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NAV Updates

Series April ’09 MTD YTD
Class A 147.67 +4.46% +4.97%
Class B 147.75 +4.47% +4.98%
Class C GBP 81.59 +4.08% +3.59%
Fund Size $315m

The fund was up 4.5% in April, a
hugely disappointing result given
the ongoing powerful rise in mar-
kets. We feel particularly cross
with ourselves as we are not in
the business of underperforming
strong markets as our double digit
performance in March and, prior
to that December, when the mar-
kets first sprang back to life,
clearly demonstrates. The simple
reason for the underperformance
Is that we made a number of mis-
takes, which were largely based
on the poor execution of the right
idea, and therefore, we very much
hope, a one off. The fund as of
writing has risen 8.3% in May.

Firstly, after very strong returns in
March from some of our compa-
nies, and given our still cautious
outlook for economic growth in
general, several of our valuation
targets were triggered. For exam-
ple, our selection of Chinese
stimulus beneficiaries returned an
average of 65% in March! Natu-
rally, with perfect hindsight, we
wish we had been bolder in our

> 4
Performance
2005 Q4 +8.86%
2006 +33.94%
2007 +21.88%
2008 -20.84%
2009 (YTD) +4.97%

expectations as the positive story
has continued to improve, albeit tak-
ing valuations well back into ‘normal
cycle’ territory and above, in some
cases.

Secondly, having responded cor-
rectly to the extremely low valuations
we saw in the first week of March
and so benefited by making gains in
the early stages of the rally, our mis-
take was to move back towards
some of our more defensive and
solid themes, such as medical
equipment. For best performance,
in hindsight, we should

have pressed on to buy lower quality
investments such as financials and
deep cyclicals, both of which took up
the running in April. In fact we could-
n't, and still cannot, justify these ei-
ther thematically or fundamentally
although we accept that the finan-
cials sector globally, post the change
in the mark to market rule, has now
undergone the upward move from
‘impossible to value’ to ‘having a
value’. On both counts, though, we
felt uneasy investing in companies
which are hard to defend on more
than a few weeks view, are not
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driven by any clear longer term
drivers other than the economic
cycle and which, in the possible
event of any renewed disappoint-
ment in the economic outlook,
would therefore be the first to
crumble.

Thirdly, we ran in to some bad
luck. During the fairly short time
we had reduced our exposure to
switch from the fully valued com-
panies to our new selection, we
missed a couple of very big up
days.

We apologise profusely and feel
very disappointed with ourselves.
We have however stuck to our

guns in terms of not branching out

into poor quality ‘value and lag-
gards’ and have steadfastly re-
mained with the companies and
industries we feel we know best
and will deliver the earnings
growth we are looking for. More
recently we have started to see
our patience rewarded, in particu-
lar, the Taiwan domestic theme
has shone through as China Mo-
bile announced it would take a
stake in Taiwan mobile operator,
Far EasTone. We wrote about this
theme last month and are confi-
dent that the news flow will con-
tinue to add confidence to a still
cautious local population as the
year progresses.

Moreover, we would hate you to
think that we are only invested in
the most dull or stodgy areas of
the market and therefore doomed

to subdued returns. We have re-
tained exposure to our favoured ex-
isting themes; Gold, Railways,
Power T&D, Batteries, Nuclear roll-
out, China stimulus beneficiaries,
China internet and Internet gaming.
The latter few categories, in particu-
lar, have been anything but dull.

We are particularly excited about the
next technology boom which will be
forthcoming from the arrival of 3G
and the subsequent content explo-
sion, on which more below.

Other themes we believe will do par-
ticularly well in the second half of the
year are oil and food, both of which
we have written previously and
where we have also been adding ex-
posure. Companies in all three of
these latter themes now occupy the
dominant position in the fund and,
we believe offer every bit as much
upside as the average large index
constituent but crucially are struc-
tural stories which exist despite the
economy. In times like these, when
memories once again shorten, there
will come a point, possibly before
long and almost certainly some time
later this year, when a clear and
solid reason for growth outside the
economic cycle will once again be-
come highly sought after, and that
will not be a time to have thrown
caution to the wind.



