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Credit issues see worst quarter in twenty years

MARKET The local market suffered
a poor quarter with a
14.8% drop in the All
Ordinaries Accumulation
Index (‘All Ords’). This is the worst fall since the
1987 crash when the market fell 40.6% in the

three months to 31 December 1987. In January,

REVIEW

the market fell for 12 consecutive days, its long-
est losing streak since 1982, culminating in a
7.8% fall on the 12th day. The first quarter of
2008 followed the weak end to calendar 2007
with March being the fifth consecutive month of
declines for the All Ords (this last occurred dur-
ing 1992). The market is now trading 20% be-
low its early November highs.

Once again there was a significant divergence in
the performance between the sectors with the All
Resources Index down 6.5%, substantially out-
performing the All Industrials Index which lost
17.7% overall. The divergence was even more
pronounced in the small cap sector where the
Small Resources Index fell just 3.5% against the
Small Industrials Index which was down 21.8%
for the quarter.

There was a smattering of good news with sub-
stantial rises in base metal prices supporting the
likes of Sims Group and BlueScope Steel, whilst
Woodside and Santos benefitted from the surg-
ing oil price which closed the quarter at
US$105bbl.  Non-traded
achieved substantial gains with Brazilian miner

commodities also

Vale negotiating a 65% price rise for iron ore
with its Japanese and Chinese steel customers.

The screens not surprisingly have been more or
less red for 2008. The credit crisis has severely
impacted investor confidence. It's global eco-
nomic impact included credit spreads blowing
out resulting in higher funding costs which the
banks passed onto companies and individuals

alike. Property stocks and financial stocks have

been particularly hard hit including many ‘blue
chip’ names such as Australian Stock Exchange
(-38%), CBA (-29%), Challenger Financial Ser-
vices (-70%), Macquarie Bank (-31%) and QBE
Insurance (-33%).

The RBA’s inflation crusade

The Reserve Bank of Australia’s (RBA) renewed
crusade against inflation, which crept up to an
uncomfortably high 3.0% (at the top end of the
RBA’s targeted inflation band of 2-3%) has not
helped domestically. The RBA’s response, two
25 basis points rate rises in the quarter, and its
explicit directive that the economy needs to
slow to curtail inflation has not helped spiraling
funding costs, nor investor sentiment. However
it is important to note that the bond market has
viewed this proactive stance against inflation in
a positive light with yields on 10 year govern-
ment bonds falling from 6.30% to 6.05% this
quarter. The other positive, from rising local
interest rates, is the RBA’s view that the Austra-
lian economy (with continued economic growth
and full employment) is healthy enough to sus-
tain them, despite some need to moderate
growth. This is in sharp contrast to the US
where the Federal Reserve has taken proactive
steps to try to avert a recession by implement-
ing three significant rate cuts totaling 200 ba-
sis points in the past quarter, reducing rates to
just 2.25%. With the housing crisis in the US
continuing to deepen, we believe that a sus-
tained period of negative economic growth is
the most likely scenario in the US.

First half earnings: solid results yet share
prices fall

February saw many ASX listed companies’ re-

lease their first half earnings. Solid results
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a number of iconic financial institutions includ-

ing Citigroup and Merrill Lynch. This culmi-

%
nated in the US Federal Reserve intervening to
help JP Morgan bail out top 5 US investment
bank Bear Stearns in a move that many be-
lieve averted a major global financial melt-

down.

In contrast to this turmoil, interim company re-

solid reflecting the underlying

strength in the Australion economy. These re-

sults were

sults were somewhat tempered by cautious
which
slightly revise down their profit expectations

1 | outlook statements led analysts to

0 for the full 2008 financial year. Nevertheless,

like many periods of high investor uncertainty,
company fundamentals were largely over-

looked with retail investors deserting the mar-

across the board were in clear contrast to falling
share prices, particularly amongst the stocks in the
industrials sector. Investor confidence was shat-
tered by a raft of bad news out of the US, includ-
ing the spread of the sub-prime crisis to other
categories of debt and financial instruments, plum-

meting housing prices and large write downs from

ket and hedge funds aggressively targeting
local stocks with high gearing such as Allco, ABC
Learning Centres, Transpacificc, MFS and Chal-
lenger Group. In many instances, short sellers trig-
gered forced selling from company directors, many
of whom were not in a position to cover margin
calls.

