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Australian Shares
BT Wholesale Core Australian Share Fund

Market review

The domestic equity market finished the first quarter of 2018 on a soft tone, with the S&P/ASX 300
Accumulation Index losing 3.8% over the period. Stock market performance was relatively benign over
the first two months, even though some volatility was evident in February. But it was the market’s
performance during March that really caught the market off guard. President Trump sparked fears of a
trade war after announcing the intention to impose tariffs on both aluminium and steel imports into the
US and threatened to increase tariffs of up to 25% on the US$60 billion worth of goods currently
imported from China. Whilst the response from China has to date been on a minor scale, investor
sentiment quickly wanned as a result. In addition, President Trump’s personal animosity towards
Amazon, alongside the ongoing furore over Facebook’s data security practices also led to another
round of investor jitters in the US towards the end of March, which the Australian market took leads

from to a certain degree.

Both the Resources (-4.2%) and Industrials (-3.7%) finished the quarter lower, with negative returns
recorded within most sectors. The exceptions include Health Care (+6.6%), Consumer Staples (+0.9%)
and Information Technology (+1.9%). Within Health Care, a number of sector heavyweight companies
saw their share price advance following the latest reporting season. CSL (CSL, +10.7%) released a
strong set of first half results in February, where underlying net profit was boosted by stronger growth
for its immunoglobulin, haemophilia and Seqirus products. Management also increased their full year
earnings guidance accordingly. Similarly, Resmed (RMD, +12.9%) announced its latest quarterly result
in January, which saw a 13% increase in revenue compared to the previous corresponding period, due
to stronger device sales in the US.

Turning to Consumer Staples, it was the infant formula manufacturers that continued to provide support
to the sector performance. Now a member of the top 100 index, A2 Milk (A2M, +55.5%) saw its share
price rally over the quarter reflecting a positive response to the company’s announced intentions to
expand the business into the US market. This followed a strong set of first half results released in
February due to the continuation of strong demands from China. Similarly, Bellamy’s (BAL, 89.7%)
almost doubled its share price over the quarter. It wasn’t long ago when the then embattled BAL was
trying to save itself from insolvency. The company has now entered the S&P/ASX 200 Index following
the March rebalance. On the contrary, stock performance for the two largest domestic supermarket
owners was uninspiring and both Woolworths (WOW, -2.2%) and Wesfarmers (WES, -4.1%) finished
the quarter lower. In March, Wesfarmers announced its intention to demerge Coles, which was well

received by the market. However, the challenging dynamics within the sector continue to rein in investor

sentiment.
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Finally, on the largest two sectors of the domestic market, both Materials (-3.4%) and Financials (-5.9%)
recorded losses over the quarter. The biggest performance detractor from Materials was the country’s
largest gold miner, Newcrest Mining (NCM, -13.9%). Ongoing seismic events at NCM’s Cadia mine saw
investors become wary and shift capital into other gold miners, including Evolution Mining (EVN,
+15.7%). Within Financials, the Royal Commission has completed public hearings for the first session.
There wasn’t anything particularly revealing, although it does continue to reinforce the views that the
Australian market is going to face more stringent lending standards, creating a headwind on banks'
near-term profits, and potentially causing a drag on the domestic economy. Also weighing on the
outlook for banks is the recent increase in the LIBOR spread (the difference between the LIBOR rate at
which banks source their funds, and the cash rate at which mortgage rates are based on). Taken
together, this saw the ‘big four’ finish the month in negative territory, recording losses from -3.7% (NAB)
to -8.7% (WBC).

Portfolio performance

The BT Wholesale Core Australian Share Fund returned -2.04% (post-fee, pre-tax) for the March 2018

quarter, outperforming its benchmark by 1.74%.

Contributors
Overweight Qantas Airways

Qantas Airways (+17.1%) weakened over the last half of 2017 on the combination of some technical
selling related to its exclusion form the MSCI indices as well as a higher oil price — notwithstanding that
the company hedges a substantial portion of its fuel costs. However, it bounced back in February,
posting strong revenue and profit growth, driven primarily by the domestic business. The momentum
extended into March and saw QAN finish the quarter with a double-digit gain in a down market. The key
factor here remains the discipline that both it and rival Virgin Australian (VAH) are exercising in terms of
managing capacity in the domestic market. Limited growth in capacity, coupled with moderate growth
in demand, is underpinning high yields and profitability for QAN which the company believes will go
some way to offsetting the pressure from higher fuel costs as its hedging programme rolls over. Strong
free cash flow continues to be returned to the shareholder, with management announcing $500 million
to be returned via buybacks and dividends. Despite a gain of over 53% through the past 12 months,

QAN remains among the cheaper stocks compared to both the local market and its global peer group.
Overweight Nine Entertainment

Nine Entertainment (NEC,+51.1%) released a strong set of earnings results in February, which
confirmed the company’s ability to survive in a challenging environment and serves as a prime example
of the opportunities that corporate disruption is throwing up for investors in the Australian market. We
bought NEC at a time when the market was giving up on traditional media stocks, largely on the basis
that advertising revenue was under serious pressure from online competition. The market was almost

pricing NEC for oblivion, yet we believed that management had the ability and strategy to cope via cost

control, better content, and a divestment of non-core activities to help bolster the balance sheet. NEC

Fund Manager Commentary — March Quarter 2018



has demonstrated this over the past year, culminating in a return to advertising revenue growth and
overall profitability in the most recent half. The opportunity for investors lies in the swift and strong share
price reactions that can occur when a previously abandoned company returns to favour. NEC
announced in March that it had won the television rights for Tennis Australia in a five-year deal
commencing in 2020. The price paid appears steep on face value, particularly in an environment where
sport rights have been under pressure. However, we believe that the net outcome should be positive for
NEC. While sporting rights usually act as a loss-leader for television networks, the amount that NEC is
likely to lose on the tennis is less than what they currently lose broadcasting cricket. Meanwhile, tennis
offers greater certainty of content — given the amount of days often lost to rain in cricket — and the
Australian Open is perfectly positioned leading into the TV rating seasons. It will also allow NEC to be

more selective in bidding for the more attractive parts of the rights available from Cricket Australia.
Overweight Resmed

Respiratory device manufacturer, Resmed (RMS, +12.9%), is one of our long-term holdings, and
currently it represents our largest exposure within Health Care. A good set of Q2 results across the
board was reported during January. Sales growth of the flowgen machines hasn’t decelerated; whilst
sales of the high-margin masks have also been growing at double-digit rates globally. In addition, the
distributors of RMD’s products, the durable medical equipment suppliers, are also under increasing
regulatory/compliance pressure to do more granular reporting on their patients, which underpins the
strong demand for Resmed’s products to assist in meeting these growing requirements. Being US
domiciled, Resmed will also be a beneficiary of the latest tax reform, albeit limited to the short term. The
underlying tax rate is expected to drop to 15% (from 21%) for the second half, but will revert back to
21% following the passage of anti-hybrid tax legislation in Australia. We continue to hold RMD in our

portfolio.
Overweight JB Hi-Fi

JB Hi-Fi (JBH, +6.8%) delivered a very strong first half result, particularly within the context of the
challenges facing traditional bricks-and-mortar Australian retailers from global and on-line competition
and stalled wages growth. Excluding the effect from its acquisition of the Good Guys, its Australian
stores grew sales by +7.8% for the half. The stock price oscillated over the quarter, at first reacting
positively in January to the strong December retail sales figures before declining in February as
management retained a degree of caution in their guidance for the full year, despite a result that beat
most expectations. Nevertheless, the stock price finished the quarter with a 7% gain. Whilst there is a
degree of uncertainty over the outlook for Good Guys given its relatively poor performance versus the
JB Hi-Fi branded stores, we believe that there is still scope for material improvement in the Good Guys
franchise and further realisation of synergies. We maintain our conviction that the market is under-

estimating JBH’s ability to navigate a challenging environment for traditional retailers and retain our

position.
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Detractors
A2 Milk - not held

A2 Milk (A2M, +55.5%) gained more than 50% over the quarter, which demonstrated better-than-
expected growth from its Chinese distribution and the positive response to the company’s plans to
expand its distribution in the north-eastern United States. Whilst its share price rally took a short respite
in March after its competitor, Nestle, launched an infant formula product that also uses the A2 beta-
casein protein, management at A2M was able to stifle investor jitters with some quick responses. We
have a positive view on the company and management, however we have a preference for other

growth-style stocks within our large cap portfolios, given valuation differentials.
Overweight Telstra

Telstra (TLS, -10.7%) saw its share price decline further over the quarter, reflective of ongoing concerns
around the national carrier's NBN business and news that the ACCC had commenced proceedings
against TLS in regard to its “Premium Direct Billing” which dampened investor sentiment in March. The
company delivered a result with something for the bulls and bears alike in February. The market was
not expecting anything positive from the result, however, the decline in average revenue per user
(ARPU) in its mobile business was greater than expected, as was deterioration in its fixed line business.
That said, there were one-off effects partly driving this, while the company has taken out far more cost
than was expected. All in all, we believe TLS remains cheap with an attractive yield, which limits the
downside risk. It should not take much in terms of an improvement in expectations to see a re-rating
from these levels.

