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The following is a transcript of an interview conducted by Andrew
Wong, Structured Product Analyst at Aegis. For more on Hyperion
Flagship Investments Limited {HIP) see our Listed Managed
Investments Quarterly Review at www.aer.com.au or go to the HIP

website at www.hyperionfi.com.au.

Aodrew Wong — Structured Prodoct Analyst

HIF has performed very strongly in terms of NTA
groveth in the past 12 months; however, as of 38 Juns,
the company continues fo malntain a share price
discount o NTA, What do you think have been the
factors that have led (o this discount to remain?

HIP Managing Director — Manny Pohl

The discount to NTA has been narrowing continuously
over the past 12 months after the board put an action plan
into place for this purpose. In fact, if you have a look at the
actual data for the end of July, the discount narrowed to
the poinit where it is now at a premium. The closing share
price at the end of July was 178, versus the NTA of 165 or
180 for the fully taxed version of the NTA.

Andrew Wong — Structured Prodoct Analyst
Wihat would you think would be, or have been, the
factors that have contributed to the narrowing of the

discount and then later on reverting to a premium over
RTAT

HIP Managing Director — Manny Pohl

Originally, when HIP listed on the ASX, then called Wilson
Investments Taurine Fund (WIT), it did trade at a premium
for a while. But there was a period about three years ago
when we did underperform because of the high conviction
nature of our investments. it was at that time that the
discount widened. However, since then, it's been
narfowing because firstly, the investment performance has
improved dramatically; secondly, there has been additional
broker coverage (both ABN Amro and Wilson HTM have
put out continuous broker reports on the Company}; and
thirdly, which | think is one of the more vital things, we
implemented the share buyback scheme. All these factors
have now caused the discount to disappear.

Aridrew Worig — Shructurad Product Anabyst

Would you foresse this discount fo continue 1o narrow
and revert to trade and malntain at 2 premium?

HIP Managing Director — Manny Pohi

{t's very difficult to forecast sentimerit in the market — that's
what drives the price being either at a premium or a
discount. The fully taxed NTA is the minimum fair value for
the stock and what one should theoretically pay for the
stock.

As a result of our great investment performarice, | do niot
thirik it will frade at a discount to the fully faxed NTA going
forward. Scarcity will ensure that the price will remain
above that. The exient that it exceeds the actual tax paid
NTA will deperid on the contifived good view that investors
have of the manager and at the momerit they certainly
have a positive view. So, | would be expecting some kind
of premium, but it might not always be thers. It would
depernid upon markel sentiment for growth managers and a
houtique manager like Hyperion.

Aricrew Worig — Structurad Product Anabyst

Given the share price discount to NTA previousty
evidaent around the end of June, and possibly in the
future from time fo time, will the company be buying
back any shares, and o what degrees of discount
would 8 share buyhack be triggered?

HIP hManaging Director — Manny Pohi

Thie buyback is in place for ariother 12 months and this
was niofified to the market. The range at which shares can
be bought back is dictated by the stock exchange rules,
and we have put an arm’'s length arrangement in place
with our broker, Wilson HTM, for it to stand in the market
when the shares are within that range.
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We would not buy back shares that were at a premium to
the normally taxed NTA. Certainly, the buyback would be
friggered when the price drops below the fully taxed NTA,
because we would then effectively be buying the
underlying shares at a discount fo the market.

Andrew Wong — Structured Prodoct Analyst
What significant portfolio changes have been mads In
the past 12 months?

HIP Managing Director — Manny Pohl

There haven't been any significant changes. t's been at
the margin really. We've added a couple of new stocks,
like Woltif.com, Babcock & Brown Environmental and
Woodside Petroletm.

Andraw Wong — Structured Product Analyst

Which stocks i the porifolio have performed strongly
and which have been the best portfolio dacisions
made over the past 12 months?

HIP Managing Director — Manny Pohl

Ini ferms of the fop 10 performing stocks, obviously it's the
exposure to the mining companies, and Rio {Tinto} was the
best performing investment. However, some of the smaller
companies that we bought did exiremely well for us. Seek
was the notable one while Babcock & Brown has also
added o the performarice. One investment that we've had
for a long time that continues fo perform well is Courit
Financial.

Andrew Wong — Structured Product Analyst

Which have been the worst performing stocks orworst
portfolio decisions made over the past 12 months?

HIP Managing Director — Manny Pohl

These would be the stocks in the consumer discretionary
sector of the market. Farntastic Holdings was the worst
performing investment followed by Great Southern
{Plantations} which was one that we’ve had for quite a
whiile, but recently sold. The third worst investment was
Flight Centre which we sold some time ago.

Arcdrew Worg — Shructurad Product Anabyst

What are the key sdvantages of nvesting in HIP
compared with other unlisted managed Investmentis or
LiGs?

HIP hManaging Director — Manny Pohi

Compared to other LICs, to my knowledge, we're the only
LIC that hias no management fee, only a performarnice
hased fee. In terms of style, Hyperion is a growth
manager, focused on producing alpha. We're benchmark
unaware and have an absolute return focus.

More importantly, the absolute returmn focus means that
when retail investors invast in HIP, they're getling a
manager that compares its performance to the cash rate.

We believe retail investors are interestad in the degres fo
which an equity manager is outperforming the risk-free
rate. The extent to which we perform, we get paid and if
we underperform the risk-free rate, we don't get paid at all.

Aricrew Worig — Structurad Product Anabyst

Where doss the company see a holding In HIP fitting
into an investor's portfolio?

HIP Managing Director — Manny Pohi

We are what people call a ‘satellite manager’. Investors
would typically have a portfolic with several core assets,
for example, some property, fixed interest, perhaps an
international investment and maybe some other equity
manager that was index-aligned. HIP would be added fo
give the outperformarice or the alpha.

