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Market Commentary

The March quarter again delivered negative returns across most asset classes. Fixed
income remains the exception, posting modest returns for the quarter. The volatility in
returns over the last quarter continues to be driven by the so-called ‘credit crunch’, which
began with defaulting ‘sub prime’ home loans in the United States. Most markets have
reacted sharply recording losses since the crisis emerged late last year.

There have been several major shocks as details of the crisis unfolded over the quarter,
including the collapse of Bear Sterns (formerly the 5" largest investment bank in the
United States) when write-downs of their exposure to poor performing loans wiped
shareholder value from the bank’s balance sheet. Such news particularly hit the values
of banking and other financial sector stocks.

The US Federal Reserve has been proactive in pumping liquidity into the financial sector
and going beyond its traditional brief in assisting JP Morgan in its takeover bid for Bear
Sterns, including provision of a US$30 billion line of credit. Other central banks have
also been active in cutting interest rates and injecting liquidity into world markets as a
counter-measure to financial institutions restricting their lending.

A recent study by Vanguard looked at the daily market movements of greater than 2.5%
of the S&P/ASX 200 index of the Australian share market trades since 1980. Comparing
recent volatility with a longer time frame confirms the rollercoaster ride that the markets
have been on in recent weeks: Since January 1980 there have been just 90 days in
which the market either rose or fell by greater than 2.5%. Astonishingly, 22 of them have

The Australian share market has had a rollercoaster ride since August 2007

occurred since August 2007, i.e. nearly a third of these volatility spikes have occurred

in the last 7 months out of a 28 year period  — these are clearly unusual times for the
markets! There is no denying that the market volatility is making many investors
concerned about their investment returns. The extreme market conditions challenge
even the most disciplined investors. However, the key is to remain focused on your
long term investment goals and strategy ~ and not be swayed by short term volatility in
returns and periodic portfolio valuation.

Asset Class Returns

The fall in markets over the past 6 months has reversed what had been an overall
positive year — most asset classes now report losses for the full financial year. This will
have particular relevance to taxation this year as it is the first tax year in which the new
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investment tax rules apply — the issues and planning opportunities are more complex.

More details will be sent to you with your next tax report during May 2008.

A summary of the returns in New Zealand dollars (NZD) is listed below:

NZD Returns to 31 March 2008

3 months 1 year 3 year (p.a.)
International Shares
Australian Core Equity (13.9%) (6.7%) n/a
Australian Large (13.0%) (4.8%) 15.9%
Australian Value (10.9%) (6.0%) 14.4%
Australian Small (12.6%) 0.5% 19.0%
International Core Equity (10.1%) (15.0%) n/a
Global Large (10.7%) (12.3%) 5.9%
Global Large (NZD Hedged) (10.6%) (6.2%) 10.8%
Global Value (9.8%) (16.5%) 7.0%
Global Small (9.2%) (19.7%) 4.8%
Emerging Markets (10.7%) 7.4% 22.6%
International Fixed Interest
Diversified Fixed Interest (AUD class) 3.6% 9.4% 8.0%
Diversified Fixed Interest (NZD class) 2.2% 8.7% 7.4%
New Zealand Assets
NZ Equity Portfolio (13.8%) (16.4%) 6.9%
NZ Listed Property (7.2%) (17.8%) 9.3%
NZ Fixed Interest (bonds) 1.7% 2.4% 5.4%
NZ Cash 2.2% 8.8% 8.0%
Notes:

* Returns are reported after fund management expenses and are pre-tax.
** Past performance is not necessarily an indicator of future performance.

For a longer term perspective refer to the mosaic chart of calendar year returns for Asset

Classes since 1992 at the end of this report.

Eluding the Perfect Storm

You may have seen a movie a couple of
years ago where a small fishing boat
encountered traumatic weather conditions,
never seen before, as different forces
converged to produce “The Perfect Storm”.
The current investment climate could be
likened to the conditions experienced in the
movie but then outcome doesn’t have to be
the same!

Over the last six months or so, the markets
have buffeted the three main asset classes
(shares, fixed interest, and property) to
varying degrees. Shares globally have
reeled at the prospects of a US led
recession, and peoples’ attitudes towards
property have shifted. New Zealand
property shares have depreciated by
almost 18% which means that they are
now providing pre-tax yields of more than
10%.

Our primary fixed interest exposure is by
way of high quality international corporate
bonds and government debt hedged back
to the Australian or New Zealand dollar.
This has performed well though the market
downturn as reflected in the table above.

Many directly held New Zealand fixed
interest securities have not fared so well

Investors can ride out the current storm
on financial markets by holding their
position.

and many such investments now have a
market value lower than 12 months ago.

