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History of bear markets

Share markets that demonstrate an upward trend are often
termed ‘bull markets'. The origin of the term ‘bull market’' remains
unclarified but possibly originates from the propensity of bulls

to thrust their horns upwards. Conversely, a ‘bear market’ is one
that has a downward trend (possibly so called because bears

slash downwards with their claws).

Most of the time markets increase
in value they are bull markets.
Bear markets occur less frequently,
and represent difficult periods for
investors.

In this edition we discuss what causes
bear markets and how long they last.

What causes bear markets?

Bear markets are generally caused
by economic events (usually
economic recessions) or excessive
valuations. Or, they can be caused by
a combination of both, where

one triggers the other, ie an economic
event can be the catalyst for a
correction to excessive valuations,
and an excessive valuation, once
realised as such, can cause an
economic event.

Economic events

Let us first consider economic
slowdowns or recessions. Why are
economic slowdowns so bad for
share markets? Firstly, an economic
slowdown or recession tends

to significantly depress profitability
in companies. The value of any
company is directly linked to the
profit it generates. Typically,
companies trade at around 14 to 15
times earnings.

This only partially explains the

fall in value. You may well ask why

a long-term holder of a share - that
will pay dividends for many years
—would be overly concerned about
short term problems that last a year
or two at the most.

cont ...
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Bear markets

The Autumn edition of Portfolio Watch
focused on volatile markets. This is a topic
that continues to dominate financial news,
with plunging share prices and talk of a US
recession.

In this edition, we build upon the discussion on
volatile markets started in Autumn'’s Portfolio
Watch. This time our focus is on ‘bear markets'.
I'm sure you would have heard by now that
share markets have been going backwards
over the last few months, but how long is this
likely to last? And what causes these periods
of decline? I'm sure the lead article will provide
you with some invaluable insights in response
to these questions.

They say that “the two sure things in life are
death and taxes” and we cover both of these
topics in this edition. There's some interesting
articles on estate planning and how death
claims are processed, and also some last minute
tax tips as the end of the financial year quickly
approaches.

The first budget from the newly elected Labor
Government was released recently following
much anticipation. You'll find enclosed our
‘budget supplement’ that covers all the key
facts that may affect you.

If you have any questions or require advice
about anything covered in this edition of
Portfolio Watch, please speak to your Bridges
financial planner.

| hope that 2008 has been an enjoyable year
for you and your families so far. Best wishes
on behalf of everyone here at Bridges.

Happy reading,

Michael Carter

Acting Chief Executive Officer

History of bear markets... continued

This is where confidence and sentiment come in — the ‘emotional
side’ of investing. We all know that the basic factors that determine
the price of anything are supply and demand. So, if investors expect
that a share will decline in price, whether for rational or irrational
reasons, this will decrease demand and increase supply for the
share, actually lowering the price. In other words, expectations

can be self-realising.

We mentioned before that companies typically trade at around

14 to 15 times earnings. However, the ‘sentiment effect’ that we've
just mentioned can be so strong that this range is increased from
around 10 times earnings when confidence is low to 20 times
earnings when confidence is running high.

The situation described above, where economic events suppress
profits and diminish confidence, is most definitely a bear market
situation, but bear markets can even occur while an economy
continues to grow strongly.

Excessive valuations

This is a much simpler situation, because the cause can be isolated
and identified as false confidence and overvaluation. This situation
is characterised by company valuation levels well above what

would normally be considered ‘fair and reasonable’. This often
occurs right at the end of periods of strong growth, where investors
become carried away by the recent strong performance and push
prices even higher. This is the triumph of greed over common sense.

We can find historical evidence for bear markets caused by
economic problems and those caused by overvaluations. There are
also mixed cases where both economic weakness and overvaluation
had some impact. The 1987 crash globally was a classic case of
overvaluation. The US ‘tech wreck' in the 2000/01 period was

also largely about overvaluations, although there was also some
economic weakness in the aftermath of the falls in shares.

In the early 1990s there were fundamental economic problems that
led to share market weakness.