OUTLOOK

We have just returned from two
weeks in Asia, where we saw a
wide selection of our companies
and possible investment candi-
dates as well as having time to
explore some new themes.
Things are certainly better, there
is clear evidence of the stimulus
in China having gained significant
traction and local consumption
seems to remain robust. There is
plenty of credit available in China
and for that matter elsewhere in
the region too - indeed a mort-
gage war exists in Hong Kong
(again)! Manufacturers in the
technology sector are reporting
better orders although this is not
generally accompanied by any
visibility which remains in most
cases an abnormally lean one
month! It is also fair to say that
things were not universally rosy —
heavy cyclicals exposed to the
shipbuilding sector, for example,
seem to us one area most likely to
see future bankruptcies. Else-
where in the basic manufacturing
chain for goods such as fridges,
washing machines and clothes
where western demand is para-
mount, the strain is still very ap-
parent with sales still down 40%
or more and not a whisper of re-
covery.

We also sensed that some of the
recent numbers suggest the hint
of a slowdown in recent weeks,
especially in China. This could

be a cause for concern as if there
is indeed a slowdown there is

quite a lot of room for disappoint-
ment in the region's equity markets.
However this is possibly also a

point for markets to pause for a mo-
ment. It is a widely held view
amongst our most well connected
contacts in Asia that the Chinese
government has already typed out
part 2 of its economic stimulus pack-
age which is now sitting in ‘draft’
waiting to become reality. We
broadly concur with this view and the
introduction of further stimulus would
certainly add more fuel to the fire
currently already burning very
brightly in Asian equities.

Positive Outlook

Year to date Asia has already out-
performed Western markets by a
huge amount. Amazingly, as of last
week Asia now boasts as many bil-
lion dollar companies as America!
The key question must therefore be
can this out performance continue?

‘Keep the faith, pack the cheese
sandwiches: my friends, we’re going
to the moon’

Apart from bringing a smile to our
faces, and leaving aside the highly
probable chance of short term over
excitement, this headline from an
email sent to us last week from a
wise and amusing friend based in
Hong Kong is worth noting because
it illustrates something it is very hard
to see from the West. The other side
of the equation is best summed up
by the title of a superb article in the
May 18™ New Yorker magazine by
Nick Paumgarten.; “Annals of Fi-
nance: ‘ The Death of Kings’ Notes



from a Financial Meltdown. Peo-
ple assess their own future first
and then, gradually the implication
for their friends, their town, the so-
cial fabric, and, in the darker
hours, the fate of the American
experiment”. The key point here is
that in Asia there is simply no-
where near the psychological
damage that we face in the West.
In Asia that lesson was learnt ten
years ago and this time, they feel,
they are better prepared and not
to blame. Whilst there is unem-
ployment and uncertainty across
Asia there is no loss of faith in
government, banks or the the in-
tegrity of professionals. There is
also growing confidence that
there exists the domestic mus-
cle to get through to the other
side. In the East we see more evi-
dence of the adoption of practical
new solutions, a more flexible ap-
proach, pragmatism and a higher
chance of a recovery that is
healthy both politically and eco-
nomically, and, crucially,

Is sustainable. On the evidence
so far it is impossible to argue
this for the West.

Recently, we have been wonder-
ing If we are about to enter an-
other period similar to that of the
decade between 1974 and

1984 when the Dow and the S&P
remained more or less flat for a
decade but companies which
could deliver growth performed
very well. In particular during this
period technology stocks out per-
formed, as demonstrated by the

Hambrecht and Quist Technology In-
dex (a precursor to the Nasdaq)
which over the same period outper-
formed the S&P by 4 times and the
Dow by 5 times! Quite apart from
the fact we believe we could be
about to enter another technology
boom which will be especially pro-
nounced in Asia ( see below) we
think that ‘growth’ could , once again
become priced at a big pre-

mium. We know this doesn’t usually
end well, but the process of build up
Is a multi year one and certainly fa-
vours the brave. It is very early to
say for sure but we think parts of
Asia may begin to stand out in par-
ticular as relative growth havens.
Given a shortage of such opportuni-
ties globally, more international inter-
est and money may be attracted
than at other times.

