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Issued and approved by Legg Mason Asset Management Australia Limited, ABN 76 004 835 849, AFSL No. 240827. Level 47, 120 Collins Street, Melbourne VIC 3000. 


Quarterly Report 
Legg Mason Australian Trusts 


Legg Mason 
Australian Bond Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 0.75% p.a. in excess of the 
benchmark over rolling three year periods. 


Benchmark 


UBS Australian Composite Bond Index. 


Value 


$170,578,875. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 0.45 -0.19 
1 year 8.34 6.04 
3 years p.a. 8.54 7.43 
5 years p.a. 6.35 5.76 


Past performance is no indication of future performance. 
 


Profile 
 
Attribution Basis Points 


Duration +6 
Yield curve 0 
Sector selection +23 
Security selection +34 
Residual +1 
 
Sector Allocations Trust % 


Government 26.7 
Supranational 9.3 
Corporate investment grade 45.9 
High yield 0.8 
Mortgage and asset backed 4.1 
Index linked 1.5 
Banking government guaranteed 8.9 
Cash and cash equivalents 2.8 


Market Review 
The release of September quarter gross domestic product, inflation and 
housing starts all surprised to the downside. This caused some to question 
the likelihood of further near term interest rate rises. However, consistently 
strong monthly employment growth and positive balance of trade data 
provided substantial counterbalance. The Reserve Bank of Australia, in 
raising the target cash rate by 0.25% at its November meeting, noted the 
economic conditions were finely balanced but considered it prudent to 
move at that time. Despite the 0.25% increase in the targe cash rate, 90 
day bank bill yields rose only 0.03% over the quarter. 


The U.S. Federal Reserve began a second phase of its quantitative easing 
program, dubbed QE2, in an attempt to keep yields low and ward off 
deflationary pressures. Initially, anticipation of the new round of quantitative 
easing caused a rally in U.S. treasuries, which helped two year yields to 
record lows. Ironically, as the Federal Reserve engaged in its purchasing 
program, U.S. treasuries were sold off largely due to the release of a string 
of positive economic statistics, which prompted the market to reassess its 
outlook for the U.S. economy and inflation. 10 year U.S. treasury notes 
finished the quarter 0.78% higher. The sell-off in the Australian bond 
market was less pronounced as 10 year bond yields 0.58% while 3 year 
bond yields rose 0.52%. This resulted in a slightly steeper Australian curve. 


Concerns with Europe’s peripheral economies persisted. Attention focused 
on Ireland’s need to support its troubled banking industry. Ireland was 
forced to seek a bailout package from the European Union, which spruiked 
new regulations related to the Europe’s banking and financial entities. 
Spreads on subordinated debt of European Financials widened as a result. 


Broad risk sentiment improved over the quarter, with equity and commodity 
markets posting sound returns. Spread markets enjoyed the improved risk 
sentiment, with corporate spreads generally tightening modestly. The 
Australian dollar appreciated on a trade weighted basis, having recorded 
its highest post float levels against the U.S. dollar, euro and pound sterling 
in the final days of 2010. Investors continued to seek higher yielding 
currencies as the interest rate differential between Australia and developed 
western economies widened with the Reserve Bank’s November rate rise, 
and further widening is expected through the coming year. 


Performance 
The Legg Mason Australian Bond Trust outperformed its benchmark by 
0.6% over the quarter. Portfolio performance over the past year was 2.3% 
ahead of benchmark. 


During the quarter, the corporate sector outperformed government bonds, 
through higher running yield as well as spread contraction. This aided 
portfolio performance. Further, holding Swiss Re, AXA, Macquarie Bank, 
NAB and Suncorp added further vllue as spreads on Financials contracted. 


Duration management also contributed to portfolio performance. Portfolio 
duration was short relative to benchmark at the start of the quarter. The 
portfolio’s short duration position was reduced to almost neutral after yields 
increased. 
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Any reference to “Legg Mason Australia” is a reference to Legg Mason Asset Management Australia Limited ABN 76 004 835 849 AFSL 240827. Neither Legg Mason 
Australia, nor any of its related parties, guarantee the repayment of capital or performance of any of the trusts referred to in this document. Past performance is no 
guarantee of future performance. Applications to invest in the Legg Mason Australian Bond Trust can be made using an application form comprising part of the current 
Product Disclosure Statement, which is available from our offices or on our website at www.leggmason.com.au. Certain eligibility criteria applies. Legg Mason Australia 
does not guarantee the accuracy or completeness of this document. To the extent permissible by law, Legg Mason Australia accepts no liability in contract, tort 
(including negligence) or otherwise for any loss or damage suffered as a result of reliance on this document. This document does not constitute investment advice, does 
not include recommendations on any particular security and has not been prepared to take into account the investment objectives, financial objectives or particular 
needs of any particular person. Before making an investment decision you should read the Product Disclosure Statement carefully and you need to consider, with or 
without the assistance of a financial advisor, whether such an investment is appropriate in light of your particular investment needs, objectives and financial 
circumstances. The opinions and outlook are subject to change without notice. 


Quarterly Report 
Legg Mason Australian Bond Trust 


Outlook 
Domestic gross domestic product growth is likely to remain around trend 
throughout 2011 as government stimulus continues to wind down and an 
expected self-sustained growth phase ensues. Strong terms of trade and 
commencement of major projects in the resource sector are expected to 
help domestic economic growth. 


Inflation is forecast to return to the upper band of the Reserve Banks target 
however the relatively strong Australian dollar should assist its 
containment. With Australia’s labour market in very good shape and 
broader economic growth strengthening, we expect the cash rate to move 
higher through the second half of 2011, with a target of 5.50% to 5.75% by 
year end. 


Portfolio duration is expected to be tactically managed, since volatility is 
likely to remain high while markets debate the speed of the global 
recovery, the possible return of inflation, sovereign risk issues and 
regulatory changes to the financial markets. 


The portfolio maintains an overweight position in corporate bonds, with an 
emphasis on Financials, as market valuations and increased regulation 
continue to appeal. We are also selectively buying primary corporate deals 
in industries that will benefit from an economy that is returning to trend 
growth, as well as in industries that have de-leveraged, namely property 
trusts and infrastructure. 


As a defensive strategy, we also maintain an overweight position in 
government-guaranteed bank issues, which offers the assurance of the 
Commonwealth Government along with an attractive yield. Finally, the 
portfolio is underweight government bonds as they remain relatively 
expensive. 


Further Information 
 
Portfolio Characteristics 


Duration (years) 3.5 
AAA 48.6 
AA 15.0 
A 24.6 
BBB 9.5 
Below BBB 2.3 
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Issued and approved by Legg Mason Asset Management Australia Limited, ABN 76 004 835 849, AFSL No. 240827. Level 47, 120 Collins Street, Melbourne VIC 3000. 


Quarterly Report 
Legg Mason Australian Trusts 


Legg Mason 
Australian Core Equity Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 3% p.a. in excess of its benchmark 
over rolling three year periods. 


Benchmark 


S&P/ASX 200 Accumulation Index. 


Value 


$85,365,196. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 4.96 4.38 
1 year 1.62 1.57 
3 years p.a. -4.69 -5.02 
5 years p.a. 4.10 4.32 


Past performance is no indication of future performance. 
 


Profile 
 
Overweight Positions Active % 


Tower Australia +2.8 
Iluka Resources +2.6 
ANZ Banking Group +2.5 
News Corporation +2.5 
ASX +2.4 
Rio Tinto +2.3 
Amcor +2.3 
Seek +2.2 
Henderson Group +2.1 
National Australia Bank +2.0 


 


Underweight Positions Active % 


Woodside Petroleum -2.3 
Telstra Corporation -2.1 
Newcrest Mining -2.0 
CSL -1.8 
QBE Insurance -1.7 


Market Review 
Equity markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. 


Concerns around European sovereign debt contagion and increased 
interest rates in China tempered the gains of a number of equity markets. 


The Australian equity sector gained 4.4% over the quarter, as measured by 
the S&P/ASX 200 Accumulation Index. The gain over the year to  
31 December 2010 was 1.6%. 


Materials companies as well as a selection of small capitalised stocks 
outperformed during the quarter, in line with higher commodity prices and 
increased investor tolerance for risk. On the other side of the ledger, 
investors reduced their exposure to the more defensive Property, 
Consumer Staples and Telecommunication Services sectors. 


Merger and acquisition activity was a feature of the Australian equity 
market during the quarter. The Singapore Exchange made a bid for the 
ASX (+15.7%) and Japanese insurer Dai-ichi Life announced it had 
entered into a scheme implementation deed to acquire the 71% of Tower 
Australia (+65.4%) that it did not already own. Meanwhile, James Packer 
acquired a substantial shareholding in the Ten Network (+2.2%). 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar gained 
US11.94 cents over the past year. 


Performance 
The Legg Mason Australian Core Equity Trust outperformed its benchmark 
by 0.6% over the quarter. 


Performance was aided by the portfolio’s holdings in the Financials ex 
Banks & Property and Metals & Mining sectors. 


In the Financials ex Banks & Property sector, the portfolio’s overweight 
exposure to Tower Australia (+65.4%) and ASX (+15.7%) added value as 
both were the focus of corporate activity. 


Tower surged late in the period as the life insurer was the focus of the 
aforementioned corporate activity by Dai-ichi Life. We have been 
overweight Tower for some time as we forecast that the company would be 
able to produce double digit top line growth and increased returns on 
equity over the medium term. The announcement by Dai-ichi is near term 
recognition of the significant medium term value we ascribed to Tower 
Australia. We will assess the value of Dai-ichi Life’s proposal. 
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Any reference to “Legg Mason Australia” is a reference to Legg Mason Asset Management Australia Limited ABN 76 004 835 849 AFSL 240827. Neither Legg Mason Australia, nor 
any of its related parties, guarantee the repayment of capital or performance of any of the trusts referred to in this document. Past performance is no guarantee of future 
performance. Applications to invest in the Legg Mason Australian Core Equity Trust can be made using an application form attached to the current Product Disclosure Statement, 
which is available from our offices or on our website at www.leggmason.com.au. Certain eligibility criteria applies. Legg Mason Australia does not guarantee the accuracy or 
completeness of this document. To the extent permissible by law, Legg Mason Australia accepts no liability in contract, tort (including negligence) or otherwise for any loss or 
damage suffered as a result of reliance on this document. This document does not constitute investment advice, does not include recommendations on any particular security and 
has not been prepared to take into account the investment objectives, financial objectives or particular needs of any particular person. Before making an investment decision you 
should read the Product Disclosure Statement carefully and you need to consider, with or without the assistance of a financial advisor, whether such an investment is appropriate in 
light of your particular investment needs, objectives and financial circumstances. The opinions and outlook are subject to change without notice. 


Quarterly Report 
Legg Mason Australian Core Equity Trust


ASX gained ground on a bid for the company by the Singapore Exchange. 
The ASX’s current trading price is lower than the value offered by the 
Singapore Exchange due to uncertainty regarding regulatory hurdles and 
the need for parliamentary support. The ASX had been trading below our 
measure of the firm’s intrinsic value due to excessive concerns about the 
impact of competition. Our view is that the global exchange landscape will 
move from national monopolies to competing global exchanges and that 
the Singapore Exchange bid for ASX is an early step in that direction. 


Exposure to Metals & Mining added value as the portfolio was overweight 
mineral sands firm Iluka Resources (+52.3%) as well as diversified 
resource heavyweights BHP Billiton (+16.3%) and Rio Tinto (+11.3%). Also 
in Materials, exposure to Mount Gibson Iron (+21.2%) added value. 


Iluka Resources gained ground as it released a quarterly report that cited 
increased production, strong sales volumes, improved revenues and price 
increases. We anticipated Iluka’s dominant positions in zircon and titanium 
inputs and have been long term holders of the company; the stock more 
than doubled during 2010. BHP and Rio were stronger on the back of 
higher commodity prices. Further, the prospect of further quantitative 
easing in the U.S. led to depreciation of the U.S. dollar and encouraged 
fund flows into commodities. Finally, Mount Gibson Iron rallied in advance 
of a quarterly report that ultimately delivered strong ore production, solid 
sales and strong exploration targets. 


Exposure to the Banks sector hurt performance a little as the portfolio was 
overweight ANZ Banking Group (-1.4%) and National Australia Bank  
(-6.5%). The big four banks lost ground as the Government flagged bank 
reforms in response to increases in standard variable mortgage rates 
above the increase in the target cash rate. We note that both ANZ and 
NAB announced strong results early in the quarter. Our preference is for 
these “business banks” as they are better positioned for profit growth than 
the more retail focused banks at the current, elevated interest rates on 
deposits. 


Outlook 
We remain favourably disposed to Australian equities at this time as 
improved corporate earnings, strong balance sheets and favourable 
underlying economic fundamentals should allow the Australian equity 
market to move higher on a medium term view. 


Abundant cash levels in corporate Australia should lead to higher 
dividends, merger and acquisition activity, capital expenditure and strong 
employment levels. This further underpins the case for Australian equities 
at this time. 


In respect of stock specific investment opportunities, we continue to 
observe a valuation spread between the most attractive and least attractive 
stocks in the investment universe that is well above historical averages. 
This signals to us that opportunities for stock selection are abundant and 
that active management should be handsomely rewarded. 


Further Information 
 
Portfolio Characteristics 


Number of securities at period end 51 
 
Sector Allocations Active % 


Metals & Mining +1.9 
Materials ex Metals & Mining +2.1 
Energy -3.0 
Consumer Staples -1.5 
Consumer Discretionary +4.4 
Industrials -0.6 
Health Care -3.3 
Telecommunication Services -2.5 
Information Technology -0.6 
Banks +5.0 
Financials ex Banks & Property +1.4 
Property -3.1 
Utilities -0.2 


 








1210 


Issued and approved by Legg Mason Asset Management Australia Limited, ABN 76 004 835 849, AFSL No. 240827. Level 47, 120 Collins Street, Melbourne VIC 3000. 


