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Market review

The Australian market (S&P/ASX 300 Accum Index) closed
7.5% lower during May. In Australia, investor sentiment was
focused on the Rudd government’s proposed new resource
tax. This was compounded by the ongoing European
sovereign debt issues and concerns about China’s strategy
to slow investment in the property sector. Underperforming

Outlook

Investors are currently highly risk averse as a result of
rising interest rates, fiscal fade, European debt and
Chinese property concerns. Furthermore, as we
approach a Federal election investors will be seeking
further clarity regarding the risk of regulatory change and
tax reform and what it means for earnings and valuations.

Headline valuations are inexpensive compared to
historical averages (2011 PER below 12x ), however
earnings growth forecasts arguably carry downgrade
risks. The portfolio strategy has a bias to stocks with
leverage to an improving US economy while being
mindful of stocks believed to be at risk of earnings

sectors are Transport (-12.7%), Financials (-10.4%), and
Capital Goods (-11.3%). Outperforming sectors include
Consumer Staples (-1.2%), Healthcare (-4.0%) and REITs
(-4.3%).

Investors reacted negatively to the Rudd government’s

proposed new Resource Super Profit Tax (RSPT) and its downgrades.
implications for earnings and valuations, while largely
overlooking the reduction in the corporate tax rate and Performance
increase in the superannuation guarantee levy. The RSPT
prompted investors to consider the risk of further :
Government intervention and regulation. Performance ~ 1mth  3mths 1year Since
Inception*

Macro-economic news was mixed during the month. Bennelong o o
European sovereign debt concerns resulted in the é”ﬁ}[i‘:"sagund -8.01%  -3.65% 24.01%  26.40%
European Union and IMF €750bn bailout package while =!
there were credit downgrades for Portugal and Spain. The #

. . - . Bench k -7.549 -3.559
US economy continues to show signs of improvement albeit enchmar % % 2072% 24.26%
from a low base. In Australia, retail sales are starting to
show the impact of life after fiscal stimulus, while building Value added -0.47%  -0.10%  +3.29%  +2.14%

approvals and employment remain strong. The RBA
increased interest rates 0.25% to 4.5%.

* Inception date: 30 January 2009 7s&P ASX 300 Accumulation Index
M&A activity was led by Heathscope receiving interest from

numerous private equity groups. Foster's Group announced

plans to de-merge its wine and beer businesses. A

consortium of miners bid for Queensland Rail ahead of a

potential IPO. As the financial year end approaches several

companies have revised profit guidance down including

Virgin Blue and Sonic Healthcare.

Strategy in review

The Bennelong Australian Equities Fund achieved a -8.01%
return for the month versus the S&P/ASX 300 Accumulation
Index return of -7.54%. The underperformance can be
attributed to overweight positions in the Leisure and
Construction sectors together with an underweight position
in the Consumer Staples sector. This was partially offset by
the positive returns attributable to the overweight position in
the Healthcare sector and underweight position in the Bank
sector.

This document is issued by Bennelong Funds Management Ltd (ACN 111 214 085, AFSL 296806) in relation to the Bennelong Australian Equities Fund (the
Fund). The information provided in this document is general information only and does not constitute financial advice or a forecast. The content of this
document does not constitute tax or legal advice or an offer or solicitation to subscribe for units in the Fund. The information in this report has been prepared
without taking account of your objectives, financial situation or needs. Before acting on the information or deciding whether to acquire or hold a product,
consider its appropriateness and the relevant Product Disclosure Statement (PDS) which can be requested via the Bennelong Funds Management website
(www.bennfundsmanagement.com.au). The manager, their affiliates and associates accept no liability for any inaccurate, incomplete or omitted information of
any kind or any losses caused by using this information. All investments carry risks. There can be no assurance that the Fund will achieve its targeted rate of
return and no guarantee against loss resulting from an investment in the Fund. Past performance is not indicative of future performance.
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