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Long Short Equity Fund
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Fund Objectives

The NAOS Long Short Equity Fund provides 130/30 (long/short) exposure to the
domestic equity markets with a large cap bias. The fund maintains a minimum 70%
long exposure whilst also providing alpha generation through its ability to hold a
15% ex-ASX300 position. The fund uses a unique five step investment process that
places a strong emphasis on industry dynamics and the management capabilities of
investment opportunities coupled with macroeconomic and fundamental themes.

“Our policy is to concentrate holdings...When we are convinced as to
attractiveness, we believe in buying worthwhile amounts”.

-Warren Buffet, 1978, Berkshire Hathaway, Letter to Shareholders
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Past performance is not necessarily indicative of future performance.
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Economic Commentary

More of the same occurred throughout December in the global macro landscape with the
Eurozone again dominating headlines and overshadowing encouraging developments
elsewhere in the world. Concerns about Greece were put to the sidelines as fresh worries
about French banks, Spanish bonds and the reluctance of the Germans were all features
amongst the global headlines during December.

With a high conviction coordinated response from policy makers is yet to fully materialise,
central banks were again doing their part to help stimulate global economies. The ECB
increased liquidity across the Eurozone via unlimited 3yr bank funding, the Chinese cut its
reserve requirement ratios (RRR) by 0.5% and other central banks coordinated a reduction in
USD swap rates.

December saw important pockets of economic data strengthen. German unemployment
levels are the lowest in 20years whilst US manufacturing index data was also strong. Many
believe the recent string of much needed market interventions have seen a bottom created in
this global downturn as evident by improving data. Further Eurozone intervention will still be
required to really kick-start growth and encourage investors back into the markets.

Commodities again followed the trends set by global macro news flow. Gold & silver both
trended down whilst copper prices rose to end the year as stockpiles were lower. Oil had a
volatile month on the back of Middle Eastern political tensions however threats to supply
ensured it ended the month at $100/bbl.

Below is a chart detailing yearly returns for key global equity indices, with the All Ordinaries
Index underperforming its global peers.
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Domestic Market Commentary

The Australian equity markets were driven by macroeconomic news flow that
predominantly excluded the Australian economy. As global financial markets have
become more and more intertwined the Australian equity markets are reacting to
overseas news flow irrespective of its relative importantly to the Australian economy. As
the Australian indices have become more resourced biased over the last 5+, it has led to
these indices trading in a higher beta fashion and more like an emerging economy with
a heavy resource focus, such as Brazil. 2011 was a clear example of this as the All
Ordinaries Index returned -15.18% which underperformed the German Stock Exchange
(DAX) which was down -14.69% (despite all the Eurozone issues) and significantly
underperformed the Dow Jones Index which had positive return of 5.53%.

The negative news flow that has consistently barraged equity markets in Australia
resulted in a significant drop in investor confidence. This ‘risk off’ strategy that meant
small cap equities were sold off on low volumes, regardless of stock/sector
fundamentals. Many institutional investors have been forced to sell stocks due to large
redemptions and many private investors have been forced to sell equities to de-
leverage their personal balance sheets.

For the month of December the All Ordinaries Accumulation Index returned -1.57% and
the Small Ordinaries Accumulation Index returned -4.30%. Amongst the ASX200 the best
performing sectors relative to the benchmark were Telecommunications (+40%) &
Utilities (+20%), whilst the worst relative performing sectors in the ASX200 were Energy
& Materials, adversely effected by falling commodity prices.

The RBA again cut rates in December by 0.25% for the second time in as many months.
The official cash rate now sits at 4.25%. Market expectations are shifting to further cuts
in the 1Q 2012 to reflect the slowing global momentum of 2H 2011 and the effect on
the domestic economy.

The AUD drifted against a strengthening USD but continued its meteoric rise of late
against the EUR (see below) and the GBP.
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