Quarterly Report 
Legg Mason Australian Trusts 


Legg Mason 
Australian Small Companies Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 5% p.a. in excess of the benchmark 
over rolling three year periods. 


Benchmark 


S&P/ASX Small Ordinaries Accumulation 
Index. 


Value 


$11,707,619. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 11.59 11.20 
1 year 20.57 13.05 
3 years p.a. -0.75 -5.89 
5 years p.a. 9.30 5.54 


Past performance is no indication of future performance. 
 


Profile 


Value Added 


Active 
Weight 


% 


Quarterly 
Return 


% 


Quarterly 
Alpha 


% 


Tower Australia +4.4 65.4 +1.6 
Boart Longyear +3.5 44.3 +0.9 
PanAust +2.4 36.9 +0.6 
Mesoblast +1.2 81.7 +0.4 
STW 
Communications +2.9 30.1 +0.4 


 


Value Detracted 


Active 
Weight 


% 


Quarterly 
Return 


% 


Quarterly 
Alpha 


% 


Pacific Brands +2.6 -12.5 -0.7 
Sundance 
Resources -1.2 +130.0 -0.6 


Flexigroup +3.0 -3.1 -0.4 
Hills Holdings +1.2 -16.7 -0.4 
Kathmandu 2.4 -8.1 -0.4 


Market Review 
Equity markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. 


Concerns around European sovereign debt contagion and increased 
interest rates in China tempered the gains of a number of equity markets. 


Australian small companies market gained 11.2% over the quarter, as 
measured by the S&P/ASX Small Ordinaries Accumulation Index. The gain 
over the year to 31 December 2010 was 13.1%. 


The Australian small companies outperformed the broader Australian 
equity market by 6.8% over the quarter as a number of small cap resource 
stocks outperformed during December, in line with higher commodity 
prices and an increased tolerance for risk. 


In particular, small capitalised resource firms generally outperformed. For 
example, PanAust (+36.9%) benefited from a higher price of copper, while 
Sundance Resources (+130.0%) was significantly higher. 


Merger and acquisition activity was a feature of the Australian equity 
market during the quarter. Japanese insurer Dai-ichi Life announced it had 
entered into a scheme implementation deed to acquire the 71% of Tower 
Australia (+65.4%) that it did not already own. Meanwhile, James Packer 
acquired a substantial shareholding in the Ten Network (+2.2%). 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar gained 
US11.94 cents over the past year. 


Performance 
The Legg Mason Australian Small Companies Trust outperformed its 
benchmark by 0.4% over the quarter. Portfolio performance over the past 
year was 7.5% ahead of benchmark. 


Performance this quarter was aided by the portfolio’s exposure to the 
Financials ex Banks & Property, Industrials and Health Care sectors. 


In the Financials ex Banks & Property sector, the portfolio’s overweight 
exposure to Tower Australia (+65.4%) added value as the life insurer was 
the focus of the aforementioned corporate activity by Dai-ichi Life. 


We have been overweight Tower for some time as we forecast that the 
company would be able to produce double digit top line growth and 
increased returns on equity over the medium term. The announcement by 
Dai-ichi is near term recognition of the significant medium term value we 
ascribed to Tower Australia. 
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needs of any particular person. Before making an investment decision you should read the Product Disclosure Statement carefully and you need to consider, with or 
without the assistance of a financial advisor, whether such an investment is appropriate in light of your particular investment needs, objectives and financial 
circumstances. The opinions and outlook are subject to change without notice. 


Quarterly Report 
Legg Mason Australian Small Companies Trust


In the Industrials, performance was aided by the portfolio’s overweight 
exposure to Boart Longyear (+44.3), Qube Logistics (+41.9%) and Emeco 
Holdings (+25.6%). 


Boart Longyear was significantly higher this quarter as it upgraded 
earnings guidance. The drilling company noted a more robust December 
trading period and improve rig utilisation rate. The company also benefited 
form improved exploration demand, the rally in copper and gold prices as 
well as more prevalent resource company equity raisings. Transport 
logistics business Qube was higher as investors continued to price the 
upside of its expanding position in freight handling and logistics. 
Earthmoving equipment firm Emeco gained ground as it provided upgraded 
earnings guidance, reflecting strong recovery in utilisation experienced 
across its core businesses. Importantly, the holding of Emeco provides the 
portfolio with exposure to growth in the resource sector without direct 
exposure to commodity price volatility. 


Meanwhile, choices in the Health Care sector added value as the portfolio 
was overweight Mesoblast (+81.7%) and specialty pharmaceutical 
company QRxPharma (+40.0%). 


Biotechnology firm Mesoblast was higher as it benefited from a U.S. 
Government decision to award grants for development of adult stem cell 
products; the firm was also cleared to proceed with its acquisition of U.S. 
firm Angioblast Systems. QRxPharma, a clinical-stage specialty 
pharmaceutical company, was higher as it also received grants from the 
U.S. Government; the firm also completed a capital raising during the 
quarter. 


A further portfolio positions to aid portfolio performance this quarter was an 
overweight position in PanAust (+36.9%) in the Metals & Mining sector. As 
it benefited from a higher price of copper. 


Outlook 
We remain favourably disposed to Australian small companies at this time 
as improved corporate earnings, strong balance sheets and favourable 
underlying economic fundamentals should allow Australian small 
companies to move higher on a medium term view. 


In respect of stock specific investment opportunities, we continue to 
observe a valuation spread between the most attractive and least attractive 
stocks in the investment universe that is well above historical averages. 
This signals to us that opportunities for stock selection are abundant and 
that active management should be handsomely rewarded. 


Further Information 
 
Overweight Positions Active % 


Tower Australia +4.4 
Boart Longyear +3.5 
Emeco Holdings +3.1 
Atlas Iron +3.0 
Flight Centre +3.0 
 
Underweight Positions Active % 


Aquila Resources -1.4 
Whitehaven Coal -1.4 
Monadelphous Group -1.3 
Mount Gibson Iron -1.2 
ING Industrial -1.2 
 








1210 
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Quarterly Report 
Legg Mason Australian Trusts 


Legg Mason 
Australian Value Equity Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of greater than 3.5% p.a. in excess of its 
benchmark over rolling three year periods. 


Benchmark 


S&P/ASX 200 Accumulation Index. 


Value 


$91,137,840. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 5.44 4.38 
1 year 0.89 1.57 
2 years p.a. 24.03 17.97 
3 years p.a. -3.92 -5.02 


Past performance is no indication of future performance. 
 


Profile 
 
Overweight Positions Active % 


Tower Australia +6.2 
Iluka Resources +5.4 
News Corporation +4.2 
Seek +4.0 
National Australia Bank +3.9 
Henderson Group +3.8 
Pacific Brands +3.6 
BlueScope Steel +3.5 
Fairfax Media +3.4 
Amcor +3.3 
 
Underweight Positions Active % 


BHP Billiton -3.7 
Wesfarmers -3.3 
Westpac Banking Corporation -3.2 
Woolworths -2.9 
Commonwealth Bank of Australia -2.9 


Market Review 
Equity markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. 


Concerns around European sovereign debt contagion and increased 
interest rates in China tempered the gains of a number of equity markets. 


The Australian equity sector gained 4.4% over the quarter, as measured by 
the S&P/ASX 200 Accumulation Index. The gain over the year to  
31 December 2010 was 1.6%. 


Materials companies as well as a selection of small capitalised stocks 
outperformed during the quarter, in line with higher commodity prices and 
increased investor tolerance for risk. On the other side of the ledger, 
investors reduced their exposure to the more defensive Property, 
Consumer Staples and Telecommunication Services sectors. 


Merger and acquisition activity was a feature of the Australian equity 
market during the quarter. The Singapore Exchange made a bid for the 
ASX (+15.7%) and Japanese insurer Dai-ichi Life announced it had 
entered into a scheme implementation deed to acquire the 71% of Tower 
Australia (+65.4%) that it did not already own. Meanwhile, James Packer 
acquired a substantial shareholding in the Ten Network (+2.2%). 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar gained 
US11.94 cents over the past year. 


Performance 
The Legg Mason Australian Value Equity Trust outperformed its 
benchmark by 1.1% over the quarter. 


Performance was aided by the portfolio’s holdings in the Financials ex 
Banks & Property and Metals & Mining sectors. 


In the Financials ex Banks & Property sector, the portfolio’s overweight 
exposure to Tower Australia (+65.4%) and ASX (+15.7%) added value as 
both were the focus of corporate activity. 


Tower surged late in the period as the life insurer was the focus of the 
aforementioned corporate activity by Dai-ichi Life. We have been 
overweight Tower for some time as we forecast that the company would be 
able to produce double digit top line growth and increased returns on 
equity over the medium term. The announcement by Dai-ichi is near term 
recognition of the significant medium term value we ascribed to Tower 
Australia. We will assess the value of Dai-ichi Life’s proposal. 
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Quarterly Report 
Legg Mason Australian Value Equity Trust


ASX gained ground on a bid for the company by the Singapore Exchange. 
The ASX’s current trading price is lower than the value offered by the 
Singapore Exchange due to uncertainty regarding regulatory hurdles and 
the need for parliamentary support. The ASX had been trading below our 
measure of the firm’s intrinsic value due to excessive concerns about the 
impact of competition. Our view is that the global exchange landscape will 
move from national monopolies to competing global exchanges and that 
the Singapore Exchange bid for ASX is an early step in that direction. 


Exposure to Metals & Mining added value as the portfolio was overweight 
mineral sands firm Iluka Resources (+52.3%) as well as diversified 
resource heavyweight Rio Tinto (+11.3%). 


Iluka Resources gained ground as it released a quarterly report that cited 
increased production, strong sales volumes, improved revenues and price 
increases. We anticipated Iluka’s dominant positions in zircon and titanium 
inputs and have been long term holders of the company; the stock more 
than doubled during 2010. Rio Tinto were stronger on the back of higher 
commodity prices. Further, the prospect of further quantitative easing in the 
U.S. led to depreciation of the U.S. dollar and encouraged fund flows into 
commodities. 


Exposure to the Banks sector reduced the gains a little as the portfolio was 
overweight ANZ Banking Group (-1.4%) and National Australia Bank  
(-6.5%). The big four banks lost ground as the Government flagged bank 
reforms in response to increases in standard variable mortgage rates 
above the increase in the target cash rate. We note that both ANZ and 
NAB announced strong results early in the quarter. Our preference is for 
these “business banks” as they are better positioned for profit growth than 
the more retail focused banks at the current, elevated interest rates on 
deposits. 


Outlook 
We remain favourably disposed to Australian equities at this time as 
improved corporate earnings, strong balance sheets and favourable 
underlying economic fundamentals should allow the Australian equity 
market to move higher on a medium term view. 


Abundant cash levels in corporate Australia should lead to higher 
dividends, merger and acquisition activity, capital expenditure and strong 
employment levels. This further underpins the case for Australian equities 
at this time. 


In respect of stock specific investment opportunities, we continue to 
observe a valuation spread between the most attractive and least attractive 
stocks in the investment universe that is well above historical averages. 
This signals to us that opportunities for stock selection are abundant and 
that active management should be handsomely rewarded. 


Further Information 
 
Portfolio Characteristics 


Number of securities at period end 26 
 
Sector Allocations Active % 


Metals & Mining -4.2 
Materials ex Metals & Mining +7.5 
Energy -4.8 
Consumer Staples -5.4 
Consumer Discretionary +10.1 
Industrials +3.9 
Health Care -3.3 
Telecommunication Services  -3.2 
Information Technology -0.6 
Banks +0.2 
Financials ex Banks & Property +6.7 
Property -4.3 
Utilities -2.6 
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Quarterly Report 
Legg Mason Global Trusts 


Legg Mason 
Brandywine Global Fixed Income Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 2% p.a. in excess of the benchmark 
over a complete market cycle of three to five 
years. 


Benchmark 


Citigroup World Government Bond Index, 
hedged into Australian dollars. 


Value 


$85,897,229. 


Performance (after fees, before taxes) 
 
 Trust % Benchmark % 


3 months -0.42 -1.09 
1 year 4.05 2.16 
2 years 14.17 5.87 


Past performance is no indication of future performance. 


 


Profile 
 
Portfolio Characteristics  


Average modified duration (years) 7.6 
Average credit quality (Standard & Poor’s) AA- 
 
Sector Allocations % 


Government sovereign 56.1 
Government regional agencies 9.0 
Municipal bonds 2.8 
Corporate bonds 13.6 
Mortgage backed securities 6.1 
Cash and currency 12.4 


Market Review 


Developed Global Bond Markets 
Global bonds performed poorly during the December quarter of 2010 as 
fears of a double-dip recession in the U.S. abated and global economic 
activity surprised to the upside. 


Also pressuring yields higher was renewed contagion in peripheral 
European Monetary Union bond markets – particularly in Italy, Ireland and 
Spain. Thanks to this contagion, the European bond market was the worst 
performed region. 


In the United States, stronger growth and rising risk appetite limited bond 
flows as investors sought out higher yielding assets. 


Although Japanese bonds declined, they performed relatively well due to 
still slow growth and outright deflation, which attracted investors to the 
market despite their very low nominal yields. 


Currencies 
The Australian dollar was strong during the quarter. The only major 
currency to appreciate relative to the Australian dollar was the New 
Zealand dollar (up 0.4%). 


Although the Swiss franc (down 0.7%) declined, it performed relatively well 
and it appears that money is flowing out of various parts of European 
Monetary Union (priced in euros) and into Swiss banks (after being 
converted to franc), thus pressuring the franc higher, particularly against 
the euro. 


Problems plaguing the eurozone weighed on other European currencies 
along with the euro (down 7.2%). The Norwegian krone (down 4.6%), 
Swedish krona (down 5.1%), British pound (down 6.1%) and Danish krone 
(down 7.2%) all depreciated. 


The U.S. dollar (down 5.5%) weakened during the quarter as the U.S. 
Federal Reserve maintained an extremely accommodative monetary 
stance. 
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Quarterly Report 
Legg Mason Brandywine Global Fixed Income Trust


Corporate and Mortgage Backed Securities 
U.S. investment-grade corporate bond spreads narrowed. 


