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Inflation/Deflation Timer - Current Indication:

Neutral

The Inflation-Deflation Timer is a trend-following model, and this class of model is
incapable of calling tops or bottoms, and therefore its value is in the ability to spot
trends. The trends we are looking for are: inflation, deflation and neutral.

This publication is an ongoing monitor of the Inflation-Deflation Timer model,
for more information on the model, see:

http://www.qwestfunds.com/publications/newsletters_pdf/newsletter_november_2009.pdf; and
http://www.qgwestfunds.com/publications/newsletters_pdf/newsletter_february 2010.pdf

Cam Hui, Board of Advisors, Qwest Investment Management Corp.

Qwest Commentary

How much of a portfolio should go to dynamic asset allocation?

Over the past few months, we have been
asked the question, "Given the excellent
past returns of the Inflation-Deflation Timer
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Every portfolio is different and allocation
depends on an individual’s risk and return
preferences. However, we will try to give
some guidance using the following three
examples.
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Example #1. Medium Risk Portfolio
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100% 60/40 Balanced Fund starting point represents progressively higher allocations to the Inflation-Deflation Timer
model. The allocation eventually becomes 100% to the Inflation-Deflation Timer model and 0% for the 60/40

Balanced Fund.

As a hypothetical investor allocates more and more to the Inflation-Deflation Timer model, the chart shows that
downside risk falls and returns increase. The point for minimum risk, or the point for the most efficient portfolio, turned
out to be a 45% allocation to the Inflation-Deflation Timer model and a 55% allocation to a 60/40 Balanced Fund.
From the minimum risk point onward, risk increases but so does the potential return.

Example #2: Aggressive Risk Portfolio

Chart #2 shows the risk and return character-
istics of an aggressive portfolio where an
investor has allocated 100% of his portfolio to
equities. This investor would be fully exposed
to the risk of deflation.

As the chart shows, the Inflation-Deflation
Timer model outperformed stocks and did so
with a lower risk profile. The point of minimum
risk, or the point for the most efficient portfolio,
is a 66% allocation to the Inflation-Deflation
Timer model and 34% allocation to equities,
as defined by the S&P/TSX 60 Index. Investors
who are more comfortable with a higher risk
and return scenario should allocate greater
amounts to the Inflation-Deflation Timer
model. The Inflation-Deflation Timer model
would provide some measure of protection
against deflation depending on the alloca-
tion of the Inflation-Deflation Timer model.

Example #3: Conservative Risk Portfolio

Chart #3 shows the risk and return character-
istics of a conservative portfolio, where an
investor has allocated 100% of his portfolio to
bonds. This investor would be fully exposed to
the risks from inflation.

The point of minimum risk, or point for the most
efficient portfolio, is a 14% allocation to the
Inflation-Deflation Timer model and 86%
allocation to bonds, as defined by the DEX
Bond Universe. The Inflation-Deflation Timer
model would provide some measure of pro-
tection against inflation depending on the
allocation of the Inflation-Deflation Timer
model.
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Aggressive Risk Portfolio Example
20%
100% Inflation-
15% T The Inflation-Deflation Timer
/ model outperformed stocks
£ ” with lower downside risk
z 10% \ oy
ﬂ tea “u
59, |66% Inflation-Deflation Timer Fhagy, Y 0%
34% S&P/TSX 60 *+ . S&PTSX 60
0%
20% 25% 30% 35% 40% 45% 50% 55%
Maximum Loss
Chart #2
Conservative Risk Portfolio Example
20%
100% Inflation-
Deflation Timer
15% oot et
c 14% Inflation-Deflation Timer e <
5 109, |B6% DEX Bond Universe P
E ¢ '.,.v" Bond investors can gain some
_,.v*" protection from changes in
59, ) inflationary expectations with a
100% DEX measured allocation to the
Bond Universe Inflation-Deflation Timer model
0%
5% 10% 15% 20% 25% 30%
Maximum Loss Chart #3

Some investors prefer to target a certain risk level rather than be specify their risk preferences as conservative,
aggressive or somewhere in between. The table on the next page shows suggested allocations to a portfolio of
stocks, bonds and the Inflation-Deflation Timer model for a given level of downside risk tolerance.

We would note that stock allocations are relatively stable in this study at the 20-26% level. As risk and return rises,
bond allocations fall and Inflation-Deflation Timer model allocations rise.




Your mileage will vary

The question, "what is an appropriate allocation to Risk targets and allocations
the Inflation-Deflation Timer model" depends on
risk and return preferences. We have tried to show Infl-Defl
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of asset classes, the behavior of those asset classes
as well as the specifics of the implementation of an
Inflation-Deflation Timer model. Stocks: S&P/TSX 60

Bonds: DEX Bond Universe

Your own mileage will vary.
Return: Simulated return, Dec 2000 to Dec 2009

DEFINITIONS (as defined in the American Heritage Dictionary)

Inflation
A persistent increase in the level of consumer prices or a persistent decline in the purchasing power of money, caused by an increase in available
currency and credit beyond the proportion of available goods and services.

Deflation
A persistent decrease in the level of consumer prices or a persistent increase in the purchasing power of money because of a reduction in
available currency and credit.

IMPORTANT DISCLOSURES

This information is made available by Qwest Investment Management Corp. ("Qwest") for information purposes only. This information is not
intended to be and should not to be construed as investment advice, and any recommendations that may be contained herein have not been
based upon a consideration of the investment objectives, financial situation or particular needs of any specific recipient. In addition, this
information is not to be construed as an offer to sell, or solicitation for, or an offer to buy, any securities.

The information is intended for residents of Canada only.

The opinions, estimates and projections contained herein are those of the author and not Qwest. Qwest makes no representation or warranty,
express or implied, in respect thereof, takes no responsibility for any errors and omissions which may be contained herein and accepts no liability
whatsoever for any damage or loss arising from any use of or reliance on this information. Qwest is under no obligation to update or keep current
the information contained herein.

The information presented may not be discussed or reproduced without prior written consent.

Qwest, its affiliates and/or their respective officers, directors or employees may from time to time acquire, hold or sell securities mentioned herein as
principal or agent.
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