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Background to this Paper

Lonsec released the September Quarterly Outlook and Investment Insight papers on 13 July 2009. Since that time there has
been a material flow of economic and market data which has resulted in Lonsec revisiting the tactical asset class views
expressed in the Quarterly Outlook and Investment Insight papers. Lonsec typically reviews the tactical asset class
recommendations on a quarterly basis. However, in order to ensure these recommendations remain most relevant in a rapidly
changing economic and market environment, Lonsec has updated the most recent tactical views to reflect these
developments.

This update outlines the changes that have been made to Lonsec!s tactical asset class views and the rationale for these
changes. This supplementary paper should be read in conjunction with the original September Quarterly Outlook and
Investment Insight papers.

Revised Tactical Asset Class Views

The changes to the tactical asset class views and the implications these changes have for the six Lonsec risk profiles are
summarised in the tables below.

The key changes include a move from 'Slight Underweight! to "Neutral! in Australian and Global Equities . The increased
weighting to Equities has been funded from Cash, with the Cash allocation reduced from "Very Overweight! to an
'Overweight! position.

Lonsec Tactical Asset Class Positions - July 2009
Current View

Last Quarter

Aust Equity Slight Underweight Neutral
Global Equity Slight Underweight Neutral
Australian Property Neutral Neutral
Global Property Neutral Neutral
Aust Bonds Neutral Neutral
Global Bonds Underweight Underweight
Cash Very Overweight Overweight
Alternatives Neutral Neutral
Secure Balanced
Aust Equity Aust Equity 23 15-31 23.0 0.0
Global Equity Global Equity 20 13-27 20.0 0.0
Aust Property Aust Property 6 4-8 6.0 0.0
Global Property Global Property 6 4-8 6.0 0.0
Aust Bonds Aust Bonds 12 8-16 12.0 0.0
Global Bonds Global Bonds 18 12-24 14.0 -4.0
Cash 100 100.0 100.0 0.0 Cash 5 0-12 9.0 4.0
Alternatives Alternatives 10 5-15 10.0 0.0
Defensive Growth
Aust Equity 8 5-11 8.0 0.0 Aust Equity 30 20-40 30.0 0.0
Global Equity 6 4-8 6.0 0.0 Global Equity 28 19-37 28.0 0.0
Aust Property 6 4-8 6.0 0.0 Aust Property 5 3-7 5.0 0.0
Global Property Global Property 7 5-9 7.0 0.0
Aust Bonds 18 12-24 18.0 0.0 Aust Bonds 7 5-9 7.0 0.0
Global Bonds 27 18-36 21.0 -6.0 Global Bonds 10 7-13 8.0 -2.0
Cash 25 15-35 31.0 6.0 Cash 3 0-10 5.0 2.0
Alternatives 10 5-15 10.0 0.0 Alternatives 10 5-15 10.0 0.0
Total 100 100 0
Conservative High Growth
Benchmark Ranges TAA position +/- Benchmark REUCES TAAp osition +/-
Aust Equity 16 11-21 16.0 0.0 Aust Equity 38 25-51 38.0 0.0
Global Equity 14 9-19 14.0 0.0 Global Equity 37 25-49 37.0 0.0
Aust Property 6 4-8 6.0 0.0 Aust Property 4 3-5 4.0 0.0
Global Property 4 3-5 4.0 0.0 Global Property 6 4-8 6.0 0.0
Aust Bonds 16 11-21 16.0 0.0 Aust Bonds
Global Bonds 24 16-32 18.5 -5.5 Global Bonds
Cash 10 0-20 15.5 5.5 Cash
Alternatives 10 5-15 10.0 0.0 Alternatives 15 5-25 15.0 0.0
Total 100 100 0 Total 100 100 0

Reasons for the Changes

* Given the absence of cash in the High Growth portfolio, Alternatives are used as the balancing item

Since the Lonsec Investment Committee last met on 23 June 2009, there has been a steady stream of improving economic
data released globally and domestically. In addition, the early results from the second quarter US reporting season have

mostly exceeded expectations and financial markets have continued to improve. When combined, these developments point to

further signs of stabilisation and a possible turning point for the global economy. There are encouraging signs that a gradual

recovery is now possible.

This information must be read in conjunction with the Warning, Disclaimer, and Disclosure at the end of this document.
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Recognising a turning point seems to be upon us, Lonsec convened a special, intra-quarter Investment Committee meeting on
21 July 2009, to reconsider the recommended asset allocation positioning. As a result of that meeting, the Committee agreed
to reduce the overall defensive asset allocation stance back towards a more Neutral position. The Australian Equity and Global
Equity weightings have been increased from "Slightly Underweight! to "Neutral! at the expense of the Very Overweight! cash
position.

While Lonsec still has concerns that a difficult FY09 reporting season lies ahead, due to falling earnings per share and asset
write-downs, the domestic market is now likely to look forward to a FY10 recovery. Lonsec how expects the local market to
move into a higher trading range of around 4,000 to 5,000, as investors increase their appetite for risk. Similarly, global
equities should rise as markets revert from pricing in high levels of risk to more normal levels of risk (i.e. risk premiums are
contracting).

That said, over the medium to long-term there are still significant global issues to be resolved and Lonsec does not yet expect
a new equity bull market. For that reason, a "Neutral! position (rather than an "Overweight!) for bothdomestic and global
equities is deemed appropriate at this stage.

Other than Cash, which has been reduced, the tactical positions for other asset classes remain unchanged. Global bonds hold
little attraction at this stage, as the return seems inadequate given yields on government bonds remain relatively low and the
supply of most issues will increase dramatically as governments issue debt to finance ballooning budget deficits. Australian
bonds offer more value in a relative sense as bond yields are higher, particularly corporate bonds.

Australian Equities # Increased to Neutral

The S&P/ASX Top 300 Accumulation Index fell 20.3% on the year to 30 June 2009. After hitting a low of around 3,100 in early
March 2009, the market has rallied above 4,000. Since June there has been a steady stream of improving economic data
released globally and domestically. In addition, the early results from the 2Q US reporting season have mostly exceeded
expectations and financial markets have continued to improve. The combination of these factors points to further signs of
stabilisation and a possible turning point for the global economy. There are encouraging signs that a gradual recovery is now
possible.

Australia has experienced a mild recession to date, relative to most OECD countries. The main constraint on the domestic
equity market has been concern about the global economy. Now that global conditions have shown signs of improvement,
there is a greater likelihood that the Australian market could rebound quite strongly.

Lonsec still has concerns that a tough FY09 reporting season lies ahead, due to falling earnings per share and asset write-
downs, but now believes the market is likely to look through the FY09 results, towards a FY10 recovery. Lonsec now expects
the local market to move into a higher trading range of around 4,000 to 5,000, as investors increase their appetite for risk. That
said, over the medium to long-term there are still significant global issues to be resolved and Lonsec does not yet expect a
new bull market. For that reason, a "Neutral! posifon (rather than an "Overweight!) for domestic equiies is recommended.

If the recovery gains further momentum, the Australian Equity weighting may be increased ahead of Global Equities, in
recognition of the strong fundamentals of the Australian economy relative to most countries in the OECD.

Global Equities # Increased to Neutral

Financial markets have steadily improved since March 2009. Apart from a rising unemployment rate, most of the US data has
improved over the US summer and the early results from the 2Q US reporting season have surprised on the upside. Chinals
fiscal and monetary stimulus looks to have been successful, with 2Q GDP growth of 8.0% (annualised). This is providing hope
for the Asian region. Consumer and business sentiment is also improving across the US, Europe and Asia. These are all signs
that the global economy is stabilising and hope for a gradual recovery is rising.

