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Perpetual Defensive Alternatives Fund
Directors' report
For the period from 29 February 2008 to 30 June 2009

Directors' report

The directors of Perpetual Invesiment Management Limited (a wholly owned subsidiary of Perpetual Limited), the
Responsible Entity of Perpetual Defensive Alternatives Fund, present their report together with the annual financial
report of Perpetual Defensive Alternatives Fund ("the Scheme") for the extended financial period ended 30 June
2009 and the auditor's report thereon,

Responsible Entity

The Responsible Entity of Perpetual Defensive Alternatives Fund is Perpetual Investment Management Limited
(ABN 18 D00 866 535). The Responsible Entity's registered office and principal place of business is Level 12, 123
Pitt Streel, Sydney, NSW, 2000

Directors

The following persons held office as directors of Perpelual Investment Management Limited during or since the end
of the extended financial period and up to the date of this report:

R Burrows (appointed 2 April 2008)

| D Holyman (appointed 4 April 2005)

E Wang (appointed 14 September 2007)

J Hawkins (appointed 2 April 2008, Alternate for R Burrows)

| Pendleton (appointed 20 December 2007, resigned 25 August 2008, Alternate for | D Holyman)
A Dodwell (appointed 25 August 2008, Alternate for | D Holyman)

M Miller (appointed 2 October 2007, Alternate for E Wang)

Principal activities

The principal activity of the Scheme aims to provide investors with an income stream through a diversified portfolio
of long term alternative investments.

The Scheme did not have any employees during the extended financial period,

There were no significant changes in the nature of the Scheme's aclivilies during the extended financial period.

Review and results of operations

During the extended financial period, the Scheme continued to invest in accordance with target asset allocations as
sel oul in the governing documents of the Scheme and in accordance with the provisions of the Scheme's
Constitution.

The table below demonstrates the performance of the Scheme as represented by the total return, which is
calculated as the aggregaltion of the percentage capital growth and percentage distribution of income;

Return (non-annualised) 2009

Capital growth (%) 1.48
Distribution of income (%) 3.99
Total return (%) 547
Unit prices (ex-distribution as at 30 June) 2009

Entry price ($) 1.017
Exit price ($) 1.015

The above returns have been calculated using exit prices (as at 30 June) after taking into account all ongoing fees,
and assuming reinvestmen! of distributions. No allowance has been made for entry fees or taxation



Perpetual Defensive Alternatives Fund

Directors' report

For the period from 29 February 2008 to 30 June 2009
[continued)

Directors' report (continued)

Impact of Australian equivalents to International Financial Reporting Standards ("AIFRS") on unit pricing

For the purpose of determining unit prices for applications and redemptions, investment positions are valued at net
markel value. For example, quoted investments are valued on a last sale basis on the relevant trading day (which
includes provision for disposal costs), in accordance with the Scheme's Constitution and governing documents of
the Scheme.

Investments are required to be valued at fair value for financial reporting in accordance with Australian equivalents
to International Financial Reporting Standards ("AIFRS"). For example, long quoted investment positions are valued
at he closing bid prices on the relevant trading day (excluding provision for disposal costs).

The key differences between net assets for unit pricing purposes and net assets as reported in the financial
statements under AIFRS have been oullined below:

30 June
2009
$
Net assels for unil pricing purposes 5,483,401
Difference between net market value (for unit pricing) and fair value (for financial reporting) of
securilies ———
Net assets under AIFRS __ 5483401

Interests in the Scheme

The movement in units on issue in the Scheme during the extended financial period is disclosed in note 5 of the
financial report for the period from 29 February 2008 to 30 June 2009.

The value of the Scheme's assets and liabilities is disclosed on the balance sheet and derived using the basis set
out in note 2 of the financial report for the period from 29 February 2008 to 30 June 2009,

Significant changes in state of affairs

In the opinion of the directors, there were no significant changes in the state of affairs of the Scheme that occurred
during the extended financial period under review.

Likely developments and expected results of operations

The Scheme will continue to be managed In accordance with the investment objectives and guidelines as set out in
the goveming documents of the Scheme and in accordance with the provisions of the Scheme's Constitution.
Matters subsequent to the end of the financial year

No matter or circumstance has arisen since 30 June 2009 that has significantly affected, or may significantly affect:

(i) the operations of the Scheme in future financial years, or
(i) the resulls of those operations in fulure financial years, or
(i) the state of affairs of the Scheme in future financial years,

Environmental regulation

The operalions of the Scheme are not subject to any particular or significant environmental regulations under a
Commonwealih, State or Territory law

Fees paid to and interests held in the Scheme by the Responsible Entity or its associates

Fees paid lo the Responsible Entity and its related parties out of Scheme property during the extended financial
period are disclosed in note 8 for the period from 29 February 2008 to 30 June 2009,



Perpetual Defensive Alternatives Fund
Directors' report
For the period from 29 February 2008 to 30 June 2009
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Directors’ report (continued)

Fees paid to and interests held in the Scheme by the Responsible Entity or its associates (continued)
No fees were paid out of Scheme property lo the directors of the Responsible Entity during the extended financial
period

The number of interests in the Scheme held by the Responsible Entity or its associates as at the end of the
extended financial period are disclosed in note 8 for the period from 29 February 2008 to 30 June 2009.