Corporate yields, however, followed sovereign debt yields 
higher, which detracted from portfolio performance. 


However, yield compression, combined with healthy 
principal pay-downs and coupon payments on the portfolio’s 
non-agency mortgage securities, contributed positively to 
performance. 
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Quarterly Report 
Legg Mason Multi-Sector Trusts 


Legg Mason 
Balanced Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return (over rolling three year periods) in 
excess of a benchmark constructed in 
accordance with the neutral asset allocation of 
the Trust. 


Benchmark 


The performance of the Trust is measured 
against a benchmark comprising the following 
sectors: 


Sector Index 


35% 
Australian equities 


S&P/ASX 200 Accumulation Index 


10% 
Property securities 


S&P/ASX 200 A-REIT Accumulation 
Index 


23% 
Global equities 


MSCI All Country (ex-Australia) 
World Index, net dividends 
reinvested, expressed in AUD 


12% 
Australian bonds 


UBS Australian Composite Bond 
Index 


12% 
Global bonds 


Barclays Capital Global Aggregate 
Index, hedged into AUD 


5% 
Cash 


UBS Australian Bank Bill Index 


3% 
Alternative 
investments 


UBS Australian Bank Bill Index 


 
Value 


$235,999,293. 


Performance (before fees and taxes) 
 


 Trust* % Benchmark % Trust ** % 


3 months 3.15 2.03 2.80 
1 year 4.28 2.80 3.74 
3 years p.a. -3.70 -3.62 -4.11 
5 years p.a. 1.44 2.00 0.67 


* Before fees and taxes. 
** After fees and taxes. 
Past performance is no indication of future performance. 


Market Review 
Equity markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. Concerns around European sovereign debt contagion 
and increased interest rates in China tempered the gains of a number of 
equity markets. 


The Australian equity sector gained 4.4% over the quarter, as measured by 
the S&P/ASX 200 Accumulation Index. The gain over the year to  
31 December 2010 was 1.6%. Materials companies as well as a selection 
of small capitalised stocks outperformed during the quarter, in line with 
higher commodity prices and increased investor tolerance for risk. On the 
other side of the ledger, investors reduced their exposure to the more 
defensive Property, Consumer Staples and Telecommunication Services 
sectors. 


Merger and acquisition activity was a feature of the Australian equity 
market during the quarter. The Singapore Exchange made a bid for the 
ASX (+15.7%) and Japanese insurer Dai-ichi Life announced it had 
entered into a scheme implementation deed to acquire the 71% of Tower 
Australia (+65.4%) that it did not already own. Meanwhile, James Packer 
acquired a substantial shareholding in the Ten Network (+2.2%). 


In global equities, developed markets returned 2.9% over the quarter. 
Despite a year of significant volatility, global equities delivered solid returns 
in the December quarter, bolstered by continued optimism about economic 
recovery across the world. Emerging markets returned 1.4% during the 
quarter for a gain of 4.3% for the year. 2010 was characterised by an 
inverse relationship between market size and performance, as smaller 
emerging markets outperformed while Brazil and China lagged. 


In the Australian bond market, the yield on Australian 10-year government 
bonds rose 0.55% over the quarter to 5.51%. The domestic bond curve 
became flatter over the quarter as yields generally shifted upwards. This 
followed a sell-off in U.S. treasuries, which was caused by supportive U.S. 
economic data. 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar gained 
US11.94 cents over the past year. 
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Quarterly Report 
Legg Mason Balanced Trust 


Performance 
The Legg Mason Balanced Trust outperformed its 
benchmark by 1.1% over the quarter .Performance this 
quarter was aided by choices in Australian equities, property 
securities, developed market and emerging market global 
equities and Australian bonds. Asset allocation decisions 
between Australian equities and bonds also added value. 
Choices in global bonds detracted some value. 


In Australian equities, the portfolio’s overweight exposure to 
Tower Australia and ASX added value as both were the 
focus of corporate activity. Tower surged as the life insurer 
was the focus of the aforementioned corporate activity by 
Dai-ichi Life. We have been overweight Tower for some time 
as we forecast that the company would be able to produce 
double digit top line growth and increased returns on equity 
over the medium term. Meanwhile, ASX gained ground on a 
bid for the company by the Singapore Exchange. 


In A-REITs, the portfolio’s overweight exposure to Charter 
Hall Office, Lend Lease and Charter Hall Retail REIT. In the 
cases of Charter Hall Office and Charter Hall Retail, the 
stocks outperformed following a move to increased stake in 
the entities from manager Charter Hall Group. 


Exposure to developed market global equities added value 
as underlying stock choices generated positive performance 
over the quarter. Despite solid returns for stocks, given 
relatively high valuations and expectations for earnings, we 
would anticipate modest returns in the equity markets in early 
2011. 


In emerging market equities, the outperformance was largely 
driven by favourable stock selection decisions, with choices 
across all three emerging market regions adding value. In 
particular, portfolio holdings in Korea and South Africa 
contributed positively to performance. 


In Australian bonds, the portfolio outperformed as both stock 
selection and sector allocation decisions added value. In 
particular, holdings of local subordinated issuance from NAB, 
the Bank of Queensland and Suncorp also contributed to 
portfolio performance. Portfolio duration positioning was a 
further source of added value. 


At the asset allocation level, the portfolio was overweight 
Australian equities and underweight bonds. This position 
added value over the quarter as domestic equities 
outperformed domestic bonds. The portfolio remained 
overweight Australian equities and underweight bonds at 
quarter end to benefit from an expected return to more 
normal relative equity and bond market valuations. 


 


Outlook 
We remain favourably disposed to Australian equities and 
property securities at this time as improved corporate 
earnings, strong balance sheets and favourable underlying 
economic fundamentals should allow the Australian equity 
market to move higher on a medium term view. 


Abundant cash levels in corporate Australia should lead to 
higher dividends, merger and acquisition activity, capital 
expenditure and strong employment levels. This further 
underpins the case for Australian equities at this time. 


In respect of stock specific investment opportunities, we 
continue to observe a valuation spread between the most 
attractive and least attractive stocks in the investment 
universe that is well above historical averages. This signals 
to us that opportunities for stock selection are abundant and 
that active management should be handsomely rewarded. 


In developed markets global equities, we remain concerned 
about forward earnings estimates, which appear to us to be 
very aggressive based on our bottom up assessments and 
the dubious sustainability of higher earnings assumptions. 
We are also concerned about excess capacity in many 
industries as well as operating rates that are relatively low. 
Our view is that despite current media hype, the underlying 
global economy is still fragile and lacks the dynamism that 
would signal sustained growth in 2011. 


Emerging market valuations are reasonable given the 
supportive macro economic backdrop. However, we are 
cautious about potential margin pressures coming from rising 
commodity and other input prices. 


In Australian bonds, Portfolio duration is expected to be 
tactically managed, since volatility is likely to remain high 
while markets debate the speed of the global recovery, the 
possible return of inflation, sovereign risk issues and 
regulatory changes to the financial markets. 


The portfolio maintains an overweight position in corporate 
bonds, with an emphasis on Financials, as market valuations 
and increased regulation continue to appeal. We are also 
selectively buying primary corporate deals in industries that 
will benefit from an economy that is returning to trend growth, 
as well as in industries that have de-leveraged, namely 
property trusts and infrastructure. 
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Quarterly Report 
Legg Mason Global Trusts 


Legg Mason 
Core Plus Global Bond Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 1.25% p.a. in excess of its 
benchmark over rolling three-year periods. 


Benchmark 


Barclays Capital Global Aggregate Index 
(hedged into Australian dollars) 


Value 


$21,398,941. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months -1.60 -0.48 
1 year 12.81 9.28 
3 years p.a. 6.29 8.84 
5 years p.a. 4.88 7.50 


Past performance is no indication of future performance. 


 


Profile 
 
Portfolio Characteristics  


Duration (years) 5.3 
Average credit quality (Standard & Poor’s) AA- 
 
Sector Allocations % 


Government 54.8 
Investment grade 22.5 
Mortgage and asset backed 6.3 
High yield 4.8 
Emerging markets 1.4 
Banking Government Guaranteed 0.4 
Cash and other 9.8 


Market Review 
Government yields rose significantly on the perception that the global 
economic recovery was becoming more durable. 


Economic optimism lifted interest rate hike expectations late in the period. 


U.S. corporates outperformed European corporates, as the latter were led 
lower by the Financials sub-sector. 


U.S. agency mortgages had a strong quarter. 


Volatile components had an uplifting influence, but in general pricing 
pressures remained subdued. Once again, the U.K. was the anomaly. 


U.S. high yield outperformed on rising economic sentiment, whereas U.K. 
high yield was dragged lower by subordinated Financials issues. 


Rising government bond yields were a drag on total returns. Deepening 
concern over Europe’s periphery also had a negative influence. 


Performance 
The Legg Mason Core Plus Global Bond Trust underperformed its 
benchmark over the quarter. However, performance over the past year was 
3.5% ahead of benchmark. 


Over the quarter, tactically long duration management had a negative 
impact on performance, as yields rose in the U.S. and Europe. An 
underweight to the European periphery aided performance, but these gains 
were more than offset by losses from a long duration position in Poland. 


Yield curve positioning had a positive impact, with gains in the U.S. 
offsetting losses in Europe. Most of the positive impact occurred in 
December, as 30 year yields rose much less than 10 year yields. 


Agency mortgages performed so the portfolio’s underweight to this sector 
detracted value, though issue selection helped limit some of the negative 
impact. 


Spreads narrowed, and the high-yield corporate market significantly 
outperformed. 


The euro weakened in November on rising concerns over Ireland. The 
Japanese yen continued to strengthen, however, as did the Australian 
dollar. 
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Quarterly Report 
Legg Mason Core Plus Global Bond Trust


Outlook 
In light of the surprisingly strong U.S. economic data, we 
reiterate our longstanding, cautiously optimistic outlook for 
modest economic growth combined with subdued pricing 
pressure. The recent fiscal package reinforces this view as 
it reduces downside risks to both growth and inflation. Just 
as we tethered our investment strategies to this longer-term 
outlook when the market became fearful of a double-dip 
recession, we will continue to embrace a staid approach 
through the current cyclical upswing in market expectations. 


We believe the environment of economic recovery in the 
absence of rising inflation, combined with supportive policy, 
argues for an emphasis on risk assets. We expect the broad 
outperformance of large, globally diversified banks as a 
result of ongoing de-leveraging. The increase in regulation 
and government oversight should make the financial system 
more stable. Within Europe, we note that a number of select 
subordinated issues continue to trade at prices that more 
than compensate for the greater emphasis on bail-ins. We 
cannot stress enough the importance of issue selection. 


Overall, corporate default rates continue to decline and 
upgrades clearly outnumber downgrades. This should 
persist throughout 2011 and provide a lift to the corporate 
sector. The ratio of corporate to government yields remains 
at an extreme level. If the current market enthusiasm proves 
accurate, and growth and inflation increase in coming 
quarters, the emphasis on spread sectors should also offer 
some protection, as government yields would be expected 
to rise more than corporate yields. We would expect to 
further de-risk the portfolio following such a scenario. 


The greatest threat to current portfolio positioning comes 
from the ongoing sovereign solvency strains in Europe. 
Policymakers have yet to announce any semblance of a 
clear resolution, and we doubt anything game changing will 
be announced pre-emptively. The policy announcements of 
2010 should help prevent the next crisis but do little more 
than buy time during the current crisis. Even if loans are 
extended, we are not convinced it is at all possible for the 
periphery to achieve the degree of internal devaluation that 
is required. The market should eventually price in a greater 
chance for peripheral bond restructuring beyond just 
Greece. The only other alternative is for the European 
Central Bank to engineer further external devaluation - euro 
depreciation - in order to relieve the need for internal 
devaluation. 


We look to maintain an underweight to Spain, Portugal and 
Italy, and we will calibrate the size of the short position on 
the euro against a basket of currencies. This should provide 
some ballast against the scenario in which the European 
subordinated financial position is challenged, either as a 
result of slower global growth or the decision to emphasise 
private sector burden sharing. 


We are comfortable holding slightly more duration than the 
benchmark in the U.S. and Europe. Portfolios that hold 
more spread risk also tend to hold more U.S. duration as an 
additional hedge against downside risks. We will continue to 
target an underweight duration position in Japan. Given the 
sharp rise in U.S. treasury yields over the past month, we 
find better value in the U.S. than in Europe, but this is a 
tactical position that should shift along with market pricing. 
Forward markets currently price for the U.S. 10 year to 
finish the year near 4%. While this is very possible, we 
believe there is a meaningful chance that the 10 year yield 
will finish below the level implied by forward markets. 


Finally, we remain bullish on emerging markets as a long 
term secular theme. Inflationary pressures are building in 
Asia, and currency reserves continue to grow. We expect 
that exchange rate intervention will continue and that 
policymakers will use a host of alternative policy instruments 
to limit inflation, but that currency appreciation eventually 
will have to be allowed. We are targeting a long position to a 
basket of emerging market Asian currencies, including the 
Korean won, the Malaysian ringgit and the Indonesian 
rupiah. Against this, we are targeting a short Japanese yen 
position. The longer-standing long to the Brazilian real and 
Polish zloty should remain, barring any sharp market 
movements. 
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Quarterly Report 
Legg Mason Australian Trusts 


Legg Mason 
Cash Plus Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 0.60% p.a. in excess of the 
benchmark over rolling one-year periods. 


Benchmark 


UBS Australian Bank Bill Index. 


Value 


$51,117,049. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 1.99 1.24 
1 year 7.46 4.66 
3 years p.a. 5.75 5.23 
5 years p.a. 5.82 5.69 


Past performance is no indication of future performance. 
 