Insurance Group Australia - not held

Insurance Australia Group’s (IAG, +5.2%) rallied on the back of the trading results released in February.
Net profit for the half rose by 24% and some key underlying trends turned positive for the first time in a
few halves, resulting in some small upgrades for FY18 in February. Whilst IAG gave back some of
those gains in March, it was able to finish the quarter with a positive return. However, we believe the
positive result could be largely attributed to a material proportion of one-off factors such as reserve
releases which supported the result. In addition, we believe that the insurance sector does not look
cheap at this point and there remains a significant potential for the market’s expectations to be
disappointed. The prospect of a turnaround in margins based on improved pricing remains at risk, given
the trends in claims costs and government scrutiny of premiums. As a result, we continue to avoid
holding IAG in our portfolio.

Treasury Wine Estate - not held

Treasury Wine Estate’s (TWE, +6.6%) share price advanced in the middle of January, ahead of its first-
half results released in late January. Some positives came out of the latest update, including an
increase in the company’s margins in Asia and Australia. In addition, the company recorded a one-off
tax benefit from restating its US deferred tax-liabilities. Whilst management remains upbeat on the

company’s growth prospects, we are weary of the market’s expectations that have been established,

which is reflective of the hefty valuation multiple of 37 times one year forward P/E ratio the company is
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currently trading at. Any earnings disappointment to the downside could see the stock de-rate rather

abruptly. As such, we continue to avoid holding TWE.

Strategy & outlook

The portfolio fell broadly in line with markets in March, but has performed better than the Index over a
relatively volatile quarter. Qantas and Nine Entertainment were key contributors over both the month
and quarter, while the exposure to more defensive parts of the market — via Amcor and Macquarie Atlas

— served the portfolio well during the bout of risk aversion in March.

The current environment - dominated by the tug-of-war between a strong global growth pulse on one
hand and the risk of a destabilising trade-war upon the other — is driving elevated macro-economic
uncertainty and market volatility. At the same time the shift from an era of steadily declining bond yields
to a more range-bound regime has removed the relatively stable and predictable thematic tailwind from

markets.

As a result, we believe we are in an environment where company — level factors have regained greater
significance as drivers of stock returns. Hence, the ability to identify these factors and position the
portfolio accordingly is crucial to delivering outperformance. This was well demonstrated in the first
quarter, where outperformance was helped by strong returns from Nine, Qantas and JB Hi-Fi. In each
case, it was resilience in earnings which has surprised the market and driven positive gains in an
otherwise weak market. It is also interesting to note that these stocks are continuing a rebound from a
point at which the market was implying their demise due to the emergence of disruptive competition.
New technologies and competition poses undoubted challenges to a swathe of Australian industries
and we have seen companies fail to adjust and fall by the wayside. However, the extreme swings of
sentiment driven by disruption offers the potential to make significant money for investors, as

demonstrated by these stocks.

However, exploiting disruption is not the only game in town. We continue to benefit from exposure to
growth stocks such as ResMed and Aristocrat, from our resource exposure which is primarily via BHP,
and from our more defensive positions in Amcor and Macquarie Atlas. In an environment of such
heightened uncertainty, we believe it is important to maintain a balanced portfolio construction and to
ensure that stock-level factors drive a much larger proportion of risk and return than any thematic or

sector exposures.

At this point we believe that some sort of negotiated outcome is the most likely result of the US-China
trade tension. But in the interim, both sides will bluff the other, trying to convince them that they are
willing to bear pain, so we are likely to see further provocative statements and further stock market
volatility. There is also no timetable — periodic surges of trade-related concern could persist for weeks
or even months before we see a conclusion. We remain mindful of the risk that this issue presents.

However, at this point we do not believe we are witnessing a significant threat to global trade and as

such, would treat bouts of weakness as buying opportunities.
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BT Wholesale Smaller Companies Fund

Market review

Risk appetite for equities quickly deteriorated during March as President Trump sparked fears of a trade
war by announcing the intention to impose import tariffs. The S&P/ASX Small Ordinaries Accumulation
Index declined accordingly, and after a somewhat benign January and February in terms of small cap
performance, the Index finished the quarter with a loss of 2.8%. Similar to its large cap counterpart, the
major losses in absolute return terms came from Resources (-4.5%), whereas the performance
detraction from Industrials (-2.1%) was more contained. The small cap index nevertheless outperformed
the broad market S&P/ASX 300 Accumulation Index by 1.0% over the quarter.

Within Resources, lithium stocks - the latest market darlings - all gave back some of their strong gains
over the quarter, including Pilbara Minerals (PLS, -26.0%), Galaxy Resources (GXY, -22.7%), Orocobre
(ORE, -22.8%) and Mineral Resources (MIN, -18.6%). Concerns raised around the short-term
oversupply of lithium, alongside stretched stock valuations weighed on investor sentiment — both PLS
and ORE have delivered shareholder returns of more than 90% over the past 12 months. Galaxy
Resources also had its FY17 results release in March, which was largely in-line with expectations.
Adjusted EBITDA was at $52 million; however, its EBIT line was impacted by amortisations that

resulted from the acquisition of General Mining.

Despite a weak headline return, some of the industry sectors still finished the quarter in positive
territory, including Health Care (+2.9%), Energy (+1.2%), Information Technology (+0.3%) and
Consumer Staples (+0.3%). Health Care was the largest performance contributor over the quarter,
helped by Sirtex’s (SRX, +67.9%) double-digit return. The cancer treatment specialist announced its
first half earnings in January, which rose by 16% over the prior corresponding period. More importantly,
the company received an all-cash acquisition offer from US-based company, Varian Medical Systems.
The offer represented a valuation multiple of 19x SRX’s one-year forward earnings, which somewhat
offset investor concerns related to a key medical trial. By contrast, Sigma Healthcare (SIG, -21.2%) was
the largest drag on sector performance over the quarter. Its latest trading update revealed that cost
inflation in warehousing and administration was big enough to offset the minor improvement in revenue

growth. Management also maintained its FY19 earnings guidance.

On the other side of the spectrum, Telecommunication Services (-10.3%), Financials (-10.0%) and
Materials (-6.7%) fared the worst over the quarter. The key factor for Telecommunications companies
was little sign of receding competitive intensity in the Australian mobile market after Amaysim’s (AYS,
-42.5%) earnings results came in well below market expectations. With the market volatility weighing on
some of the diversified financials, the Financials sector also incurred a double-digit loss over the
quarter. Poor stock performance from Platinum Asset Management (PTM, -22.0%) and Blue Sky
Alternative Investments (BLA, -28.5%) dragged on sector performance. PTM released its quarterly
results in February, which was followed by some broker downgrades. For BLA, the latest research

report from US hedge fund/short-seller, Glacaus, occupied the news headlines and caused jitters

amongst investors.
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Portfolio performance

The BT Wholesale Smaller Companies Fund returned 1.69% (post-fee, pre-tax) for the March 2018
guarter, outperforming the negative return of the S&P/ASX Small Ordinaries Accumulation Index by
4.48%.

Contributors

Overweight A2 Milk

A2 Milk (A2M, +55.5%) surged on its earnings result, which demonstrated better-than-expected growth
from its Chinese distribution and the positive response to the company’s plans to expand its distribution
in the North-eastern United States. We have a positive view on the company and management,
however the stock’s strong performance breached our valuation target and we used the post-result
reaction to lock in our gains and sell out of the position. We maintain exposure to the structural growth
in Chinese demand for Australasian dairy via New Zealand-listed Synlait Milk (SLM), which enjoys far

greater valuation support.

Overweight IDP Education

IDP Education (IEL, +22.5%), a company that provides university placement and English language
testing services in Australia, New Zealand, Canada and the US, delivered a well-received set of results.
Strong structural trends of students from developing nations seeking overseas tertiary education helped
underpin 18% growth in student placements. In turn, this translated to a 29% gain in revenue and 33%
gain in earnings (EBITDA) for the half (on a constant currency basis). We maintain conviction in the

stock based on a strong management team and decent organic growth opportunities.
Detractors

Underweight Bellamys Australia (BAL)

Bellamy’s Australia (BAL, +89.7%), the infant formula manufacturer which was almost bankrupt a year
ago, has made its way back after resolving the issues relating to their China Food and Drug
Administration (CFDA) license application. It has recently been included in the S&P/ASX 200 Index and
is now trading at a hefty valuation multiple of 49 times its one-year forward P/E ratio. The drag on
performance from not owning the stock was more than offset over the quarter by our position in A2 Milk
and Synlait Milk. We prefer to hold New Zealand-listed Synlait Milk (SML.NZ), which benefits from the

same strength in demand from Chinese consumers, but enjoys far greater valuation support than BAL.

Underweight Sirtex (SRX)

Sirtex (SRX, +67.9%), which designs and manufactures drugs to treat liver cancer, has had a difficult

period following the setback from a key medical trial. However, the stock price surged in January

following an all-cash takeover bid from US-listed firm, Varian Medical Systems. At this point we see
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better opportunities within the health care sector — most notably within the aged care segment via

positions such as Ryman Healthcare.