Indemnification and insurance of officers and auditors

Mo insurance premiums are paid for out of the assets of the Scheme in regards to insurance cover provided lo either
the officers of Perpetual Investment Management Limited or the auditors of the Scheme. So long as the officers of
Perpetual Investment Management Limited act in accordance with the Scheme's Constitution and the law, the
officers remain indemnified oul of the assets of the Scheme against losses incurred while acting on behalf of the
Scheme. The auditors of the Scheme are in no way indemnified out of the assets of the Scheme.

Lead auditor's independence declaration

A copy of the Lead auditor's independence declaration as required under section 307C of the Corporations Act 2001
is set out on page 5.

This report is made in accordance with a resolution of the directors.

mows

Sydney
17 September 2009



e

Lead Auditor’s Independence Declaration under Section 307C of the Corparations Aet 2001
To: the directors of Perpetual Investment Management Limited

| declare that, to the best of my knowledge and belief, in relation to the audit for the financial
year ended 30 June 2009 there have been:

(i) no contraventions of the auditor independence requirements as set out in the
Corporations Act 2001 in relation to the audit; and

(i) no contraventions of any applicable code of professional conduet in relation to the
audit.

Whig,

KPMG

Robert Warren
Partner

Sydney

17 September 2009

3

KPMG, an Australian gartﬂeml-ip and a member fim of the KPMG network -
of independent member firms affiliated with KPMG International, a Swiss cooperative.



Perpetual Defensive Alternatives Fund
Income statement
For the period from 29 February 2008 to 30 June 2009

30 June
2009
Notes $

Investment income

Distribution income 110,215
Interest income 1,644
Net losses on financial instruments held at fair value through profit or loss 3 (49,627)
Other operating income 15,736
Total net investment income 77.968
Operating profit 77,968
Finance costs attributable to unitholders

Distributions to unitholders 4 127,565
Change in net assets attributable to unitholders 5 (49,597)

The above income statement should be read in conjunction with the accompanying noles.

Perpetual Defensive Alternatives Fund
of gnised i and expense
For the period from 29 February 2008 to 30 June 2009

As the Scheme has no equity, the Scheme has not included any items of recognised income and expense for the
current extended period



Perpetual Defensive Alternatives Fund

Balance sheet
As at 30 June 2009

Assets

Cash and cash equivalents

Financtal assets held at fair value through profit or loss
Loans and receivables

Total assets

Liabilities
Distributions payable to unitholders of the Scheme
Total liabilities (excluding net assets attributable to unitholders)

Net assets attributable to unitholders - liability

The above balance sheet should be read in conjunction with the accompanying notes.

30 June
2009
Motes $
12,900
5] 5472521
7 9,049

5,494,470

4 11,069
— 11,069

5 5,483,401



Perpetual Defensive Alternatives Fund
Cash flow statement
For the period from 29 February 2008 to 30 June 2009

Cash flows from operating activities
Distribution received

Interest received

Other income received

Net cash inflow from operating activities

Cash flows from investing activities
Proceeds from sale of investments
Payments for purchase of investments

Net cash outflow from investing activities

Cash flows from financing activities
Proceeds from applications by unitholders
Payments for redemptions by unitholders
Distributions paid

Net cash inflow from financing activities

30 June
2009
Notes $

110,215
1,614

6,717

10(a) ____ 118,546

116,597
5,638,745
(5,522,148)

5,913,100
(380,105)
(116,493)

5.416,502

Net increase in cash and cash equivalents 12,900
Cash and cash equivalents at the beginning of the extended financial period -
Cash and cash equivalents at the end of the extended financial period 10(b) 12,900

The above cash flow statement should be read in conjunclion with the accompanying noles



Perpetual Defensive Alternatives Fund
Notes to the financial statements
For the period from 29 February 2008 to 30 June 2009

1 General information

This annual financial report covers Perpetual Defensive Alternatives Fund (“the Scheme”) as an individual entity
The Scheme was constituted on 29 February 2008. The Scheme will terminate on 29 February 2088 unless
terminaled earlier in accordance with the provisions of the Scheme's Constitution (as amended). The Scheme is
domiciled in Australia.

The Respansible Entity of the Scheme is Perpetual Investment Management Limited (the "Responsible Entity"). The
Responsible Enlity's registered office |s Level 12, 123 Pitt Street, Sydney, NSW, 2000

The annual financial report was authorised for issue by the directors of the Responsible Entity on 17 Septernber
2009. The directors of the Responsible Entity have the power to amend and reissue the annual financial report.

2 Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are sel out below These
policies have been consistently applied to all years presented, unless otherwise stated in the following text

(a) Basis of preparation

This general purpose for the period from 29 February 2008 to 30 June 2009 has been prepared In accordance with
Australian Accounting Standards, other authoritative pronouncements of the Australian Accounting Standards
Board, Urgent Issues Group Interpretations and the Corporations Act 2001 in Auslralia.