We are about adding value over and above the index
performance. An investor would complemert us with
some kind of index manager, | would imagine.

Anddrew Wong — Structurad Product Analyst
What are the key visks with investing in HIP and what

risk controls are in place fo minbmise the impactof 3
maarkst downturn on a portfolio?
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HIP Managing Director — Manny Pohl

We think that our investors are protected against a
dowriturn by our portfolio of quality companries. In my
experience, when there is a downturn in the equity market,
there's a flight to quality. The really smart money goss into
the quality companies, and our whole approach to
investing is to identify the quality compariies. We spend
an inordinate amount of time fiftering through all the listed
companies and coming up with a portfolio of about 30
stocks that have got a stamp of quality. They have a
quality business model, they have management with a
proven track record and they are producing consistent
eamings.

So, when there is a downturn in the market, investors look
for those comparnies that have a sustainable cash flow,
sustainable earnings and clearly a competitive advantage
in the market place. All of these factors, we believe,
protect them in the downturn.

Aodrew Wong — Structured Prodoct Analyst

try that case, what would you see as the key risk in
HiF?

HIP Managing Director — Manny Pohl

The key risk would be the extent to which we get the
earnings projections wrong or we misunderstand a
business model and do riot understand some of the risks
associated with the company we're investing in. To the
extent that we get these wrong, we will get the
performance of the portfolic wrong.

If we do our homework and get the eamings projections of
the companies that we have in the portfolio right, then we
will produce excess returnis. If we get these proiections
wrong, then clearly the portfolio witl under-perform.

Aodrew Wong — Structured Product Analyst

by tarms of marke? cutlook and HIP, could vou provide
an cutiook for the Australian market over the next 12
months? How does this cullook impact the HIP
tnvestment portfolio?

HIP hManaging Director — Manny Pohi

Given the current economic and interest rate
environments, one has to assume that the equity market in
terms of vatuations is not going to see any dramatic
improvement. The PE ratios are likely to stay where they
are, and, if there is an interest rate rise, these could even
decline somewhat.

In such an environiment, the performance of a portfolio will
be driven by quality-type investments with a growing
earnings profile. Conversely, if earnings and valuations
are unichanged thien the portiolio will not show any
improvement.

The companies that we invest in are showing substantial
sarnings growth. We're a growth manager — we identify
companies that have got the ability to grow their bottom
line earnings. Ori our earnings numbers we expect the
internal rate of return from the portfolio o be in the order of
12%-13%.

Arcdrew Wong — Structurad Product Anabyst

Which sectors would HIP be Infending to overwalght
ar urderwelight over the next 12 months?

HIP Managing Director — Manny Pohi

We are a bottom-up stock picker. We buy individual
businesses. We do riot do sector allocation at all. The
sector aflocation is just a result of the quality companias
that we put together.

Andrew Worig — Structurad Product Anabyst

The LM sector tends o relatively outperform in more
bearish market envivonment as Investors switch into
more conservative, defensively orented nvestment.
How do you see the general market cutlook impacting
the seotor as a whole?

HIP Rtanaging Director — Manny Pohi

{ wouldn't say that we are currently in a bearish market, but
in a non-bullish or a neutral market that is going sideways.
investors will certainly favour the conservative LIC sector
which should see additional inflows. However, 1 think more
astute investors will be looking for those managers within
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the sector that have a quality portfolio. Looking at the
balance sheets of the stocks we have, their competitive
advaniage arnd their potential to grow earnings, thers is no
doubt that we have a quality portiolio.

Hence | would think we would get our lion’s share of the
Incremental investment doliar under such & scenaria.

Andrew Wong — Structured Prodoct Analyst

What do you think is the key tssus that investors need
to understand when nvesting v a LIC compared with
an investmant in an unlisted unit trust?

HIP Managing Director — Manny Pohi

Whien looking at LICs, one thing that is not really
understood is the comparison of a LIC with a unit trust.
Investors often compare a similar LIC with a unit trust and,
hased on the market price for a LIC or the entry and exit
prices for a unit frust, believe they would have got a betier
returnt out of the unit frust. Investors do not understand
that the LIC is a fully taxed entity versus a unit trust, which
is unfaxed. The extent to which, for example, Hyperion
Flagship Investments has outperformed the All Ordinaries
index on a NTA as well as a share price basis, means that
the investors have obtained an additional retumn to the
market fo the exient of the tax that's been paid by the LIC.

{t's a substantially better return than if investors wers in an
index fund because the index returni is a pre-tax retumi.
This pre-tax/ post-iax return is a very imporiant issue for
LIC's about which not much has been written.

In addition, there were changes made fo the tax legisiation
about two years ago, where a LIC deduction was
infroduced to level the playing fields between LICs
reporting capital gains, which are fully taxed by the LIC,
and unit trusts reporting similar gains, which are untaxed
but subject to a potential 50% deduction in the harnds of
the recipients. Whien investors get a dividend from a LIC,
as they do from Hyperion Flagship Investments, they get
the franking credit that goes with the dividend, as well as a
LIC capital deduction, which is very favourable to
investors.

END CF INTERVIEW

Aegis Equities Research Py Lid (Aegis) has faken reasonable care in publishing the information contained in this Corporate insight Release. This
information is provided in summary form ondy, and Aegis does not provide any warranties as fo its completeness or accuracy. The information is not
intended to be relied upon when making invesiment decisions as Aegis is not able to 1ake into account the personal financial objectives of each
investor. Aegis recommends that each investor consult their independent financial adviser for professional advice before making any investment
decisions. Asgis is not, in any way, responsible for any consequences of the use of this information, including consequential losses or damages
sitfered by a reader or user of the information, or any third party, as a result of that use.
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