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EXECUTIVE SUMMARY

Traditionally, long-dated bonds have been a source of income for investors but in the
current near-zero rate environment, long-dated bonds are no longer able to provide
sufficient income

Rising rates will negatively impact long-dated bond prices and to achieve a reasonable
level of income an alternative to long-duration bonds is needed

* Asia Pacific ex-Japan equities have delivered a stable level of yield comparable to 10-
year USTs (US Treasuries) in 2009

The search for yield in Asia remains strong as populations age and expectations of rate
hikes add to market volatility

* Asian corporates are likely to see better earnings and supportive free cash flow margins
to maintain dividend payouts

Low-volatility stocks across Asia Pacific ex-Japan have historically outperformed high-
volatility stocks

* LGlobal Funds — Asia High Dividend Equities combines disciplined volatility and
dividend screens with macro-aware bottom-up stock picking to generate a stable level
of yield

In May 2013, the portfolio’s ability to maintain a stable dividend yield was tested when
comments about Fed tapering led to a selldown in Asia Pacific ex-Japan equities, as
shown in the chart below

Over the 12-month period from May 2013 to May 2014, the weighted average yield of
the portfolio averaged 4.9% while its lowest point was 4.6% in May 2013

+ As at end-May 2014, the portfolio’s indicated weighted average yield of 4.9% is higher
than the MSCI APxJ yield of 3.2% and the 10-year US Treasury yield of 2.5%

» The gradual, US-led economic recovery is positive for Asian corporate earnings while
geopolitical and policy risks continue to lurk in the background. We continue to focus
on delivering reliable income at less risk for clients

In May 2013, when 10-year UST yields rose in anticipation of the end of QE
tapering, the portfolio’s weighted average vyield remained stable and higher
6 than APxJ dividend vield.

0 ¢ : : ' ' : ' : ' :
Feb 2012 May2012 Aug2M12  Nov2MM2  Feb 2013 May2013  Aug2013  Nov20M3  Feb 2014 May2014

UST 10-year yield = APx] dividend yield =] Global Funds - Asia High Dividend Equity wid avg yield

Source: Lion Global Investors, Style Research, Bloomberg as at end-May 2014. Weighted average
yield of portfolio is based on monthly data. Past performance is not indicative of future performance.
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SEARCH FOR YIELD CONTINUES AMID
RATE HIKE EXPECTATIONS

Faced with near-zero interest rates, investors who
previously turned to long-duration bonds for income
must now seek out stable, high-yielding alternatives.

Since April 2011, Asia Pacific ex-Japan (APxJ) equities
have posted yields higher than 10-year UST yields as
shown in Chart 1.

Chart 1: APxJ equity yields and 10-year US Treasury
yields

Pre-2008, 10-year
UST yields were
& higher than APxJ
equity yields but__ -

,,,,,,,, April 2011, AP equity hile relativel
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1

O-year U§T yields . UST yield volatility.

&=

UST 10-year yield ~——APJ dividend yield

Source: Bloomberg as at end-May 2014.

Chart 1 also shows the stability of Asia Pacific ex-

Japan equity yields when the 10-year UST yields rose

in May-2013. The yield of 10-year USTs rose 115 bps
(basis points) from 1.63% at the start of May to 2.78% by
end-August 2013. Over the same period, APxJ dividend
yields rose 18 bps from 3.08% to 3.26%.

The increased uncertainty from expectations of Fed

rate hikes increases the pressure on income investors

to seek alternative sources of stable yield. According

to the Federal Reserve, 13 of 16 FOMC (Federal Open
Market Committee) members expect rates to be higher
by 2015 and while Federal Reserve chair Janet Yellen
has indicated a preference to keep interest rates lower
for longer, investors should expect US Treasuries (USTs)
to be impacted by rising rates.