A decline in fixed interest value is a result
of them being relatively less attractive than
previously as new issues are being offered
at higher interest rates and at levels not
seen since the 1990's. Credit Agricole
(France’s largest bank), Quayside holdings
(owned by Bay of Plenty Local Authority),
the Bank of New Zealand and ANZ
National Bank have recently gone to the
market to raise substantial sums. In raising
funds, these entities have had to pay
higher interest rates than others did 12
months ago.
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A summary of the margins now offered above the ‘risk free rate’ (defined by comparable
government bonds) is provided below and compared to the previously prevailing margin:

Margins Above
Risk Free Rates

New Issues
BNZ perpetual shares 2.2%
ANZ National perpetual bonds 2.0%

Previous Issues

ASB preference bonds 1.0% - 1.3%
CBA bonds 0.75%
Local Authority debt 0.15% - 0.3%

The new investment issues are offering higher yields at this point in time however, some
economists expect interest rates to ease later in the year. If that happens, and there is
no certainty of this, the current high paying investments will increase in value providing a
premium on their initial price, and the value of fixed interest securities issued 2-3 years
ago will also increase.

We are presently evaluating alternatives to manage New Zealand direct fixed interest on
behalf of clients as a complement to our currency hedged international bond funds.
Inclusion of these securities will form part of a wider rebalancing of portfolios that we will
be discussing with clients over coming weeks.

The Markets always Recover

Weary from constant media attention on the so called credit crunch, investors may be
excused for worrying about their investment returns over the short term. It is only natural
to wonder if resilience throughout this current reduction in asset values will be rewarded.

The recent decline in world share markets now falls into the range where it constitutes
one of the larger bear markets of the last century. The table below examines U.S share
market returns from their peaks to their lowest points and subsequent returns for one and
ten years following the trough. Whilst the data applies to the U.S market it also is a
useful barometer for developed global share markets:

Recovery Size of 10 year

High Low Length of Size of One yr Recovery Average
Point Point Downturn Downturn Post Low  Over 10yrs Return
Oct-1916 Jul-1920 46 -41% 10% 345% 35%
Aug-1929 Jun-1932 35 -89% 105% 233% 23%
Mar-1937 Mar-1938 13 -47% 48% 75% %
Oct-1939 Apr-1942 31 -38% 44% 183% 18%
May-1946 Feb-1948 22 -21% 6% 169% 17%
Dec-1972 Sep-1974 22 -46% 39% 161% 16%
Nov-1980 Jul-1982 21 -22% 53% 277% 28%
Sep-1987 Nov-1987 3 -30% 21% 312% 31%
Mar-2000 Oct-2002 32 -46% 22% 87%* 17%"
Oct-2007 ?2?? ??? -209%" - - -

Data: Dow Jones Industrials Index 1910 to 1950, S&P500 Index 1950 to present
Notes: * Five year period to and including Sept 2007. ” To the lowest point since Oct 2007.

The table above shows those who have remained inves  ted have been generally

well rewarded in subsequent years.  What's more the returns usually come as a very
pleasant surprise to many investors, whose expectations have been unduly depressed by
the bear market just past. Every downturn in the past 92 years has been followed by a
recovery.

That is not to say that the world share markets are set for an imminent prolonged rise in
returns - despite their improvement since balance date of 31 March 2008. It's a
reminder, though, that if you ride out the volatility, stay disciplined and diversified and
keep focussed on your long-term goals, you'll be in the best position to reap the rewards.
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Mosaic of calendar year returns:

The table below depicts the annual returns on a calendar basis of the Asset Classes used by Axiome to build client portfolios

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
NZ Cash (30day Bills) 6.73 6.34 6.49 8.97 9.41 7.63 7.27 4.62 6.33 5.80 5.56 5.45 6.01 7.02 7.49 8.21
NZ Govt 5yr Bond Yield 7.87 6.69 7.48 7.94 8.04 7.21 6.47 6.13 6.85 6.12 6.28 5.5l 5.98 5.98 6.01 3.97
NZX50 Equities :
NZSE Property -5.56 2.79 13.87 23.32 6.61 4.80 -6.39 7.34 12.12 19.02 13.40 20.00 19.69 24.89 12.70
Global Bonds (NzD Hedged) !
Australian Value 8.29 45.81 -9.32 21.18 15.92 16.00 12.36 34.82 6.99 15.06 -7.14 29.31 28.07 18.10 29.79 19.60
Australian Large -7.11 28.97 -8.92 13.96 12.02 12.39 13.72 26.99 7.81 8.47 -18.85 21.30 20.27 21.24 28.51 22.50
Australian Small .
Global Value 11.50 25.79 -8.88 19.51 5.02 34.70 25.37 13.14 24.14 0.19 -29.11 13.54 12.45 18.61 22.88 11.30
Global Large

Global Small
Emerging Markets 6.49 66.89 -19.25 1.57 418 -0.91 0.48 76.13 -15.85 -0.78  -27.41 28.52 18.70 36.49 24.95

In the second table, below, the returns of the Asset Classes have been ranked from highest to lowest for each year. The randomness of this chart clearly demonstrates
the need for diversification across all the relevant Asset Classes.

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Highest Return
11.50 66.89 d . : . . 76.13 24.14

29.79
28.51

24.89 12.70

16.47
0.19 -27.41 . . . 16.32

-12.61 -0.78  -29.11

-4.42 O Rel] -10.58  -34.79 ; 5.215 6.45 6.37

4.45 5.98 6.01

Lowest Return