Review and outlook

The S&P/ASX Small Ordinaries Accumulation Index has held up well relative to the broader market,
down -2.29% for March and -2.79% for the March quarter, versus -3.73% and -3.78% respectively for
the broad market S&P/ASX 300 Accumulation Index. Small cap outperformance is partly explained by
the absence of the ‘big four’ banks from this market, which have endured a volatile quarter on the
commencement of the Royal Commission — and by inclusion of some of the better performing stocks in

the market, such as Bellamys Australia and Sirtex Medical.

The BT Wholesale Smaller Companies Fund has held up well amid the market’'s weakness. The Fund
outperformed in March, assisted by positions in Synlait Milk and niche financials such as Austbrokers
and OFX Group. The Fund has actually made positive gains over the quarter in a falling market. Synlait
was also a key contributor here — as well as the position in A2 Milk, which we sold following its post-

reporting surge.

The current environment - dominated by the tug-of-war between a strong global growth pulse on one
hand and the risk of a destabilising trade war on the other — is driving elevated macro-economic
uncertainty and market volatility. At this point we believe that some sort of negotiated outcome is the
most likely result of the US-China trade spat. But in the interim both sides will bluff the other, trying to
convince them that they are willing to bear pain, so we are likely to see further provocative

statements - and further stock market volatility. There is also no timetable — periodic surges of trade-
related concern could persist for weeks or even months before we see a conclusion. We remain mindful
of the risk that this issue presents; however, at this point we do not believe we are withessing a

significant threat to global trade.

The domestic economy remains reasonable, although it has not participated in the broader developed
market uptick of recent times. Nevertheless, there are pockets of growth which are offering specific
opportunities for small cap investors. We are seeing evidence of capital reinvestment into mining to
maintain existing output volumes, following a multi-year hiatus. This is providing opportunities for mining
service companies. At the same time, the raft of transport infrastructure on the eastern seaboard is also
contributing to the favourable economic activity. Outside of this, tourism, renewable energy, and niche

technology are all at an attractive point in the cycle.

We continue to take advantage of these attractive areas, focusing as always on higher quality

companies with lower risk of disruption. Our key positions are drawn from a broad range of industries

and include Cleanaway Waste Management, Bapcor, Ryman Healthcare, Eclipx Group, and Nufarm.
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International Shares

BT Concentrated Global Share Fund

Market review

Global equity markets capped off the worst quarterly performance in more than two years for the March
guarter, where investors experienced a definitive break in the buoyant market conditions that have
shaped sentiment over the past few years. Volatility made a return as uncertainties arose on the back of
rising trade tensions between US and China, with investors extrapolating the extent to which twitter-
sourced rhetoric could transpire into policy enactment. The implications of protectionist policies rattled
both developed and emerging markets, given the underlying set of commaodities — steel, aluminium,
copper and their derivatives — that are in question. This was beset against interpretations of central
bank tightening in the US and Europe, with the implications for global growth raising concerns for equity

investors.

Stocks in the US bore the brunt of the sell-off, with stocks that have been the beneficiaries of strength in
the global economy experiencing the largest falls. These included the mega-cap technology stocks
including Facebook, Apple and Alphabet (parent entity of Google). Facebook fell under particular
scrutiny following news the company had breached data security, resulting in the CEO, Mark
Zuckerberg, facing up to investors and lawmakers. Commodity-related sectors also weakened on fears
of a trade war, sending metals and soft commaodity prices into a negative trend. After a correction in
February, the S&P500 recovered its losses before reversing again to close the quarter with a return of
-0.8%, which the NASDAQ delivered a positive return of 2.3%.

The major European equity markets were not immune to the US-led global correction, which saw the
German DAX (-6.5%), the French CAC (-2.7%) and the UK FTSE100 (-8.2%) experience broad based
de-rating. The declines were despite more favourable economic indicators for the euro-area suggesting
that recovery for the region is firming. Manufacturing and service sector surveys together with labour
market data indicated continued expansion, although inflation remains benign. Notwithstanding, the
European Central Bank reaffirmed its intentions to unwind its quantitative easing program later this

year, with the caveat being that the unwind will be patient and measured.

The Asian region also followed the path of major developed markets, falling early in February before
retracing some of the losses, only to reverse on trade war fears with implications for around US$50
billion worth of imports from China. Korea, Malaysia, Thailand and Taiwan were among the better

performing equity markets while Australia and Japan were among the weakest.

The Australian dollar weakened on currency markets in February, reversing its prior month advance

against the US dollar and then weakening as commodity prices declined to close the quarter down by
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1.9% against the US dollar, 4.3% against the euro, 5.4% against the British pound and a sizeable 7.4$

against the Japanese yen.

Portfolio performance

The BT Concentrated Global Share Fund returned 2.44% (post fee, pre-tax) for the March 2018 quarter,
outperforming its benchmark by 1.65%.

Amid the share market volatility over the quarter, which saw twice the amount of trading sessions with
moves in excess of 1% than for the whole of 2017, the team retained focus on stock and sector specific
issues, spending time travelling to the US & Europe to visit a number of companies across a broad
range of sectors. With US tax reform being ratified, the overarching feedback from companies was an
increased confidence in the demand outlook. The outlook for 2018 was uniformly positive. However,
with more caution on the longer term outlook, most management personnel we spoke to were exhibiting

a degree of prudence in any plans to add capacity.

After a period of cyclically depressed volumes and volatility, our holdings in stock exchanges
outperformed this quarter. Our position in Deutsche Boerse performed particularly well, delivering a
14.3% return for the quarter, reflective of a strong quarterly result. The company beat expectations on
all fronts, with revenues, EPS and EBITDA reported ahead of market expectations. Year-to-date
average daily volumes on the Eurex, which account for around 26% of revenues, were 17% higher than
for the same period last year, with volumes in the higher margin equity index products increasing by
24% over the prior year. Guidance of at least 10% earnings growth in 2018 was also reiterated.
However, we believe guidance appears conservative, given that February’s average daily volume was
subsequently reported with an increase of 45.5% year on year and 11% higher for the month to register
the strongest monthly volume since October 2008. Deutsche Boerse has a well-diversified business
model which captures revenue streams from across the entire exchange value chain. We believe the
company is well placed to benefit from a normalisation in volumes, volatility and ultimately, higher
interest rates. We look forward to the next set of monthly trading statistics due for release at the end of

April.

After a strong quarterly report in January and an upbeat outlook for the March quarter, our holding in
Maxim Integrated Products (+15.2%) outperformed this quarter. Around 50% of Maxim’s sales are
derived from the automotive and industrial sectors which are benefiting from the structural tailwinds of
the growth in electric vehicles, as well as an increasing number of automated features in cars and
factories. Annual sales in the automotive and industrial segments grew by 25% for Maxim. An overhaul
of their distribution has also yielded results, enabling the company to penetrate the small-to-medium
enterprise segment, with sales within the segment registering an increase of 24% over the one-year

period.

US tax reform was the catalyst for an increase the company’s target pay-out ratio from 80% to 100%
and a 17% increase in their quarterly dividend. Subsequent to the quarterly result, press reports

suggested a potential interest in acquiring Maxim by Japanese semi-conductor company, Renesas. In a

press statement, Renesas announced the report to be not factually correct; however, in a sector where
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the players generally acknowledge that scale is important, we do expect consolidation to be a
continuing thematic. That being said, we are mindful of the re-rating of Maxim’s share price in recent
periods and the risk to earnings facing the company with their exposure to the lower growth smartphone

market.

Our holdings in Wells Fargo (-13.6%) underperformed this quarter, coming under further pressure in
March after it revealed that the Board, at the request of Federal Government agencies, were
undergoing a review of activities within the Wealth and Investment Management division. This review is
separate to that which is currently being undertaken into the bank’s sales practises. As detailed in our
February monthly report, whilst we are disappointed in the revelations to date which clearly point to a
need to overhaul the culture within the firm, we are cognisant of the risks associated with further
regulatory pressure and litigation. We welcome the involvement of the federal regulators, who have
forced change at both board and management levels; however, the company has also instigated a
process which we believe will ultimately result in a strengthened system of compliance, risk
management and oversight across all levels of the firm. Whilst we expect solid first quarterly results with
the reporting of steady core business trends, we also acknowledge that this will not be enough to
assuage investors. However, we do believe the company is on course to deliver improvements to
oversight and risk management, which will ultimately foster a culture within the firm that aligns with best
sustainable business practises. As long term investors we remain patient and continue to receive a 7%

annual pay-out (dividend and stock back) to wait for these changes to be implemented.

Strategy & outlook

As long term investors, our portfolio has been positioned since inception for a normalisation in interest
rates. Our investment in stock exchanges exemplifies this rationale. We regarded the sector as trading
below its intrinsic value, given cyclically depressed volumes and volatility. We also recognised that a
number of the exchanges, given their exposure to interest rate products, would benefit from a

normalisation in interest rates. We are pleased that this thesis is now playing out.

We continue to believe that in this environment, owning a select portfolio of companies is preferable to

having indiscriminate broader market exposure in order to maximise investment returns.