Profile 
 
Sector Allocations Trust % 


Government/supranational 1.0 
Corporate investment grade 34.1 
High yield 0.3 
Mortgage and asset backed 35.7 
Banking government guaranteed 1.0 
Cash and cash equivalents 27.9 


Market Review 
The release of September quarter gross domestic product, inflation and 
housing starts all surprised to the downside. This caused some to question 
the likelihood of further near term interest rate rises. However, consistently 
strong monthly employment growth and positive balance of trade data 
provided substantial counterbalance. The Reserve Bank of Australia, in 
raising the target cash rate by 0.25% at its November meeting, noted the 
economic conditions were finely balanced but considered it prudent to 
move at that time. Despite the 0.25% increase in the targe cash rate, 90 
day bank bill yields rose only 0.03% over the quarter. 


The U.S. Federal Reserve began a second phase of its quantitative easing 
program, dubbed QE2, in an attempt to keep yields low and ward off 
deflationary pressures. Initially, anticipation of the new round of quantitative 
easing caused a rally in U.S. treasuries, which helped two year yields to 
record lows. Ironically, as the Federal Reserve engaged in its purchasing 
program, U.S. treasuries were sold off largely due to the release of a string 
of positive economic statistics, which prompted the market to reassess its 
outlook for the U.S. economy and inflation. 10 year U.S. treasury notes 
finished the quarter 0.78% higher. The sell-off in the Australian bond 
market was less pronounced as 10 year bond yields 0.58% while 3 year 
bond yields rose 0.52%. This resulted in a slightly steeper Australian curve. 


Concerns with Europe’s peripheral economies persisted. Attention focused 
on Ireland’s need to support its troubled banking industry. Ireland was 
forced to seek a bailout package from the European Union, which spruiked 
new regulations related to the Europe’s banking and financial entities. 
Spreads on subordinated debt of European Financials widened as a result. 


Broad risk sentiment improved over the quarter, with equity and commodity 
markets posting sound returns. Spread markets enjoyed the improved risk 
sentiment, with corporate spreads generally tightening modestly. The 
Australian dollar appreciated on a trade weighted basis, having recorded 
its highest post float levels against the U.S. dollar, euro and pound sterling 
in the final days of 2010. Investors continued to seek higher yielding 
currencies as the interest rate differential between Australia and developed 
western economies widened with the Reserve Bank’s November rate rise, 
and further widening is expected through the coming year. 


Performance 
The Legg Mason Cash Plus Trust outperformed its benchmark by 1.2% 
over the quarter. Portfolio performance over the past year was 2.8% ahead 
of benchmark. 


During the quarter, spread contraction meant that the allocation to 
corporate securities was the largest contributor to portfolio outperformance. 
Holdings of subordinated financials and insurers added further value from 
names such as SNS Group, Swiss Re, Macquarie Bank, AXA, and Bank of 
Queensland. Duration management also contributed to portfolio 
performance. Portfolio duration was short relative to benchmark at the start 
of the quarter. The portfolio’s short duration position was reduced to almost 
neutral after yields increased. Yield curve positioning delivered mild 
outperformance, mostly at the longer end of the yield curve. 
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Quarterly Report 
Legg Mason Cash Plus Trust 


Outlook 
Domestic gross domestic product growth is likely to remain around trend 
throughout 2011 as government stimulus continues to wind down and an 
expected self-sustained growth phase ensues. Strong terms of trade and 
commencement of major projects in the resource sector are expected to 
help domestic economic growth. 


Inflation is forecast to return to the upper band of the Reserve Banks target 
however the relatively strong Australian dollar should assist its 
containment. With Australia’s labour market in very good shape and 
broader economic growth strengthening, we expect the cash rate to move 
higher through the second half of 2011, with a target of 5.50% to 5.75% by 
year end. 


Portfolio duration is expected to be tactically managed, since volatility is 
likely to remain high while markets debate the speed of the global 
recovery, the possible return of inflation, sovereign risk issues and 
regulatory changes to the financial markets. 


The portfolio maintains an overweight position in corporate bonds, with an 
emphasis on Financials, as market valuations and increased regulation 
continue to appeal. We are also selectively buying primary corporate deals 
in industries that will benefit from an economy that is returning to trend 
growth, as well as in industries that have de-leveraged, namely property 
trusts and infrastructure. 


As a defensive strategy, we also maintain an overweight position in 
government-guaranteed bank issues, which offers the assurance of the 
Commonwealth Government along with an attractive yield. Finally, the 
portfolio is underweight government bonds as they remain relatively 
expensive. 


We continue to maintain our overweight to asset backed securities, with a 
focus on high quality residential mortgage backed securities with strong 
collateral, as they continue to be attractively priced. 


Further Information 
 
Credit Allocation Trust % 


AAA 53.3 
AA 13.0 
A 19.4 
BBB 10.3 
Below BBB 4.0 
Duration (years) 0.1 
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Quarterly Report 
Legg Mason Australian Trusts 


Legg Mason 
Western Asset Cash Trust 


Objective 


The Trust aims to earn a before fees and taxes 
in excess of the return of the benchmark. 


Benchmark 


UBS Australian Bank Bill Index. 


Value 


$65,278,415. 


Investment Process Summary 


The Trust actively manages investments to 
ensure that: 


• deposits are readily accessible; 


• investments are highly liquid and low risk; 
and 


• returns have limited volatility. 
 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 1.22 1.24 
1 year 4.59 4.66 
3 years p.a. 5.36 5.23 
5 years p.a. 5.77 5.69 


Past performance is no indication of future performance. 
 


Profile 
 
Sector Allocation Trust % 


Bank obligations 71.4 
Corporate 0.0 
Asset backed 12.2 
Cash 16.4 


Market Review 
The release of September quarter gross domestic product, inflation and 
housing starts all surprised to the downside. This caused some to question 
the likelihood of further near term interest rate rises. However, consistently 
strong monthly employment growth and positive balance of trade data 
provided substantial counterbalance. The Reserve Bank of Australia, in 
raising the target cash rate by 0.25% at its November meeting, noted the 
economic conditions were finely balanced but considered it prudent to 
move at that time. Despite the 0.25% increase in the targe cash rate, 90 
day bank bill yields rose only 0.03% over the quarter. 


The U.S. Federal Reserve began a second phase of its quantitative easing 
program, dubbed QE2, in an attempt to keep yields low and ward off 
deflationary pressures. Initially, anticipation of the new round of quantitative 
easing caused a rally in U.S. treasuries, which helped two year yields to 
record lows. Ironically, as the Federal Reserve engaged in its purchasing 
program, U.S. treasuries were sold off largely due to the release of a string 
of positive economic statistics, which prompted the market to reassess its 
outlook for the U.S. economy and inflation. 10 year U.S. treasury notes 
finished the quarter 0.78% higher. The sell-off in the Australian bond 
market was less pronounced as 10 year bond yields 0.58% while 3 year 
bond yields rose 0.52%. This resulted in a slightly steeper Australian curve. 


Concerns with Europe’s peripheral economies persisted. Attention focused 
on Ireland’s need to support its troubled banking industry. Ireland was 
forced to seek a bailout package from the European Union, which spruiked 
new regulations related to the Europe’s banking and financial entities. 
Spreads on subordinated debt of European Financials widened as a result. 


Broad risk sentiment improved over the quarter, with equity and commodity 
markets posting sound returns. Spread markets enjoyed the improved risk 
sentiment, with corporate spreads generally tightening modestly. The 
Australian dollar appreciated on a trade weighted basis, having recorded 
its highest post float levels against the U.S. dollar, euro and pound sterling 
in the final days of 2010. Investors continued to seek higher yielding 
currencies as the interest rate differential between Australia and developed 
western economies widened with the Reserve Bank’s November rate rise, 
and further widening is expected through the coming year. 


Performance 
The Legg Mason Western Asset Cash Trust performed marginally 
underperformed its benchmark over the quarter. Longer term portfolio 
performance is ahead of benchmark. 
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Quarterly Report 
Legg Mason Western Asset Cash Trust 


Outlook 
Domestic gross domestic product growth is likely to remain around trend 
throughout 2011 as government stimulus continues to wind down and an 
expected self-sustained growth phase ensues. Strong terms of trade and 
commencement of major projects in the resource sector are expected to 
help domestic economic growth. 


Inflation is forecast to return to the upper band of the Reserve Banks target 
however the relatively strong Australian dollar should assist its 
containment. 


With Australia’s labour market in very good shape and broader economic 
growth strengthening, we expect the cash rate to move higher through the 
second half of 2011, with a target of 5.50% to 5.75% by year end. 


Further Information 
Credit Quality Trust % Maximum % 


“AAA” or “A-1+” securities 100.0 100 
“A-1” securities and cash 0.0 25 
 
Maturity Structure Trust % 


1 to 7 days 14.8 
8 to 30 days 35.1 
31 to 90 days 39.6 
91 to 180 days 10.5 
181 to 365 days 0.0 
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Quarterly Report 
Legg Mason Multi-Sector Trusts 


Legg Mason 
Diversified Fixed Income Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 1.0% p.a. in excess of its benchmark 
over rolling three-year periods. 


Benchmark 


50% UBS Australian Composite Bond Index 
and 50% Barclays Capital Global Aggregate 
Index, hedged into Australian dollars. 


Value 


$42,457,989. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months -0.54 -0.33 
1 year 10.51 7.65 
3 years p.a. 7.73 8.15 
5 years p.a. 5.87 6.66 


Past performance is no indication of future performance. 
 


Profile 
 
Quarterly Performance Trust % Benchmark % 


Australian bonds 0.45 -0.19 
Global bonds -1.60 -0.48 
 
Asset Allocation Trust % Benchmark % 


Australian bonds 49.8 50 
Global bonds 50.1 50 
Cash 0.1 - 


Market Review 
The release of September quarter gross domestic product, inflation and 
housing starts all surprised to the downside. This caused some to question 
the likelihood of further near term interest rate rises. However, consistently 
strong monthly employment growth and positive balance of trade data 
provided substantial counterbalance. The Reserve Bank of Australia, in 
raising the target cash rate by 0.25% at its November meeting, noted the 
economic conditions were finely balanced but considered it prudent to 
move at that time. Despite the 0.25% increase in the targe cash rate, 90 
day bank bill yields rose only 0.03% over the quarter. 


The U.S. Federal Reserve began a second phase of its quantitative easing 
program, dubbed QE2, in an attempt to keep yields low and ward off 
deflationary pressures. Initially, anticipation of the new round of quantitative 
easing caused a rally in U.S. treasuries, which helped two year yields to 
record lows. Ironically, as the Federal Reserve engaged in its purchasing 
program, U.S. treasuries were sold off largely due to the release of a string 
of positive economic statistics, which prompted the market to reassess its 
outlook for the U.S. economy and inflation. 10 year U.S. treasury notes 
finished the quarter 0.78% higher. The sell-off in the Australian bond 
market was less pronounced as 10 year bond yields 0.58% while 3 year 
bond yields rose 0.52%. This resulted in a slightly steeper Australian curve. 


Concerns with Europe’s peripheral economies persisted. Attention focused 
on Ireland’s need to support its troubled banking industry. Ireland was 
forced to seek a bailout package from the European Union, which spruiked 
new regulations related to the Europe’s banking and financial entities. 
Spreads on subordinated debt of European Financials widened as a result. 


Broad risk sentiment improved over the quarter, with equity and commodity 
markets posting sound returns. Spread markets enjoyed the improved risk 
sentiment, with corporate spreads generally tightening modestly. The 
Australian dollar appreciated on a trade weighted basis, having recorded 
its highest post float levels against the U.S. dollar, euro and pound sterling 
in the final days of 2010. Investors continued to seek higher yielding 
currencies as the interest rate differential between Australia and developed 
western economies widened with the Reserve Bank’s November rate rise, 
and further widening is expected through the coming year. 


Globally, government yields rose significantly on the perception that the 
global economic recovery was becoming more durable. Economic 
optimism lifted interest rate hike expectations late in the period. 


U.S. corporates outperformed European corporates, as the latter were led 
lower by the Financials sub-sector. U.S. agency mortgages had a strong 
quarter. Volatile components had an uplifting influence, but in general 
pricing pressures remained subdued. Once again, the U.K. was the 
anomaly. U.S. high yield outperformed on rising economic sentiment, 
whereas U.K. high yield was dragged lower by subordinated Financials 
issues. Rising government bond yields were a drag on total returns. 
Deepening concern over Europe’s periphery also had a negative influence. 
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Quarterly Report 
Legg Mason Diversified Fixed Income Trust


Performance 
The Legg Mason Diversified Fixed Income Trust 
underperformed its benchmark over the quarter. However, 
portfolio performance over the past year was 2.9% ahead of 
benchmark. This quarter, the portfolio domestic bonds 
exposure added value. However, this was more than offset 
by the portfolio’s global exposure. 


Domestically, the corporate sector outperformed 
government bonds, through higher running yield as well as 
spread contraction. This aided portfolio performance. 
Further, holding Swiss Re, AXA, Macquarie Bank, NAB and 
Suncorp added further vllue as spreads on Financials 
contracted. Duration management also contributed to 
portfolio performance. Portfolio duration was short relative 
to benchmark at the start of the quarter. The portfolio’s short 
duration position was reduced to almost neutral after yields 
increased. 


Globally, tactically long duration management had a 
negative impact, as yields rose in the U.S. and Europe. An 
underweight to the European periphery aided performance, 
but these gains were more than offset by losses from a long 
duration position in Poland. Yield curve positioning had a 
positive impact, with gains in the U.S. offsetting losses in 
Europe. Most of the positive impact occurred in December, 
as 30 year yields rose much less than 10 year yields. 
Agency mortgages performed so the portfolio’s underweight 
to this sector detracted value, though issue selection helped 
limit some of the negative impact. Spreads narrowed, and 
the high-yield corporate market significantly outperformed. 
The euro weakened in November on rising concerns over 
Ireland. The yen continued to strengthen, however, as did 
the Australian dollar. 


Outlook 
Domestic gross domestic product growth is likely to remain 
around trend throughout 2011 as government stimulus 
continues to wind down and an expected self-sustained 
growth phase ensues. Strong terms of trade and 
commencement of major projects in the resource sector are 
expected to help domestic economic growth. 


