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Australian equities

A GUIDE TO READING THE ROADMAP
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Stellar performance for Australian equities
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Australian equity returns exceptional

» Average total return over past four years 22.4%
= Total return over past four years 124%

= Australia has outperformed global market by 34%
since 2003

= Corporate earnings growth and profit share at historical
highs
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Not unprecedented but more fundamentally based
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Macro ‘roadmap’ to recent equity returns

Low inflation
and interest rates

Cyclical forces
(strong, sustained
business cycle)

Microeconomic
reforms
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/China,
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management
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‘Structural’ economic and market drivers important

Inflation Monetary policy

Globalisation (China)
Technology
Demographics/lifestyle
Financial revolution

Economic growth and Financial markets
earnings
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Our economic growth strongest since Federation

Australian real GDP growth, 1901 - 2006 GDP % - chg year
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World growth stronger and more synchronised
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Profits explosion — earnings driving returns

Index (1990 = 100)
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It's the ‘Earnings’ not the ‘PE’ driving returns

S&P/ASX 200 Mining

Price change 40.0% 61.5%
P/E change -3.5% -4.5%
‘-arnings’ change 43.5% 66.0%

All data refers to the two years to December 2006.

Source: UBS, INVESCO

‘\\\\

\)

INVESCO

-



The roadmap in 2007 — watching the signals

= Growth

= |nflation and interest rates
= Earnings

= Valuations

= Liquidity

= |nvestor risk aversion
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Global economic outlook — mid-cycle slowdown

= Global economy transitioning through its peak growth period
= Greater breadth and synchronisation of global growth

= Base case is fairly stable inflation and interest rate
environment

= Global policy settings/fundamentals = mid-cycle slowdown

= Key global economic risks (higher global inflation; deeper
slowdown in the US)
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Australia — slower growth in 2007

= Slower but still healthy growth in 2007

2006 rate hikes (75bp) to slow demand in 2007

Housing recovery subdued, consumers more constrained
Drought cuts rural production (~ 0.75% of GDP)
Investment cycle maturing

US economy transitioning to lower growth rate

Inflation set to moderate in 2007

= Key risk to Australian economic thesis that demand and
growth are stronger than expected (3%-+)
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Corporate earnings — is double-digit growth sustainable?
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Equity market valuations (PES) creeping up

X ASX 300 Prospective PE Ratio
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Industrial valuations — amber light flashing

All Industrials (ex NWS)
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Liquidity positive but potentially dangerous

= Powerful sources of liquidity

Mandated superannuation :Q
Future Fund cashed-up and ready

Private equity funds lifting participation in market
Corporate balance sheets cashed-up, under-geared
Accommodative credit conditions

Adds up to highly favourable demand-supply balance for
equities
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Watch investor risk aversion

» Investor risk aversion has been
extremely low but could quickly
change on:
— Arrise in inflation and interest rate expectations .
— Unexpected growth shock i
— Negative earnings surprise or weaker EPS momentum
— Deteriorating valuations
— High profile credit default or tighter credit environment
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Summary and conclusions

= Cyclical and structural growth drivers still positive

= Low stable inflation the key — watch carefully

= Corporate earnings cycle has peaked but...

» Reasonable earnings growth ahead

= Corporate fundamentals positive

= Valuations (PEs) creeping higher, particularly ex resources
= Liquidity conditions highly favourable

= Potential for liquidity/valuation bubble in 2007
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Disclosure

This document has been prepared by INVESCO Australia Ltd (INVESCO) ABN 48 001 693 232,
Australian financial services licence number 239916, who can be contacted on freecall 1800 813 500 or
by writing to GPO Box 231, Melbourne, Victoria, 3001.This document contains general information only
and does not take into account your individual objectives, taxation position, financial situation or needs.
You should assess whether the information is appropriate for you and consider obtaining independent
taxation, legal, financial or other professional advice before making an investment decision. A Product
Disclosure Statement (PDS) for INVESCO's range of Funds referred to in this document is available
from INVESCO. The PDS should be considered before making a decision to invest.

INVESCO is authorised under its licence to provide financial product advice, deal in financial products
and operate registered managed investment schemes. If you invest in an INVESCO Fund, INVESCO
may receive fees in relation to that investment. Details are in the PDS. INVESCO'’s employees and
directors do not receive commissions but are remunerated on a salary basis. Neither INVESCO nor any

related corporation has any relationship with other product issuers that could influence us in providing
the information contained in this document.

Neither INVESCO nor any other member of the AMVESCAP PLC Group guarantee the return of capital,
distribution of income, or the performance of any of the Funds. Any investments in the Funds do not
represent deposits in, or other liabilities of, any other member of the AMVESCAP PLC Group.

Investments in the Funds are subject to investment risks including possible delays in repayment and
loss of income and principal invested.

© Copyright of this document is owned by INVESCO. You may only reproduce, circulate and use this
document (or any part of it) with the consent of INVESCO.
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