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FIIG Securities Limited (‘FIIG") provides general financial product advice only. As a result, this document, and any information or advice, has been provided by FIIG without taking account of your
objectives, financial situation and needs. FIIG's AFS Licence does not authorise it to give personal advice. Because of this, you should, before acting on any advice from FIIG, consider the appropriateness
of the advice, having regard to your objectives, financial situation and needs. If this document, or any advice, relates to the acquisition, or possible acquisition, of a particular financial product, you
should obtain a product disclosure statement relating to the product and consider the statement before making any decision about whether to acquire the product. Neither FIIG, nor any of its directors,
authorised representatives, employees, or agents, makes any representation or warranty as to the reliability, accuracy, or completeness, of this document or any advice. Nor do they accept any liability
or responsibility arising in any way (including negligence) for errors in, or omissions from, this document or advice. FIIG, its staff and related parties earn fees and revenue from dealing in the securities
as principal or otherwise and may have an interest in any securities mentioned in this document. Any reference to credit ratings of companies, entities or financial products must only be relied upon by a
‘wholesale client’ as that term is defined in section 761G of the Corporations Act 2001 (Cth). FIIG strongly recommends that you seek independent accounting, financial, taxation, and legal advice,
tailored to your specific objectives, financial situation or needs, prior to making any investment decision. FIIG does not provide tax advice and is not a registered tax agent or tax (financial) advisor, nor
are any of FIIG’s staff or authorised representatives. FIIG does not make a market in the securities or products that may be referred to in this document. A copy of FIIG's current Financial Services Guide
is available at www.fiig.com.au/fsg.

An investment in notes or corporate bonds should not be compared to a bank deposit. Notes and corporate bonds have a greater risk of loss of some or all of an investor’s capital when compared to bank
deposits. Past performance of any product described on any communication from FIIG is not a reliable indication of future performance. Forecasts contained in this document are predictive in character
and based on assumptions such as a 2.5% p.a. assumed rate of inflation, foreign exchange rates or forward interest rate curves generally available at the time and no reliance should be placed on the
accuracy of any forecast information. The actual results may differ substantially from the forecasts and are subject to change without further notice. FIIG is not licensed to provide foreign exchange
hedging or deal in foreign exchange contracts services. The information in this document is strictly confidential. If you are not the intended recipient of the information contained in this document, you
may not disclose or use the information in any way. No liability is accepted for any unauthorised use of the information contained in this document. FIIG is the owner of the copyright material in this
document unless otherwise specified.
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Why invest in bonds?

"The world economy Lower for Longer
continues to be beset IMF Global GDP forecasts vs Actual
by mediocre growth” 5 0%

Christine Lagarde,
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Why invest in bonds?

“Nothing is cheap out Income, with less risk
there” Various income investments for Australian investors
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Why invest in bonds?
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Why invest in bonds?

“Every now and then

the market does US, Japanese and European equities
something so stupid 10-30% overvalued
that it takes your Market capitalisation to GDP ratio, Current vs 20yr avg
breath away” 140%
Jim Cramer 130%
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Capital structure explained

“Invest in substance
over form”

Warren Buffett

Lowest
Risk

Subordinated debt
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Bonds versus deposits

Invest in a government or

corporate including ADIs - Invest in an ADI - known term
known term
Set interest payment dates - Set interest payment dates-
quarterly of half yearly TDs pay at maturity
Repay principal at maturity Repay principal at maturity
Tradeable/ liquid Not tradeable/ illiquid

No opportunity for higher
returns
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How the capital structure translates in the market

CBA value of $100 invested on 29 December 2007
(includes dividends and franking on shares and interest payments on bonds)
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Bonds - quick facts

o Fact #1: Bonds are boring

o Fact #2: Massive market:

— $1 trillion in Australia

FIIG

Fixed Income
Experts

— Globally, larger than equities
o Fact #3: OTC, liquid market
— traded over-the-counter (OTC)
— liquid, down to $10,000 transactions

o Fact #4: capital gain or loss possible, just smaller than
equities

o Fact #5: Australia at the bottom of medal tally in bonds

— Global allocations around 40-50%, higher in
retirement

— Australian allocations lowest in the world
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Three types of bonds - Fixed rate

A fixed rate bond pays a fixed Benefits
return for the life of the bond and
is set at the time of issue:

» Deposits pay interest » Bonds outperform when

> Bonds pay coupons interest rates are declining

> Interest does not change

» Bond prices rise when yields
fall and prices fall when
yields rise
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Fixed rate bond examples

Minimum
investment
amount

Call |Maturity| Capital | Yield to | Running
date date | structure [maturity| vyield

