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Since our last quarterly report there has been a never ending stream of global economic
data, creating volatility and the strong value investing potential.

During the last 4 months we have been in undated with reports about the Eurozone
furiously keeping bond markets at bay, America trying to stimulate the economy on the
back of slow economic data and continual speculation of a “double dip recession”. China on
the other has been sitting in the opposite corner trying to control growth.

At home there has been the introduction and negotiation of the much debated resources
tax, a new prime minister and the finalisation of the negotiation between the government
and the Telstra relating to the national board band network. We are currently in the midst
of an election, financial reporting season and wondering if the RBA will increase interest
rates before the end of the year.

These events have lead to volatility and uncertainty on the Australian Stock Market and
lower investor sentiment. The ASX reached lows of 4,200 during June and July, placing
stocks at the same trading levels as the previous year. These lows created strong
opportunities for our clients with value investing and short term trading strategies. The ASX
is now recovering during reporting season and trading within the mid to high 4,400, with
many market commentators asking “how long can this last”

At LemSec we are working with clients to meet their investment goals, focusing on:

e High yielding stocks.
e Undervalued growth stocks that the market has turned a blind eye to.
e Short to Medium term trading to take advantage of market volatility.

| have also been busy increasing our investment products for our clients and introduced
exclusive ANZ margin lending and cash management products. As part of our relationship
with the ANZ we can offer new clients a cash management account earning 6.00% per
annum, if you would like to know about this offer, contact any of our brokers.

It has been an interesting couple of months on the market. | am focusing on consolidating
portfolios and putting investment strategies for this financial year.

Happy Investing.

Alice LeMessurier
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Economic News

Should we be shifting our focus?
Alice LeMessurier

The economic struggles of America and Europe, have been the focus of financial markets for the last
6 months. These economies have been managing the consequences of the excessive debt build up
during the credit bubble of 2003-2007. By transferring that accumulated debt to governments during
2008, this added to the natural debt build-up caused by recessions. Governments in these regions
are consequently trying to balance the demand from bond markets for austerity budgets against the
political need to continue stimulating weak economies. All of which sets the scene for weak balance
sheets in both America and Europe, Australia’s traditional trading partners.

The weak economies of the first world, have seen interest rates lowered and strong evidence
suggests that they will remain (America and Europe in particular) low for long period of time. This
has caused investors to search and focus on regions of economic growth with strong sovereign
balance sheets, where interest rate differentials are favourable. It is therefore no wonder that
financial markets and investors are slowly looking to the BRIC economics, in particular Asia and of
course the world’s third largest economy China.

The financial markets eagerly awaited China’s second quarter results, released early July. The data
showed a 10.3% growth in the third quarter and whilst it was still in double digits it was a marked
slowdown from 11.9% growth of the first quarter. The slowing was a result of scaled back stimulus
spending and moves to rein in soaring property prices.

China’s latest trade data show its oil demand for June, was at a record high of 8.9mbpd. And
according to the IEA data China has overtaken the US as the world’s largest energy consumer.
Representing a historic transition, as the US has been the world’s largest overall energy user since
the early 1900s.

China is also the main supplier of capital to the west as a result of its massive build-up of foreign
exchange reserves. The slightest hint of a change in its attitude moves bond markets around the
world, and its influence on commodity and energy markets is central. The IMF predict that China will
overtake Japan as the world's second biggest economy this year, and possibly the largest in 2017,
when it overtakes the United States.

It IM

The Chinese government now has the mammoth task of creating what could be a “colossa
domestic market to supplement and eventually replace its reliance on exports. More than 400
million Chinese are expected to move to the cities over the next two decades; an extra 280 million
will be added to the middle classes.

All of these observations support well documented views that the world is dividing into two: the
developed and emerging worlds. The former dominated by America and, to a lesser extent, Europe;
the latter dominated by China. As noted by Alan Kholer “we are seeing that Australia's, and the
world's, saviour from grinding economic mediocrity is China”.

In the last week of July we saw US stocks: Boeing, EADS (Airbus), Caterpillar, Volvo, AutoNation, 3M,
UAL and UPS rallied on the back of better than expected earnings. And all of these companies
reported that “Asian orders” were driving their sales growth. Ultimately, confirming the fact that the
financial markets and investors worldwide should be turning their focus to China.
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7 E AsRélevant in the Stock Market?
Reporting Season, how does it work?
End of financial year reporting is hitting the Australian Stock Exchange.

