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Manager Pengana Capital Limited Fund type
APIR code PCLO001AU Specialisation
Fund status Open Peer group

Min. investment (A$) 25000

S& P rates this fund three stars, reflecting our conviction that the
manager will consistently generate risk-adjusted returns in-line
with both its relevant investment objectives and its peers.

Penganaoffersinvestorsaunique opportunity to gain exposure
tothreeregional small-cap managersthat are not usually available
to the retail investor. The portfolio is equally weighted to three
regions, the U.S., Europe, and Asia (currently only Japan), and
regional managerswithastronglocal presence have been selected.
S& P views Penganas qualitative assessment of managers as
sensible. The assessment focuses on the investment process and
expertisein thissegment of the market, aswell asstructural factors
such as incentives, stability, the manager's remaining capacity,
and any information advantage the manager may enjoy over
competitors.

S& P recogni ses the merits of selecting managers with alocal
presence and believes a wider use of regional managers in the
Asian segment of the portfolio would be beneficial. At the time
of writing the report, an additional manager had been selected and
Penganawas in the final stages of negotiating terms with them.

S& P considers the investment team to be of areasonable size
compared to other multi-managers (it isthe only multi-manager in
the small-caps peer group). There is also good experience within
the team, which S& P views positively.

The performance of the underlying managers has been varied
and alarge cash holding in June 2009 was a significant detractor.
Cortina Asset Management, the U.S. manager, has been the
biggest contributor over the past year, while performance in the
European portion, managed by Munros Capital Management,
suffered due to some micro-cap holdings.

The management fee has been reduced to 0.75% per year and,
similar to other Pengana products, the fund has a performance
fee. S& P is comfortable with the 10% performance fee over the
benchmark, given the reduced management fee.

The Pengana Globa Small Companies Solution uses a multi-
manager approach to constructing its portfolio, with equal
weighting given to three regions. North America, Europe
(including the U.K.), and Asia(currently only Japan). The product
has a composite benchmark of one-third Russell 2000 Index, one-
third HSBC Smaller Europe (ex 50% U.K.) Index, and one-third
MSCI Japan Small Cap Index. It currently investsin one specialist
small-cap fund manager in each region. The underlying managers
have all been chosen by Penganafor their characteristics such as
their structure, alignment, and obviously for their stock selection
capabilities.
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The underlying managers have varying levels of conviction
in their portfolios: Cortina, the U.S. manager, is the most
diversified with around 70 stocks; Sparx Asset Management, the
Japanese manager, and Munros, the European manager, are more
concentrated with around 50 stocks. The European manager is
likely to have a portion of the fund in micro-caps, which reduces
liquidity in the portfolio.

Since inception of the fund there has been one change in
manager, with Kempen & Co. replaced by Munros, following
the departure of key investment staff to Munros. The fund was
successfully transitioned through an in-specie transfer.

Other managers may be added to the mix; the manager is
assessing Asia ex Japan managers to broaden the Asia coverage
in the aggregate portfolio, using funds currently with the Japanese
manager. Pengana may also look to exposure in other emerging
markets, such as Eastern Europe and Latin America, which would
give theinvestor further exposure to areas not easily accessible to
the Australian retail investor.

Thefund seeksto outperform the customised benchmark (after
fees) over themedium term (threeto fiveyears), and hasatargeted
absolute return of 10% to 15% over the long term (after fees).
Pengana does not take tactical macroeconomic positions, and uses
cash flow to manage the product to the strategic benchmark. From
July 2007, the product became fully hedged back to the Australian
dollar.

The fund has a 10% per year performance fee, levied on the
fund'sreturn in excess of the return on the composite benchmark,
and payable quarterly. If no fee is payable in any quarter, the
accrued performance fee, whether positive or negative, will be
carried forward to the next quarter. The performancefeeisunusual
for the peer group but is consistent with other Pengana funds.
The management fee is 0.75%, which has been reduced from
1%. S& P considers the lower management fee relative to peersis
appropriate when a performance fee is introduced. The buy/sell
spread is 0.4%.

