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Still above the waterlineBbut how much furthircoou?

Economic Overview

Index Returns as at 31 March 2009 (%)

3mths 6mths 1lyr 3yrs 5yrs
Australian Shares -1.8 -20.0 -29.8 -1.4 5.4
International Shares -11.8 -21.7 -24.0 -12.7 -1.3
Domestic Listed Property -24.1 -49.0 -57.4 -25.0 -9.8
Global Listed Property -23.8 -49.5 -54.8 -23.8 -6.9
Australian Fixed Interest 0.3 6.6 12.8 6.8 6.4
International Fixed Interest 0.6 55 7.0 7.1 6.6
Cash 1.0 2.7 6.7 6.6 6.3
$A vs $US -0.8 -14.0 -25.1 -1.3 -2.0
Market Indices
S&P/ASX 300 Accumulation Index
MSCI World Ex Aust Acc Ind Gross Div A$
S&P/ASX 300 Property Trusts Accum Index
U B S Global Real Estate Investors Index $A
U B S Warburg Composite 0 + Years
Lehman Brothers Global Aggregate Index Hedged $A
U B S Warburg Bank 0 + Years
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The global economic outlook continues to edvetismat
far the Australian economy is proving relatiiezly. re
However, the last four quarterly growth figuras sho
contraction is underway. Lonsec expects tharAustral
economy to contract by 1% over 2009.

The RBA decided to keep the official cash.2&8s an 3
March following five consecutive rate cuts. Hiowsver
April meeting the RBA decided to resume itsngte cu
policy, reducing rates by 0.25%, bringing théedasBosb.
During 2009 Lonsec expects that the RBA wi#l twootin
the cash rate, given the deteriorating globkal(imeilading
Asia) and the rapid retreat in inflation.

Lonsec expects the unemployment rate to chi#hb to 7.
during the year and 8.5% in 2010, which coolsee h
prices declining by 5% over 2009.

Lonsec believes that the Australian econoipyas like
perform better than most developed economidy, prima
because its financial system is stable anceptildicets
are low. Expansionary fiscal and monetary lip@igyto

be effective in cushioning the economy. Hoavegeerity
of the global recession and global creditlicsidismpact,
so a mild to moderate recession has to be expected.

Global

Global economic activity continued to deckrfeans i a
deepening global recession. The Internatiorzay MMandt
(IMF!s) latest forecast on economic activigsiadiealine
of about 2 to 1 percent in 2009 on an annuallzassag
before recovering gradually over the course of 2010

Within the G7, the recession is expected tamueepon9,
with the depth and length dependant upon gigbal pol
response and co-ordination.

Deflation is more likely in the short to medidoetéy the
major reduction in credit and aggdegaaad, in turn
leading to excess capacity. However, moneyquidting
lead to inflation re-emerging later.

Lonsec expects the Japanese recession to wogdbove
and China to slow to a 6% growth rate in 2009.

Commodity prices are likely to remain subdued until
production is cut back to meet lower levelsdf dema
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Asset Class Overview & Tactical View

Australian Shares (Slightly Underweight) Weighing up the attractive valuation of mosirstdoks
The Australian share market (as measured by the obvious risks still prevalent, Lonsec has rdatstbieetral
S&P/ASX 300 Accumulation Index) posted its sixth position to domestic property securities.

consecutive quarter of negative returns, fall8%g fr  Lonsec believes that the global property gecteraty
the March quarter. undervalued. However, Lonsec expects thatdiorethisbe
The extent of the market!s correction fromritegresak realised, a significant positive catalystewjlliter In the
that Australian equities are trading on a famkatd m mean time, negative sentiment will contineethie tigh
Price to Earnings Ratio (PER) of around 1Gdd.snverlevels of volatility in the sector, makingstdregoprovide
historical average of 14x. Whilst the markeppeard short-term return forecasts with any degredesfaanf

cheap based on valuation, factors such as tblElr‘Q'merThis period will extend if the major globalexcnatitiue to

Or:/ er Lhe sgstainab(ijlity of .futur.e earnings @et0ew oo igrate further. As such, Lonsec has maéisthieed
that there is more downside risk to FY09 and FY10 position to global property securities.

earnings, continues to outweigh the benefitadf a b
based move back into equities.

Global Fixed Interest (Underweight)

Lonsec has maintainedSiightly Underweighbsition \with respect to global fixed interest, Longbe fimesstment
to the Australian share sector. case for global bonds (particularly sovereiytoboads

_ i unattractive given yields range from 1.7% amo%egedar
Global Shares (Slightly Underweight) 3.6% on 30 year issues. The return seems ingilezyutite
Over the quarter, global shares fell by 11.8#s(asdn supply of most issues will increase dramaii@allgrasents
by the MSCI World ex Australia Index in $#psAlséa  issue debt to finance ballooning Budget deficits.

only major regional sharemarket index (inrerway cur On a relative basis, Lonsec believes that satuaédain
terms) that made a positive return over the period. segments of credit markets look relatively angayf.these
In terms of currency, Lonsec notes that th@@WwD is assets are trading at "distressed! pricespmisiggificant
comfortably within the one standard deviatifritband increase in credit defaults. While price i®ktitigcted to
long-run average and is in fact currently éadahgse  continue, the concerted effort by governmenisettitge

to its long-run average. markets functioning again is a positive sigmaytpcasent
Concerns regarding global growth and futurececonorfivestment opportunities in quality investneecregtiad
weakness continue to dominate economic sentimentS€CUrities.