As if there wasn’t enough doom and gloom domi-
nating the financial mediq, investor confidence was
further battered by the collapse of the stockbro-
kers and margin lenders Tricom Group and the
unfortunately named, Opes Prime Group.

NOTICE OF CLARIFICATION:

Given recent announcements and events in relation
to Opes Prime Group, OPIS Capital Limited con-
firms that it is an independent legal entity with no
common directors nor beneficial ownership be-
tween the entities.

The staff and directors are proud of what OPIS
Capital Limited has achieved since its inception in
2000 and would like to dispel any confusion that
may have arisen due to the similarities in names.

OPIS Capital Limited is a privately owned public
company and has been managing two Australian
equity funds since December 2000.
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FUND REVIEW

The OPIS Funds have
had a very poor quar-

ter, with the Dynamic
and Premium Funds falling 32.6% and 31.2%
respectively. Some of this poor performance
was due to stocks which had issues associated
with the global credit crunch, namely MFS and
ABC Learning Centres. However much of the
negative performance in the quarter has been
as a result of bearish sentiment impacting stocks
across the board, particularly in the small to mid
cap industrial space, where liquidity has dried
up and stocks have been sold down on very low
volumes. In respect to these holdings OPIS have
not panicked and sold out as we remain ex-
tremely confident in the underlying fundamentals
of the stocks remaining in the Funds and believe
that they will bounce strongly once confidence
returns to the space.

MFS cut from the Funds

On a stock specific basis the most disappointing
investment has been MFS Limited (‘MFS’) which
comprised 4.3% of the Funds at the start of the
quarter. Despite continually confirming earnings

guidance, the stock crumbled when the company
was unable to refinance its short-term debt obli-
gations. The situation went from bad to worse
for MFS when the company made an announce-
ment in relation to a demerger of its travel and

financial businesses and its proposal to raise

fresh equity capital of $550m in very difficult
market conditions. On a now infamous confer-
ence call, Managing Director Mr Michael King
floundered under a weight of questions about
the company’s debt obligations, many of which
had not been properly disclosed to the market.
Given the emergence of this new information
and the difficulty of raising debt or equity capi-
tal in the prevailing market conditions we exited
our position in MFS at an average price of
$1.30. This resulted in a painful loss amounting
to approximately 3.5% of the value of the
Funds. The company remains suspended from
trading on the ASX with the last trade at $0.99.

Subsequent to the suspension of MFS, significant
new information has come to light about the
debt position of the company that had not been
previously disclosed to our investment team ei-
ther in the company’s financial statements or in
the course of discussions with management. As a
result, we have decided to join a class action
that is being prepared against the company in
an effort to recover some of these losses for the
Funds.

The contagion surrounding MFS unfortunately
spread to the MFS Lliving and Leisure Trust
(‘MPY’) (recently renamed Living and Leisure
Australia (‘LLA’) which owns a number of aquari-

ums (such as Melbourne and Bangkok) and the

Mt Hotham and Falls Creek ski fields. Some of

Financial Year Returns

45% A
40% A
35% A
30% A
25% A
20% A
15% A
10% A

5% A

0% A
-5% A
-10% A
-15% A
-20% A
-25% A
-30% -
-35% A
-40% -

2002 2003 2004

B Dynamic

2005

Premium BAIl Ords

2006 2007 2008

DAl Indust



VOLUME 07, ISSUE 04

Page 4

MPY’s debt has been sourced from MFS and the
financial issues surrounding its major financier saw
the stock fall 48% before being suspended at the
same time as MFS.

ABC Learning cut from the Funds
Another disappointing investment in the quarter

was ABC Learning Centres (‘ABS’) which posted a
complex first half result that failed to meet market

expectations.

