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Investment Manager Insight August Review 201

Dear Investor,

The market was confined to a trading range throughout much of August and will probably continue to be so until
a final outcome is known with regard to the election. Investors are also concerned over the economic recovery
in the US and the potential for a double dip. Much uncommitted cash remains on the sidelines as we head into
September, a month with a long history of being volatile.

Despite widespread pervading bearish sentiment (not dissimilar to March 2009), we are nearly fully committed
in terms of our cash levels, and see attractive value in the market at present. It is our view that the market
could rally strongly into the end of the year. There are bullish factors which are supportive of this, such as the
continuing strong economic data surrounding the Australian economy, the sharp uptick in the mergers and
acquisitions cycle, and the fact that most investors now appear to be underinvested. The gloom appears to be
more than in the price so to speak.

Fat Prophets Mining and Resources — Model Portfolio

Gold continues to play a major theme in this portfolio despite us recently having taken some profits. We believe
the precious metal will continue to rally alongside recovering stock markets as long as public debt remains
elevated. Debt monetisation is likely to remain a feature of the global economy for many years to come and
this underpins our thesis on gold. We have recently added Azumah Resources to the model. Azumah Resources
is an emerging gold play in West Africa that in our view ‘ticks all the boxes’. We are not only attracted to the
size and quality of resource but also the value proposition in terms of market cap relative to resource size
versus its peers. We suspect that we may be seeing a world class project in the making, plus it certainly has
some ‘nearology’ as well, with its close proximity to known world class gold deposits.

Fat Prophets Concentrated Australian Share — ModePortfolio

This portfolio has benefited recently from its strategic exposure to soft commodities. There are surprisingly few
options in the listed space to gain exposure to these commodities; the funds’ exposure is via Graincorp and the
less well known Maryborough Sugar. Recent floods in Pakistan and widespread fire damage to crops in Russia has
prompted a rally in the soft commodity prices. This has taken place alongside increasing M&A activity with AWB
being bid for by Canadian giants Agrium Inc and as a result a withdrawal of its’ merger proposal with Graincorp.
We continue to like this space longer term. Elsewhere, M2 Telecommunications has been an excellent performer
of late despite Telstra having slashed its prices on many of its products; this will not affect M2 as they are a
reseller of both Telstra and Optus. We see more growth to come, along with a 7% dividend yield and a low
double digit earnings multiple.
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Fat Prophets Australian Share Income — Model Portfoo

Our focus on value and yield has drawn our attention recently to the infrastructure space. Many companies in
this area possess world class assets and post the GFC have significantly improved capital structures. We look for
dividends that are covered by operating cash flow and not debt as being the key to sustainability. Although in
many cases these are regulated assets such as gas pipelines, they do provide some growth over and above
inflation. Moreover the multiples we are paying for these unique assets are in our view very reasonable. We
have recently added to positions in APA and MAP, and maintain our existing overweight position in Transurban,
which recently benefited from takeover activity in the sector by Canadian pension funds. Cash levels are
temporarily high in the model as a result of Westpac Office takeover by Mirvac.

Angus Geddes and Steve O’Hanna

Fat Prophets Fund Management Australia

Issued by Fat Prophets Funds Management Australia Pty Limited ACN 112 466 887, AFS Licence No 284171 (‘Fat Prophets’). The Fat Prophets Separately Managed Account is
marketed and distributed by Fat Prophets. BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFS Licence No 230523 (‘BlackRock’) is the issuer and
Responsible Entity of the Fat Prophets Separately Managed Account. Fat Prophets is not the issuer of the Fat Prophets Separately Managed Account. Fat Prophets markets and
distributes the Fat Prophets Separately Managed Account under an agreement with BlackRock. Fat Prophets is not an agent of BlackRock, and has no authority to bind or make
statements on behalf of BlackRock or any of its related entities. All offers to invest in the Fat Prophets Separately Managed Account are made in the Fat Prophets Separately
Managed Account Product Disclosure Statement (‘PDS’) dated 14 May 2008. You should consider the PDS in deciding whether to invest, or continue to invest in the Fat Prophets
Separately Managed Account. Fat Prophets is the Model Portfolio Manager of the Model Portfolios referred to in this document. Fat Prophets, its officers, employees and agents
believe that the information in this document is correct at the time of compilation, but no warranty of accuracy or reliability or reliability is given and no responsibility arising in
any other way for errors or omissions (including responsibility to any person by reason of negligence) is accepted by Fat Prophets, its officers, employees or agents. This
document contains general information only and is not intended to represent investment or professional advice. Fat Prophets is only licensed to give general financial product
advice and is therefore unable to provide investors with personal financial advice which takes into account their particular financial circumstance, requirements or goals. No
guarantee as to the capital value of investments in the Model Portfolios nor future returns is made by Fat Prophets.

Past performance is no indicator of future performance. Long term performance shows the potential volatility of returns over time. The value of investments and the income
from them can fall as well as rise and is not guaranteed. You may not get back the amount originally invested. Fluctuations may be particularly marked in the case of a higher
volatility investment strategy and the value of the investment may fall suddenly and substantially. In the case of investment models portfolio composition and performance,
have been based on theoretical tracking of the model portfolio. Please note that actual portfolios may not perform in the same manner as the models depicted in this document,
depending on your personal Portfolio and any customisations. All performance is shown as gross fees, and do not take tax positions into account. Rounding in the data may result
in minor variations.
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