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Canadian Equity Market
Change in Leadership?

Sector Performance Three Years Sector Performance June 30, 2006 to
Ended June 30, 2006 March 31, 2007

Technology 46.3%

Energy 39.4%
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Developed World Economies to Lose Steam in 2007

OECD Leading Economic Indicator & Industrial Production
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Canadian Economic Outlook

Canada’s economy is still doing very well on average

Job growth has been stellar

Commodity prices rebounding on robust global demand

Exchange rate creeping back up, extending manufacturing’s troubles
Alberta’s economy easing, but still far from a sustainable pace

Bank of Canada has room to cut rates, but is not likely to this year

Outlook still depends on commodity prices and US growth



USS$ per C$

CAD/USD

Drivers of the Canadian Dollar
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Recent data suggests a bit less downside

growth risk in North America

Higher commaodity prices a reason for
investors to be in Canada

Rate hike more likely in Canada



Equity Market Outlook: Risk Levels Have Increased
“Fear and Greed”

We are at the “greed” end of the spectrum
expectations in energy and commodity markets are very high
“risk premiums” are very small (equals complacency)
easy credit has led to huge increases in leveraged investments

increased signs of speculation

Some cracks are showing
China’s single-day 9% market decline
implosion of U.S. sub-prime mortgage market

warning signs in credit markets

A cautious investment stance is warranted



Denial Phase?
Or Merger Speculation

— S&P/TSX Capped Materials Index
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Something’s Different

Crude OIl Prices vs. Inventories

WTI (US$/bbl)
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Chinese Oil Demand — Having a Big Impact ...
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L.Or s it?
Growth in World Oil Demand

(millions of barrels per day)
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Growth in Oil Demand has Been Slow and Steady
Annualized Growth in World Oil Demand

35 Years 1.4%
25 Years 1.3%
20 Years 1.6%
15 Years 1.6%
10 Years 1.6%
S Years 1.8%

3 Years 2.1%



Speculation in the Oil Square?

300,000 B Volume of NYMEX Crude Contracts

B World Oil Demand
250,000

/Average daily oil demand worldwide has risen \

from 72 million barrels in 1996 to about 85 million
200,000 today. Average daily traded volumes of just
NYMEX light sweet crude futures alone now total
over 280 million barrels per day. (In the month of
January 2007, average daily volume of the
150,000 NYMEX crude contracts was 498 million!)
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Leaving the Commodity Party Early
Copper Prices and Production Costs
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Risk and Reward

Royal Bank versus Inco

ROYAL BANK
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Risk Has Increased
S&P/TSX Earnings & Expectations Well Above Trend

900 2007 Estimate
There have been seven distinct earnings cycles (:)
800 since 1970. The current cycle is the longest
and of the biggest magnitude. Current earnings
700 are now more than one standard deviation
above long-term trends.
Duration Increase in
600 Trough Peak (Months) Earnings
1. Aug 1971  Dec 1974 40 126%
500 2. Oct1976  Oct 1980 48 135%
& Apr 1983 Mar 1986 35 144%
4. Dec 1986 Jun 1989 30 98%
400 5. Jun 1992  Dec 1995 42 140%
6. Jun 1999 Mar 2001 21 85%
7. May 2002 Present 56 204%
300
200
100 = S&P/TSX Reported Earnings

= S&P/TSX Estimated Trend
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Up, Up

and Away

Resources Drive Earnings Higher
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Mullen Group Income Fund
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Canwest Mediaworks Income Fund
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Custom Direct Income Fund
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Jazz Air Income Fund
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Income Trust Holdings

October 31, 2006

Nil

November 30, 2006

Canwest Mediaworks 1.5%

Mullen Group 1.3%
Builders Energy 1.1%
Ever Ready 0.6%
Custom Direct 0.4%
Supremex _0.3%

5.2%

March 31, 2007

Jazz Air

Ever Ready
Mullen Group
True Energy
Custom Direct
Future Med
Builders Energy
Chesswood

Supremex

2.4%
1.5%
1.5%
1.1%
1.1%
1.1%
0.9%
0.3%
0.1%

10.0%



Being Opportunistic
Building Gas Holdings

% Decline Production
Cost from High Growth*

Cyries Energy $12.72 -31% 126%
Duvernay $34.23 -27% 76%
Iteration Energy ~ $4.26 -37% 44%
12.00 i -319 0
Nuvista Energy ~ $13.77 31% 55% —— Natural Gas Futures
Proex Energy $13.17 -29% 93%
* Trailing 12 month average daily gas production.
10.00
8.00
6.00
Late in the year we began adding

to gas stocks. Our underweight
position in Energy was lowered.
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summary

Four year returns on TSX now 22.4% per year annualized
driven by Energy & Materials

difficult to sustain
only happened once before

Third quarter 06 may have represented a turning point

Share prices have not declined as much as commodity prices

= too early to add to Materials

Stock selection in other sectors will be key, there are opportunities

income trusts, smaller cap names

Risk levels are high: caution warranted
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