The annual financial report is prepared on the basis of fair value measurement of assets and liabilities except where
otherwise stated. The annual financial report is presented in Australian dollars

Compliance with Intemational Financial Reporting Standards

The annual financial report of the Scheme also complies with International Financial Reporting Standards ("IFRS")
as issued by the International Accounting Standards Board

The following standards and amendments were available for early adoption but have not been applied in the annual
financial statements:

* AASB 8 Operating Segmenls removing the disclosure requirements of AASB 114 Segment Reporting,
applicable for annual financial reporting periods beginning on or after 1 January 2009

* AASB 2008-2 Amendments to Australian Accounting Standards - Puttable Instruments and Obligations arising
on Liquidation setting out conditions under which puttable instruments should be classified as equity, applicable
for annual financial reporting periods beginning on or after 1 January 2009.

+ Revised AASB 101 Presentation of Financial Statements (2007) introduces the term total comprehensive
income, which represents changes in equity during a period other than those changes resulling from
transactions with owners in their capacity as owners. Total comprehensive income may be presented in either a
single statement of comprehensive income (effectively combining both the income statement and all non-owner
changes in equily in a single statement) or, in an income statement and a separate statement of comprehensive
income. Revised AASB 101, which becomes mandatory for the Scheme's 30 June 2010 financial statements, is
expecled to have a significant impact on the presentation of the financial statements

* AASB 2008-5 Amendments to Australian Accounting Standards ansing from the Annual Improvements Process
and 2008-6 Further Amendments to Australian Accounting Standards arising from the Annual Improvements
Frocess affect various AASBs resulting in minor changes for presentation, disclosure, recogmition and
measurement purposes. The amendments, which become mandatory for the Scheme's 30 June 2010 financial
statements, are not expected to have any impact on the financial statements.

The Scheme plans to adopt these standards during the financial year ending 30 June 2010. The initial application of
these standards is nol expected to have an impact on the financial results of the Scheme as the standards are
concermed only with disclosure,



Perpetual Defensive Alternatives Fund

Notes to the financial statements

For the period from 29 February 2008 to 30 June 2009
(continued)

2 Summary of significant accounting policies (continued)

(a) Basis of preparation (continued)

The preparation of an annual financial report requires management to make judgments, estimates and assumplions
that affect the application of policies and reported amounts of assets and liabilities, Income and expenses. These
estimates and associated assumplions are based on historical experience and various other factors that are
believed to be reasonable under the circumstances, the results of which form the basis of making judgments about
carrying values of assels and liabilities thal are nol readily apparent from other sources. Actual results may differ
from these estimales

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimale is revised if the revision affects only that period, or in the period of
the revision and future periods if the revision affects both current and future periods.

(b) Financial instruments

(1) Classification

The Scheme's investments are classified at fair value through profit or loss. They comprise:
+ Financial instruments held for trading

Derivative financial instruments such as fulures, forward contracts, options and interest rate swaps are included
under this classification. All derivatives in a net receivable or payable position are shown gross and reported as
either derivative financial assets or derivative financial liabilities. The Scheme does not designate any derivatives
as hedges in a hedging relationship

« Financial instruments designaled al fair value through profit or loss upon initial recognition
These include financial assets and liabiliies that are not held for frading purposes and which may be sold
These are investmenls in managed investment schemes.

Financial assets and financial liabilities designated at fair value through profit or loss at inception are those that
are managed and their performance evaluated on a fair value basis in accordance with the Scheme's
documented investment strategy. The Scheme's policy is for the Responsible Entlily to evaluate the information
about these financial instruments on a fair value basis together with other related financial information

Loans and receivables comprise amounts due to the Scheme.
Other financial liabilities include distributions payable 1o unitholders of the Scheme.
{ii)  Recognition

The Scheme recognises financial assets and financial liabilities on the dale it becomes party to the contractual
agreement (trade date) and recognises changes in fair value of the financial assets or financial liabilities from this
date.

(i) Measurement
Financial assets and liabilities held at fair value through profit or loss

Financial assets and liabilities held al fair value through profit or loss are measured initially at fair value excluding
any transaction costs that are direclly attributable to the acquisition or issue of the financial assel or financial liability.
Transaction costs on financial assets and financial liabilities at fair value through profit or loss are expensed
immediately. Subsequent to inilial recognition, all instruments held at fair value through profit or loss are measured
at fair value with changes in their fair value recognised in the income statement,

+  Fair value in an inactive or unquated market

The fair value of financial assets and liabilities that are not traded in an aclive market is determined using
valuation techniques. These include the use of recent arm's length market transactions, reference to the current
fair value of a substantially similar other instrument, discounted cash flow techniques, option pricing models or
any other valuation technique thal provides a reliable estimate of prices obtained in actual market transactions.



