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The Year in Review:

Competitive results in a difficult environment

The portfolio of our typical client (50% fixed
income and 50% equities) increased
4.30% in 2016, before management fees.
While the gross return of the portfolio does
not compare to previous years, it does
clearly distinguish itself from comparable
indices.

Following a significant equity market cor-
rection at the beginning of the year (the
portfolio of our typical client was almost 8%
lower on February 11”‘), the rest of the year
saw an impressive rebound and this de-
spite Brexit and a certain Mr. Trump!

In 2016, our fixed income securities posted
a return of 1.03% while our equity holdings
posted 6.72%.

Our fixed income securities fared relatively
well from 2013 to 2015. However, it was
only during the last quarter of 2016 that our
patience in favouring very short term fixed
income securities was finally rewarded.
Indeed, Canadian five-year and ten-year
interest rates rose some 50 and 75 basis
points respectively and during this period,
causing the value of bonds to fall signifi-
cantly.

The equity holdings in our portfolios posted
a return of 6.7% against 2.4% for the Mor-
gan Stanley World Index measured in Ca-
nadian dollars. In particular, our Canadian
stocks increased 40.1% in 2016 versus
17.5% for the Canadian TSX/SPX Index.

Unlike what has happened in the last few

years, Canadian investments have out-
performed others in 2016. Not only has
the overall Canadian market rebounded
following several years of hardship
(mainly due to the energetic comeback of
resource shares), but a stronger
Canadian dollar has rendered foreign
investments less profitable. In 2016, the
vigour of the Canadian dollar has re-
duced the return of foreign investments
by 2.9%, while its drop in 2015 had en-
hanced the return of foreign investments
by 18.5% .

Over the last three years (2014-2016),
the Morgan Stanley World Index has
posted an annualized return of only
1.8%. Combined with interest rates of
lower than 1%, it goes without saying
that the environment has not been con-
ducive to high returns.

In the following pages, we present a
retrospective of 2016, but we also look
back at 19 years (1998-2016) of very
competitive portfolio management. We
are proud of our record in 2016 and over
the longer period.

DalpéMilette thanks you for your trust
and wishes you all the best in 2017.



« Over the last four
years, 80% of the
portfolio return of
our typical client

( 50% fixed income
and 50% equities)
results from equity
holdings. »
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Current Portfolio Structure

The portfolio of our typical client currently con-
tains approximately 46% in fixed income and
54% in equities compared to a target of
50%/50%.

Four years ago, we encouraged our clients to
review their portfolio’s asset allocation, stressing
that in our opinion fixed income securities would
probably not produce the returns obtained over
the last ten years and that equities, for their part,
would probably be responsible for most of the
returns within balanced portfolios over the next
ten years or so.

Over the last four years (2013-2016), the aver-
age weight of equities in our portfolio has ex-
ceeded the 50% target for our typical client. This
decision proved to be excellent as the return on
equities has been nearly three times the return
on fixed income. The return on equity holdings
represented almost 80% of the portfolio return of
our typical client portfolio.

Following an overweight period, we have re-
duced the weight of equities over the last few
months to return to our target of 50%. We
would rather be a bit more cautious over the
next few quarters as sources of volatility will no
doubt surface and interesting opportunities
may present themselves.

As for the geographic distribution of our stocks,
the weight of Canada is historically very low,
representing 27% of our stocks compared to
an average of 52% over the last decade. This
decision has cost us in 2016, but not over the
last five years.

Asset Mix as of December 31, 2016

Fixed Income Securities
Equity

Canada Financial Services
Others

Global

USA

Europe

China

Emerging Countries/Japan

| 46%

63%
37% J15%
13%
8%
8%
3%
7% | 54%
100%




2017, two new re-
ports will be pre-
pared for our clients
in accordance with
CRM2 rules. »
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The CRM2 Rules

The CRM2 (the second round of changes under
the Client Relationship Model) introduces new
rules prepared by the Canadian Securities
Administrators to help Canadians better under-
stand their investments and the related costs.
Some requirements are already in effect. Begin-
ning January 2017 (the last phase of the CRM2)
two new annual reports will be introduced: (1)
annual fees related to their investments and (2)
the performance of their investments.