OPIS had sold down the Funds’ positions in ABS
from 4.7% to approximately 1.5% prior to the
result having become uneasy with the level of dis-
closure from the company after a call to the man-
agement of ABS’s US operations. Immediately
after the result, we took the decision to exit the
remainder of our position. The extent of the fall
intra-quarter cost the Funds approximately 1.8%
in performance.

Defying the fundamentals

Many of our core holdings suffered significant
share price falls during the quarter despite post-
ing strong first half results and continuing to trade
strongly in the first quarter. Whilst this is frustrat-
ing, it bodes well for significant share price re-
bounds once confidence returns to the small to mid
cap space.

The most significant negative contributor was HFA
Holdings which recently merged with the US
based Lighthouse Partners. HFA fell 48% in the
quarter due to a combination of “guilt by associa-
tion” (MFS owned 12% of the business before the
stake was sold during January) and market senti-
ment toward stocks in the financial sector. HFA
posted a solid first half earnings result and its
funds continued to outperform global benchmarks.
Crucially, fund inflows have been strong in the
quarter with the HFA and Lighthouse funds seeing
net inflows of over $100m. The company up-
graded its full year profit guidance to $56m
EBITDA despite the weakness in global markets,
citing early completion of its merger with Light-
house Partners as a major contributor. Given the
extent of the sell-off and the company’s strong
fundamentals, we considered this stock an out-
standing buying opportunity and increased our

eXjposure.

CSG Group posted a first half profit of $8.1m, up
35% on the same period last year and ahead of
analysts expectations. Despite the positive earn-
ings report the share price has found no support
from buyers, falling significantly in the quarter
(down 47%). We remain extremely upbeat
about the outlook for the company which has
strong defensive revenue streams and should con-
tinue to show strong organic growth in the coming
years. Our view was further reiterated after the
company announced in March that it was on track
to beat prospectus forecasts for the full year by
more than 30%. CSG is currently trading on a PE
of 8.3 x FYO8 earnings and 6.6 x FYO9 earnings
with fully franked dividend yields of 5.2% and
7.3% respectively. We believe that this is highly
undemanding given the significant percentage of
recurring income and likely strong EPS growth in
coming years.

Sunland posted a first half profit of $59m and
confirmed that its gearing was a low 11%. The
company's full year guidance of $95m for
FY2008 looks extremely conservative and the
outlook for 2009 continues to improve with ongo-
ing positive developments from its operations in
the UAE, which are no doubt being boosted by the
booming oil price.

Seek posted strong first half results above market
consensus with a half year profit of $35.6m, up
49% on the previous corresponding period.
Given the company’s strong underlying growth,
and ungeared balance sheet, we remain confident
investor interest will return to this high quality busi-

ness.
Stocks added in weakness

As the Funds have been holding reasonable
amounts of cash we have been taking the oppor-
tunity, during the periods of market weakness, to
add to a number of positions. We added further
to HFA, Seek, superannuation administrator Aus-
tralion Wealth Management and engineering con-

tractor Ausenco.



VOLUME 07, ISSUE 04

Page 5

OUTLOOK

Key lessons learned
and action taken

In looking back on the stock specific issues ad-
dressed this quarter, a key lesson learned is the
danger of relying too heavily on the word of
company management, especially those who
may be facing operational issues. ABC Learning
and MFS were both investments that had served
OPIS well over a long period of time and with
whom we had developed strong relationships
with senior management. In both instances, we
feel that we were misled by management on
key issues over the past few months: MFS on the
debt levels and ABC on the progress of their US
operations. Whilst we had reduced our expo-
sure to these stocks coming into the respective
disappointing announcements, this is no doubt
little comfort for our investors.

What will we change to help prevent similar
occurrences in the future?

The simple answer is that we will be far more
proactive in selling investments over which there
are question marks. Company contact and
building a strong relationship with the manage-
ment of companies in which we invest will remain
a core investment tenet at OPIS. We believe
that it is necessary to properly understand the
functions of a business and its key drivers going
forward. No doubt we will be misled in the fu-
ture; this happens to all investors at some point
or another. However we will not be willing to

simply reduce our exposure and give

the companies in which we have invested. We
make no excuses for the stock specific issues
mentioned above and believe that the problem
areas of the portfolio have been dealt with in
an objective and transparent manner.

