Special Market
Commentary

Clearly any investor who has sold micro/small cap Canadian equities over the past
few weeks is not abiding by the axiom “Buy low, Sell high”.

We have been asked many times this past year why we do not buy large cap stocks which have clearly been
working well for investors in recent years. The simple answer to this question is that it is not in our mandate to
do so. However, the inherent reason is that we do not offer any competitive advantage by investing in large cap
stocks which are covered relentlessly by BUY side and SELL side analysts. The majority of large cap managers
rarely outperform their respective indices over the long term. AlphaNorth presents investors with an increased
risk reward profile versus large cap managers and we generate significant excess returns versus most other
asset classes. This competitive advantage is a result of our proprietary deal flow in private placements and our
ability to research and identify investments that offer significant potential that our competitors cannot offer
investors.
Investing entails some calculation of the odds of various potential outcomes of a company: will it meet earnings
projections, will management execute on plan, will the product sell or will investors embrace the potential. In
any market cycle, the odds are typically not in an investor’s favour, but when they are, it pays to bet big. We
have been investing in small cap equities for over 27 years now and it has proven to be highly successful over
the long term. Periods of poor performance are followed by strong returns. The best time to buy is after these
poor periods of performance.
In the current market backdrop, we believe that the odds are in our favour as evidenced by the following points
which support our conviction that micro/small-cap Canadian equities are poised for a significant move higher.
The time is now to Bet Big!
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Valuations relative to fixed income market are extremely attractive.
Many market commentators have referred to the P/E multiple in the context of the long term average. We have
consistently argued that this is not the appropriate frame of reference. The current P/E multiple should be looked
at in the context of the fixed income yield environment. In this context, equities are extremely cheap. For example,
an investor can buy a bond which returns/earns 2% annually. The implied P/E of this is 50x (100/2). Comparatively,
equities, as measured by the TSX Composite, earn 7.3% which translates to a P/E multiple of 13.7x based on 2015
consensus estimates. In addition to this, equity earnings are expected to grow at 7-9% whereas bond return’s
currently have no growth prospects.
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Seasonality for micro/small-cap equities is very favourable now
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How we are positioned

The global economy is forecast to grow faster in 2015
The data below is from the IMF website. The only major countries expected to have slower growth in 2015 are China
and the UK. The U.S., Europe and India are forecast to have materially higher growth in 2015 resulting in total
worldwide growth of 4.0% in 2015 as compared to 3.4% in 2014.
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Volatility index (VIX) has signaled a buy for equities
A quick comparison of the VIX and the TSX displays that, every time the VIX has gone above 20, it has presented a
buying opportunity.
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The TSXV index is negatively correlated to a strong USD.
Our technical analysis work suggest that the USD has recently peaked.
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Conclusion

We believe Canadian small cap equities
are long overdue for a material move
higher.
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DISCLAIMER
The opinions, estimates and projections (“information”) contained within this report, unless indicated otherwise, are solely those of
AlphaNorth Asset Management (“AlphaNorth”) and are subject to change without notice. AlphaNorth makes every effort to ensure that
the information has been derived from sources believed to be reliable and accurate. However, AlphaNorth assumes no responsibility for
any losses or damages, whether direct or indirect, which arise out of the use of this information. AlphaNorth is not under any obligation
to update or keep current the information contained herein. The information should not be regarded by recipients as a substitute for the
exercise of their own judgment. Please contact your own personal advisor on your particular circumstances. Investment funds are not
guaranteed, their values change frequently and past performance may not be repeated. Views expressed regarding a particular
company, security, industry or market sector should not be considered an indication of trading intent of any investment funds managed
by AlphaNorth. These views are not to be considered as investment advice nor should they be considered a recommendation to buy or
sell. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please read the
prospectus or offering memorandum before investing. Unless otherwise indicated, the indicated rates of return are the historical annual
compounded total returns including changes in share value and reinvestment of all dividends and do not take into account sales,
redemption, distribution or optional charges or income taxes payable by any securityholder that would have reduced returns. The
information contained herein does not constitute an offer or solicitation by anyone in the United States or in any other jurisdiction in
which such an offer or solicitation is not authorized or to any person to whom it is unlawful to make such an offer or solicitation.
Prospective investors who are not resident in Canada should contact their ﬁnancial advisor to determine whether investment fund
managed by AlphaNorth may be lawfully sold in their jurisdiction.
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