Fund Objectives

Benchmark Index Not Applicable
Target return (% p.a.) B'mark + 2%-3% pa, plus Absolute
Return of 10%pa

| Target tracking error N/A |

The contents of this report are subject to the terms of the disclaimer on the final page.

The fund adopts an active investment style with portfolios
that are high conviction in their region. Pengana invests in
managers to diversify the aggregate portfolio, which is easily
achieved if the regions have a relatively low correlation. The
underlying managers use bottom-up, fundamental research to
identify investment opportunities. The fund aims to provide
investors with an exposure to the long-term risk premium in
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small companies and the alpha that may be generated within this
relatively inefficient asset class. The manager believes that, over
the longer term, higher returns can be expected from small cap
companies than from large cap companies. In part, this is due
to the lack of research by investment brokers into companies at
the smaller end of the market, resulting in pricing inefficiencies.
Investors|ooking to capture this small-cap risk premium will need
to accept the possibility of more volatile returnsin the short term.

The manager believes the regional multi-manager approachis
better because smaller companies are typically more affected by
country and inter-regional factorsthanindustry factors. Therefore,
Pengana has sel ected local managers with an understanding of the
markets in which they invest which the manager considersis an
advantage in identifying attractive stocks. Local managers also
make it easier to visit companies, meet senior management, and
monitor devel opments, which S& P also views positively. Another
important attribute of the underlying managersis their low level
of assets under management and their culture of performance,
rather than asset-gathering. This typically leads to investments
in boutique companies because ownership and aignment are
very important to Pengana. Within the underlying funds, there
is no distinct style bias. The underlying funds are al small-cap
portfolios, although Munros has the ahility to invest 20%-30% in
micro-cap stocks.

Nick Griffithsisthe product's portfolio manager. Joining Pengana
in 2003, he brought 14 years of asset-allocation and manager-
selection experience to the firm, gained primarily with Aon
Consulting. Mr. Griffiths is also the chief investment officer for
the Pengana group, dividing his time fairly equally between the
two roles. Mr. Griffiths is supported by a risk analyst, Alex
Harris, and an investment analyst, Tom Threlfall. Since S& P'slast
review, investment analyst, Jessica Theng, has left the firm. Ms.
Theng held a relatively junior position, joining in March 2007
and leaving in January 2009 to pursue another opportunity. Her
main role was assisting with the fund-manager research and risk-
management function, a role which Mr. Harris and Mr. Threlfall
have now assumed. Mr. Harris joined the group in mid 2008 and
Mr. Threlfall moved across from the Pengana property group.

In October 2009, Pengana appointed Greg Clarke to join the
team. He has 18 years experience in the industry, most recently
as Director of Implementation Solutions at QIC. Mr. Clarke also
has direct experience managing a globa small companies fund
and will play an important rolein the management of the fund and
development of the multi-manager business.

Mr. Griffiths also takes advice from industry contacts, third-
party consultants (CPG Research & Advisory), and internal
marketers to arrive at a recommended "long list" of suitable
managers. The consultants al so assists with on-site due diligence.
Pengana has outsourced custody and fund administration
functions to third-party provider BNP Paribas. Trading is
completed by Pengana Capital.

S& P considers the team to be adequately resourced and is
pleased with the ongoing focus on looking for new managers in
new regions and those aready covered. Remuneration aligns the
members of the team with performance and also ensures there is
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an emphasis on performance rather than asset growth, which S& P
views favourably.

Pengana's goal in the manager-search process is to find regional
specialist small-cap managers that understand their markets, have
low assets under management, have a high degree of ownership
of their funds-management business, have no distinct investment
style bias, and have demonstrated strong performance. Pengana
also looks for managers that have a disciplined fundamental-
research process, focused on stock selection in growing and strong
markets.

