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What To Do About Europe?

Portfolio Considerations

Europe as a whole is a very large economy that, under normal circumstances, would have a sizable investment allocation
made to it. However with all the economic, political, and market uncertainties within the region, the only prudent course of
action when managing a portfolio is to minimize exposure to Europe. This is exactly what we have done within the Alitis
Pools.

Within the Alitis Growth Pool, the current tactical asset allocation is to have 5% of the assets invested in European stocks.
This 5% is the minimum allocation allowed under the restrictions that have been set for the Pool. Within the Alitis Strategic
Income Pool, the current tactical asset allocation for foreign bonds is 10% of the assets, which is the minimum allowed under
our investment restrictions. Of the allocation to foreign

bonds, only about 30% is presently in European bonds — Approximate Exposure to European Investments

mostly in German, French, and British bonds (about 3% — - — —

of total assets). Since the Alitis Income & Growth Pool AI:,';[(';nSqtera;i%'lc Ag;imog ZI& Alltlspggclnwth
is roughly a 50/50 mix of the growth and income

mandates, this Pool has about 2.5% of assets in European European Bonds 3.0% 1.5% 0.0%
stocks and 1.5% or assets in European bonds. European Stocks 0.0% 2.5% 5.0%

The Problems in Europe

The crisis in Europe is fascinating in the sheer breadth of inter-related issues that have come to a head all at the same time.
The root of the problem is that most countries in Europe borrowed money to pay for immediate spending on government
programs. This is perfectly fine if a country’s economy grows faster than its debt. However, in Europe debt grew faster than
its economy — particularly in Greece, Ireland, Portugal, and Italy. To make matters worse, this debt was added during good
economic times. When the economic outlook darkened, the ability to service accumulated debts was called into question and
the current crisis of confidence ensued.

Countries like Britain maintained control over their own currency and have the ability to do whatever it takes to ensure
repayment of debts, such as creating more money, lowering interest rates, or weakening their currency. Within the Euro area,
individual countries do not control their interest rates, the money supply, or the exchange rate of the Euro — these are
controlled by the European Central Bank (ECB) and related entities. The only way for a country within the Euro area to make
independent economic adjustments is for the government to enact fiscal policies to save money during the good times so
money is available to help the economy during the bad times. As mentioned earlier money was not saved during the good
times and now that the bad times have arrived, unpleasant decisions have to made at

A Vicious Cycle . .
precisely the wrong time.

Raise Without the help of the ECB, governments in the Euro area have to stop adding to

Tag(sts ! their debt by raising taxes and/or cutting spending. The problem is that this creates
Spending a vicious cycle that causes economic problems to get progressively worse and

makes countries even less able to pay for their existing debts. Who would want to

I;‘:::n-[;xl Economy lend money to a country in this situation? Apparently very few people atthe
/ . . )
Higher Slows or moment, and they want a higher interest rate to cover the extra risk!
Payments Shrinks  That is the situation as we see it — not good — and why the Pools have a very low

exposure to Europe. We hope the Europeans can fix their/problems, but this is not
Higher something that can be fixed overnight or by hosting another emergency meeting.
Unemploy- Remember that Canada had a huge debt problem in the/early 1990s which took 10

ment years to bring under control during the good times!

Be assured the Alitis Pools are positioned to minimize risk and ready to seize opportunities as they present themselves.
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Disclaimers and Disclosures

This report is provided, for informational purposes only, to customers of Alitis Investment Counsel Inc. (“Alitis”) and does not constitute an offer or solicitation to buy or sell
any securities discussed herein to anyone in any jurisdiction where such offer or solicitation would be prohibited. Opinions expressed in this report should not be relied upon
as investment advice. This report does not take into account the investment objectives, risk tolerance, financial situation or specific needs of any particular customer of
Alitis. Each individual’s investment objectives, risk tolerance, financial situation and specific needs should be evaluated before making any investment decision.

The information contained in this report has been drawn from sources believed to be reliable, but is not guaranteed to be accurate or complete.-This report may contain
economic analysis and opinions, including about future economic and financial markets performance. These are based on certain assumptions and other factors, and are
subject to inherent risks and uncertainties. The actual outcome may be materially different. All opinions expressed herein constitute judgements as of'the date of this report
and are subject to change without notice. Alitis assumes no duty to update any information or opinion contained in this report. This report may contain links to third-party
websites. Alitis is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content contained on'such third-party
websites is not part of this report and is not incorporated by reference into this report.

Unless otherwise noted, the indicated rates of return are the historical annual compounded returns for the period indicated, including changes in security value and the
reinvestment of all distributions and do not take into account income taxes payable by any securityholder that would have reduced returns. The investments are not
guaranteed; their values change frequently and past performance may not be repeated.

Neither Alitis nor any director, officer or employee of Alitis accepts any liability whatsoever for any errors or omissions in the information, analysis or opinions contained in
this report, nor for any direct, indirect or consequential damages or losses arising from any use of this report or its contents.

© 2011 Alitis Investment Counsel Inc. All rights reserved. Unauthorized use, distribution, duplication or disclosure, in whole or in part, or in any form or manner, without
the prior written permission of Alitis Investment Counsel Inc. is prohibited by law.
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