It does seem the major downside risks are how diminishing and that investors are becoming less risk adverse. Lonsec still has
concerns about the high debt levels across the private and public sectors of the US, Europe and Japan, but believes these
issues will be addressed over the medium to long term. In the short term, equity markets are likely to rise, as they revert from
pricing in high levels of risk to more normal levels of risk (i.e. risk premiums are contracting).

Lonsec expects global growth to be subdued, due to tight credit conditions and the deleveraging process that has now begun
across the private sectors of the developed world. Private demand will struggle while consumers, particularly in the US, look to
increase their savings rate and pay down debt. For these reasons, Lonsec does not expect a new bull market yet. In the short
term at least, a range trading market is more likely. On this basis a "Neutral! position to Global Equities is recommended.

2 This information must be read in conjunction with the Warning, Disclaimer, and Disclosure at the end of this document.
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Cash # Reduced to Overweight

The official cash rate is down to 3.0% and the RBA looks to be on hold in the short term. The Australian economy has proven
to be quite resilient over the past year, but there are risks that Business Investment and Net Exports will continue to contract
over the next year. Lonsec notes that Australian banks will soon be under pressure to increase loan rates, given term deposit
rates and bank swap rates are rising. The RBA still has an easing bias, perhaps in recognition that it may have to cut the cash
rate further to keep interest rates from rising too quickly. Lonsec still expects one further cut to 2.50% over FY10. In order to
fund the increased allocation to Equities back to 'Neutral!, the Cash position has been reduced to "Owerweight!.

Australian Fixed Interest # Neutral

The long end of the yield curve is starting to rise, with 10 year bonds currently at 5.6%, up from their lows of 4.0% earlier in the
year. Lonsec believes that bond yields have the potential to rise, even though inflation is likely to be a non-issue in the short
term. Rather, the concern is the $250bn in new issuance that will hit the market over the next four years, as the Federal and
State Governments run large fiscal deficits. This level of new issuance is very significant given that the Australian bond market
is currently worth around $135bn and the market cap of the ASX is around $1,050bn. Given bond yields have already risen a
touch and corporate bond yields are still relatively high (post credit crisis), Lonsec sees reasonable value in Australian bonds
relative to global bonds, but warns that Government bond yields could rise further yet.

International Fixed Interest # Remain Underweight

Lonsec finds the investment case for global bonds to be unattractive as yields range from 3.5% on US 10 year bonds to 4.3%
on 30 year issues. The return seems inadequate given the supply of most issues will increase dramatically as Governments
issue debt to finance ballooning Budget deficits. Global bonds might only been considered attractive if the view was held that
the global economy is in for a lengthy period (5 years+) of deflation. However, this is not Lonsec!s central case. Lonsec
believes that at some point in the future, central banks and governments will be successful in jump-starting inflation, either by
conventional means or non-conventional means (money printing).

Australian and Global Property # Neutral

The domestic property sector is down 70% from its highs and the eight remaining investment grade trusts have largely
recapitalised. While valuations are attractive on certain A-REITS, the sector continues to face a number of issues, primarily
concerning gearing, refinancing, bank covenants and occupancy and rental income growth. Rising bond yields might also
remove the relative attractiveness of the distribution yield. Similarly on the global front, while valuations are generally
attractive, volatility levels are expected to remain very high for some time yet. Weighing up the attractive valuations of most
stocks against the risks still prevalent, Lonsec recommends a "Neutral! position to both Australian ard Global Property.

This information must be read in conjunction with the Warning, Disclaimer, and Disclosure at the end of this document. 3
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IMPORTANT NOTICE: The following Warning, Disclaimer, Disclosure and Analyst Certification relate to material presented in
this document published by Lonsec Limited ABN 56 061 751 102 (#Lonsec#) and should be read before makig any investment
decision.

Warnings: Past performance is not a reliable indica  tor of future performance  Any express or implied recommendation or
advice presented in this document is limited to $General Advice% and based solely on consideration of the investment and/or
trading merits of the financial product(s) alone, without taking into account the investment objectives, financial situation and
particular needs (‘financial circumstances:) of any particular person. Before making an investment decision based on the
recommendation or advice, the reader must consider whether it is personally appropriate in light of his or her financial
circumstances or should seek further advice on its appropriateness.

Investment Performance is calculated before fees, charges, brokerage and taxes. Dividends are reinvested at the end of each
month. The portfolio is reset at the end of each month back to the model portfolio weightings. This prevents portfolio
weightings from skewing over time and ensures performance figures remain relevant. The Lonsec Model portfolios are fully-
invested notional portfolios with no cash weighting. Lonsec does not manage a physical portfolio. Physical portfolio results will
differ depending on cash levels, start date, brokerage, fees, taxes and compliance with model weights. Note;
recommendations made within the Lonsec Model portfolios may differ from other research published by Lonsec.

Disclosure as at the date of publication: Lonsec does not hold the product(s) referred to in this document. Lonsec!s
directors, officers, representatives, and their associates, may hold the product(s) referred to in this document, which may
change during the life of this document, but none receives or gains any other benefit as a consequence of the
recommendation or advice presented in this document. Lonsec considers such holdings not to be sufficiently material to
compromise the recommendations or advice. Lonsec receives brokerage or other benefits (e.g. application fees) for dealing in
financial products and its associated companies or introducers of business may directly share in the brokerage or benefits.

Analyst Certification: The Analyst(s) certify that the views expressed in this document accurately reflect their personal,
professional opinion about the financial product(s) to which this document refers.

Disclaimer: This document is for the exclusive use of the person to whom it is provided by Lonsec and must not be used or
relied upon by any other person. No representation, warranty or undertaking is given or made in relation to the accuracy or
completeness of the information presented in this document, which is drawn from public information that has not been verified
by Lonsec. The conclusions, recommendations and advice contained in this document are reasonably held at the time of
completion but are subject to change without notice and Lonsec assumes no obligation to update this document following
publication. Except for any liability which cannot be excluded, Lonsec, its directors, employees and agents disclaim all liability
for any error or inaccuracy in, or omission from, the information contained in this document or any loss or damage suffered,
directly or indirectly by the reader or any other person as a consequence of relying upon the information.

Authorised by: Amanda Gillespie
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Quarterly Outloodraws on the views and opinions of Austrdilaj$uads
management organisations, as well as the heWwsrafdc Investment
Committee. Quarterly Outlook presents tadimad poserweight, underweight
and neutral) towards shares, property, fixgidaintecash, based on these

combined inputs.
Still a few more twists and turns on a sloweoadety

Economic Overview

Index Returns as at 30 June 2009 (%) The slowdown in economic growth is likely toiimpaet
3mths 6 mths 1yr 3yrs 5yrs

Australian Shares s oh 03 30 68 on the unemployment ra’Fe. Lonsec expects tfuy_mmrhpl
International Shares 3.8 84 157 -10.3 -2.6 rate to climb to 7.0% during the year and 850346 in 2
Domestic Listed Property 16.2 -11.8 421 -23.1 -8.6 i i Lo
Global Listed Property 24.1 55 -38.4 -17.7 2.4 All'in all, the Australian economy is likefigrto petter
Australian Fixed Interest -1.3 -1.1 10.8 6.4 6.0 : . . i
International Fixed Intorest ) 28 o9 78 79 than most develqped economies, prlmarlly ecause it
Cash 08 18 55 6.4 6.1 financial system is stable and Public debtdeiosis a

A us 18.1 17.1 -15.7 3.0 3.3 . . . T
;a:f;f Indices Expansionary fiscal and monetary policy dsHikely t
'\Sﬂizf\vﬁlx fdog A;CUT:'NTZ 'gdex Div A effective in cushioning the economy. Howegeerityeo$

orl X AUST AcCC In ross Div . . .. .
S&PJASX 300 Property Trusts Accum Index the global recession and global credit csisiishaile a
3gg\fv'g:’bﬁ:r';e&')ri;tgstﬁe'“a'js\t(‘g;'sndex $A major impact, so a mild to moderate recessidehas t
Lehman Brothers Global Aggregate Index Hedged $A expected. Lonsec expects the Australian ecapnoirgcto
U B S Warburg Bank 0 + Years by 1% over FY10.
Global

While thglobal economgnd financial markets appear to

CONTENTS be on the mend, Lonsec is wary of the higlelsathinlev

now burden both the private and public sectagecaid
the US. While China is a net surplus countexpeactésd
to continue growing during 2009, it is unredeanqidet

Economic OVEIVIEW..........cceeeeveiviieeeennn. 1

Asset Class Overview & Tactical View......2.......