Perpetual Defensive Alternatives Fund
Notes to the financial statements
Faor the period from 29 February 2008 to 30 June 2009

{cor ]

2 Summary of significant accounting policies (continued)

{b) Financial instruments (continued)

Where discounted cash flow techniques are used, estimated future cash flows are based on management's best
estimates and the discount rale used is a markel rate at the balance sheet date applicable for an instrument with
similar terms and conditions,

For other pricing models, inputs are based on market data at the balance sheel date. Fair values for unquoted
equity investments are estimated, if possible, using applicable pricing/earnings ratios for similar listed companies
adjusted to reflect the specific circumstances of the issuer.

The fair value of derivatives that are nol exchange-traded is estimated at the amount that the Scheme would
receive or pay lo lerminate the contract at the balance sheet dale taking inlo account current markel conditions
(volatility and appropriate yield curve) and the current creditworthiness of the counterparties. The fair value of a
forward contract is determined as a net present value of estimated future cash flows, discounted al apgropriale
markel rates as at the valuation date. The fair value of an option contract is determined by applying the
Black-Scholes option valuation mogel,

Investments in other unlisted unit trusts are recorded at the redemption value per unit as reported by the
managers of such frusts.

Loans and receivables

Loans and receivables are measured initially at fair value plus transaction costs and subsequently al amortised cost
using the effective interest rate method, less impairment losses if any. Such assets are reviewed at each balance
sheet date to determine whether there is objective evidence of impairment.

If evidence of impairmenl exists, an impairment loss is recognised in the income statement as the difference
between the assel's carrying amount and the present value of estimated future cash flows discounted at the original
effective interest rale

If in a subsequent period the amount of an impairment loss recognised on a financial asset carried at amortised cost
decreases and the decrease can be linked objectively to an event occurring after the write-down, the write-down is
reversed through the income statement.

For the purpose of AASB 7, management considers that the carrying amaunt of cash and cash equivalents, other
receivables, amounts due from brokers and other financial liabilities approximate fair value.

Other financial Kiabilities

Other financial liabilities are Initially measured at fair value and subsequently at amortised cost.

(c) Net assets attributable to unitholders

Units are redeemable at the unitholders' option and are therefore classified as financial liabililies, The units can be
put back to the Scheme at any time for cash based on the redemption price The fair value of redeemable units is
measured al the redemption amount that is payable (based on lhe redemption unit price) at the balance sheet date
if unitholders exercised their right to redeem units in the Scheme

(d) Investment income

Interest income is recognised in the income statement for all interest bearing financial instruments using the
effective interest method. Other changes in fair value for such instruments are recorded in accordance with the
policies described in note 2(b).

41-



Perpetual Defensive Alternatives Fund

Notes to the financial statements

For the period from 29 February 2008 to 30 June 2008
(continued)

2 Summary of significant accounting policies (continued)

(d) Investment income (continued)

The effective interest method is a method of calculating the amortised cost of a financial asset or financial liability
and of allocating the inferest income or interest expense over the relevant period. The effective interest rate is the
rate thal exactly discounts estimated future cash payments or receipts throughout the expected life of the financial
instrument, or a shorter period where appropriale, to the nel carrying amount of the financial asset or liability. When
calculating the effective interest rate, the Scheme estimates cash flows considering all contractual terms of the
financial instrument (for example, prepayment options) but does not consider future credit losses. The calculation
includes all fees paid or received between the parties to the contract that are an integral part of the effective inlerest
rate, including transaction costs and all other premiums or discounts.,

Trust distributions (including distributions from cash management trusts) are recognised on a present entillernents
basis as the Scheme is presently entitled to the distributable income of its investee trusts.

Other income is brought to account on an accrual basis.

Realised gains or losses are calculated as the difference between proceeds received from the sale of investments
during the year (net of transaction costs) and their respective original costs. Unrealised gains or lusses include all
unrealised gains or losses recognised during the year on investments held at year end, adjusted for the reversal of
previously recognised unrealised gains of losses on investments sold.

(e) Income tax

Under current legislation, the Scheme is nol subject to income tax, provided the taxable income of the Scheme is
fully distributed either by way of cash or reinvestment (i.e. unitholders are presenlly entitled to all of the income of
the Scheme).

Realised net capital losses cannol be distributed to unitholders but are carried forward by the Scheme to be offset
against any realised capital gains in future years

The benefits of franking credits and foreign tax credits are passed on to unitholders, providing certain conditions are
met.

{f) Distributions

In accordance with the Scheme's Constitution, the Scheme distributes income adjusted for amounts determined by
the Responsible Entity, to unitholders by cash or reinvestment. The distributions are recognised in the income
statement as finance costs atlributable to unitholders,

(g) Change in net assets attributable to unitholders

Income not distributed is included in net assets attributable to unitholders. Movements in net assets attributable to
unitholders are recognised in the income statement as finance cosls.

(h) Goods and Services Tax (GST)

The GST incurred on the costs of various services provided to the Scheme by third parties such as Responsible
Entity's fees, have been passed onlo the Scheme. The Scheme qualifies for Reduced Inpul Tax Credits (RITC) at a
rate of 75% hence Responsible Entity's fees and other expenses have been recognised in the income statement net
of the amount of GST recoverable from the Australian Taxation Office (ATO). Accounts payable are inclusive of
GST. The net amount of GST recoverable from the ATO is included in receivables in the balance sheel. Cash flows
relating to GST are included in the cash flow slatement on a gross basis.

