











slowing economy. This morphed into the
sub-prime issue and the resultant fallout.

We believe there are two distinct
aspects to the sub-prime problem at
this point. First, the headline issues
surrounding sub-prime should be
unrelentingly bad for the next six months.

The number of sub-prime mortgage
holders who will see their mortgage
rates reset upward should continue to
increase into the spring. As a result,
more U.S. mortgage holders may
default on their payments, causing
delinquency rates to rise, and more
mortgage lenders will face difficulties.
You can expect to see some lurid
headlines.

Second are the broader issues facing
the global financial markets. U.S.
sub-prime mortgage problems have
morphed into a global liquidity event,
meaning that less credit is available for
borrowers (large and small) with less-
than-stellar credit ratings.

When available, that credit comes
at higher interest rates. This tightening
of global credit markets has caused
many financial assets to decline sharply
in value, with banks and securities
firms writing off billions in losses. Not
surprisingly, these massive losses have
sent a chill through stock markets,
which fell sharply this past summer and
later again in November.

Will we endure a recession and
falling stock markets in 2008? This
is possible, but not probable. First,
current events are taking place against
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RIF and RSP rule changes

Here is a summary of how changes in the 2007 federal legislation may affect you:

* You can maintain a Retirement Savings Plan (RSP) and make contributions until the end
of the year in which you turn 71 (previously it was 69).

e If you are 70 or 71 and have already converted your RSP to a Retirement Income Fund
(RIF), you can transfer the assets back to an RSP so long as you convert it back to a RIF

by the end of the year in which you turn 71.

e If you have a RIF, the minimum RIF withdrawal can be waived for 2007 (if you are 71
years old in 2007) and for 2007 and 2008 (if you are 70 years old in 2007).

Notice to RSP accountholders

Effective January 1, 2008, the Declaration of Trust governing Private Investment Counsel
Retirement Savings Plans (RSP) is changing as a result of the 2007 federal legislation.

The following is a summary of the changes:

® RSPs will now mature no later than December 31 of the year the planholder turns 71.

e The definitions of, and references to, Agent and Attorney have been revised.

e Future amendments to the RSP Declaration of Trust can be made without notification,
providing that any such amendments are in accordance with legislative changes, or
else are minor in nature and do not affect the rights of the planholder. All other

amendments will still require notification.

the backdrop of strong, synchronized
global growth. Even the much-
maligned U.S. economy posts strong
numbers once we dig beyond the
headlines. Third-quarter GDP grew at a
4.9% annual rate; productivity grew at
the same annualized rate of 4.9%; real
personal disposable income rose at a
4% clip; and unemployment remained
low at 4.7%.

Meanwhile, the correction in the
U.S. dollar has stimulated U.S. exports
— the growth in which has more than
offset weakness in the housing industry
(see Chart 1). All this data is admittedly
past tense and we fully
expect a sharp slowdown in
growth in coming quarters.
There is, however, a big
difference between slower
growth and an outright
contraction or recession.

Second, central banks
around the world will ease
monetary policy to help
offset the downdraft caused
by the current liquidity
event. Expect the U.S.
Federal Reserve to lower its
benchmark federal funds rate

repeatedly in coming months.

Third, we would observe that the
current sub-prime/liquidity issue is the
best-communicated financial crisis in
recent memory, having appeared on the
cover of multiple popular publications.
As such, it is well-known and largely
embedded in current market prices.

Overall, despite the extremely
negative sentiment surrounding the
economy and financial markets, we
do not believe we are entering either
a recession or bear market in 2008.

2008 — Dominant investment
themes
The principal negative factors
influencing the American equity market
in 2008 are the liquidity crisis described
above and the related problems in the
U.S. housing market.

The problem in the housing market
is that home construction surged just
as demand was slipping, with the
result being a glut of homes on the
U.S. market. Historically, there are
four months’” home sales in inventory
whereas today there are nine months,
representing massive oversupply.

