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OVERVIEW: Hugh MacNally

Global equities markets rose 3.1% over the
December quarter, bringing the MSClI's calendar year
2025 return to 21.1%. Details for other markets can
be seen on the data sheet.

Of note, European markets were up 16.7% and the UK
market was up 21.5%; the returns from both these
markets were aided by the strong Euro and GBP.

So much focus has been on technology and Al, which
has been extremely volatile as sentiment has swung
between the potential that Al has to change the way
advanced economies operate and the prospect of
improvements in productivity, and the capital being
expended on development of the required computing
capacity. In comments last quarter, we concentrated on
the cashflows emerging from the major tech stocks.
While there has been significant growth in revenues
across the sector, it is becoming less clear how this is
being distributed and whether issues are emerging
over funding and commitments.

While we have exposure to major stocks in the sector,
we have reduced exposure to suppliers, particularly
where valuations have become very aggressive. Pardon
the pun, but we have taken some of the chips off the
table. It must be remembered that this sector is
notoriously cyclical, and while the crowds are calling for
many years of growth ahead, we would prefer to take a
more circumspect view of the future. The excesses are
most marked in the Korean market, where companies
that produce anything related to data are valued to the
extreme. The speculative end of the technology market
is extremely dangerous.

In contrast, banking and financial services stocks in the
US and Europe are generating high and rising returns
on capital. Unlike Australian bank stocks, they are very
attractively valued, even after the substantial rises over
the last 15 months. This is a sector that we have built
up over the last year and continue to add to.

Turning to the domestic Australian market, it declined
0.8% during the quarter but rose 10.6% over the last 12
months. The best performances were seen from
materials-related stocks including Rio Tinto,

Whitehaven, and Orica. This was in line with the sharp
rises in resource stocks globally.

One stock that we started acquiring after significant
falls in share price is WiseTech. While there has been
negative press coverage over the last year, it is our view
that this has obscured the value of the powerful
position the company has established over many years
in global freight forwarding.

Our view of the unattractive valuations of domestic
banks remains; the low return on capital that they are
producing is made less attractive by the high price one
must pay for that capital.

This quarter saw a significant change in expectations
for a continuation in the decline in short-term interest
rates. Adverse inflation figures, a sharp rise in bond
yields, and the RBA's commentary have reined in
expectations.

As discussed in the Interest Rate commentary below,
the yield on quality fixed interest is at a significant
premium to cash and to many quality stock yields.

Notwithstanding the reversal of interest rate
expectations, parts of the property market had a good
year. This was particularly the case for shopping centre
operators such as Scentre Group, which rose strongly
through both the year and the last quarter. We also
hold the view that the worst of the declines in the
office market may have passed, and there seems to be
a return of demand both domestically and from
offshore.

The US dollar declined against most major currencies
other than the yen. This accounted for much of the
difference in performance of global markets as
expressed in Australian dollars. The portfolios have
been moving investment to Europe for much of the
year, and this has offset part of the negative effect. The
Australian dollar was trading at the bottom of its
historical range immediately after the US tariff
announcements were made. Recovery from this fall
and expectations of higher domestic rates have seen a
rise of approximately 9% in the last nine months,
putting it close to mid-range.
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GLOBAL EQUITIES: Hugh MacNally

Global markets rose 21.1% (12.4% in Australian
dollar terms) for the 12 months to December and
3.1% (2.5% in A$) for the quarter.

International Equities Performance
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As we have mentioned during the year, the equities
strategy has been to reduce holdings in sectors
where valuations have become excessively high and
reinvest where prices were more attractive, in line
with our Growth at a Reasonable Price approach
(referred to as GARP). This continued during the
quarter and technology sector exposure was again
reduced. This was particularly the case for
companies involved in the chip industry—from
design to manufacture and other related activities.
We reduced holdings in Celestica, Taiwan
Semiconductor Manufacturing Company (TSMC),
and the Dutch specialist tool maker ASML. While we
think these are very good companies, the valuations
had become excessive as a result of the sharp price
increases over the last year. They will continue to do
well, but the prices have exceeded all expectations.
We also sold our holding in Nvidia over a year ago on
the same basis.