Today, the picture varies across different markets. In the United
States there is clearly a recession brewing, which is affecting the US
share market. In Australia by contrast, the local economy seems quite
strong. In both countries, valuations are not excessive when defining
value in terms of a profit to price comparison. However, there is a
question mark about whether current profit levels can continue,

as an historical comparison shows that the last few years have been
exceptionally good in both countries.

How long do recessions last?

Typically, recessions tend to last between six months and two years.
In the last few decades, recessions have been relatively short-lived
affairs. This is because of strong policy responses from governments,
including interest rate cuts and increased government spending,
which tends to help the economy recover.




History of bear markets... continued

The following table shows the periods of recession together with the bear markets in the US and Australia.

Recession Months US bear market Months Fall Australian bear market Months Fall

Apr 1960 - Feb 1961 10 Aug 1959 - Oct 1960 14 13.6% Sept 1960 - Nov 1960 2 23.2%
Dec 1969 - Nov 1970 il May 1969 - May 1970 12 34.7% Jan 1970 - Nov 1971 22 39.0%
Nov 1973 — Mar 1975 16 Jan 1973 - Oct 1974 21 48.2% Jan 1973 - Sept 1974 20 59.3%
Jan 1980 - Jul 1980 6 Feb 1980 — Mar 1980 2 17.1% Feb 1980 — Mar 1980 2 20.2%
Jul 1981 - Nov 1982 16 Nov 1980 - Aug 1982 21 27.1% Nov 1980 - Jul 1982 20 40.6%
Jul1990 - Mar 1991 8 Jul1990 - Oct 1990 4 19.9% Aug 1989 - Jan 1991 15 32.4%
Mar 2001 - Nov 2001 8 Mar 2000 - Oct 2002 31 49.1% Mar 2002 - Mar 2003 12 22.3%
Average 1 15 30.0% 15 33.8%

Source: SMH Wealth 23 January 2008.

How far do bear markets fall?

This varies, with falls of around 48% the biggest seen throughout history. Falls of this magnitude occurred during the recession
0of 1973 t0 1975 and again in 2001. The following graph shows the US share market’s negative years since 1941.
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Conclusion
Whether the bear market has been caused by economic weakness or overvaluation, and whether it lasts six months or 24

months, the one thing we can say for sure is that the market has recovered after every bear market and every recession and
has gone on to new highs.

We'll conclude by looking at the above graph of negative years within the context of the positive years, as shown below.
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High yield funds

High yielding funds and listed fixed interest investments
and even enhanced cash funds have had a tough time over
the past year. For example, the Challenger High yield Fund
has fallen by about 10% over the past 12 months, while the
Perpetual Diversified Income Fund has returned around
-1%. High yield funds generally deliver regular income to
investors, so how have problems in credit markets affected
these funds and what are their prospects going forward?

High yield funds invest in fixed interest rather than shares.
Fixed interest investments are, as the name suggests,
essentially loans. The fund derives the benefits of reqular
repayments consisting of principle and interest repaid

by the borrowers.

There are a range of different fixed interest funds
distinguished largely by what type of loan they invest

in. Some of the most conservative fixed interest funds invest
in Government bonds, which are basically long term loans

to the Government. Mortgage funds invest in first mortgage
loans, generally secured against property. High yield funds
generally lend to companies.

The distinguishing feature of fixed interest investments

is that they should offer stable returns. So long as the loans
are sound, they will produce regular income. However, if a
significant proportion of the loan recipient’s ability to repay
the loans is in question, then there could be more volatility
in the value of the fund.

Centrelink update

From 20 March 2008, the deeming rates have increased to
4% and 6%. That is, investments up to $39,400 for a single
person and $65,400 for a pensioner couple are assumed to
earn an interest rate of 4%, while amounts in excess of these
thresholds are taken to earn 6% regardless of how much these
investments are actually earning. Deeming applies to personal
investments such as bank, building society and credit union
accounts, term deposits, shares and managed investments.