This imbalance between supply and



demand has caused the median price

of a home sold in the U.S. to fall 5.1%

in the past year. In turn, the American

housing industry has slipped into
recession. However, as noted above,
this contraction has been more than
offset by surging U.S. exports.
However, there are positive factors
supporting U.S. equity markets:

* Reasonable valuations. The price/
earnings (P/E) ratio of the S&P 500
Index is between 15 and 16, in line
with the historical average. Stocks are
not expensive and present fair value.

* Attractive value relative to bonds.
Stocks are inexpensive compared
with bonds. U.S. stocks’ earnings
yield (earnings divided by the share
price) is about 6.25% based on the
P/E multiple of 16 cited above —
about 50% higher than the 4.15%
yield on U.S. 10-year Treasury
bond (see Chart 2).

» Falling rates. Monetary policy will
be accommodative as the fed funds
rate should be cut and we witness
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a steepening of the yield curve that
could stimulate the economy and
help the financial sector in particular.

* Better returns in Canadian dollars.
After the Canadian dollar’s rapid
ascent versus the greenback in 2007,
the loonie will likely come under
some downward pressure in 2008.
This will boost the value of U.S.-
based investments.

* Elections positive for the markets.
Last, 2008 is a U.S. Presidential
election year, historically characterized
by solid, positive returns.

Therefore the first dominant

theme for 2008 is that we expect
the U.S. stock market to rise for the
sixth consecutive year, with the most
likely outcome being high single-digit
returns.

The second theme is the

continuing rotation into U.S.
large-cap stocks — which, as
mentioned above, became pronounced

NCIUITELLI™ Online access for

Private Investment Counsel clients

We are very pleased to announce that next month you will have the ability to view
your Private Investment Counsel portfolio online through TD Waterhouse WebBroker®
(WebBroker). We believe you will find WebBroker an easy, convenient way to view
in-depth information about your Private Investment Counsel accounts, including asset
classification, portfolio allocation, quantity, cost, and market value.

WebBroker is secure, available seven days a week, 24 hours a day and at no cost
to you. If you would like to take advantage of this new optional online access, please
contact your Portfolio Manager, who will get your registration started.
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in 2007. Of note, large-cap growth
stocks, generally out of favour since
the bursting of the tech bubble

in 2000-2001, will be particular
beneficiaries of this trend.

During periods of slower growth in
corporate profits, which we now face,
investors pay a premium for those
companies exhibiting above-average
earnings growth. A number of large,
high-calibre tech companies are good
examples, benefiting from pent-up
demand for their products, the strong
balance sheets of their corporate
clients, and surging U.S. exports.
Good examples are Cisco, Oracle,
Microsoft, and similar companies
owned within your portfolios.

Our third theme for 2008 is that
the Canadian equity market, like
its American counterpart, should
rise for a sixth consecutive year
and generate single-digit returns.
We expect that commodity prices will

Continued on Page 6

Leverage risk
disclosure statement

Using borrowed money to finance the
purchase of securities involves greater risk
than a purchase using cash resources only.
If you borrow money to purchase securi-
ties, your responsibility to repay the loan
and pay interest as required by its terms
remains the same, even if the value of the
securities purchased declines.

Current Private Investment Counsel strategy

Percentage return for indices
(For the period September 15, 2007 — December 15, 2007)

Portfolio weighting

¢ Modest overweight in equities

benchmarks

e Slight underweight in bonds, with a somewhat shorter term than

e Overweight corporate bonds, where mandates permit

e Where applicable, income trust holdings focus on higher-quality
issues with stable, sustainable distributions

e Overweight European holdings within international equities

S&P 500 Index
MSCI EAFE Index*

Index

DEX Universe Bond Index
S&P/TSX Composite Index

1.8%
-0.6%
-2.0%

2.0%

* Morgan Stanley Capital International Europe, Australasia and Far East




