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‘As 2015 draws to
a close, it’s time
to review what’s
happened in
investment
markets this year
and look ahead
to 2016.°

Returns for the year were positive, despite considerable
volatility

Investors have enjoyed another year of positive returns, despite considerable mid-
year volatility. However, the returns shown in Table 1 are below those that were
reported in 2014, in some cases materially lower.

Achieving positive returns wasn’t without issue as widespread volatility in markets
mid-year resulted in some of the worst monthly returns since the global financial
crisis. Aside from the latest instalment in the Greek debt crisis, which was ultimately
resolved (for the moment) in July, concerns China’s economy was slowing faster
than markets had anticipated and the uncertainty this caused over the outlook for the
global economy led to considerable mid-year market weakness.

However, these factors didn’t prevent some global share markets posting reasonable
gains for the year, though it's no coincidence that the best share market performers
(Japan, Germany, France) tended to be where there were the most significant new
monetary stimulus announcements.

Other performance highlights for the year included: the substantial return by
unhedged global shares (due largely to the weakness of the Australian dollar
(AUD)), the low return by Australian shares and underperformance of many of its
global peers, modest returns from bonds, and the ongoing demand for assets such
as Australian property trusts with perceived secure and competitive income streams
versus bonds, cash and term deposits.

Table 1: Asset class returns (%) in Australian dollars — periods to 30 November
2015

A |
o EmEnEnEn
Cash 2.1 2.4 2.7 3.4 4.6
Australian bonds 2.2 4.0 4.7 6.6 6.3
Global bonds (hedged) 3.4 4.2 5.4 7.2 7.4
e D CEREY 9.9 14.9 15.4 14.6 2.1
Se'gﬂﬁllgg"?ﬁggge a 4.4 5.9 13.9 13.5 7.0
Australian shares -0.2 1.9 9.4 7.2 5.7
Global shares (hedged) 5.1 4.4 15.8 13.1 7.7
SlbaSies 12.8 15.5 23.9 14.8 6.0

(unhedged)

*Annualised returns except for 2015 to date.
Sources: FactSet, JANA Corporate Investment Services Limited.

Benchmark data include Bloomberg AusBond Bank Bill Index (cash), Bloomberg AusBond
Composite 0+ Yr Index (Aust bonds), Barclays Global Aggregate Index Hedged to $A (global
bonds), S&P/ASX200 A-REIT Accumulation Index (Australian property securities), MLC global
property strategy benchmark hedged to $A (global property securities), S&P/ASX200
Accumulation Index (Aust shares) and MSCI All Country Indices hedged and unhedged in $A
(global shares).
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Currency was an important contributor to returns as the Australian dollar weakened

The AUD was under pressure as prices for our major exports, in particular iron ore, deteriorated sharply through the year. The AUD
fell 15% against the US dollar (USD) and was down 11.8% versus the yen and 11.7% versus sterling in the year to 30 November. It
strengthened marginally against the euro.

For Australian investors, having an unhedged global shares strategy (where the value of the portfolio benefits from the AUD’s
weakness) has been particularly beneficial. In the year to 30 November, unhedged global shares returned 15.5%, outperforming a
hedged strategy which returned only 4.4% in the same period. A similar outperformance occurred in the last three years.

Emerging markets continued to underperform

2015 was another tough year for emerging markets, underperforming those in the developed world for the third consecutive year.
Many emerging market economies are commodity based and have suffered due to the substantial correction in commodity prices.
The potential lift in US interest rates has also led to a withdrawal of capital from emerging markets, causing many emerging market
currencies to weaken. This has created debt-servicing difficulties for those emerging economies that have borrowings in foreign
currencies (usually USD).

China’s share market performance was closely watched, in particular its mid-year volatility which was handled ineptly by policy
makers. Amid concerns that China’s economic growth was slowing faster than anticipated, the Shanghai Composite fell 34% in the
four months to 30 September. However, to put that into better perspective, the market was still up by 28.4% in the year to 30
November.