BT Wholesale Core Global Share Fund, managed by AQR

Market review

Global equity markets capped off the worst quarterly performance in more than two years for the March
guarter, where investors experienced a definitive break in the buoyant market conditions that have
shaped sentiment over the past few years. Volatility made a return as uncertainties arose on the back of

rising trade tensions between US and China, with investors extrapolating the extent to which twitter-

sourced rhetoric could transpire into policy enactment. The implications of protectionist policies rattled
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both developed and emerging markets, given the underlying set of commaodities — steel, aluminium,
copper and their derivatives — that are in question. This was beset against interpretations of central
bank tightening in the US and Europe, with the implications for global growth raising concerns for equity

investors.

Stocks in the US bore the brunt of the sell-off, with stocks that have been the beneficiaries of strength in
the global economy experiencing the largest falls. These included the mega-cap technology stocks
including Facebook, Apple and Alphabet (parent entity of Google). Facebook fell under particular
scrutiny following news the company had breached data security, resulting in the CEO, Mark
Zuckerberg, facing up to investors and lawmakers. Commodity-related sectors also weakened on fears
of a trade war, sending metals and soft commaodity prices into a negative trend. After a correction in
February, the S&P500 recovered its losses before reversing again to close the quarter with a return of -
0.8%, which the NASDAQ delivered a positive return of 2.3%.

The major European equity markets were not immune to the US-led global correction, which saw the
German DAX (-6.5%), the French CAC (-2.7%) and the UK FTSE100 (-8.2%) experience broad based
de-rating. The declines were despite more favourable economic indicators for the euro-area suggesting
that recovery for the region is firming. Manufacturing and service sector surveys together with labour
market data indicated continued expansion, although inflation remains benign. Notwithstanding, the
European Central Bank reaffirmed its intentions to unwind its quantitative easing program later this

year, with the caveat being that the unwind will be patient and measured.

The Asian region also followed the path of major developed markets, falling early in February before
retracing some of the losses, only to reverse on trade war fears with implications for around US$50
billion worth of imports from China. Korea, Malaysia, Thailand and Taiwan were among the better

performing equity markets while Australia and Japan were among the weakest.

The Australian dollar weakened on currency markets in February, reversing its prior month advance
against the US dollar and then weakening as commodity prices declined to close the quarter down by
1.9% against the US dollar, 4.3% against the euro, 5.4% against the British pound and a sizeable 7.4%

against the Japanese yen.

Portfolio performance

The BT Wholesale Core Global Share Fund returned 0.99% (post-fee, pre-tax) over the March 2018

quarter, outperforming its benchmark by 0.20%.

Outperformance this quarter was sourced from North America and Europe, while developed Asia

underperformed its regional benchmark over the quarter.

Thematically, the outperformance in North America was driven by momentum and quality themes,

which were offset by weakness in valuation measures. The outperformance in Europe was driven by

positive performance in valuation and indirect momentum signals. In developed Asia, the
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underperformance was due to negative performance in valuation and earnings quality signals over the

quarter.

From a stock and industry attribution perspective, both active industry tilts and intra-industry stock
selection contributed to outperformance over the quarter. At a sector level, the underweights in
Consumer Staples and Energy were the largest contributors and the overweight in Materials was the
largest detractor from active returns. Stock selection within industry groups was strongest within

Industrials and Energy over the quarter.

At a stock level, the strongest contributions to active returns came from overweight positions in: Micron
Technology Inc., a US headquartered manufacturer of semi-conductors and data storage devices; The
Boeing Company; an American multi-national aircraft manufacturer and defence contractor; and Groupe
PSA, a French multi-national motor vehicle manufacturer which sells the Peugeot, Opel and other
automobile brands. The largest detractors over the quarter were underweight positions in Netflix Inc., a
US headquartered global entertainment company; Amazon.com Inc., a US headquartered electronic
commerce and cloud computing company; together with an overweight position in Southwest Airlines

Co., a major US discount airline.

Strategy & outlook

Moving into April, the largest sector tilts are overweights in Industrials and Consumer Discretionary and
underweights in Consumer Staples and Financials. Relative to long-term allocations, we remain mildly
tilted towards higher quality companies with positive momentum and away from cheaper industry peers

in the US, Europe and Japan.

Australian Fixed Income
BT Wholesale Fixed Interest Fund

Market review

The Australian bond market realised another positive return during the first quarter of 2018. After a
notable curve steepening in January and February the curve flattened in March as long-end yields
followed offshore peers lower. Meanwhile, short-end money market yields increased substantially on
the back of the BBSW-OIS spread widening, which was led by US money market developments.
Meanwhile, the Reserve Bank of Australia (RBA) left rates on hold during the quarter, with upbeat
commentary on the labour market moderated by expectations for a gradual improvement. The Board’s
overall message suggested a bias to remain firmly on hold for the near-term. Fourth quarter GDP rose
by a lower-than-expected 0.4% quarterly growth rate, although weakness was more in exports which
should bounce back. Jobs growth was constructive but marred by weak wage growth and a rising

participation rate. Leading indicators were mixed, with business confidence falling but the current

conditions index improving (to a record 21) and consumer confidence roughly flat. In terms of market
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movements, the Australian 10 year yield fell by four basis points (bp) to 2.61% and the three-year yield
receded by 3bp to 2.11%, while 90 day BBSW added 23bp to 2.03%. The Australian dollar was

dragged 1.4% lower, reflective of a fall in bulk commodity prices and trade war concerns.

Portfolio performance

The BT Wholesale Fixed Interest Fund returned 0.98% over the March 2018 quarter (post-fees, pre-

tax), outperforming its benchmark by 0.11%.

The portfolio’s alpha overlay added to performance, however, the Duration and Yield Curve strategies
were the main contributors, while the Foreign Exchange and macro strategies detracted. Gains in the
Duration strategy were sourced from long duration positions in Europe, Japan and New Zealand. Within
the Yield Curve strategy, gains were mainly sourced from steepening positions in the US and New

Zealand.

The Government bond component marginally underperformed its benchmark, with the Duration strategy
detracting from performance. Losses in the Duration strategy were from a short duration position in the
long end of the Australian curve. The Cross Market strategy added to performance from an Australia
versus New Zealand position. Performance from the Yield Curve and Relative Value strategies were

roughly flat over the quarter.

Finally, the Credit component outperformed its benchmark. Positive performance came from an

overweight in infrastructure and utilities sector paper.

Strategy & outlook

The Reserve Bank of Australia’s Statement on Monetary Policy, released in February, reflected
forecasts that indicate that monetary policy is most likely on hold for the remainder of the year. No
economic data released during March is likely to have changed their view, although first quarter inflation
data to be released in April will provide a clearer picture of the inflation environment. The Reserve Bank
of Australia has left the cash rate unchanged since August 2016. We question whether monetary policy
settings need to be as stimulatory now, despite the current lack of inflationary pressures. The Reserve
Bank of Australia have however talked down the prospect of any near term policy tightening and appear

to be on hold for most, if not all, of 2018.

International Fixed Income
BT Wholesale Global Fixed Interest Fund

Market review

Global bond curves flattened in March after steepening earlier in the quarter. US short-end money

market yields increased sharply in March on the back of the LIBOR-OIS spread widening. This was
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attributed to Trump tax reforms and the increased supply of T-Bills as well as repatriation resulting in
US money market fund outflows. Trump policies made additional headlines with the announcement of
protectionist trade measures, which weighed on investor sentiment. Risk appetite was dampened
further by rising diplomatic tensions with Russia and data breaches at social media giant, Facebook.
Also in the US, the US Federal Reserve (Fed) hiked its target rate by 0.25% with a positive outlook
offered by recently-inducted Chair Jerome Powell. This was echoed in economic indicators like the US
Institute of Supply Management Manufacturing Survey rising to 60.8. Wage growth was also strong,
which stoked higher inflation and rates expectations and in turn, sparked a surge in broader market
volatility. These US-centric developments largely overshadowed news elsewhere, including a hung
parliament in Italy and the European Central Bank’s (ECB) decision to leave policy unchanged. By

guarter-end, US 10-year yields rose by 33bp to 2.74% and the two-year maturity added 38bp to 2.27%.

Portfolio performance

The BT Wholesale Global Fixed Interest Fund returned 0.31% over the March 2018 quarter (post-fees,

pre-tax), underperforming its benchmark by 0.12%.

Over the period, the Yield Curve and Duration strategies contributed, while the Foreign Exchange and
Macro strategies detracted and Relative Value and Cross-Market strategies had a relatively neutral

impact.

A number of steepener positions drove performance in the Yield Curve strategy. These were across
several regions including New Zealand, the US, Europe and Japan. The largest gains were generated

in January and from the NZ position as long-end yields rose substantially.

The Duration strategy also benefited from NZ positioning as a long NZ front-end trade contributed
positively in both January and February as local data disappointed. Other long duration positions in

Europe, Sweden, Japan and the US contributed to a strong performance in March.

The Foreign Exchange strategy detracted, predominantly from losses in March as the US$ weakened,
causing losses on a number of long positions. In developed markets, this included long US$ versus the
Euro, NZ$ and A$. While in emerging markets, long positions were held against the Indian Rupee,

Indonesian Rupiah and Renminbi.

The Macro strategy was the second largest detractor. Alongside the significant swings in credit spreads
during the quarter, the CDS positions also experienced large performance changes. After a widening in
February, these positions performed well, but reversed as spreads tightened and risk sentiment

recovered sharply.