2=



Perpetual Defensive Alternatives Fund
Notes to the financial statements
For the period from 29 February 2008 to 30 June 2009

2 Summary of significant accounting policies (continued)

(i) Cash and cash equivalents

For cash flow statement presentalion purposes, cash and cash equivalents includes cash on hand, deposits held at
call with financial institutions, other short term, highly liquid investments with onginal maturities of three months or
less from the date of acquisition that are readily convertible to known amounts of cash and which are subject to an
insignificant risk of changes in value, and bank overdrafts. Bank overdrafls are shown as a liability on the balance
sheet.

3 Net losses on financial instruments held at fair value through profit or loss

30 June
2009
$
Nel unrealised losses on financial instruments designated at fair value through profit or loss (45,918)
Net realised losses on financial instruments designated at fair value through profit or loss (3,709)
Net losses on financial instruments held at fair value through profit or loss (49,627)
4 Distributions to unitholders
The distnbutions for the extended period were as follows:
30 June 30 June
2009 2009
$ CPU
Distributions
Distributions paid - December 108,680 347
Distributions paid - March 7,816 0.20
Distributions payable - June 11,0869 0.21

Total distributions 127,565

5 Net assets attributable to unitholders

Movements in number of units and net assets attributable to unitholders during the extended financial
period were as follows:

30 June 30 June
2009 2009
Units $
Net assets attributable to unitholders
Opening balance - -
Applications 5,768,208 5,913,100
Redemptions (370,213) (380,105)
Units issued upeon reinvesiment of disiributions 4 3
Change in net assets attributable to unitholders - (49,597)
Closing balance 5,397,999 5,483,401




Perpetual Defensive Alternatives Fund

Notes to the financial statements

For the period from 29 February 2008 to 30 June 2009
{continued)

5 Net assets attributable to unitholders (continued)

As stipulated within the Scheme's Constitulion, each unit represents a right lo an individual share in the Scheme and
does not extend to a right to the underlying assets of the Scheme. There are no separale classes of units and each
unil has the same rights altaching to it as all other units of the Scheme.

(a) Unrealised capital losses

At the reporting date, the Scheme had unrealised net capital losses of $45,306.

(b) Realised capital losses

At the reporting date, the Scheme had realised capilal losses of $3,700 available o offsel against future assessable
capilal gains.

6 Financial assets held at fair value through profit or loss

Fair Value
30 June
2008
$
Designated at fair value through profit or loss
Managed investment schemes 5,472,521
Total financial assets held at fair value through profit or loss 5472521
7 Loans and receivables
30 June
2009
$
Interest receivable 30
Other receivables 9,019
Total loans and receivables 9,049

8 Related party transactions

Responsible Entity

The Responsible Entity of Perpetual Defensive Alternatives Fund is Perpetual Investmen! Management Limited
(ACN 000 866 535), a wholly owned subsidiary of Perpelual Limited (ACN 000 431 827).

The Scheme does not employ personnel in its own right. However it is required to have an incorporaled Responsible
Entity to manage the activilies of the Scheme and this is considered the key management personnel.

-14-



Perpetual Defensive Alternatives Fund
Notes to the financial statements
For the period from 29 February 2008 to 30 June 2009

(continued)

8 Related party transactions (continued)

Key management personnel
(a) Directors

Key management personnel includes persons who were directors of Perpetual Investment Management Limited at
any time during the extended financial period as follows:

R Burrows (appointed 2 April 2008)

| D Holyman (appointed 4 April 2005)

E Wang (appointed 14 September 2007)

J Hawkins (appointed 2 April 2008, Alternate for R Burrows)

| Pendleton (appointed 20 December 2007, resigned 25 August 2008, Alternale for | D Holyman)
A Dodwell (appointed 25 August 2008, Alternate for | D Holyman)

M Miller (appointed 2 October 2007, Alternate for E Wang)

(b)  Other key management personnel

There were no other persons with responsibility for planning, directing and controlling the activilies of the Scheme,
directly or indirectly during or since the end of extended financial period.

Key management personnel loan disclosures

The Scheme has not made, guaranteed or secured, directly or indirectly, any loans to the key management
personnel or their personally related entities at any time during the reporting period.

Other transactions within the Scheme

From time to time directors of the Scheme, or their director related entities, may invest in or withdraw from the
Scheme. These investments or withdrawals are on the same terms and condilions as those entered into by other
Scheme investors.

Apart from those details disclosed in this note, no key management personnel have entered inlo a contract with the
Scheme since the end of the previous financial year and there were no conlracts involving director's interests
subsisting at year end.

