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Thought for the Week: Monday, October 4th, 2010

First the Good News...and then the Bad News

The Good News for Conservative Portfolios...

All DIAS Portfolios have experienced excellent year to date appreciation. The Conservative Income
Portfolios have appreciated well in advance of our ‘normal’ projections.

Although this performance has an element of “a rising tide floats all boats”, our allocations have worked
well thus far. Bear in mind, we have also maintained diversified investments in these portfolios that are
intended to protect capital and have therefore not helped performance in rising markets. If the direction
turns, these investments should reward. In all markets these diversifiers help damped volatility.

We have a number of ‘hedges’ in the conservative portfolios and have kept durations low while still
participating in rising asset values and paying around 6% of income.

Have Bonds Peaked —is the Bubble about to Burst?

Our current thought is that the U.S. Government will launch the good ship Q.E. Il (Quantitative
Easing Two: the second round of pumping money into the macro economy by buying securities and placing
them on the Fed’s balance sheet).

Q.E.lIl will probably cause bond yields to fall further; therefore prices may continue to rise. The
bubble may still have a ways to inflate. That said, the first question we ask ourselves every morning is “can
we see any inflation or interest rate rises on the horizon?”.

...and now the Bad News for Conservative Portfolios

When the price of an income paying security rises, the current yield percentage falls, even though the
actual dollar payment value remains the same. Existing investors who bought at lower prices still get their
original income levels; it’s just the currently quoted yield drops.

For the income-paying DIAS portfolios, current yields have fallen with rising portfolio values. This may
be considered bad news but we would disagree.

There’s always some liquid in the Glass

Is the Glass Half Full or Half Empty? | was always taught that in both scenarios there’s always some
liquid in the glass - so cheer up!

When our most conservative portfolio has a double-digit total return for the year to date, investors should
not occupy themselves with the additional risk involved in chasing extra yield. The market will generally
give you something; so far this year, it has been capital appreciation and DIAS investors have drunk from
the fountain.

Past performance is not indicative of future results. This commentary is not intended as investment advice or an investment
recommendation it is solely the opinion of our investment managers at the time of writing.
Nothing in this commentary should be construed as a solicitation to buy or sell securities.
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We will continue to monitor the situation as rising interest rates and yields will cause fixed income
prices to fall. This challenge shouldn’t appear this year, but we are drinking lots of milk in preparation.

Behind the “Screens”

We are regularly asked how a smaller, focused investment team can monitor everything that’s
happening in today’s global markets across the breadth of diversified asset classes we consider for

inclusion in DIAS portfolios.

The most important factor in our success is Focus: we concentrate on not being in the “wrong” asset
class while allocating the majority of our capital to the “right” asset class. This allows us to save time and
complexity by ignoring many of the thousands of global securities most managers spend time performing
exhaustive research on.

Another reason is our investment in information technology and the amount of time we spend
“behind the screens”. The screen below shows the Economy screen from Bloomberg and the indicators it
displayed over a sample two day period — this is one of numerous similar screens that we custom filter for
items that may interest us.
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