Under Australian corporation law, listed companies are required to financially report half-yearly. The
first half results are posted in January and full-year results are posted in August. We have seen a
trickle of results posted during the first and second week of August and will see a deluge of reporting
moving forward with everything ending in September.

As an investor there are a couple of things you should be aware of during reporting season.
Market Expectations
Reporting season is about companies matching, beating or falling short of forecasts.

Throughout the year analysts cover stocks and build earnings expectations into the company’s share
price. The actual reporting either confirms or disappoints these expectations, in turn the market
either affirms the pricing or not.

This explains why a stock price may fall even though a company may announce a record profit, the
market expected a larger profit, and was disappointed.

Before Release

Before Results are released the “buy the rumour, sell the fact” effect can play a part in the
movement of the stock. As noted by Greg Peel, a stock may go for a run ahead of its results
announcement on anticipation of an “upside surprise”. If it turns out the result is less than expected,
a downside surprise, the stock price can still fall as traders take profits on a successful trade.

Ahead of a results season, analysts will usually prepare lists of those stocks they believe may
“surprise to the upside” or “surprise to the downside”. This list reflects an analyst’s view that
perhaps market consensus is conservative.

The Result

Australian companies focus their reporting on profit numbers. This is problematic, given profit
results can be affected by such things as tax changes, asset write-downs and depreciation charges.

“Messy” reports are reports that require to be picked apart before the “real” performance can be
gauged. Resulting in it being difficult to immediately know whether the result is a “beat” or not.

Reports can be also described as having “quality” as opposed to “quantity”. The “quantity” of a
result is the profit or earnings number, basically the bottom line. This figure can be compared to the
previous half and the same half last year, as well as previous management guidance and analyst
forecasts.

A result lacks “quality” if it beats a forecast by a long margin on the back of business practices that
improved profit as a result of downsizing rather than growing revenue. This type of result lacks
quality because it paints a misleading picture of corporate growth.

Company Guidance

Company guidance is just as important as the result. Analysts keep forecasts running for the current
and the next financial year (sometimes beyond) so, if a company posts a weaker result and supports
it with a better-than-expected guidance for the next period, the stock may still find support.
Companies are not obliged to provide guidance, but the market does tend to assume by default that
no news is bad news.
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Sandbagging

“Sandbagging” is playing down expectations ahead of a result. Company’s will often understate
their profit guidance leading up to a result, on the basis it is better for a company to beat market
expectations than fall short. This may be called misleading disclosure, management can argue that it
was being “conservative”. Understating guidance, companies have a better chance of “surprising to
the upside” when the true result is revealed.

What should Investors Ask?

With all of this knowledge under your belt, as an investor there are some basic considerations you
take into account when reading a company’s results are:

Did the result match, beat or disappoint analyst forecasts?
Did the result match, beat or disappoint company guidance?
Was the result all about quantity or did it include quality?
Was it a “messy” result?

Did the company provide positive ongoing guidance?

Was it more positive than FY11 forecasts suggested?

Finally as an investor you should be aware that it takes analysts a day or two after reporting to either
downgrade or upgrade a stock. As an investment tip longer-term investors should leave short-term
trading to the traders, and wait for the dust to settle before considering portfolio adjustments.
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Investing in Shares

In the last quarterly report we focused on what shares are and why to invest in shares. The
next logical step is to think about when to start investing, what to invest and when to sell.

People often put off buying shares until they are certain other things are out of the way, like
finishing degrees, getting your first job, paying off a mortgage and worrying about school
fees. One thing to remember is that a share portfolio can be growing throughout all of these
life phases, and by speaking to one of our advisors you can in fact structure your portfolio
and investment strategies to match your current life phase.

1. Know Your Investment Timeline

Many people who decided they need shares as part of their investment portfolio often
hesitate when it comes to actually buying the shares; usually because they’re not sure if it is
the best time to buy or they feel they still have a lot to learn about the share market.

A good place to start is to look at your investment timeline.