Our clients will not notice much of a difference
compared to what is being done already. Our
business sector has not always shown such
transparency. However, DalpéMilette's clients
have known the cost of our services for a long
time, both in percentage and in dollars, as it is
indicated on the monthly account statement and
in an annual report. They also receive a quarterly
portfolio performance statement with commen-
taries. DalpéMilette has always strived to uphold
the highest standards of integrity and transparen-
cy and to adopt best practices for the manage-
ment of our clients' wealth.

Furthermore, the following clarifications are worth
noting. First, the annual fees and compensation
report will indicate the amount received by Rich-
ardson GMP for the provision of service to our
clients. Please note that only a portion of this
amount is paid as compensation to DalpéMilette.

But above all, the new performance report re-
quires further explanation. The investment per-
formance report will indicate your personal rate
of return. This rate is based on the deposits and
withdrawals of funds, on the dividends and inter-
ests generated by your investments and applied
to your account, as well as on the change in val-
ue of the securities held in your account. Since
withdrawals, deposits and portfolio holdings vary
from one investor to the next, each could obtain
a different personal rate of return.

Benchmark indices can help us understand the
return on an account over a given period, but
they do not represent an appropriate point of
comparison for your personal rate of return
(often referred to as internal rate of return).
Indeed, the benchmark does not take into ac-
count when deposits or withdrawals were
made.

This explains why most calculations of the
returns obtained by portfolio or investment
fund managers are done using the time-
weighted rate of return method. This method
enables managers to be compared with each
other and with respect to relevant indices. It
excludes from the calculation of the return the
impact of the investor's decisions, for example
when an additional sum is deposited just be-
fore a significant market rebound. This method
is the one used in our quarterly performance
statements (which our clients will continue to
receive) and measures solely the impact of our
portfolio decisions, not those taken by the cli-
ent. When no deposit or withdrawal is made
during a period, the two calculation methods
give the same result. However, if an investor
deposits a substantial amount during the peri-
od and if the markets increase significantly
after the deposit, the personal rate of return
will be higher than the_time-weighted rate of
return.

Consequently, it is likely that the annual report
on personal return will indicate a rate which is
different than the one mentioned on the quar-
terly performance statements. You will now
know why.

Do not hesitate to contact us for further expla-

nations. Our Info DalpéMilette of January 2017
will have some detailed articles on the calcula-
tion of the return.
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Feature Article: 2016 in Review

of 43% in fixed income securities and 57% in
equities, an allocation considered overweight
in equities. The fixed income securities portion
(including cash) produced a return of 1.0%,
while the equity portion obtained a return of
6.7%.
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Portfolios entrusted to our management have
« 2016 has been a experienced a very satisfactory year in 2016 con-

; sidering the context. The equity portion of our
very SatISfaCtory year typical client's portfolio experienced an increase

in a difficult global fi- in value of 6.7% in 2016, after a cumulative in-
nancial context. » crease of +112% in the seven years from 2009
(the year following the 2008 crisis) to 2015.

Remember that the portfolio of our typical client
is usually composed on average of 50% in fixed
income securities and 50% in equities.

Do not hesitate to communicate with us to obtain
an analysis of the return on investment for your
portfolio in 2016.

Our typical client obtained a return before man-
agement fees of 4.30% in 2016, as illustrated in
the table below. This performance was achieved
with a portfolio structure composed on average

Return on investment analysis
for our typical client in 2016

Portfolio Structure Average weight in Return by Weighted Return
2016 Asset Class
Fixed income securities 42.5% 1.0% 0.43%

Equity securities

3. Canada 26.8% 40.1%
4. Global 21.0% -7.9%
5. USA 16.5% 12.6%
6. International 35.7% -4.0%

57.5% 6.7% 3.86%

4.30%

Less: management fees 1.25%

I 3.05% I
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« Our prudent ap-
proach in bond
management
worked well for us in
2016 as the long
awaited rise of inter-
est rates began. »
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Feature Article: 2016 in Review (cont'd)

An analysis of the performance of our typical
client portfolio shows the following:

(i) everyone knew that the cooling down of
central banks’ enthusiasm for doing whatever it
takes to stimulate the economy via their mone-
tary policy, coupled with a certain level of confi-
dence in more sustained global growth, would
eventually bring about higher interest rates, es-
pecially after a downward cycle that has lasted
almost 35 years. It seems that 2016 will be the
year that turned things around.