The Scheme held investments in the following schemes which are also managed by Perpetual Investment
Management Limited or its related parties:
30 June 2009

Distributions
Number of Number of received/

Number of  Fair value of Interest units units receivable by
units held investment held acquired disposed the Scheme
Managed investment $ (%)
schemes
Perpetual Defensive
Alternatives Pool Fund 5,866,768 5472521 6.1 5,993,801 127,033 110,215

Key management personnel unitholdings

At 30 June 2009 no key management personnel held units in the Scheme.

Responsible Entity's fees and other transactions

The Responsible Enlity's fees are calculated in accordance with the Scheme's Conslilution (as amended). The
Responsible Entity's fee is 0.800% p.a. of the nel asset value of the Scheme* (after taking account of GST and
reduced input tax credils) and is disclosed in the income statement.

-15-



Perpetual Defensive Alternatives Fund
Notes to the financial statements
For the period from 29 February 2008 to 30 June 2009

(continued)

8 Related party transactions (continued)

All related party transactions are conducted on normal commercial terms and conditions. The transactions during
the extended financial period and amounts receivable al year end between the Scheme and the Responsible Entity
were as follows:

30 June
2009
$
Responsible Entity's fee rebate received and receivable directly by the Scheme 15,736
Rebates receivable from the Responsible Entity as at reporting date (included in other receivables) 9,019

9 Auditor's remuneration

During the extended financial period the following fees were paid or payable by the Responsible Entity for services
provided by the auditor of the Scheme

30 June
2009
$
Audit and audit related services
KPMG
Total remuneration for audit and audit relaled services 5,326

10 Reconciliation of operating profit to net cash inflow from operating activities

30 June
2009
$

(a) Reconciliation of operating profit to net cash inflow from operating activities

Operating profit 77,968
Increase in interest receivable (30)
Increase in other receivables (9,019)
Net losses on financial instruments held at fair value through profit or loss 49,627
Net cash inflow from operating activities 118,546
(b} Components of cash and cash equivalents

Cash on hand 12,900
Total cash and cash equivalents 12,900

11 Segment information

The business segment is the primary basis of segment reporting. The Scheme operates solely in the managed
investment scheme industry in Australia.



Perpetual Defensive Alternatives Fund

Notes to the financial statements

For the period from 29 February 2008 to 30 June 2009
(continued)

12 Financial risk management
(a) Overview

The allocation of assets between the various types of financial instruments is determined by the Scheme's asset
manager who manages the Scheme's assets lo achieve the Scheme's investment objectives.

Divergence from target assel allocations and the composition of the assets is monitored by the Scheme's asset
manager on al least a daily basis

Perpetual Investment Management Limited (PIML), as Responsible Entity of the Scheme, is aware of the risks
associated with the business of investment managemenl. A financial risk management framework has been
established within PIML which incorporates a regular assessment process lo ensure thal procedures and controls
adequalely manage the risks arising from current business activities. Central controls include (but are not limited to):

. integrated compuler systems and processes with checks and balances;

. clear policies and procedures covering operations;

. post-trade investment compliance monitoring by outsourced arrangement,

. segregalion of the dealing and investment management function from the administration and settlement
function;

. an independent service provider for the valuation of securities;

. a compliance function within PIML with a separate reporting line from the Asset Management team; and

. a half-yearly self-assessment process.

The Scheme’s investing activilies expose il to the following risks from its use of financial instruments:

. markel risk
. credit risk
. liquidity risk

The nature and extent of the financial instruments employed by the Scheme are discussed below. This note
presents information about the Scheme's exposure to each of lhe above risks, the Scheme's objeclives, policies and
processes for measuring and managing risk.

The Board of Directors of PIML has overall responsibility for the establishment and oversight of the Scheme's
financial risk management framework

A risk management framework is in operation in PIML. As part of this framework, PIML is subject lo regular reporting
and commiltee meelings regarding risk and compliance issues. The purpose is lo facilitate a flow of information
between the business and the PIML Board and Commitlees. Any material matters identified are promptly
investigated and reported as outlined in the procedures.

The Board of Direclors o how manag 1t monitors compliance with the Scheme’s financial risk
management policies and procedures. The Board of Directors ensures the continued adequacy of the financial risk
management framework.

The use of derivatives is considered to be part of the investment and asset management processes and is not
managed in isolation. Consequently, the use of derivatives is multifaceted and includes:

. Hedging to protect an asset of the Scheme against a fluctuation in market value or to reduce volatility;
. As a substitute for physical securities until the physical position can be established;

. Adjusting asset exposures within the parameters set in lhe investment strategy,

. Adjusting the duralion of fixed interest assets or the weighted average malurity of cash assets; and

. Creating a short exposure to a stock or markel for Schemes authorised to lake nel negative positions
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(continued)

12 Financial risk management (continued)

(b) Market risk

Market risk is the risk that changes in markel prices, such as foreign exchange rates, interest rates and other market
prices will affect the Scheme's income or the carrying value of financial instruments. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while oplimising the
return on risk.

The Scheme is exposed to market risks influencing investment valualions. The Scheme may utilise derivatives to
manage this risk however at 30 June 2009 derivatives were not used.