Finally, the Relative Value strategy realised positive performance early in the quarter on a US two-year

invoice spread position, but was later offset by losses to finish roughly flat. The Cross-Market strategy

was also flat with all positions closed in February.
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Strategy & outlook

A lot has happened over the last three months, some developments have been obvious (US tax reform)
and others less so (LIBOR-OIS), and a lot is still going on (threat of trade wars, another tech wreck). As
at month end, equity markets sit uncomfortably on long-term support lines that are turning out to be a lot
less supportive than investors have been used to. Those who turn to bonds for shelter are faced with
the added challenge of uncertain correlations. We think economic fundamentals are good but not that
good, valuations are over their skis, and the technicals are a total mess. A healthy valuation reset for
risk assets is in order, one that need not employ any recessionary or crisis-like assumptions. Faced with
a new reality where central banks are taking away the punch bowl, one thing is for sure: this is the year

that volatility moves higher.

Credit
BT Wholesale Enhanced Credit Fund

Market review

Credit spreads experienced a small widening over the quarter. This was predominantly due to weaker
global risk appetite. A number of concerns weighed on investor sentiment during the period. In February
this included higher inflation and yield expectations, sparked by stronger US wage figures. This led to a
surge in market volatility. Later in the quarter, trade war fears were stoked by a number of new Trump
protectionist policy proposals. Geopolitical risks were also compounded by rising diplomatic tensions
with Russia. Beyond these political developments, the Fed raised rates alongside an upbeat outlook
from recently-inducted Chair Jerome Powell. Earnings seasons in the US and Europe were also strong

overall and reflected solid corporate fundamentals.

From an issuance perspective, January and February were relatively strong compared with prior years.
However, March issuance was unseasonably low as corporates held back amid the softer risk

environment.

The Australian iTraxx Index (Series 28 contract) traded in a wide 16bp range, finishing the quarter 3bps
wider to +61bps. The new Series 29 closed at +70bps. Physical credit spreads were generally 7 bps
wider, with the best performing sectors being supra-nationals and REITs that only widened 3 and 4bps,
respectively whilst the worst performing sectors were domestic banks, industrials and offshore banks
which experienced widening of 11, 9 and 9bps, respectively. Semi-government bond spreads also

underperformed, widening 6bp to government bonds over the quarter.

Portfolio performance

The BT Wholesale Enhanced Credit Fund returned 0.79% over the March 2018 quarter (post-fees, pre-

tax) outperforming its benchmark by 0.07%.
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Positive performance came from overweights in infrastructure and utilities sector paper. The positive
performance was partly offset by Supra-nationals and offshore European financials performing strongly,

whilst the Fund held short to index positions.

Activity over the quarter included acquiring utility, infrastructure and bank bonds.

Strategy & outlook

Our Macro credit view is neutral. Whilst we continue to remain cautiously constructive on a fundamental
basis, we acknowledge risks have increased due to increasing volatility across markets. Volatility has
risen as expectations have changed on the future US rate outlook as well as geopolitical developments

including trade war fears.

During 2018 it is expected there will be further central bank cash rate increases in the US and the
reduction of quantitative easing by the European Central Bank (ECB). Market price dislocations will
likely occur if expectations of central bank actions and emerging economic growth, inflation and labour

data fail to align with market positioning.

Exogenous factors that could impact credit markets include geopolitical risks emanating from the US,
Middle East or China.

Balancing these risks are solid corporate fundamentals and hence, we are constructive on investment
grade credit. Balance sheets are generally strong and earnings are improving, as evidenced by a solid
corporate earnings seasons in Australia, the US and Europe. Further, Australian domestic issuers have
not increased balance sheet leverage over many years. The major Australian banks have stronger

capital ratios than in previous years and should support domestic financial stability.

Domestically, we expect the Australian economy to exhibit improving growth which has been more
balanced in recent years. However, weak wage growth could continue to dampen overall domestic
demand and housing appears to be softening. As such, we continue to recommend a defensive
approach, with any overweights in operationally resilient sectors such as Utilities and Infrastructure that

provide higher yields than index returns.

Cash
BT Wholesale Managed Cash and BT Wholesale Enhanced Cash Funds

Market review

Australian bonds suffered alongside a broader global sell-off in March. However, the local market was
supported to some extent as expectations for an RBA rate hike were pushed back to early 2019. As the

central bank did not meet during the month this was shaped in part by the fourth quarter CPI report

released at the end of the month. The Board’s preferred measure of inflation, the trimmed mean, rose a
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softer-than-expected 0.40% over the quarter. The headline rate increased 0.6% quarter-on-quarter with

the main contributors coming from fresh food, fuel and tobacco.

Other economic releases over the month were more constructive. This included the fastest monthly
increase in retail sales for five years (+1.2%), which benefited from one-off factors including the new
iPhone model release and the Black Friday shopping period. Other leading indicators also improved
including business confidence (+7 to +11) and consumer confidence (103.3 to 105.1 — a four year high).
Employment data was reasonable with 34.7K jobs added (mostly in part-time). An increase in the
participation rate to a seven year high of 65.7% caused the unemployment rate to tick 0.10% higher to
5.50%.

Looking abroad, the Federal Reserve left rates unchanged at their March gathering, but offered a more
upbeat outlook for inflation. Economic data for the US was mixed with weaker-than-expected payrolls
and fourth quarter GDP. In contrast, leading indicators like the ISM manufacturing survey ticked higher

as did the Conference Board gauge of consumer confidence.

In Europe, the ECB left its policy settings unchanged and noted that while broader economic data
continued to improve a stronger inflation pulse remained absent. President Draghi also added that a
rate hike would be unlikely over 2018 and that the Euro’s recent appreciation could complicate the
outlook. Economic data was stronger across the board with a 1.5% jump in retail sales, 0.5 point
increase in the Composite PMI, a 17 year high for sentiment and a 0.10% fall in the unemployment rate.

Meanwhile in Asia, China recorded a healthy 6.8% GDP growth rate for 2017. However, other gauges
of economic activity recorded slower paces of growth including industrial profits and retail sales. The

pace of imports also slowed notably at only +4.5% with sharp declines in crude oil, coal and iron ore.

Finally in terms of market movements, the Australian curve steepened with the 3 year yield increasing
2bps to 2.16%, while the 10 year rose 16bps to 2.81%. Meanwhile at the front-end, the 90 day BBSW
fell 2bps to 1.78%. US yields experienced a more significant increase with the 2 year adding 26bps to
2.14% and the 10 year by 30bps to 2.71%. This saw the AU-US 10 year spread fall to an 18 year low of
10bp. At the same time, the Australian dollar strengthened by +3.7% against its US counterpart, which
was due in part to broad US dollar weakness and a more upbeat Australian outlook. Iron ore also
gained with a 4.8% increase, as did WTI with an impressive 7.1% rally on expectations of OPEC supply

cuts being maintained and stronger demand.

Portfolio performance

Managed Cash

The BT Wholesale Managed Cash Fund returned 0.44% over the March 2018 quarter (post-fee, pre-

tax), outperforming the benchmark return by 0.01%.

The Fund has outperformed its benchmark for the quarter and over the past 12 months. With a higher
running yield than the Index, the Fund remains well positioned to outperform. Themes and credit

exposure remain consistent with prior quarters, with excess spread from A-1 rated issuers likely to be

the main driver of outperformance. The Fund ended the quarter with a weighted average maturity of 59
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days (maximum limit of 70 days). Yields further along the curve continue to offer better relative value
and the weighted average maturity has consistently been longer than benchmark for this reason. With
longer dated yields offering better value and with RBA monetary policy tightening a distant prospect, we
will remain positioned longer than benchmark duration. The Fund is well positioned to continue to

outperform its benchmark.
Enhanced Cash

The BT Wholesale Enhanced Cash Fund returned 0.57% over the March 2018 quarter (post-fee, pre-

tax), outperforming its benchmark by 0.14%.

The portfolio had a strong quarter of relative performance. Positive performance came from Industrials,
Financials, Infrastructure, RMBS and Utilities sectors. The portfolio has outperformed its benchmark by

1.29% over the past 12 months.

Activity during the quarter included reducing exposure to Banks, Infrastructure, Utilities and Industrial

sectors whilst increasing the portfolio’s cash weighting.

As at the end of the quarter, the portfolio had a credit spread of 57bps over bank bills, interest rate

duration of 0.16 years and credit spread duration of 1.43 years.

Strategy & outlook

The Reserve Bank of Australia’s Statement on Monetary Policy, released in February, reflects forecasts
that indicate that monetary policy is most likely on hold for the remainder of the year. No economic data
released during March is likely to have changed their view, although first quarter inflation data to be
released in April will provide a clearer picture of the inflation environment. The Reserve Bank of
Australia has left the cash rate unchanged since August 2016. We question whether monetary policy
settings need to be as stimulatory now, despite the current lack of inflationary pressures. The Reserve
Bank of Australia have however talked down the prospect of any near term policy tightening and appear

to be on hold for most, if not all, of 2018.

Australian Property
BT Wholesale Property Securities Fund

Market review

The A-REIT sector generated a total return of -6.4% for the March 2018 quarter, underperforming the
broader market which declined by 3.9%. Globally, REITs declined by 5.3% (in A$ hedged terms) for the

quarter, with US REITs among the worst performers (-8.0%) and Japan (+6.6%) was the best

performing market.