In November, the Bloomberg Barclays Global
Bond Index lost 4%, its worst monthly decline
since the index was created in 1990. We are
willing to bet that if the Dow Jones, the U.S.
stock market index, had retreated 725 points (or
4%) in November, the media would have been
much more vocal about it. Yet, this decline in
value represents almost three years of bond cou-
pon interest. This illustrates how risky it is to fa-
vour long term fixed income securities within the
backdrop of low interest rates. This also supports
the relevance of our approach for some time now
to favour a very short term average duration for
our fixed income securities. For the same month
of November, these securities have retreated by
only 0.2% in the portfolio of our typical client .

Only time will tell if the trend of the past few
months will continue, but we remain conservative
in the management of what represents 50% of
the portfolio of our typical client;

(ii) the equity holdings in the portfolio of our
typical client made +6.7% in 2016 against an
increase of 2.4% in the MSCI World benchmark
index measured in Canadian dollars. This posi-
tive variance is mainly due to the excellent return
this year of our Canadian and American stocks
against comparable indices.

The MSCI World Index in local currency has
increase by 5.3% in 2016, following a de-
crease of 2.7% in 2015 and an increase of
2.9% in 2014. Consequently, the net cumula-
tive gain in three years is only 5.4%. Worse
still, over 10 years (2007-2016), the annual-
ized return of this same index is 1.7%. Com-
bining this anaemic appreciation with very low
interest rates, one can understand why the
environment of the last few years has not
been favourable to the generation of growth in
the portfolios.

To make money, not only would the investor
have had to outperform the average in his/her
selection of securities and geographical distri-
bution but would also have had to hold a large
portion of his/her investments abroad to take
advantage of the drop in the Canadian dollar
over the last few years. Our typical client has
obtained, over three years (2014-2016), a
cumulative return of 10.2% on fixed income
securities and 26.4% on equities;

(iii) the American S&P 500 stock market
index gained 9.5% in 2016. For a Canadian
investor, the increase in value of this index
has been offset in part by the currency loss of
about 3.0% this year due to the increase in
the value of the Canadian currency with re-
spect to the American dollar.

Our investments in the United Stated pro-
duced 12.6% in 2016, as compared with 9.3%
in 2015, 17.9% in 2014 and 34.1% in 2013;
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Feature Article: 2016 in Review (cont'd)

(iv) the performance of our international In our letter at the end of 2015, we said:
stocks, excluding those in the United States, was
—4.0% in 2016 due to weak performance of stock
markets this year and the strength of the Canadi-
an dollar;

‘It is likely that our sole resource stock, Teck
Resources, bounces back eventually, market
enthusiasm for this sector being extremely
low.’

(v) the Canadian stock market has increased
by 17.5% in 2016 (21.1% including dividends), its
best year against other world stock markets in a
long while. The relative strength of the resource Even Bombardier has helped the cause with
sector explains this good result, after being a +45.1% in 2016.

drag on the market over the past few years. The

financial sector also performed well in 2016.

Well, 2016 was the year! It provided a gain of
337% to our typical client.

Despite the underweight position of resource
stocks in our portfolios, our performance in 2016
was nevertheless one of our best in years with

« The performance
of our Canadian

stocks in 2016 was our Canadian equities posting a return of 40.1%.
+40.1% as opposed
to +21.1% for the proximately 60% of the Canadian stocks in our

TSX/SPX index. » portfolio. Collectively, they have generated a
return of 31.1%.

Securities in the financial sector represent ap-

The You will
maximum receive your
RRSP 2016
contribution income tax
limit for slips
2016 between
(deadline mid-January
March 1, and mid-
2017) is April 2017.
$25,370; Do not
$26,010 for prepare
2017. your income
tax returns
too early.
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Feature Article: 2016 in Review (cont'd)

We have been calculating the typical return
(return of our typical client portfolio) since 1998.
These results are presented below for each of
the past 19 years.