Lonsec expects the global financial crisis o aesolv  In aggregate, Lonsec continues to have a negatoxgards
down in company earnings and a pull back in globalglobal fixed interest and maintaidarweighposition.
economic growth. While the P/E for the glaidianark

come down, the forward looking earnings part of the
equation remains uncertain. Lonsec has therefore Lonsec!s view towards Australian Fixed Intahest rem

Australian Fixed Interest (Neutral)

maintained ‘&light Underweightosition to global “Neutral Relative to global yields, Australian yislidghtye

shares. more attractive and Lonsec believes that imiestmrsnue
to flock into the safety of cash and bonds glutidahfinancial

Global & Australian Listed Property (Neutral) system is stabilised and economic growth m@isatsalso

While valuations are attractive on certain ARREITs, €XPects that investors seeking higher yieddgreliiate
sector continues to face a number of issudyg primari towards corporate bonds and hybrids and etigtyagid
concerning gearing, refinancing and bank covenantsShares, as risk appetite increases again.

While capitalisation rates have started tovshbifean i  Cash (Very Overweight)

pr.op.)erty markets, they have not yet come wgta?the Despite some positive signs emerging, panticldargstic
pricing pressure as the A-REIT sector. Heslireg "'"_Ne equity markets and cash rates trending dowrhélmveec
A-REITs now appears to be a cheaper way t0 gain that the risk of further downward price pregsmpacta
exposure to the property market. Howeversinvestorgrowth assets. This is particularly likelyen etarkets, as
should be wary that further dilutive capite caisid company earnings uncertainty remains high.

continue to hamper listed property returns.
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Cash rates are falling rapidly but with defedichraat,

capital protection

has become a priority as@esset p

continue to fall. Lonsec expects the cashaltte to f
2.75% by June 30 and to 2.0% by year end. However,
inflation is also likely to fall significantlyeoyear, as

the economy slows and commodity prices tumble.

Lonsec has therefore retain@deitg Overweight'

position to cash.

Recommended As

set Allocation Weightings

Lonsec Tactical Asset Class Positions - April 2009

Last Quarte r

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 18.5 -1.5
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 (] 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

g

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

Australia'seconomy is proving resilient thus far, with theHow deep will Australia's recession be?

economy yet to enter recession. However,dbe last f To date, Australia seems well positioned oataoise t
quarterly growth f|gure§ of _0'6%’ 0.4%, 0.1%%nd -0 developed economies. Consider these positsies point
clearly show a contraction is underway. Anather neg

result in the March 09 quarter is widely exmbetdd a The Banking system is stable and functioning;

confirm Australia is in recession. Monetary policy has been more effective ia Australi
borrowing rates have come down with cash rates;
Chain mfnzpnﬁﬁwe The Government is in a relatively strong financial
% % position to provide stimulus;

The unemployment rate remains relatively &9, at 5.
House prices have proven fairly resilient to date;
~ The oil price decline has led to cheaper petraingri

Y A—A - 4 inflation is now declining; and

\ / \/ W \ The lower AUD helps exporters remain competitive.
? /. ' During 2009 it is likely the RBA will contirtubeaash
rate given the deteriorating global outlookdgirdia) and
the rapid retreat in inflation. Lonsec expeathttage to
fall to 2.75% by June 30 and 2% by year end. The
2000 2002 2004 2006 2008 > Government is also likely to continue provalistinfislus
to help buffer the fall in private demandxpatisd
Lonsec expects the Budget will move into $20ieibba d
The Federal Government and Reserve Bank have movik revenues decline from slower growth and spendin
quickly to counter the negative effects ofaheregtiito increases. Note the Government will be goefiitimoh
crisis and evolving global recession. The Raxslenfe B a position of relative strength (relative tevatugiesti
Australia (RBA) has cut the cash rate by 426bpvier &  countries), in that current public debt lexelgligible
period of 9 months, while the Government hantegblem relative to GDP.
two stimulus packages equivalent to $50bn 6GDB8% o

In addition, the Government has continueditadomer the recession? The global credit crisis haigtedtedit

tax rates and prpwde deposit/debt guaranhees for t market conditions, falling asset and commesligngdréc
Australian Banking system and State Governm&B# Th

h Iso b o ding i b tha sharp fall in consumer and business confidengae€on
as gso een active in providing increastitg spending has slowed sharply, while businessnbe¢sim
Banking system.

shows signs of falling sharply. The Banks haag redu
Cash Rate mortgage rates, but business lending ratesastill re
% % relatively high as the Banks seek to increase faigyi
could be self-defeating if business investmgnt slum

Year-ended change
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Chart Source: RBA
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What then are the negatives that could lengtlespand

12 12
']l The Australian share market is down around %8% from
9 November 07 highs, wiping $700bn in value {kstwe in

wealth) from market capitalisation. With headalfmig in

& T 7 _H_‘—"Tﬂl'ﬁ._a—"_l_rrﬁﬁl B the UK and US by nearly 20%, many economistidre wo

Mominal

the relatively expensive Australian housingoun Kt
3 next. Concern about falling wealth is obvidnglg heajor
negative impact on consumer spending. However, if

0 0 consumers don!t spend, business suffers ard jobs ar
o eventually shed, which worsens the situatiorRiaitige
1993 1997 2001 2005 2009'3 unemployment could be the straw that breaks dhéhbac
" ij;‘;‘: using average of rimmed mean and weighted median mflation Australian housing market
Source: )

Chart Source: RBA
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So the key is for the Government to try anahkdim s
high enough levels to contain job losses. Tééstroub
commodity weakness has already seen job lbeses in t
mining sector, while the finance and auto sectiss a
shedding jobs rapidly. If business investnrapidatls

more jobs will be lost because one companly!s capita
expenditure is another company!s revenue.ighandecli
consumption and business expenditure could swamp an
increase in Government expenditure and the eoatmy
shrink.