Just as USTs rallied as policy rates fell to near-zero levels,
Fed policy rate hikes could lead to corrections in the
price of long-duration USTs. The implication is that yield
investors would benefit from a reliable income strategy
that can maintain a stable yield amid the uncertainty of

a rising rate environment. The dividend yield of APxJ
equities remained stable when rates rose in 2013, and
at 3.15% (as at end-May 2014), is at a level comparable
to 10-year USTs in 2009.

INVESTORS

LGlobal Funds — Asia High Dividend Equity

* Aims to provide long term capital growth by
investing in Asia Pacific ex-Japan equities and
corporates that offer attractive dividend yields
and sustainable dividend payments

« Capitalise on Asia’s robust growth and strong
fundamentals

» Potential low volatility returns and long-term
outperformance

ASIA PACIFIC EX-JAPAN EQUITIES IN A
RISING RATE REGIME

Investors who remember May 2013 will recall how then-
Fed chair Ben Bernanke’s comments on tapering its
bond purchase program caused 10-year UST yields to
spike, leading investors to flee emerging markets and
sparked a selloff in APxJ equities.

With such corrections still fresh in recent memory,
investors may fear rising rates and the subsequent rise
in 10-year UST yields leading to another selloff in APxJ
equities. However, looking further back in time suggests
the relationship is less clear — periods of rising 10-year
UST yields have accompanied both rising and falling
APxJ equities, as shown in Chart 2.

Chart 2: APxJ equities have rallied and corrected in both
rising and falling 10-year UST yield environments
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Source: Datastream, MSCI, IBES, Morgan Stanley Research as
at 10 June 2014.

The data suggests investors should question the view
that 10-year UST yields and APxJ equities are closely
tied. Earnings are a more direct measure of how well
businesses are performing and hence the ability to pay
dividends. The focus then shifts to the underlying drivers
of corporate earnings across the region.
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DELIVERING DIVIDENDS IN ASIA PACIFIC
EX-JAPAN

While 10-year UST yields do not move APxJ equities in
the medium term, one measure that moves more closely
with its Asian counterpart is earnings. As shown in Chart
3, the region’s earnings have moved closely with US
earnings.

Chart 3: Asia ex-Japan earnings driven by US earnings
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12-month trailing earnings. 100 = 1 October 2007. Source:
MSCI, Datastream, SG Cross Asset Research/Equity Strategy
as at 12 June 2014.

Historically, earnings in Asia have followed that of the
US, and with a US-led recovery in developed nations
taking hold, the earnings of Asia’s corporates are expected
to follow. With a positive earnings tailwind boosting the
region’s corporates, companies are better positioned to
maintain or increase the amount of dividends paid out.

Across Asia Pacific, free cash flow margins (a measure
of cash generated per dollar of sales) in a number of

markets supports the view that corporations have the
wherewithal to deliver dividends as shown in Chart 4.

Chart 4: Free cash flow margins as at end-2013
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Source: Worldscope, FactSet, Citi Research as at 19 May 2014.
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While strong cash flow margins and an earnings tailwind
are positive for the ability to pay dividends, the demand
for income is further driven by the fact that Asia is aging —
populations aged 60 and above are growing.

The United Nations estimates that by 2015, the economies of
Hong Kong (21.5%), Australia (20.3%) and New Zealand

INVESTORS

(19.9%) will see around 20% of their population aged 60
and above. While Korea (18.2%) and Singapore (16.9%)
face similar pressures. By 2020, all five economies are
estimated to have more than 20% of the population aged
60 and above.

As a greater proportion of the population seeks income
to sustain their retirement, demographic pressures will
intensify the search for reliable, attractive income.

The second misconception is that Asia Pacific’s growth
revolves around China’s exports, based on China’s
dominance as a trade partner to Asian markets.

QUALITY DIVIDENDS FOR RELIABLE INCOME

LGlobal Funds — Asia High Dividend Equity seeks total
return consisting of a combination of income and capital
growth by investing in Asia Pacific ex-Japan securities
of companies that have low dividend and price volatility
and offer attractive and sustainable dividend yields.

