






















PREMIUM INCOME FUND

Further, there continues to be a decline ¡n property markets in Australia caused by the global financial crisis which had
caused a substantial reduction in the market value of the Fund's assets. Material uncertainty surrounds the valuation
and collectability, in full, of a large proport¡on of the Fund's loan and investment portfolio (refer to Notes 6, 8 and 9).
During the current period, the d¡rectors have endeavoured to assess the value of each of the Fund's assets and have
provided for impairment where appropriate. However, there continues to be material uncertainty in regards to the
carrying amounts of each ofthe Fund assets recorded.

After taking ¡nto account all available information, the directors have concluded that there are reasonable grounds to
believe the Fund will be able to pay its debts as and when they become due and payable and continue in operation
without any intention, or necessity, to liquidate or otherwise wind up its operations. As such, the basis of preparation of
the financial report on an on going basis is appropriate.

The financial report does not include any adjustments relating to the recoverability and classification of recorded asset
amounts or the classification of liabilities that might be necessary should the Fund not continue as a going concern.

(c) Critical accounting est¡mate - uncertainty atound propertyvaluations
The global market for many types of real estate has been severely affected by the recent volatility in global financial
markets. The lower levels of liquidity and volatility in the banking sector have transferred into a general weakening of
market sentiment towards real estate and the number of real estate transactions has significantly reduced.

Fair value of underlying security for mortgage loans - in default or mortgagee in possession, is the price at which the
property could be exchanged between knowledgeable, willing parties in an arm's length transact¡on. A "willing seller" is
not a forced seller prepared to sell at any price. The best evidence of fair value is given by current prices in an active
market for similar property ¡n the same location and condition.

The current lack of comparable market evidence relating to pricing assumptions and market drivers means that there is
less certainty in regard to valuations and the assumptions applied to valuation inputs. The period of time needed to
negotiate a sale in this environment may also be significantly prolonged.

The fair value of the underlyingsecurityfor mortgage loans - in default or mortgagee in possession, has been adjusted to
reflect market conditions at the end of the reporting period. Whilst th¡s represents the best estimates of fair value as at
the balance sheet date, the current market uncertainty means that if a property is sold in future, the price achieved may
be higher or lower than the most recent valuation, or higher or lower than the fair value recorded in the financial
statements.

NOTE 4. NET ASSEÍS ATTRIBUTABLE TO UN¡THOLDERS

As stipulated within the Fund Constitution, each unit represents a right to an individual share in the Fund and does not
extend to a right to the underlying assets of the Fund. There are no separate classes of units and each un¡t has the same
rights attaching to ¡t as all other units of the Fund.

On 29 January 2008 the Directors of Octaviar lnvestment lVlanagement Limited, the then responsible entity, resolved to
defer the processing and payment of redemptions for up to 180 days to preserve cash balances. Further, on 10 March
2008, the Board extended the deferment for a further 180 days in accordance with the Fund's Constitution.

On 15 October 2008 the members of the Fund resolved to modify the Constitution of the Fund to allow for cancellat¡on of
the redemption provisions and the l¡st¡ng of the Fund's units on the National Stock Exchange. The listing occurred on 16
October 2008. The effect of this listing was to change the nature of unit holders' funds from a liability to equ¡ty as shown
on the Balance Sheet.

NOTE 5. DISTRIBUTIONS TO UNITHOLDERS

Timing of distr¡butions
Distributions were paid monthly from l July 2008 to 31January 2008 at which time they were suspended.

The distributions were paid/payable as follows:

June to
December

2008
$000's

June to
December

2008
CPU

June to
December

2007
$000's

34,530

June to
December

2007
CPU

4.L8Distributions paid

Distributions payable

Total Distributions

tt

34,530 4.LA



PREMIUM INCOME FUND

NOTE 6. OTHER FINANCIAL ASSETS

Asset backed investments

Provision for impairment

Written down value of asset backed investments

Octaviar PECS Trust

Octaviar Pacific Finance Notes

Living & Leisure Australia

Octaviar Rap Limited

Causeway Private Debt opportun¡ty Fund

lnvestments subject to participation agreements w¡th
Octaviar related ent¡ties

lnvestment Wr¡tten down
31 December value

2008 $000's
$000's

5

23,790

s,081

19,300 L2,701

62,467

lnvestment Wrfüen
30 June down value
2008 $000's

$000's

31 December
2008

$000's

209,342

(L24,567)

30 June 2008
$000's

268,348

(171,693)

4,755 96,655

lncluded in Asset Backed lnvestments are investments ¡n current and previous Octaviar Limited related entities as follows:

Note

(a)

(b)

(c)

(d)

(e)

(Ð

5

23,790

77,945

5,081

21,,300

62,467

L

27,OOO

L4,700

(c)

110,64:] 190,583 41,,70L

Basis of Valuation
(a) The Octaviar PECS Trust is being liquidated and it has advised the Fund that a recovery of $1,000 is likely from the net

proceeds of liquidation.

