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1) Portfolio & Market Review

For the year to date ended 30 November 2008, the fund fell 50% as compared to the benchmark which fell 48.3%, in
Malaysian Ringgit terms. This was an underperformance of 1.7%.

On hindsight we should have started to increase our cash position and turn defensive at the start of the year. However,
the extent of the crisis caught most investors, including ourselves, by surprise. The months of August and September
saw severe deterioration in global credit markets, with global equity markets tumbling in the month of October on a
wave of panic selling.

Lehman Brothers, a 158 year old investment bank collapsed and was allowed to fail. This was a shock to the market
after Bear Sterns was rescued through a sale to JP Morgan. The situation would have been more dire had AIG,
America’s largest insurance company, been allowed to fail. In the end, the company was effectively nationalized
through an US$85 billion lifeline and equity stake of 80% in the government’s hands.

The string of failures in the US led to the US Treasury’s proposal to organize a US$700 billion program to buy up
illiquid assets from US financial institutions in the hope that this would re-liquefy their balance sheets and allow the
resumption of credit creation. Despite the passage of the plan, the markets’ attention turned to the rapidly deteriorating
situation in Europe as well as the increasingly clear sign of an economic slowdown.

Although the crisis is one centered on financial institutions in the West, the liquidity drain has meant that it is our
markets (ASEAN) that have taken the pounding. On the economic front, all the ASEAN economies are seeing severe
slowdown in growth, as exports start to deteriorate. Also in an environment of rising risk aversion, invariably money
flows out of emerging countries back to developed markets.

The portfolio has been overweight cash since July this year. We have deliberately tried to reduce equity exposure on
concerns over the fall out in the sub-prime crisis in the US. However, as the crisis deepened, higher beta stocks, such as
small caps and cyclicals, took a heavy beating, on concerns of a long drawn and deep recession. The sell-off in the
markets was made worse on the back of forced selling and massive fund redemptions.

In terms of country allocation, we have been underweight all the ASEAN countries (against the MSCI benchmark),
except Thailand. Despite the country’s political instability, we have maintained a neutral weight in Thailand on the
back of cheap valuations. From an earnings perspective, Thailand is the cheapest market in the Asia Pacific region.
Investors have, however, continued to shun away from Thailand on the back of continued political uncertainties.

From a sector perspective, the fund was overweight the industrial sector at the start of the year.  This led to an
underperformance in the early part of the year, as both construction and shipping related stocks were heavily sold down
on slowing economic growth and declining oil prices. The fund’s heavy exposure to the Malaysian construction sector
on the back of our optimism on the follow-through in the 9th Malaysia plan, and its consequent large scale infrastructure
spending, did not materialize.

In the March elections, in a quite extraordinary result, the opposition parties (comprising mostly voters from the
Chinese and Indian communities) secured 47% of the popular vote, 82 out of 222 parliamentary seats and now hold
power in five out of 13 state governments. This outcome caused delays and even cancellations in government pump
priming projects. Coupled with increased political risk premium, our exposure in these construction stocks were
severely de-rated.

We have since reduced our exposure in this sector, which has proved to be correct, as it continues to be penalised by
investors.
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As at 30 November 2008 – Country Allocation
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As at 30 November 2008 – Sector Allocation
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As at 31 October 2008 – Country Allocation
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As at 31 October 2008 – Sector Allocation
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As at 30 September 2008 – Country Allocation
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2) Market Outlook

Prospects for global growth has deteriorated sharply in recent months and despite coordinated efforts by global banks to
ease monetary policy, investor risk aversion remains high and poor sentiment will likely weigh on markets in the short
term.

Against this backdrop, economic growth prospects for Asia will likely disappoint in the months ahead. The Singapore
economy may slow substantially as exports and domestic demand moderates. Infrastructure spending will be a
mitigating factor to this slowdown. The government has brought forward its budget statement to Jan 09 and is likely to
adopt an expansionary budget to mitigate the effects of the economic slowdown.

In Malaysia, the outlook has improved with diminishing political uncertainty with Prime Minister Badawi agreeing to
hand over his post to Najib Razak by Mar 09. As a result, we expect domestic pump priming measures to accelerate as
well as further monetary easing to stimulate the domestic economy.

The outlook for the Thai market has deteriorated due to the economic fallout from the actions of the PAD which took
over two international airports in Bangkok. Inflation is falling and interest rates were cut to boost domestic demand.
Falling oil prices is positive for Thailand as the economy is most sensitive to oil prices. However, with the recent
appointment of the new PM and the Democrat Party having taken the helm of the government, we should be expecting
the social and political unrest to start to ease.

The outlook for the Indonesian economy is deteriorating given that domestic rural consumption may slow due to
softening commodity prices. Concerns over the stability of the Rupiah in recent months may also negatively affect the
outlook for the market.

The Philippines stock economy is dependent on OFW remittances which account for 10% of its GDP. With rising job
losses globally, this will likely cause OFW remittances to fall, affecting domestic consumption.

Despite the weak economic climate for ASEAN countries over the next 6 to 12 months, the valuations for these
markets are currently at compelling levels. ASEAN markets are trading below historical averages, and from a valuation
perspective, are looking very attractive. However, the six million dollar question that we have, is on the length and
nature of this global slowdown.

As the equity market prices in the recovery in the real economy about 6 months in advance, we should be seeing a
bottom in equity markets in 1Q09. Consensus view is for the US economy to find a bottom in 2H09. Hence, we have
reduced our cash to below 10%, in anticipation of a market rally some time next year. This, of course, depends on the
effectiveness of both the monetary and fiscal stimulus packages imposed by most central banks in restoring confidence
to both the financial system and consumer confidence.

On the sector front, defensives (telcos and utilities) are starting to look expensive as compared to the general market.
These were the safe haven for investors, as money started to shift out of deep cyclical stocks, as the onset of the global
financial crisis started to set in.

On the contrary, deep cyclicals (like tech and offshore & marine stocks) are trading at very cheap valuations having
been sold down aggressively on concerns of a slowing global economy. The concern we have, is a lack of short term
catalyst for this sector to re-rate, on the back of continued weak economic data coming out of the US and Europe in
1H09.
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3) The Portfolio, going forward

We have started to deploy our cash position in our portfolio, on the back of compelling valuations in the equity markets
and an expected bottoming of the US economy in 2009. Having said that, our new equity positions are still defensive in
nature, with a focus on big blue chip stocks with sustainable business models as well as free-cash-flow-positive
companies that pay a healthy dividend yield. Some of the deep cyclical stocks that were heavily sold down over the
past year, are also looking interesting. This is, however, a longer term investment case, due to a lack of short term re-
rating catalyst for cyclicals, as earnings are expected to be weak over the next 3 to 4 quarters.

Equities market should do considerably better in 2009, after a dismal 2008. This hinges upon the initiatives of the new
US government in steering the economy out of a long drawn and deep recession. Early signs are positive, with
indications of a large fiscal pump priming measure to be announced once the President-elect Obama takes office in
January 2009. Moreover, the cut in the Fed rates to close to zero percent, and the quantitative monetary easing that has
been taking place, should slowly start to encourage banks to start lending and consumers to spend in 2009.

However, the main risk to the markets next year, would be a lack of concerted effort of world central banks in both
monetary easing and fiscal pump priming. In a globalised world, all countries would need to do its part to restore
confidence in both the financial and real economies.

Article contributed by Lion Global Investors Limited
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