Our investment approach focuses on dividends over
earnings. The former is less volatile than the latter and
yet contributes a significant proportion of return in a
number of markets across Asia Pacific. Over the long
term, dividend contributions to total returns can be
substantial due to compounding effects. As seen from
Chart 5, dividends have delivered a significant proportion of
return in various Asian markets over the past 10 years.
From a broader regional perspective, dividend per share
(DPS) volatility in EM (emerging markets) has been less
volatile than earnings per share (EPS).

Chart 5: Dividends are a significant and less volatile
component of return then earnings
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Source: MSCI, Citi Research as at 19 May 2014.

Besides dividends the investment process focuses

on low volatility stocks based on the observation that
over time, low-volatility stocks tend to outperform high
volatility stocks, as shown in Chart 6.
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Chart 6: Low volatility stocks outperform high volatility
stocks, broader market

600 -
500
400 4

300 4

200

100 4l 7

T n @ M B D O = o MmoT oy oD kB oa O = No®

% @ o ®» ®» @ O 8 8 O 8 © g 0 8 - = = =

o ®» @ & » » & & o & © &2 & & © @ o o o O

ffffff 4 &8 8 8 8 8§ 8 8 & 8 & & &8 @&
—Low Vol50 —MXAPJ High Val 50

Source: Daiwa Capital Markets as at May 2014.

Our investment process starts with identifying good
quality companies that have sustainable competitive
advantage, balance sheet strength, high calibre manage-
ment and evidence of mispricing based on valuations
and earnings prospects. We then run dividend yield and
volatility screens to filter stocks that meet our investment
criteria. The result is a portfolio built with disciplined
quantitative screens, and macro-aware bottom up stock
picking.

While we consider the approach a value strategy, we
may not necessarily be identified by traditional measures
of value, which revolves around quantitative criteria such
as low PB and PE ratios. In our analysis of the fundamentals
as well as financial analysis of companies, we seek to
establish a stock’s critical factors and identify the associated
catalysts and strive to gain unique insights and conclusions
that are different from the consensus.

PORTFOLIO POSITIONING

Unlike traditional dividend portfolios that focus on defen-
sive sectors, the portfolio’s top active holdings include a
number of stocks in the industrials sector, as shown in
Table 1.

Traditionally, dividend portfolios have favoured defensive
sectors such as utilities, energy or telecommunication
services. However, our bottom-up approach has identified
a number of stocks in the industrials sector that benefit
from structural growth drivers.

Among our holdings is Jiangsu Expressway Co, which
builds and operates toll expressways in China. In the

third quarter of 2011, the company’s share price fell on
news that the government planned to cut toll charges.

" Source: Morningstar as at 31 May 2014.
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Table 1: Top 5 active overweight positions

Weight (%)

Name Sector - -

Portfolio Benchmark Active
ComfortDelGro Industrials ~ 4.45 0.09 4.36
Hutchison Port .
Holdings Trust Industrials 4.20 0.09 4.10
StarHub Telecom .18 0.05 3.68
AETTER Industrials~ 3.58 0.04 3.54
Expressway
Singapore Post ' Industrials ~ 3.44 0.00 3.44

Source: Lion Global Investors, Style Research as at end-May
2014. Portfolio weights exclude cash holdings. Benchmark:
MSCI AC Asia Pacific ex-Japan Index.

However, we believed the impact of toll cuts on earnings
would be limited and in the fourth quarter of 2011, took a
position in the stock. Since then, the stock has maintained a
steady stream of dividend payouts and in 2013, returned
24.93% in USD terms".

Our focus on delivering reliable income from quality
companies has contributed to the portfolio’s stable yield.

STABLE YIELD AMID UNCERTAINTY

When Bernanke’s now-famous taper comments in May
2013 caused 10-year UST yields to rise, the portfolio’s
weighted average yield remained stable while higher than
the benchmark yield.

Since then, as shown in Chart 7, the Fund has maintained
a steady weighted average yield.