(i} Currency risk

Schemaes that invest in international assets are exposed lo currency risk. Currency risk is the risk that the fair value
of future cash flows of a financial instrument will fluctuate because of changes In foreign exchange rates. Asset
Managers may enter into derivative contracts (such as forwards, swaps, options and futures) through approved
foreign exchange dealers to minimise risk. However, the use of these cantracts must be consistent with the
investment stralegy and restrictions of each Scheme, and agreed acceptable level of currency risk

The Scheme may enter into transactions denominated in currencies olher than Australian dollars. The Scheme is
Iherefore exposed to risks that the exchange rale of the Australian dollar relative to other foreign currencies may
change and have an adverse effect on the Scheme's assets and liabilities denominaled in currencies other than the
Australian dollar.

Foreign currency positions are monitored on a daily basis.

As per the governing documents the Scheme can invest in international assets. As of the balance sheet date, the
Scheme holds no significant investment in international assets.

(ii) Interest rate risk

Interest rate risk is the risk that the fair value of fulure cash flows of a financial instrument will fluctuate because of
changes in market interest rates. Interest rate risk is not considered to be significant to the Scheme other than its
cash holdings. Interest income from cash holdings is received at variable inlerest rates

(iii) Other market price risk

Other market price risk is the risk that the value of an instrument will fluctuate as a resull of changes in market
prices, whether caused by factors specific to an individual investment, its issuer or all factors affecting all
instruments traded in the market.

As the majority of the Scheme's investments are carried at fair value with fair value changes recognised in the
income stalement, all changes in market conditions will directly affect net investment income.

The Scheme's specialist asset managers aim to manage the impact of price risk through the use of consistent and
carefully considered investment guidelines. Risk management techniques are used in the selection of investments
Investments (including derivatives) are only purchased that meet investment criteria. Risk can be reduced by
diversifying invesiments across several asset managers, markets, regions and different asset classes.

Sensitivity analysis

An increase of 15% al the reporting date of the underlying Investments' prices would have increased profit from
operaling activities by $820,878. This analysis assumes that all other variables remain constant.

A decrease of 15% would have the equal, but opposite effect to the amounts shown above, on the basis that all
other variables remain constant.
(c) Credit risk

Credil risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment
that it has entered into with the Scheme. PIML has a credit policy in place and the exposure to credit risk is
monitored on an ongoing basis.
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12 Financial risk management (continued)

(c) Credit risk {continued)

With respect to credit risk arising from the financial assets of the Scheme, other than derivatives, the Scheme's
exposure to credit risk arises from default of the counterparty, with the current exposure equal to the fair value of
these instruments as disclosed on the balance sheet. This does nof represent the maximum risk exposure that
could arise in the future as a result of changes in values, but best represents the current maximum exposure at the
reporling date.

Investment management processes include the consideration of counterparty risk. Securiliesl/investments (including
derivalives) are only purchased that meel the investment criteria. The Assel Management tearm within PIML may
refer to the quantified credit ratings issued by Standard and Poor's or Moody's to assess the credit worthiness of
counterparties.

Consideralion is given (among other things) to branding, stability and security marketability of counterparties and
PIML consistently monitors exposure through electronic systems. PIML has broking agreements in place with a
limited number of stockbrokers

Trading in equily futures and options is restricted to trading on an exchange.

Credil risk is not considered lo be significant to the Scheme.

(d) Liquidity risk
Liguidity risk is the risk that the Scheme will nol be able to meet its financial obligations as they fall due.

The Scheme's governing documents provide for daily redemption of units and it is therefore exposed lo liquidity risk
of meeting unitholders' redemption at any time.

The Scheme's financial instruments include unlisted investments which are nol traded in an organised public market
and which generally may be illiquid. As a result, the Scheme may not be able to liquidate quickly some of its
investmenls in these instruments al an amounl close to their fair value in order to meet its liquidity.

The investment management process includes the consideration of liquidity, both in terms of market quality and
cash flow. In asset construction, securitiesfinvesiments (including derivatives) are only purchased that meet
investmenl criteria and this includes the assessment of salability in different markel conditions. Before entering into
a transaction, consideration is given to (among others):

. whether the purpose of the investment is consistent with the investment strategy of the Scheme;
. the ease of selling the security should market conditions change unfavourably;

. whether there are sufficient assets to cover the underlying liabilities of that transaction, and;

. the overall liquidity level for the Scheme

The investmenl siralegies define a range for liquidily levels for the Scheme. PIML has systems in place capable of
monitaring and reporting on guidelines and limits.