Fund Manager Commentary — March Quarter 2018




The best-performing A-REIT over the quarter was Cromwell Property Group (+7.5%) as a result of a
major South African investor, Redefine Properties, selling a majority interest in the stock to Singapore-
based ARA Asset management. Other REITs that performed well include National Storage REIT
(+2.3%) and Goodman Group (+0.1%). Underperformers over the quarter included Abacus Property
Group (-13.7%) and Vicinity Centres (-11.4%).

It was a volatile quarter for equity markets, with the S&P500 virtually flat over the period, but is 9%
lower since its peak in late January 2018. The US Federal Reserve lifted rates over the quarter, with the
Fed Fund Rate now 1.50-1.75%. US 10-year bond yield rose by 33 basis points (bp) to close at 2.73%.
The US unemployment rate was steady at 4.1% - a 17-year low - and inflation continues to be benign at
an annual growth rate of 1.6%. The Reserve Bank of Australia left the cash rate unchanged at 1.5%
over the quarter. The unemployment rate increased marginally to 5.6%, explained by a slight uptick in
the participation rate. The 10-year bond yield eased 4bp over the quarter and closed at 2.59%, while
the Australian dollar rose to a peak of around US$0.81 against the US dollar before easing back to be

down 1.9%for the quarter.

It was a quieter quarter for corporate activity among A-REITs. Mirvac Group, Dexus Property Group and
Lend Lease all announced stock buybacks; however, Vicinity Centres and Investa Office chose not to
continue buy backs. Vicinity Centres revalued its portfolio for the period which showed that Chadstone
had been revalued on a cap rate of 3.75%, down 50bp, with the total value of the centre now at A$6
billion. The balance of the revaluations were mixed, with outlet centres performing well as cap rates
compressed by 26bp to 6.03%; however, Roselands (Sydney) and Galleria (Perth) were down 10.8%
and 4.1%, respectively. We are beginning to see a bifurcation in regional mall valuations, with the better
positioned, stronger centres leaving the stagnating marginal regionals behind. Our concerns are

growing in relation to the sustainability of rents (and asset values) at lower level and mid quality malls.

Portfolio performance

The BT Wholesale Property Securities Fund returned -6.57% for the March 2018 quarter (post-fee, pre-

tax), underperforming its benchmark by 0.38%.

The portfolio’s performance was assisted by overweight positions in Arena REIT and Aveo Group and
underweight positions in Vicinity Centres, Abacus Property Group and GPT Group. However,
overweight positions in Lifestyle Communities and underweight positions in Crowmell Property Group,

Shopping Centres Australia and National Storage detracted from performance.

Strategy & outlook

The A-REIT sector is now priced on an FY18 dividend yield of 5.5%, a P/E ratio of 15.0 times and an
11% premium to net tangible assets (NTA), slightly below its long-term average of 15%. Cap rates will
likely compress further in the next reporting period (on the back of recent transaction evidence), but

asset valuation uplift thereafter will depend on income growth and tenancy retention. Balance sheets

are stable, with the sector’s average gearing level at 29%.
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International Property

BT Wholesale Global Property Securities Fund, managed by AEW

Market Review (in US$)

For the quarter ended 31 March, 2018, performance of the global property securities market (on an ex-
Australia basis) as measured by the FTSE EPRA/NAREIT Developed Index returned -4.1%. North
America (-7.5%) was the weakest performing region, followed by Europe (-0.8%), while Asia Pacific
(+2.0%) was a positive performer. Results in Europe were mixed. Israel (-14.5%) was the weakest
performer, followed by Italy (-10.5%) and Finland (-9.3%). Conversely, notable positive performers
within the region included Spain (+12.2%), Austria (+6.7%), and Switzerland (+2.1%). In Asia Pacific,
results were similarly mixed across the region. Japan (+7.3%) was a positive performer, while
Singapore (-0.1%), New Zealand (-3.3%), and Hong Kong (-3.6%) were negative performers. Within
North America, the US and Canada returned 7.8% and 1.9%, respectively.

Portfolio performance

The BT Wholesale Global Property Securities Fund returned -5.19% for the March 2018 quarter (post-

fee, pre-tax) underperforming the benchmark return by 0.05%.
North America

The North America portfolio returned -7.59% (before fees and taxes) for the March quarter, lagging the
FTSE EPRA/NAREIT North America Index by 13 basis points. Underperformance relative to the
benchmark was driven by negative stock selection results, which were partially offset by positive sector
allocation results. In terms of stock selection, results were weakest in the Health Care, Diversified, and
Office sectors and were strongest in the Shopping Centre, Industrial, and Hotel sectors. Regarding
sector allocation, positive results were attributable to the portfolio’s underweight to the underperforming
Health Care, Triple Net Lease, and Shopping Centre sectors. Moreover, the portfolio’s small cash
position was also a notable contributor given the regional benchmark’s negative absolute performance
for the quarter. Among the portfolio’s holdings, top individual contributors to relative performance
included overweight positions in the outperforming Extended Stay America (STAY), Rexford Industrial
Realty (REXR), and CubeSmart (CUBE). Detractors most notably included overweight positions in the
underperforming Gramercy Property Trust (GPT) and Empire State Realty Trust Class A (ESRT), and a

lack of exposure to the outperforming Essex Property Trust (ESS).
Europe

The Europe portfolio returned 0.36% (before fees and taxes) for the March quarter, exceeding the
FTSE EPRA/NAREIT Developed Europe Index by 109 basis points. Outperformance relative to the

benchmark was attributable to positive stock selection results, which were partially offset by negative
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country allocation results. In terms of stock selection, results were strongest in the United Kingdom,
Sweden, and Germany and were weakest in France, Spain, and Norway. Regarding country allocation,
negative results were driven by the portfolio’s overweight to the underperforming Norway as well an
underweight to the outperforming Austria and Switzerland. Conversely, the portfolio’s small cash
position was a notable contributor to relative performance in light of the regional benchmark’s negative
absolute performance for the quarter. Among the portfolio’s holdings, major contributors to relative
performance included overweight positions in the outperforming Segro PLC (United Kingdom) and
Merlin Properties Socimi SA (Spain), and a lack of exposure to the underperforming Intu Properties
PLC (United Kingdom). Detractors most notably included an overweight position in the underperforming
Entra ASA (Norway) and a lack of exposure to the outperforming Inmobiliaria Colonial S.A. (Spain) and
Swiss Prime Site AG (Switzerland).

Asia

The Asia portfolio returned 1.22% (before fees and taxes) for the quarter, trailing the regional EPRA
benchmark by 78 basis points. Underperformance relative to the benchmark was attributable to both
negative stock selection and negative country allocation results. In terms of stock selection, results
were negative in Japan, Singapore, and Hong Kong. Regarding country allocation, negative results
were largely driven by the portfolio’s underweight to the outperforming Japan. Moreover, the portfolio’s
small cash position was a notable detractor, given the regional benchmark’s positive absolute
performance for the quarter. Among the portfolio’s holdings, top contributors to relative performance
included overweight positions in the outperforming Nippon Building Fund (Japan) and Sumitomo Realty
& Development (Japan), and an underweight position in the underperforming New World Development
(Hong Kong). Detractors most notably included a lack of exposure to the outperforming Orix J-REIT
(Japan) and United Urban Investment (Japan), as well an underweight to the outperforming Japan
Prime Realty Investment (Japan).

Active Balanced

BT Wholesale Active Balanced Fund

Global equity markets capped off the worst quarterly performance in more than two years for the March
quarter, where investors experienced a definitive break in the buoyant market conditions that have
shaped sentiment over the past few years. Volatility made a return as uncertainties arose on the back of
rising trade tensions between US and China, with investors extrapolating the extent to which twitter-
sourced rhetoric could transpire into policy enactment. The implications of protectionist policies rattled
both developed and emerging markets, given the underlying set of commodities — steel, aluminium,
copper and their derivatives — that are in question. This was beset against interpretations of central

bank tightening in the US and Europe, with the implications for global growth raising concerns for equity

investors.
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Stocks in the US bore the brunt of the sell-off, with stocks that have been the beneficiaries of strength
in the global economy experiencing the largest falls. These included the mega-cap technology stocks
including Facebook, Apple and Alphabet (parent entity of Google). Facebook fell under particular
scrutiny following news the company had breached data security, resulting in the CEO, Mark
Zuckerberg, facing up to investors and lawmakers. Commodity-related sectors also weakened on fears
of a trade war, sending metals and soft commodity prices into a negative trend. After a correction in
February, the S&P500 recovered its losses before reversing again to close the quarter with a return of -
0.8%, which the NASDAQ delivered a positive return of 2.3%.

The major European equity markets were not immune to the US-led global correction, which saw the
German DAX (-6.5%), the French CAC (-2.7%) and the UK FTSE100 (-8.2%) experience broad based
de-rating. The declines were despite more favourable economic indicators for the euro-area suggesting
that recovery for the region is firming. Manufacturing and service sector surveys together with labour
market data indicated continued expansion, although inflation remains benign. Notwithstanding, the
European Central Bank reaffirmed its intentions to unwind its quantitative easing program later this

year, with the caveat being that the unwind will be patient and measured.

