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Breakaway Investment Group

AFSL 290093

What we do...

LimeStreet Capital — managed funds (LSC Australian
Resources Hi-Alpha Fund

Breakaway Research — commissioned research (+20
companies and growing)

Breakaway Corporate Advisory —project partial or total
divestment, IPOs and independent expert’'s reports

Stock Resource — independent newsletter research

Breakaway Private Equity — a new private equity fund
focused on pre-IPO or direct project investments
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LimeStreet Capital manages the LSC
Australian Resources Hi-Alpha Fund

Fund Performance (as at 31st Aug 2011) NOTE : returns for periods greater than 1 year are annualised

1 Month 3 Month 6 Month 1 Year 2 Year 3 Year S Year 10 Year
% % % % p.a. % p.a. %_p._a. % p.a. % p.a.

Total Return -7.97 -12.26 -15.14 40.79 30.52 7.52

Growth Return -7.97 -19.50 -22.14 2907 20.35 107

Income Return 0.00 7.24 7.00 11.62 10.17 575

Morningstar Index

(Mstar PG [Tr Equity Aus Other ldx)

Total Return -1.90 -6.53 -7.93 7.28 6.52 163 3195 8.09

Market Index

(S&P/ASX 200 TR)

Total Return -1.91 -7.51 -8.98 1.92 2.04 -1.44 0.85 7.21

Recent market rout affected total performance but
longer term returns remain attractive

4b

Source: Investsmart, 1557 funds LimeStreet
surveyed by Morningstar Capital




LimeStreet Capital manages the LSC
Australian Resources Hi-Alpha Fund

Search Results (1557 funds found)

Fund Name Morningstar  S&P Sector Historical Returns
Rating Rating (7 .
o o o o Consistently a top
—— — = performer ona 12
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Alpha Fund % % % % % Not Rated Global 528% 248% 13.06% . .
Naos Emerging S&P ratlng In

Equity Ausialia 19.4% 2469% 33.13%

Companies Long K KX Not Rated

Short Equity Mid/Small Growth November 2011
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= Equity Australia a = =
Small Companies x X Not Rated Mid/Small Growth -7.64% 24.46% 5.47%
Incentive
Merricks Capital Hedge Funds -

0, (-} [}
Long/Short Equity Not Rated Not Rated Global 438% 24.43% 11.44%
Results: 1 - 10 of 1557

Source: Investsmart, 1557 funds surveyed by Morningstar Eim_?sltreet
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World Economy

Extreme volatility is the order of the day!

US — potential double dip recession

Eurozone - potential default by Greece and its
effect on Euro banks and Euro contagion (Italy,
Spain, etc.

China — slowing economy with potential risk of
hard landing
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Commodity Prices

Were high but exhibiting extreme volatility

Gold — hit a record nominal high of US$1900/0z
Iron ore contracts prices > US170/t

Thermal coal spot prices — US$120/t
Copper — around US$4.00/Ib
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China Inflation

The August consumer price index (CPI) signals cooling inflation in China
although food price, especially pork price, continues to rocket and
property prices are still “too high” for most urban citizens

Premier Wen Jiabao recently said that he “cannot relax” due to high
prices in China that have led to steep rises in the cost of food, vowing to
step up the fight against inflation

China Business News

CHINA INFLATION RATE

Jan/08 Jan/09 Jan/10 Jan/11
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US

Fed Chair Ben Bernanke recently outlined the new “Operation Twist”
which will consist of the Fed taking $400 billion from its short-term debt
assets and purchasing long-term fixed income in an effort to flatten the
yield curve and keep long-term interest rates in check.

Like the majority of his previous speeches, markets reacted poorly, as
iInvestors seem to have a knack for selling big after the Fed leader
addresses the nation.

Jared Cummans, Vanguard
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US Housing

In the doldrums and provides a restraint to consumer spending....

Houses expected to fall 2.5% in 2011 and rise by 1.1% each year
through 2015.

Housed prices peaked in 2005 based on Case-Shiller 20-city Index.
One in five Americans owe more than their home is worth.

