march of the markets

Performance as at 3 1st October 2009

Market 30/09/09 Gross Returns
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MSCI Europe (G)

* Note: Returns are in local currency.

International Equities
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/ ©

3 month % change 6 month % change One year % change

1.9% (1.1)% (3.3%)

14.0%
33.8%
3.7%

(15.5%)

(4.2%)

International Equities have enjoyed a “stellar” performance run since early March when the current
rally began. Leading indicators of growth remain at levels consistent with an improvement in the
economic cycle. However, validation of the leading indicators of economic recovery will be
required for the rally to extend beyond current levels. Company earnings have positively respond-
ed to cost cutting and will benefit from operating leverage when earnings increase. We expect to
see markets focus on earnings delivery. Without earnings expectations being met equity market
valuations will look increasingly stretched.

A continuation of the improvement in a number of forward looking indicators (particularly busi-
ness confidence and net migration) underpins our optimistic outlook for the NZ economy and
equity market over the medium term. Australia also appears to be performing well with Australia’s
Reserve Bank raising interest rates in a signal that trading partner growth and “trend growth” for
2010 is beginning to impact positively on the Australian economy. Both the Australian and New
Zealand markets, with heavy reliance on export revenues, are likely to suffer from strong curren-
cies which have offset a rise in underlying soft commodity prices (particularly dairy prices).

The recent run of data accentuating the economic recovery — and the stubbornness of domestic
inflation — have bought forward the likely timing of the next interest cycle. Speculation persists
that the Reserve Bank may increase rates earlier than had been expected, especially now that
Australia has entered into an interest rate tightening phase.
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"5~ Welcome to the investment commentary and
update for the Lifestages KiwiSaver Scheme for
the period to 31st October 2009. This is the
second commentary and update for the 2009 year
and we plan to send you another update as at 31st
March 2010. This commentary also compliments
the six monthly statements you will receive on
your KiwiSaver account detailing the various
transactions you have made. These will be sent for
the periods ending 30th November and 31st May.

If you are an investor who, upon receiving
your portfolio update, immediately turns
to the performance page you will have no
doubt been delighted to see how well your
KiwiSaver account has performed since
our last report for the period ending 31st
March 2009. When one considers that the
last 12 months saw the demise of Lehman
Brothers, to produce a positive portfolio
performance is (we believe) a stunning
result. Even better is to deliver a positive
two year per annum return of almost 3%
each year (gross of tax and net of fees) over
the course of the credit crunch, to the end
of 31st October 2009.

New Investment Options

As our long standing KiwiSaver clients
will recall, we said in October 2007 that
when we were confident that markets
were on a more even "footing” we would
consider launching a portfolio that had a
greater portfolio allocation to growth
assets. That time has come.

From 1st October 2009 the Lifestages
KiwiSaver Growth Portfolio was launched
to give investors the option of investing
in a portfolio that has a higher exposure

to growth investments. We have designed
an investment option of 80% growth
assets and 20% income assets (the exact
opposite of the Lifestages Capital Stable
Portfolio). Existing and new investors can
invest in this portfolio if they are pre-
pared to accept potentially higher long
term returns with the risk of greater vola-
tility (refer to the portfolio breakdown on
the inside page for further information on
the asset allocation).

Most importantly, investors can also
choose a combination of the two existing
funds to create their own portfolio allo-
cation (a 50/50 split between the two
portfolios would produce a balanced
portfolio). You can also elect to have
contributions split between the two port-
folios. We have designed this new offer-
ing with your flexibility and choice in
mind; there are currently no switching
fees to transfer between portfolios and
no limits to how many times you can
make transfers each year.

If you would like to review your current
portfolio allocation please contact your
financial adviser or local building society
for further information, or phone us on

Grabam Duston,
Executive Director for
Funds Administration
New Zealand (FANZ).

0800 502 442. Alternatively you can also
visit www.sbs.net.nz/kiwisaver to obtain
information on the new portfolio (includ-
ing a copy of the investment statement),
use our asset allocation questionnaire to
help you decide which portfolio mix is
the right one for you, or find the transfer
forms to change your portfolio mix.

Market Commentary

If a week is a long time in politics then 12
months in the equity markets must be an
eternity!l Moving forward there appears to
be two schools of thought as to how the
world investment markets may play out.

1. Robust Recovery. This school of
thought believes that investors should
get positioned for a global economic
recovery that's about to surprise on the
upside. That may sound crazy given
what we have just gone through but one
does have to review a number of positive
factors. These include:

a. Over 70% of United States compa-
nies beat analyst forecasts over the
recent reporting period. This was
largely due to companies cutting costs
and raising capital over the last six
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Important

This document is intended for information purposes only and should be read in conjunction with the Investment Statement for the Lifestages KiwiSaver Scheme which can be
obtained by contacting the Manager on 0800 502 442 or by contacting your local building society or financial adviser. This information is of general nature only and has not been
prepared with regard to the needs of any investor. Investors should be aware that future performance may not reflect past results and the performance of the scheme, repayment of
any capital or any particular rate of return are not guaranteed. Details are current as at the date of preparation and are subject to change. An adviser disclosure statement is also

available, on request, and free of charge from your local building society branch or financial adviser.
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months. Analysts look at the fact that
US companies have piled up cash and
with low interest rates this will set the
scene for a surge in mergers and
acquisitions.

