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When a majority of Asset Classes
retreat in unison, even a well
diversified portfolio is destined to
dip.

Diversified’s ‘Balanced’ and
‘Dynamic’ model strategies are now
available as Portfolio Investment
Entities too. Models dipped during
May, but weathered market volatility
well.

Diversified ‘Balanced’ strategy as the
PIE Fund, at May 31st 2010 had a
Unit Price of $1.0787. The more
aggressive, Diversified Dynamic
strategy’s Unit Price was $0.9824.

A joint Investment Statement for
both Diversified’s Balanced and
Dynamic PIE Funds is available on
our website, or by contacting our
office for a copy, or from associated
Advisors.

Diversified also manages The Law
Retirement KiwiSaver Scheme’s
investments, which offers ‘Balanced’
and ‘Dynamic’ choices. An
Investment Statement for the Law
Retirement KiwiSaver Scheme is
available from leading Advisors, from
Diversified, or directly from the
scheme’s own website:
lawretirement.co.nz.

Diversified’s

Y

Diversified

June 2010

Summary

Amidst a month or two of headline-grabbing volatility in sharemarkets,
there is comfort in having a robust and venerable investment process.
Diversified was conducting its regular, Quarterly strategy review during
May. Our asset allocation process is forward-looking. Positions are based
on our one-year to 18-month ahead economic fundamentals, tempered by
a proprietary view of valuations. To recap:

e Fundamentals remain positive. The world’s economy is forecast to expand in
aggregate, at over 4% p.a. this year and next; companies have returned to
good profitability; credit remains cheap; massive government stimuli continue,
and; a large portion of institutional funds are ‘parked’ in Cash & Bonds.

e Additional positives include inflation being moderate in most places, and
belated recognition of the profligate and debt-fuelled habits of many western
governments, are unsustainable.

This relatively promising fundamental economic backdrop, contrasts

sharply with headline-grabbing prognostications of several market

chartists, fears of imminent market collapse and foreboding descent into
global economic depression (the ‘stock the bunker with powdered-eggs,
water purification tablets, and buy ammo’ brigade).

e Diversified takes comfort that ‘double-dip’ recessions are extremely rare (once
in 90 years, and that in 1981). Statistical harbingers of recession signal a near-
zero probability of that occurring in the next year, while Leading Economic
Indicators remain resolutely positive.

e Diversified finds little predictive power in the ‘technical analyst’s dire
warnings, nor in the predictive power of chart patterns to repeat. Doomsday is
leaving some golden era. Rather, doomsday ranting may owe more to Mark
Twain’s observation, “I find that the further | go back, the better things were,
whether they happened or not”.

Economic and Financial Market uncertainty are ever-present, are historical

and will endure. Systematic diversification of investments across

uncorrelated or lesser correlated asset classes, in accordance with Modern

Portfolio Theory, is the sole defence against the unknowable.

e Diversified pursues MPT supplemented with our tactical overlays.

Model asset allocations and portfolios are substantially as the prior quarter.

Norman W. Stacey (n.stacey@diversified.co.nz)

An Adviser Disclosure Statement is available on request and without charge, or may be accessed via our website.
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As expected, an export-led recovery is unfolding -
reflected in the fortunes and volumes passing through
Ports of Tauranga (NZX: POT). Each of forestry, fisheries
and dairy commodities are favoured with better prices,
good prospects and solid demand. UN agencies project
key dairy prices will be between 15% and 40% higher, in
real terms, over the coming decade.

I LHS = % gain over decade to 2006
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Source: OECD — FAO Agricultural Outlook, 2010-2019, June 15, 2010.
* SMP = Skim Milk Powder; WMP = Whole Milk Powder

But even with a strong external environment, robust
commodity prices and high taxation, NZ Government
spending is projected to remain in deficit until 2015. NZ’s
bloated government bureaucracy is engaged in all manner
of activities they needn’t be, and don’t do well. Per capita
income growth lags other advanced countries, with IMF
advice to reduce the size of the State studiously ignored.

INZ’s Serial Economic Underperformance

150 | GDP per Capita

Source: OECD

NZ’s Net foreign debt (Public and Private) is projected to
top 100% of GDP within 5 years.