A greater deeming rate means you are assessed as receiving
more income from your investments, which could lower

your Centrelink benefit under the Income Test. However,
from 20 March 2008, the Government has also increased
pension rates. A single pensioner may receive up to $546.80
per fortnight and each member of a pensioner couple up to
$456.80 per fortnight.

New legislation has enhanced the payment of Utilities
Allowance, Seniors Concession Allowance and Telephone
Allowance.

Globally, over the past year we have been in a credit crisis
caused by the bad debt problems experienced in the US,
where a lot of loan recipients — whether backed by homes
or businesses — have experienced difficulties. The loans in
the high yield funds that are available through The Portfolio
Service have no direct exposure to any US housing related
debt. Furthermore, the loans are still having their regular
interest rate payments met.

It is important to recognise that many of the loans that these
funds invest in can be ‘traded’ on the market. Some, called
‘hybrid securities’ are listed on the Australian Securities
Exchange (ASX). Others are not listed on the share market,
but there is a fairly liquid market for many of these unlisted
loan securities, so the loans get priced every day.

Financial markets have marked down the value of all loans
across the globe, other than the most conservative (loans

to governments). So loans that were trading at $100 may

have been marked down to $90, despite the fact that there may
have been no defaults and no reduction in income payments.

While this is very discomforting to investors, the good news
is that if confidence improves in credit markets, the value
of the loans and of the funds could trade back up to their
original values. If this occurs there would be a sharp
revaluation in these funds.

We believe that the worst is over and investors in these funds
should start to see values stabilise, regular income paid, and
at some point in the future, a revaluation as confidence in the
value of underlying loans is regained.

Utilities Allowance was payable six-monthly to eligible
pensioners receiving an Age Pension from Centrelink

or Department of Veterans Affairs (DVA). Qualification
allowance now extends to people who are under Age Pension
age and receiving a Disability Support Pension, Carer
Payment, Wife Pension, Widow B Pension or Bereavement
Allowance, and people who are under qualifying age and
receiving a Service Pension or Income Support Supplement.
The annual Utilities Allowance rate has increased to $500
single rate and $250 for each member of a couple, and

is now paid quarterly rather than biannually.

The annual rate of the Seniors Concession Allowance has
been increased from $218 to $500 and, like the Utilities
Allowance, will now be paid quarterly.

The rate of Telephone Allowance has increased for certain
income support recipients who have an internet connection
at home.

Ask your Bridges financial planner for further information
or go to www.centrelink.gov.au




Investment market review

quarter ended 30 April 2008*

Asset Index 1yrreturn

S&P/ASX 300
index

Australian
shares

-5.85% 25.9%

S&P/ASX 300
Property Trusts
Accumulation
index

Listed property -23.6% 12.6%

trusts

MSCI World index
(AUD)

International -7.43% 13.04%

shares

Fixed interest
and cash

UBS Warburg
Comp. Bond All
Maturities index

3.59% 4.62%

5 yr return

Comments

The Australian share market remains volatile in line

with global markets. Concerns over the continued

fall-out from credit markets, and their eventual economic
fall-out, are fuelling increased volatility which is expected
to remain high in the near term. Higher interest rates and
oil prices are also softening economic activity in Australia
with emerging signs of slowing employment growth and
consumer demand. Commodity prices remain at record
levels with increased risks of a correction should the
China/India led demand ease.

The listed property trust sector was the worst hit sector
over the last 12 months. The sector continued to feel the
after effects of the demise of several high profile trusts
including Centro Properties Group. Elevated debt levels
added increased risk to the sector as ever increasing
valuations led to more speculative behaviour, which ended
abruptly as credit markets faltered. In the aftermath we are
now seeing debt costs rise in conjunction with falling asset
prices damaging valuations.

International markets remain a mixed bag underpinned

by global macro-economic uncertainty. Energy and materials
sector continued to benefit from emerging market demand.
The financial sector was worst hit as a result of subprime

led losses.

Fixed interest posted gains as investors flocked to

the relative safety of income provided by this sector.