Inflation is forecast to return to the upper band of the 
Reserve Banks target however the relatively strong 
Australian dollar should assist its containment. 


With Australia’s labour market in very good shape and 
broader economic growth strengthening, we expect the 
cash rate to move higher through the second half of 2011, 
with a target of 5.50% to 5.75% by year end. 


Portfolio duration is expected to be tactically managed, 
since volatility is likely to remain high while markets debate 
the speed of the global recovery, the possible return of 
inflation, sovereign risk issues and regulatory changes to 
the financial markets. 


The portfolio maintains an overweight position in corporate 
bonds, with an emphasis on Financials, as market 
valuations and increased regulation continue to appeal. We 
are also selectively buying primary corporate deals in 
industries that will benefit from an economy that is returning 
to trend growth, as well as in industries that have de-
leveraged, namely property trusts and infrastructure. 


As a defensive strategy, we also maintain an overweight 
position in government-guaranteed bank issues, which 
offers the assurance of the Commonwealth Government 
along with an attractive yield. Finally, the portfolio is 
underweight government bonds as they remain relatively 
expensive. 


Globally, we are comfortable holding slightly more duration 
than the benchmark in the U.S. and Europe. Portfolios that 
hold more spread risk also tend to hold more U.S. duration 
as an additional hedge against downside risks. We will 
continue to target an underweight duration position in 
Japan. Given the sharp rise in U.S. treasury yields over the 
past month, we find better value in the U.S. than in Europe, 
but this is a tactical position that should shift along with 
market pricing. Forward markets currently price for the U.S. 
10 year to finish the year near 4%. While this is very 
possible, we believe there is a meaningful chance that the 
10 year yield will finish below the level implied by forward 
markets. 


Finally, we remain bullish on emerging markets as a long 
term secular theme. Inflationary pressures are building in 
Asia, and currency reserves continue to grow. We expect 
that exchange rate intervention will continue and that 
policymakers will use a host of alternative policy instruments 
to limit inflation, but that currency appreciation eventually 
will have to be allowed. We are targeting a long position to a 
basket of emerging market Asian currencies, including the 
Korean won, the Malaysian ringgit and the Indonesian 
rupiah. Against this, we are targeting a short Japanese yen 
position. The longer-standing long to the Brazilian real and 
Polish zloty should remain, barring any sharp market 
movements. 








1210 


Issued and approved by Legg Mason Asset Management Australia Limited, ABN 76 004 835 849, AFSL No. 240827. Level 47, 120 Collins Street, Melbourne VIC 3000. 


Quarterly Report 
Legg Mason Multi-Sector Trusts 


Legg Mason 
Diversified Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return (over rolling three year periods) in 
excess of a benchmark constructed in 
accordance with the neutral asset allocation of 
the Trust. 


Benchmark 


The performance of the Trust is measured 
against a benchmark comprising the following 
sectors: 


Sector Index 


35% 
Australian equities 


S&P/ASX 200 Accumulation Index 


10% 
Property securities 


S&P/ASX 200 A-REIT  
Accumulation Index 


23% 
Global equities 


MSCI All Country (ex-Australia)  
World Index, net dividends 
reinvested, expressed in AUD 


12% 
Australian bonds 


UBS Australian Composite Bond 
Index 


12% 
Global bonds 


Barclays Capital Global Aggregate 
Index, hedged into AUD 


5% 
Cash 


UBS Australian Bank Bill Index 


3% 
Alternative 
investments 


UBS Australian Bank Bill Index 


 
Value 


$46,031,950. 


Performance (after fees, before taxes) 
 
 Trust % Benchmark % 


3 months 2.94 1.97 
1 year 3.75 2.68 
3 years p.a. -4.43 -3.65 
5 years p.a. 0.74 1.77 


Past performance is no indication of future performance. 


Market Review 
Equity markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. Concerns around European sovereign debt contagion 
and increased interest rates in China tempered the gains of a number of 
equity markets. 


The Australian equity sector gained 4.4% over the quarter, as measured by 
the S&P/ASX 200 Accumulation Index. The gain over the year to  
31 December 2010 was 1.6%. Materials companies as well as a selection 
of small capitalised stocks outperformed during the quarter, in line with 
higher commodity prices and increased investor tolerance for risk. On the 
other side of the ledger, investors reduced their exposure to the more 
defensive Property, Consumer Staples and Telecommunication Services 
sectors. 


Merger and acquisition activity was a feature of the Australian equity 
market during the quarter. The Singapore Exchange made a bid for the 
ASX (+15.7%) and Japanese insurer Dai-ichi Life announced it had 
entered into a scheme implementation deed to acquire the 71% of Tower 
Australia (+65.4%) that it did not already own. Meanwhile, James Packer 
acquired a substantial shareholding in the Ten Network (+2.2%). 


In global equities, developed markets returned 2.9% over the quarter. 
Despite a year of significant volatility, global equities delivered solid returns 
in the December quarter, bolstered by continued optimism about economic 
recovery across the world. Emerging markets returned 1.4% during the 
quarter for a gain of 4.3% for the year. 2010 was characterised by an 
inverse relationship between market size and performance, as smaller 
emerging markets outperformed while Brazil and China lagged. 


In the Australian bond market, the yield on Australian 10-year government 
bonds rose 0.55% over the quarter to 5.51%. The domestic bond curve 
became flatter over the quarter as yields generally shifted upwards. This 
followed a sell-off in U.S. treasuries, which was caused by supportive U.S. 
economic data. 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar gained 
US11.94 cents over the past year. 
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Quarterly Report 
Legg Mason Diversified Trust 


Performance 
The Legg Mason Diversified Trust outperformed its 
benchmark by 1.0% over the quarter .Performance this 
quarter was aided by choices in Australian equities, property 
securities, developed market and emerging market global 
equities and Australian bonds. Asset allocation decisions 
between Australian equities and bonds also added value. 
Choices in global bonds detracted some value. 


In Australian equities, the portfolio’s overweight exposure to 
Tower Australia and ASX added value as both were the 
focus of corporate activity. Tower surged as the life insurer 
was the focus of the aforementioned corporate activity by 
Dai-ichi Life. We have been overweight Tower for some time 
as we forecast that the company would be able to produce 
double digit top line growth and increased returns on equity 
over the medium term. Meanwhile, ASX gained ground on a 
bid for the company by the Singapore Exchange. 


In A-REITs, the portfolio’s overweight exposure to Charter 
Hall Office, Lend Lease and Charter Hall Retail REIT. In the 
cases of Charter Hall Office and Charter Hall Retail, the 
stocks outperformed following a move to increased stake in 
the entities from manager Charter Hall Group. 


Exposure to developed market global equities added value 
as underlying stock choices generated positive performance 
over the quarter. Despite solid returns for stocks, given 
relatively high valuations and expectations for earnings, we 
would anticipate modest returns in the equity markets in early 
2011. 


In emerging market equities, the outperformance was largely 
driven by favourable stock selection decisions, with choices 
across all three emerging market regions adding value. In 
particular, portfolio holdings in Korea and South Africa 
contributed positively to performance. 


In Australian bonds, the portfolio outperformed as both stock 
selection and sector allocation decisions added value. In 
particular, holdings of local subordinated issuance from NAB, 
the Bank of Queensland and Suncorp also contributed to 
portfolio performance. Portfolio duration positioning was a 
further source of added value. 


At the asset allocation level, the portfolio was overweight 
Australian equities and underweight bonds. This position 
added value over the quarter as domestic equities 
outperformed domestic bonds. The portfolio remained 
overweight Australian equities and underweight bonds at 
quarter end to benefit from an expected return to more 
normal relative equity and bond market valuations. 


Outlook 
We remain favourably disposed to Australian equities and 
property securities at this time as improved corporate 
earnings, strong balance sheets and favourable underlying 
economic fundamentals should allow the Australian equity 
market to move higher on a medium term view. 


Abundant cash levels in corporate Australia should lead to 
higher dividends, merger and acquisition activity, capital 
expenditure and strong employment levels. This further 
underpins the case for Australian equities at this time. 


In respect of stock specific investment opportunities, we 
continue to observe a valuation spread between the most 
attractive and least attractive stocks in the investment 
universe that is well above historical averages. This signals 
to us that opportunities for stock selection are abundant and 
that active management should be handsomely rewarded. 


In developed markets global equities, we remain concerned 
about forward earnings estimates, which appear to us to be 
very aggressive based on our bottom up assessments and 
the dubious sustainability of higher earnings assumptions. 
We are also concerned about excess capacity in many 
industries as well as operating rates that are relatively low. 
Our view is that despite current media hype, the underlying 
global economy is still fragile and lacks the dynamism that 
would signal sustained growth in 2011. 


Emerging market valuations are reasonable given the 
supportive macro economic backdrop. However, we are 
cautious about potential margin pressures coming from rising 
commodity and other input prices. 


In Australian bonds, Portfolio duration is expected to be 
tactically managed, since volatility is likely to remain high 
while markets debate the speed of the global recovery, the 
possible return of inflation, sovereign risk issues and 
regulatory changes to the financial markets. 


The portfolio maintains an overweight position in corporate 
bonds, with an emphasis on Financials, as market valuations 
and increased regulation continue to appeal. We are also 
selectively buying primary corporate deals in industries that 
will benefit from an economy that is returning to trend growth, 
as well as in industries that have de-leveraged, namely 
property trusts and infrastructure. 
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Quarterly Report 
Legg Mason Global Trusts 


Legg Mason 
Emerging Market Trust 


Objective 


To earn a before fees and taxes return of  
3% p.a. in excess of its benchmark over a 
complete market cycle of three to five years. 


Benchmark 


MSCI Emerging Markets Index, expressed in 
Australian dollars. 


Value 


$199,451,329. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 2.78 1.39 
1 year 3.29 4.30 
3 years p.a. -5.83 -5.34 
5 years p.a. 5.75 5.48 


Past performance is no indication of future performance. 
 


Profile 
 


Regional Allocations 
Trust 


% 
Benchmark 


% 


Europe / Middle East / Africa 18.7 18.6 
Asia 57.3 57.9 
Latin America 21.6 23.5 
Cash 2.4 - 
 


Sector Allocations 
Trust 


% 
Benchmark 


% 


Energy 14.4 14.1 
Materials 15.8 14.9 
Industrials 4.2 7.4 
Consumer Discretionary 5.8 7.0 
Consumer Staples 4.5 6.7 
Health Care 0.9 1.0 
Financials 27.1 25.2 
Information Technology 15.2 12.8 
Telecommunications 8.9 7.5 
Utilities 0.8 3.4 
Cash 2.4 - 


Market Review 
Emerging markets equities advanced 1.4% during the December quarter, 
leaving the sector up 4.3% for the year. 2010 was characterised by an 
inverse relationship between market size and performance within the 
emerging market sector. Smaller markets posted by far the largest returns 
while the two heavyweights, Brazil and China, lagged. 


Europe/Middle East/Africa 


Russia reacted to continued deterioration in its inflation numbers as the 
central bank raised its deposit rate by 0.25%. After a few months of 
depreciation linked to strong capital outflows for debt repayments, the 
basket exchange rate appreciated in December and the central bank 
reduced its foreign exchange interventions. 


Supported by signs of a stronger global economic recovery, rising 
commodity prices and a significant interest rate differential, the South 
African rand appreciated against the U.S. dollar. November inflation 
bounced back on higher transportation costs and food prices. The current 
account deficit settled at 3% of gross domestic product in the September 
quarter, a result supported by a reduced trade deficit. 


Asia 


In India, inflation declined on the back of lower food prices; however,  
non-food prices remained high. The Reserve Bank of India implemented 
measures to ease the liquidity shortage as it cut its Statutory Liquidity Ratio 
and injected liquidity through open-market-operations. After several 
disappointing results, October industrial production was ahead of 
expectations on a rebound in volatile capital goods production and 
continued strength in consumer durables. 


In Korea, industrial production rose in November after falling for two 
consecutive months. Industrial output regained momentum in December 
but it was not enough to make a positive contribution to the December 
quarter gross domestic product. Meanwhile, consumer prices decelerated 
in October following a well-flagged correction in agricultural prices. We 
expect the central bank to continue to gradually normalise monetary policy 
throughout 2011. 


In China, manufacturing declined in the wake of increases in reserve 
requirements and interest rate rises over the past two months. Confirming 
the government's desire to reduce income inequality and promote 
consumption, Beijing increased its monthly minimum wage by 21%. 


Inflation in Indonesia pierced Bank Indonesia’s target range of 4 to 6%. 
However, Bank Indonesia pointed out that food prices were the main driver 
of inflation and that core inflation remained benign. As such, the central 
bank left the reference rate unchanged. 


Taiwan’s November trade report confirmed that the sequential trend in the 
export sector improved solidly after several recent months of contraction. 
This was a good omen for the rest of the region’s export-oriented sector, as 
Taiwan tends to lead export activity in the region. Taiwan’s inflation rate 
ticked up in November, which strengthened the case for the central bank to 
raise policy rates at a modest, steady pace. 
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Quarterly Report 
Legg Mason Emerging Market Trust 


Latin America 


In Brazil, the central bank's latest Inflation Report made it 
clear that interest rates are likely to rise as early as  
mid-January to address the deteriorating inflation outlook 
linked to the strong domestic demand. The expected rate rise 
will come after a December increase in reserve requirements. 
Meanwhile, the government granted only a 6% increase in 
the minimum wage in 2011. This is a zero increase in real 
terms and is well below the 6% real increases awarded 
annually during the Lula's presidency. 


The Mexican economy continued its steady recovery, with 
October industrial production and retail sales both higher. 
The economy remained well-balanced, with no apparent 
pressures on the fiscal, inflation or external accounts sides. 


Performance 
The Legg Mason Emerging Market Trust outperformed its 
benchmark by 1.4% over the quarter. 


The bulk of the outperformance came from favourable stock 
selection decisions. In particular, portfolio holdings in China, 
Brazil and Korea contributed positively to performance. 


From a country allocation perspective, an overweight position 
in Russia was a positive contributor as Russia outperformed 
the broader market. 