In the last two weeks there have been signs of
stabilisation in the marketplace and liquidity is
slowly returning. Already a number of stocks in
out-of-favour sectors have rebounded strongly
from their lows in mid-March and the market
overall is 5% above its lows. Furthermore, the
RBA decided at its April meeting to keep rates
on hold stating:

“As a result of the recent monetary policy deci-
sions and rises in borrowing costs that are occur-
ring independently of changes in the cash rate,
the overall tightening in financial conditions since
the middle of 2007 has been substantial. That is
working to foster the moderation in demand
growth that will take pressure off inflation”

Despite the RBA's view that the economy is slow-
ing there is substantial evidence that sectors of
economy continue to prosper. In particular, we
believe that companies exposed to government,
infrastructure and mining services spend will con-
tinue to be strong performers. We are continu-
ing to re-weight our portfolio to those sectors
that we believe will perform strongly in this envi-
ronment.

The small industrial space (which is OPIS’ pre-

management the “benefit of the
doubt” when confronted with poten-
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tial issues. Instead we will exit our %
positions fully and reinvest back into
these stocks only when we are confi-
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dent that the purported issue is a
“non issue” or once it has been fully

resolved.

Fundamentals remain positive

Whilst investors in the Funds will cer-
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dominant stock universe) has fallen 27% this finan-
cial year and a number of stocks are looking ex-
tremely oversold. The operational outlook for
many companies in this space remains strong and
we expect significant rebounds once confidence
returns.

Indeed as at the time of writing (8 April) many
holdings have bounced back strongly and the
Funds have risen over 5% since the end of
March.

More than ever we would encourage investors to
contact us if they have any questions in respect of
the Funds. As investors in the Funds ourselves, we
are sharing your disappointment in respect of the
recent performance and can assure you that de-
spite the volatile markets we are continuing to
take a level-headed approach with our investment
process by reducing holdings that disappoint and
adding to those that present opportunities. It is
obviously too early to call the bottom of the mar-
ket and the Funds cash weightings of over 20%
reflect this caution. We believe that the Funds are
well positioned to recover once investors re-focus
on the stocks that represent fundamental value.

OPIS maintains its long-term objective of generat-
ing 10-15% p.a. for our investors. The Premium
and Dynamic Funds have outstanding long-term
track records with positive return for each of the
past 6 financial years. Despite the poor start to
2008 we remain committed to our investment phi-
losophies and long-term objectives.
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STOCK Price Dynamic Premium Mkt Cap
HFA $0.98 7.0% 7.0% $495
CSG Limited $0.98 6.3% 6.3% $160
Seek $5.29 5.5% 5.5% $1,569
Service Stream Limited $1.60 4.5% 4.7% $275
Aust Wealth Management $1.69 4.6% 4.6% $972
Hastie Group Limited $3.09 4.5% 4.5% $459
NRW Holdings $2.48 4.4% 4.4% $585
McMillan Shakespere $3.25 4.2% 4.0% $222
Ausenco $13.65 4.1% 3.8% $1,110
Sunland Group $2.47 3.8% 3.7% $852
Reckon $1.24 3.7% 3.6% $165
Becton Property Group $2.20 3.6% 3.5% $315
Living and Leisure Australia $0.36 1.8% 2.2% $65
Octaviar Notes $74.00 2.2% $257
Oaks Hotels $1.10 2.0% 2.0% $167
Sedgman Limited $2.18 1.9% 1.9% $376
VDM $1.49 2.0% 1.9% $179
Norfolk Group $1.40 1.7% 1.6% $182
Savcor Group Limited $1.45 1.5% 1.6% $201
Neptune $0.60 1.4% 1.4% $172
Clive Peeters $0.86 1.4% 1.4% $112
Coote Industrial $1.12 0.8% 0.9% $96
RCR Tomlinson $1.07 0.5% 0.5% $135
Orchard Property $0.45 0.1% $157
Mineral Resources $4.75 2.4% $575
Commquest $0.55 1.7% $40
Mesbon China Nylon $0.35 1.3% $47
Pipe Networks $3.62 0.9% $160
Allomak $0.37 0.3% $48
CASH 22.4% 26.6%