Recommended Asset Allocation Weightings........... 3 China alone to rescue the global economy. lpgdec ex
Australian ECONOMY...........c.covvermeeseeerennni b the global recession to deepen over FY 20shgtabil
Global ECONOMY ........ccceieeieeeneenes o s ee0: D 2011,
Australian Shares ......covveveeee e 1 Credlt Conditions are Ilkely to remain tlmnwmlds
expected to rise over 2009/2010.
Global Shares........ccccooieeiiniiieee e 10
Deflation is more likely to occur in the sleditito tarm
PrOPErtY ......ouvvieieiiiiieeeee e e 12 . . . .
_ due to a build up of excess capacity. Thafteioof inay
Fixed Interest & Cash ..o 15 increase later, largely due to "money prituislg!bypdhe

us.

Commodity prices are likely to remain subdued until
Australian production is cut back to meet lower levelsdf dema

However, prices could rise in nominal ternukss ifutiber
The Australian econorngy/proving resilient thus far, with mereases money printing.

economy Yyet to officially enter recession (tive nega
guarters of economic growth).

The Government is likely to continue providisiinfigizis
to help buffer the fall in private demandxpattec
Lonsec expects the Budget will stay in $50#60bn def
(representing 5-6% of GDP) for some time \asteesre
decline as a result of slower growth and speretings.
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Asset Class Overview & Tactical View

Australian Shares (Slightly Underweight) undervalued. However, Lonsec expects thaitdioethisbe
realised, a significant positive catalysteglliter

The Australian share market (as measured by the

S&P/ASX 300 Accumulation Index) recordedtarsolid @g/er the long term, Lonsec expects the glolglgwopéties
of 11.5% for the June quarter. sector to deliver solid high single-digit Tétavalatility
gurrently seen in the sector may see retuitms sivert term
materially above or below this forecast. dthiwiierktend if
the major global economies continue to defigriloeaté\s
such, Lonsec has maintain@détstrat position to global

property securities.
Central to this cautious view is the large draquity o

capital raised and its dilutive impact on EF®5and D Global Fixed Interest (Underweight)

the short term. In addition, the domestic mahetana ] ]
further downside if earnings decline by maxpehtede Global fixed interest returned 2.2% for the Tuarter

in 2009 and 2010. The upcoming FY09 reportinip sedd¥estment case for global bonds remains veagieeti
August will therefore be a key to providingléuitper ~Yields range from 3.5% on US 10 year bondeto30 3&ar

around these issues. At this time Lonsec wilsthass 1SSU€s. The return seems inadequate given yief supgil
outlook for Australian equities. issues will increase dramatically as goverrsuenishsto

finance ballooning budget deficits.

Lonsec has therefore maintainddralerweightposition to
global fixed interest.

Despite this recent market optimism, Lonsec remain
cautious about the outlook for local equitiéisgbeli
investors still face the prospect of a slowganddao
recovery.

Lonsec has maintainetSilightly Underweight®
position to the Australian share sector.

Global Shares (Slightly Underweight) Australian Fixed Interest (Neutral)

Over the quarter, global shares returned 3.8% (as
measured by the MSCI World ex Australia Index in

ﬁustralian fixed interest returned -1.3% farttre Toe long
end of the yield curve has begun to rise, edthbbhgs
Lonsec remains sceptical of the likelihoodlof a qui currently at 5.5%, up from their lows of 4ed%h ¢laeliyear.
recovery in the US economy and views the leaent ralonsec believes that bond yields have the ttesgial/en
equity markets as unsustainable. In Lonseit!satilv, though inflation is likely to be a non-issushorttherm.

too early in the macro-economic cycle to SEEIRMCO i\ en bond yields have already risen a touchaatedmond
the US economy and hence company earnings. Lonse

would prefer to gain greater visibility orotlefoutl yle?ds are still relatively high (post crejlitansiec sees

. S reasonable value in Australian bonds but wares tdd
2010 earnings before considering a move batklto Neu . . .

See higher government bond yields yet (hencieédondpld
on global shares.

o . . N fall). Lonsec has maintainéNétstral°position to Australian
Lonsec has maintainé8laght Underweighosition to fixed interest.

global shares.
Cash (Very Overweight)

Global & Australian Listed Property (Neutral)

Cash returned 0.8% for the quarter. The afficetecia down
Domestic REITs returned 16.2% for the quagter. Whilo 3.0% and the RBA looks to be on hold irt teenshor

valugtlons are attractive on cer.tam A-Rl.Elé?st.pthe S Lonsec expects the RBA will need to cut bys@bpthefore
continues to face a number of issues primaniyrenC e end of 2009, just to keep interest ratésrigoas the
gearing, refinancing and bank covenants. For manyeconomy weakens. Investors should remain ovasteight
REITs these issues have been exacerbated bederiviadfainly for capital protection. Looking ahesglethation is
contracts to interest rate movements. Weitifeng up that investors will have the opportunity t@ iexpeesire to
attractive valuation of most stocks and thergigous bonds and equities, when the risk/reward bactertds

still prevalent, Lonsec has maintaifi¢elitea# position more compelling.

to domestic property securities. Lonsec has retainedVsry OverweightSosition to cash.

Global REITs returned 24.1% for the quarter. Lonsec
believes that the global property sector isygeneral
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Recommended Asset Allocation Weightings

Lonsec Tactical Asset Class Positions - July 2009

Last Quarter Current View

Aust Equity Slight Underweight Slight Underweight
Global Equity Slight Underweight Slight Underweight
Australian Property Neutral Neutral
Global Property Neutral Neutral
Aust Bonds Neutral Neutral
Global Bonds Underweight Underweight
Cash Very Overweight Very Overweight
Alternatives Neutral Neutral
Secure Balanced
Benchmark Ranges TAA position +/- Benchmark Ranges TAAp  osition +/-
Aust Equity Aust Equity 23 15-31 21.0 -2.0
Global Equity Global Equity 20 13-27 185 -15
Aust Property Aust Property 6 4-8 6.0 0.0
Global Property Global Property 6 4-8 6.0 0.0
Aust Bonds Aust Bonds 12 8-16 12.0 0.0
Global Bonds Global Bonds 18 12-24 14.5 -35
Cash 100 100.0 100.0 0.0 Cash 5 0-12 12.0 7.0
Alternatives Alternatives 10 5-15 10.0 0.0
Total 100 100 0 Total 100 100 0
Defensive Growth
Benchmark Ranges TAA position +/- Benchmark Ranges TAAp  osition +/-
Aust Equity 8 5-11 7.0 -1.0 Aust Equity 30 20-40 28.0 -2.0
Global Equity 6 4-8 5.0 1.0 Global Equity 28 19-37 26.5 -1.5
Aust Property 6 4-8 6.0 0.0 Aust Property 5 3-7 5.0 0.0
Global Property Global Property 7 5-9 7.0 0.0
Aust Bonds 18 12-24 18.0 0.0 Aust Bonds 7 5-9 7.0 0.0
Global Bonds 27 18-36 20.5 -6.5 Global Bonds 10 7-13 8.5 -1.5
Cash 25 15-35 33.5 8.5 Cash 3 0-10 8.0 5.0
Alternatives 10 5-15 10.0 0.0 Alternatives 10 5-15 10.0 0.0
Total 100 100 0 Total 100 100 0
Conservative High Growth
Benchmark Ranges TAA position +/- Benchmark Ranges TAAp  osition +/-
Aust Equity 16 11-21 14.0 -2.0 Aust Equity 38 25-51 36.5 -1.5
Global Equity 14 9-19 12.0 -2.0 Global Equity 37 25-49 36.0 -1.0
Aust Property 6 4-8 6.0 0.0 Aust Property 4 3-5 4.0 0.0
Global Property 4 3-5 4.0 0.0 Global Property 6 4-8 6.0 0.0
Aust Bonds 16 11-21 16.0 0.0 Aust Bonds
Global Bonds 24 16-32 18.5 -5.5 Global Bonds
Cash 10 0-20 19.5 9.5 Cash
Alternatives 10 5-15 10.0 0.0 Alternatives 15 5-25 17.5 2.5
Total 100 100 0 Total 100 100 0

