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Overview

The sub-prime credit crisis that originated in the United States has had a severe impact on equity
and debt markets globally. Capital has become scarce and debt has become more difficult and

expensive to obtain. Economic conditions have slowed, with a flow-on impact on trading

conditions. As a consequence, values for many properties have declined. Global securities
markets have also suffered falls and real estate securities markets in particular have been heavily

impacted.

The Fund’s investments have not been immune and have also suffered during these difficult
conditions.

In particular, the Fund’s investments in the MacarthurCook Property Securities Fund and the
MacarthurCook Industrial Property Fund are, like many listed property securities in the current

environment, trading well below their net asset values. The Responsible Entity believes that

current prices for these funds do not reflect their true value and that over time their value will
increase to be more in line with their underlying investment values once greater stability returns to

stock markets globally.

The value of the Fund’s investments in the MacarthurCook Office Property Trust and
MacarthurCook Retail Property Trust have also declined in response to these factors, as well as

local factors affecting the individual properties owned by the respective trusts. The

MacarthurCook Retail Property Trust has been particularly impacted by difficult retail trading
conditions, with its value declining significantly. The two properties owned by that trust are

proposed to be sold over the next 12 months and the proceeds used to reduce debt owed to that

Trust’s financier. To the extent to which sale proceeds less transaction costs exceed outstanding
debt, the surplus will be returned to unitholders, including the Fund. The difficult property market

that sees depressed property prices, a glut of properties for sale and few genuine buyers, makes

it very challenging for that Trust to achieve good sale prices. Therefore, there is a risk that the

Fund may not receive a return of its capital in relation to this investment.

The listing of the MacarthurCook Industrial Property Fund (MIF) in December 2007 caused the

Fund’s investments in listed property trusts to exceed the allocation range for this category, as
disclosed in the Fund’s initial product disclosure statement. Since that time it has not been in the

best interests of investors in the Fund for the Fund’s investment in MIF to be sold, since MIF units

have been trading at a significant discount to MIF’s net tangible asset backing. As at 30 June

2008, the Fund’s investment in listed securities was 72% and in unlisted property and real estate
securities was 20%, with 8% being in cash.

As at the date of this report, the investment profile is outside the range disclosed in the Fund’s
product disclosure statement and for this reason the Fund is closed to new applications. The

Fund’s Distribution Reinvestment Plan and Regular Savings Plan have also been closed.



Investment Performance

The Fund’s Retail and Wholesale Units have delivered steady income returns for the period but

the capital value has been significantly impacted for the reasons stated previously.

Retail Returns

Period
1 year to

30 June 2008
%

Since inception**
% pa

Distribution return* 4.32 6.96

Growth return (56.50) (20.64)

Total return (52.18) (13.68)

* Assuming the reinvestment of distributions
** 20 March 2005

Wholesale Returns

Period
1 year to

30 June 2008
%

Since inception**
% pa

Distribution return* 4.41 6.78

Growth return (56.50) (22.65)

Total return (52.09) (15.87)

* Assuming the reinvestment of distributions

** 20 March 2005

Income distributions for the year totalled 7.63 cents per unit (cpu) for retail units and 7.78 cpu for

wholesale units, which was lower than for the previous year due to the factors mentioned above.

The Manager has targeted a distribution to investors of 5.01 cpu for retail units and 5.0725 cpu for
wholesale units, for the 2009 financial year.

Asset Allocation

The Fund’s asset allocation ranges and sector diversification are as follows:

Asset Allocation

8%

20%

72%

Listed Property Trusts Unlisted Property Trusts Cash



Asset Allocation Ranges

The Manager has determined that the asset allocation ranges should be slightly broadened to

provide greater flexibility with the allocations to listed and unlisted property funds and to recognize
the restructuring of one of the underlying investments (MacarthurCook Industrial Property Fund)

which was converted from an unlisted to a listed trust.

The new asset allocation ranges and benchmarks are as follows:

New

benchmark

%

Previous

benchmark

%

New sector

range

%

Previous

range

%

Unlisted Property Trusts 45 50 20-70 30-70

Listed Property Trusts (A-REITs) 45 40 20-75 20-65

Cash & Fixed Interest 10 10 5-20 5-20

Sector Allocation

3%2%

3%

25%

29%

38%

Office Industrial Retail Childcare Healthcare Other

Property Market Commentary

Industrial

Australian industrial property has performed strongly over recent years. However, since early

2008, business confidence has fallen due to the global credit crunch. Higher interest rates have

resulted in a flattening of industrial sales activity and a general weakening in investment yields,

but to a lesser extent in WA and Queensland. However, increasing rental levels due to fixed
percentage increases in leases have mitigated the weakening in investment yields.

The Perth and Brisbane markets are expected to be the stronger performing markets driven by
robust demand as a result of strong state economies and the resources demand, especially from

China.



Office

Underpinned by firm domestic demand, increased migration, rising commodity prices and

employment growth the Australian office sector remains robust. The office sector is exhibiting

strong fundamentals including low vacancies, firm demand and limited speculative short term
supply.

Office vacancy levels are effectively zero in Perth and Brisbane given the expansion in office
space requirements on the back of their respective strong economies, fuelled by the resources

sector. Perth has less proposed and approved supply than Brisbane going forward.

From this juncture, Sydney is displaying superior growth prospects given low forecast supply,
however, this will be curbed given the downturn in global markets, which should negatively impact

the space demanded within the city centre.

Retail

The retail sector is expected to remain sound and deliver a robust performance for premium

assets despite negative retail sales growth persisting.

High petrol and mortgage rates are having a substantial negative impact on the consumer with

evidence also emerging that retailers in the major shopping destinations are beginning to fall
behind on their rental payments.

We note that currently the supermarket-based centres are outperforming the centres which have

a large exposure to discretionary spending.

Fund Outlook

As a result of the global credit crisis, the property market both domestically and globally is

experiencing a change in market structure; that is, the previous drivers of performance have

altered and the length of this transition is unknown. Notwithstanding the current market conditions,
each market cycle presents opportunities, and as such we believe superior opportunities for Fund

performance currently lie in the A-REIT sector given recent price corrections.

Due to the current market conditions, the Responsible Entity believes the Fund’s revised asset
allocations and target investment levels for each sector will best meet the Fund’s objectives. The

revised parameters will deliver greater investment flexibility for the Fund in the short-to-medium-

term, allowing it the possibility to take advantage of the respective asset sector’s prospects, whilst
also assisting in achieving enhanced Fund performance.

Notwithstanding, given the significant change in market conditions, the Responsible Entity

believes it is prudent to  undertake a strategic review of the Fund, to assess whether the current
structure will continue to meet the long term investment objectives of investors.

We will advise unitholders following the outcome of that review and any recommendations which
result.

Mario Saccoccio
Fund Manager

MacarthurCook Diversified Property Income Fund

MacarthurCook Fund Management Limited
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