Chart 7: Yields of MSCI APxJ, 10-year USTs and LGlobal
Funds — Asia High Dividend Equity

In May 2013, when 10-year UST yields rose in anticipation of the end of QE
tapering, the portfolio’s weighted average yield remained stable and higher
8 than APxJ dividend yield.
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Source: Lion Global Investors, Style Research, Bloomberg as
at end-May 2014. Weighted average yield of portfolio is based
on monthly data. Past performance is not indicative of future
performance.
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As rates are expected to rise in 2015, the experience of 1] H H H
mid-2013 has srr)lown that companies acrossisia Pacific A Stra.teg.y Of InveStlng In
ex-Japan are capable of maintaining stable dividend hlgh'yleldmg StOCkS haS been
yields. An active management approach that combines Shown to Vasﬂy Outperform
disciplined volatility screens and bottom-up stock pickin H ;

is kes to building ayportfolio that delivers a Eigher a\F:eragg |0W9r-Y|e|d|ng StOCkS as We”
weighted yield than the index. The LGlobal Funds — Asia as the overall market over the
High Dividend Equity has withstood market volatility to |0ng term. Also low V0|at|||ty
maintain a stable yield. stocks have also outperformed

S _ , high volatility stocks over the
With earnings in Asia poised to grow with the US earnings | t A f d tf |
recovery, investors seeking reliable income may want Ong erm. L. OCU.SG por 0 .IO
to consider LGlobal Funds — Asia High Dividend Equity of |OW-VO|at|||ty, hlgher—yleldlng
when allocating to Asia Pacific ex-Japan. StOCkS W|” appea| tO inveStorS

who are looking for stable and
steady returns with less risk.”

- LIM Fang Suan, CFA,
fund manager of
LGlobal Funds - Asia
High Dividend Equity,
23 years of financial
industry experience
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DISCLAIMER

Lion Global Investors Limited (“Lion Global Investors”) is a company incorporated in Singapore and a member of the
OCBC group. Lion Global Investors is registered under the Investment Advisers Act of 1940 (SEC File Number
#801-72993).

This publication is for information only and does not constitute an offer, invitation, solicitation or recommendation for
the purchase or sale of any security or to take part in any investment arrangement. The information contained herein
is confidential and must not be published, circulated, reproduced or distributed in whole or part to any other person
without the written consent of Lion Global Investors, and is not intended for use by any other person other than the
intended recipient (except the intended recipient’s professional advisers for the purpose of advising the intended
recipient hereon). This publication is intended for the use of professional investors and is not permitted to be transmitted
into any jurisdiction or to any person where any offer, invitation, solicitation or recommendation is prohibited and in
particular, Canada, Japan, the United States of America or to US persons, as such term is defined in Regulation S
under the US Securities Act of 1933, as amended.

Accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether
directly or indirectly as a result of investors acting on any information, opinion or estimate provided in this publication.
Any opinion or estimate provided in this publication is made on a general basis and is not to be relied on by investors

as advice. You may wish to seek advice from a financial adviser before making a commitment to undertake any
investment(s). In the event that you choose not to seek advice from a financial adviser, you should consider whether
the investment(s) is suitable for you. Lion Global Investors, its related companies, their directors and/or employees
(collectively known as “Related Persons”) may have positions in the investments mentioned in this publication. Lion
Global Investors and its Related Persons may be engaged in purchasing or selling the investment(s) mentioned in this
publication for themselves or their clients.

Lion Global Investors does not take into consideration the tax implications of the income earned as the tax position of
each person is different. Investors are advised to seek independent tax advice on their personal tax position arising
from investing in the fund. The information contained herein has been obtained or derived from sources believed by
Lion Global Investors to be reliable, but neither Lion Global Investors nor any of its Related Persons makes any
representation or warranty, express or implied, as to the accuracy or completeness of the information contained
herein.

© Lion Global Investors Limited. All rights reserved. Lion Global Investors Limited is a Singapore incorporated com-
pany, and is not related to any corporation or trading entity that is domiciled in Australia, Europe or the United States
(other than entities owned by its holdings companies).
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