LONSEC

* Given the absence of cash in the High Growth portfolio, Alternatives are used as the balancing item

g
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Australian Economy

The Australian econorig/proving resilient thus far, with
the economy yet to officially enter recessieyétive
quarters of economic growth). However, thedasitexly
growth figures of 0.4%, 0.2%, -0.6% and 0.42shol@ar
the economy is slowing. Another negativethesiiine
09 quarter will confirm Australia is effecsivalidin
recession.

The Reserve Bank of Australia (RBA) and the Federal
Government have moved quickly to counter tree negati
effects of the global credit crisis and evobahg gl
recession. The RBA has moved swiftly to ci thte das
425bp to 3.00%, over a period of eight moethse whil
Government has implemented two stimulus packages
equivalent to $52bn, or 4-5% of GDP. In dulition, t
Government has continued to lower income & rates
provide deposit/debt guarantees for the Abstnkiiam

What then are the negatives that could lengtlempand
the recession? The global credit crisis haigtedtedit
market conditions, falling asset and commesliangric
deep recession across OECD countries. Then/sistralia
market is down around 45% from its November 07 high
wiping $700bn in value (hence investor weattia)Keim
capitalisation. So far the Australian housingsrpaokeng
remarkably resilient, but with house prices faltisg
OECD countries, many economists are worrigilvtig rel
expensive Australian housing market could guccumb i
unemployment rises. Concern about fallingcassist pri
having a major negative impact on consumenass busi
sentiment.

While consumer spending is holding up reasdnatdgtve
probably due to Government cash handouts), business
investment is falling sharply. The banks haae reduc

system and State Governments. The RBA has also beenortgage rates, but business lending ratesastill re

active in providing increased liquidity fokthg spstem.
How deep will Australia's recession be?

To date, Australia seems well positioned setadiste t
developed economies. Consider these positszes point

The Banking system is stable and functioning;

relatively high as the banks seek to increasenraagins.
This could be self-defeating if business investiirards
to slump.

Another area of weakness, moving forwardaddl dre t
net exports. As iron ore and coal contraats tolirach
lower prices (down between 30-40%), Austratia#s exp

Monetary policy has been more effective ia Australincome will fall markedly, as will Governmesht tgaléy
borrowing rates have come down with the cash rat@gyenue. The QId, NSW and WA state econorhies will a

The Government is in a relatively strong financial

position to provide fiscal stimulus;

The unemployment rate remains relatively T8, at

House prices have proven fairly resilient to date;

The oil price decline has kept led a on pefrainatic

inflation is now declining; and

China (our major export partner) seems to be still

growing.
During FY10 it is likely the RBA will contiriukeaash
rate, given the deteriorating global outlookam®ithe
pressure on Australian banks to increase laan rates
response to rising funding costs. Lonsec egpeds th
rate to fall to 2.50% by year end. The Goveralsent i
likely to continue providing fiscal stimulpsotdfeelthe
fall in private demand that is expected. Loasextegp
Budget will stay in $50-60bn deficit (repré&séfiiing
GDP) for some time, as tax revenues declirmvieom sl

come under pressure, as the boom in iron oaé ickso
fades.

5

Australia#s current account deficit betrayfeelgrgeebt
position. Most of the current account deéisitaetaerest
payments going offshore on net foreign detd, totall
A$678bn. Australian banks and companies hagd borrow
most of this debt and it will need to be refimarpadt in
coming years. The global financial crisis h#ssasdlke
much harder and the Government has alread3nhatsto |
AAA rating to the banks to help them roll theinitkeb
Australian companies will increasingly needrempport
Australian debt markets to replace their fdateign de

All'in all, the Australian economy is likefigrto petter
than most developed economies, primarily leecause it
financial system is stable and public debtéclosis a
Expansionary fiscal and monetary policy astikely t
effective in cushioning the economy. Howegeerityeos

growth and spending increases. Note the Govetiriment the global recession and global credit csisiishaile a

going into deficit from a position of relatiyth {tedative
to most developed countries), in that curredepul#ivels
are negligible relative to GDP.

major impact, so a mild to moderate recessidehas t
expected. Lonsec expects the Australian ecaonotrgcto
by 1% over FY10.
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Global Economy

The IMF#s latest outlook for global growttleslifoe af Fiscal and monetary policy have been turnehgonmaxi
1.3% over 2009 and a recovery of 1.9% over 2010. stimulus, with the US Federal Reserve cutisty atésrto
Developed economies (which represent about 65% akro and printing money to buy US mortgageduackiexs s
global GDP) are expected to contract by bebiteen -3and US bonds, in an effort to keep a lid onennatégad he
-3.5% over 2009, while developing economies (35%Feéderal Government is spending huge amounisgstigport
global GDP) are expected to slow significatilgtaw financial system and the real economy andésl éxpanta
by between 1.5 to 2.5%. The IMF expects a weak rebadget deficit exceeding US$2trillion, or 14% &3P

in developed economies and a moderate recovery irefforts seem to have stabilised the US ecohersliyart t
developing economies. term.

Major Countries’ Policy Interest Rates
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Chart Source: RBA

However, the bigger picture is that the US ézbmeanily
indebted, with US$42 trillion in debt acrossitbes@ctor and
US$10 trillion in debt across the public sattst zag
economy worth US$14 trillion. The US has mafyorears
growth ahead, as consumers reduce spendingum it
and the Government will eventually have topeddiog s
and/or increase taxes to pay down debt. ThecHdts filve
US economy to contract by 2.8% over 2009.

Chart Source: RBA Europedoes not look much better than the US, vaittnasttw

The USooks to be in a severe recession, with the lagiecent quarterly GDP figures suggesting the economy
quarterly GDP figures showing the economy ahenkirfdirinking at a faster rate than the US, at @%upd 8

rate of around 6.0% pa (annualised). The unernployf@nualised). Unemployment in Europe (cufr&ddy aso
rate has increased to 9.6% (the highest sinogitt983) 00ks likely to exceed 10% by the end of 2608 the
payrolls falling at a rate of around 500,00@p@eople Member states outside France and Germany have deepe
month. The financial crisis has wiped outleajrefat €conomic troubles, particularly Ireland, Spa@reiéae and
US wealth, with the S&P500 down around 45%eand W@ii@us Eastern European states. The ECB kasashtrite
prices down on average 33%, since the peakus 200?0 1.0% and, like the US Federal Reserve, Imgmbémkme
consumers have, not surprisingly, gone irtieltaeging limited *quantitative easing# (purchase oftiyoandd t@ep
are Seeking to pay down debt. The savinghe%in t bond yIEIdS IOW) However, EUrOpe still sed¢am teluc

has jumped to 5.7% ' the highest level sinc&higgis. investigate the solvency of its banks, pathasenyith

bad news for US consumption, which had grown to Eastern European exposure, while Germany seems very
represent over 70% of the US economy. With ioonsufgpictant to provide fiscal stimulus. This cuwymeat

in decline, production in the US (and glob&dlyjehast hinder the Euro zone#s recovery.

and jobs are being lost in huge numbers.
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The UK seems to be acting more decisively fhgn Euro
but is still in a deep recession because dehtéevel
higher and the decline in the housing and fieetocsl
has been greater. The BOE has slashed the tash rate
0.5% and is also engaging in *quantitativenddkerig#,
Government has been busy providing support for the
banking sector and the real economy, 2@tmdiscal
stimulus package. The Government#s Budgeselkeficit i
to rise t0118bn (12% of GDP) over the year. The IMF
expects European growth to decline by 4.8%J#&nd the
economy to shrink by 4.7% over 2009.