There are other reasons to remain
positive about Asia; India, Taiwan
and China all offer clear domestic
growth stories recently enhanced by
political change or political will. This
Is a big chunk of the region. We
would add Hong Kong to this list,
yet, perhaps, to be fully reflected in
the stock market. In Hong Kong the
monetary base has been soaring fol-
lowing that of the US, setting the
scene for a big shift in assets. Mean-
while, if you put HK$100,000 on de-
posit in the bank in Hong Kong today
it would be 20 years before enough
interest had accrued to buy you a
Starbucks cappuccino! Meanwhile
4Q 2008 saw the lowest investment
in construction and building in nearly
25 years! It is hardly surprising that



house prices are in positive terri-
tory this year already but, as we
have written before, in the near

future of big taxes and big govern-

ment in the West, the laissez faire
low tax haven that Hong Kong of-
fers should also stand it in good
stead.

Notes of Caution

It is very exciting to once again
write positively about a place we
feel so passionately about but we
also know it will not be plain sail-
ing. We are still dealing with a
very complex global situation
which will result in hugely exag-
gerated swings in sentiment and
markets. Below are some

events we are watching out for.

Firstly, a short term local

are big swathes of the market which
do not have a similarly positive
trend.

Secondly, we are wondering whether
this powerful rally in most assets is
more about being in the early, hid-
den, days of global inflation as op-
posed to being deep seated in any-
thing more fundamental, like actual
economic growth. This sounds ex-
actly like what governments would
like to achieve although the consen-
sus remain generally seated in the
deflation camp. However, we feel the
extent of hoarding money in cash
that took place over the past 18
months could unleash a very wild
swing towards buying assets

once inflation takes hold.

There are other factors at work
which also suggest to us that infla-

risk. Asia always has the capacity tion could be much more virulent

to get ahead of itself and the re-
cent spectacular out performance,
overbought chart patterns and, in
some cases, now quite ritzy
valuations all suggest a correc-
tion must be on the cards. It is
possible this is short and leads to
further upside, but it could feel
nasty for while. One of the keys to
this rally being sustained thereaf-
ter will be whether analysts start
to upgrade their earnings fore-
casts. Quietly this is starting to
happen but the trend needs to
gather pace for shares to find fur-
ther momentum. We are certainly
finding reason to increase opti-
mism on the themes we like but
we are acutely aware that there

than is currently expected. Supply
chains have become too tight and
post the credit crunch are still bro-
ken. Now the worst of the inventory
adjustment is over we can expect to
see some price increases. We have
already alluded to this within our re-
ports on food, oil, and LED themes
where capacity increases are simply
not likely to keep pace with past ex-
perience or future demand. In addi-
tion, countries like China are no
longer subsidising cheap exports,
manufacturers are asking for better
payment terms in exchange for un-
certainty, the single price model is
giving way to varied prices reflecting
order lead time and availability, trade
credit costs more and currency risk



Is increasingly taken into ac-
count. Indeed the renowned
economist Peter Warburton has
gone so far as to suggest that the
credit crunch will eventually

be seen to have had a much big-
ger impact on supply than on con-
sumers themselves.

Finally, we expect more bankrupt-
cies, leaving more pricing power
to survivors and more protection-
ism (under a different name). As
a result of all of this and the re-
moval of any institutional bias
against inflation, the resulting in-
flation could eventually be violent
and its cure painful. Until then, it
Is better to travel than arrive.

UPDATES LED

One of our first themes ever in the
Prusik Asia Fund. Having deliv-
ered several rounds of good re-
turns, it is now at the point of
maximum excitement. Everything
we were looking for and have writ-
ten about in the past is now in full
swing. Firstly, the price differential
with the traditional CCL backlight
units for notebook computer
screens has virtually been
eroded, depending on screen
size. LEDs use up to 20% less
power and are lighter, making
them an obvious choice for both
the low end and smaller net-
books as well as any top end de-
vice. As a result Seoul Semicon-
ductor who we visited in Korea,
reckon over 30% of all notebook
computers made this year will use

LED and this percentage will rise ex-
ponentially in the coming 2 years to
include almost all. Similarly,

LED penetration in the TV market,
which stands at just 2% today will
rise to 6-7% by next year,

and general lighting, which was up
until last year a nice idea without
much actual sales revenue, is now
starting to make an impact on com-
panies profits. General lighting will
last quarter have contributed over
30% of Seoul Semiconductor's sales
and is also forecast to grow at a rate
of 30% next year. In total therefore
Seoul Semiconductor quietly reck-
ons their sales could more than dou-
ble over the coming 12 months with
ongoing strong demand thereatfter.