At the sector level, an overweight position in some of the 
more cyclical sectors, such as Information Technology and 
Energy, contributed positively to portfolio performance. 


Outlook 
We expect global growth of around 3.2% in 2011, with 
emerging markets and developed markets contributing 
equally to this growth. In developed markets, the growth 
drivers will be private consumption and investment, while 
government spending will contribute little. Geographically, 
developed markets growth is supportive in the U.S., Germany 
and the Commonwealth area but less so in Japan and the 
smaller, heavily indebted Euroland countries. 


Within emerging markets, we expect growth to be close to 
trend, although we will see differentiation with respect to their 
positions in the economic cycle. We have highlighted in the 
past how China, Brazil and India were near or had closed 
their output gap during 2010. In these countries we saw 
action to tighten policies and we expect to see more in 2011, 
centred on fiscal policy in Brazil and slower lending in China. 


In India, it seems that the optimal policy path would be to 
boost investment. Countries that will close their output gaps 
in 2011 include Indonesia, Korea and Turkey. Mexico, South 
Africa and Russia continue to have ample spare capacity. 


At the end of 2009, the expected earnings growth for the next 
12 months stood at 26%. By December 2010, the actual 
calendar 2010 earnings growth was closer to 30%. For the 
next 12 months, we see consensus expectations of 16% 
earnings growth as reasonable given the supportive macro 
economic backdrop. However, we remain cautious about 
potential margin pressures coming from rising commodity and 
other input prices. We will keep a keen focus on earnings 
delivery in coming quarters. 


Emerging market valuations are not demanding at this stage 
as they are close to historical levels. We also expect to see 
more appetite for equities among global investors, given 
stocks attractive valuations relative to bonds and the 
favourable global growth backdrop. This phenomenon has 
already started; we saw significant inflows into U.S. equities 
in the December quarter and more recently some outflows 
from bond funds. 


The improved U.S. economy could push the U.S. dollar 
higher, at least for a while, which has historically been 
associated with headwinds for emerging market assets. Also, 
potential talks of exit strategies by the U.S. Federal Reserve 
later in the year, in response to expected improvements to 
macro fundamentals and/or deteriorating inflation, might lead 
to renewed market volatility. Within emerging markets, we 
could see the imposition of outright capital controls as 
governments continue to try to prevent further currency 
appreciation, while central banks might need to step 
aggressively on the brakes to control “bubbles” and rein in 
inflation. As the political calendar in the U.S. heats up 
towards the end of the year, we could see the political 
rhetoric against China’s exchange rate regime, and by 
extension most of Asia, escalate. Finally, the European 
sovereign debt issue is yet to be resolved. Even though a 
cataclysmic outcome for the euro has probably been averted 
by the actions taken in 2010 during the market upheaval 
surrounding Greece and Ireland, volatility might ensue if a 
large market were to be forced to tap the emergency facilities 
put in place. 
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Quarterly Report 
Legg Mason Global Trusts 


Legg Mason 
Global Equity Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of 2.5% p.a. in excess of its benchmark 
over rolling three year periods. 


Benchmark 


MSCI World (ex Australia) Index, expressed in 
Australian dollars, net dividends reinvested. 


Value 


$42,263,072. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 3.67 2.88 
1 year -0.56 -2.04 
3 years p.a. -11.21 -9.82 
5 years p.a. -5.66 -4.45 


Past performance is no indication of future performance. 


 


Profile 
 
Regional Allocations Trust % Benchmark  % 


Europe (ex U.K.) 22.2 20.2 
U.K. 10.9 10.2 
Japan 9.1 10.6 
Asia ex-Japan 1.6 2.3 
North America 55.1 56.7 
Cash 1.1 - 


Market Review 
While global equity markets rose during the December quarter, investor 
sentiment was not uniformly optimistic. However, during the last weeks of 
the year, markets responded positively to continued government 
intervention, both in Europe, where the European Union hammered out a 
bailout for Ireland, and in the U.S., where the U.S. Federal Reserve 
extended its quantitative easing policy and Congress approved both a 
continuation of tax cuts and an extension of unemployment benefits. While 
housing markets remain fragile and employment gains have been 
disappointing, global merger and acquisition activity is increasing. 


The U.S. outperformed on evidence of corporate stability and confidence. 
While Energy and Materials enjoyed strong returns amid global growth, the 
Banks sector benefited from the Federal Reserve action and made strong 
gains after underperforming for much of the year. For the quarter, Health 
Care and Utilities had the weakest results, as U.S. domestic focused 
stocks tended to fare less well than those with exposure to foreign sales. 


The U.K. market eked out a gain for the quarter but underperformed the 
index. The Materials sector, which contains global commodity giants such 
a BHP Billiton and Rio Tinto, was the best performed sector by far. While 
economic data has been disappointing and the deficit remains high, 
financial markets are recovering in the U.K.; the Banks sector, with 
significant exposure to Ireland’s debt, was the weakest for the quarter. 


Continental Europe managed a positive return for the quarter despite poor 
performance in its largest sector, Banks, which is also exposed to Irish 
debt. Sectors in positive territory included Materials, Industrials, Energy 
and Consumer Discretionary, as the region’s multinationals benefited from 
a weak euro and strong corporate profits. In addition, in a number of the 
region’s markets the employment picture is improving. 


Japan had the best regional performance during the December quarter, 
with strong corporate earnings as exporters benefited from surging 
emerging markets demand. The equity market should also benefit from the 
political landscape; after surviving a challenge to his leadership from his 
own party, the Prime Minister returned with a pro-business agenda, 
including significant corporate tax cuts. 
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Quarterly Report 
Legg Mason Global Equity Trust 


Performance 
The Legg Mason Global Equity Trust outperformed its benchmark by 0.8% 
over the quarter. Performance over the past year was 1.5% ahead of 
benchmark. 


During the quarter, stock selection decisions benefited the portfolio in 
continental Europe, Canada, the U.K., Japan and Asia ex-Japan. These 
results were partly offset by choices in the U.S., notably in the Materials, 
Energy and Financials ex-Banks sectors. 


The impact of region/sector allocations detracted from performance. This 
was largely due to an underweight in the Materials sector in Canada. 


At quarter end, the portfolio was broadly diversified across regions and 
sectors. The portfolio was most overweight the U.K. and most underweight 
in Japan; across sectors, the largest overweight was Materials and the 
largest underweight was Banks. 


Outlook 
Government intervention late in the year staved off worries about the 
potential for a double-dip recession, at least in the short term. In addition, 
labour markets have shown gradual, if bumpy, improvement, industrial 
production is up in many markets and both business and consumer 
confidence has improved. Despite these positive economic indicators, the 
key unknown remains whether global economies will be robust enough to 
stay afloat as stimulus plans end. In addition, sovereign debt issues will 
periodically continue to beleaguer Europe over the next several years, and 
commodity demand, particularly in emerging markets, makes inflation a 
concern. 


Notwithstanding the recent rally, we are seeing that risk levels have 
moderated, valuations for many stocks remain compelling and the 
investment environment continues to be more conducive to bottom-up 
stock selection. Our stock selection model continues to be positioned for a 
modest, slow global recovery, with a tilt toward historic growth. Portfolio 
exposures to the benchmark remain moderate. 


Further Information 
Sector Allocations Trust % 


Energy 10.9 
Materials 8.2 
Industrials 11.1 
Consumer Discretionary 10.2 
Consumer Staples 8.8 
Health Care 9.7 
Financials 17.1 
Information Technology 13.0 
Telecommunication Services 5.7 
Utilities 4.3 
Cash 1.0 
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Quarterly Report 
Legg Mason Global Trusts 


Legg Mason 
Global Multi Sector Bond Trust 


Objective 


To maximise total return through income and 
capital appreciation. 


Comparative Index 


The Trust does not formally measure its 
performance against a benchmark. However, 
for the purpose of illustrating the Trust’s 
performance, the Trust may state its 
investment performance against the 
Comparative Index. 


The Trust’s Comparative Index comprises 50% 
the Barclays Capital Global Aggregate Index, 
25% the J.P. Morgan Emerging Markets Bond 
Index Plus and 25% the Barclays Capital U.S. 
Corporate High Yield Index (all hedged into 
Australian dollars). 


Value 


$25,958,625. 


Performance (before fees and taxes) 
 
 Trust % Comparative Index% 


3 months 0.09 0.48 
1 year 13.04 13.22 
3 years p.a. 9.19 10.31 


Past performance is no indication of future performance. 
 


Profile 
 
Portfolio Characteristics  


Effective duration (years) 4.6 
Average credit quality (Standard & Poor’s) BBB+ 
 
Sector Allocations % 


Government 16.5 
Investment grade 14.0 
Mortgage and asset backed 5.4 
High yield 27.1 
Emerging markets 25.8 
Inflation protected securities 0.7 
Cash and other securities 10.5 


Market Review 
Government yields rose significantly on the perception that the global 
economic recovery was becoming more durable. 


Economic optimism lifted interest rate hike expectations late in the period. 


U.S. corporates outperformed European corporates, as the latter were led 
lower by the Financials sub-sector. 


U.S. agency mortgages had a strong quarter. 


Volatile components had an uplifting influence, but in general pricing 
pressures remained subdued. Once again, the U.K. was the anomaly. 


U.S. high yield outperformed on rising economic sentiment, whereas U.K. 
high yield was dragged lower by subordinated Financials issues. 


Rising government bond yields were a drag on total returns. Deepening 
concern over Europe’s periphery also had a negative influence. 


Performance 
The Legg Mason Global Multi Sector Bond Trust underperformed its 
comparative index over the quarter. 


Over the quarter, tactically long duration management had a negative 
impact on performance, as yields rose in the U.S. and Europe. An 
underweight to the European periphery aided performance, but these gains 
were more than offset by losses from a long duration position in Poland. 


Yield curve positioning had a positive impact, with gains in the U.S. 
offsetting losses in Europe. Most of the positive impact occurred in 
December, as 30 year yields rose much less than 10 year yields. 


Agency mortgages performed so the portfolio’s underweight to this sector 
detracted value, though issue selection helped limit some of the negative 
impact. 


Spreads narrowed, and the high-yield corporate market significantly 
outperformed. 


The euro weakened in November on rising concerns over Ireland. The 
Japanese yen continued to strengthen, however, as did the Australian 
dollar. 
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Quarterly Report 
Legg Mason Global Multi Sector Bond Trust


Outlook 
In light of the recent string of surprisingly strong U.S. 
economic data, we would like to reiterate our longstanding, 
cautiously optimistic outlook for modest economic growth 
combined with subdued pricing pressure. The recent fiscal 
package only reinforces this view as it reduces downside 
risks to both growth and inflation. Just as we tethered our 
investment strategies to this longer-term outlook when the 
market became fearful of a double-dip recession, we will 
continue to embrace a staid approach through the current 
cyclical upswing in market expectations. 


We believe the environment of deepening economic recovery 
in the absence of rising inflation, combined with supportive 
policy, argues for an emphasis on risk assets. Our 
expectation is for broad outperformance of large, globally 
diversified banks as a result of ongoing de-leveraging and 
improved capital and liquidity. The increase in regulation and 
government oversight should make the financial system 
more stable, which is good for creditors. Within Europe, we 
have emphasised a number of select subordinated issues 
that continue to trade at prices that more than compensate 
for the greater emphasis on bail-ins, or burden sharing. We 
cannot stress enough the importance of issue selection. 


Overall, corporate default rates continue to decline and 
upgrades clearly outnumber downgrades. This should persist 
throughout 2011 and provide a lift to the corporate sector. 
The ratio of corporate to government yields remains at an 
extreme level. If the current market enthusiasm proves 
accurate, and growth and inflation increase in coming 
quarters, the emphasis on spread sectors should also offer 
some protection, as government yields would be expected to 
rise more than corporate yields. We would expect to further 
de-risk the portfolio following such a scenario. 


The greatest threat to current portfolio positioning comes 
from the ongoing sovereign solvency strains in Europe. 
Policymakers have yet to announce any semblance of a 
clear resolution, and we doubt anything game changing will 
be announced pre-emptively. The policy announcements of 
2010 should help prevent the next crisis but do little more 
than buy time during the current crisis. Even if loans are 
extended, we are not convinced it is at all possible for the 
periphery to achieve the degree of internal devaluation that is 
required. 


The market should eventually price in a greater chance for 
peripheral bond restructuring beyond just Greece. The only 
other alternative is for the European Central Bank to 
engineer further external devaluation - euro depreciation - in 
order to relieve the need for internal devaluation. We look to 
maintain an underweight to Spain, Portugal and Italy, and we 
will calibrate the size of the short position on the euro against 
a basket of currencies. This should provide some ballast 
against the scenario in which the European subordinated 
financial position is challenged, either as a result of slower 
global growth or the decision to emphasise private sector 
burden sharing. 


We will continue to target an underweight duration position in 
Japan, with a bias towards the U.S., given the sharp rise in 
U.S. treasury yields over the past month. We remain bullish 
on emerging markets as a long term secular theme. 
Inflationary pressures are building in Asia and currency 
reserves continue to grow. We expect that exchange rate 
intervention will continue and that policymakers will use a 
host of alternative policy instruments to limit inflation, but that 
currency appreciation eventually will have to be allowed. We 
are targeting a long position to a basket of local emerging 
market markets, including Malaysia, Peru, Egypt and Mexico. 
The longer standing long to the Brazilian real and Polish zloty 
should remain, barring any sharp market movements. 
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Quarterly Report 
Legg Mason Multi-Sector Trusts 


Legg Mason 
Growth Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return (over rolling three year periods) in 
excess of a benchmark constructed in 
accordance with the neutral asset allocation of 
the Trust. 