We continue to hold the major tech stocks—
Microsoft, Amazon, Alphabet, and Meta—butin
reduced quantities (exposures had crept up). Over
the last 12 months they have not experienced the
same increases as many other areas of technology,
with the exception of Alphabet, which was up 65%.
The valuations, as we observed last quarter, were

high but not excessive. There are no speculative
holdings in US technology stocks.

The development of opaque and complex funding
vehicles to provide funding for Al developers is of
some concern. The effect is to make less visible the
real cashflows that participants are earning and the
amount of cash they are actually investing in off-
balance-sheet structures. These developments
decrease the level of confidence we have in returns
that are being earned. As a result, we have wound
back the exposures.

The arguments for this change are made more
compelling by the availability of attractive valuations
in the finance sector; this is particularly the case for
European banks, but also insurance companies.
Major investments are in Banco Santander, the
largest European bank, and Lloyds in the UK; this
quarter ABN AMRO, a Dutch bank, was added. The
prices have been extremely attractive, and the
operating performances are improving, in some
cases dramatically. We maintain our holding in Wells
Fargo, which after eight years has had the restriction
on its balance sheet size removed by regulators.

We continued to invest in the giant Chinese insurer
Ping An, where the price is extremely attractive and
growth has started to pick up after several difficult
years. This was discussed last quarter and the
results to date have been positive.

Late in the quarter we added Procter & Gamble to
the strategy. P&G is a large global manufacturer and
marketer of consumer goods. The company is
capitalised at US$330 billion and operates in
approximately 70 markets. Despite an enviable
record of consistent growth in revenues, cashflow,
and dividends, the share price has fallen
consistently for the last year as the market chased
high-growth stocks. P&G looks like a venerable
tortoise that has been plodding along and offers
extremely good value hiding in plain sight.
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AUSTRALIAN EQUITIES: Peter Reed

Australian Equities Performance
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The Australian equity market produced a negative
return over the quarter, falling 0.80%. The strongest
sectors were Materials (+13%), Industrials (+1%), and
Energy (+1%). The weakest sectors were Consumer
Discretionary (-23%), Information Technology (-11%),
and Communication Services (-11%).

Portfolio holdings showing the strongest gains were Rio
Tinto (+20%), Whitehaven (+18%), and Orica (+16%).
The weakest holdings were WiseTech (-20%), JB Hi-Fi
(-17%), and ResMed (-14%).

Most portfolio companies delivered either full-year or
half-year results in the previous quarter, on which we
made extensive comment. This quarter we were left
with a relatively small number of companies reporting
at different times to the majority, namely Orica and
Elders with FY25 results. We also initiated new
positions in ResMed and WiseTech Global, which we
cover in some detail below.

Orica continued its recent run of strong performance,
benefiting from robust demand for explosives and
technology products used in mining and construction.
The company also produces specialty chemicals, most
notably sodium cyanide, which is used in extracting
gold from ore. With the gold price at record levels,
demand and pricing for key inputs such as sodium
cyanide remain elevated.

The company's largest division, Blasting Solutions,
delivered operating earnings of $868 million, an
increase of 15%. Its two other divisions also produced

strong growth from smaller starting points: Specialty
Chemicals +47%; Digital Solutions +32%.

These results reflected an improvement in product mix
and profit margins. Orica benefited from ammonium
nitrate contract renewals at better prices, elevated
mining exploration activity, and the previously
mentioned sodium cyanide demand. Operating cash
flow was correspondingly strong, rising 18% to $949
million, with debt levels at the low end of the
company's target range.

Looking ahead, the company maintained a positive
outlook for FY26 and upgraded its growth expectations
beyond FY26 for Digital Solutions and Mining
Chemicals. Core Blasting Solutions is expected to
deliver earnings growth above GDP over the economic
cycle, driven by technology, product mix, and margins.
Overall, this was a highly satisfactory result and
supports the company's strong share price
performance over the past year.