The following table represents the contractual maturities of financial labilities, including interest payments where
applicable:

Carrying Contractual & months
amount  cash flow At call or less
30 June 2009 -]
Non-derivative financial liabilities
Distributions payable to unitholders of the Scheme 11,069 11,069 - 11,069
Net assets attributable to unitholders 5483401 _ 5483401 5483 401 -
Total 5494470 5,494,470 5,483,401 11,069
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12 Financial risk management (continued)

(d) Liquidity risk (continued)

Financial instruments at fair value through profit or loss where there are no contractual cash flows are disclosed
based on the financial instruments' fair value at 30 June and their estimated maturity at this date

13 Derivative financial instruments

In the normal course of business the Scheme enters into transaclions in various derivative financial instruments
which have certain risks. A derivative is a financial instrument or other conlract which is settled al a future date and
whose value changes in response to the change in a specified interest rate, financial instrument price, commodity
price, foreign exchange rate, index of prices or rates, credit rating or credit index or other vanable

Derivalive financial instruments require no initial net investment or an initial net investment that is smaller than would
be required for other types of contracts thal would be expected lo have a similar response to changes in market
factors.

Derivative transactions include many different instruments, such as forwards, fulures and options. Derivatives are
considered to be part of the investment process and lhe use of derivatives is an essenlial part of the Scheme's
pertfolio management. Derivalives are not managed in isolation. Consequently, the use of derivatives is mullifaceted
and includes:

+ hedging to protect an asset or liability of the Scheme against a fluctuation in market values or to reduce
volatility

+ a substitution for trading of physical securities

+ adjusting asset exposures within the p ters sel in the investment strategy, and adjusting the duration of
fixed interest portfolios or the weighted average maturity of cash portfolios.

While derivatives are used for trading purposes, they are nol used to gear (leverage) a portfolio. Gearing a portfolio
would occur if the level of exposure to the markets exceeds the underlying value of the Scheme.

As al the reperting date, there were no derivative financial instruments held by the Scheme.

14 Events occurring after the balance sheet date

No significant events have occurred since balance date which would impact an the financial position of the Scheme
disclosed in the balance sheet as at 30 June 2009 or on the resulls and cash flows of the Scheme for extended
financial period on that date,

15 Contingent assets, liabilities and commitments

There are no outstanding contingent assets, liabilities or commitments as al 30 June 2009
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Perpetual Defensive Alternatives Fund
Directors' declaration
For the period from 28 February 2008 to 30 June 2009

Directors' declaration
In the opinion of the direclors of Perpetual Invesiment Managemenl Limited, the Responsible Enlity of Perpetual
Defensive Alternatives Fund:

(a) the annual financial statements and notes set out on pages 6 to 20 are in accordance with the
Corporations Act 2001, including:

(i) complying with Accounting Standards, the Corporations Regulations 2001 and other mandatory
professional reporting requirements; and

(ii) giving a true and fair view of the Scheme's financial position as at 30 June 2009 and of its
performance for the extended financial pericd ended on that date; and

(b) there are reasonable grounds to believe that the Scheme will be able to pay its debls as and when they
become due and payable.

This detlaration is made in accordance with a resolution of the directors.

Sydney
17 September 2009
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Independent auditor’s report to the unitholders of Perpetual Defensive Alternatives
Fund

Report on the financial report

We have audited the accompanying financial report of Perpetual Defensive Alternatives Fund
(“the Scheme™), which comprises the balance sheet as at 30 June 2009, and the income
statement, statement of recognised income and expense and cash flow statement for the period
from 29 February 2008 to 30 June 2009, a summary of significant accounting policies and other
explanatory notes | to 15 and the directors’ declaration set out on pages 6 o 21.

Directors " responsibility for the financial report

The directors of Perpetual Investment Management Limited (“the Responsible Entity™) are
responsible for the preparation and fair presentation of the financial report in accordance with
Australian Accounting Standards (including the Australian Accounting Interpretations) and the
Corporations Act 2001, This responsibility includes establishing and maintaining internal control
relevant to the preparation and fair presentation of the financial report that is free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the circumstances. In note 2, the
directors of the Responsible Entity also state, in accordance with Australian Accounting
Standard AASB 101 Presentation of Financial Statements, that the financial report, comprising
the financial statements and notes, complies with International Financial Reporting Standards.

Auditor's responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We
conducted our audit in accordance with Australian Auditing Standards. These Auditing
Standards require that we comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable assurance whether the financial
report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditor’s judgement,
including the assessment of the risks of material misstatement of the financial report, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the Scheme’s preparation and fair presentation of the financial report in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Scheme’s internal control, An audit also
includes evaluating the appropriateness ol accounting policies used and the reasonableness of
accounting estimates made by the directors of the Responsible Entity, as well as evaluating the
overall presentation of the financial report.

We performed the procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001 and Australian Accounting
Standards (including the Australia Accounting Interpretations), a view which is consistent with
our understanding of the Scheme’s financial position, and of its performance.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.
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Independence

In conducting our audit, we have complied with the independence requirements of the
Corporations Act 2001,

Auditor's opinion

In our opinion:

(a) the financial report of Perpetual Defensive Alternatives Fund is in accordance with the
Corporations Act 2001, including:

(i) giving a true and fair view ol the Scheme’s financial position as at 30 June 2009 and of its
performance for the period from 29 February 2008 to 30 June 2009 and

(1i) complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Regulations 2001.

(b) the financial report also complies with International Financial Reporting Standards as
disclosed in note 2.

KPMG

obert Warren
Partner

Sydney
17 September 2009
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