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Caution Was Rewarded in 201 |

The Alitis Pools have had their second anniversary now, and the results
for 2011 were quite good considering the extremely rough year that we
had to endure. Generally speaking, the least risky investments were the
best performing in 2011 and as such, the Alitis Strategic Income Pool
enjoyed the best performance while the Alitis Growth Pool fared the
worst. The returns for Alitis Pools are shown to the right.

Where all the Pools performed spectacularly was in risk reduction. If
we look at the 2011 performance of Class D Units of the Alitis Income
& Growth Pool from return and risk perspectives compared to a more
traditional benchmark”, we can see two things — the Alitis Pool did
better and the ride was a lot less bumpy:

Alitis Income & Growth D vs. Traditional Benchmark*

Another easy way to assess risk is to look at the maximum drawdown
for the year. The Alitis Income & Growth Pool had a maximum drop of
1.68% whereas the traditional benchmark dropped 4.47%. Internally at
Alitis, when we look at risk we tend to use the standard deviation of
returns. Here, the Alitis Pool’s annualized standard deviation of weekly
returns was 2.05% compared to the benchmark’s 6.68% - a reduction in
risk of almost 70% in 2011! Regardless of which way you look at risk,
The Alitis Income & Growth Pool was a big winner. Our other two
Pools also exhibited substantially less risk as well!

* Traditional benchmark is 5% Cash, 47.5% DEX Universe Bond Index, 20% S&P/TSX Capped Composite
Index, 27.5% MSCI World Index

Performance to
December 30,201 |

The Alitis Pools now have two year
performance numbers to report:

Alitis Strategic Income Pool

E Class

5.52%

6.15%

D Class?

7.82%

7.41%

Alitis Income & Growth Pool

E Class 4.14% 1.81%

D Class® 5.22% 3.07%
Alitis Growth Pool

E Class 1.40% -3.66%

D Class? 2.30% -2.52%

1 Annualized compounded rate of return
2 D Class units are subject to direct-billed

management fees
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risks still lurk...

...but the Pools are ready

Our Outlook for 2012

For 2012, our strategy remains the same — avoid risk, as it will probably not be rewarded. We recently updated
our outlook on major risks and we are of the view that many risks for serious downside moves exist; conversely, we
see very few opportunities for substantial upside moves. In this environment, the only prudent course of action is to
remain cautious.

So what risks exist today? Well, they are simply the continuation of the same risks we have outlined for some time
now: (1) Europe, (2) the U.S., and (3) China. In Europe, the debt crisis has not been resolved and there is an awful
lot of government and bank debts that needs to be refinanced this year. All these debt issuances could go smoothly
but given what we have seen in the past, it is likely that there will be further problems before things get better.
Throw in a recession and 2012 is not looking good for Europe.

‘ ‘ ’ In the US, there is still no plan to deal with their federal
f our s lmp le government deficit. When a government spends about $3 for
every $2 it receives, there will eventually be a big problem.
rules fOl" This is the situation in the U.S. Add in all the election year
’ posturing and there is little hope for any kind of solution until
managlng a next year at the earliest. When the time comes to fix the
’ problem, taxes will have to go up and spending will have to
pOl"lfthO , , come down. This will be a large drag on the U.S. economy.
And don’t forget the U.S.’s war of words with Iran. One
1. U_SQ U RS Clasfes to better miscalculation and words could change to bullets with the result
diversify the portfolio being a skyrocketing price for oil.
2. Tactically shift asset classes to China is the great unknown because all the facts and figures that
mitigate risks or seize opportunities come out of the country are impossible to verify. The one sure
thing is that China has been a huge consumer of commaodities
3. Choose securities which add more for a number of years now - so much so that resource-oriented
value within an asset class countries like Canada, Australia, and Brazil came through the
_ financial crisis relatively unscathed. Thank you, China. But
4. Methodically rebalance the what happens if China’s growth slows down due to issues in
portfolio to sell high and buy low Europe, the U.S., or from problems inside China itself?  This

could have a serious impact on Canada, and other parts of the

world. Evidence is mounting that China’s growth is starting to
slow down, but we will find out more as the year goes on. One thing is for sure - a country cannot grow at 10% per
year forever. Eventually every country’s growth slows down, and China will be no exception.

Given the seriousness of these issues, our view is that the best course of action is to continue our cautious
approach of overweighting fixed income and hedge funds, while underweighting stocks.
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Tax Free Savings Accounts

The Tax-Free Savings Account (“TFSA”), introduced in 2009, has a number of unique features of which you
should be aware, such as:

A couple can contribute $10,000 ($5,000 each) per year to a TFSA no matter who originally earned the
income.

Any unused TFSA contribution room is automatically carried forward and is reported annually on your
Notice of Assessment. Contribution room is cumulative from 2009 onward.

Contributions are not tax-deductible. However, neither the income earned within y
withdrawal will be included in your income.

Just because it is called a “savings account” does not mean it can only hold “savin
Guaranteed Investment Certificates (GICs) or High Interest Savings Accounts.
range of investment options such as the Alitis Pools, stocks, bonds, or mutual funds.

The full amount of any withdrawal can be re-contributed back into your TFSA the
contributing in the same year will result in a penalty if you have already used your TFSA

If you plan on transferring your TFSA to another institution it is advised that you submit @ formal transfer.
Redeeming from your old TFSA and re-contributing to your new one could trigger an over-contribution
penalty.

You can name a beneficiary on your TFSA account, which may allow the proceeds to flow “tax free” to
your named beneficiary in the case of death.

We usually recommend that clients hold their most growth orientated asset in their TFSA because they will receive
the biggest benefit. In order to illustrate this lets look at two scenarios, (1) holding a balanced investment in both
accounts and (2) holding a growth investment in a TFSA and a conservative investment in an RRSP:

Scenario 1 TEFSA RRSP Scenario 2 TFSA RRSP
Account Value $5,000 $5,000 Account Value $5,000 $5,000
Growth at 6% / 10 years $8,954 $8,954 ;Fj,’/i‘ /Glrg\;\llégrzt 8%/RRSP  $10,795 $7,401
Taxes (30%) - $2,686 Taxes (30%) - $2,220
Net After Tax Cash $8,954 $6,268 Net After Tax Cash $10,795 $5,181

The net result is that an investor will end up with $754 more after tax over a 10 year investment time horizon just
by allocating assets accordingly, all without increasing their overall level of risk. This scenario looks at
reallocating existing assets and is not intended to suggest that TFSAs are better than RRSPs or vice versa. Please
talk to your adviser for a personal assessment on whether you should contribute to an RRSP, TFSA or both.
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Canada Pension Plan Changes

Starting this year, some significant changes to the Canada Pension Plan (*“CPP”) will start to be phased in. These
changes will have a material impact on the majority of Canadians; however, the changes will not affect individuals
already collecting their CPP pension. The key changes taking place are as follows:

e The monthly CPP pension will increase by a greater amount for individuals over the age of 65 who continue
to work and not collect their CPP benefit, while the monthly CPP pension will be reduced by a greater
amount for individuals who elect to take their CPP early.

e The number of years included in the general drop-out provision will increase.
e The work cessation test will be eliminated

e A new benefit called the Post-Retirement Benefit (“PRB”) will be introduced for individuals between the
ages of 60 to 70 who are collecting CPP but continue to work.

The implications of these changes vary from person to person and may affect your retirement decisions. If you
would like to know more about how these changes may affect you, please contact your adviser.
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Disclaimers and Discl es

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.
Unless otherwise noted, risk refers to the annualized standard deviation of returns for the period indicated.

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.

© 2012 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 is
prohibited by law.
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