Another area where the Australian economyalsie/igner
the current account deficit; most of the caoent @eficit
relates to interest payments on net foreigraliaing, t
A$678bn. Australian banks and companies hagd borrow
most of this debt and it will need to be refomarpadt in
coming years. The global financial crisis h#ssiadke
much harder and the Government has alread3niatsto |
AAA rating to the banks to help them roll theinitkeb
Australian companies will increasingly needreumpport
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 debtédelogls a
Expansionary fiscal and monetary policy dstikely t
effective in cushioning the economy. Howegeerityeos
the global recession and global credit csisiisimact, so
a mild to moderate recession has to be expested. Lo
expects the Australian economy to contract &y200%v
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Global Economy

Global GDP is estimated to have fallen by an
unprecedented 1.25% (5.0% pa annualised)tin the latemand shock that has led to asset and consesaitlimg.
guarter of 2008. The IMF has revised down its 2009 The US share market fell 38% over the yearth 8B Ma
forecast for global growth to -0.5% to -1.0%akést  while US house prices fell, on average, 19%geTdexlanin
growth forecast since World War |l. Develop@iesconoonsumers! net wealth, coupled with tightratgidibsphas
(which represent about 65% of global GDP) &ed expéed to a sharp pull-back in consumer demamcthia puices
to contract by between -3.0% and -3.5%, wbidndevebf goods and services have declined sharplgstabpioas
economies (35% of global GDP) are expected to slobeen cut back. Inflation has been vaporisbd, @fthfalling

significantly but still grow by between 1.5%8@rnkh2.

The global financial crisis has sparkdevamging cycle and

to 0.1% pa; indeed deflation now looks likethjallndu

IMF expects a gradual recovery in 2010, cooditional production fell 11.2% on the year to 31 Mahdle B8, w
comprehensive policy steps to stabilise fioaditiahs unemployment rate increased to 8.5%. The IBIE fler&ta

and continued fiscal stimulus.

economy to contract by 2.6% over 2009.

Real GDP
Year-ended percentage change Major Countries' Policy Interest Rates
% % % %
7 r'_'-l 7
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|V - Now Zeaian '|| Europehas also slid inezession surprisingly quickly, resulting
5 | ' i I . in the ECB slashing the cash rate to 1.25%opéarEur
economy contracted by an annualised rate oftFe@6 i
. . . . 08 quarter. Inflation has fallen to 1.2% byQ@@rahdis

10 1996 1999 2002 2005 2008 10
" Hong Kong, ndonesia, Korea, Malaysia, Philippines, Singapore, Taiwan

and Thailand
Sources: ABS: CEIC: Thomson Reuters

Chart Source: RBA

expected to remain subdued for most of 200803éaenEu
Commission has released a '200bn stimulus phéRade (
GDP) but individual countries continue to eetbetiglth It
seems the member states outside France and lzamenany
The USJfflCla”y entered recession in 2008. The US deeper economic troub|esl particu]aﬂy |re|m@@pae
economy contracted by an annualised figureiof -6.3%nd various Eastern European states. The IMF expect
4Q08 - the largest decline since WWII. The BIS Federyropean growth to decline by -3.2% over 2009.

Reserve has cut interest rates to zero, whikentlae O . )
administration has gained approval for a secmudrandThe UKseems to be in a deeper recession than Eunage beca

larger fiscal stimulus package worth US$877%bn (6% %ebt Igvels are higher and the decline in thg: draisi
GDP). In addition, the US Treasury and Federal Regnanmal sector has been greater. The Bartnof @)

have been busy supporting the US financialisiettor, has sla_lsh_ed the (_:ash ratg to 0.5% and is alswengag
"quantitative easing!, while the Governmem basyee

is swaying under the weight of credit lossets. Recen - i
providing support for the Banking sector ahdaeceaented

initiatives include a private/public partnevakijpotac _ X
assets from the Banks. At the same time thertls Fed® 200N fiscal stimulus package. The Governmegtt!s Budg

Reserve has implemented "quantitative easmgl.,iwheqeﬁdt is set to rise 1d8bn (11% of GDP) over the year. T
directly buys US debt securities to lower thewseld 'MF €xpects the UK economy to shrink by 3.D#over 2
According to Treasury forecasts, the US BudpetlDefi

likely exceed US$2 trillion by 2010, whilevertain@ot
debt will reach $8.1 trillion (58% of GDP).

AT ONSEC
TONSEC

6 Lonsec Limited ABN 56 061 751 102 « AF884%0s 2Rarticipant of ASX Group
This information must be read in conjunctf@n\v@ming, Disclaimer, and Disclosure at fithismiboument



o

LONSER, | £ 0
QUARTERLY OUTLOOK | JUNE QUARTER 2009

w4

.

The Japaneseconomy shrank an alarming 3.3% (13.2%
annualised) in the Dec 08 quarter. Export valemes h
declined sharply and the Yen has strengthenegl, caus
major problems for the export dependent ecamomy. Th
Nikkei sank 59% over 2008 and the recent Taakan sur
reported that business confidence has fallerm townec
The Bank of Japan has cut interest rates 1%, f
0.3% and the Government is mulling a new $émulus p
although with a public debt to GDP ratio afs158%, i
options are limited. Deflation will probablygee snze
problem for the Japanese economy during 2008 The
expects the Japanese economy to shrink by 5.8% over
2009.