The Asian region also followed the path of major developed markets, falling early in February before
retracing some of the losses, only to reverse on trade war fears with implications for around US$50
billion worth of imports from China. Korea, Malaysia, Thailand and Taiwan were among the better

performing equity markets while Australia and Japan were among the weakest.

The domestic equity market finished the first quarter of 2018 on a soft tone, with the S&P/ASX 300
Accumulation Index losing 3.8% over the period. Stock market performance was relatively benign over
the first two months, even though some volatility was evident in February. But it was the market’s
performance during March that really caught the market off guard. President Trump sparked fears of a
trade war after announcing the intention to impose tariffs on both aluminium and steel imports into the
US and threatened to increase tariffs of up to 25% on the US$60 billion worth of goods currently
imported from China. Whilst the response from China has to date been on a minor scale, investor
sentiment quickly wanned as a result. In addition, President Trump’s personal animosity towards
Amazon, alongside the ongoing furore over Facebook’s data security practices also led to another
round of investor jitters in the US towards the end of March, which the Australian market took leads

from to a certain degree.

Both the Resources (-4.2%) and Industrials (-3.7%) finished the quarter lower, with negative returns
recorded within most sectors. The exceptions include Health Care (+6.6%), Consumer Staples (+0.9%)
and Information Technology (+1.9%). Within Health Care, a number of sector heavyweight companies
saw their share price advance following the latest reporting season. The largest two sectors of the

domestic market, Materials (-3.4%) and Financials (-5.9%) recorded losses over the quarter.

The Australian bond market realised another positive return during the first quarter of 2018. After a

notable curve steepening in January and February the curve flattened in March as long-end yields
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followed offshore peers lower. Meanwhile, short-end money market yields increased substantially on
the back of the BBSW-OIS spread widening, which was led by US money market developments.
Meanwhile, the Reserve Bank of Australia (RBA) left rates on hold during the quarter, with upbeat
commentary on the labour market moderated by expectations for a gradual improvement. The Board’s
overall message suggested a bias to remain firmly on hold for the near-term. Fourth quarter GDP rose
by a lower-than-expected 0.4% quarterly growth rate, although weakness was more in exports which
should bounce back. Jobs growth was constructive but marred by weak wage growth and a rising
participation rate. Leading indicators were mixed, with business confidence falling but the current
conditions index improving (to a record 21) and consumer confidence roughly flat. In terms of market
movements, the Australian 10 year yield fell to 2.61% and the three-year yield receded by 3 basis
points (bp) to 2.11%, while 90 day BBSW added 23bp to 2.03%. The Australian dollar was dragged
1.4% lower, reflective of a fall in bulk commodity prices and trade war concerns.

Global bond curves flattened in March after steepening earlier in the quarter. US short-end money
market yields increased sharply in March on the back of the LIBOR-OIS spread widening. This was
attributed to Trump tax reforms and the increased supply of T-Bills as well as repatriation resulting in
US money market fund outflows. Trump policies made additional headlines with the announcement of
protectionist trade measures, which weighed on investor sentiment. Risk appetite was dampened
further by rising diplomatic tensions with Russia and data breaches at social media giant, Facebook.
Also in the US, the US Federal Reserve (Fed) hiked its target rate by 0.25% with a positive outlook
offered by recently-inducted Chair Jerome Powell. This was echoed in economic indicators like the US
Institute of Supply Management Manufacturing Survey rising to 60.8. Wage growth was also strong,
which stoked higher inflation and rates expectations and in turn, sparked a surge in broader market
volatility. These US-centric developments largely overshadowed news elsewhere, including a hung
parliament in Italy and the European Central Bank’s (ECB) decision to leave policy unchanged. By
quarter-end, US 10-year yields rose by 33bp to 2.74% and the two-year maturity added 38bp to 2.27%.

The Australian dollar weakened on currency markets in February, reversing its prior month advance
against the US dollar and then weakening as commodity prices declined to close the quarter down by
1.9% against the US dollar, 4.3% against the euro, 5.4% against the British pound and a sizeable 7.4%
against the Japanese yen.

Portfolio performance

The BT Wholesale Active Balanced Fund returned -1.58% (post-fee, pre-tax) for the March 2018

quarter, underperforming its benchmark by 0.32%.

The Fund’s underperformance over the March quarter was impacted by negative returns from equity
markets, although a weaker Australian dollar, particularly against the US dollar, euro and British pound,

reversed some of the negative return impact from overseas equities for Australian investors. Most of the

detraction came from Australian equities, consistent with the Fund’s large weighting to this asset class.
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At a Fund level, the performance impacts were distributed between asset allocation and manager

selection outcomes. Exposure to alternatives delivered a negative return this quarter.

Tactical asset allocation contributions were driven by the Fund’s overweight exposure to Australian and

global equities and an underweight to Australian and international fixed income.

The key factors influencing our active management returns were strong stock selection outcomes within
the active Australian equities component. Within this segment, significant contributions were sourced
from overweight positions in Qantas, Nine Entertainment, Resmed together with exposure to small caps
which outperformed the broader market. Partially offsetting these contributions was an overweight

position in Telstra.

Our Alternatives portfolio detracted from returns this quarter, whereby with three of the eight sub-
strategies contributed positively to active returns, while four detracted from returns. The Alternatives
strategy delivered a total return (before fees) of -1.93% vs a cash return of 0.43%. The Global Macro
strategy made a positive contribution with good performance from the equity and commodity based
Relative Value strategies, while detractions were registered from the Equity Market Neutral, Managed
Futures and Dedicated Short Bias strategies. Within the Dedicated Short Bias strategy, a minor loss
came from the directional short equities component of the strategy in falling equity markets, although
the bulk of the underperformance was attributable to the market-neutral stock portfolio, where investor
sentiment and management underperformed over the quarter. Within Managed Futures, trend-following
underperformed due to losses within equity and fixed income markets, which outweighed gains from

positioning with currency and commodity markets.

In relation to our tactical positioning within alternatives, our long position in managed futures detracted
from returns, while within commodities the main contribution came from a long position in crude oil,
while a small short volatility position detracted from returns, which has now moved to a long position.
During March we closed long bond positions in Australia, the US and Germany.

Strategy and Outlook

The current environment - dominated by the tug-of-war between a strong global growth pulse on one
hand and the risk of a destabilising trade-war upon the other — is driving elevated macro-economic
uncertainty and market volatility. At the same time the shift from an era of steadily declining bond yields
to a more range-bound regime has removed the relatively stable and predictable thematic tailwind from

markets.

At this point we believe that some sort of negotiated outcome is the most likely result of the US-China
trade tension. But in the interim, both sides will bluff the other, trying to convince them that they are
willing to bear pain, so we are likely to see further provocative statements and further stock market

volatility. There is also no timetable — periodic surges of trade-related concern could persist for weeks

or even months before we see a conclusion. We remain mindful of the risk that this issue presents.
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However, at this point we do not believe we are witnessing a significant threat to global trade and as

such, would treat bouts of weakness as buying opportunities.

We are maintaining a bias towards growth assets and have reduced exposure to fixed income in March.
We recognise the inherent uncertainty of financial markets and continue to hold a broad range of

diversifying exposures to defensive and alternatives assets to preserve capital and diversify the asset

base.
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1Month 3 Months 6 Months FYTD 1year 2 Years 3 Years 5 Years Since

(%)
(pa) (pa) (pa) (pa) Incp. (pa)

