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Executive Summary

2009 Winter Outlook

Stewart Hunt — Managing Director, Portfolio Advisory Group

Officially the year 2008 ended on December 31*'; however, the year will not be forgotten by those who
participated in or observed the global economic and financial meltdown that occurred last year. While I
could carry on about all the unprecedented actions of governments and central banks around the world
and the collapse and failure of some of the world’s largest companies, I am reminded of the following
piece of advice, “you can’t drive a car looking in the rear view mirror”. It is time to look forward and
move on. Historians and academics will document and provide a variety of theories and ideas on how
and why we ended up with such a dramatic meltdown. The question now is “where do we go from here?”

From the perspective of Scotia Capital Strategist Vincent Delisle, North American equity markets are still
susceptible to return to the lows of November 2008. While the potential for market downturns exists,
Delisle sees this as “base building” as businesses adjust to the economic climate. Scotia Economics’
Derek Holt sees the road to economic recovery as longer term, geared more towards 2010 and out as the
impact of the stimulus packages and bailouts begin to take effect.

Believe it or not, looking forward, there are some positives to build on. Equity values anticipate future
earnings in advance of either an economic downturn or recovery. Although it is difficult to determine the
depths of the pending economic decline the drop in stock prices over the past year leads us to believe
equities present tremendous value. The question now is one of timing. The ability to pick the top or
bottom of the market can be compared to the chance of heads or tails in a coin flip. Rather then trying
predict the right time to buy we would advise investors to consult with their ScotiaMcLeod advisors as to
what to buy based on their investment profile and portfolio and subsequently average into the trade over
time. In the current investment environment which places a premium on liquidity and credit we advise
investors to look at well capitalized companies with low debt loads and strong cash flows as they are in
the best position to manage through and take advantage of an economic downturn. In addition, if your
portfolio has been underweight fixed income due to the low interest rate environment over the past 10-
years you might want to consider provincial or high grade corporate bonds where risk premiums have
reached historic highs. Depending on the term to maturity and issuer, current yields reflect returns at or
above historical returns of equities or those being used in current financial plans. After the past year we
would agree that is difficult not to look back with trepidation as to what lies ahead, but while no one
should be surprised that markets do go down, and they have, they also go up and we believe they will.

In the Winter 2009 edition of Investment Portfolio Quarterly (IPQ) we felt it appropriate to try and help
investors ‘Find Direction in Uncharted Territory’. Gareth Watson, our Senior Canadian equity advisor,
takes us through a review of 2008 and provides our outlook for 2009. Here are some of the highlights;

m Canadian banks: while valuations have declined significantly we believe they are well positioned for
long term growth.

m Life Insurance companies are well positioned to deal with a recession.

m Energy companies should be viewed with a longer-term horizon focusing on upward pressure on oil
prices that we believe will coincide with economic recovery as current supplies are absorbed, placing
value on future production.

m We are positive on precious metals as increased U.S. debt and fiscal strain raises concerns for the U.S.
dollar and bodes well for precious metals.

m We are positive on fertilizer stocks if we don’t have a deep and harsh global recession. People will eat!

m We continue to maintain our defensive stance in the first half of 2009 particularly favouring companies
in the Consumer Staples, Utilities and Pipelines.
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We also provide you with our list of stocks to own as the economy continues to struggle and stocks to
own to position yourself for an economic recovery. We hope you enjoy the Winter 2009 edition of IPQ
and take the time to contact your ScotiaMclLeod advisor to review your portfolio and ensure your
investment profile and portfolio are positioned to take advantage of any investment opportunities.
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Canadian Equity Strategy

Finding Direction in Uncharted Territory

Gareth Watson, CFA — Director, Portfolio Advisory Group

2008 was simply a remarkable year, but unfortunately for the wrong reasons as we have been through 12
months of extreme circumstances and a roller coaster ride which most investors would have rather
avoided. What made the performance of the TSX Index and other global indices all the more shocking
was the speed and magnitude of declines witnessed in the second half of the year. Traditional
fundamental analysis took a back seat to irrational thought as equity markets found themselves facing a
financial and economic crisis not seen since the Great Depression. The severity of the problems faced by
economies and markets worldwide was not apparent at first, but became all too clear as capital flows
disappeared, investment declined, consumption slowed and wealth was destroyed. Simply put, 2008 was
the worst year of performance for many equity markets in over 65 years.