China'seconomy was also exposed during 2008, with
exports slumping and its property boom endilyg abrup
Foreign capital is retreating as US and Eurojean Ba
withdraw funding. Chinals growth rate has@a3Bn to
down from the heady 12% rates of 2006. The Chinese
Government has eased monetary policy and réleased a
trillion yuan ($585bn) stimulus package thaeis doc
developing new infrastructure over the nextttsiee y
However, the impact on economic growth idkkely to
gradual. The IMF expects Chinals economy t&grow by
over 2009.
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Australian Shares

S&P/ASX 300 Accumulation Index - Rolling Three Year  Returns
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Source: Lonsec, Data Source: IRESS

Review

The Australian share market (as measured byABX S&P March Quarter 2009
300 Accumulation Index) posted its sixth cengeartgy
of negative returns, falling by 1.8% for thqudeterh For \/\,\,\

the 12 month period ending 31 March 2009, thafiench| g *

returned -29.8%. \/\W
Compared to other global markets the Australiamasiet

3000

ASX 300 Index

outperformed three of the four major intemegfionsin
local currency terms) during the March quagtesr,Hiogy
Australian market underperformed versus A#li@ ¥@&&r Chart Source: Lonsec Limited
to March, the Australian share market outpeefatinedo
the regional markets of the US, Europe, Japsa.and A

17-Jan-09
25-Jan-09
02-Feb-09
26-Feb-09

8
2
$

01-Jan-09
09-Jan-09
10-Feb-09
18-Feb-09
14-Mar-09
22-Mar-09
30-Mar-09

Investors returned to the market, seeking ouerpalies
that appeared attractive on valuation and lieftheabéhe
There was no respite from the broad sell @es equ  worst of the sell off had passed. Time whliggtdafves to
throughout January and February, as the mamketdtsit be correct. The rally was led in part by thelimgKs,
downward trend. The flow of weak global ecamemic newhich took the lead from gains in US finaksiabstsigns
confirmation of rising unemployment and a sari@agd  of economic conditions stabilising and largewae re
downgrades from some of Australials largesesompani stocks.

(including announced cuts to dividends), ctntiraighl
heavily on investor confidence and ultimatety irethg
market hitting a 5 year low on 6 March.

A key theme that emerged late in the quarterswéstih
from defensive stocks into cyclical stocksstassiseeight
to take on more risk. This was evidenced by irsieesst
However, as depicted in the chart below, theligufartsh in the resources sector, with investors buyingpback

on a more positive note, with the market resoneilupt oversold energy and mining stocks. There wamealso s
ground and adding approximately 13% in a thraellyweektakeover activity during the period, with Qhirstsesi
seeking to acquire interests in a number dhiustralg
companies such as Rio Tinto (RIO), OZ Mineralsd OZL
Fortescue Metals Group (FMG). The most nbbleats t
was that between Chinalco (a leading Chingedlivers
resources company) and RIO. Under the terms of the
transaction, Chinalco has proposed to acquirerRi@s
bauxite, aluminium and copper assets, whitéeatsilyp
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increasing its shareholding in RIO from 9%Tioel®8al Macquarie Communication Infrastructure Graupticshar
allows RIO to raise funds in order to repayidebt an ~ was the beneficiary, late in the quarter, Of@a$@ .bid by
strengthen its balance sheet. a Canadian Pension Fund, which valued the cbapany a
67% premium to its prior closing price.

The five worst performing stocks in the ASXeR®3 on
share price movement) for the quarter were:

In other company news, ANZ was the first afrtbanka]
to announce a reduction in its dividend payoiiinglthe
need to strengthen its balance sheet which has been
weakened by rising defaults. The market viewed this AWB Limited (-71.8%)

announcement favourably, preferring this atige of GPT Group (-56.1%)
versus a capital raising. NAB soon followesimyiin a APN News & Media (-53.2%)
announcement regarding its dividend. Goodman Fielder (-52.7%)

The February reporting season proved to bhene of t Hastings Diversified (-51.2%)

weaker for Australian companies in recent tiveesr,Ho Similar to previous quarters, those companitsnaéitto
this was not a major surprise to the markétad/aiokady struggle in the current economic climate wesgithose
priced in these lower earnings expectationbalada®  excessive levels of debt or debt funding isthizesase of
these expectations were met. Company guiddnoe on flAWB Limited, the company updated the market by
earnings remained limited and Lonsec believeligtitaof announcing that its first half profit would toes5884dower
persisting economic headwinds, earnings risksiréneai compared to the previous corresponding pehiadasvhic
downside. There were some pockets of goodmeul&] widetrimental to its share price.

results reported by JB Hi-Fi (JBH), Cochlean@OH)

Commonwealth Bank (CBA). JBH!s result waslparticul@ector Performance

impressive given the difficult trading conxjitiieneed

i " h As can be seen from the chart below, some fsthetors o
by many retailers. The company reported a legead ha market posted positive returns for the quaitdoritagion

profit and increased its dividend payout ok tfdétbac Technology sector was the best performing, 13iigeb
store roll out and solid sales across all tsestewluding | .., performance driven by gains in the segtowts on

home entertainment. stocks, Computershare and Iress. The Matdtatsgnd

sectors were the two next best performingsesttocs,
returns of 5.2% and 4.8% respectively. These sector
There was a wide dispersion in returns betlvesnahd benefited from investors seeking to take oskiotbei
worst performing stocks during the quartévereflect belief that commodities had been oversold.{,diggda
continued market volatility. In addition, rharhettet stocks such as BHP, RIO and STO were stocks that
performing stocks in the quarter were relative contributed to the gains in this sector.
underperformers when considered over a 12 modnth pef,, 5 reversal on previous quarter trends, tibratigdi

The five best performing stocks in the ASXem 0f  Gefensive Healthcare and Telecommunications/aectors
share price movement) for the quarter were: amongst the worst performing. Healthcare @Q#ted -

Stock Performance

PanAustralia (235.3%) while Telecommunications returned -14.7%,@s invest
Macquarie Communications (171.0%) sentiment switched to a more risk-seeking rhisdthanit
NRW Holdings (139.5%) Telecommunications sector, TLS had a poootioaitey f
Energy World (113.9%) its exclusion from the Government!s nationahroadb

tender process and its announcement that CHf@d&ol Tr

0,
FKP Property (98.0%) would depart the company on 30 June 2009.