Generally, NZ’s economic outlook within our one-year to
18-month tactical horizon looks sound, but growing by
less than the global average. Notwithstanding
compensatory tax reductions, inflation (temporarily
elevated by ACC and GST increases) will prove difficult to

control in contracts committed to Cost-of-living clauses.
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Key Economic Projections

June 10 Dec. 2010 June 2011
GDP % yoy +2.3 +2.6 +3.9
Inflation (CPI) yoy 2.4 5.0 5.4
Unemployment 6.3 5.6 5.0
Curr.Acct (%GDP) -3.8 -4.4 -4.3
90-Day BB % p.a. 3.08 3.80 5.7

Source: ANZ Market Focus, 14 June, 2010

Regulators as Enablers of Financial Rorts:

“The purpose of the Financial Advisers Act 2008 is to promote
the sound and efficient delivery of financial advice, and to
encourage public confidence in the professionalism and integrity
of financial advisers” Source: NZ Gov’'t MED.

The Financial Adviser Act of 2008 is not intended to offer
recourse for Consumers or for Investors who get ripped
off. (Fiduciary obligation on Advisers, or establishment of
a fidelity fund to compensate wronged investors, are not
part of the Act). Rather, the legislation is captured by Big
Business, Big Government and Big Bureaucracy providers,
intent on escaping accountability for bum advice, and for
well-deserved public opprobrium.

A new myriad at NZQA, ETITO, Securities Commission,
‘accredited’ training orgs, workplace assessors and
moderators flourish. New barriers-to-entry run to
hundreds of pages - Sets ‘A’ through ‘E’ - of logorrhea.
Meanwhile ,the shills and mountebanks who flogged
dodgy debentures, putrid property and stitched up
investors with DNZ; denizens of such as Vestar or money
manglers, will be grandfathered in; endorsed with State
“Authorization”, subject only to a Code-of-Silence not to
divulge their ongoing capers publicly.

Prediction: The next ‘Blue Chip’- style rort will be
perpetrated on an unsuspecting public, abetted by
Government-Authorized Financial Advisers (‘AFA’s).

Diversified’s strategy review confirm a neutral allocation
to NZ. Foreign currency is diversified, rather than
swapped back to NZS risk.

Maybe growth of government is finding upper limits to
popularity. The Australian Federal Government was
clearly surprised by the adverse reaction to its Resource
Super Profits Tax (RSPT). Facing an election expected later
this year - but deferrable until February 2011 - it’s
flexibility is now limited. A$12 billion of proceeds
expected from the RSPT was committed to redistribution
as election-year promises. Some ungrateful wretches
among the Party faithful are uneasy. Resource Minister

Diversified Investment Strategies Limited
Level 8, Tower 2, 55-65 Shortland St, PO Box 105142, Auckland Tel 09 366 7380
www.diversified.co.nz




Martin Fergusson is now suggesting he might exempt
coal-seam gas developers. Mining companies have placed
another AS30 billion of new projects on ‘hold’.

Despite recent lurches, Australia benefits from a legacy of
lucrative resource projects, and a history of sound growth
policies, resulting is a strong and resilient economy.

Key Economic Forecasts - Australia

2010 2011 2012
GDP % yoy 2.9 3.9 3.45
Inflation (CPI) yoy 2.8 2.9 3.1
Unemployment 5.4 5.2 5.1
Curr. Acct (%GDP) -3.7 -3.3 -4.0
90-Bill Rate % p.a. 5.0 (Dec) 6.0 (June)

Source: ANZ Australian Economics Toolbox, 28" May, 2010

Australia is an investment destination of global scope,
calibre and depth. In addition to its mineralogical
endowment, it offers a highly developed and
sophisticated economy, along with leading prosperity and
familiar western culture interfacing with Asia’s boom.
Australia’s Currency, Property, Equities and conduit to
international fund managers, command a significant
allocation in Diversified’s models.
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The promising economic fundamentals provide some
countering to the fears of widespread defaults, or the
chance of a ‘Double Dip’ recession.