Benchmark 


The performance of the Trust is measured 
against a benchmark comprising the following 
sectors: 


Sector Index 


41% 
Australian equities 


S&P/ASX 200 Accumulation Index 


10% 
Property securities 


S&P/ASX 200 A-REIT 
Accumulation Index 


27% 
Global equities 


MSCI All Country (ex-Australia) 
World Index, net dividends 
reinvested, expressed in AUD 


8.5% 
Australian bonds 


UBS Australian Composite Bond 
Index 


7.5% 
Global bonds 


Barclays Capital Global Aggregate 
Index, hedged into AUD 


3% 
Cash 


UBS Australian Bank Bill Index 


3% 
Alternative  
investments 


UBS Australian Bank Bill Index 


 
Value 


$49,169,968. 


Performance (before fees and taxes) 
 


 Trust* % Benchmark % Trust** % 


3 months 3.69 2.41 3.29 
1 year 3.81 2.09 3.11 
3 years p.a. -5.00 -4.99 -5.39 
5 years p.a. 1.03 1.57 0.38 


* Before fees and taxes. 
** After fees and taxes. 
Past performance is no indication of future performance. 


Market Review 
Equity markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. Concerns around European sovereign debt contagion 
and increased interest rates in China tempered the gains of a number of 
equity markets. 


The Australian equity sector gained 4.4% over the quarter, as measured by 
the S&P/ASX 200 Accumulation Index. The gain over the year to  
31 December 2010 was 1.6%. Materials companies as well as a selection 
of small capitalised stocks outperformed during the quarter, in line with 
higher commodity prices and increased investor tolerance for risk. On the 
other side of the ledger, investors reduced their exposure to the more 
defensive Property, Consumer Staples and Telecommunication Services 
sectors. 


Merger and acquisition activity was a feature of the Australian equity 
market during the quarter. The Singapore Exchange made a bid for the 
ASX (+15.7%) and Japanese insurer Dai-ichi Life announced it had 
entered into a scheme implementation deed to acquire the 71% of Tower 
Australia (+65.4%) that it did not already own. Meanwhile, James Packer 
acquired a substantial shareholding in the Ten Network (+2.2%). 


In global equities, developed markets returned 2.9% over the quarter. 
Despite a year of significant volatility, global equities delivered solid returns 
in the December quarter, bolstered by continued optimism about economic 
recovery across the world. Emerging markets returned 1.4% during the 
quarter for a gain of 4.3% for the year. 2010 was characterised by an 
inverse relationship between market size and performance, as smaller 
emerging markets outperformed while Brazil and China lagged. 


In the Australian bond market, the yield on Australian 10-year government 
bonds rose 0.55% over the quarter to 5.51%. The domestic bond curve 
became flatter over the quarter as yields generally shifted upwards. This 
followed a sell-off in U.S. treasuries, which was caused by supportive U.S. 
economic data. 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar gained 
US11.94 cents over the past year. 
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Quarterly Report 
Legg Mason Growth Trust 


Performance 
The Legg Mason Growth Trust outperformed its benchmark 
by 1.3% over the quarter .Performance this quarter was aided 
by choices in Australian equities, property securities, 
developed market and emerging market global equities and 
Australian bonds. Asset allocation decisions between 
Australian equities and bonds also added value. Choices in 
global bonds detracted some value. 


In Australian equities, the portfolio’s overweight exposure to 
Tower Australia and ASX added value as both were the focus 
of corporate activity. Tower surged as the life insurer was the 
focus of the aforementioned corporate activity by Dai-ichi Life. 
We have been overweight Tower for some time as we 
forecast that the company would be able to produce double 
digit top line growth and increased returns on equity over the 
medium term. Meanwhile, ASX gained ground on a bid for the 
company by the Singapore Exchange. 


In A-REITs, the portfolio’s overweight exposure to Charter 
Hall Office, Lend Lease and Charter Hall Retail REIT. In the 
cases of Charter Hall Office and Charter Hall Retail, the 
stocks outperformed following a move to increased stake in 
the entities from manager Charter Hall Group. 


Exposure to developed market global equities added value as 
underlying stock choices generated positive performance over 
the quarter. Despite solid returns for stocks, given relatively 
high valuations and expectations for earnings, we would 
anticipate modest returns in the equity markets in early 2011. 


In emerging market equities, the outperformance was largely 
driven by favourable stock selection decisions, with choices 
across all three emerging market regions adding value. In 
particular, portfolio holdings in Korea and South Africa 
contributed positively to performance. 


In Australian bonds, the portfolio outperformed as both stock 
selection and sector allocation decisions added value. In 
particular, holdings of local subordinated issuance from NAB, 
the Bank of Queensland and Suncorp also contributed to 
portfolio performance. Portfolio duration positioning was a 
further source of added value. 


At the asset allocation level, the portfolio was overweight 
Australian equities and underweight bonds. This position 
added value over the quarter as domestic equities 
outperformed domestic bonds. The portfolio remained 
overweight Australian equities and underweight bonds at 
quarter end to benefit from an expected return to more normal 
relative equity and bond market valuations. 


Outlook 
We remain favourably disposed to Australian equities and 
property securities at this time as improved corporate 
earnings, strong balance sheets and favourable underlying 
economic fundamentals should allow the Australian equity 
market to move higher on a medium term view. 


Abundant cash levels in corporate Australia should lead to 
higher dividends, merger and acquisition activity, capital 
expenditure and strong employment levels. This further 
underpins the case for Australian equities at this time. 


In respect of stock specific investment opportunities, we 
continue to observe a valuation spread between the most 
attractive and least attractive stocks in the investment 
universe that is well above historical averages. This signals to 
us that opportunities for stock selection are abundant and that 
active management should be handsomely rewarded. 


In developed markets global equities, we remain concerned 
about forward earnings estimates, which appear to us to be 
very aggressive based on our bottom up assessments and 
the dubious sustainability of higher earnings assumptions. We 
are also concerned about excess capacity in many industries 
as well as operating rates that are relatively low. Our view is 
that despite current media hype, the underlying global 
economy is still fragile and lacks the dynamism that would 
signal sustained growth in 2011. 


Emerging market valuations are reasonable given the 
supportive macro economic backdrop. However, we are 
cautious about potential margin pressures coming from rising 
commodity and other input prices. 


In Australian bonds, Portfolio duration is expected to be 
tactically managed, since volatility is likely to remain high 
while markets debate the speed of the global recovery, the 
possible return of inflation, sovereign risk issues and 
regulatory changes to the financial markets. 


The portfolio maintains an overweight position in corporate 
bonds, with an emphasis on Financials, as market valuations 
and increased regulation continue to appeal. We are also 
selectively buying primary corporate deals in industries that 
will benefit from an economy that is returning to trend growth, 
as well as in industries that have de-leveraged, namely 
property trusts and infrastructure. 
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Quarterly Report 
Legg Mason Global Trusts 


Legg Mason 
Global Value Equity Trust 


Objective 


The Trust aims to earn a before fees and taxes 
return of at least 3% p.a. in excess of its 
benchmark over rolling three to five year 
periods. 


Benchmark 


MSCI World (ex Australia) Index, expressed in 
Australian dollars. 


Value 


$60,385,496. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 4.12 2.88 
1 year -3.37 -2.04 


Past performance is no indication of future performance. 
 


Profile 
 
Regional Allocations Trust % 


Europe (ex U.K.) 22.1 
U.K. 7.8 
Japan 12.1 
Asia ex-Japan 1.4 
North America 52.8 
Other 3.8 


Market Review 
Despite a year of significant volatility, global equities delivered solid returns 
during the December quarter, bolstered by continued optimism about 
economic recovery across the world. Notably, stocks were positioned to 
begin the New Year with something rare – momentum. Some observers 
are concerned about investor sentiment, which has been uncomfortably 
optimistic as 2010 drew to a close and is only matched by the opinions of 
many strategists, who are also anticipating strong returns. 


The bullish sentiment has been built on strength in the industrial economy, 
surging emerging markets, companies flush with cash and profits poised to 
rise, and the underlying foundation of central banks that have provided 
ample support in terms of liquidity. 


The U.S. equity market has performed well, logging its second straight year 
of gains following a significant drawdown in 2008. As the year ended, 
investors were able to embrace both central bank support and rising stock 
prices. 


Optimism notwithstanding, a wall of worry hung over the markets and 
included issues such as Europe’s sovereign debt woes, unemployment 
concerns in the U.S. and inflation in China and other emerging markets. 


Despite these concerns, global stock markets dodged myriad worries to 
rack up solid returns across varied asset classes and geographies. The 
hope for 2011 is for an improving economy characterized by low interest 
rates, strong corporate balance sheets and low equity valuations. 


Performance 
The Legg Mason Global Value Equity Trust outperformed its benchmark by 
1.3% over the quarter. 


Underlying stock selection generated positive performance during the 
quarter, which benefited the portfolio. In particular, the portfolio was 
rewarded by its exposure to undervalued stocks with low expectations, 
particularly in the U.S. 


Our discipline of buying and holding attractively valued assets and waiting 
for the market to revalue the assets has been handsomely rewarded over 
the past few months. This was particularly son the Health Care and 
Materials sectors. 


Despite solid returns for stocks, given relatively high valuations and 
expectations for earnings, we would anticipate modest returns in the equity 
markets in early 2011. We believe that progress has been made in 
acknowledging the sovereign debt problem as well as many of the 
remaining issues left from the global financial crisis, but by shifting debt 
from the private sector to the public sector, the underlying problem 
remains: too much leverage and not enough capital. 
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Outlook 
Earnings continue to be strong for many companies, with a key factor 
being the control of costs, which is not sustainable from our perspective, as 
signs that the corporate sector has exhausted the exploitation of operating 
leverage versus labour cost become evident. We remain concerned about 
forward earnings estimates, which appear to us to be very aggressive 
based on our bottom up assessments and the dubious sustainability of 
higher earnings assumptions. We are also concerned about excess 
capacity in many industries as well as operating rates that are relatively 
low. Our view is that despite current media hype, the underlying global 
economy is still fragile and lacks the dynamism that would signal sustained 
growth in 2011. 


Current adjusted price-to-earnings ratios imply modest long-term returns 
going forward and in combination with record high earnings expectations, 
represent some downside risk. Accordingly, in times of volatility, both on 
the upside and the downside, prudent active management can be very 
beneficial in navigating global equity markets. Our analysts are focused on 
the fundamentals – margins, valuations, and earnings – leveraging our 
contrarian investment discipline with a bias toward high quality, defensive 
companies at this point in the market cycle. Resilience continues to be a 
main theme that characterises the portfolio. We believe we have extracted 
significant returns from cyclical stocks and stocks with mis-priced growth 
characteristics in late 2010. As we position the portfolio for the future, we 
are inclined to expand our investment in large capitalisation, high quality, 
non-cyclical companies that meet our investment criteria. For individual 
stocks in our investment universe, we believe that the market has ignored 
fundamental factors. This opportunity allows our investment team to 
carefully evaluate specific securities from the investment universe that 
reflect the most favourable valuations and earnings prospects – with a 
focus on seeking to deliver outperformance for our clients’ portfolios. 


Further Information 
Sector Allocations Trust % 


Energy 13.0 
Materials 8.8 
Industrials 12.8 
Consumer Discretionary 9.1 
Consumer Staples 7.0 
Health Care 16.4 
Financials 18.6 
Information Technology 8.6 
Telecommunication Services 3.7 
Utilities 0.0 
Cash 2.0 
Not classified by GICS  
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Legg Mason 
Permal Global Absolute Trust 


Objective 


The Trust aims to earn a gross return of  
8 to 10% p.a. over a full market cycle  
(three to five year periods). 


Value 


$10,072,772. 


Performance (before fees and taxes) 
 
 Trust % 


3 months 2.85 


Past performance is no indication of future performance. 
 


Key points 


• The Trust’s gains were focused primarily in 
gold, precious metals and commodities, as 
well as equities in the U.S. and Japan. 


• On the downside, the Trust’s losses were 
concentrated in the fixed income and 
alternatives asset classes. Investments in 
the fixed income sector were hurt by the 
portfolio’s exposure to U.S. government 
bonds and credit. 


Market Review 
Markets finished December sharply higher, which capped off a strong 
quarter and a positive 2010. Notably in the December quarter, U.S. equity 
markets finally surpassed levels last seen prior to the collapse of Lehman 
Brothers. The portfolio’s investment manager notes that two catalysts 
aided markets at the year-end. The first was the extension of the Bush tax 
cuts in the U.S. (plus additional fiscal stimulus via a payroll tax holiday), 
which essentially acts as stimulus to the global economy. Secondly, 
economic data from the developed world continued to improve. Equities, 
commodities and cyclically oriented currencies all performed well, while 
government bonds were laggards. 


As markets enter 2011, the consensus is almost uniformly bullish and 
sentiment is positive and elevated for the reasons cited above as well as 
supportive monetary policy in the form of quantitative easing by the U.S. 
Federal Reserve. However, the outlook is certainly not without risks. 


Fund Review 
The Legg Mason Permal Global Absolute Trust returned 2.9% for the 
December quarter. In a challenging environment for global macro 
strategies, all of the portfolio’s strategies were profitable in 2010, with the 
exception of its alternative strategies, which were flat. The Fund’s real 
asset strategies contributed the most to its performance, largely due to 
allocations to commodities and precious metals. 


The portfolio’s investment process begins with an assessment of the 
factors driving returns of global macro hedge funds, with its proprietary 
factor model placing more weight on recent data. Gold remains a core long 
factor exposure in the model with the other factor exposures entering 2011 
being commodities and small-cap equities in Europe. 


Turning to portfolio positioning, benefits accrued from its diversification 
across asset classes during the fourth quarter. Gains were focused 
primarily in gold, precious metals and commodities, as well as equities in 
the U.S. and Japan. Losses were concentrated in the fixed income and 
alternatives asset classes. Investments in the fixed income sector were 
hurt by the portfolio’s exposure to U.S. government bonds and credit. The 
portfolio’s European exporter pair trade (long European exporters that 
export outside the European Union to benefit from lower euro and short 
U.S. companies exposed to Europe) was also a detractor and the position 
was closed. 