Quantitative easing and monetary stimulus remained necessary around the world

While America concluded its quantitative easing (QE) program late in 2014, other parts of the world have maintained their own
programs to support their economies and encourage growth.

While economic conditions in Japan struggled to improve, policy which has led to a decline in the yen has restored competitiveness
and now makes Japanese workers the cheapest in the developed world. However, growth is still struggling to recover from the
effects of last year’'s consumption tax rise. The Bank of Japan (BOJ) is under pressure to deliver further easing. While there
remains significant underemployed labour, there are reports of skill shortages and tentative signs of wage increases. If employment
continues to rise, workers may at last enjoy higher wages which could lead to higher consumer confidence. In a best case scenario
this could lead to rising wages, demand and economic growth. However, it remains uncertain whether government and central
bank policies will support this scenario.

The eurozone’s economic performance improved this year but it remains fragile, although export oriented economies like
Germany’s have benefitted from the lower euro. To head off the risk of deflation and provide much needed stimulus to the eurozone
economy, the European Central Bank (ECB) started to play catch-up and embarked on a QE program of its own and applied
supportive measures through the year. Late in the year, the ECB announced it would extend its QE program by six months into
2017; the announcement however disappointed the market which had anticipated more.

Locally, the Reserve Bank of Australia extended a helping hand to the economy by reducing the official cash rate by 0.25% on two
occasions to close the year at 2.0%. China also pulled numerous policy levers to underpin its economy, including cutting official
interest rates six times in less than a year. Recently employment data has shown tentative signs of improvement as labour intensive
services are buoyed by a weaker currency, offsetting lower demand in capital intensive industries. However, the economy remains
vulnerable to a less than smooth transition from an investment to a consumption led growth model.

Despite signalling its intention to begin raising interest rates, the US Federal Reserve maintained its accommodative policy to the
end of the year. Expectations are high that it will begin to raise rates at its last meeting for the year.

Looking ahead, modest and tentative growth in the world’s major economies suggests a stimulatory bias remains necessary.
Inflation also remains weak, though this will tend to fade if energy prices stabilise or rise.
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Australia’s share market underperformed global peers

Our market produced a disappointing return and underperformed many of its global peers. The pronounced price weakness of
mining and energy companies in response to falling commaodity prices was the main contributor to this subdued performance, as
indicated by the 25.5% fall in the S&P/ASX200 All Resources Accumulation Index over the year. The spot price for iron ore fell over
43% in 2015, aluminium and copper prices were 30% lower and the price of oil fell over 36%, reaching prices last seen in 2009.
Banks also delivered very modest returns due to the large equity raisings required to satisfy new capital standards and concerns
that earnings and dividend momentum will slow.

Elsewhere in our market, a number of sectors delivered good returns. Healthcare continued to perform well as the AUD’s weakness
should benefit the profitability of those companies with offshore operations. Stocks such as real estate investment trusts, utilities
and infrastructure with sustainable and attractive distribution yields also did well in a low interest rate environment.

Lower bond yields worldwide...

For fixed income investors, returns were generally modest in magnitude. Bonds benefitted from the “risk-off” environment caused by
global growth uncertainty and expectations of an interest rate rise in the US. However, higher risk bonds such as global high yield
tended to underperform. Yields in the major world bond markets remain close to historic lows. The ongoing delay in the timing of the
anticipated US Federal Funds Rate rise was a key focus in bond markets.

Overall, a “defensive” portfolio stance remains appropriate as the outlook continues to be uncertain

The volatility that occurred in recent months highlights the uncertainty in markets about the outlook and the tendency to adjust
expectations and portfolio positions as new information is received. For example, with US interest rates poised to rise due to the
ongoing strength of the US economy, good economic news is often seen by markets as bad for share prices. Markets have also
been very short term in their focus; this obsession about the timing of the first US rate rise provides a good example of this short-
termism.

