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PORTFOLIO SECTOR ANALYSIS
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MARKET AND COMMENTARY
Cadence Capital Limited closed on the 28th February 2006 with a Net Tangible Asset Backing
(NTA) of $1.1617 pre tax and fees and $1.0938 post tax and fees.
During the month of February, Cadence Capital Limited returned a gross performance of 4.23%
compared to a rise in the All Ordinaries Accumulation Index of 0.70% and a rise in the Small
Ordinaries Accumulation Index of 2.13%. The fund finished the month 91.5% long, 10.1% short
and with a Net Long Exposure of 81.3%.The net exposure of the fund for January was 79.6%.
Following our January newsletter comments on the Australian property market, there has been
much speculation in February about the resumption of the property boom. Given our fundamental
view on property prices, as outlined over the past three months, we agree with the Access
Economics director Chris Richardson s comments that We are going from one boom, to the next
boom, to no boom reflecting his belief that house prices will not rise significantly for the rest of
the decade.
Commodity prices came off their record highs towards the end of February and volatility in the
underlying commodities remains high. Our view is that the accelerating commodity prices that we
have experienced over the past six months will revert to longer term slower rates of acceleration.
We could see commodity prices coming off in the short term but we remain of the view that longer
term commodity prices will continue to rise but at a more measured pace.
We have been surprised during this reporting season by the strength of the Australian retail and
consumer discretionary sectors. As we have been saying over the past few months, we are of the
view that these sectors are operating above their long term average growth rates and we expect
these sectors will revert to the long term mean. We are anticipating some weakness in these sectors
in the second half particularly if our view on a softer property market transpires. Property prices
and consumer discretionary spending have become correlated in the Australian economy.
In late January and early February interest rates in the US, Europe and Asia started to move higher
from their historic lows in 2001 and 2002, whilst in Australia interest rates have remained
unchanged. Should this trend continue there will be continued pressure on the Australian dollar.
Given the current high deficit we are running as a country, the potential still remains that we will
see an interest rate increase sometime this year. Australia has had the most stable interest rate
period in thirty two years and the risk going forward is that this will no longer be the case.
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