(b) The fund has a $23.8M (30 June 2008 - $23.8M) investment in interest bearing unsecured notes w¡th Octaviar Pacific
Finance Limited which matured on 31 March 2008. The notes were not repaid on maturity. Octaviar Pacific Finance is
under Administration and the d¡rectors assess that recovery is unlikely.

Unsecured loans amounting to $78M had been advanced to the ASX listed Living & Leisure Australia Trust in the period
ended 30 June 2008. Living and Leisure Australia Trust encountered financial difficulties and was suspended from the
ASX on 21, January 2008. The loans which matured on 30 May 2008 could not be repaid. A recapitalisation proposal
from Arctic Capital Limited was accepted by secured creditors in May 2008 which prevented the Trust enter¡ng liquidation.
Under the terms of that proposal PIF would receive $28M spread over three years from Arctic Capital Limited in full
satisfact¡onofamountsowingbyLivingandLeisureTrust. Thefirstinstalmentof $lOMwasreceivedduringthefinancial
period.

Octaviar RAP Limited is embroiled with the financial difficulties being encountered by the Octavlar Limited Group and it is
considered that any recovery of the debt is unlikely.

On 2 May 2007 the fund approved a loan facility of $50 million to Causeway Private Debt Opportunity Fund. At 30 June
2008 $21.3 million remained outstanding. Wh¡lst the debt is secured by a fixed and floating charge over Causeway
Private Debt opportunity Fund's assets, the world-wide credit tightening being experienced currently, has diminished the
value of this security. ln return for cancelling the approved but undrawn portion of the loan facility, negotiations were
concluded, with PIF accepting a refinance proposal of $1,4.7 million which was to be paid by 31 July 2008. $2 million was
received dur¡ng the period ended 31 December 2008. The directors remain confident that this payment will be made in
full.

The fund entered ¡nto a participation agreement with Octaviar Pacific Finance Limited (PAC) in November 2007 whereby
the Fund would participate in loans previously originated by PAC. The participation agreement covers six corporate loans
with varying maturities, the latest of which ¡s 2 October 2009. All of the loans are non-performing and as the Fund's
priority ranks behind that of PAC it is considered by the directors that any recovery is unlikely.

(d)

(e)

(f)

t2



PREMIUM INCOME FUND

NOTE 7. RECEIVABLES

Trade receivables

lnterest receivable

GST receivable

NOTE 8. FINANCIAL ASSETS HELD AT FAIR VALUE THROUGH PROFIT OR LOSS

Equity securities

Fixed ¡nterest secur¡ties

31 December
2008

$000's

151

30 June 2008
$000's

392

72

229

L51, 693

5,513

Lt,205

5,599

L5,523

1:6,7t8 21,,L22

lncluded in the total of financial assets held at fa¡r value through profit or loss are investments in current and previous
Octaviar related entities as follows:

Note Fair value
Fair valuelnvestment 30June

30June 2008 2OO8$000's g000's

1,550

998

85,000

31

47,5ß

Basis of Valuation
(a) The Octaviar Blue Sky Development Trust has invested in a second ranking mortgage in a major tourist resort in North

Queensland. Recent offers to purchase that resort have been insufficient to satisfy the first mortgage debt. The
d¡rectors consider therefore that any recovery for the Fund is unlikely.

(b) ThePremiumlncomeFundhasinvested$S5millionintheMaximumYieldFund.Thetotal investmentportfolioofthe
Maximum Yield Fund has been valued as follows. The D¡rectors assess that there will be no recovery for the Premium
lncome Fund.

Octaviar Blue Sky Development Trust

Octaviar Property Trust No 7

Maximum Yield Fund (previously Octaviar
Maximum Yield Fund)

Q Deck (Qld) fty Ltd

Octaviar Blue Sky Development Trust

Octav¡ar Pacific Finance Limited
participation loans

(a)

(b)

lnvestment
31 December

2008
$000's

1,s50

998

85,000

lnvestment
31 December

2008
$000's

30,316

45,470

1,685

2008
$000's

Fair value
31 December

2008
$000's

(c)

(d)

(e)

lnvestment Fair value
30 June 2008 30 June

$000's 2008
$000's

30,000

45,098

9,902

(c)

77,47r

The valuation of the assetsupportingthe Q Deck (Qld) Pty Ltd investment (an Octaviar Limited group entity) has been
adversely affected by the general downturn in the Australian property market and the financial difficulties currently
being experienced by octaviar Limited. The Fund's investment is second ranking and recovery of the full amount of
the investment is considered unlikely.