If you are looking for a long term investment it is better to look at the market cycle and the
current time in the market. If on the other hand you are looking at short term investment
timeframes, timing the market becomes important as short term volatility can present
trading opportunities.

To learn about the current position of the share market and when to look at investing to
meet your time horizon you can consult one of our brokers, who are watching the market
everyday.

2. Setyour Investment Goals

When it comes to deciding what shares to buy the most important thing to consider is your
investment goals, in particular; the performance goals you set for the share investment
portion of your investment suite.

An example would be if you aim to achieve an average after-tax dividend yield of 4% p.a.
and capital growth of 8% p.a over the next 10 years. In that case you would buy some shares
that provide reliable, tax-effective dividends and the expectation of solid year-on-year
growth. Alongside long-term investing, there are share trading opportunities that offer the
chance to grow your investment’s capital more quickly. Active or daily trading carries with it
certain risks that need to be considered carefully. With this in mind, looking at the range of
categories that shares fall into can be a useful place to start:

e Income Shares- shares in companies that have historically paid larger dividends,
compared to other types of shares. This type of share can be used to generate income
without selling the shares. But you need to take into account the cost of the share
relative to its typical dividend.

e Blue Chips Shares issued by companies with long histories of growth and stability.
Blue chip shares usually pay regular dividends and generally maintain a fairly steady
price trend.

e Growth Shares- issued by entrepreneurial companies experiencing a faster rate of
growth than their general industries. These shares may pay little or no dividends if the
company needs most or all of its earning to finance expansion.
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e Cyclical Shares issued by companies that are affected by general economic trends.
The share prices tend to fall during periods of economic recession and rise during
economic booms. For example mining, industrials and home building companies.

e Defensive Shares- opposite to cyclical shares, and include companies producing
staples such as food, beverages, pharmaceuticals and insurance. Often regarded as
defensive shares. They tend to maintain more of their value during the economic
downturns.

Our brokers can identify the appropriate shares to meet your investment goals.

Companies listed on the ASX are categorised into 13 difference sectors. The table below
outlines these industry types and highlights some well-known companies in each.

Industry Group ' Sample Companies |

Energy Oil Search, Santos, Woodside Petroleum
Materials Boral, Orica and Amcor

Metals and Mining BHP Billiton, Rio Tinto, Oz Minerals

Gold Newcrest Mining, Lihir Gold and Sino Gold
Industrials Brambles, Toll Holdings, QANTAS

Consumer Discretionary Fairfax, Domino’s Pizza, Tabcorp

Consumer Staples Coles Myer, Foster’s Group, Woolworths

Health Care CSL, Blackmores, Resmed

Financials — ex Property Trusts AMP, NAB, Wespac

Property Trusts GPT Group, Stockland, Westfield

Information Technology Computershare, IRESS Market Technology, MYOB
Telecommunication Services Hutchinson, Singapore Telecommunications, Telstra
Utilities AGL Energy, Spark Infrastructure, Duet Group

*Table Sourced “ASX Getting started in shares”, definitions of each industry group are available on the ASX website,
WWW.asx.com.au

Following identification of share type and industry category comes actual stock selection.

When thinking about buying shares in a particular company, talk to our advisors to make
sure you understand the company’s position and whether it meets your investment goals.

3. When to Sell

Investors can find selling their shares more difficult than deciding to buy. In particular,
research has found there is a tendency for inexperienced investors to ‘buy and hold’ without
understanding why.

When thinking about selling it is important to discuss the reasons for the sale with your
advisor to ensure that your investment needs and goals are being met. Some examples of
when or would consider selling include:

e The shares no longer suit your investment goal#f your goals change or the company
you invested in has changed its direction, it may longer suite your investment goals.

e You need to rebalance your portfolie Perhaps your portfolio is overly exposed to one
share or is too diversified, requiring re-weighting.
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e Tax Implications- You may be able to use capital losses to offset the CGT liability on
other capital gains? How would that affect the CGT discount? This is strategy that will
need to be discussed with a tax expert

4. Why do you need an advisor like LemSec?

As a self investor it can be hard to let go of your allocated investment money. This means
that by managing your own investments, you can:

1. Do too much, like trading too frequently or;
2. Do too little, like investing only in cash (holding money in the bank)

Both these strategies can be counterproductive to meeting your financial goals.

