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Pathfinder Investment Outlook

For the week ending August 19th, 2016

Recap & Macro Outlook: Interest Rate
Expectations

There has been much discussion this past week in

US Interest Rates: Remain low August 22,2016
the financial press about interest rates. Rates are 80
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interest rates push investor capital out of equities 40
and into fixed income, where a similar level of return 20 -
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investors pay attention central bank activities, as
they are so influential.

US Rate Hike Probability August 22,2016
During our weekly investment committee meeting 0
we reviewed the data to the right which shows the
probability of an interest rate rise in the US (which
has decreased). The information is calculated from
futures contracts which take positions on the
potential direction and movement of the Federal
Open Market Committee’s target rate of interest
(FOMC Target Rate). The discussion in the press
has been about the language of the minutes in the

most recent FOMC meeting, recent speeches made

by FOMC members and the markets interpretation -
Source: Bloomberg Markets LP, Pathfinder Asset Management

of the latest employment and inflation data points.

Michael Rudd, CFA | Portfolio Manager
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Pathfinder Equity, High Income & Core Plus Fund

Microsoft Corporation (NASDAQ: MSFT)

Spotlight: Our Visit to the Microsoft Campus

This past week we drove down to Redmond,

Microsoft Corp: Pathfinder Investment History August 22,2016
Washington, just outside of Seattle to visit with 70.0
Microsoft Corp (NASDAQ:MSFT). The campus was oo | ——MsFT
impressive and the meetings were very informative. * Increase Mi
We were able to meet with people who worked in two S ¢ Reduce j{‘“'uj
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divisions: the newly structure Productivity Division
(Office and Office 365) and the Intelligent Cloud 30.0 1 r
Division (Azure and Data Centers) along with an
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since 2012.

Source: Bloomberg Markets LP, Pathfinder Asset Management

The Productivity Division discussion focused around pushing the Office Tools platform (i.e. Word, Excel,
PowerPoint, Skype) out to as many people as possible in the new subscription format. This has caused revenue to
slow somewhat because, in the past, the full software suite was sold as a one off purchase but the monthly
subscription format will take 3 years or so to generate the same top line revenue as the single sale. However, the
economics and stability over the long-term are much better, especially for patient investors. The subscription
model allows for more flexible licence agreements, which permits greater monetization of premium products as
well as an expanding the “sticky” customer ecosystem.

The Intelligent Cloud Division evolution is harder to visualize but very exciting in terms of growth and function.
Expanding on the Productivity discussion above, seamlessly linking the end user relationship, noted above, into
private/public/hybrid Cloud has become a critical component of IT resource deployment for essentially all
companies. The infrastructure that has been developed to manage the needs of very large global companies can be
scaled and leveraged to provide similar services for small businesses. Therefore, the addressable market is huge
and has material growth. As the cost of providing the computing power along with data storage decreases and
spreads to more users, the evolution of usage will become common place for companies.

The one item that causes me to have some concern, and which was not really addressed well at the meeting, was
the lack of throughput on cellphone growth which is critical to expanding the ecosystem. This is something we are
watching, but at this point, it would unlikely detract from our long-term positioning across all mandates which is
noted in the chart above.

Michael Rudd, CFA | Portfolio Manager
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Disclosure

National Instrument 31-103 requires registered firms to disclose information that a reasonable investor would
expect to know, including any material conflicts with the firm or its representatives. Doug Johnson and/or
Pathfinder Asset Management Limited are an insider of companies periodically mentioned in this report. Please
visit www.paml.ca for full disclosures.

*All returns are time weighted and net of investment management fees. Returns from the Pathfinder Partners'
Fund and Partners' Real Return Plus Fund are presented based on the masters series of each fund. The Pathfinder
Core: Equity Portfolio and The Pathfinder Core: High Income Portfolio are live accounts. These are actual accounts
owned by the Pathfinder CEO (Equity) and client (High Income) which contain no legacy positions, cash flows or
other Pathfinder investment mandates or products. Monthly inception dates for each fund and portfolio are as
follows: Pathfinder Core: Equity Portfolio (January 2011), Pathfinder Core: High Income Portfolio (October 2012)
Partners' Fund (April 2011), Partners' Real Return Plus Fund (April, 2013), and Partners’ Core Plus Fund (November
2014).

Pathfinder Asset Management Limited (PAML) and its affiliates may collectively beneficially own in excess of 10%
of one or more classes of the issued and outstanding equity securities mentioned in this newsletter. This
publication is intended only to convey information. It is not to be construed as an investment guide or as an offer
or solicitation of an offer to buy or sell any of the securities mentioned in it. The author has taken all usual and
reasonable precautions to determine that the information contained in this publication has been obtained from
sources believed to be reliable and that the procedures used to summarize and analyze such information are based
on approved practices and principles in the investment industry. However, the market forces underlying
investment value are subject to sudden and dramatic changes and data availability varies from one moment to the
next. Consequently, neither the author nor PAML can make any warranty as to the accuracy or completeness of
information, analysis or views contained in this publication or their usefulness or suitability in any particular
circumstance. You should not undertake any investment or portfolio assessment or other transaction on the basis
of this publication, but should first consult your portfolio manager, who can assess all relevant particulars of any
proposed investment or transaction. PAML and the author accept no liability of any kind whatsoever or any
damages or losses incurred by you as a result of reliance upon or use of this publication.
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