Three of the top five performing stocks fortére qua
operated within the materials, energy or miitag ser

Sector Performance March Qtr 2009

industries. In the case of PanAustralia and NiRy¥,Hol 200
each company was able to agree to terms avéhefoll 1001 D —
their debt financing, which was viewed favguhebly b g O EEEEasY M M B

-10.0

market and a catalyst for the rise in theirisbare p
PanAustralia also successfully completed aasbarenl
during the quarter, providing additional weitahfpcséhe
company to pursue its organic growth oppanhities
mining exploration activities in Thailand and Laos.

-20.0

-30.0

Information
Tech
Materials
Energy
Consumer
Staples
Financials
Utilities
Consumer
Disc D
Healthcare D
Telecom |:‘
Industrials

Chart Source: Lonsec Limited
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Outlook

. . . Forecast Earnings per Share
Lonsec remains cautious about the outlookdquilies| MSCI Australia
believing the March recovery is likely to ba segesfof —mdex Index
bear market rallies, rather then a sustainay.réteve 2009/10
deteriorating economic backdrop and uncentaintglingr "% oomos 100
future earnings for corporate Australia arelerpeetsist I \
as headwinds to a sustained recovery. The bzuany Fe 80 e R 80
reporting season confirmed the difficultiesilcg miramy /_,f—'_' V\\
Australian companies, as they reported earmggsidsw 60 - 60
and tempered their outlook statements. A number of z-:cji:j,__/’“’"'
Australian companies also reman in survivaldhinage an 4o "““;Og-sjgr" 40
tapped equity markets in order to raise cagtal. Lo -
expects the financing environment for many sampanie 5, ! . ! ! . 0

1
2003 2004 2005 2006 2007 2008 2009

Source: Thomson Rewters

remain challenging in the near term, but tiyat quali
companies with strong balance sheets should be well
positioned to weather this difficult period. Chart Source: RBA

The extent of the market!s correction fromritegresathat L0OKing further down the track, there arezigioseof
Australian equities are trading on a forwardricarket positive outlook for local investors and Loasecteapits
Earnings Ratio (PER) of around 10-11x, vetsusal his next move will be to increase the Australiaasequity
average of 14x. Whilst the market would apgebastea allocation back to net@lightly Underweight°fhe next
on valuation, factors such as the uncertaitig over reporting season later in July and further aneatsite
sustainability of future earnings and Lonsetbiatviere ~ "€9ards to capital raisings, are likely toysmésctamai re

is more downside risk to FY09 and FY10 eartingesco ating of Australian equities.

to outweigh the benefits of a broad based mowe back

equities at this stage.

P/E Ratios
Monthly
Ratio Hatio
30 30
20 20
10 10
gl v vy
1979 1985 1991 1997 2003 2009

Sources: MSCL Thom=on Reuters

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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Source: Lonsec Data Source: IRESS

Review

Over the quarter, global shares fell by 11.&¥#s(asdrby
the MSCI World ex Australia Index in $A). Astaonbs
major regional share market index (in locaj temmes)c
that made a positive return over the period.

For the 12 months ending 31 March 2009, réiselts for
major regional markets were all negative fisotggipen
the difficult market environment that globadstiared
24%. The US and Europe suffered similar liades)ings
of 37.9% and 37.2% respectively. Japan wahaidse b
with a decline of 36.5%. Asia was the bestpeatiioein
still negative, down 33.8% for the year. Tdrediffer
between the best performing region (Asia) afuiS)arst
local currency terms for the 12 month perio@XkNnch
2009 was 4.1%. The difference between thewesttand
performing region has continued to narrowgréfeecti
global impact of the financial crisis.

Commentary for the major regions follows, altbraligh
conditions remain difficult, and are expecatairtsoan
the short term.

Major Countries' Share Price Indices
Log scale, December 1983 =100

Index Index
T0O0 T00
500 500
300 300
100 [GH : 1400

1111 111 | 1111 111 | I 111

i 1985 1589 1983 1997 2001 2005 2009?0

Source: Bloomberg

Chart Source: RBA
United States
US shares fell by 10.0% (local currency) avarténe q

The broader economy continues to be adverselg byipac

a number of headwinds, including ongoing dedeaedagi
difficult credit conditions. In light of jeb desdi@ing
equity and housing wealth, consumer sentimggnaingd s
are weak. Policy actions are being takerize Stevitial
markets and institutions, however, the neantemicc
outlook is weak, with earnings announcememig for ma
companies also expected to be weak.
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Europe

European share markets collectively faredavsligattizan
the US for the quarter, falling by 11.5% (lenales)r
Conditions in the UK and Europe are little ttiffeeeS,
with most areas witnessing an increase in urerploym
lower consumer spending and continued declgirsss b
investment as a result of the continued tigbowediiins.

Japan

Japanese shares fell by 9.2% (local curreneW &ch
quarter. The recession deepened over thewjthager,
continued downturn in external and domestic @redind.
conditions have tightened in Japan, howeas hbento
a lesser extent than in other advanced ecoBooriesic
activity is expected to remain subdued in ttemear

Asia

N

The AUD stemmed its relative decline againstjother
currencies over the preceding quarters, witlcetataom
showing that the Australian economy was outgertioemi
advanced economies. By quarter end, marketstimgre st
to contemplate an end to the RBA!s easing cycle.
Furthermore, the risk aversion in currencyterapearisg
the performance of the AUD subsided over the quarte

The direction of the AUD will largely be depetigent
direction of interest rates, commodity pritesratadive
strength of the USD. Lonsec notes that th@@WD is
comfortably within the one standard deviatifritbdoiig-
run average and is in fact currently tradihgseeiy its
long-run average.