The Japaneseconomy shrank an alarming 4.0% (16.0%
annualised+) in the Mar 09 quarter. Exportheslemes
declined sharply and the Yen has strengtheiagl, caus
major problems for the export dependent ecamomy. Th
Nikkei sank 24% over FY09 and the recent Taalan sur
reported that business confidence has fallemn towec
The Bank of Japan has cut interest rates tor).1% fr
0.3% and the Government is mulling over a hgsv stimu
plan although, with a public debt to GDP 6&i96, afs1
options are limited. Deflation will probablygeasee
problem for the Japanese economy during 204B. The |
expects the Japanese economy to shrink by 6.8% over
20009.

Chinahas moved decisively to head off the collapse in
global trade that has harshly affected simitar expo
dependent economies like Japan, Korea and Germany.
The Chinese Government released a 4 trillion Yuan
(US$585bn) stimulus package that is focused on
stimulating internal consumption and investiinent. At
same time, Chinese State owned banks lent UiS®$1.2 tr
in the first six months of 2009 ' more than wagden

the entire 2008 year+ There are signs thisstirassige

is indeed boosting economic growth, but there are
concerns about its sustainability. The IMFEhipadéts
economy to grow by 8% over 2009.
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Australian Shares

S&P/ASX 300 Accumulation Index - Rolling Three Year  Returns
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Review

The Australian share market (as measured byABX S&PThe share market#s mild recovery was drivéy largely
300 Accumulation Index) rose by 11.5% duriagethe qu improved investor sentiment and confidencenbiet thie
recouping some of the market#s losses overete kst  the global financial crisis had passed. Irapatteul

the 12 month period ending 30 June 2009, tharkenchmAustralian economy continued to hold up rekltively
returned -20.3%. (compared to global peers), having avoidedal techni
recession and with 1Q 2009 GDP figures sunpttiging o
upside. The government#s aggressive fiscal stimulus
combined with declining interest rates, alsodeesit¢hl
impact in stabilising the economy, for theshatridast.

Compared to the four major international tegjions, t
Australian share market underperformed duuing the J
quarter. In local currency terms Asia, Japanabkdrbe
US posted returns of 24.6%, 20.2%, 15.5% and 16.1%
respectively. However, over the year to Jutia faustta By quarter#s end, the share market#s ponitivasratur
better, outperforming Japan (-30.0%), the Ug,(@d0 welcome relief for investors after six congeeuterdy
Europe (-24.8%). Australian shares laggedodiatave  declines. However, the sustainability of they recoaims
though, with the latter declining a less sédfére 13. the key issue for investors going forward andélimees
that earnings risk remains to the downsideskwsirie
upcoming full year reporting season in Augwsit 2009
provide a further signal as to the state ote@goiags
and future growth prospects.

The Australian share market trended sidewasis &bitimeu

quarter, before a mini rally in late May addreaplyshed

the S&P/ ASX 300 index temporarily through hiaeri&®00
June Quarter 2009

In company news, there were a number of sapgsl rai

during the quarter (at various discounts t@rnua)keis

4200

4000

) companies continued to seek to reduce net inhejtcaed
g ﬂ\/\/ \/V/\’“/ \/\/\/ their capital structures. To date, 14 of tha 8 [Eled
9 companies have raised a total of approximéaidigi$85
capital over the course of 2008/2009, withgtierexce
00 g p 3 8 8 3 8 8 8 5 being BHP, WOW, TLS, WPL, ORG and FGL.

Chart Source: Lonsec Limited
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Two of the more notable capital raisings were those The five worst performing stocks in the ASr&E @h
announced by ANZ and RIO. share price movement) for the quarter were:

ANZ was the last of the big four banks to i@bei@dgs  Bluescope Steel (-72.2%)
$2.5 billion |ps.t|tu.t|o.nal placement and netgibistizase Fortescue Metals (-68.2%6)
plan. The raising is intended to allow the dorppasiye
strategic growth opportunities and strenggidandgts b GPT (-66.6%)
sheet. Leighton Holdings (-53.3%)
RIO#s $15 biIIion_rights iss_ue was at a siljjstfmaniipf Rio Tinto (-51.2%6)
57% to market price and will enable the comggayyite
debt obligations. In addition, RIO also anrmatrickdd ~ The materials sector, in general, was hit harddsynturn
signed an agreement with BHP to establish mpjoahict in economic growth and decline in demand foitiesmmod
venture in regards to their Western Austradiendssets. over the course of the year ending June 2@08toék th
The joint venture is expected to provide ctisttegid s level, BlueScope Steel (BSL) which was foisedapital
synergies. RIO subsequently also announcesétttitran at a 40% discount to strengthen it balancensheet, a
with Chinalco would not be pursued. Fortescue Metals (FMG) which had some production se
backs in regards to its Pilbara iron ore peogettion

In terms of merger and acquisition activéypriposed .
examples of stocks that were hit hardest hydberslo
takeover of Lion Nathan was approved by therx@CC du P

the quarter, while CSL had its takeover progtszdifo

biotechnology company, Talecris Biotherapgbtackbat
on competition grounds by the US Federal Trade Sector Performance FY 2009
Commission.

Sector Performance

0.0‘:'\:'\':'\

Stock Performance -10.0

There was a wide dispersion in returns betbestahg ~ ~*°

worst performing stocks over the course aficta yiear,
highlighting the importance of stock seletiitanbar -40.0
during periods of high volatility. The fiverfoestipg

stocks in the ASX 50 (in terms of share pricent)daem

the financial year ending 2009 were: Chart Source: Lonsec Limited

-30.0 A

Utilities
Energy

Information
Tech
Healthcare
Consumer
Staples
Financials
Consumer
Disc
Telecom
Industrials
Materials

Lion Nathan (35.3%) As can be seen from the chart above, all botarred gee
Coca Cola Amatil (22.8%) market posted a negative return for the f|aanc.|aI.¥
Information Technology was the best perfororingsssgt
ASX (17.8%) by a modest 1.0% over the year, with perforiviembg dr
Toll Holdings (15.8%) the sectors# two stocks, Computershare and Iress.

Woolworths (7.8%) The Healthcare and Consumer Staples sectoestwere th

next best performing sectors, posting retu@ aheB
The top two performing stocks for the finanoérga  -7.0% respectively. These sectors benefitace&tmmsin
within the Food Beverage and Tobacco indusilygsyb seeking relative *safe havens# or companggensitre#d
of Consumer Staples). In addition to their @aoming2o  characteristics. RMD, RHC and COH were exatoples of
be relatively resilient throughout the econamimdow  that performed relatively strongly during thelpiay to
which underpinned their respective share giidésnbo  offset some of the losses in larger cap hestitickarsuch
Nathan (LNN) and Coca Cola Amatil (CCL) were also g5 CSL and SHL.
beneficiaries of consolidation within therséotorake of
LNN, its share price surged following a takeoazd py
Japanese brewer Kirin. Kirin#s cash offer pe$sh&2
was at a 47% premium to the prior closingbgrig®. &frior
to the takeover by Kirin, LNN had made a Hidefai@C
in the year.