2008 — A Review

Looking at a 2008 performance chart for the TSX Index you can certainly see that the first half of the
year told a different story than the second. Even with the collapse of Bear Stearns in March, Canadian
markets continued their historic bull run thanks to continuing strength in resource prices. However,
financial concerns in the U.S. escalated again in June and commodity prices saw material declines in the
month of August thanks to growing credit/economic concerns and selling by levered investors such as
hedge funds. Losses were compounded by the uncertainty and lack of confidence created by the failure
of Lehman Brothers in September. This failure started a chain reaction of events which resulted in some

of the most dramatic losses seen in recent memory. We will touch on the impact of the Lehman failure
later in this report.

Exhibit 1: 2008 TSX Performance
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Not only were stock market losses material, but the volatility was like nothing we’ve seen for at least a
couple of decades. Below we show a graphical illustration of the Chicago Board Options Exchange SPX
Volatility Index which was created in 1993 (data has been backdated to 1990). Naturally a low number is
desired by investors who enjoy steady performance; however, as you can see the index reached an inter-
year high of 89.53 on October 24. You’ll also note that the sharp spike in volatility, caused by increasing
credit, liquidity and economic concerns, makes the volatility seen during the 1990 recession, 1997 Asia

crisis, 1998 Russian crisis, 2000 tech bubble, and September 11, 2001 events seem minor.

Exhibit 2: VIX Index
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Another way to illustrate how volatile markets have been is to look at daily returns for the TSX which
have been staggering. It was only a few months ago that investors considered a gain or loss of 3% or
more to be a “big deal”. Unfortunately, since the failure of Lehman Brothers it has become all too
commonplace. As you can see in the chart that follows, 15 of 22 trading days in October had losses
greater than —3% or gains greater +3%. If we go back to the bankruptcy of Lehman Brothers until
December 31st, 36 of 75 trading days have posted similar excessive returns. Seeing so many returns of
such a high magnitude over a short period of time is not normal or rational for that matter.

S
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Exhibit 3: Daily TSX Returns

Daily TSX Returns
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When I mentioned that 2008 was the worst year of performance for many equity markets, unfortunately
the TSX Index in Canada cannot be excluded from this group. The following chart shows the

performance of the TSX Index going back to 1941. Losses this past year exceeded those seen in 1974 (-
29.2%) and 1956 (-23.5%).

Exhibit 4: TSX Simple Annual Returns
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Investors should also be aware that losses this year were widespread as even some of the most defensive
stocks in Canada experienced share price declines. We will discuss why this happened in greater detail
later, our point at this time is that there were few places for Canadian equity investors to hide. To illustrate
our point, we make the following observations for both the U.S. and Canada as of December 31st:

m 33 TSX stocks out of 270 posted gains in 2008

m 32 TSX stocks out of 252 have posted gains since September 15 (Lehman bankruptcy)

m 38 S&P 500 stocks posted gains in 2008 (index comprises 500 stocks)

m Only 22 of S&P 500 stocks in the U.S. were higher since September 15 (Lehman bankruptcy)

If there is one positive takeaway on a relative basis it would be that Canada outperformed many of its
international peers in 2008 (as illustrated in the graph below). This may surprise investors since the TSX
was approximately 45% weighted to resources prior to the market downturn; however, financial collapses
in other countries wreaked havoc on international returns. While this relative performance is a positive
way of looking at a bad thing, it should encourage Canadian equity investors to know that when
considering international returns, our performance could have been a lot worse.

Exhibit 5: World Equity Indices Performance
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What Happened?