Since 1998, the average annual return of our
typical client has been 5.9%. The typical portfolio
entrusted to our management progressed at a

) compound annual rate of 5.3% over the past 19
« An amount of years. These returns are calculated net of any
$100,000 invested by expenses. An amount of $100,000 invested at
our typica/ client in the beginning of 1998 is worth $273,600 today.
1998 was worth The chart below presents the annual change in

$273’ 600 at the end of the portfolio since 1998.
2016, 19 years later.
This represents a com-

pound annual return of Balanced Portfolio
5. 3% » Performance Cumulative Value

net of management fees of 1.25% | simulated growth of §1,000

as at {-01-1998

$1 000

1998 11,4% $1 114
1999 14,6% $1 276
2000 5,7% $1 348
2001 1,7% $1370
2002 -9,4% $1 242
2003 13,6% $1 410
2004 8,2% $1525
2005 13,3% $1727
2006 12,1% $1935
2007 9,3% $2114
2008 -20,3% $1 686
2009 26,3% $2 129
Progression of $1,000 Invested By Our Typical Client Since 1998 2010 8,1% $2 301
2011 -7,5% $2 129

m 1 2012 3,9% $2212
T 2013 7,3% $2372

52500 _ 2014 7,8% $2 556
2: zzg - N = B 2015 3,9% $2 655
$1750 _+ 2016 3,1% $2 736
$1500 = | Cumulative Return 173,6%

$1250 [ | %
81250 = . l ﬂ I I n I Average Return 5,92

.\99'\ ,@" '5)3 .»@P '\9&'\@‘»'\596, .‘,@" wé‘, .\p‘P 'Lé\ 1§§’ .\,@ @”Q@';'@Q.‘g@,@“"@':’,‘gé Typical client: profile: 50% fixed income / 50% equities

| Compounded Annual Return Balanced Portfolio

1998-2016 2009-2016 2014-2016 2016
19 years 8 years 3 years | year

5,27% 6,24% 4,87% 3,05%
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« Our comparative
performance posi-
tions us favourably
relative to equivalent
market indices. »
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Feature Article: 2016 in Review (cont'd)

The results of our typical client portfolio are pre-
sented below for different period of the last 19
years and are compared with those obtained by
equivalent market indices.

We have shown, in particular, the performance of
our equity holdings. From 1998 to 2016 (19
years), our equity holdings have produced a
compounded annual return of 8.7% before man-
agement fees, against 4.9% for the MSCI All
Country World index.

Over 19 years, our Canadian stocks have pro-
duced a compounded annual return of 10.4%
against 6.9% for the Canadian TSX/SPX stock
market index. Over the last 19 years, our Canadi-
an stocks have fared better than the Canadian
index 13 times, or 68% of the years.

It is often difficult at first to realize the long term
difference in the value of accumulated capital,
based on the spread in annual returns. For ex-
ample, is $100,000 invested for 30 years at 5%
worth much more than at 4%? Only a financial
calculation can answer this question: $100,000 at
5% over 30 years represents a value of $432,200
compared to $324,300 at 4%, a favourable differ-

ence of $107,900 or 33%.

It is well known that most managers cannot
achieve the results of comparable indices. An
investor who, by chance, would have obtained,
with the equity holdings in her or his portfolio, a
return equal to the comparable MCSI All Coun-
try World index in each of the last 19 years
would have obtained a cumulative gain of
148% or, in other words, $100 invested would
have grown to $248. Over the same period,
our typical client has seen the equity portion of
his portfolio grow from $100 to $488, a cumu-
lative gain of 388%, a considerable difference
with respect to the comparable index.

{alf returns before management fees)

Return per Asset Class

Fixed Income Securities (1)

Equities

Equities Canada

Equities International

[ Compounded Return |

18 years 10 years
3,9% 2,9%
8,7% 4,8%
10,4% 5,7%
TSX/SPX 6,9% 4.7%
5.0% 4.7%
MSCI All Country 4.9% 4,7%

Byears 3years 1vear
2,9% 3,3% 1,0%
10,7% 8.1% 6,7%
12,5% 9,5% 40,1%
10,1% 7.1% 21.1%
9,6% 8,3% -2,9%
11,1% 10,1% 2,4%

(1) Bonds and liquidities. The strafegies tused do not lend themselves to a comparable index.



« Our typical client
has been well com-
pensated over 19
years for the volatili-
ty on the equities
portion of his portfo-
lio. »
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Feature Article: 2016 in Review (cont'd)

The following graphs below indicate the annual
return (red line) and the accumulated value of
$100 invested at the start of 1998 (blue col-
umns), for the fixed income and equities portion
of our typical client’s portfolio. Both graphs use
the same scale to make them more easily com-

| parable.

On the left, we see that the return of fixed income
securities has been quite stable in the last 19
years, and that the progression has been regular
over time. $100 invested at the beginning of
1998 has grown to $208 at the end of 2016.