Fund Size $93.2m $73.1m
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FUND
STATISTICS

Performance Dynamic  Premium Small Ords  Small Inds

Equity Equity Accum Accum
Current Unit Price 2.1224 1.5642 34554.5 6604.6 6050.3
3 Months -32.6% -31.2% -14.7% -15.2% -21.2%
Financial Year -35.5% -34.9% -11.6% -16.7% -26.6%
1 Year -30.5% -30.2% -6.0% -7.6% -20.3%
3 Years (p.a.) 2.3% 2.4% 14.2% 15.7% 7.6%
5 Years (p.a.) 17.5% 14.5% 18.3% 22.1% 16.2%
7 Years (p.a.) 15.9% 13.5% 12.6% 14.9% 10.4%
Annualised return since incep. 16.0% 14.3% 11.5% 12.7% 8.5%
Fund Size $93.2m $73.1m

MAJOR MOVES

PRICE

CONTRIB

Commquest"

VDM
Aust Wealth

Seek

Living and Leisure
Becton

RCR Tomlinson

Hastie Group Limited
ABC Learning
Sunland Group

CSG Limited

HFA

MFS

-50.0%

-41.8%
-32.9%

-33.9%
-48.2%
-42.7%
-54.1%
-36.9%
-73.0%
-45.0%
-47.0%
-48.4%

-77.5%

-1.1%

-1.1%
-1.1%

-1.1%
-1.1%
-1.4%
-1.7%
-1.8%
-1.8%
-2.2%
-3.2%
-3.5%

-3.5%

ADynamic only

+Premium only

ADDED or

INCREASED

Aust Wealth

Becton

CSG Limited

HFA

Norfolk

Seek

Service Stream

REMOVED or
DECREASED

ABC Learning Centres

Alesco

Aspen Group
Avastra®

Everest BB Trust+
Hastie Group Limited
MFS

Mineral Resources
Orchard Property+
RCR Tomlinson
Retail Food Group?
Sunland Group
Timbercorp

Toll Holdings

VDM

APerformance has been calculated in accordance with IFSA Standard no. 6.00, Fund Performance-Calculation and Presentation of Returns. Unit prices,
and therefore performance figures for periods before 1 July 2004 do not take into account performance fees which were charged against individual
accounts at the rate of 20%, If return above a hurdle rate of 15% p.a. subject to a high-water mark. No allowance has been made for taxation. Per-

formance assumes the reinvestment of distributions. Past performance is not a reliable indicator of future performance.
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COMPANY

CONTACT

FLOATS / PLACEMENTS

Hastie Group

TRADING UPDATES

Ausenco

A.B.C. Learning Centres
Automotive Holdings Group
IMF (Australia)
Aristocrat Leisure
Alesco Corporation
Allomak

