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Is It Time To Invest In The Great Australian Dream?

COVID-19 has posed an incredible challenge to the Australian economy. However the response from government and the
Reserve Bank of Australia has been unprecedented, in terms of its scale and speed. In the early months of COVID-19, the
JobKeeper, JobSeeker and early release of superannuation schemes provided much needed support to the Australian
economy. More recently, Federal and State Government attention has narrowed to specific sectors. The highly cyclical
housing construction sector has been one of the largest recipients of fiscal stimulus in recent months, with initiatives to date
including:

e The HomeBuilder Grant: $25,000 grants for owner-occupiers who build new homes or substantially renovate existing
homes. The grants are limited in terms of recipient income ($125,000 for individuals and $200,000 for couples) and in
terms of value (projects between $150,000 to $750,000 or new properties with values below $750,000). The grant is
expected to cost $680m.

e Western Australian Government initiatives: a $125m package which provides an additional $20,000 for applicants
who build new homes on vacant land or purchase new homes off the plan. The scheme is not means tested and has no
property value cap. Western Australia’s 75% stamp duty rebate (capped at $25,000) has also been expanded to multi-
tiered developments already in construction.

¢ Queensland Government initiatives: a $15,000 grant program for any first home buyer purchasing a new home valued
at less than $750,000 and an additional $5,000 grant for buyers of an owner-occupied new home valued up to $750,000
in a regional location.

e Tasmanian Government initiatives: the existing $20,000 first home owners grant has been expanded to all Tasmanian
owner-occupiers.

e Victorian Government initiatives: the Victorian Treasurer has indicated an intention to announce a housing stimulus
package. He has said “fo be frank, | think our efforts are going to be of a substantially larger quantum [than HomeBuilder] .

e New South Wales Government initiatives: the Planning System Acceleration Program announced to fast-track State
Government project approvals. The program has included residential/housing projects.

o Social Housing: Social housing developments have been announced across multiple states.

o Stamp Duty: The New South Wales and Victorian Governments have shown interest in replacing stamp duty with a land
tax, although it is currently unclear whether such a large reform will be achievable without Federal Government support.

All else equal, these initiatives are extremely positive for the housing market. But their impact needs to be considered in the
context of other relevant variables such as:

e COVID-19 related macroeconomic shocks

e Monetary conditions

o Credit availability

¢ Housing affordability

e Immigration

o Lags between housing approvals, housing starts and housing completions

Given the interaction of the above factors, it is impossible to predict the short-term outlook for Australia’s housing construction
market with precision. Nevertheless, this newsletter will consider how the Australian market has reacted following past major
housing stimulus packages in order to review whether it can be concluded that these measures are likely to have a meaningful
impact on construction activity.
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1987: Reinstatement Of Negative Gearing

In July 1985, the Hawke Labor Government abolished negative gearing for all future rental property investors. In September
1987, soon after a federal election, this position was reversed and negative gearing was reinstated, as indicated by the red
bar in the chart below. By November 1988, housing approvals were up 40% on the prior year. Housing approvals remained
elevated for approximately two years, peaking at ~189,000 in May 1989, after bottoming at ~122,000 in 1987.

Dwelling Approvals Before And After Reinstatement Of Negative Gearing
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2000: Introduction Of First Home Owners Grant

In July 2000, the Howard Liberal Government introduced a $7,000 First Home Owners Grant to offset the effect of the GST
on home ownership. This initiative was not enough to prevent a subsequent decline in housing approvals over the following
year, before a sharp rebound in activity thereafter.

Dwelling Approvals Before And After First Home Owners Grant
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2008: Doubling Of First Home Owners Grant

In October 2008, the Rudd Labor Government expanded the First Home Owners Grant in response to the Global Financial
Crisis. The First Home Owners Grant was doubled to $14,000 for established homes, and tripled to $21,000 for newly
constructed homes. Housing approvals continued to decline until mid-2009, followed by strong growth as Australia emerged
from the slowdown.
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Dwelling Approvals Before And After First Home Owners Grant Doubled
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2012-2013: State-based First Home Owners Grants
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In 2012-2013, various states introduced $7,000-15,000 First Home Owners Grants in response to housing affordability
concerns. Queensland added a grant in August 2011 (tweaked in October 2012), New South Wales did so in October 2012,
Victoria likewise in July 2013 and Western Australia followed in September 2013. As evidenced in the charts below, the
introduction of the schemes was broadly accompanied by an increase in housing approvals in subsequent years.