The investment ¡n the Octav¡ar Blue Sky Development Trust has, in the opinion of the Directors, no value, refer to
Note 8(a).

The major portion of the Octaviar participation loans had been repaid pr¡or to 30 June 2008 but the proceeds were
held in a solicitors trust account pending clarification of the priorities between Octaviar Pacific Finance Limited and
the Premium Income Fund. Following examination of the documents and after seeking a legal opinion, the Directors

(d)

(e)
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PREMIUM INCOME FUND

came to the conclusion that Octaviar Pacific Finance Limited was entitled to all of the proceeds. During the current
period this conclusion was confirmed and the proceeds of the loan repayment were paid to Octaviar Pacific Finance
Limited. The remaining balance represents an investment in unsecured notes of Octaviar Pacific Finance Limited
which is in a moratorium. Under the terms of that morator¡um a d¡stribution of $29,869 was received in January
2009 but further possible distributions, if any, cannot be determined at this time.

NOTE 9. MORTGAGE LOANS

31 December2008 30June 2008

$000's $000's

Mortgage loans - performing

Provision for impairment

Mortgage loans - in default or mortgagee in possession

Provision for impairment

Wr¡tten down value of mortgage loans

Trade payables

Accrued expenses

GST payable

NOTE 11. INTEREST BEARING LIAB¡LITIES

lnterest bearing loan

6,355 L47,485

6,355 L47,485

295,950 2L4,207

(65,e39) (85,698)

230,017 128,509

236,366 275,994

Al mortgage loans are secured by registered mortgages. The recoverability of mortgage loans or their potentlal ref¡nance
with other lenders, has been unfavourably affected by the t¡ghtening in global credit markets and a general decline in
property va luations across Australia.

With the assistance of independent advisors, the directors have made an assessment of each mortgage loan to determine
the likelihood of recovery and the extent of any possible impa¡rment in the value of these ¡nvestments. Where, in the
opin¡on of the directors, an assets'value is impaired, the asset has been written down to the director's assessment of its
fair value.

Assets are classifies as mortgage loans in default or mortgagee in possession when the fund has issued default not¡ces to
the borrower under the terms of the lending arrangements. These mortgage loans are carried at the present value of
future cash flows expected to flow to the Fund on realisation and take into account:

¡ recent offers to purchase the assets or refinance the loans after sustained marketing campaigns;

. recent valuations of the underly¡ng securitles;

' for construction projects, the est¡mated completed value less the estimated cost to complete as provided by quantity
sufveyors;

. general market conditions;

. the financial position of the borrower; and

. the loan status (performing/ non-performing etc.).

The estimates completed by the directors are considered having regard to the cr¡t¡cal accounting estimate outl¡ned in Note
3(c).

As at 31 December 2008 there were 25 loans classified as mortgage loans - in default or mortgagee in possession (30
.June 2008: 23 loans) with a total principal balance of $295,949,781 (30 June 2008:$21-4,207,O55).

NOTE 10. PAYABLES

31 December 3OJune 2008
2008 $000,s

$000's

724

1,989

1.969

921"

3,947

67

4,68,2 4 935

55,000

The interest bearing loan is secured by a fixed and floating charge over all of the assets of the Fund. The ¡nterest rate is
25o/opa. The loan is repayable by 31 March 2009 and early repayment is allowable should circumstances permit.

5,705
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PREMIUM INCOME FUND

NOTE 1.Í¿. RETATED PARTY TRANSACTIONS

Respons¡ble Entity
On 15 October 2OO8, Wellington lnvestment Management Limited retired as responsible entity and Wellington Capital
Limited was appo¡nted.

Custodian
The custodian of the Fund is Perpetual Nominees limited (ACN 000 733 700). Custodian fees have been paid bythe Fund.