b. The fiscal stimulation programme has
yet to "hit" the world economy. Take
the United States for example. The
record US$787 billion fiscal stimulus
programme created great headlines in
February but the delivery has neces-
sarily been slow — only US $58bn is
due to be paid out by 30th September
2009. The “big hit" arrives in 2010.

c. Inventory re-build. The United States
inventory cycle has been run down. It
was announced in September 2009
that the level of inventories in the
United States was just over one
month (meaning that it would only
take one month for the United States
to consume their inventory), the low-
est it had been for several years.
Inevitably this level of inventory will
be re-built, which will be positive for
earnings and employment.

d. World growth. Even the International
Monetary Fund, who had been deliv-
ering pessimistic growth forecasts over
the first half of the year, believes that
we will see a slowdown in the retrac-
tion of the global economy in 2009
and an eventual rebound in 2010.

2. Troubled waters still lie ahead.

a. Relief! It's like the lyrics from one of
The Door’s song: "I've been down for
so long that it looks like up to me.”
Some commentators believe that the
rally of the share markets is like a
“relief" rally. Relief insofar as the
world did not blow up!

b. The reality is that we have achieved
some stability in the financial system

but the problems with the world's
banks are not over. We will probably
see continued solvency and liquidity
problems in the United States as banks
there grapple with rising impaired
assets and the requirement from
central banks to raise more capital to
support their balance sheets.

c. Jobless Recovery. This is a term New
Zealanders will hear a lot more of
over the next few years. Technically
New Zealand moved out of recession
in the June 2009 quarter with 0.1%
GDP growth but with unemployment
expected to hit almost 8% in New
Zealand and over 10% in the United
States, for many people it won't feel
like a recovery.

What does it all mean?

Our own view is that both schools of
thought are probably correct. Companies
that are leveraged to worldwide growth
and who have re-constituted their bal-
ance sheets are likely to surprise on the
upside over the next few years. However,
we do not believe that we will return to
the halcyon days of credit-fuelled
growth as subdued economic activity
may be the new normal. We expect mar-
kets to produce a solid performance over
the coming 12-18 months, but with a
question mark moving past this time
frame as we wait to see how the con-
sumer starts to spend again.

New Zealand

The news coming out of New Zealand
over the last few months has continued
to improve. The following positive
results have been received;

1. New Zealand's current account defi-
cit shrank from 8.1% of GDP (which

put us in the company of financial

basket cases such as Iceland) to 5.1%
in the year to 30th June 2009.

2. GDP figures for the quarter ending
30th June 2009 revealed that, techni-
cally, the recession ended in the June
quarter with GDP growth of 0.1%.

3. Fonterra announced that it was lifting
its forecast payout from $4.55 to
$5.10 per kilo of milk solids.

Against the positive news was the con-
tinuing headwind of a stronger NZ cur-
rency making it harder for an export led
recovery and the growing realisation
that unemployment is heading over 7%.

Bringing it all together!

Whilst the environment appears to be
more positive, | do caution about com-
placency. My 20 years in this business
has taught me that we will experience
more "bubbles” in the future. There may
not be a bubble originating in US sub-
prime mortgages in the future, but there
is no doubt in my mind that there will
unquestionably be another “bubble!”

As an investor this means maintaining
your portfolio in a position whereby
you can minimise any volatility, pre-
serve capital and position portfolios for
the eventual upturn. Our processes and
investment philosophy are based on
these simple but powerful tenets.

Kind regards

A

Graham Duston, Executive Director
Funds Administration New Zealand
Limited (FANZ).

Manager of the Lifestages KiwiSaver
Scheme

www.sbs.net.nz
Phone 0800 502 442
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fund performance

Lifestages KiwiSaver Scheme as at 31st October 2009

Lifestages Growth Portfolio

Lifestages Capital Stable Portfolio

Unit Price: 1.00000 (as at 1/10/09)

Unit Price: 2.088242

Gross Returns

N/A.
Fund commenced
as at 1/10/09

Gross Returns
(Gross of tax and net of fees)

6 Months 2.90%
1 Year 3.87%
2 Years 2.33%

Income Investments
20%

Asset Allocation

International
Shares 50%

Australasian Shares
30%

Australasian Shares
6.5%

Asset Allocation

International ‘
Shares 13.5%

Income
Investments
80%

Who does this Fund suit?

The Lifestages Growth Portfolio is designed to suit investors
who are seeking long-term capital growth as opposed to
income returns. They are prepared to tolerate fluctuations in
their capital on the basis their investment should grow more
strongly over the long-term.

Who does this Fund suit?

The Lifestages Capital Stable Portfolio is designed to suit
investors who are seeking investments whose capital is less
likely to not fluctuate or produce a negative return. A strong
focus on capital preservation is a key for these investors even
if they forego long-term capital growth. A majority allocation
to fixed interest assets is favoured by these investors.

Did you know...?

1. You can build a balanced portfolio (ie 50/50 Growth
/Income Assets) by splitting your contributions evenly
between each portfolio.

2. You can currently switch between each portfolio,
free of charge, at any time by giving us written notice.

3. The Lifestages KiwiSaver Scheme provides you with the
flexibility to tailor your savings programme to meet
your current and future investment goals and objectives.

Contact your local building society or financial adviser for
further information.
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