What is really interesting is that
unlike previous hardware cycles
where it is usual to see mad capital
expenditure leading to over expan-
sion at existing suppliers and a huge
number of new entrants, this cycle
feels different so far. Given the credit
crisis, the attendant gruesome tales
and credit fears coupled with a near
total stagnation in demand until liter-
ally just weeks ago, there is little ex-
pansion. Seoul Semiconductor is
spending cautiously and within the
means of their own balance sheet,
despite being unable to fill all the or-
ders they received in March. This
time, therefore, it looks like the hard-
ware companies may see a longer
time in the sun before the next in-
evitable debt fuelled capex phase.



Energy Storage

One of the biggest impediments
to the massive growth we are ex-
pecting in smart phone use is bat-
tery life. If we are using the same
device for calls, email, internet
searches, game playing and so
on then most current batteries will
not last long. In the immediate fu-
ture the likely solution is to carry
more than one device or indeed
more than one battery. Neither of
these solutions is bad for battery
makers. Other solutions will come
from the growth in adopting low
energy use components, such as
OLED displays. Elsewhere, whilst
the car companies in the west
flounder, Asian battery makers are
focused on the replacement mar-
ket and have turned their exper-
tise to supplying back up batteries
for the ongoing build out of the
telephone and 3G networks. Me-
dium term, energy storage re-
mains a key technology and we
watch carefully for any signs of
breakthrough, either in battery
technology or methods to reduce
energy use.

Power T and D

The roll out of the Chinese grid
continues unabated, stimulus or
not. This is comforting as there
exists still considerable confusion
in China over what large scale in-
frastructure projects have been
given the green light and what are
still on hold. The upgrade of both
the Northern & Southern grids

continues as does the roll out in Xin-
jilang. In India, now Congress has
been given a proper mandate by the
Indian electorate, there is a renewed
pledge to hold ministers accountable
if promises on upgrading India's
power supply are not fulfilled. This is
a big step and will probably mean
guicker payment terms from the
State Electricity Boards which would
ease the cash flow crunch that para-
lysed the sector last year ( which
was part of the reason we sold). We
are revisiting several of our 2007 in-
vestments in India in this sector
which still look interesting despite
the upside crash in the equity market
that followed Congress's victory.

The fund holds TBEA the Shanghai
listed manufacturer of transformers
and cables. Its Q1 2009 results beat
all estimates this time through excel-
lent raw material price handling. Go-
ing forward the company is switching
its product mix towards Ultra High
Voltage DC equipment. ( a long run-
ning theme of ours). We think this
will be the most interesting part of its
progress as it will increasingly leave
behind the many small AC manufac-
turers and dominate the less com-
petitive DC part of the grid which is
where Chinese Government is most
keen to spend.

We have spent considerable time
sorting out the "wheat from the chaff"
in this industry. Fortune Electric
whose transformer business is more
in tune with domestic Taiwanese and
global industry upgrades is suffering.
This is particularly interesting as



many assume that broad
‘infrastructure’ is the place to be
invested, assuming government
spending is continuing apace in
the face of weak economies. A re-
cent meeting with Fortune sug-
gests that, despite the biggest
pledge on government spending
in domestic Taiwan for over a dec-
ade, this is certainly not the case.
The local government remains
slow to act while governments
elsewhere are as much ‘on hold’
as the private sector in terms of
future spending. The uncertainty
threatens to leave a reasonably
large gap in the 2010/2011 earn-
ings of some companies, Fortune
being no exception, so we have
sold our shares for now.

Oil and oil services

We have been happily invested in
Worley Parsons this year, an en-
ergy services company which saw
only a 15% cut in consensus
earnings last year but whose
shares fell over 80%!