Before investors can think about the future, it is important to reflect on the past and make sense of what
happened and why equity markets find themselves in such a difficult situation. We believe three main
factors contributed to market declines in the second half of 2008:

1. The Credit Crisis

While we knew credit markets faced headwinds since the emergence of the “sub-prime mortgage”
problem in 2007, a lack of transparency amongst global financial institutions hid a credit problem which
turned out to be much larger than many investors expected. Predictions of losses in 2007 that were
considered too aggressive at the time proved to be too conservative in hindsight. We were lead to believe
that credit losses, while disappointing, were manageable and that many banks had sufficient capital when
they did not. While an ongoing subject of debate, we view the bankruptcy of Lehman Brothers in
September as the catalyst which resulted in a domino effect of illiquidity and failure within the global
financial system. Capital is the lifeblood of the financial markets. Without capital there is no investment,
and without investment there is no economic growth. If capital is like blood then the financial system is
like our circulatory system. Policy makers let Lehman Brothers go bankrupt, but that would be the
equivalent of removing your heart and expecting the rest of your organs to function efficiently. While
I’'m not a doctor, I think you’ll all agree that such an expectation is not only wishful thinking, but simply
impossible. The bankruptcy of Lehman Brothers had many unintended consequences, but the most
notable was the overwhelming decline in capital availability to banks, businesses and consumers like you
and me.

It’s one thing for banks to refuse to lend to consumers, but something completely different when banks
refuse to lend to one another out of fear they won’t get their money back. However, when you consider
that Lehman, one of the world’s largest investment banks and an institution that has been in existence for
over 150 years, went bankrupt you can’t necessarily blame banks for being skeptical of one another or at
least charge a very high premium to borrow. The uncertainty of capital availability amongst banks
worldwide led to many deposit holders withdrawing their funds out of fear that their bank would collapse.
Such an act only complicated matters as withdrawing deposits left banks with even less capital thus
accentuating credit concerns that existed in the first place. The lack of liquidity and capital availability
even went as far as to make investors skeptical about money market funds, which in normal times are
viewed as one of the safer investments available. Not only were banks and investment banks impacted by
the credit crunch, so too were insurance companies such as AIG which offered insurance on certain credit
related investments which were being brought into disrepute. We as consumers know that it is a good
thing to have insurance, but not when our insurers go bankrupt. For that reason, and considering the wider
ramifications for the financial industry, the U.S. Government refused to let AIG fail like Lehman.
Unfortunately the damage caused from the Lehman failure was already done. Only a few months prior
we lived in a world that had too much cheap capital available and now we find ourselves living in a world
with little capital available at all. Without that needed capital, economic growth has disappeared.

2. Economic Concern turns to Panic

The fact that many economies around the world started to slow in 2008 was not a surprise as many
economists had forecast a reduction in growth expectations. However, few expected a near collapse of
the credit markets and the resulting global economic consequences. What was once economic concern
turned into economic panic as many businesses were brought to a standstill resulting in an acceleration of
unemployment, a collapse in commodity prices and restraint in consumer spending. Naturally these three
elements are important to the Canadian economy and help reinforce the observation that our economy has
followed its international peers into recession. With investors expecting and now experiencing a
recession, they avoided economically sensitive (cyclical) stocks at all costs. Stock prices in the Energy,
Materials, Industrials, Financials, and Consumer Discretionary sectors have been hit hardest, while less
economically sensitive (defensive) stocks outperformed on a relative basis, yet still declined.
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If there is one lesson that investors learned from the recent stock market and economic downturn it was
that the U.S. economy is still the main driving force for the global economy. With the growth of many
emerging markets and even the growth seen in Canada due to resource price appreciation, some investors
wondered if the U.S. economy was still as relevant as it once was. This question also resulted from the
material decline we witnessed in the U.S. dollar for a number of years. However, it has become clear that
when the U.S. economy struggles, the rest of the world follows. It is for that reason we expect the U.S.
will be the driving force to lead us out of this economic decline; however, gaining any visibility as to
when that will be is very difficult. Usually during times of economic slowdown the U.S. consumer, who
is responsible for about 60 % to 70% of GDP growth, comes to the rescue. However, with wealth
destroyed by a falling U.S. housing market, personal consumer credit levels disappointingly high,
unemployment accelerating, and abrupt fiscal restraint prior to the busiest shopping season of the year,
it’s very difficult to see how the U.S. consumer can help lift the U.S. economy from recession in the near
future. So much has happened so quickly in the credit and economic environment that investors are
finding it difficult to gauge the severity of the macroeconomic picture and the consequences of the
various events that have happened in only a few short months.