Company

Adani Abbot Point Terminal 01/11/18 Senior debt 8.38% 6.99% $200,000
Apple Inc 28/08/19 Senior debt 2.19% 2.79% $10,000
Newcastle Coal 31/03/27 31/03/31 Senior debt 11.40% 11.72% USD100,000
Royal Women'’s Hospital 26/03/17 26/03/21 Senior debt 4.62% 6.13% $10,000
Westpac 11/02/20 Senior debt 2.68% 6.27% $100,000

Accurate as of 4 July 2016 but subject to change
All bonds listed are available to wholesale clients only
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2. Floating rate bonds — FRNs

Floating

Rate
Bond

A floating rate bond pays income Benefits

linked to a variable benchmark: > Bonds outperform when interest
» The margin over the benchmark rates are rising

is fixed and set at first issue
» Income will rise and fall over
time as the benchmark changes

> In recent times FRNs have
underperformed fixed rate bonds

» Less certainty over interest
payments

» Bond prices are more stable and
tend to stay closer to $100 face
value
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Floating rate bond examples

Minimum
investment
amount

Maturity Capital Yield to | Running
date structure | maturity

Company Call date

Suncorp Subsidiary, AAT* 18/11/2020 18/11/2040  Sub debt 4.53% 5.14% $10,000
G8 Education 03/03/2018 Senior debt  6.03% 5.92% $10,000
NAB* 28/11/2017 28/11/2022  Sub debt 2.77% 4.11% $10,000

Accurate as of 4 July 2016 but subject to change
*Available to wholesale clients only



3. Inflation linked bonds

Inflation

Linked
Bond

An inflation linked bond is a Benefits
security linked to the Consumer
Price Index or inflation:

Two main types: _
1. The capital indexed bond > Typically very long dated, so
2. The index annuity bond protective over the longer term

» Bonds outperform when inflation is
rising and high

» These bonds are the only direct
100% hedge against inflation

» Capital indexed bonds are great for
those in accumulation phase
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Inflation linked bond examples

Minimum

Maturity | Bond Capital Yield to | Running investment

Company date type structure | maturity amount

Indexed
JEM NSW Schools  15/06/2022 annuity Senior debt  4.95% 3.65% $50,000
bond

Capital
Sydney Airport 20/11/2030 indexed Senior debt  5.72% 3.16% $10,000
bond

Accurate as of 1 July 2016 but subject to change
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Sample bond portfolio

Yield to [Running| Capital

Portfolio exposure statistics

Weighted average yield to maturity 5.89%

Adani Abbot Point Terminal* 8.38%  6.99% $193,200  \Weighted average running yield el
y o o Weighted average trading margin 3.91%

Apple Inc 2.15% 2.79%  $102,004 Weighted average term to maturity 5.70

G8 Education 6.03% 5.92% $99,500 Weighted average rating # BBB+

JEM NSW Schools 4.95% 3.65%  $92,335

National Australia Bank* 2.77%  4.11%  $101,718 PROPUETSPHT

Newcastle Coal 11.40% 11.72% $141,943

RojEl BIOMEns FesplE] 462%  6.13%  $101,100

Finance & Floating

Suncorp Subsidiary, AAT* 453%  5.14%  $102,965 e

Sydney Airport Finance 5.72% 3.16%  $125,684

Westpac Banking Corporation* 2.68% 6.27%  $115,587

$1,176,036

Accurate as of 4 July 2016 but
subject to change

*Available to wholesale clients only
FIIG originated bond
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Sample cashflow

Compamy 3016 _|_sais | 017 | 2017 _

Adani Abbot Point

Terminal* 1875 18750
Apple Inc* $1,425 $1,425

G8 Education $1,486 $1,504 $1,445 $1,375
JEM NSW Schools $1,870 $1,882 $1,893 $1,905
National Australia Bank* $1,032 $1,088 $1,055 $918

Newcastle Coal

Infrastructure Group* LD, 23l L8250

R_oyal Women's Hospital $3,100 $103,100

Finance*

Suncorp Subsidiary, AAT* $1,334 $1,358 $1,348 $1,193
Sydney Airport Finance $992 $998 $1,005 $1,011
Westpac Banking $3,625 $3 625

Corporation*
$23,180 $13,579 $123,212 $13,152

Accurate as of 4 July 2016 but subject to change otal cashflows

—;AUS{? ;/0{5 A/gfli o onrs o Total cash invested -$1,190,704

vallaoie 1o wnolesaie clients only

FIIG originated bond Total cash returned $1,485,498
Net increase in cash $294,793

© 2016 FIIG Securities Limited | 17



Bottom line

Best strategy is Corporate Bonds perform better in
mg = 0 -
equities and 55% of 5 year periods over .the past 15 years
BBB Accumulation vs ASX Accumulation, 2001-2015
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