Outlook

Asian shares rose by 2.7% (in local currerties) for
quarter. This small gain follows a sharpriédiae i

Concerns regarding global growth and futurececonomi
weakness continue to dominate economic seMirihent.

share markets in 4Q08. The Asian economiesrallg 9enfationary concerns have dissipated as oitmodiop

decelerating due to the collapse in external demand
addition to a number of factors hampering demestit
Investor concerns about the US situation aopotitweigh
confidence in the Asian growth story. Howargetiaad
less open Asian economies are expected todwefels s
affected, in relative terms, by the global edomarhicn.

Currency

Exchange Rate
December 1983 to March 2009

USD per SAUD

040
1083

1985 1987 1989 1991 1993 1995 1997 1999

wwwww

Source: Lonsec Data Source: IRESS

During the quarter the Australian dollar (Aeditedpr
against the USD, but rallied against other nmeajoiesu

(EUR, JPY, GBP). Declining currency movercahis typi
dampen returns for hedged AUD investors; hgn@xer im

returns for unhedged AUD investors. Oveteh¢hguar

prices have eased, the economic outlook cantiaues t
influenced by the follow on effects of the ssihmtioa.
As such, the likelihood of a significant matked melthe
short term appears relatively slim. That sgidetheent
and central banks! stimulus programs are all aimed
reducing the severity of the slowdown.

Lonsec expects the global financial crisi$ o acslolw
down in company earnings and a pull back écghaioaic
growth. While the P/E for the global marketéneewn,
the forward looking earnings part of the equ#tioesto
be uncertain. Lonsec has therefore maimsiigd a
Underweightposition to global shares.

P/E Ratios
Monthhy

Ratio Ra

30

30

20 20

| A I S e |
1979 1985 1991 1997 2003 2009
Sources: MSCL Thomson Reuters

Chart Source: RBA

AUI,D weakened against the USD by 0.8%, buteappreciaty menioned earlier, a fall in the AUD wiily lodyaefi
against the EUR by 5.5%, the JPY by 7.8% an@®.GBP bé(quities strategies managed on an unhedgedwess; h

The AUD closed the quarter at US 69.1c, nawganally
than the December 2008 close of US 69.3c. lmvever,
AUD remains significantly lower than the peaktdf &l
98.5c achieved in mid July 2008.

with the AUD moving within the range of thenlong te
average value, it is fair to say that the dgliaotdook as
expensive as it did at the end of 2007 and mid 2008
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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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——S&P/ASX 300 Property Trusts Accum Index ===U B S Global Real Estate Investors Index $A

Source: IRESS/Lonsec

Review: A-REITs :
A-REIT Sector Metrics

The S&P/ASX 300 A-REIT Accumulation Index@asted DPS Yield 12.5%
return for the March 2009 quarter of -24.1%aonce a 10 Year Bonds 4.4%
significantly underperforming the broaderragtkges Premium 8.1%
While "safe haven! stock¥Méstfield Group, CFS Retail DCE -21.2%
Property Trust, Commonwealth Property Officediuhd Ay -37.0%

Bunnings Warehouse Property Tagsttinued to
outperform the benchmark, there has been atdisijact
in market sentiment recently. In particulanshrskt Outlook: Australian REITs
appetite increased significantly in the momt of Wiz
resulted in a number of battered small maekisat@pit | ynsec believes that potential catalysts, whigrkithg
stocks such &dsacquarie CountryWide Trust, ING Office..beginning of the end! of these tumultuousiiimesde
TrustandING Industrial Trubbuncing back to outperfor
the benchmark in recent weeks. The rally waesrthrey
and many smaller A-REITs are still tradintpegeery
discounts to their Net Asset Values. While capitalisation rates have started tm stfesn i

Over the quarter, the top performing A-REbEewes property markets, they have not yet come wsaieethe
Property Groupwvhich announced it had recapitalised vi®Hcing pressure as the A-REIT sector. Hestigg inva-
private placement from Kirsh Group. The wonsingedt REITs now appears to be a cheaper way to gaie &xpos
REITs wer@oodman Groypvhich fell significantly after athe property market. However, investors shamjdtbat
major earnings warning,Mimgac Groupwhich further dilutive capital raisings could cortimmedo listed
announced that it would cut distributions te meester property returns.

GPTalso continued to struggle, due to uncertainty wit

regards to the company management, asset valuations-onsec holds the view that A-REITs with canservativ
balance sheet/gearing issues and debt covenants.  gearing, a focus on quality domestic assetexpuasoe

to funds management and major developmestaetivitie

likely to continue to provide "safe havens! sivent tierm.
However, given the current discount to NetlAsset Va
many smaller A-REITs could easily see theiiicstock p
double over the next 12-24 months.

Source: UBS

Murther corporate activity and an increasecal pgajlsi
estate asset sales.

The following table provides a summary of the secto
estimated valuation as at March 2009:
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A-REIT returns will depend heavily on the lomaateice  Over the quarter, the worst performing regighe were
environment and in particu]ar, the ava||Md}t ahd United States and the United Kingdom. ThedanB'ngerf
physical real estate sales. With many of tvestooktl in  "€9ion, and notably the only one with a pasitiveas
the sector now effectively priced as if théttewas | Hong Kong, driven by its strong developer exposure.
equity, there is some likelihood that many?sRB&IEs Total Returns Calender Year to Date (Local Cesenci
will fail and high volatility is therefore Ipeisigt

throughout 2009.

While valuations are attractive on certain ARREH&Pr
continues to face a number of issues primafifyrapnc
gearing, refinancing and bank covenants. FoiRBE#hy
these issues have been exacerbated by demitadiots co
to hedge against currency and interest rate msovemen
Weighing up the attractive valuation of mostrstdbks
obvious risks still prevalent, Lonsec has ndatstaine
aNeutrat position to domestic property securities.