Official economic forecasts covering Diversified’s one-year
to 18-month tactical horizon, continue to be uplifting. A
robust, near synchronous economic expansion is
underway and is projected to endure.

GDP Growth Outlook for Calendar 2010 (% y-on-y)

Region/Country Forecast for Calendar Forecast for Calendar
2010 2011

(Survey in Apr. 2010) (Survey in Apr. 2010)

Developed WId +2.3 +2.4

- USA +3.1 +2.6

- Euro-land +1.0 +1.5

- UK +1.3 +2.5

- Japan +1.9 +2.0

Emerging Mkts +6.3 +6.5

- Brazil +5.5 +4.1

- Russia +4.0 +3.3

- India +8.8 +8.4

- China +10.0 +9.9

World total +4.2 +4.3

Source: IMF’s World Economic Outlooks, April, 2010
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Certainly the smaller countries of peripheral Europe face
severe economic challenges — and that as a direct
consequence of mistaking debt for income for several
years. Hungary has recently added itself to the list of
Portugal, Ireland, Italy, Greece & Spain — forming the new
PHIIGS acronym.

But governments seldom ever cut until forced to. Strong
monetary and fiscal stimuli can be relied on to persist
throughout the Developed World, for at least our tactical
horizon. Most western governments are committed to
deep deficits (i.e. fiscal stimulation), through at least the
middle of the decade. Britain’s USS1 trillion of
accumulated debt will double in five years.

But public attitude to Big Government is changing. To
public clamour, Germany’s gov’t announced an “austerity
programme cutting 80 billion euros”. Yes, over four years
and amounting to only 0.4% of GDP p.a. But the trimis a
start and should narrow their budget deficit toward a
Maastricht-legal -3% in 2013. Meanwhile, Greece is on
track to default in 3 or 4 years. German creditors may get
back 40% of face value of their bail-out.

Canadian media this month pilloried their government’s
hosting of G7 /G20 “Summit” in Toronto. C$1 billion in
expenditure including lavish security and massive
commercial disruption was dismissed as “photo-op”.

At least ahead on the November Congressional elections,
the once frugal USA Federal Gov’t lags in the austerity
trend, apparently intent on converging with Europe’s
indebtedness.

I " Private vs. Public Remuneration

s Source: BLS 339-8!
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Private Public Private Public
Wages and Salaries  Benefits

Source: Data from Bureau of Labour statistics, June 2, 2010

Private Public
Total Compensation

The Cato Institute estimates that when benefits are
added, the average federal civilian salary is US$119,982
p.a., compared with US$59,909 for Private equivalent. US
Public Sector job-losses during the Great Financial Crisis
were less than 15%, versus 7.4% for the Private Sectors.

The US federal debt-to-GDP ratio is on a trajectory for
300% by 2050, with President Obama requesting another
USS50 billion stimulus.

Diversified Investment Strategies Limited
Level 8, Tower 2, 55-65 Shortland St, PO Box 105142, Auckland Tel 09 366 7380
www.diversified.co.nz
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Inevitably, the West’s ‘baby-boomers’ will face higher
taxes and reduced government services and lesser
‘entitlements’, throughout their retirements. Self-
provisioning would be prudent.

The Great Financial Crisis marked a watershed. Emerging
Markets’ superior national accounts, productivity and
high growth rates salvaged the world from deeper
recession. Emerging Economies will be the dominant
source of growth ahead.

Contribution to World GDP - 3-yr moving
average %, @ Purchasing Power Parity

. United States I Chvina s Rest of world

s other advanced economies

]
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Diversified’s review of strategy recognized the importance
and investment opportunity afforded by Emerging
Economies. A commensurate allocation is supplemented
by investment in the commodities they require.
Conversely, the Western-centric, Morgan Stanley Capital
International World Index (‘MSCI’ World), we find
inversely prospective and an anachronistic benchmark.

Bonds may be a bubble. Yields are at or near 40-year lows

[i.e. prices are at 40-year highs].
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Source: Dundee Wealth Monitor, April 2010

Percent

New Bond issuance (‘supply’ in economic jargon), by
major Developed Economies is rampant. In addition to
maturing issues, an aggregate of USS$5.9 trillion of new
debt requires funding in the next two years.