There are a lot of opportunities and avenues to invest and assist with the management of
your wealth, but it can be hard to find the time, inclination or information yourself. That’s
where professional advice can be helpful. When investing it is important to:

e Build a planc As noted early before you think about investing, you need to know why
you are in investing. Our client advisors can work with you to identify issues that are
important to you like a comfortable retirement, increased income and how a share
portfolio can help you achieve them. It’s that plan which is personal, long-term and
flexible, that is the foundation of all your investment decisions and can help move you
closer to your goals.

e Managing risk- Getting the risk/return trade-off correct is the key to successful
investing. One of our client advisors can help you find this right balance.

e Investing with disciplineg There is lots of research to suggest that individual investors
make emotional decisions about money. They often buy when the market’s high and
sell when it’s low which is the opposite of an efficient investment strategy. A quality
advisor can help you invest more successfully.

e Product knowledge- There are a raft of shares and trading strategies out there, let
alone supportive investment products, for you to choose from. A professional advisor
can point you in the right direction and guide you to what is appropriate for you.

At LemSec we specialise in providing approachable, professional and strategic share
investment and trading advice. LemSec advisors access research and investigate the shares
and supportive products available, rate their strengths and weaknesses and regularly review
their performance. This can help you choose quality products meeting your needs.

Our advisors sift through the details to help you get the benefits you are entitled to receive
and implement an appropriate strategy based on your needs.
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SPN Aust Net (SPN)

Recommendation: Long Term Buy
12 month range: $0.73 -$0.98

Sector: Utilities

SPN has a portfolio of Victorian-based energy
transmission and distribution assets, all with
strong cash flow. These assets offer scope for
moderate electricity and gas distribution
volume growth. While SPN carries leverage,
it's debt metrics are inline with regulatory
assumptions. Recurring cash flows are stable
and it carries an investment-grade credit
rating: S&P/Moody's Credit Rating of A- /A1.

Austero (AEO)

Recommendation: Strong Yield Buy
$1.32-$1.93

Sector: Consum. Discretionary

12 month range:

AEQ's key strategy is to focus on the core
radio business and maintain its market shares
and leading position relative to its
competitors such as Nova and Australian
Radio Network. AEQO's long-term growth
profile is underpinned by the growth in the
Australian metro radio advertising market.
The metro radio market has grown at a CAGR
of 4.2% over the past 10 years. While 2009
saw a downturn in advertising due to the
weaker economy, a recovery is under way and
long term we are forecasting AEO to deliver
growth at close to the industry average. At
current levels the stock offers an attractive
yield and capital appreciation.
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Mondophelus (MND)
Recommendation: Accumulate
12 month range: $11.26-$15.98
Sector: Industrials

MND has adopted a diversification strategy
into new sectors outside mining to ease
cyclicality concerns. This strategy is strongly
supported by its strong balance sheet.
Although, MND’s diversification strategy has
its challenges, including market competition
from a number of larger contractors and the
ability of the company to efficiently control an
expanded business.

QBE Insurance (QBE)

Recommendation: Hold
12 month range: $16.25-$25.70
Sector: Financials

QBE is a well-managed insurance business
with a significant global presence and a
conservative risk management approach. The
company has a history of delivering long term
above-average returns as a real plus for
investors. QBE's acquisitive growth strategy
will continue to deliver attractive shareholder
returns.

The nature of QBE's business requires a strong
focus on risk management. QBE has
demonstrated over many years that it has an
effective risk management structure with a
clear focus on key profit drivers.
Diversification is used to reduce the overall
risk profile spreading exposures by product
and geography.

** company summaries and recommendations are
supported by Aegis research and consensus views
within the financial markets.
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contained herein. To the extent permitted by law, LeMessurier Securities Pty Ltd will not be liable tottier peoipiestioramgract, in tort, or
otherwise, for any loss or damage (includingimzbresequential loss) as a result of the recipient, or any other person, acting or refraining from acting
in reliance on any recommendation, information or advice herein. LeMessurier Securities Pty Ltd or persomsydsseeiatethiwiddihe
securities or financial products mentioned in this document and may earn brokerage and other fees as arresyltsofchesesagities
Australian Financial Services Licence: 296877, Updated 28/09/09
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