Source: UBS estimates as at 27 March 2009

Global REITs continue to be impacted by tlaé dneEsgci
Investors should also be cognisant of the d@rcentra  \hich has put further pressure on prices. Badiasg
issues in the A-REIT sector. As at 31 Marue2ddfld  peen affected and concerns have generally been abou
represented over 50% of the S&P/ASX 300 A-REIT Indereaching loan covenants. Examples includé Centro
While having a large portion of the portfdkd imves Australia, Capital & Regional in the UK, ant@engha
Westfield will result in returns that morereteseble the in the US. Provided interest coverage ratiosoani
S&P/ASX 300 A-REIT Accumulation Index, itlgiso clea the banks are imposing penalty margins andthdowing

increases the diversification risk. companies to work through asset sales in amardenty
A further correction in asset values is expéettithg
Review: Global REITs deteriorating fundamentals, as the effecteaxssion

begin to set in. Vacancies are expected te enteas
rental growth should slow, as the availabidibcef f
decreases and debt becomes more expensive.

Global listed real estate returned -54.8%cirienal/
terms over the 12 months to 31 March 200%r lsast ye
global REITs with development exposure (GladyagiSeve
underperform global REITs Investors by 14%2@08ts i Global REITs continue to de-leverage theirdbalersce
With the re-emergence of risk appetite in reglamt® However, asset sales are becoming increasieggirahal
sheet, defensive REITs (Global Investors below) hav to achieve, and dividend cuts and/or deeplyediscoun
underperformed developers over the recentygliéfter b capital raisings are a likely solution.

points. Stock market volatility and negative sentimveiit are

Global Real estate Index & Global Equities Returns  entrenched in the listed property sector woHidwiekeer,
(local currency) it can be argued that generally listed propkstaspear
to be trading at attractive values on mosnvaletrios
(i.e. yield, NAV and cashflow/NPV) and thiatthealiset
has overreacted.

UBS Estimates of Valuation Metrics for FY09

FY09

Discount to Net Assets 44.3%
Price/Earnings Ratio 10.4x
Dividend Yield 7.6%
Source: UBS estimates as at 31 March 2009 Ent Value/EBITDA 13.1x
Net Debt/Ent Value 46.4%
Source: UBS
14 Lonsec Limited ABN 56 061 751 102 « AB884%0¢ 2Participant of ASX Group
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UBS Estimates of Price Relative to NAV by Regiblai@()

Region Price Relative to NAV

Singapore Property Companies -70%
-61%
-51%
-37%
-37%
-34%
-34%
-33%
-27%
-36%

Japan Property Companies
S-REITs

HK Property Companies
A-REITs

UK

Continental Europe
J-REITs

US-REITs

Total Global

Source: UBS

Outlook: Global REITs

Lonsec believes that the global property gecteraly
undervalued. However, Lonsec expects thatdioethis
be realised, a significant positive catalgsteglited. In
the mean time, negative sentiment will codiiveciie
high levels of volatility in the sector, makiogsible to
provide short-term return forecasts with anpfdegree
confidence. The extent and duration of thig walegiso
be a function of the major economies throughond tiHe
protracted or a synchronised recession acrog®badjor

economies could see further downward pressate on s

prices.

The downturn in the global property securitidsasect
slowed the pace of the sectorls developmeatshaet-th
term. However, Lonsec believes the following key
characteristics will continue to define thefjgboltal real
estate securities markets over the longer term:
Increased investment opportunity set " theeglobal r
estate universe offers investors diversificatioa, i
and now value;
Disparity between real estate cycles of different
countries;
Low level of securitisation of property in gtkbtd m
relative to the mature Australian market;
Developing markets in a capital formation stge pre
opportunities, due to inefficiencies assodieaddakit
of public market research.

Importantly, the global property securitiesfarstor
investors avel of diversification that is impossible te achiev
through a purely Australian portfolio.

Over the long term, Lonsec expects the glolsl prope
securities sector to deliver solid high singdéudng. The
volatility currently seen in the sector mayreseoratr the
short-term materially above or below this fdi@isast.
period will extend if the major global econntimiae tm
deteriorate further. As such, Lonsec has maigtained
aNeutratt position to global property securities.

It is estimated that in the UK/Europe aloreguthkbe a
total of $400b of properties for sale over flg&menrths.
This is a significant amount in the currentremtjron
considering that it is estimated that only $t0B$11
transactions occurred over the whole of 2068uré&his
was around 60% lower than in 2007.
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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

The Australian cash market delivered a re@dforf the
quarter and rose 6.7% over the 12 months t@08arch 2
The official cash rate ended the quarter an@28%,
RBA cutting the cash rate target by 1.0% iy FEheuar
RBA cut rates by a further 0.25% in April, thencpist
rate to 3.0%. The yield on the 90 day bdhkQdilbiasis
points, to close the quarter at 3.14%.

Chart Source: RBA

Australian and International Fixed Interest

The US and the UK exhausted their main moiwgtary po

Mar-00

Mar-02 Mar-04 Mar -06 Mar-08

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

bank buying their own sovereign bonds as a means to
introduce money into the domestic financighsgstem
facilitate lending by banks and stimulatingdpoimeesting
and economic activity " and restraining yielthases
anticipation is that quantitative easing magldtaoary
repercussions in the not too distant future ltbe/evain
concern of central banks presently, is promatimgngr
their economies.