A disciplined approach to screening and monitoring managers
is adopted. The team will screen managers in conjunction with
externa investment consultants, Bloomberg fund search, and
other industry contacts, to arrive at a "long list" of regiona
small-cap managers. The team will then conduct returns-based
analysis on these funds using Pertrac, an off-the-shelf, hedge
fund-of-fundstool. Pengana assesses managers on the consistency
of the fund's performance over the full market cycle, on both
an absolute and relative basis. It also monitors the manager's
allocation of risk. Pengana short-lists the strongest managers and
then undertakes a due-diligence exercise, including a visit to the
fund manager's premises. The underlying managerswill bevisited
at least once a year and Mr. Griffiths may be accompanied by
externa consultants, who will also provide their assessment of
the manager's capabilities. Aside from the annua visit, Pengana
receives monthly surveillance information from the manager and
has a quarterly strategy review. Monthly information is aso
received from back-up managers and managers that the team is
monitoring, which S& P views positively.

A 10-factor ratings matrix is completed following the onsite
visit, covering corporate structure, the level of enthusiasm shown
by the manager, the valuation methodology, the manager's level
of assets under management, and its willingness to reserve future
capacity for Pengana. These criteriafocus Pengana on "boutique"
managers. S& P notes that boutique managers may reach capacity
relatively quickly if the manager is skilful at generating alpha.

Pengana currently invests in Cortina to gain U.S. small
companies exposure. Cortina invests in companies with a market
capitalisation of between US$300 million and US$2 bhillion,
focusing on companies with strong business models, cash-flow
growth, and franchise characteristics. Sparx is employed to give
the fund exposure to small to mid-sized, Japanese companies.
Sparx determines intrinsic value by assessing earnings quality,
management, and business potential. It identifies significant gaps
between intrinsic value and share price and then seeks a catalyst
to reduce the gap. Exposure to European (including U.K.) smaller
companies is gained through Munros Capital Management. This
Edinburgh-based manager is style neutral, focusing on companies
that exhibit strong cash-flow growth and have solid assets. Munros
tends to concentrate its research efforts on industries in which it
feelsit hasthe greatest competence. | n appointing these managers,
Pengana has not constrained the manager's investment approach,
apart from upper limits on country, sector, and stock holdings to
ensure diversification. Investmentsin Munros and Cortina are by
way of segregated investment contracts, whereas the investment
with Sparx isthroughits Dublin-listed pooled fund, which restricts
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any changes to the mandate. All three have daily unit-pricing,
which is preferred by the manager and investors with cash flow
reguirements.

The portfolio mandate states that the fund is constructed with
equal alocations to the U.S., Europe, and Asia. However, the
actual alocation to the Asian region is currently only in the
Japanese market. Pengana almost invested with an Asia ex Japan
manager in mid 2009 but decided against it following a key
departure. An alternate manager has now been selected for this
mandate and, at the time of writing this report, Pengana was in
the final stages of negotiating terms with them. S& P considers
that a more diversified portfolio, with the inclusion of an Asia
ex Japan mandate, would be beneficial to the end investor as it
would provide a broader regiona exposure and hopefully reduce
volatility within the portfolio. A manager will be terminated for
poor performance, if key people leave the manager, or if the
businessisunder threat, for somereason. The manager has had the
experience of transitioning a mandate in the European alocation
which was successfully completed through an in-specie transfer.

Pengana will manage the portfolio within 5% either side of
the strategic asset allocation. It rebalances monthly, which is
executed passively, where possible, using net cash flows. The
ranges provide some leeway in managing asset allocations but not
enough to detract from the performance of underlying managers,
which S& P views favourably. The manager does not take tactical
asset-allocation positions in the fund. Cash holdings are limited
to 5% for each of the underlying managers. Cash reached a peak
of more than 15% in 2009 as the manager prepared itself for
investment in a new underlying manager. A cash drag was the
result, which has had a negative impact on the fund's performance
(see under "Performance”).