Rather like a law firm, Worley bills
its engineers out on an hourly or
daily basis so would be quick to
reflect any material slow down in
oil exploration and production
capital expenditure. We have
seen no fall in billing rates yet. Oll
sands in Canada seem to be the
only large scale project to be on
"permanent” hold. Otherwise the
"new" insatiable demand for LNG
(a clean energy ) is keeping the
Australian projects running at full

tilt whilst India’'s exploration of the
Arabian Sea will only accelerate.

Looking at oil itself, there are stories
are already circulating of fuel short-
ages in China. Jet fuel prices have
been hiked by 10% and the normal
hoarding is now starting across fuel
types as traders expect further price
hikes. Sinopec has reportedly
stopped supplying some retailers be-
cause they were stockpiling fuel.
Also PetroChina has cut sales to
buyers other than its key contract
customers because of tight supplies.

We would not be surprised if China
decides to raise gasoline and diesel
prices by as much as 10% quite
soon, especially with global oil prices
rallying ahead of the OPEC cartel
meeting on 28" May and the start of
the US summer driving season. Oil
Is a theme we continue to like. We
do not think demand is that elastic
while supply and inventories remain
tight and the price still does not yet
facilitate widespread exploration and
future capacity expansion in today's
risk averse climate. We hold
CNOOC, Petrochina and Woodside.
As for Worley we expect the next re-
vision to analysts earnings expecta-
tions will be up and the 09 PE
should fall from 12x to 9x.

Food

Very quietly food prices are rising
once more, driven by a mixture of
weather problems, the previous
years lack of credit reducing farmers
ability to buy seeds, fertilizers and



pesticides and the recent rise in
the price of oil. International food
stocks remain at a dangerous and
record low and follow a three
year period from 2005 when
wheat and corn prices tripled

and rice prices climbed fivefold
spurring food riots in two dozen
countries. In any other corner of
the economy such price moves
would have been met with a mas-
sive increase in supply, and yet
agricultural productivity growth is
stuck between 1% and 2% per
year thanks to a lack of water, ap-
propriate land and adequate top-
soil as well as a lack of action by
governments in tackling these is-
sues or encouraging small scale
food production. In short, food
production cannot keep up with
the growth in world population.
Furthermore, we have no excess
in the system to cope with sudden
crises , such as the loss of the
bee population which is responsi-
ble for fertilizing 30% of Americas
food crops. This is a theme which
Is as grave as it is compelling but
food producers across the region
have been notably laggard per-
formers in recent weeks. We think
this will change as we move into
the second half and have been
adding to our palm oil planta-
tions, sugar producers, agri sup-
plies companies and fertilizer pro-
ducers.

NEW THEMES
OLED

Organic LED display makers in Tai-
wan and elsewhere fell over them-
selves to close loss making capacity
in the past few years, leaving Sam-
sung SDI with a 50% global market
share and other Korean makers
such as LG Electronics close be-
hind. Up until now OLED use has
been restricted to those very small
displays on the front of a clam shell
style handset together with other
specialist uses. This is because they
are still very difficult to produce in
larger sizes at sensible prices. For
example, Sony currently has an
OLED television on the market. It
may use a fraction of the power of
an ordinary television, weigh very lit-
tle, have just a 3mm thick screen,
give colour and picture clarity like
you have never seen but it is still
only an 11” screen and it retails at a
whopping $2,500 !! However, the in-
dustry rumour mill suggests this is
about to change. Samsung last
week launched an Android phone
called Tocco, whose key marketing
point is its OLED screen. Apple are
reportedly about to use OLED in
their next major product. Given the
enormous power saving benefits of
OLED ( about 40% more efficient
than LED) and its lightness and
"thinness" it seems very likely it will
now be adopted quickly on many top
end hand held devices . If Sam-
sung's predictions are right, the rest
of the industry will move in this direc-
tion in the coming years so by 2014



over half of all phones will be us-
ing OLED displays.

Mobile Internet

The time has finally arrived when
we have mobile internet. 3G

will be rolled out in more than
234 cities in China by the year
end — most likely reaching far
more than the 20% of the popula-
tion now on fixed line broadband,
and driving the already exponen-
tial dash to get on line. All you
need is a smartphone.