Elders, our agriculture-focused investment, was the
other major reporter this quarter. The company
delivered peak earnings in FY21/22 and in subsequent
years has been looking to establish a new base as
revenue and margins came under pressure. The latest
result provides encouraging evidence that such a base
is emerging, with modest sales growth translating into
double-digit earnings growth as cost increases are
tightly controlled below the rate of inflation.

Dry conditions across southern parts of Australia
constrained crop protection sales (-9%), but this was
offset by strong growth in both the Agency (+22%) and
Real Estate (+27%) divisions. Underlying net profit after
tax, while well below the FY22 peak, increased by a
solid 34% year on year, with return on capital stable at
11.3%. Although results remain sensitive to weather
conditions, management believes the business has
emerged from the recent downturn and provides a
positive outlook over the next five years.

Acquisitions remain an important component of Elders'
strategy. In this regard, regulatory approval for the
acquisition of Delta Ag, a Victoria-based business, is
particularly pleasing. The transaction enhances
geographic diversification and is expected to deliver
$12 million in cost savings—a target which we think is
likely to be exceeded.
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Two new additions to the portfolio during the quarter
were ResMed and WiseTech Global.

ResMed is a global leader in hardware and software for
sleep apnoea, chronic obstructive pulmonary disease,
and other respiratory conditions. It designs continuous
positive airway pressure (CPAP) machines, masks,
ventilators, and digital tools, and sells them around the
world. Its competitive advantage comes from strong
clinical evidence, steady product innovation, and
connected platforms that support remote monitoring
and data insights. Favourable long-term trends include
more people living with sleep disorders, ageing
populations, and rising diagnosis rates. The company's
strategy centres on broadening its product range and
lifting patient engagement—both have supported
growth for years. Continued investment in Al and cloud
technology aims to improve patient outcomes and help
providers work more efficiently while protecting its
technology lead. ResMed remains a leading sleep
apnoea company with significant growth potential
ahead.

WiseTech Global is the creator of CargoWise, a cloud
platform used by freight forwarders, customs brokers,
and carriers for trade compliance, warehouse
operations, and transport management. It now serves
over 18,000 customers across the globe. Customers
adopt it for the efficiency gains in the deeply inefficient
goods transport sector—and that advantage has
underpinned the company's remarkable success.
Growth is fuelled by rising supply-chain complexity and
ongoing digital transformation as customers look to
reduce manual tasks. WiseTech's strategy is clear: keep
investing in product, make focused acquisitions, and
expand geographically, all on a recurring subscription
base that increasingly benefits from Al and automation.
It is one of Australia's standout technology companies
with multiple durable competitive advantages and
significant growth potential ahead. Recent headlines
around founder Richard White have weighed on the
share price, which we see as temporary—we have been
increasing our position to take advantage of the
substantially reduced valuation.

Despite the recent market pullback, overall market
valuations remain elevated. A key focus has been on
avoiding overvalued stocks, some of which had become
overly popular. Newly added stocks have built the
portfolio out into sectors where we had little exposure,

enhancing diversification. Overall valuation levels of the
portfolio remain reasonable.

INTEREST RATES: Neil Sahai

90 Day Bank Bill (%) vs 10 Year Bond (%) Performance

Interest rates

5.5

4.5

3.5

2.5

— 90 DAYBILL(%) ——10-YRBOND (%)
1.5

0.5 T T T T T T
Dec-22 Jun-23 Dec-23 Jun-24 Dec-24 Jun-25 Dec-25

Source: Capital IQ

As we enter 2026, domestic monetary policy reflects
conditions specific to Australia rather than global
trends. While major economies have reduced interest
rates, concerns about inflation have cast doubt on the
future trend in domestic yields.