Ambition Group
Ansearch

Aspen Group

ASG Group

Australian Wealth
Management

AV Jennings

Becton Property Group
Bradken

Boom Logistics
Cabcharge Australia
Cardno

Clean Teq Holdings
Count Financial
Clive Peeters
Computershare
Commquest

CSG

Customers

Coote Industrial

SITE VISITS

Dexion

Every Day Mine Services
Equity Trustees

Flight Centre

Global Construction Services
HFA Holdings

Hastie Group
Housewares International
Hyro

IBA Health Group
Industrea

Ingena Group

Imdex

InvoCare

JB Hi-Fi

Macmahon Holdings
McPherson's

Metgasco

MFS

Mineral Resources
Melbourne IT

McMillan Shakespeare
Monadelphous Group
The Mac Services Group
NIB Holdings

Neptune Marine Services

Nomad Building Solutions

Oaks Hotels & Resorts
Orchard Industrial Property
Port Bouvard

Peet

Prime Financial Group
Platinum Asset Management
PIPE Networks

RCR Tomlinson

Reverse Corp

Reckon

SAIl Global

Savcor Group

Sunland Group

Seek

Service Stream

Skilled Group

Saunders International
Style

Tassal Group

Toll Holdings

Tel.Pacific

Talent2 International
United Group

VDM Group

Woalter Diversified Services
Wilson Investment Fund

Wotif.com Holdings

Ausenco Limited
Becton Property Group

Clive Peeters Limited

Commquest Ltd
CSG Limited
HFA Holdings Limited

Sunland Group Limited



VOLUME 07, ISSUE 04 Page 10

CONFERENCE

CALL

Our quarterly conference call discussing the posi- Please contact Opis Capital one week prior for
tioning of the Funds and the current outlook for both dial-in details and to receive a copy of the
the market and the Funds will be held at: presentation, as the conference call will only be

available to clients of OPIS Capital.

9.30am on Wednesday, 30th April 2008

Marketing & Contact us

Client Services
Dean Fergie Sam Cole P: (03) 9602 3199
Sam Baillieu Sarah Madden E: mail@opis.com.au
Rob Frost Ngaire Farnsworth W:  www.opis.com.au
Rob Calnon

The Lonsec Limited (“Lonsec”) ABN 56 061 751 102 rating (assigned March 2007) presented in this document is limited to
“General Advice” and based solely on consideration of the investment merits of the financial product(s). It is not a recom-

mendation to purchase, sell or hold the relevant product(s), and you should seek independent financial advice before

investing in this product(s). The rating is subject to change without notice and Lonsec assumes no obligation to update this
. - - - D document following publication. Lonsec receives a fee from the fund manager for the rating product(s) using comprehensive

Recommended and objective criteria.

STANDARD To the extent that any ratings, opinions or other information of Standard & Poor’s Information Services (Australia) Pty Ltd
(ABN: 17 096 167 556, Australian Financial Services Licence Number: 258896) (“Standard & Poor’s) constitutes general
——————— advice, this advice has been prepared by Standard & Poor’s without taking into account any particular person’s financial or
5 investment obijectives, financial situation or needs. Before acting on any advice, any person using the advice should consider
its appropriateness having regard to their own or their clients’ objectives, financial situation and needs. You should obtain a
—— Product Disclosure Statement relating to the product and consider the statement before making any decision or recommenda-
tion about whether to acquire the product. Past performance is not a reliable indicator of future performance. Ratings can
change or cease at any time and should not be relied upon without referring to the meaning of the rating. For more informa-
tion regarding ratings please call S&P Customer Service on 1300 792 553 and also refer to Standard & Poor’s Financial
Services Guide at www.assirt.com.au. Each analytic product or service of Standard & Poor’s is based on information received
by the analytic group responsible for such product or service. “S&P” and “Standard & Poor’s” are trademarks of The
McGraw-Hill Companies, Inc.

This document is intended for the addressee only and is distributed on the condition that it is not to be re-distributed or reproduced without the permission
of OPIS Capital. Unauthorised includes re-distribution and re-production by any means and in particular by email, fax or photocopy. Any unauthorised
disclosure or reproduction is strictly prohibited and may result in legal action. This document is for general purposes only and does not take into account
the specific investment objectives, financial situation or particular needs of any specific recipient. As such, before acting on any information contained in
this document, recipients should consider the appropriateness of the information, having regard to their objectives, financial situation and needs. This may
involve seeking advice from a professional adviser. OPIS Capital is the issuer of the Premium Equity Fund (‘Premium Fund’) and the Dynamic Equity Fund
(‘Dynamic Fund’). A current PDS is available from OPIS Capital, located at Level 33, 360 Collins St, Melbourne, Victoria, (03) 9602 3199. A person
should consider the PDS before deciding whether to acquire or continue to hold an interest in the Premium Fund or the Dynamic Fund. Past performance
is not a reliable indicator of future performance. As such, the addressee should not rely on past performance to make investment decisions. OPIS
Capital is not responsible for any error or omission in this document or for any error in any results obtained from the use of the information contained in
this document. Any opinions or recommendation contained in this document are subject to change without notice and OPIS Capital is under no obligation
to update or keep any information contained in this document current. AFSL Licences No. 229316.
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