Risk averse investors are beginning to look for value

on long duration and highly rated fixed interest securities.

* Past performance is not a reliable indicator for future performance. Investment returns can go up or down.

StockWatch

Premium Investors Limited (PRV)
Recommended BUY

Premium Investors Limited listed on the Australian Securities
Exchange on 27 November 2003. Premium is an investment
company specialising in the management of Australian

and international listed companies. The manager is Treasury
Group Investments Limited, who selects specialist ‘boutique’
investment managers to manage the company's cash.

The investment manager aims to achieve long term real

rate of return, comprised of both income and capital growth,
while aiming to reduce the risk of capital loss over the

short term. The company adopts a ‘fund of funds' approach,
whereby the portfolio is allocated to several boutique
investment managers to gain exposure to the different

skills and expertise of the managers.

The portfolio is currently invested through six different
investment managers with approximately equal allocation.
In terms of asset allocation, 47% is invested in international
shares, 34% in Australian shares and 19% held in cash.

The portfolio has a relative underweight position to the
materials sector which allows for participation in the China
and India led growth in commodity prices, but with caution
given stretched valuations. A high level of cash holding
allows the manager flexibility in improving returns through
either capital management initiatives and/or buying up value
stocks if the market retreats.




Access to super for terminally ill

Tax-free benefits

The Government has released new legislation, designed
to remove an inequity against superannuation fund members
who have a terminal illness.

The Better Super legislation that took effect from 1 July
last year introduced tax-free super payments made from
a taxed fund for those aged 60 and over. This new rule,
however, resulted in inequities for people under age

60 who were terminally ill and would not live to age 60
to be able to receive their benefits tax-free. These people
had to pay tax on their super benefits.

In February 2008 the Government introduced legislation
which proposes to make lump sum super payments paid
to individuals suffering from a terminal medical condition
tax-free, regardless of whether it's paid from a taxed
superannuation fund or an untaxed fund. The proposed
legislation will be backdated to apply to payments made
from 1 July 2007.

Most superannuation funds are taxed funds. Commonwealth
Government employee funds are typically untaxed funds.

Death claims

In the last edition of Portfolio Watch, we announced that
binding death nominations are now available through The
Portfolio Service. In the event of your death, a valid binding
death nomination allows you to nominate who receives your
death benefits. But what happens if you don't make one?

When a member in a super fund dies, the first thing the
trustee will do is check whether they had a valid binding
death nomination in place. One of the most common reasons
for a binding death nomination to be deemed invalid is that
the person nominated does not qualify as a ‘dependant’
under superannuation law. Another common reason for
invalidity is that the nomination is out of date — binding death
nominations need to be renewed every three years.

If the member has a valid binding death nomination, then the
benefit will be paid accordingly. However, if the member has
not made a binding death nomination or it is invalid, the benefit
will be paid in accordance with superannuation law and the
fund's trust deed.

Until the legislation is passed, the Government has
introduced interim measures to ensure no tax is withheld
by super funds on benefits that are paid to terminally
illmembers. These interim measures came into effect
on 12 September 2007 and will cease on 1 July 2008.

The only way you can access your super benefits, however,
is by meeting one of the several ‘conditions of release’.

In consideration of the issues discussed above, the
Government has introduced a new ‘condition of release’.

New condition of release — terminal
medical condition

Effective 16 February 2008, the Government announced
a new condition of release — ‘terminal medical condition’,
which is defined as:

+ two registered medical practitioners (with at least one
being a specialist practicing in the area related to the
illness or injury) have certified that the person suffers
an illness or has incurred an injury that is likely to result
in their death within a 12 month period

« for each of the certifications, the certification period
of 12 months must not have ended.

Ask your Bridges financial planner if you need more
information about this legislation and the interim measures
that are in place.

