at April 23 was US$187bn. It fell to a
low of US$85bn on June 28
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BHPs exposure

BHP produces 60% of its oil in GOM. It produces
65mmbbl of 107mmbbl.

BHP's GOM interests: Mad Dog (24%), Atlantis (44%
and operator), Shenzi (44% and operator) and Neptune
(35%).

BHP Share of 2P reserves: Atlantis {(219mmbbl), Mad
Dog (113mmbbl), Shenzi (115mmbbl).

Same contractors employed by operators all over
the Gulf of Mexico, including BHP.

A US$100m exposure is 52% of BHP's market value
and 6% of the ASX200



Conclusion and take-outs

Understand the difference between volatility and risk — focus on the long term
Australian equities —opportunity to participate in growth of economy

Fund manager styles are cyclical and can experience volatility in performance
Backward looking risk models are limited — a need for fundamental assessment of risk
Focus on future expected returns —valuation can identify style opportunities

Read the effectiveness of signals — they can change over time and create further shock
Be aware of hidden risks like high concentrations

In the same way stocks are diversified, analytical approaches should be blended for thorough analysis
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Overview Legg Mason Australian Core and Value Equity Trusts

Core Trust Value Trust

Trustinception April 1982 November 2006
Performance target 3.0% above S&P/ASX 200 Accumulation Index 3.5% above S&P/ASX 200 Accumulation Index

Active position sizes proportional to risk

Benchmark risk aware Greater focus on risk control siic teward potential
Position limits Stocks (4%) and Sectors (6%) Stocks (6%) and Sectors (11%)
Stock numbers Approximately 60 Approximately 30
Portfolio turnover <70% expected <40% expected
S&P Rated Three Stars Four Stars
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Investor type and portfolio positioning

>

Designed as core holding in portfolio, with no major
style bias to growth or value

|deal for investors seeking high diversification,
relatively low risk and reliable investment
performance

Blends well with higher-risk strategies like
concentrated, deep value or growth Australian equity
funds. Can also be used as a stand alone Australian
equities fund, instead of index fund

Value Trust

> Seeks to maximise returns by holding undervalued
securities

> ldeal for investors seeking higher alpha potential with
strong forward looking signals driving stock selection

> Designed to blend with a lower-risk core holding or
other higher-risk strategies like growth Australian
equity funds

Investment approaches Fundamental . . Quantitative

Style Value . . Growth
Diversification of stocks Concentrated o o Hibad

@ legg Mason Value
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Why Legg Mason Australian Equities?

Experience in Australian Equities

15 years average experience in team, portfolio managers
have 13 years together

Depth of resources

12-person Australian equities team, leading trading and

compliance systems

Alignment with investors

> Remuneration structure and co-investment with clients,
50 best reward comes from best performance

Global business

> 10th largest fund manager globally with over 550
investment staff

Both Value & Core have benefits

> Different strategies, but each has a place in improving
portfolio risk and return attributes

LEGG MASON
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Why Value?

Opportunities are here now

Wide valuation spreads make it an ideal
time to invest

Higher alpha target

Provides a more highly concentrated,
higher alpha target fund for your
portfolio , driven primarily by valuations
generated by our own insights

Why Core?

Stars are aligned now

Quant signals suggesting positive alpha
going forward

Built for risk control

Provides a more risk controlled option for
your portfolio, more diversified in terms
of stocks and amount of signals used to
drive stock selection
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Why Legg Mason Australian Equities?
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Source: Mercer. Past performance is not areliable indicator of future performance.

Legg Mason Value

S&P Value Managers In Mercer MPA
One year performance (%) to March 2010
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survey —itis not an exhaustive list.
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Disclaimer

The contents of this presentation are proprietary and confidential and intended solely for the use of Legg Mason Asset Management Australia Limited ABN 76 004 835 844 AFSL 240827 (“Legg
Mason”) and the dients or prospective dients towhom it has been delivered. Itis not to bereproduced or distributed to any other person except to the client's professional advisers.

All data, models and tests are sourced from Legg Mason unless otherwise stated. Model tests, results and scenario forecasting are based upon mainly publicly available information using Legg
Mason proprietary methodology. Results are based on assumptions made and fed into the models based on the opinions of and by Legg Mason.

The Portfolio Managers may use some or all of the investment techniques described in this document. All charts and results are illustrative only and may not represent actual accounts or actual
or future results of any accounts unless specifically stated otherwise in the models. Individual securities discussed areintended as examples of portfolio holdings and are not intended as buy or
sell recommendations. All opinions included are there for the management of the respective product based on current conditions and are subject to change without notice. Other units within
Legg Mason may hold different views. They do not constitute, and should not be construed as investment advice or investment recommendation.

References to tracking error and performance objectives are targets and there is no guarantee that these expectations will be met. While the relevant Portfolio Manager will attempt to manage
risk, the value of investments in disaretionary accounts may fluctuate and itis possible that the investor could incur losses, including the loss of principal invested. Past performanceis not
necessarily indicative as to future performance. An investor whose reference currency differs from that in which theregistered scheme or segregated account is denominated may be subject to
exchange rate movements, which may cause fluctuations in the value of their investments. In addition, fund investments involving exposure to a currency other than that in which a registered
scheme or segregated accountis denominated may also cause values to fluctuate independently of the securities themselves.

Registered schemes and segregated accounts are not deposits or obligations of, nor guaranteed by, Legg Mason Inc. or any or their affiliates, and are subject to investment risks, including
possible loss of principal amount invested.

The information in this presentation is of a general nature only and is not intended to be, and is not, a complete or definitive statement of the matters described init. Theinformation does not
constitute specificinvestment advice and does not include recommendations on any particular securities. Legg Mason does not guarantee any rate of return or the return of capital invested.
Investments are subject to risks, including, but not limited to, possible delays in payments and loss of income or capital invested. This presentation has not been prepared to take into account
the investment objectives, financial objectives or particular needs of any particular person. Before making an investment decision a potential investor or dient should read the Product
Disclosure Statement issued for any registered managed investment scheme referred to in this Presentation and needs to consider, with or without the assistance of a financial adviser or other
professional, whether such an investment is appropriate in light of their particular investment needs, objectives and financial circumstances. Legg Mason do not accept any liability for any
direct or consequential issues arising from the reliance on any information in this docurment
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