Relative Movement in Benchmark Yields
Q1-2009

150
140
130
120
110
100

~ 90
31-Mar-09

90 +
31-Dec-08

31-Jan-09 28-Feb-09

US 10yr bond Australian 10yr bond

Chart Source: Lonsec Limited

The March quarter, compared to the previoysagsarter
subdued for Australian Fixed Interest. The UBSt€omp
Index increased by a very modest 0.3%, in aotopariso
rise of 6.3% during the December 2008 quaitea. Sthrk
fexample of how difficult the December 2009 mwaddn

tools during the quarter, reducing their rebpectiveark be and how risk-averse investors had become. The

rates close to zero, occupying ground Japat asg$el
own for an extended period. Their concerm datlatio

worsening economic conditions. All three agrdratdoa
also undertaking &quantitative easing.! Tdtsaiceolval

benchmark Australian government bond yield 0&se by
over the March quarter, to finish at 4.42%-isgdbal
Interest returned 0.6% for the March quarter. Lonse
considers global bonds to be unattractive igiseange
from 1.7% on 5 year notes to 3.6% on 30 yeaFligsues
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appetite for full nationalisation. The UK sedidtatihern
Rock early in 2008, although this was largat/sesve
to prevent an imminent collapse of the bartkafibe si

return seems inadequate given the supply stiesstilis
increase dramatically as Governments issuérdetuteto
ballooning Budget deficits.

Bond market

5900 5.80
5.20
5800
460
/\ A/

across the Atlantic is very different " nationabsavery
much a dirty word. Citigroup is the poster tthdld fo
apprehension. In its third attempt to shograygpGiti
February 2009, the US Government appearegambe at
to stress that it was not nationalising théseriterpr
effectively owning just over one third of the bank.

~- "V 4.00

5700
340
5600 + 1 2.80

Dec-08 Dec-08 Jan-09 Mar-09 Mar-09

The banking system in Continental Europe afygears to
much the same way as the US and UK. Governments
continue to provide capital to shore up balatscéeshe

Italy).

A problem facing European banks is their emposure t
Emerging Eastern Europe, which is souring.néfiticeco

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

Chart Source: Lonsec Limited

Credit Markets

prosperity and stability in these economiendsodusls
layed the carry trade when buying their hosseforhd
or example, in Hungary individuals were boneapityg
in Japanese Yen. However, with the collapsingrHunga
rint, the outstanding balance of these Idaimbaed.

The major development of the quarter proved to be U
Treasury Secretary Timothy Geithner!s &new heilduia
plan. The plan is called the Public Privatecsimvestm
Programme (PPIP) and has been designed tdoaldanse
assets! from banks! balance sheets. The plékirttas st
similarities to the &original! TARP, whichblisiseelshey
the Bush Administration, in so far as the &eeibdaks
from bad assets, rather than being a recapitaébatie.

Leaving aside the banks, auto manufacturersealstoap
be in severe trouble. Of note, GM has not beeshabte
off bankruptcy concerns. Fiat has taken aGlasléan,
which had been taken private by Cerberus,téhequritya
firm. France announced an auto bailout patkagendhi
February to support key players Renault and@&gogeot
Toyota has also hit a rocky patch.

PPIP borrows from the familiar &public prieasipart
(PPP) model that would be familiar to mosas.Skredi
US Government will be matching private invasiinents
providing cheap non-recourse financing forrelsasepu
Arguably the grand design is to establish gracesaaket
for some of these assets, in so doing freeingamistto  diversified conglomerates, has also sufferee from t
lend. The question is, however, will the barkthsedale downturn " losing its coveted AAA credit ratinotfrS'P
prices are less than the value of these asgetarieiti on and Moody!s during the quarter. GE had heldAAS'P
their balance sheets, then they will have tootloeklass, rating since 1967. The rating revision habégngely
which will erode precious capital. attributed to the conglomerate!s financial basiess "
GE Capital.

General Electric, one of the world!s most eddelged

To this end, it is important to consider thg Ratikiss

tests! that the FDIC will be conducting. The FDIC!s ~ The US Treasury also extended its guaranteg-of mone

programme will involve shocking bank balancasihgets market mutual funds (CMT-like funds) to Seffteénber 2

severe assumptions. Those banks that &faé! will be  This is the second extension of the guaranéeenpeogr

capitalised with Government money. which had been previously extended to Apriie6ed. T
has continued with its ancillary programmeeaio buy

The UK has ventured down a different pathUkith the commercial paper (Commercial Paper Funding Facility

government providing guarantees on assetagainst |

taking the lead from the US!s efforts withpQitigrou As can be seen in the following charts, cred gmein
November 2008. The UK government has provided  at historical highs. However there was a khgickpaol
guarantees on some of the Royal Bank of S@®8xaddR credit spread in the March quarter, which hadea pos
Lloyds-HBOS assets, as a means to re-invigiinateceon impact on the price of credit securities.

in the banks! balance sheets.

The ultimate success of either the US or UKkapproac
uncertain. There is a &third way! - full atitandlie UK is
well advanced, (e.g. around 70% of RBS is ndvy thened
&Crown!), but itls doubtful whether therense@bvern
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Fixed Interest Outlook

Lonsec!s view towards Australian fixed intarast rem
"Neutral Lonsec believes that investors will coritiuke to
into the safety of cash and bonds until thinglotial
system is stabilised and economic growth retativs.tR
global bonds, the domestic market offers ¥y nelateve
attractive yield. Lonsec also expects thatsiseesiog
higher yield will first gravitate towards cdrpiodatand
hybrids and eventually high yield shares, @etisk a
increases again.

With respect to international fixed interdstr{eid, finds
the investment case for global bonds (pad@mrdesign
bonds) to be unattractive given yields rangé%ram 3
year notes to 3.6% on 30 year issues. Theeatarn se
inadequate given the supply of most issugsag# inc
dramatically, as Governments issue debt twéilememg
Budget deficits. The only case for findingdbiddal b
attractive would be if there was an expectiatigiodfal
economy experiencing a lengthy period (5 years+) of
deflation. However, this is not Lonsec!s basemcase.
Accordingly, Lonsec has retainéthderweightiiew
towards International Fixed Interest.

Chart Source: RBA

Chart Source: RBA
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