3. Forced Selling

We have all been witness to a deleveraging of the global equity markets since September. Very cheap
debt made it easy for investors to borrow money to invest. Such a strategy is sound when markets
appreciate, but is detrimental when markets fall as lenders ask for their money back. Many levered
institutional investors, notably hedge funds, have been forced to sell stocks not because they want to, but
because they have to in order to pay back debt and meet the redemption requirements of their investors.
Individual investors have also been leveraged and have unfortunately faced margin calls as markets
declined. Simply put, thanks to cheap debt we had far too much capital in the equity markets and now we
have to get rid of some of that excess capital before markets can stabilize. This is similar to an
unfortunate trip to the doctor where you feel sick and ask for antibiotics. The doctor replies that you have
a viral infection and there’s nothing you can do but let the virus run its course. We face a similar
situation as we try to flush the excess debt out of our equity system. While painful to experience, it’s a
necessary process that must occur before we can reduce volatility and gain a sense of stability. Forced
selling has increased the magnitude of equity price declines and destroyed investor confidence. We
cannot expect to see sustainable market rallies until that confidence is restored. One of the biggest
problems faced by investors since the sell off began was trying to determine when the forced selling was
over. Unfortunately, due to a lack of publicly available information on the billions and billions of dollars
in hedge funds in terms of how much leverage was used and what stocks were bought, we have no
reliable way to know when the forced selling will come to an end, if it hasn’t ended already. This is yet
another unknown variable that investors have to contend with and therefore, volatility levels will likely
remain high.
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What Has Been Done?

While there certainly is no “play book™ of steps to solve the greatest financial crisis since the Great
Depression, governments and central banks have tried a number of measures to stabilize credit markets
and stimulate the global economy. On the fiscal policy side of the equation, many governments have
provided capital injections/equity investments in financial institutions, backstopped or guaranteed certain
issues of debt so that struggling companies could raise capital, guaranteed bank deposits so that “runs” on
banks (excessive withdrawls) declined, and provided fiscal stimulus packages in the hope that investment
will stimulate the economy. Some of these measures have not been used in Canada, or at least to the
same extent as other countries, as our financial institutions have found themselves in a much better capital
position during the credit crunch.

Central bankers have also tried to improve conditions by making capital available to financial institutions
(liquidity injections) and cutting interest rates. Interest rate cuts in some cases have been large in a
number of developed countries; however, their intended consequences have not been as forthcoming. The
whole purpose behind cutting central bank rates, or the rate charged by central banks to financial
institutions, is so that those financial institutions will then cut their lending rates to consumers. Hopefully
consumers will then borrow more money and either spend it or invest it in the economy, thus paving the
way for economic growth. However, recent interest rates cuts by central banks have not necessarily been
met with similar cuts as global banks have reduced their willingness to lend and some consumers are
already so levered that cheaper debt may not be attractive enough to convince them to add more debt for
consumption. Below we show how much central bank rates changed in 2008 in various influential
countries or regions.

Exhibit 6: Central Bank Interest Rate Cuts

Central Bank Interest Rate Cuts in 2008

Rate as of Rate as of
Jan 1/08 Dec 31/08 Difference
Bank of Canada 4.25% 1.50% B 275bps
U.S. Federal Reserve 4.25% 0.25% & 400bps
Bank of England 5.50% 1.50% & 400bps
European Central Bank 4.00% 2.50% & 150bps
Central Bank of China 1.47% 5.31% B 216bps
Bank of Japan 0.50% 0.10% & 40bps

Source: Bloomberg

There is no specific recipe for governments and central bankers to get us out of this crisis and for that reason
investors and stock markets are going to have to be patient until they figure out the correct approach.
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How Can We Turn Things Around?

Going forward the question remains ‘how can we turn things around?” While I certainly don’t pretend to
have the exact answer, there are two events in particular that need to occur before the global economy,
and thus equity markets, have a chance to rebound.

1. Return Stability and Fluidity to the Credit Markets

While credit conditions are not at their absolute worst, they are nowhere near the level of stability we
need to see for banks to feel comfortable enough to lend to each other, to corporations and to
consumers. [’ve mentioned a number of methods taken by governments and central banks, but I’ve
also noted that we’re not sure if these measures are good enough because we’ve never been in this
situation before. While the Great Depression was likely worse than what we’re experiencing now, you
cannot take solutions used in 1929 and expect them to work in 2008. We live in a different world, a
world of globalization and greater connectivity. Furthermore, there is not just one answer to all of our
problems, as this credit and economic crisis is going to require a number of concerted measures to get
us back on track.