Some superannuation fund trust deeds may require the
trustee to pay the deceased’s money to their legal personal
representative, typically the Executor of the Will. However,
paying a superannuation benefit to the estate may not be
efficient where the estate is indebted or there are minor
children. Alternatively, the trust deed may require the trustee
to exercise their discretion as to whether payment should
be made to the legal personal representative or to a
dependant. Dependants can include the member's spouse,
children and any person with whom the member had an
interdependency relationship.

Exercise of discretion by a trustee can be fraught with
problems, particularly if a member is married but separated,
a de facto relationship has commenced, financially dependent
children live apart from the member or there are financially
independent children. The trustee must consider competing
claims from any person who is classified as a ‘dependant’.
Under superannuation law, the decision of the trustee

may be challenged by any person interested in the outcome
of the decision. The trustee's decision may be reviewed by
the Superannuation Complaints Tribunal (SCT), a Government
body established to consider disputes about death claims

and other complaints. Review of decisions will lead to delay
in payment.




Tax strategies with your shares

Australian shares have retreated significantly after
peaking in late 2007. Do you have a capital gains tax
liability this financial year, while also holding shares with
an unrealised capital loss?

By realising your capital losses you can reduce your
capital gains tax liability. Capital losses can be used to
reduce capital gains which in turn reduce your capital
gains tax liability.

If you wish to retain those shares that have a loss by
re-purchasing them, you need to be aware of the ruling
on ‘wash sales' issued by the Australian Tax Office (ATO).
An example of a wash sale is when you sell shares at a
loss for the sole purpose of offsetting capital gains on
other assets only to buy back the shares sold almost
immediately at similar prices. The ATO might infer that
there was no intention to make the sale other than to
(illegally) reduce income tax.

Another strategy that could be considered in times when
share prices have corrected is to make an in-specie
contribution to your super fund. To make an in-specie
contribution, you do not need to sell the shares to make
a contribution in cash — the shares can be contributed as
is. An in-specie contribution will realise the capital loss
or gains of your shares, but maintain your holding of the
shares within the concessionally taxed superannuation

The SCT has determined factors that trustees should
consider when exercising their discretion. One factor

is that the purpose of superannuation is to provide for the
member and their partner in retirement. Another factor

is that consideration must be given to support of financially
dependent children to whom the member owed a legal or
moral duty to support, such as minors or those undertaking
tertiary study. The SCT also considers who would have
benefited from the member's income had they not died.
But the trustee’s role is not to apply superannuation
benefits to remedy historical wrongs.

Even if the member only had a non-binding nomination,
although non-binding, the trustee may consider it. The
trustee may also consider any intentions in relation to the
deceased'’s superannuation benefit as set out in their Will,
if they had one. The trustee's discretion, however, may not
be restricted by such documentation.

It's important to be aware that while there are pros there
are also cons to implementing a binding death benefit
nomination — make sure you understand both. Ask your
Bridges financial planner for more information.

environment. As mentioned above, any loss can then

be used to reduce any capital gains. If there are capital
gains, you may be better off triggering the capital gains
tax liability now so that any future capital growth and
dividends will be taxed at 15% or less. This liability may
also be offset against any previous capital losses you have
carried forward.

By transferring shares into your super fund, or your
spouse's super fund, you will benefit from a lower
concessional tax rate of up to 15% (often much lower) on
any future capital growth and dividends, instead of income
tax at up to 46.5%. Once contributed, your shares will also
benefit from the full administration and reporting facilities
within The Portfolio Service.

There may be other advantages. If you are substantially
self-employed, you could claim part or all of the total value
of your shares contributed as a tax deduction. And, if

your spouse has assessable income and reportable fringe
benefits of less than $13,800 pa, you can claim a tax
rebate on at least part of the share value contributed to
your spouse's super fund.

If you have share holdings that may benefit from these
strategies, contact your Bridges financial planner to
discuss your options.

Reminder — have a say in who your
death benefits are paid to

How is your superannuation money
distributed if you die?

Your Will may not include any provision for
instructions about the payment of your
super death benefit.