QLD Housing Approvals Before And After State First Home Owners Grant
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VIC Housing Approvals Before And After State First Home Owners Grant
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WA Housing Approvals Before And After State First Home Owners Grant
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A look at past initiatives does not provide a comprehensive conclusion as to the likely effect of current stimulus. Each of the
above stimulus packages was accompanied by its own set of unique circumstances. But it seems reasonable to conclude
that housing stimulus has seen an improvement in housing approvals over the medium term. In the immediate future, the
impact appears to depend on other factors already at play, which is not surprising given that each of these stimulus packages
has been introduced in response to softening, or potential softening, in the economy or the housing market.

How can we apply these observations to the current housing construction market?

Dwelling Approvals - Recent Trends
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There are two reasons to be optimistic. First, the Australian housing market has been soft for a number of years and appeared
to have been bottoming prior to COVID-19. Housing approvals are currently ~174,000, relative to a peak of 243,000 in 2016.
This means Australia’s current housing approvals number is below Australia’s 1989 level, even though the population in 1989
was only 17 million compared to 25 million today. Secondly, the quantum and number of stimulus packages announced
exceeds most historical precedents.

It might be reasonable to expect that the introduction of further government support is likely to drive an increase in housing
construction activity over the medium term. Anecdotal evidence supports this proposition, with a number of property
developers noting an immediate increase in new home sales following the recent announcements of housing stimulus.
Whether this lift in sales is sustained and therefore leads to an increase in housing starts is to be seen. However, given many
companies exposed to residential construction currently trade at heavily discounted valuations, we expect the sector to offer
some compelling opportunities for long term investors.

Chart Sources: Australian Bureau of Statistics, Auscap
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Auscap Long Short Australian Equities Fund

Fund Performance* Fund Exposures
Period Auscap All Ords May 2020 Average % NAV Positions
May 2020 14.6% 5.0% Gross Long 116.5% 37
Financial Year To Date (24.0)% (9.3)% Gross Short 16.0% 6
Since Inception 106.1% 77.2% Gross Total 132.5% 43
Annualised Returns 10.1% 7.9% Net / Beta Adjusted Net 100.5% 121.7%
Portfolio Commentary Sector Exposure - May 2020
The Fund returned 14.6% net of fees during May 2020. This ¢ mmunication _
compares with the All Ordinaries Accumulation Index return Services
of 5.0%. Average gross capital employed by the Fund was Consumer
|
116.5% long and 16.0% short. Average net exposure over Discretionary
the month was 100.5%. Over the month the Fund had on c
average 37 long positions and 6 short positions. The Fund’s g?asslzser u
biggest exposures over the month were spread across the
real estate, consumer  discretionary, financials, Energy
communication services and materials sectors.
Financials I
Top 10 Investments”
Adelaide Brighton Nick Scali Healthcare n
AP Eagers Nine Entertainment . -
Industrials
GDI Property Group Super Retail Group
M e G o ) Information |
acquarie roup Unibail-Rodamco-Westfield Technology
Mineral Resources Virgin Money UK
e i Materials A
. . |
Fund Financial Year Returns* Real Estate
FY13 19.7% FY17 8.0% -
Utilities
FY14 46.0% FY18 12.7%
FY15 16.8% FY19 (9.2)% ASX200 Index
FY16 20.1% FY20 (vto) (24.0)% -20% -10% 0% 10% 20% 30% 40%

* Performance figures are calculated for the lead series net of all fees and expenses assuming the reinvestment of all distributions. Past performance is not a reliable indicator
of future performance.
A Top 10 long investments in alphabetical order as at 31 May 2020.
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Disclaimer

