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Changes that Add Up

— BILL K. DICKIE, PRESIDENT AND PORTFOLIO MANAGER

For a good many investors these are perplexing times. On the one hand, the Canadian market has
been generating consistent, above average returns for the last five years. Despite recent volatility, domestic
market results are generally positive, although moderating. On the other hand, the “go global” theme has
become more pronounced of late, based on the belief that Canada’s time in the sun may be coming to an end.
Manoeuvring between those two sentiments investors are looking for, but are hard-pressed to find, a definitive
market direction.

To us the answers lie not in the big call, but in the incremental changes that are occurring beneath the surface
and already influencing performance. As markets drift, we think it’s important to revisit your investment strategy,
ensuring your course is clear and that your portfolio asset mix is well-positioned to address the subtleties at work.

Here are some of the factors that we believe are currently influencing Canadian markets:

« Price/earnings multiples are higher in Canada than elsewhere. This implies higher expectations of
growth, which is accompanied by a higher risk of disappointment should Canadian companies not
achieve those targets.

o The Canadian dollar is up from $0.63 to $0.86 as compared to the U.S. dollar. This is challenging the
competitiveness of Canadian companies.

+  We're seeing a dichotomy in Canada’s economy, with the West experiencing tremendous growth and
challenges such as employment, inflation and environmental issues. Alternatively, Eastern Canada has felt
the ramifications of the higher dollar loss (i.e., loss of manufacturing jobs) while Atlantic Canada has seen
an out-migration of its workforce.

+ The fixed income market is delivering coupon rates of return. This is problematic for investors looking
for income.

« The income trust market is dealing with the significant change thrust upon it. It’s assumed that many
trusts will revert back to a corporate structure as the four-year transition period comes to a close.

The question of future distributions remains unanswered. Many income trusts are mid-cap in size and

may require capital to fuel growth. This may force individuals seeking income to choose another

investment vehicle.

With such factors in mind, it’s worth looking at your asset mix to see whether, for instance, your commitment
to Canadian equities has become overweighted in energy. A concentration in this area would prompt some
prudent changes. Alternatively, does this shifting environment mean it’s time to pack your bags, leave Canada
and make a significant commitment to global markets? We say not so quickly. There are a number of very
individual longer-term considerations to keep in mind such as currency cycles, the geographic location of your

liabilities and continuing global demand for commodities.

MATCO BALANCED PORTFOLIO UPDATE

AS AT MARCH 31, 2007

ASSET CLASS ALLOWABLE RANGE CURRENT WEIGHT BENCHMARK
Cash 0% - 10% 5% 0%
Fixed Income 25% - 45% 25% 35%
Cdn Equity 25% - 45% 35% 35%
U.S. Equity 10% - 20% 17% 15%
International Equity 10% - 20% 18% 15%
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