Banks hold nearly 500,000 homes on their books but more than 4
million more are in some stage of foreclosure or seriously delinquent
after missing 3 or more payments.

Bank owned foreclosures have sidelined new construction, the
traditional employment engine of a downturn.

Some encouragement to banks to write down loan balances.

Anecdotally, many people had stopped believing home improvements
would increase the value of their property.

Consumer spending has been the main driver of the US economy.

Source: MacroMarkets



We need the US unemployment to reduce..

US Unemployment Rate
% Unemployment
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The US in a bind of high unemployment and a deterioration in personal
wealth through low house prices and a weak stock market
— difficult to see a significant short term recovery in consumer spending!



So how has the Australian resource market performed?

Indexed to 100
as at 1 Jan 2003
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Volatile! — but resources generally offer better performance over the longer term.



Regional markets in US$ terms
— Australia more volatile
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Indexed at 2 March 2009 (GFC low point). Early recovery but then largely sideways



Base metal prices and ASX Resources

Australian Resource Shares and Base Metal Prices

Resource Share Index Base Metal Price Index
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Were commodity prices and ASX Resources too expensive for the economic climate?
(LMEX at same levels as pre-GFC)



Dow Jones and Gold Price

Dow Jones Industrial Dow Jones Industrial Average & Gold Price -
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Similarly with Dow Jones and Gold price.
However, note gold price fell at the time of GFC and then rallied.



Phase 2 of the Resource Boom?

Global Mining Indices in US$ terms (HSBC Diversifed Mining and HSBC 100 Mining)
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Ran too hard too fast given the world economic backdrop?



Longer term relationship is present

Gold Price (US$) Gold Price and US$ per Euro since 1980 Euro per US$
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Strength in US$ captures all the ‘economic growth’ and ‘inflation’ or
‘deflationary’ issues



Gold Volatility was increasing....

CBOE/COMEX Gold Volatility
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Data sourced from Bloomberg



But difficult to see why uptrend will not continue....

Gold (spot)
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An outlook for BHP Billiton and
Rio Tinto ...the resource leaders
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Rio Tinto Earnings

EPS (US$ per share) Rio Tinto EPS & P/E Price Earnings Ratio (P/E)
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Rio Tinto Earnings

Rio Tinto EPS & P/E

EPS (US$/share) Price/Earnings Ratio (P/E)
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BHP Billiton Earnings

BHP Billiton EPS & P/E

EPS (US$/share) Price/Earnings Ratio (P/E)
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BHP Billiton Earnings

BHP Billiton EPS & P/E

EPS (US$/share) Price/Earnings Ratio (P/E)
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BHP Billiton Cash Flow

BHP Billiton Cash Flow and P/CF
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Rio Tinto Cash Flow

Rio Tinto Cash Flow and P/CF

CFPS (US$/share) Price/Cash Flow (P/CF)
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Dividend yield are no help!

Rio Tinto and BHP Billiton Dividend Yield based on Consensus Dividend Forecasts
Dividend Yield
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Earnings sensitivities

For earnings to fall 10%, commaodity price have to
fall (including offsetting forex movement):

BHP Billiton 8%
Rio Tinto 14%

*Therefore a 30% fall in BHP’s earnings requires
commodity prices have to fall by 24%

*Therefore a 35% fall in Rio Tinto’s earnings
requires commodity prices to fall by 49%

Market falls have probably over shot on the downside

Sensitivities based on BHP & RIO data



Recent copper price fall

Copper Prices and Stocks
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In the case of copper, the price fell by
around 15%
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Implications for the Resource Sector

ASX 300 Resources

@

itl LimeStreet
It could be a long wait! Capital

Partial recovery rally
Longer term flat earnings
a concern

Over half the ASX 200
and 300 Resources
Indices are BHP and RIO
Need tangible signs
synchronised world
growth to expect
performance




Now to China, the latest mantra

Chinese GDP growth
(%)
16% —Actl GOP growth
— GO0 INSI
14% Consensus
M
12% —— Morgan Markets
e OECD
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“4
“" J
“1
u-l
EEEEEEEEEEEEEEEEEEEEERER:
Source: BHP Billiton, IMF, others ‘ '
Slowing China...naturally! LimeStreet
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Has the major resource houses
driven too much market
expectation towards China
demand growth?