Looking at the portfolio’s equity exposure at the end of the fourth quarter, 
this comprised a long exposure of 24%. This allocation became more 
diversified over the period, being spread across the U.S., Canada, Europe, 
Japan and the emerging markets. In particular, new positions in northern 
Europe and Canada focused on industrial or natural resources companies 
that benefit from global growth trends and are denominated in currencies 
that are currently not experiencing stress. 
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Quarterly Report 
Legg Mason Permal Global AbsoluteTrust


Elsewhere, the portfolio had a 24% exposure to fixed 
income strategies at the end of the quarter, within which its 
allocation to government bonds was reduced considerably 
during the period as economic fundamentals turned 
positive. At a 10% allocation, the short dated government 
bonds in Europe and 7 year to 10 year maturity U.S. 
treasuries act as a hedge when a flight to quality ensues. 
The portfolio retains a bias to corporate credit in the U.S., 
with exposure divided among investment grade, high yield 
and floating rate bank loan securities. 


Turning to the portfolio’s real asset strategies, this exposure 
at the quarter end was 15%, with allocations to precious 
metals and commodities remaining a core part of the 
portfolio. 


The portfolio’s alternative strategies exposure, meanwhile, 
comprised two systematic macro strategies, one 
discretionary macro strategy, one long/short equity strategy 
and one event driven strategy. The alternative strategies 
exposure weighting was 11% at the end of the period. This 
provides a diversified return stream to the broader portfolio. 
Finally, within the portfolio foreign exchange strategies, 
notable exposures at the end of the quarter included short 
positions in the euro and Japanese yen. 


Outlook 
The manager notes that the economic outlook has improved 
markedly as recent data has shown some positive 
momentum. The extension of the Bush tax cuts and the 
additional stimulus by way of a payroll tax holiday have 
provided a positive catalyst for growth in the first half of 
2011. Additionally, the U.S. Federal Reserve remains 
committed to its policy of quantitative easing via purchases 
of longer dated treasury securities. 


While inflation remains low in the US and the developed 
world, the same is not the case in China and other emerging 
markets. It believes that this tension between developed 
countries pursuing quantitative easing policies (i.e., the U.S. 
and Japan) and developing economies facing inflationary 
risks will continue to be an issue for the markets in 2011. 
Attempts to tighten monetary policy to control inflation in 
certain emerging market economies could lead to a hard 
landing that has the potential to destabilise markets, 
especially commodity markets. 


Equities are the most likely beneficiaries of the policy 
support measures and improved economic fundamentals. In 
the US, for example, the impact of quantitative easing 
places a perceived floor under asset prices, inviting 
investors to exit government bonds and take on more risk in 
their portfolios. 


Meanwhile, interest rates globally began rising in the 
December quarter and this could continue into 2011. There 
remain pockets of opportunity in both government bonds 
and credit, but investors will certainly need to be selective. 


In Europe, given the severity of the sovereign debt crisis in 
the region, the European Central Bank may be forced to 
increase its own sovereign bond purchases. This crisis is 
not over, and its impact will continue to be felt by the 
European banking system as well as the euro. 


In the currency markets, investment opportunities remain as 
a result of the varying macroeconomic policies being 
undertaken by governments globally. Active trading is a 
necessity, however. In this environment, gold remains a 
good hedge to policy error and an overall lack of confidence 
in central banks. Other precious metals have also 
performed well and are expected to continue to do so in the 
current environment. 


Broad commodity markets should continue to benefit from 
improved global growth, although the potential for 
destabilising price spikes similar to 2008 exist and need to 
be monitored. 


In addition to the risks of excessive tightening in China and 
the ongoing European sovereign debt crisis, the following 
risks are prevalent: 


• oil and agricultural commodity price spikes that act as a 
tax on both developed and emerging market consumers; 


• fiscal problems at both state and local municipalities in 
the U.S.; and 


• housing prices double dip in the U.S. 


Ultimately, for sustainable growth to take hold, an 
improvement in the U.S. employment picture must occur. 
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Legg Mason 
Property Securities Trust 


2 Objective 


The Trust aims to earn a before fees and taxes 
return of 1.5% p.a. in excess of its benchmark 
over rolling three year periods. 


Benchmark 


S&P/ASX 200 A-REIT Accumulation Index. 


Value 


$173,641,178. 


Performance (before fees & taxes) 
 
 Trust % Benchmark % 


3 months -0.85 -1.31 
1 year -0.33 -0.41 
3 years p.a. -22.87 -20.92 
5 years p.a. -10.80 -9.50 


Past performance is no indication of future performance. 
 


Profile 
 
Overweight Positions Active % 


EDT Retail +6.6 
Charter Hall Office REIT +5.5 
Charter Hall Retail REIT +4.6 
Lend Lease +2.6 
Stockland +2.4 
 
Underweight Positions Active % 


Goodman Group -6.2 
CFS Retail Property Trust -6.2 
Westfield Group -4.7 
Mirvac Group -3.4 
ING Office -2.4 


Market Review 
Investment markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. 


Concerns around European sovereign debt contagion and increased 
interest rates in China tempered the gains of a number of equity markets. 
The Australian real estate investment trust (“REIT”) market returned -1.3% 
over the quarter, as measured by the S&P/ASX 200 Accumulation Index. 


The Australian REIT sector underperformed the broader Australian equity 
market by 5.7% over the quarter as Materials and Energy stocks 
outperformed during the quarter, in line with higher commodity prices and 
an increased tolerance for risk. 


Westfield Group (-0.2%) was broadly flat as it implemented the demerger 
of Westfield Retail Trust, which then underperformed its initial offer price. 
Westfield Retail is a passive, externally managed A-REIT with around  
$12 billion of assets, which represents around half of Westfield’s Australian 
and New Zealand assets. 


Also in corporate activity this quarter, Stockland’s (-3.2%) revised offer for 
retirement operator Aevum was unanimously recommended by the Aevum 
Board and Goodman Group (+3.1%) finalised its offer to acquire ING 
Industrial (+8.8%). 


Elsewhere in the sector, Charter Hall Office REIT (+20.6%), Lend Lease 
(+13.4%) and Charter Hall Retail REIT (+6.6%) all gained ground while 
Valad Property Group (-32.2%) and Commonwealth Property Office Fund 
(-6.6%) traded lower. 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar has 
gained US11.94 cents over the past year. 


Performance 
The Legg Mason Property Securities Trust outperformed its benchmark by 
0.5% over the quarter. 


The portfolio’s overweight exposure to Charter Hall Office (+20.6%), Lend 
Lease (+13.4%) and Charter Hall Retail REIT (+6.6%) added value. Also 
aiding portfolio performance this quarter was an underweight exposure to 
Commonwealth Office Property Fund (-6.6%) and not holding CFS Retail 
Property Trust (-3.8%). 
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Legg Mason Property Securities Trust 


In the cases of Charter Hall Office and Charter Hall Retail, the market was 
focused following a move to increased stake in the entities from manager 
Charter Hall Group (+9.4%) and the stocks outperformed. 


Charter Hall Office was also the beneficiary of management’s continued 
focus on re-financing, leasing progress and the potential sale of part of its 
U.S. portfolio. We are supportive of this strategy as we see significant 
value in Charter Hall Office’s portfolio of domestic commercial properties. 
The firm also improved its debt position over the quarter. 


Consistent with its strategy, Charter Hall Retail announced the sale of its 
interest in the Desco Regency joint venture, selling its interest back to 
Regency, as well as the sale of seven U.S. properties. We continue to see 
significant value in the Charter Hall Retail’s high quality portfolio of 
domestic retail properties. 


Meanwhile, Lend Lease gained ground as it announced that it had 
acquired Valemus Australia for $960 million. Lend Lease is now Australia’s 
second largest contractor in engineering construction and the largest in 
non residential construction. Lend Lease was also a confirmed bidder to 
Centro’s retail assets, which have now come onto the “for sale” market. 
The Valemus acquisition arrests the declining work in hand for Lend 
Lease’s construction arm and we like the increased exposure to 
government spend and the new exposure to civil contracting, where 
pipeline spend remains robust. 


The portfolio’s underweight exposure to Commonwealth Office Property 
Fund and not holding CFS Retail Property Trust also aided performance 
this quarter as each lost ground. Commonwealth Office was weaker 
following its Melbourne office acquisitions using expensive equity and CFS 
Retail underperformed on poor news in the retail space. 


Outlook 
Our view is that there are significant medium term investment opportunities 
for Australian REIT investors as the sector remains attractively valued at 
both the overall market level as well as underlying security level. 


At the overall market level, Australian REITs are attractively valued based 
on implied value relative to unlisted property, global REITs, the broader 
Australian equity market as well as Australian and global bonds. This is 
reflected in Goodman Group’s recent bid for ING Industrial using unlisted 
capital sources and augers well for the medium term outlook for the sector. 


At the underlying security level, the investment opportunity for selected 
Australian REITs is compelling as the valuation spread between the most 
attractive and least attractive securities in the investment universe remains 
at around three times historical average levels. 


Our relatively favourable medium term outlook is supported by the 
underlying strength of the Australian economy as well as the reduced risk 
profiles of Australian REITs and their increased focus on traditional 
property rental streams. 


Further Information 
 


Regional Allocations 
Trust  


% 
Benchmark 


% 


New South Wales 36.7 38.5 
Victoria 10.3 13.9 
Queensland 10.1 11.8 
Australian Capital Territory 2.6 2.5 
Western Australia 5.2 4.9 
Other domestic 2.7 3.1 
Offshore 32.4 25.3 
 


Sector Allocations 
Trust  


% 
Benchmark 


% 


Commercial 24.9 20.7 
Retail 62.0 63.0 
Industrial 7.8 14.3 
Hotels 0.3 0.3 
Car park 0.3 0.2 
Residential 0.6 0.8 
Other 4.1 0.7 
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Legg Mason 
Tactical Allocation Trust 


Objective 


The Legg Mason Tactical Allocation Trust aims 
to achieve a rate of return in excess of its 
benchmark over rolling three year periods by 
making active asset allocation decisions 
between Australian equities, bonds and cash. 


Legg Mason continually assesses the relative 
values of Australian equities, bonds and cash. 
The portfolio is tilted toward the relatively 
undervalued asset class in the expectation that 
the undervalued asset class will outperform as 
it returns to its assessed fair value. 


Benchmark 


50% the S&P/ASX 200 Accumulation Index 
and 50% the UBS Australian Treasury Index. 


Value 


$80,321,430. 


Performance (before fees and taxes) 
 
 Trust % Benchmark % 


3 months 5.39 1.83 
1 year 7.18 3.73 
3 years p.a. 1.59 1.40 
5 years p.a. 3.58 5.32 


Past performance is no indication of future performance. 
 


Asset Allocations 


 


 


 


 


 


 


 


Market Review 
Equity markets gained ground over the December quarter as investors 
were generally positive on the economic outlook heading into 2011. This 
reflected positive momentum in macro data, particularly further quantitative 
easing in the U.S. 


Concerns around European sovereign debt contagion and increased 
interest rates in China tempered the gains of a number of equity markets. 


The Australian equity sector gained 4.4% over the quarter, as measured by 
the S&P/ASX 200 Accumulation Index. The gain over the year to  
31 December 2010 was 1.6%. 


Materials companies as well as a selection of small capitalised stocks 
outperformed during the quarter, in line with higher commodity prices and 
increased investor tolerance for risk. On the other side of the ledger, 
investors reduced their exposure to the more defensive Property, 
Consumer Staples and Telecommunication Services sectors. 


Merger and acquisition activity was a feature of the Australian equity 
market during the quarter. The Singapore Exchange made a bid for the 
ASX (+15.7%) and Japanese insurer Dai-ichi Life announced it had 
entered into a scheme implementation deed to acquire the 71% of Tower 
Australia (+65.4%) that it did not already own. Meanwhile, James Packer 
acquired a substantial shareholding in the Ten Network (+2.2%). 


Australian economic releases this quarter saw credit growth, retail sales 
and house prices all trend lower. However, employment growth remained 
robust. In October the Reserve Bank of Australia increased the target cash 
rate by 0.25% to 4.75%, which was quickly followed by a further 0.15% to 
0.20% increase to mortgage rates by the major banks. 


Meanwhile, the Australian dollar appreciated US4.96 cents against the 
U.S. dollar to finish the quarter at US$1.02. The Australian dollar gained 
US11.94 cents over the past year. 


In the Australian bond market, the yield on Australian 10-year government 
bonds rose 0.55% over the quarter to 5.51%. 


Activity 
The Legg Mason Tactical Allocation Trust started the quarter overweight 
Australian equities (+107.4%) and underweight Australian bonds (-7.4%). 


The Australian equity market was relatively stable over the quarter, though 
it did gain some ground on improved investor sentiment. Meanwhile,  
10-year bond yields were ended the period higher. 


The size of the market movements triggered a number of small asset 
allocation switches between Australian equities and bonds. All of the asset 
allocation switches were on the overweight equities and underweight 
bonds side of the neutral benchmark allocation. 


The portfolio’s equity allocation ended the quarter a little higher at +113.4% 
(bonds -13.4%). The portfolio is positioned to benefit from an expected 
return to more normal relative equity and bond market valuations. 
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In the portfolio’s bond allocation, portfolio duration began the quarter  
0.14 years longer than benchmark duration. During the quarter, the 
portfolio’s duration position was actively managed in response to changes 
in 10-year bond yields. The portfolio’s bond allocation ended the quarter 
with duration 0.33 years longer than the benchmark. 


Performance 
The Legg Mason Tactical Allocation Trust outperformed its benchmark by 
3.6% over the quarter. Trust performance over the past year was 3.4% 
ahead of benchmark. 


Performance this quarter was aided by the portfolio’s significant 
overweight allocation to equities and underweight allocation to bonds, as 
the equity market outperformed the bond market. 


Further, security selection in the portfolio’s Australian equity allocation 
also aided performance this quarter. 


Meanwhile, duration management within the portfolio’s bond allocation 
had a negligible impact on portfolio performance. 


At 31 December 2010, the assets of the Legg Mason Tactical Allocation 
Trust were invested as follows: 
 


 Trust % Benchmark % 


Australian equities +113.4 +50 
Australian bonds -13.4 +50 


 