The Materials and Industrials sectors weretthe wors
performing sectors during the year, return¥agrb.0
-34.0% respectively. Both sectors make upatiargefp
the overall Australian market and contribeten ¢oaih
declines over FY2009.
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Outlook

Lonsec remains cautious about the outlookdquities)
believing investors still face the prospeotwaadsiong
road to recovery which is reflected8ligfily
Underweightposition to domestic equities. Whilst we
acknowledge that the local market has morelyrsaehk
its lows in March and that economic conditilsedsitab
the second quarter of 2009, we believe themenalberaof
key issues that need to be considered bef@mintrea
allocation to Australian equities from thestamoenof
slightly underweight.

Central to this cautious view is the large draquity o
capital raised and its dilutive impact on EFFSandHe
short term. In addition, the domestic marketenfasthner
downside if earnings decline by more than éx2e€ied

The extent of the market#s correction fronintpligsatkat
Australian equities are trading on a forwardPricartetEarnings
Ratio (PER) of around 12-13x, versus an lagesegal of 14x.
Whilst the market would appear cheap basedion ahina,
factors such as those mentioned above and tiaé fpotésing
bond yields (which would be a negative fo} aguitiesult of
rising fiscal deficits across the OECD, comtiriweigh the
benefits of a broad based move back into edjoiicisnz.

Lonsec expects the financing environment for many

companies to remain challenging in the neawesrar,H
quality companies with strong balance sheetsesheilld
positioned to survive this difficult period.

and 2010. The upcoming FY09 reporting seasast inilug

therefore be a key to providing further clandytlazee
issues. At that time, Lonsec will reassesothefaut!
Australian equities.

Chart Source: RBA
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Global Shares

MSCI World ex Aust. Accum. Index Gross Div A$ - Rol  ling Three Year Returns
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Review

Over the quarter, global shares achieved a alodesing headwinds, including a weak labour market \ehadraibu
by 3.8% (as measured by the MSCI World exlAdstraliathe pace of recovery. US unemployment is ah@ffiyear
in $A). Pleasingly, the rise was global iwitttalk major
regions delivering positive returns in locayderras.

The 12 months ending 30 June 2009 paint derient dif
picture, with regional share markets all pgstiivg ne

returns. Global shares declined 16.3% over, thichyear
Japan, the US and Europe declining 30.0%, 220%%&

Europe

Similar to their US counterparts, Europearsinvestor
experienced an improvement in fortunes ovetahendifha
European markets registering a rise of 15.5% (local
n§urrencies). Similar themes weighed on Euisipg, as
respectively. Asia fared the best and felkbsesdes unemployment across.the Euro zone damp'ened con;umer
confidence and spending. Unemployment in Ehgope is
13.5%. ) . . . .
highest in a decade, with Spain, for examgiaggrépp

There has been a recent encouraging, albeiemoderat an ynemployment rate of close to 20%. Cougrtigisactin
improvement in market sentiment. Howeverpodérali jssye remains a key policy agenda item for most

remain clouded and are expected to remainsean the governments.

term.

Japan

Japanese shares rose by 20.2% (local currérey)ifor
guarter, as consumer sentiment was buoyed by Prime
Minister Aso#s stimulus measures, which icelsided a
handout of 12,000 yen for every resident. ulEthisages
achieved despite Japan#s unemployment rateriaeshing
year high in May. However, on a brighterumsit&lind
production increased for the third consecutivie Mat
signalling the economy may be breaking freeedapthth
mof its worst post-war recession.

United States

US shares rose by 16.1% (local currency) aeatehe g
The US economy has been in recession for tharbefter
18 months, but there are signs that the Adon#stistal
policy may be starting to take effect. US consumer
confidence improved in May and has continediio itis
record lows in February as the Governmentgs stimulu
injection spurred a rise in consumer incomer Wheth
proves to be a *false dawn# is a matter forecangbthe
economy continues to be adversely impactedi®r afnu
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Asia That said, the AUD was more volatile in Jfloetaatitd

Asian shares recorded the best gains among regional on concerns about global growth. This sene¥siadex r
markets, rising by 24.6% (in local currenciptehras) that, whilst there is some confidence in thehaytsenof
quarter. In an encouraging sign for global investo recovery, confidence remains a fragile commodity.

confidence, net inflows to emerging marketr@gmefe  The girection of the AUD will largely be demetident
close to US$27 billion in the second quart@ @ 200  girection of interest rates, commodity pritesratedive

time record. There is a mqunting view thagmmmlgitB, strength of the USD. Lonsec notes that thevithiiDase
and notably Asian economies like China, wilfas®ve tandard deviation band of its long-run average.

than developed economies. Those investors seeking
exposure to higher growth markets and compaares apytlook
be increasing their allocation to emergingadgbities
expense of developed equities. The relatiedfitbies Despite the recent improvement in global dquitapee,
*call# will depend on the ability of Asiartonaitketand  lingering doubts remain regarding the pace e€giuivaic
the ongoing soft demand for their productsieesifseny  "ecovery, which will likely continue to weigiston in

developed markets. sentiment. While it seems that the darkesttuays of
recession may be behind most economies, aided by
Currency government and central bank stimulus programs, ther
continue to be a number of challenges for edonomies
scanbet 19002 i 2000 contend with. These challenges include labdur marke

weakness, subdued corporate earnings and anaemic

ﬂ profitability. While emerging market equitesjdyac: a

' recent minor recovery, mainstream global efplitg poe
H ‘ ) f\/\/\w\’\ ,/\‘,\/‘/"\ Longun avera e AVW dominated by the large deficit economies sedhSaarit
W W -y Europe and it is here that economic problemmast th

it oo Y ingrained. Given this, it is difficult to ¢ynfidde a case

for an increased allocation to global shares.

Lonsec continues to believe the global firisisorllcr
eeeeeeeeeeeeeeeeeee restrain company earnings and constrict glaipaicecon
Source: Lonsec Data Source: IRESS growth. While the P/E for the global marketéneewn,
the forward looking earnings part of the egonatios r
uncertain. As such, Lonsec has mainttigtita

Underweightposition to global shares.

During the quarter the Australian dollar (Aeditedpr
against all of the major currencies (USD, E@RRPY,
Positive currency movements typically increaséoretu
hedged AUD investors; however dampen returns for
unhedged AUD investors. Over the quarter the AUD
appreciated against the USD by 18.1%, the EB® by 10
the JPY by 15.2% and GBP by 1.4%.

The AUD closed the quarter at US 81.14c, diybkighéin
than the March 2009 close of US 68.73c. HoavauHD, th
remains significantly below the peak of aln®5tUS 9
achieved in mid-July 2008.

The strong rally in the AUD was supported lily tmmera

volatility in currency markets and a rise imiskeqapetite.