We think so!
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Copper Consumption Trends

Semis copper consumption

(kg per capita)
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BHP’s latest copper ‘intensity of use’ chart Egggjtreet



Steel Consumption Trends

Industrial development & steel consumption’

(kg per capita)
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Looks like a strong outlook?



BHP predict major increases in commodity
demand over next 15 years

But we note — Chinese demand growth is critical

Global commodity demand forecasts
1 fa/

Index (CY10 = 100)
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Source; BHP Billiton analysis based on data from CRU, Brook Hunt and others



Copper Intensity of Use

Semis copper consumption
(kg per capita)

= e China/India intensity
30 - South Korea s Other country intensities

Korea 1995 002 B Possble path range for China by 2025
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If China was consume at 30kg/capita, it would consume 42Mt pa (IEim_eSftreet
or twice current global copper consumption pa apita

Korea — +20% tariffs to 1995, WTO membership in 1995 Gov'’t
sponsored expansion of world’s largest refinery, LG.




Steel Consumption

Industrial development & steel consumption’

(kg per capita)
2002
1,260 7 e China/lndia intensity
1995 South Korea
= Other country intensities
K
180 lgost;-a * I FPossible path range for China by 2025
Germany 1989
1968 1978
B 2000
fhc:;'; / Japan
(s
o 1 ' Germany
400 - USA
200 - T T
1971 1986 1996 2003
+— India today US-1960
0 T T T T T T T T T 1
0 5 10 15 20 25 30 35 40 45 50
GDP per capita
(USS$’000, real 2005 PPP)
Consider the historical consumption in -
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Electricity Consumption

Germany

= China/India intensity

= Other country intensities
Germany 1989 2000

India today 1978 I Fossible path range for China by 2025

5 10 15 20 25 30 35 i P4 %
GDP per capita
(US$'000, real 2005 PPP)

This does have a believable trend!



So what Is the outlook?

USA

 US economy recovery — subdued and going
no-where fast! (weaker US$ helping exports)

* Lower longer term interest rates, possible
further stimulus

« US dollar may have intermittent strengthening
or weakening

 Housing and employment problems are not
going away any time soon!



Implications for Wall Street?

* No obvious catalysts for share performance
(need earnings growth with strengthening
economy)

* No obvious new sector trends (usual
healthcare and commodities)

e Gold will remain high and doesn’t appear to
have a risk of a sudden collapse — we target
US$2000 — US$2400/0z (why shouldn’t we attain an

all time peak in real terms in this environment?)



China

 |Inflation has been the concern — although
evidence of peaking (and certainly following
recent commodity price rout)

* EXxpect modest growth maintaining reasonable
commodity demand but not driving commodity
prices higher

 Like India, actively seeking resource assets



Australia?

e Overall resource sector shackled by the
dominance of BHP and RIO

 Broader market — David Murray (Future Fund)
tells us to expects lower trend growth in the
years ahead (market performance is directly
linked to economic growth)

» Selected resource investments can provide
outperformance

So what are we saying...
Chase yield complemented by growth in
selected resource companies



So how to chose stocks?

e Target large, long life mines in companies that
have leverage to project growth

e Gold — producers and emerging developers
that can capitalise on high gold prices

e Other favoured commodities —
— Thermal coal and premium coking

— Copper (on M&A basis)
— OIl (energy requirements)



Is the next broader resource driver Is a
return to the rest of the BRICs?

World GDP
2010

(US$ trillion)

Source: IMF

With less emphasis on increasing growth from China, the market
will look at other emerging economies, esp. India!



Lastly, BPs prediction of India’s oil shortfall

We are moving through a market readjustment of US, Euro
& Chinese growth expectations...

...the next step is assessing the demand growth from the
other emerging markets



Thank-you...

Stephen Bartrop
Lime Street Capital
Suite 505, 35 Lime Street
Sydney