I . _ 3 (4
Country/Region 2010. 2011
USA 1.550 1.270
Europe 0.995 0.987
UK 0.207 0.215
Japan 0.312 0.368
Two-year total US$5.9 trillion
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Within our tactical horizon, global Inflation is benign.
There is a divergence between deflation in several
Developed World regions, and a rising pace of inflation
among selected Emerging Countries.

IGlobal Inflation
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Source: Data excerpted from Magellan Fund Mgmt Presentation, May
2010

Diversified’s model allocations to Fixed Interest have been
recently confirmed at minimum levels required for
diversification purposes.

$5 6% %

In a bout of extreme volatility, major world sharemarkets
recently demonstrated monthly, weekly and once even
daily, losses of a magnitude usually associated with
annual, long-run returns expectations. Compounding
nervous investors’ fears, and talking point for the media’s
favoured ‘talking heads’, is that the volatility struck most
sharemarkets in unison.

Investors with a longer-term focus will be less concerned.
Sharemarkets have risen impressively, and substantially

Diversified Investment Strategies Limited
Level 8, Tower 2, 55-65 Shortland St, PO Box 105142, Auckland Tel 09 366 7380
www.diversified.co.nz




unchecked, in a powerful rebound following the Great
Financial Crisis — which ended in about March 2009.

I Dow-Jones Industrial Average (in US$-terms)
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+11.20% +9.81% +5.57% -6.07%

Source: http:[ l money.cnn

As noted above, Diversified’s research continues to find
the greater probability of a robust pace of global
economic growth, characterizing at least our tactical
horizon. Credit Suisse conclude the pace of economic
expansion should be manifest as 34% Earning-per-Share
growth this year and +26% next year.

Contrarians can also take comfort in the pattern of retail
funds-flow. These have a history of being counter-
indicative. The trend among USA Mutual Funds -
embracing Bonds at the expense if Equities - continued
during the week to June 9" A further US$3.7 billion fled
Equity Funds, and an additional +US$4.7 billion was added
to Bond Funds.

Beyond the current reflation, headwinds to growth, and
to Equities as an asset class, are likely to reassert. The
expected deleveraging by governments and households,
and demographics, will re-assert.

Diversified’s advocates remaining engaged in Equities as
an asset class.

% (

The haemorrhaging of USA residential house-prices
appears to be over. The rate of loss, which had been
steadily abating — appears to have now stopped.

I(7 0 8 & 3(0
o

20-city Compaosite Index, nsa

Last month: March 2010
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Source: DundeeWealth Economics, April 2010

Percent change year-over-year
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Diversified continues to find Property less compelling than
other Asset Classes. In the absence of attractive Bond
valuations, a small allocation to Retail Property, selected
primarily for its conventional income, has been
incorporated in models.

9& veww

Consistent with our fundamental outlook for the world’s

economy, Diversified advocates tactical allocations to
each of Qil Producers, mining companies and Hard Assets
producers generally.

The recent market swoon provided a handy opportunity
for later-comers, nimble traders, or simply to ‘top-up’. We
gauge the dip as volatility in an extended uptrend over
the prior year - and expected to resume.

koo - RVE Hard Assets
Producers ETF (NYSE: HAP)
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1 YEAR CHANGE 11.32% %

Jun 2009 Sep 2009 Jan 2010 May 2010
+3.81% +14.47% 0.83% -8.23%

Source: CNNMoney

There is sufficient gold for each portfolio of financial
assets to have a 0.4% allocation. If folks get greedy — or
the gold-bugs are right, there could be some crowding.
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Source: Source: Bullion Buzz June 15‘“, 2010.

The bullion price is conjectural. But all that is required is
for prices to be sustained near current, for an upward re-
valuation of proven, in-ground and unhedged reserves of
ore, held by gold-producing companies.