Currency Management

In July 2007, Pengana changed the investment mandate to allow
the portfolio to be fully hedged back to the Australian dollar. This
change has removed the effects of foreign-currency movements
on the portfolio's total return.

Over the 12 months to June 30, 2009, the manager produced a
gross return of negative 31.1%, against its composite benchmark
return of negative 22.7%, therefore underperforming by 8.5%.
Over the same period, the MSCI World ex Australia Small Cap
Index (local currency) returned negative 24.2%.

Of the three managers, Munros was the biggest performance
detractor because of its exposure to micro-cap stocks. In the
2008 calendar year, Munros underperformed its benchmark by
6.7% and it has struggled since, underperforming the benchmark
by 13.4% for the six months to the end of June 2009. Munros
typically has 20%-30% in micro-cap stocks, which was reduced
to 10% by June 30, 2009. Munros also prefers quality stocks
that haven't performed well over the past year in a largely
speculative European small-caps market. Pengana will continue
to monitor the performance of the Europe manager and looks to
see improvements in the coming year. Cortina, the US manager,
outperformed over the past year and was the biggest contributor
to fund performance. This underlying manager is more thematic
than the other two and was quick to reposition its portfolio in 2008
to escape the worst of the decline. It managed to outperform the
benchmark after the significant sell-off of small caps in October
2008 and has remained above the benchmark to July 2009. Sparx
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underperformed its benchmark in 2008 by 4.7% following a good
year in 2007. In 2009, it has generally managed to keep pace with
the benchmark.

In June 2009, Pengana had a cash holding of 15.4% (2.6% of
which was cash held by the underlying managers) in preparation
for its investment in an Asia ex Japan manager. The investment
didn't proceed but the cash allocation remains high in expectation
that another Asia ex Japan manager will be selected. This
is inconsistent with the mandate of holding a maximum of
10% in cash, including operationa cash held by the underlying
managers. Unfortunately, as the market rallied, the manager gave
up performance because of the cash drag, which has detracted
6.6% over the 12 months to June 30, 2009.

Performance Measures

Average portfolio turnover (%) 80
Typical number of stocks in portfolio 150-200

Source: Pengana Capital Limited

Regional Exposure Versus Fund Benchmark (at June 30, 2009)

Morth &America

LK.

Europe ex. UK.

Emerging Markets ex. Asia Pacific
Aszia Pacific ex. Japan

Japan

Cash

40 5 0 5 10
Active Weight

Source: Pengana Capital Limited

Sector Exposure Versus Fund Benchmark (at June 30, 2009)

Energy

Materials

Incustrials

Consumer discretionary
Consumer staples

Health care
Financials-x-property trusts
Property trusts

Infarmation technology
Telecommunication services
Litilties

Cash

5 0 5 10 15
Active Weight

Source: Pengana Capital Limited

Pengana monitors risk through monthly telephone cals with
each of the underlying managers, who report to Pengana on
performance, risk, and any significant changesto people, process,
or portfolios. At a minimum, Pengana visits its incumbent
managers each year, and a so catches up with those on its back-up

Page 3/6



Standard & Poor's
Pengana Global Small Companies Solution

list. A monthly reconciliation of the records kept by the custodian,
the broker, and Pengana, is also conducted to ensure accounts and
holdings data are accurately and consistently recorded.

The investment-management agreements with Cortina and
Munros are by way of segregated contracts, and priced daily by
an independent custodian. The investment with Sparx isthrough a
pooled fund domiciled in Dublin to allow daily unit pricing. There
have been no issues with the pooled fund; however, Pengana is
subject to the pooled fund's investment mandate constraints, such
asrisk and return objectives. However, as Penganawas the initial
investor inthisfund, it wasinvolved in the mandate design. Pooled
fund mandate guidelines form a part of the due diligence process
and Pengana would not invest in a fund which was inconsistent
with its objectives.