Responsible Entity's/ma na ger's fees and other transactions

Management fees paid by the Fund to the responsible entity

- Octaviar lnvestment Management Limited

- Wellington lnvestment Management Limited

- Wellington Capital Limited

Aggregate amounts payable to the Responsible Entity at the reporting date

Responsible Entity:

Octaviar lnvestment Management Limited

Wellington I nvestment Management Limited

31 December
2008

$000's

31 December
2008

$ooo's

727

31 December
2007

$000's

31 December
2007

$000's

- 1_,4IL

Wellington Capital Limited (3)

The amount payable to Wellington lnvestment Management Limited is for reimbursement of direct fund expenses paid on
behalf of the Fund and do not include any management fees. These amounts are included in accounts payable and
accrued expenses in the Balance Sheet.
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PREMIUM INCOME FUND

Directors' Declaration
ln the opinion of the directors of Wellington Capital Limited, the responsible entity of the Premium lncome Fund ('Fund'):

(a) the financial statements and notes set out on pages 2 Io t5 are in accordance with the Corporations Act 2001,
including

(i) complying with Accounting Standards, the Corporations Regulations 2001 and other mandatory professional
reporting requ irements; and

(¡i) g¡ving a true and fair view of the Fund's financial pos¡tion as at 31 December 2008 and of its performance, as
represented by the results of its operations, changes in equity and its cash flows, for the period ended on that
date.

(b) there are reasonable grounds to believe that the Fund will be able to pay its debts as and when they become due and
payable.

This declaration is made in accordance with a resolution of the directors.

Director
Jenny Hutson
Director

Brisbane

9 March 2009
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lndependent auditor's report to the members of the Premium
lncome Fund

Report on the Half-Year Financial Report

We have reviewed the accompanying half-year financial report of the Premium lncome Fund (the
"Fund"), which comprises the balance sheet as at 31 December 2008, and the income statement,
statement of changes in equity and cash flow statement for the half-year ended on that date, other
selected explanatory notes and the directors' declaration for the Fund.

Directors' responsibility for the half-year financial repoñ

The directors of Wellington Capital Limited (the "Responsible Entity") are responsible for the
preparation and fair presentation of the half-year financial report in accordance with Australian
Accounting Standards (including the Australian Accounting lnterpretations) and the Corporations
Act 20001. This responsibility includes establishing and maintaining internal control relevant to the
preparation and fair presentation of the half-year financial report that is free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting
policies; and making accounting estimates that are reasonable in the circumstances.

Au d itor's re spon si b il ity

Our responsibility is to express a conclusion on the half-year financial report based on our review.
We conducted our review in accordance with Auditing Standard on Review Engagements ASRE
2410 Review of lnterim and Other FinancialReporfs Pertormed by the lndependent Auditor of the
Entity, in order to state whether, on the basis of the procedures described, we have become aware
of any matter that makes us believe that the financial report is not in accordance with the
Corporations Act 2001 including: giving a true and fair view of the Fund's financial position as at 31
December 2008 and its performance for the half-year ended on that date; and complying with
Accounting Standard AASB 134 lnterim Financial Repoñing and the Corporations Regulations
2001. As the auditor of Premium lncome Fund, ASRE 2410 requires that we comply with the
ethical requirements relevant to the audit of the annual financial report.

A review of a half-year financial report consists of making enquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical and other review
procedures. lt also includes reading the other information included with the financial report to
determine whether it contains any material inconsistencies with the financial report. A review is
substantially less in scope than an audit conducted in accordance with Australian Auditing
Standards and consequently does not enable us to obtain assurance that we would become aware
of all significant matters that might be identified in an audit. Accordingly, we do not express an audit
oprnron.

For further explanation of a review, visit our website http:/www.pwc.com/au/financialstatementaudit.

Liability limited by a scheme approved under Professional Standards Legislation
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lndependent auditor's report to the members of the Premium lncome Fund
(continued)

While we considered the effectiveness of management's internal controls over financial reporting
when determining the nature and extent of our procedLrres, our review was not designed to provide
assurance on internal controls.

Our review did not involve an analysis of the prudence of business decisions made by directors or
management.

lndependence

ln conducting our review, we have complied with the independence requirements of the
Corporations Act 2001.

Conclusion

Based on our review, which is not an audit, we have not become aware of any matter that makes
us believe that the half-year financial report of the Premium lncome Fund is not in accordance with
the Corporations Act 2001 including:

(a) giving a true and fair view of the Premium lncome Fund's financial position as at 3'1 December
2008 and of its performance for the half-year ended on that date; and

(b) complying with Accounting Standard AASB 134 lnterim Financial Repoñing and Corporations
Regulations 2001.

2r a-nrAlan- t¿31
PricewaterhouseCoopers

'---L
Timothy J. Allman
Partner

Brisbane
9 March 2009
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