This newsletter contains performance figures and information in relation to the Auscap Long Short Australian Equities Fund ARSN 615 542 213 (Fund) from inception of the
Fund. The actual performance for your account will be provided in your monthly statement. Actual performance may differ for investments made in different classes or at
different times throughout the year. This newsletter is intended to provide general background information only. It is not a Product Disclosure Statement under the Corporations
Act 2001 (Cth), nor does it constitute investment, tax, legal or any other form of advice or recommendation to be relied upon when making an investment or other decision. The
content of this document does not constitute an offer or solicitation to subscribe for units in the Fund or an offer to buy or sell any financial product. Past performance is not a
reliable indicator of future performance. While all reasonable care has been taken to ensure that the information in this document is complete and correct, no representation or
warranty is given as to the accuracy of any of the information provided, including any forecasts. To the maximum extent permitted by law, Auscap Asset Management Limited
ACN 158929 143 AFSL 428014, its related bodies corporate, directors, employees and representatives are not liable and take no responsibility for the accuracy or completeness
of this document. No investment in the Fund should be made without fully reviewing the information, the disclosures and the disclaimers contained in the relevant disclosure
document, a copy of which is available at www.auscapam.com, or any supplement to that document and obtaining investment, legal, tax and accounting advice appropriate to
your circumstances. You are receiving this newsletter because we hold personal information about you, namely your contact details. You should view Auscap's Privacy Policy
to understand how your personal information will be used and processed. No part of this material may be reproduced or disclosed, in whole or in part, without the prior written
consent of Auscap Asset Management Limited.

Hong Kong

This newsletter has not been reviewed or approved by any regulatory authority in Hong Kong. This newsletter does not constitute an offer or invitation to the public in Hong
Kong to acquire the units in the Fund. Accordingly, unless permitted by the securities laws of Hong Kong, no person may issue or have in its possession for the purposes of
issue, this newsletter or any advertisement, invitation or document relating to the units in the Fund, whether in Hong Kong or elsewhere, which is directed at, or the contents of
which are likely to be accessed or read by, the public in Hong Kong other than in relation to the units of the Fund that are intended to be disposed of only to persons outside
Hong Kong or only to “professional investors” (as such term is defined in the Securities and Futures Ordinance of Hong Kong (Cap. 571) and the subsidiary legislation made
thereunder).

Singapore

This newsletter is being furnished to you on the basis that you are an “institutional investor” (as defined in the Securities and Futures Act (Chapter 289) of Singapore) and on
a confidential basis, solely for your information. This newsletter may not be reproduced, disclosed, or distributed to any other person in Singapore. Auscap Asset Management
Limited, as the responsible entity and manager for the Fund has not taken any steps to ensure that the capital markets products referred to in this newsletter are suitable for
any particular investor, and will not treat recipients as its customers by virtue of their receiving this document.

This newsletter has not been, and will not be, registered as a prospectus with the Monetary Authority of Singapore and this newsletter is not intended to constitute an offering,
and is not regulated by any financial supervisory authority pursuant to any legislation in Singapore. The investments or services referred to in this newsletter may not be suitable
for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services. Nothing in this document
constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise
constitutes a personal recommendation to you.

United Kingdom

This newsletter may be distributed in the United Kingdom only to persons who: (i) have professional experience in matters relating to investments in accordance with Article 19
of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (“FPO’); or (i) to whom this document may otherwise be lawfully distributed
(all such persons together being referred to as “Relevant Persons”). This newsletter is only directed at, or available to, Relevant Persons and must not be acted on or relied on
by persons who are not Relevant Persons. Any investment or investment activity to which this document relates is available only to, and will be engaged in only with, Relevant
Persons.

United States

This newsletter may not be distributed in the United States and does not constitute an offer to sell, or a solicitation of an offer to buy, securities in the United States. Any
securities described in this newsletter have not been, and will not be, registered under the US Securities Act of 1933 and may not be offered or sold in the United States except
in transactions exempt from the registration of the US Securities Act, the US Investment Company Act of 1940 and applicable US state securities laws.

If you do not currently receive the Auscap Newsletter automatically, we invite you to register. To register please go to the website
www.auscapam.com and follow the registration link on the home page. Interested investors can download a copy of the PDS for the Auscap Long Short
Australian Equities Fund at www.auscapam.com/auscap-fund/pds. We welcome any feedback, comments or enquiries. Please direct them to

info@auscapam.com.

Auscap Asset Management Limited Service Providers

ACN 158 929 143 AFSL 428014 Email: info@auscapam.com Prime Brokerage: Citi Global Markets Tax & Audit: Ernst & Young
Lvl 30, 9 Castlereagh St, Sydney Web: www.auscapam.com Administration: Link Fund Solutions