Each manager is required to notify Pengana immediately if a
breach of mandate has occurred. Pengana has set country, sector,
and stock limits for each manager to ensure diversification. S& P
considers the monitoring of the managers and risk management
within Pengana as appropriate.

Pengana Capital Ltd. is a boutique organisation offering
investment capabilities in real estate, fixed income, aternative
assets, Australian equities, and global small companies funds.
Founded in 2003, Pengana is majority owned by directors and
staff. Headquartered in Sydney, it has offices in Melbourne,
London, and Chicago. Its parent, Pengana Holdings Pty Ltd.,
provides back-office and support services to its various business
units.

Pengana was established to attract investment teams and
individual s from established fund-management groups, setting up
segregated business entities under asingle holding company. This
business structure gives investment teams more time to focus
on investment issues, while the parent and third-party providers
handle compliance, reporting, legal, and accounting functions.

In May 2008, nablnvest, National Australia Bank's direct
investment management business, took a significant minority
stakein Pengana. If aliquidity event occurred (for example, if the
businessislisted or sold to athird party), the nablnvest ownership
would be diluted to one third. Pengana continuesto havethree key
equity holders; however, further rounds of equity may be offered
to employees with Pengana from time to time. As part of the
nabl nvest suite of investments, there are some marketing benefits
through the distribution team and easier access onto platforms but
Pengana is responsible for the core distribution.

Market Share

Pengana has been in existence since 2003, initially providing
a listed-property capability. It has since expanded its range of
offerings to 10 strategies and this is likely to be the limit. At
June 30, 2009, the 10 investment strategies had assets under
management of A$900 million, of which the Pengana Global
Small Companies Solution had A$25 million. Thesmall-cap client
base consists of two institutional mandates as well as a small
portion of retail money (A$2.4 million). The product is currently
available on two retail platforms.

Analyst(s): Smone Arblaster; Andrew Yap.

Release authorised by: Leanne Milton.
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objectives and its peers.

Fund Rating Philosophy

A star rating is a forward looking assessment of a manager's ability to consistently generate risk-adjusted returns (net of fees) in excess of both its relevant investment

Fund Rating Process

In assigning a star rating to a fund, Standard & Poor's evaluates: the size, skill, and stability of the manager's investment team; the clarity, implementation, and risk
management of the investment process; the fund's objectives, fee structure and portfolio characteristics; and the manager's business management.
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Fund Rating Definitions
Standard & Poor’s has very high conviction that the manager will consistently generate risk-adjusted fund returns in excess of its relevant
investment objectives and relative to its peers.
Standard & Poor’s has high conviction that the manager will consistently generate risk-adjusted fund returns in excess of its relevant investment
objectives and relative to its peers.
Standard & Poor’s has conviction that the manager will generate risk-adjusted fund returns in-line with its relevant investment objectives and
relative to its peers.
Standard & Poor’s has conviction that the manager will not generate risk-adjusted fund returns in in-line with its relevant investment objectives and
relative to its peers.
Standard & Poor’s has high conviction that the manager will not generate risk-adjusted fund returns in-line with its relevant investment objectives
and relative to its peers.
Issues that may affect the fund's management have emerged; and the fund rating is temporarily suspended, pending clarification.

ON HOLD
Significant issues exist that potentially will adversely affect the fund’s performance. Investors should consider obtaining advice on switching or
SELL redeeming funds.
Fund Rating Subscript
-NEW - The investment process, fund manager, or the fund has a relatively short history, or the analytical team has changed significantly, but a relevant

and demonstrable track record is shown on similar funds.