However, if you have a TPS Superannuation
Plan, Super Accumulation Plan, Retirement
Income Plan or Term Allocated Pension, you
can make a binding death benefit nomination
and nominate the person(s) to whom you

would like your super death benefit paid in the
event of your death. But remember, if your
circumstances change, you will need to update
your nomination to ensure that it remains valid.

So why not talk to your Bridges financial
planner today about making a binding death
benefit nomination?
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Capital gains tax and how
It affects deceased estates

Special capital gains tax (CGT) rules
apply to the transfer of any deceased
person'’s assets.

When someone dies, the assets making

up their estate can be passed directly to

a beneficiary(ies) or to their legal personal
representative (such as their Executor).

A beneficiary is entitled to assets from

a deceased estate. They can be named as
beneficiaries in a Will or, if there is no Will,
they can be entitled to the assets as a result
of the laws of intestacy. A legal personal
representative is either the Executor of

a deceased estate (the person appointed

in the Will to wind up the estate) or, where
there is no Will, the Administrator appointed
to wind up the estate.

If the legal personal representative sells
some or all of the estate’s assets, any gains
made will potentially be subject to CGT.

If a beneficiary sells an asset they have
inherited, the normal CGT rules also apply.

When was the asset acquired? If you
acquire an asset owned by a deceased
person, the acquisition date will be taken
as the date the person died. If the person
died before 20 September 1985 (pre-CGT),
you can disregard any capital loss or gain
that is made when you sell the asset.

If the person died after 19 September
1985 (post-CGT), all assets owned by

the deceased will become subject to CGT
for the legal personal representative or
beneficiary. Assets that were acquired
pre-CGT by the deceased now have a new
acquisition date (the date the person died)
making them post-CGT.

For assets acquired post-CGT by the
deceased, there is a special rule that
ensures CGT is not triggered if, after the
person dies, the asset is transferred:

+ totheir legal personal representative or

+ toabeneficiary or

Bridges ASX Participant AFSL No 240837
Part of Australian Wealth Management

+ from their legal personal representative
to a beneficiary.

There are exceptions to this special

rule that may apply when the beneficiary
is an overseas resident or a tax-exempt
institution.

Did the deceased own property with
another person? Two or more people
buying a property asset together can
purchase it either as tenants in common
or as joint tenants. As tenants in common,
each tenant's interest in the property

is separate and distinct from the other
tenants in common and each tenant

can generally sell or otherwise deal

with their interest in the property at

any time. However, if a property is owned
by joint tenants, each tenant owns an
undivided part of the whole property

and all joint tenants must generally all act
together and as a single owner if dealing
with third parties.

If a tenant in common dies, their interest
in the property is an asset of the

deceased estate and can therefore only

be transferred to a beneficiary or be sold
or otherwise dealt with by the estate’s
legal personal representative. If, however,
the property was bought by joint tenants
and one dies, their interest passes to the
surviving joint tenant(s) and is not an asset
of the deceased's estate.

For CGT purposes, joint tenants are treated
as if they are tenants in common owning
equal shares in the asset. If a joint tenant
dies, their interest in the asset is taken to
have passed to the surviving joint tenant(s)
in equal shares on the date of death.

To obtain advice on how CGT could affect
your estate, please contact your Bridges

financial planner.
Bridges
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Important note — This is general advice only. It is not possible, when preparing Portfolio Watch, to take into account individual clients’
investment objectives, circumstances and needs. Before acting on any information or advice contained, expressly or implicitly,
in Portfolio Watch you should consult an Authorised Representative of Bridges Financial Services Pty Limited (Bridges). No part
of Portfolio Watch may be reproduced without the written consent of Bridges in each case. Bridges, its directors, employees or

any associate are not liable for any loss or damage arising as a result of any reliance placed on the contents of Portfolio Watch.
To the extent permitted by law all such liability is excluded. Investors will need to contact their financial planner regarding financial
products outlined in this newsletter. Funds and pensions named in Portfolio Watch are issued by Questor Financial Services Limited.
AFSLN0240829.Youshouldobtainand consider the Product Disclosure Statement available from Bridges before investinginany product.
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