The currency was particularly strong in MaiQ.A8ing

against the USD during the month, as sentigent turn

against the US. In particular, concerns inagastdg Chart Source: RBA
the growing level of US government debt. Tleetes Aoel

hold interest rates firm in May and June whiitigeccaith

better than expected data, rising equity mamatana

credit spreads and overall lower market \intiilég,

further confidence in the AUD.
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Property

S&P/ASX 300 Property Trust Accum Index & UBS Global  Real Estate Investors Index
$A - Rolling Three Year Returns
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Review: A-REITs Capital raisings continued to occuBRIGPT),

) Stockland GroufSGP)Bunnings Warehouse Property
The S&P/ASX 300 A-REIT Accumulation Indexqasted f‘rust(BWP) anGharter Hal[CHC) raising substantial

return of 16.2% for the June 2009 quarter roungettie
broader domestic equity market by 4.7%. The strong
performance of the A-REIT sector was largeitg due to  The following table provides a summary of étedestim

amounts of equity in recent months.

largest stocWestfield Group (WD@¥ing 13.2%. valuation of the A-REIT sector as at 30 June 2009:

Stock / Index 2008 Q1 200¢ Q2 2004 A-REIT Sector Metrics

Westfield Group -33.3% -18.7% 13.2% DPS Yield (FY10) 8.6%
10-Y: B R .6%

A-REITs 55.3% -24.1% 14.3% 0-vear Bond Rate 5-6%
Premium Over 10-Year Bond Rate 3.0%

Australian Equities -38.4% 8.0% 10.6%

Global Property Securities -42.6% -23.8% 24.1% Current Premium / Discount To Fair Valu -5.5%

(Note: A-REITs&RASX 300 A-REIT Accumulation Mdstsglian Source: UBS

Equities: S&P/ASX 200 Accumulation Index@r&iebs!

SecuritiesUBS Global Real Estate Investors Index $A) Outlook: Australian REITs

While *safe haven# stocks had been the beasp&fform | gnsec believes that potential catalysts, whicrkthg

REITs in previous quarters, there has beect ltistge *peginning of the end# of these tumultuoud fimksjev
in market sentiment in recent months. A nuiskg# of *

stocks bounced back strongly in the June 2609 fprart
example, the stock prices more than dowkeshfarie
DDR TrustMDT)Tishman SpeyéTSO)Centro Retail While capitalisation rates have softened éctipeapierty
Group(CER)Yalad Property GroPG) andlacquarie ~ market, they have not come under the samergsguing p
CountrywiddMCW). The rally was long overdue and masyhe A-REIT sector. Hence, investing in BeREITs
smaller A-REITs are still trading at very tangetsiio appears a cheaper way to gain exposure to commercia
their Net Asset Values. property markets.

further corporate activity and an increasecal pgajlsi
estate asset sales.

The worst performing A-REITSGeereonwealth Office  While it is possible that further dilutiveraispigd may
Property TrusfCPA) andspen GrougAEZ), which were continue to hamper A-REIT returns, Lonsecthati¢vies
the only two stocks in the sector to delivee megats has become less likely given the significanbfeuityt
over the quarter. that has already been raised.
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Lonsec holds the view that A-REITs with camservativ  The deterioration of fundamentals such ascantieva
gearing, a focus on quality domestic assetexpusae  and income has begun to impact earnings aruded &xpe
to funds management and major developmesst acivitie flow through in coming quarters. There cotitdlpbea

likely to continue to provide *safe havens#shuer térm. fall in price of the medium and smaller REE balaher
sheets remain highly geared and interest cdigis are

Despite the recent rise in the stock price bfdgme\-
REITs, many smaller stocks could easily stackhgiice
double again over the next 12-24 months, dgvge the
discounts to Net Asset Value that still exestertHivere is
also a real risk that a number of smaller syofdis ma

Over the calendar year to date, the worst ertgiornis
were Australian and UK Investor stocks. Thedrashpge
region was Hong Kong, driven by its strong develope
exposure.

Total Returns Calender Year to Date (Local Ceggnci
A-REIT returns will depend heavily on the loaaatarce
environment and in particular, the availabddit ahd
physical real estate sales. Given the levebofieco
uncertainty that still exists, Lonsec belieligghthiatatility
is likely to persist throughout the remain@8r of 20

While valuations are attractive on certain ARREH&Er
continues to face a number of issues, prinanityjirgpn
gearing, refinancing and bank covenants. PoRBHNY Source: S&P UBS estimates as at June 2009

these issues have been exacerbated by demitediets co UBS Estimates of Valuation Metrics for EY09

to interest rate movements. Weighing up thesattrac

valuation of most stocks against the riskesatdhpr
Lonsec has maintaine®Neutrak position to domestic  Discount to Net Assets -13.8%
property securities.

Price/Earnings Ratio 16.3x
Investors should also be cognisant of the damtentra  piyidend Yield 4.4%
issues in the A-REIT sector. As at 30 Junec2@ddWwW

Ent.Value/EBITDA 18.0x

represented around 45% of the S&P/ASX 300 deREIT
While having a large portion of the portfdkd inves Net Debt/Ent Value 31.4%
Westfield will result in returns that morereseselyle the ~ Source: UBS

S&P/ASX 300 A-REIT Accumulation Index, itrlgiso clea UBS Estimates of Price Relative to NAV by Regidumg)s

increases the concentration risk. This isial peakhess
of the A-REIT sector, as the returns of maosilifgoéfgr if apan Propery Companies 23906
i ) X . HK Propery Companies n.a.
Westfield Group either delivers negative neifutims, o Singapore Propery Companies 2%
S-REITs 9%
stock underperforms the sector. TRET a1
US-REITs -5%
. . UK -4%
Review: Global REITs AREITe oo
. . Continental Europe -25%
Global listed real estate returned -38.4%cirienal/ Total Global 13%

terms over the 12 months to 30 June 2009. Source: UBS

Global real estate posted poor returns in 2008 (-43
reflecting declining asset values and a detpaotiatbk

for rents and vacancies. However, since ear®0March | onsec believes that the global property secteraity
the sector has moved away from pricing in ay1930s-s ndervalued. However, Lonsec expects thatdioethis

Outlook: Global REITs

depression with no recovery in sight, to awbeton be realised, a significant positive catalgstegillited. In
investors have been prepared to look throegighhiatr  the mean time, negative sentiment will conlftiveethe
the cycle and take on more risk. high levels of volatility in the sector, miakiogstble to

With investors looking at taking on more nskyel®EITs provide short-term return forecasts with anpfdegree
(categorised as *Investors# in the chart below) hav  confidence. The extent and duration of tlifg willelso
underperformed *Developers# over the recent quarter be a function of the major economies throughorld the
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A protracted or synchronised recession acrogiebaahjor
economies could see further downward pressaie on st
prices.

The downturn in the global property securitidsasect
slowed the pace of the sector"s developmeatsheet th
term. However, Lonsec believes the following key
characteristics will continue to define thefjglelthl real
estate securities markets over the longer term:

Increased investment opportunity set # thealobal r
estate universe offers investors diversifizatios, i
and now value;

Disparity between real estate cycles of different
countries;

Low level of securitisation of property in gtkbed m
relative to the mature Australian market;
Developing markets, in a capital formatiorratage, p
opportunities due to inefficiencies associaadedakith
of public market research.

Importantly, the global property securitiesfastor
investors a level of diversification that ishimposchieve
through a purely Australian portfolio.

Over the long term, Lonsec expects the glolsl prope
securities sector to deliver solid high singdtudigi. The
volatility currently seen in the sector mayrsseonedr the
short-term materially above or below this fdit@isast.
period will extend if the major global econntiniae tw
deteriorate further. As such, Lonsec has maistained
aNeutral®position to global property securities.
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Fixed Interest & Cash

Fixed Interest & Cash - Rolling 3 Year Returns
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Source: Lonsec Data Source: IRESS

Review: Cash
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Lehman Brothers Global Aggregate Index Hedged $A =——U B S Warburg Bank 0 + Years

Australian and International Fixed Interest

The Australian cash market delivered a re@3nfof the

Relative to previous quarters, the June quagtergther

quarter and 5.5% over the 12 months to Junke009. T uneventful from a monetary policy perspectivet,Howe

official cash rate ended the quarter at 3.086, RBA
cutting the cash rate target by 0.25% in ApieldTdrethe
90 day bank bill rose 6 basis points duringtémetqua
close at 3.2%.