Disclaimer: Standard & Poor's Information Services (Australia) Pty Ltd (ABN 17 096 167 556) (Standard & Poor's) rating and other opinions are and must
be construed solely as statements of opinion and not statements of fact or recommendations to purchase, sell or hold any financial product(s). Conclusions,
ratings and opinions are reasonably held at the time of completion but subject to change without notice. Standard & Poor's assumes no obligation to update
any information following publication. No warranty, express or implied, is given or made by Standard & Poor's as to the accuracy, timeliness, completeness,
merchantability or fitness for any particular purpose of any Standard & Poor's rating, opinion or other information and Standard & Poor's will not be liable to
any party in contract or tort (including for negligence) or otherwise for any loss or damage arising as a result of any party relying on any such rating, opinion
or other information (except in so far as statutory liability cannot be excluded). Any statement of fact is based on information provided to Standard & Poor's by
our clients or obtained from sources which Standard & Poor's considers reliable. Standard & Poor's does not perform an audit in connection with any rating
and may rely on unaudited information. Because of the possibility of human or mechanical error by our sources, Standard & Poor's or others, Standard &
Poor's does not guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions or for the results
obtained from the use of such information. Readers should make their own inquiries.

Warning: Past performance is not a reliable indicator of future performance. Any express or implied Standard & Poor's rating or advice is limited to "General
Advice" and based solely on consideration of the investment merits of the financial product(s) alone. The information has not been prepared for use by retail
investors and has been prepared without taking account of any particular person's financial or investment objectives, financial situation or needs. Before acting
on any advice, any person using the advice should consider its appropriateness having regard to their own or their clients' objectives, financial situation and
needs. You should obtain a Product Disclosure Statement relating to the product and consider the statement before making any decision or recommendation
about whether to acquire the product. Each rating or other opinion must be weighed solely as one factor in any investment decision made by or on behalf of
any adviser and any such adviser must accordingly make their own assessment taking into account an individual's particular circumstances.

Disclosure: Analyst Disclosure: Analyst(s) remuneration is not linked to the rating outcome. The Analyst(s) may hold the financial product(s) referred to in a
Standard & Poor's rating or other research report but Standard & Poor's considers such holdings not to be sufficiently material to compromise the rating or
opinion. Analyst(s) holdings may change at any time. Standard & Poor's Disclosure: In the event of any person subscribing to any rated financial product(s),
such subscriptions may result in a Standard & Poor's client receiving a commission, fee or other benefit or advantage. Details of any such benefits can be
obtained from your financial adviser. Standard & Poor's itself does not receive any commission. Prior to the assignment of any rating, the fund manager or
another Standard & Poor's client agreed to pay Standard & Poor's a fee for the appraisal and rating service rendered. Standard & Poor's assigns ratings
using comprehensive and objective criteria. Standard & Poor's fee is not linked to the rating outcome. Costs incurred during the rating process, including
travel and accommodation expenses, may be paid for by the fund manager or another Standard & Poor's client to enable onsite reviews. Standard & Poor's
does not hold or have a material interest in any rated financial product(s). Standard & Poor's associates may hold rated financial product(s) but detail of
these holdings are not known to the Analyst(s).

Standard & Poor's from time-to-time provides fund managers and other clients with investment data, research software, and other financial planning services.
Standard & Poor's is a wholly owned member of The McGraw-Hill Companies, Inc, a New York Corporation. The analytic services and products provided
by Standard & Poor's and its associates are the result of separate activities in order to preserve the independence and objectivity of each analytic process.
Each analytic product or service is based on information received by the analytic group responsible for such product or service. Standard & Poor's and its
associates have established policies and procedures to maintain the confidentiality of non-public information received during each analytic process. Standard
& Poor's holds an Australian Financial Services Licence Number 258896. Please refer to Standard & Poor's Financial Services Guide for more information at
www.fundsinsights.com.au. "S&P" and "Standard & Poor's" are trademarks of The McGraw-Hill Companies, Inc. Copyright 2009 Standard & Poor's Information
Services (Australia) Pty Limited. Certain funds data contained herein may be proprietary to Morningstar, Inc.
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