As for equities, shown in the chart on the right,
both the annual return and the evolution of
$100 has been much more volatile. On the
other hand, $100 invested at the start of 1998
was worth $489 at the end of 2016.

The bottom line, as we remind our clients regu-
larly, is that the volatility of the return on equi-
ties is indeed not always easy to live with, but
it represents the cost to bear to generate a
substantially better long term capital apprecia-
tion.

Fixed Income

$420
$400
$380
$360
$3240
$320
$300
5280
$260
$240
$220
$200
$1%

$100 investi cumulatif

$160
5140
$120

$100

Years

== 1005 invested cumulative s annual return

AN —

-20,00%

9

-25,00%

-30,00%

-35,00%

L | %

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

$520
$500
$ 480
$ 460
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5420
$.400
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5280
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$ 240
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$200
$ 180
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$ 140
$120
$ 100
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$100 investi cumulatif

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Equities

60,00%
55,00%
50,00%
45,00%
40,00%
35,00%
30,00%
25,00%
20,00%
N 15,00%
10,00%
5,00%

0,00%

-5,00%

-10,00%
-15,00%
-20,00%
-25,00%
-30,00%
-35,00%
-0,00%
-45,00%

Rendement annuel

Years

== 1005 invested cumulative e annual return




DalpéMilette’ s mission is to be
the primary financial advisor
for its clients. Within the frame-
work of a courteous, attentive,
professional and personalized
service, the service offering is
based on an experienced
team, endowed with high cali-
bre analytical skills as well as
the necessary tools to provide
its clients with exceptional fi-
nancial services. A well-
balanced, dynamic and sys-
tematic approach in addition to
competitive management fees
exempt of any potential conflict
of interest characterize its port-
folio management activities.

B DALPEMILETTE

INVESTMENT ADVISORS
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DISTINCTION

PROGRAMME

National Winner of the 1999-2000
Distinction Program
Of the Investment Dealers Association of
Canada

DalpéMilette
Richardson GMP
Limited

1250, Rene-Levesque Blvd.,
West

Suite 1500

Montréal (Québec) H3B 4\W8

Fax: 514.288.2754
www.dalpemilette.com

Information

Marc Dalpé

Portfolio Manager

514 981.5775
mdalpe@dalpemilette.com

Jean-Marc Milette

Director Business Development DalpéMilette
514 981.5776

jmmilette@dalpemilette.com

Client Service Representatives

Anna Gastaldi

514 981.5777
agastaldi@dalpemilette.com
Christina Giusti

514 981.5779
cgiusti@dalpemilette.com
Francesca Pannunzio

514 981.5780
fpannunzio@dalpemilette.com

Administrative Assistants

Isabelle Bernier

514 981.5782

ibernier@dalpemilette.com

Lyne Martineau

514.981.5781
lyne.martineau@dalpemilette.com

www.DalpeMilette.com
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Info DalpéMilette
For our clients who wish to obtain more infor-
mation about financial markets as well as the
views and thoughts which direct our portfolio man-
agement decisions, our Info DalpéMilette meets
these requirements. It is sent on a daily basis by e-
mail to our clients who wish to be kept abreast of
their portfolios and the many issues which affect
them. Please do not hesitate to contact us should
you be interested in receiving it.

The opinions expressed in this report are the opinions
of the author and readers should not assume they
reflect the opinions or recommendations

of Richardson GMP Limited or its affiliates. Assump-
tions, opinions and estimates constitute the author’s
judgment as of the date of this material and are sub-
ject to change without notice. We do not warrant the
completeness or accuracy of this material, and it
should not be relied upon as such. Before acting on
any recommendation, you should consider whether it
is suitable for your particular circumstances and, if
necessary, seek professional advice. Past perfor-
mance is not indicative of future results.

Richardson GMP Limited, Member Canadian Investor
Protection Fund.

Richardson is a trade-mark of James Richardson &
Sons, Limited. GMP is a registered trade-mark of
GMP Securities L.P. Both used under license by Rich-
ardson GMP Limited.

Marc Dalpé is registered as Portfolio Manager with
the self-regulatory organizations. According to the
Regulation 1300 of the IIROC, he is authorized to
make investment decisions and to give advice for
managed accounts. With the exception of Marc Dalpé,
no member of the Dalpé-Milette group can exert dis-
cretionary authority on the account of a customer or
approve discretionary orders for a managed account,
or take part in the formulation of investment decisions
made in the name of a managed account.