The RBA has held the cash rate at 3.60% since August,
and the policy outlook has become increasingly
hawkish as services inflation, particularly in housing
and energy, has proven persistent. This shift in
sentiment has been most clearly reflected in the
Australian bond market, where the 10-year
government bond yield rose sharply in the last quarter,
from 4.1% in mid-October to a recent high of 4.8%.

The direction of inflation is difficult to predict; however,
recent data has cast doubt on the direction of short-
term interest rates, which were widely anticipated to
continue to fall. Nevertheless, high-grade bonds
provide a significant premium over cash rates and stock
yields—a reversal of the situation for much of the last
decade. This may offer an attractive alternative to
domestic stocks for defensive and yield-conscious
investors.

In contrast, the Federal Reserve reduced interest rates
three times in the second half of 2025, bringing policy
settings back toward more neutral levels. Inflation has
continued to ease, and the job market has cooled
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modestly, giving the Fed room to step back from
restrictive settings.

As Chair Jerome Powell noted in the December FOMC
minutes, the federal funds rate is now within the
"broad range of estimates of its neutral value,"
meaning policy is no longer strictly restrictive. Notably,
the final decision of the year was not reached
unanimously, with three formal dissents reflecting a
lack of consensus on the need for further easing. This
fragmentation, combined with the "heavy lifting"
already completed in 2025, suggests a move toward a
cautious holding pattern.

In the United Kingdom, the Bank of England has also
begun to cautiously lower rates. A modest cut in
December followed several months of holding steady,
reflecting progress on inflation but lingering concerns
around wage growth and service-sector prices. The
message from the Bank remains clear: future moves
will depend heavily on incoming data, and the path
lower is likely to be slow rather than swift.

Summary of cash rate paths of major central banks over
the past two years.
Central Bank Policy Cash Rates
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PROPERTY: Franklin Djohan
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The A-REIT index experienced a volatile quarter, largely
driven by the sharp rise in Australian bond yields. The
index finished slightly down, dropping 1.4% for the
quarter. For the calendar year, however, performance
remained strong, with the index up 9.24%.

Australian commercial property markets showed clear
signs of recovery in 2025, with transaction activity
rebounding sharply as confidence returned among
both domestic and offshore investors. Several large
deals helped push total transaction volumes past $50
billion for the year, reflecting growing conviction that
the sector has moved through the worst of its
downturn and that pricing has stabilised.

Investor caution had dominated the market over the
past few years as higher interest rates and valuation
uncertainty weighed heavily on activity. The renewed
deal-making has been driven by confidence that asset
pricing has reset appropriately, with yields now better
reflecting the higher cost of capital. Importantly, capital
is flowing back into sectors where income resilience is
strongest, and valuation risk has moderated. While
industrial transactions dipped marginally to $11.4
billion, activity in both shopping centres and office
assets rose materially, reaching $13.5 billion and $13.4
billion respectively.

Retail emerged as the standout performer. This
strength was highlighted by Scentre Group's
announcement during the quarter that Australian
Retirement Trust (ART) will acquire a 19.9% stake in
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Westfield Sydney for $864 million, signalling investor
confidence in prime retail assets.

Also, during the quarter, GPT announced that it had
finalised the acquisition of a 50% stake in Sydney's
Grosvenor Place office tower for $890 million. The
transaction is shaping up as one of the landmark deals
of the year and is a positive signal that certain parts of
the office market remain attractive for investors.

Offshore capital has been a critical driver of the
recovery. Foreign investment exceeded $9 billion for
the year, up 12% on the prior year. Several high-profile
acquisitions, including major Sydney and Melbourne
office towers by global and regional investors,
underscore renewed international appetite for
Australian real estate.

Australia's perceived stability, transparent markets, and
relative value within the Asia-Pacific region continue to
position it as a preferred destination for global capital.
While challenges remain, particularly around structural
shifts in office demand, the rebound in transaction
activity suggests that confidence is rebuilding and that
the commercial property cycle is entering a more
constructive phase.
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