Chart Source: RBA

there is no longer much room for further catvention
monetary policy easing (i.e. rate cuts). Dujuagtdrehe
only notable actions were those of the EuropreduiB&da
(ECB), which reduced the European benchmatkveate on
separate occasions (both 25bps each). The BGB remai
under pressure to follow the lead of its US and UK
counterparts and reduce nominal rates to riear zero
response to the global economic slowdown. Mee Reser
Bank of Australia (RBA) also cut early ir3&)l to
although it has held fire since.

Relative Movement in Benchmark Yields
Q2-2009

150
140
130
120
110
100

90 + T T - 90
31-Mar-09 30-Apr-09 31-May-09 30-Jun-09

US 10yr bond Australian 10yr bond

Chart Source: Lonsec

The market"s relative dislike of $safe" goverment
gathered pace over the quarter. This is ethdeciiant
above, which plots Australian and US bencheeark 10-y
yields.
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The following table further highlights thensituatio Should the governments" Keynesian actionsigfiasteryat
in reviving private sector economic actieity, a lik
consequence will be tightening monetary potioyerMo
the increase in the supply of government bpledewill
pressure on prices to fall. Further, any $revirsiorean”
would see interest rates rise. In a nutshelisgitheates

and/or increased supply will likely push yéeldergre

10-year Government Bond Yields

United
States
(% p.a)

Differential
(% p.a.)

Australia

(% p.a.)

30 June 2009 5.52 3.54 1.98 . ,
the price of government debt. Notably, yiel@l.eurves
31 March 2009 442 266 1.76 Australia and US) have become $normal" and steepene
31 Dec 2008 3.99 2.21 1.78 Normal and steep yield curves are an indi¢atiarketa
30 Sept 2008 5.34 3.82 152 expect rises in interest rates, although theftsuahg
actions is less clear. Generally, in periodp giedte
30 June 2008 6.46 3.97 2.49

curves, shorter-dated assets (i.e. less dungitvepare
preferable.

In the prior quarter (Q408) government boffellyields

significantly as markets digested the Lehmas Brothe Credit Markets

collapse. Since then, benchmark governmentdsond yieThe june quarter proved to be historic for tie US a
have increased markedly, as markets are nad@@® f nqusiry and credit markets. Chrysler fillegfer Ch

in a $world is going to end" scenario. Bas@sl@one, pankruptcy protection, with the assistanceSof the U
government markets appear to have retraceprigack 0 Goyernment, on 30 April 2009. Whilst this vpastantim
Lehman levels. event, the $real show" was General Motorsh@Medrs

Rising bond yields resulted in a reversal@fdortun anticipated, GM followed the path laid dowslby &ttty
Australian Fixed Interest (AFI), with the seiciogde3% likewise filled for Chapter 11 bankruptcy protettiine
over the June quarter. Global fixed interestrfaratiat ~ 2009. The GM collapse was the fourth largestecorpor
better, rising 2.2%. Nonetheless, the AFlifdmestst  failure in US history (Lehman &1 and Washingta2)ut
strong returns of 10.8% for the year, wellabtive gr ~ Somewhat extraordinarily, despite these outntbneesdid

sectors and cash.

Bond market
5900 -‘ 5.80
5.20
5600 A~ ) 460
0 S

5700

and equity markets continued to rally.

In spite of the Chrysler and GM events, Junalgssent
proved to be a $good news" quarter for créslit Busrked
by optimism on the back of germinating ecoeemic 'gr
shoots* and the view that the markets havetfasoided
$Armageddon” scenario, investors opened thaindvalle
rediscovered an appetite for risk. As a resuihariets

3.40

rallied strongly in the quarter. Bloomberg teabtted
spread in yields between US Treasuries andti8rittves
grade corporate debt fell to its lowest le@&Pmfsihce 10
September (i.e. pre the Lehman event).

The US central bank has continued with itsti@eiantita
Despite the retracement of yields to pre-Letiman lev  Easing programme, although the effectiveressisf thi
investors should be mindful that world is nent. dfe been questioned. The Federal Reserve has basmgurch
only have central bank monetary policies bemonadyext US Treasuries as a means to suppress yields leeephel
accommodative throughout the developed world, but US 30 year mortgage rates below 4.5%. Tteseés tie |
governments also opened their purses by cammitting US Treasury believes is required to stabiligetiieeyS
Keynesian inspired deficit spending (and colysequent property market. However, as mentioned edftieasu§
borrowing) in support of their economies fililogemgral Yyields continue to climb and, most signifieaB0yyear
retrenchment of the private sector (i.e. busindsses ~ mortgage rate averaged 5.42% as at 25 Juneu2@89 (so
consumers). These actions may prove to bellfeneficia Freddie Mac survey). The mortgage rate is lgboon4
overall economic activity, although they phisargigni 26 March. US house prices (as measured by thgeS+P C
headwinds to investors in government debt. Schiller Index, 20 cities) have continuedltbdafih at a
slower pace. For the year to April 2009 theaffdex 1%
and almost 33% from its peak in Q2-2006.

5600 + 12.80
Mar-09 Apr-09 May-09 May-09 Jun-09

——UBS Warburg Composite Bond Index (LHS ) 10-year bond yield (RHS)

Chart Source: Lonsec
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In June 2009 a number of US banks, includiaggdr®. M In terms of Australian government bonds, thd tfrthes

Morgan Stanley and Goldman Sachs, repaid tlileayponeyield curve is starting to rise, with 10-yearurcerdty at

received under the TARP initiative. The mftivddiolg ~ 5.5%. This is notably higher than the lowsseleh @#rlier

so is most likely a combination of factorspasthength  in 2009. Government bond yields have the footisetial

and a way of limiting government intrusiompethgons, further, even though inflation is likely tonbissuaan the
short-term. A major headwind for the sectdheviti2&®bn
in new issuance that will hit the market oggt thern
years, as the Federal and State Governmergs fiscahr
deficits. This level of new issuance is vécaisigynven the
Australian bond market is currently worth a3sbnchsdl
the market cap of the ASX is around <1,050bn.

In contrast, corporate bond yields remaiveltyrbigh
levels (post credit crisis) and offer reasol@blEhea
relative attractiveness of corporate bondsfacictiiae
domestic government bonds have already riderisa touc
supportive of a $neutral" position to Austdhlizteriest.
However, Lonsec warns that we could see higheegbve
bond yields yet (and hence lower bond prices).

The investment case for global fixed intesesdtisdetive,
Chart Source: RBA given government bond yields remain at lovamhgats,
from 3.5% on US 10-year bonds to 4.3% on 30ggear is
: - - The return seems inadequate given the supplisstiesos
Lonsec”s view towards both Australian andeglobal fi ;| jncrease dramatically as governments isgue deb

interest remains unchanged, respéilizealsal®and . . - :
aUnderweight.Lonsec continues to believe that, in a relgﬂ\a}gce balltognlndg bu.d?]ft de'EtS' Agog}:t:ﬁg gtz ¢
sense, Australian fixed interest is more attractjlebal 90Vernmentbonds might only be made It theaxpesta

fixed interest given the interest rate diffemedtmmore  fOr the global economy to enter a lengthy yexdos-{of

favourable economic backdrop. However, thengteepenideflation. However, this is not Lonsec”s basemase.
Australian yield curve is cause for reflection. The expectation is that, at some point ine¢hedutcal

banks and governments will be successful iarfungp st
inflation, either by conventional or non-ccalvestos
(money printing).

Fixed Interest Outlook

When considering the likely drivers of reterfiXedt
interest sector, it is worth highlighting tkestment in a
fixed interest fund typically provides expadweatly
equal split of government bonds and corporate bonds
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document is limited to 'General Advice* andlehged €onsideration of the investment therifimancial product(s) alone, without
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DisclaimerThis document is for the exclusive use of tiéopstsom it is provided by Lonsec and mussadtdseelied upon by any
other person. No representation, warranty akingdsmjiven or made in relation to the amcooayleteness of the information
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