Diversified Investment Strategies Limited
Level 8, Tower 2, 55-65 Shortland St, PO Box 105142, Auckland Tel 09 366 7380
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I Newmont Mining Share Price, 2010 - in US$
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Diversified models currently advocate a ratio of gold
shares to physical bullion around 2:1. Favoured selections
may include shares in Newmont Mining, as well as in a
diversified Exchange Traded Fund specializing in gold-
mining shares globally.

Currency - “best looking horse in the glue factory,”

“The US dollar is a fundamentally flawed and weak currency,
but so are most of the others. The dollar is the best looking
horse in the glue factory.” Tony Boeckh, in interview with
Robert Huebscher, 1% June, 2010.

Our NZ dollar tends to be a ‘fair-weather friend’. Evident
recently, is the kiwi appreciating when global prosperity
appears to be in the ascendancy, and depreciating when

Salient Rates, Indices, & Exchange Rates
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the global economic storm-clouds appear. This carries the
salutary benefit - for unhedged investors at least — of
portfolios being somewhat sheltered when global
financial markets are ravaged.

Currency volatility - both with NZ$ and against one
another — has been recently heightened. The magnitude is
sufficient to materially affect other asset class’s returns.

ISeIected NZS Exchange Rates

1 month 3 months 1year
uss$ -6.50% -2.04% +7.01%
AS +2.99% +3.32% +1.01%
Euro +1.30% +8.46% +22.73%
GBP (£) -1.01% +3.20% +19.37%
Japan ¥ -9.41% -0.44% +2.21%
NZ$ TWI +1.36% +3.72% +15.52%

Source: Data from FundSource Stats to 31% May, 2010.

Diversified’s model strategies include exposure to all the
major currencies. The recommended default position is an
unhedged array of major foreign currencies derived from
regional allocation, thereby minimizing NZS risk.

Following are the May 31st, 2010 rates and selected equity market indices, relevant currencies, with their percentage gain or loss from
that of three months, six months, and one year earlier. Figures are before taxation, fees or any impact from NZ currency.

Prevailing Monetary Conditions Index. +332 +1248 +92 -227
Prevailing NZ Cash Rate (90-day) 2.93% pa 2.71% pa 2.80% pa 2.78% pa
Prevailing 2011 NZ Gov'’t Stock Yield 3.67% pa 3.67% pa 4.03% pa 3.56% pa
Prevailing 2015 NZ Gov'’t Stock Yield 4.88% pa 5.02% pa 5.28% pa 5.19% pa
CHANGE Value Gain or loss since...

NZX NZ Gov’t Stock [Bond] Index 1110.68 +0.1% +2.1% +4.7%
NZSE 50 (Gross) 3061.62 -3.0% -2.0% +10.8%
NZSCI (Gross) 19651.79 -5.1% -4.8% +10.2%
S&P/ASX200 (Australia) * 4428.70 -4.5% -5.8% +13.7%
MSCI World Index (Capital)* 1079.80 -4.7% -6.0% +11.3%
Dow Jones (USA) * 10024.02 -2.9% -3.1% +17.9%
NASDAQ* 2257.00 +0.8% +5.2% +23.4%
FTSE 100 (UK) 5163.33 -4.5% -2.8% +16.9%
Nikkei DJ (Japan) * 9768.70 -3.6% +5.2% +2.6%
Hang Seng (Hong Kong) * 19651.97 -4.9% -10.0% +8.9%
NzZD/USD 0.68 -2.1% -5.1% +4.2%
NzZD/AUD 0.80 +2.9% +2.5% 0
NzD/JPY 61.62 0 -0.4% -1.8%
™wiI 66.31 +3.0% +4.3% +10.8%
Gold (USS / oz., troy) 1,202.60 +9.2% +2.3% +23.4%
Crude Oil (WTI, US$/bbl) 73.98 -7.2% -1.7% +11.6%

*Indices, figures and performances in respective local currencies unless otherwise stated.

NORMAN W. STACEY, INVESTMENT ANALYST

Corporate and individual Investment Adviser Disclosure Statements are available free of charge, or may be viewed on our website:

Diversified Investment Strategies Limited
Level 8, Tower 2, 55-65 Shortland St, PO Box 105142, Auckland Tel 09 366 7380
www.diversified.co.nz
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