Australian Shares - All Cap
BT Wholesale Core Australian Share Fund APIR - RFA0818AU
Total Return (post-fee, pre-tax) -3.70 -2.04 544 7.33 747 12.25 4.70 8.89 9.90
Total Return (pre-fee, pre-tax) -3.63 -185 5.88 7.98 8.33 B4 553 9.76 10.91
Benchmark -3.73 -3.78 3.67 450 2.86 nz1 3.92 7.62 9.78
BT Wholesale Imputation Fund APIR - RFA0103AU
Total Return (post-fee, pre-tax) -3.69 -2.69 3.37 458 3.64 10.49 259 6.99 931
Total Return (pre-fee, pre-tax) -3.62 -2.47 3.83 5.29 4.58 148 3.51 7.95 10.33
Benchmark -3.73 -3.78 3.67 450 2.86 121 3.92 762 8.47
BT Wholesale Focus Australian Share Fund APIR - RFAO059AU
Total Return (post-fee, pre-tax) -3.55 -0.98 6.72 8.31 9.46 1441 6.60 1106 9.18
Total Return (pre-fee, pre-tax) -3.45 -0.31 7.66 9.59 149 15.90 7.90 12.24 10.32
Benchmark -3.73 -3.78 3.67 4.50 2.86 121 3.92 7.62 7.7
BT Wholesale Ethical Share Fund APIR - RFAO0025AU
Total Return (post-fee, pre-tax) -3.85 -2.25 531 7.4 7.08 ».15 470 9.05 8.45
Total Return (pre-fee, pre-tax) -3.78 -2.02 5.81 791 8.10 13.21 5.69 10.09 951
Benchmark -3.73 -3.78 3.67 4.50 2.86 nz1 3.92 7.62 7.82
Australian Shares - Mid Cap
BT Wholesale MidCap Fund APIR - BTAO0313AU
Total Return (post-fee, pre-tax) -191 051 12.78 16.67 20.74 18.10 12.90 14.92 10.86
Total Return (pre-fee, pre-tax) -160 155 14.09 18.58 23.00 .74 1441 16.73 B.7
Benchmark -2.83 -2.69 957 10.68 14.00 16.06 1134 12.09 5.74
Australian Shares - Small Cap
BT Wholesale Smaller Companies Fund APIR - RFA0819AU
Total Return (post-fee, pre-tax) -0.62 169 2.0 18.07 18.46 14.05 ».15 10.51 13.32
Total Return (pre-fee, pre-tax) -0.52 199 12.80 .17 19.93 15.46 13.55 1189 1461
Benchmark -2.29 -2.79 10.52 15.39 14.99 14.33 10.67 6.45 7.76
Australian Shares - Micro Cap
BT Wholesale MicroCap Opportunities Fund APIR - RFAO061AU
Total Return (post-fee, pre-tax) -190 -2.24 8.39 16.10 18.89 19.43 16.36 18.33 18.66
Total Return (pre-fee, pre-tax) -181 -195 8.43 7. 2124 2198 19.05 22.86 23.94
Benchmark -2.29 -2.79 10.52 15.39 14.99 14.33 10.67 6.45 3.04
International Shares
BT Wholesale Core Global Share Fund APIR - RFA0821AU
Total Return (post-fee, pre-tax) -0.70 0.99 6.77 10.20 14.34 14.00 7.37 16.84 5.84
Total Return (pre-fee, pre-tax) -0.62 123 7.29 11.00 1543 15.08 8.39 17.96 7.00
Benchmark -0.53 0.79 6.65 9.35 13.31 14.43 7.96 16.96 7.26
BT Global Emerging M arkets Opportunities Fund - Wholesale APIR - BTA0419AU
Total Return (post-fee, pre-tax) 0.13 -0.85 6.26 144 19.68 19.23 7.04 12.86 n74
Total Return (pre-fee, pre-tax) 0.23 -0.49 7.00 1258 2131 20.88 8.54 1459 13.96
Benchmark -0.30 341 146 17.56 24.25 2118 8.66 nes 198
BT Concentrated Global Share Fund APIR - BTAO0503AU
Total Return (post-fee, pre-tax) -0.43 2.44 8.88 12.06 w71 N/A N/A N/A 16.16
Total Return (pre-fee, pre-tax) -0.32 276 9.56 B.1 19.18 N/A N/A N/A 7.61
Benchmark -0.53 0.79 6.65 9.35 13.31 N/A N/A N/A 13.24
Property
BT Wholesale Property Securities Fund APIR - BTAO061AU
Total Return (post-fee, pre-tax) -0.14 -6.57 0.85 2.30 -0.78 3.24 5.36 10.26 7.9
Total Return (pre-fee, pre-tax) -0.08 -6.42 118 281 -0.12 3.92 6.04 10.98 8.00
Benchmark 0.1 -6.19 112 3.08 -0.07 3.07 578 10.79 7.08
BT Wholesale Global Property Securities Fund APIR - RFA0051AU
Total Return (post-fee, pre-tax) 2.39 -5.19 -2.07 -0.63 212 225 162 6.86 8.86
Total Return (pre-fee, pre-tax) 247 -4.98 -161 0.06 3.07 3.19 256 7.85 9.85
Benchmark 251 -5.24 -2.00 -100 143 2.60 177 7.04 8.59
Fixed Interest
BT Wholesale Fixed Interest Fund APIR - RFA0813AU
Total Return (post-fee, pre-tax) 0.67 0.98 196 192 291 2.16 126 3.83 6.41
Total Return (pre-fee, pre-tax) 0.71 110 221 2.30 343 2.67 176 4.35 6.97
Benchmark 0.84 0.87 232 2.25 3.28 2.69 2.45 4.30 6.64
BT Wholesale Global Fixed Interest Fund APIR - RFA0032AU
Total Return (post-fee, pre-tax) 115 0.31 0.70 124 21 124 148 381 6.04
Total Return (pre-fee, pre-tax) 119 0.45 0.96 165 2.65 178 2.02 4.36 6.62
Benchmark 126 0.43 128 194 297 192 3.01 4.68 6.96
BT Wholesale Enhanced Credit Fund APIR - RFAO100AU
Total Return (post-fee, pre-tax) 0.40 0.79 21 2.70 3.67 3.58 3.02 456 5.76
Total Return (pre-fee, pre-tax) 043 0.90 233 3.05 4.13 4.05 3.49 5.03 6.28
Benchmark 041 0.72 2.02 257 3.64 351 3.01 454 5.86
Cash & Income
BT Wholesale Enhanced Cash Fund APIR - WFSO0377AU
Total Return (post-fee, pre-tax) 0.10 057 131 2.16 2.89 2.98 2.68 291 4.95
Total Return (pre-fee, pre-tax) 0.12 0.63 144 235 3.15 3.24 293 3.7 5.29
Benchmark 0.14 043 0.85 129 173 183 197 228 4.89
BT Wholesale Managed Cash Fund APIR - WFS0245AU
Total Return (post-fee, pre-tax) 0.15 0.44 0.88 133 178 189 2.00 2.26 6.46
Total Return (pre-fee, pre-tax) 0.7 0.49 0.99 150 201 21 222 249 6.76
Benchmark 0.14 0.43 0.85 129 173 183 197 2.28 6.53
BT Wholesale Monthly Income Plus Fund APIR - BTAO0318AU
Total Return (post-fee, pre-tax) -0.02 0.05 292 3.85 4.69 434 3.27 475 552
Total Return (pre-fee, pre-tax) 0.04 0.21 3.26 435 537 5.02 3.95 5.44 6.18
Benchmark 0.13 0.37 0.75 1B 151 157 173 2.06 2.94
Diversified
BT Wholesale Active Balanced Fund APIR - RFAO815AU
Total Return (post-fee, pre-tax) -150 -158 3.72 5.93 7.06 8.68 4.5 8.53 7.64
Total Return (pre-fee, pre-tax) -143 -135 4.22 6.69 8.08 9.71 514 9.56 8.71
Benchmark -130 -126 3.59 4.92 541 8.63 4.85 8.10 7.44
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All returns calculated by BT Investment Management (Fund Services) Limited, A BILLION 13 161 249 332, AFSL 431426 (BTIM).
No part of this Fund Manager Commentary (Commentary) is to be circulated without this page attached.

This Commentary is dated 18 April 2018 and has been prepared by BTIM. The information in this Commentary is for general
information only and should not be considered as a comprehensive statement on any of the matters described and should not be
relied upon as such. The information contained in this Commentary June contain material provided directly by third parties and is
believed to be accurate at its issue date. While such material is published with necessary permission, neither BTIM nor any
company in the BTIM Group of companies accepts any responsibility for the accuracy or completeness of this information or
otherwise endorses or accepts any responsibility for this information. Except where contrary to law, BTIM intends by this notice to
exclude liability for this material.

This Commentary has been prepared without taking into account your objectives, financial situation or needs. Furthermore, it is not
intended to be relied upon for the purpose of making investment decisions and is not a replacement of the requirement for individual
research or professional tax advice. Because of this, before acting on this information, you should seek independent financial and
taxation advice to determine its appropriateness having regard to your individual objectives, financial situation and needs.

BTIM does not give any warranty as to the accuracy, reliability or completeness of the information contained in this Commentary.
This Commentary is not to be published without the prior written consent of BTIM.

Performance data (post-fee) assumes reinvestment of distributions and is calculated using exit prices, net of management costs.
Performance data (pre-fee) is calculated by adding back management costs to the (post-fee) performance. Past performance is not
a reliable indicator of future performance. The term ‘benchmark’ refers to the index or measurements used by an investment
manager to assess the relative risk and the performance of an investment portfolio.

BTIM is the issuer of the following products:

= BT Wholesale Core Australian Share Fund ARSN 089 935 964
= BT Wholesale Smaller Companies Fund ARSN 089 939 328

= BT Concentrated Global Share Fund ARSN 613 608 085

= BT Wholesale Core Global Share Fund# ARSN 089 938 492

= BT Wholesale Global Fixed Interest Fund ARSN 099 567 558

= BT Wholesale Enhanced Credit Fund ARSN 089 937 815

= BT Wholesale Fixed Interest Fund ARSN 089 939 542

= BT Wholesale Property Investment Fund ARSN 089 939 819

= BT Wholesale Global Property Securities Fund ARSN 108 227 005
= BT Wholesale Managed Cash Fund ARSN 088 832 491

= BT Wholesale Enhanced Cash Fund ARSN 088 863 469

= BT Wholesale Active Balanced Fund ARSN 088 251 496

A product disclosure statement (PDS) is available for each of the above products and can be obtained by contacting BTIM on 1800
813 886, or by visiting btim.com.au. You should consider the relevant PDS in deciding whether to acquire, or to continue to hold, the
product. BT® is a registered trade mark of BT Financial Group Pty Ltd and is used under licence.

# AQR began managing international equity for BT Financial Group in June 2006.



http://www.btim.com.au/

