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*The aggregate performance is the weighted average return achieved by all the portfolios in the particular strategy after management fees and brokerage. Past performance is not an indication of future performance. ' Source: Goldman Sachs JB Were
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EQUITIES

The September Quarter saw the All Ords Index post a gain of 5.48% which
belies a very eventful and volatile first 3 months of the financial year. At one
stage global equity markets, including Australia, were sold down
significantly on the back of a melt down in the US sub-prime mortgage
market. At the confidence low the All Ords was 15% off its previous high.
By quarter end the All Ords had rebounded strongly, shrugging off any
suggestion the US credit crisis will offset longer term market value.
Certainly the health of the US economy is no longer as influential on the
global investment psyche now that China, India, Russia and Brazil have the
potential to mitigate any US slowdown.

The quarter also contained the FYO7 reporting season which showed overall
earnings per share growth of 15% for the Australian market but interestingly
the rate of growth showed an easing in the second half of the year to around
9%. A plateauing of commodity prices and higher costs in the June half kept
resource company earning flat whereas strong earnings growth was again
reported by retail, construction, healthcare and wealth management stocks.

The outlook for the Australian economy we believe remains strong but
stock selection remains important as there are a few headwinds in a strong
A$, higher energy prices, ongoing drought and with low unemployment and
high capacity utilisation there is potential for wage inflation and further
increases in interest rates.

1 Scource: Goldman Sachs JB Were

Information contained in this document is general advice only, please see your advisor before acting
on this advice.
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The listed property sector enjoyed a strong performance over the quarter,
little of which was to do with fundamentals. The price rise seems to ignore
the increased cost of debt, the falling share prices of listed global REITs,
and falling private property values internationally (40% of Australian listed
REITs investments are overseas). The interest in the listed property sector
appears to be due to the perceived safety of the sector in volatile markets.
Value, at current levels, is hardly compelling.

INTEREST RATES

As can be seen from the above graph the direction of short-term and long-
term rates diverged markedly during the quarter. Short-term rates
represented by the 90-day Bank Bill rose approximately 1/2% and long-
term rates (10 year Government bond) fell, at one stage being down 0.4%.
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This divergence can be directly attributed to the US sub-prime mortgage
fallout, with a collapse in confidence in credit markets resulting in a blow
out in rates at the short end.

The RBA hiked the official interest rate by a further 0.25% during the quarter
0 6.50%. Despite a slowing growth outlook in a number of overseas countries,
particularly the US, domestic economic conditions have remained firm as
Australia continues to benefit from strong global demand for the country’s
commodities. Further, although this rate hike was made before the worst of the
impact of the sub-prime fallout was felt in credit markets, the RBA made clear
that any dampening effect on global growth from the financial market turmoil
was unlikely to be sufficient to be a risk to both the domestic economy and the
inflation outlook. Partly as a result, financial markets continue to look for a
further hike from the RBA either later this year or early in 2008.
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