While the global economic outlook appears modest but reasonable in current circumstances, expectations were downgraded as the
year progressed and there are still major risks and issues that need to be monitored closely. Despite a range of extraordinary
monetary stimulus measures that have been applied or are still in place, growth in the US, UK, Europe and Japan is modest at best
and, partly due to the fall in energy prices, inflation has been declining. This highlights a key concern of ours that while QE has led
to asset price inflation and underpinned the performance of share markets, the flow through into the real economy has been limited.

Australia’s economic performance has been less than stellar. Economic growth remains “below trend”. The weak third quarter
capital expenditure data where expenditure fell 9.2% to be down 20.0% over the year, was a strong reminder that the transition
from the mining and energy investment boom won’t be smooth. Australia’s substantial trade dependence on China is an ongoing
issue. China is the largest or second largest export market for 8 of our 10 largest exports so the state of health of China’s economy
and its transition to a more consumer and services oriented economy is a significant watchpoint.

Despite these and other concerns, there are also a number of positives. For example, global growth is “OK”, the US economy
continues to perform well, the eurozone continues to recover slowly, China has considerable ‘policy firepower’ to respond to weaker
than expected economic conditions, corporate balance sheets here and overseas are generally in good shape, and better value
opportunities are starting to emerge following recent share market falls. However, they are still not enough to offset the negatives
that we see.



The year in review

How does MLC deal with these uncertainties?

At MLC, we focus strongly on risk management. We believe managing risk for our investors is at least as important as generating
returns for them — and in this unpredictable investment environment, it's more critical than ever.

As a result, we design and manage our multi-asset portfolios to be resilient in a wide range of possible market conditions. Using our
market-leading investment approach, we constantly test how our multi-asset portfolios are likely to perform in many potential market
scenarios, both good and bad. We can then adjust our portfolios to manage possible risks and take advantage of potential return
opportunities.

This careful analysis means our portfolios are widely diversified, risk-aware and positioned for many market environments.

Important information

This communications is provided by MLC Investments Limited (ABN 30 002 641 661, AFSL 230705) and MLC Limited (ABN 90 000 000 402, AFSL
230694) (together “MLC” or “We”), members of the National Australia Bank Limited (ABN 12 004 044 4397, AFSL 230 686) group of companies
(NAB Group), 105-153 Miller Street, North Sydney 2060.

This information may constitute general advice. It has been prepared without taking account of individual objectives, financial situation or needs and
because of that you should, before acting on the advice, consider the appropriateness of the advice having regard to your personal objectives,
financial situation and needs.

You should obtain a Product Disclosure Statement (PDS) relating to the financial products mentioned in this communication issued by MLC
Investments Limited or MLC Nominees Pty Ltd (ABN 93 002 814 959), as trustee of The Universal Super Scheme (ABN 44 928 361 101), and
consider the relevant PDS before making any decision about the product. A copy of the PDS is available upon request by phoning the MLC call
centre on 132 652 or on our website at mic.com.au.

An investment in any product referred to in this communication is not a deposit with or liability of, and is not guaranteed by NAB or any of its
subsidiaries.

Past performance is not a reliable indicator of future performance. The value of an investment may rise or fall with the changes in the market. The
returns specified in this communication are reported before management fees and taxes. Actual returns may vary from any target return described
in this communication and there is a risk that the investment may achieve lower than expected returns.

Any opinions expressed in this communication constitute our judgement at the time of issue and are subject to change. We believe that the
information contained in this communication is correct and that any estimates, opinions, conclusions or recommendations are reasonably held or
made as at the time of compilation. However, no warranty is made as to their accuracy or reliability (which may change without notice) or other
information contained in this communication.

This information is directed to and prepared for Australian residents only.

m aNAB company

MLC Investments Limited ABN 30 002 641 661 AFSL 230705 and MLC Limited
ABN 90 000 000 402 AFSL 2306964. Part of the National Australia Bank Group of
Companies. An investment with MLC is not a deposit or liability of, and is not
guaranteed by, NAB.



