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Recap & Outlook: Canadian Debt Levels too High

Last week, we wrote about the Canadian dollar and canadian Debt Levels October 28, 2016

about the changing economic landscape in North 110
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constructive. We have often written in this note about
countries that have too much debt and the impact of
that debt has on both growth rates and the ability of

the central bank or its citizens to react to economic
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unfortunately, we have to feature Canada after a report
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released by the Bank for International Settlements. The
chart above shows how our government and national debt (personal & corporate debt) has evolved over time. In
terms of government debt, Canada has a solid record. As you can see, the profile for Canadian federal debt is much
improved from the 1990’s and this is one of the reasons why Canadian treasury bills are so popular with foreign

investors. Unfortunately, because of mostly personal BIS Creditto GDP Gap October 28, 2016
debt, the national account (blue line) looks somewhat 40 ——Canada
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causes me, even more concern. Canada (blue line) is o
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. . . -40
been deleveraging, a housing correction and an P o o o

. . . . . P O (L LU I L e L
increased savings rate after the financial crisis. In FF T F T F

Canada, this has not happened to the same extent.
Source: Bloomberg Markets LP, Pathfinder Asset Management

A change in the outlook for the economy combined with higher Canadian personal debt levels, a potential for a fall
in energy prices again and a potential Bank of Canada cut in interest rates could push the Canadian dollar lower.
We have had a bias toward non-Canadian stocks in our Core mandates for some time. Given the developments
this week, we feel that we are more comfortable with our long-term positioning.

Michael Rudd, CFA | Portfolio Manager
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Spotlight: Microsoft Corporation (NASDAQ: MSFT) and the Canadian Navy

Spotlight: Microsoft and the Canadian Navy

We have written before in this note about Microsoft Corporation (NASDAQ:MSFT). The company has made major
advancements since our initial investment in 2011, mostly related to its Azure cloud system and movement into a
subscription based platform. The company reported impressive numbers last week growing cloud-based revenue
to 30% of the total firm revenue. That segment continues to grow at double-digit rates with expanding margins.
We also have exposure to Alphabet and IBM in the Core Equity portfolios which are executing along the same
theme. We believe that this type of sales growth curve, along with the consulting that invariably follows, will drive
cash flow for these firms as their clients continue to push into public and hybrid cloud applications. We like the
fundamental aspects of these firms but also note that they are among the most popular stocks in the S&Ps500 and
have driven a good portion of index returns this year. This causes us some concern about the sustainability of the
theme in our portfolios. The portfolio positions themselves have grown larger because of price appreciation. One
of the disciplines that we have in the Core portfolios is to lighten exposure as stocks become too popular (and
ultimately too expensive). Clients should expect to see some selling or switch transactions referenced in this note
over the coming weeks.

Canadian Leaders at Sea (CLaS): I had the most fortunate CanadianLeaders atSea (Rudd in red jacket) October 31,2016
experience to sail with our Canadian Navy for three days of
exercises at the beginning of October, as part of the Canadian
Leaders as Sea program. CLaS is a program that places
Canadian business executives alongside military personnel
for leadership exchange. The opportunity for me to see how
our military operates was invaluable. I sailed on the HMCS
Calgary, a Halifax-class frigate, with a crew of 225. Due to the
weather and a few other circumstances, I felt that I was able
to get a true view of what the onboard experience is like for
our sailors. Like most Canadians (I suspect), I did not have a
real appreciation for how amazing these people are. I just cannot emphasize enough how impressed I was. Over
my years in the investment business, [ had the opportunity to study many organizations as part of our investment
process, but the combination of people, machinery, weapons, threat and environment made this ship just about

Left to Right in uniforms: LCdr Stefanson, Cdr Saltel, LCdr Hopkins, CPO 1st CL.Paul Fenton

the most complex thing I have ever seen in person. I lived with and shadowed these officers and crew for three
days. Without exception, I was impressed with their skill, management ability, dedication and care. Needless to
say, I came away from the experience a true supporter of our military in general - and our Navy in particular.
Please call me directly to discuss this. I will make time to talk to anyone about this experience.

Michael Rudd, CFA | President & 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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