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Pathfinder Investment Outlook

We are pleased to bring you our Investment Outlook for the week ending August 28, 2015

Pathfinder Macro Recap & Outlook

Last week was one of the most volatile weeks of my career. Bloomberg actually quoted, “The Dow travelled an
unprecedented 10,000 points in just 5 trading sessions”. I have never seen that before. After equity markets had
spent 4 days going lower and closed very poorly into the weekend (10 days ago), this past Monday morning
opened up much lower and was followed by a quick rally and another leg down. Tuesday rallied and then fell hard
into the close and the balance of the week “see-sawed” with huge swings in all asset classes. Qil fell into the high
$30’s range and then rallied back to $49 and gold even caught a bid and although volatile, trended higher for the
week. I have put a chart below from our Bloomberg terminal which we feel demonstrates the volatility well.
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significant amount of
air time searching for a
cause. Was it another
flash crash? Was it poor
economic data in
China? Or maybe it was
the public back and
forth with  Federal

Governors about the Source: Bloomberg Markets LP, Pathfinder Asset Management

potential for a US rate “lift off” in September or December or maybe even October now? In our view, it is too
simplistic to look for a single reason. Markets are complex systems that tend to operate on a cycle and it has been
a long-time since we have had a correction (defined as a 10% fall from a recent high) and even longer since we
have had a bear market (a 20% fall). Also, given that volatility and breadth have been low so far this year, as has
volume, the set-up for increased downside risk has been building for some time. It is also easy to make a case that
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there is a general lack of confidence with respect to the ability of the Chinese government to centrally plan its
economy & stock market, and as well the real potential that the Federal Open Market Committee (FOMC) may
raise administered overnight rates into a potentially slowing economy. We believe that the volatility is not over.
Once this type of sentiment change finds its way into investor consciousness, it takes more than a couple of good
sessions to erase our collective memories. As well, given that we are moving into uncharted territory with the
FOMC and a technical recession in Canada, we should not expect investors to remain calm as the trajectory of
rates and currencies change along with a potentially slowing developed market economy.
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Core: Equity, Core: High Income & Core Plus Fund

Spotlight: Managing Portfolios

How do we manage our portfolios through all of this, given what we have written about in the Macro Recap?
There are two components to this discussion that I think about when markets do not go my way (i.e. up).
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The first is that investing is a long term proposition. Anybody who has been in our founder Doug Johnson'’s office
will invariably be shown the “Andex Chart”, (link here). This helpful chart tends to refocus my mind away from
the short-term and into long-term thinking. We own great companies in our portfolios and irrespective of what
the stock market does, these companies are still making and selling their products month in and month out. They
generate cash, they pay dividends, they buy back stock and they reinvest capital into “our business”, which earns
stable economic returns. So when we think about investing for the long-term, corrections and bear markets can be
times of opportunity for establishing positions in great companies that were previously too expensive to own.
Many companies become more attractive during periods of market anxiety.
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The second is that when market volatility increases, it is good to have cash so we can mitigate downside risk and
take advantage of the opportunities that may present themselves. Creating cash ahead of downside risk is hard to
do. I have never met anyone who can truly time the market perfectly. What we can do though, is create cash when
valuations are high and when macro events appear to be adding too much risk to the system. The cash acts as a
drag when the market continues to move higher (which it usually does for some time) but it does give us a chance
to be well positioned when they correct, as they invariably do.
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Core: Equity, Core: High Income & Core Plus Fund

Spotlight: Managing Portfolios

For our part, we did have a little more than 20% cash in the Core: Equity Portfolio and little more than 20% cash,
bonds and preferred shares in the Core: High Income Portfolio. As macro events changed we also hedged the Core
Plus Fund to its maximum allocation. As I noted earlier, we expect this volatility to continue and we have trades
prepared to raise more cash quickly if the need arises. I expect that it will only take the “wrong data report or
macro event” to take us back to where we were at the beginning of the week. In that case, sitting on the side lines

somewhat will be a great benefit.
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Michael W.M. Rudd, CFA | President & Portfolio Manager
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Disclosure
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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 insiders of companies periodically mentioned in this report. Please
visit www.paml.ca for full disclosures.
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*All returns are time weighted and net of investment management fees. Performance 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).
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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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