This is exciting for China's inter-
net service providers but the story
doesn’t end there. The whole
world is about to get mobile inter-
net. To put this in context the
world currently has about 1.5 bil-
lion fixed line internet users but
over 3.5 billion mobile phone us-
ers. If all these mobile phone us-
ers become internet users, and all
new internet users jump straight
to 3G and China continues its cur-
rent internet take up rate then the
internet will see a threefold ex-
pansion in usage in a very short
time. The dominant method of us-
ing the internet will suddenly be
via mobile. This has huge implica-
tions for the technology sector.

Firstly, the hardware; Smart
phone makers are seeing a multi
year outlook of huge growth. In-
deed smart phone sales are al-
ready up 8.5x in the past 5 years.
More exciting are many of the
components, especially the new
ones which are being rapidly

adopted as standard, such as touch
screens, about which we wrote last
month. Elsewhere, companies sell-
ing equipment to the network are
also seeing very strong growth in de-
mand, right down to the back up bat-
tery makers as we mentioned above.
Netbooks and notebooks with 3G
cards as standard will be a big part
of this trend.

Secondly, data traffic will explode.
YouTube already sees more
downloads every day than the entire
internet did in 2000 when the last
technology boom occurred — and
YouTube alone has seen the up-
loads to their site increase by 30%
per hour since the beginning of this
year!. With the arrival of cloud com-
puting you no longer need to have a
device in front of you that holds the
information or processes it — that is
all done somewhere else on the net.
As a result you can access more,
from anywhere, and you will. This
potentially bodes very well for the
service providers although the capex
burden will remain heavy for a while
to come.

Thirdly, with the arrival of Google's
Android phone - an open source de-
veloped free platform — and looking
at the recent explosive demand and
supply coming off the new Apple
Apps store ( 25,000 apps, over a bil-
lion downloads, 60million users, all
revenues shared between 800,000
open source developers and Apple)
it is clear there will be spectacular
growth in applications and software
for all standards of smartphone.



What these applications will look
like in a few years time we can
still only guess but suffice to say
they will themselves become a
major driver in demand for smart-
phones and mobile internet in fu-
ture.

Fourthly, the business opportuni-
ties surrounding the mobile inter-
net will be huge. At the very be-
ginning there will be advertising.
Google reckons that advertise-
ments placed on a mobile service
can be charged at 4 times the rate
of normal internet ads, as they are
more likely to lead to a sale, so
advertising revenues will increas-
ingly grow in this segment. More-
over, it will become cleverly tar-
geted as the systems become in-
creasingly intelligent, noting your
whereabouts, habits, friends and
interests. If this sounds quite big
brotherish, it is, but it will also be
big business.

In short this is a multi year theme
which will evolve into areas we
can only currently guess about.
For example, imagine what
games can be played when you
can know the other players
whereabouts and speak real time
from within the application to your
fellow game players? The imme-
diate beneficiaries will be the
hardware makers and later this
year or next we shall start to know
which of the leviathan smartphone
offerings from the likes of Apple,
Nokia, GoogleAndroid will win out
in which countries. In Asia there is

added spice on top. We are still add-
ing new internet users at a massive
rate, so the growth numbers within
this theme will be extraordinarily
large. On top of that Asia is home to
much of the hardware manufacturing
and innovation, from touch screens
to casings, from batteries to OLED
displays. For Asia, this is a growth
story within a growth story.

Portfolio valuation

The portfolio trades on 16 times
2009 forecast earnings and 13 times
2010 with earnings growth of 15%
into 2010, generating an ROE of
16% that year.



Top 5 Holdings % April 2009
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price or income of investments.

The information and opinions contained in this document are for background purposes only, and do
not purport to be full or complete. Nor does this document constitute investment advice. No represen-
tation, warranty, or undertaking, express or limited, is given as to the accuracy or completeness of
the information or opinions contained in this document by any of Prusik Investment Management
LLP, its partners or employees and no liability is accepted by such persons for the accuracy or com-
pleteness of any such information or opinions. As such, no reliance may be placed for any purpose
on the information and opinions contained in this document.”