2. Stabilize the U.S. Housing Market

U.S. housing prices continue to fall, foreclosures continue to rise and inventories of unsold homes
continue to increase. These trends need to stop to prevent further wealth destruction for the U.S.
consumer who is already showing signs of fiscal restraint. We are not saying that we need to see a
significant rebound, but we definitely need to “stop the bleeding”. You can’t expect to grow an economy
if wealth is being destroyed, it’s that simple. Unfortunately there are U.S. homeowners now that have
negative equity in their homes as their mortgage is greater than the market value of their house. It’s for
this reason that foreclosures continue to rise.

It’s also important to note that the housing industry makes up a significant portion of the U.S. economy.
It’s difficult to expect the U.S. economy to grow when such an influential segment is struggling. The
U.S. economy will likely lead the rest of the world out of this economic crisis, but the timing of such a
recovery is likely well off into the second half of 2009 at the earliest.

To illustrate how bad the U.S. housing market is from a historical perspective, we provide the following charts:

The National Association of Homebuilders Index is essentially a sentiment index that depicts sales
expectations. A level of 100 is good, and 0 is bad. As you can see we’re currently at the lowest levels
ever since the Index was created in 1985.
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Exhibit 7: Home Builder's Index
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Growth in housing can be easily gauged by looking at housing starts, or the number of new houses
constructed on an annualized basis. As the following chart illustrates, any time U.S. housing starts have
fallen below 1 million, the U.S. economy has fallen into recession. We are now seeing some of
the lowest housing starts in 30 years, which is not good considering how much the U.S. population

has grown.
Exhibit 8: Housing Starts
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The Case-Shiller Home Pricing Index, as its title suggests, illustrates changes in housing prices. The

following chart indicates that housing prices actually started to decline at the beginning of 2007, even
before the emergence of the sub-prime mortgage crisis.

Exhibit 9: Case-Shiller Home Pricing Index
Case-Shiller Home Pricing Index (% Change YOY)
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Finally, while not a housing chart per se, we show you the U.S. employment picture and how influential
the housing sector can be. While recent layoffs can be chalked up to layoffs in other sectors, investors
might be surprised to know that the U.S. economy lost jobs in every month of 2008. Some of those
layoffs earlier in the year can likely be attributed to a slowing housing market.

Exhibit 10: U.S. Non-Farm Payrolls
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What Happened to the Canadian Dollar?

Not only were equity returns dramatically impacted by the credit crunch and global economic slowdown,
so too was the Canadian dollar. The month of October was particularly bad for the loonie as it started off
the month at US$0.94 only to reach an intra-month low of US$0.7682 on October 28. Just like the

volatility witnessed for stocks was not normal, neither was such a dramatic decline in our currency. A
number of factors contributed to loonie weakness including:

m A decline in resource prices. Oil prices fell from US$147 per barrel to US$30+ in only a matter of
months. The Canadian dollar has also been referred to as the petro-dollar due to its recent strong
relationship to movements in West Texas Intermediate oil prices.

m The expectation of further interest rate cuts in Canada. The lower your interest rates the less
attractive your currency becomes as returns in that currency are lower on a relative basis when you
could be getting higher returns in another country. While rates are still higher than those in the U.S.,
the idea of rates going lower in Canada in general still weighs on our dollar.

m Investors flocking to U.S. treasuries for safety thus propping up the U.S. dollar and weakening
currencies throughout the world. This factor likely explains the magnitude of the recent loonie
decline. Even though the United States is in a terrible position when it comes to its national debt, its
annual deficit/spending, its very low interest rates, and its financial system, investors around the world
still turn to U.S. dollar denominated debt during times of uncertainty as they believe the backing of the
U.S. Government behind those investments is still the most reliable on the planet. When international
investors buy U.S. treasuries they need to convert their local currency into U.S. dollars first which

creates increased demand for the U.S. dollar and sends its price higher. By sending the U.S. dollar
higher, most other currencies tend to fall on a relative basis.

Exhibit 11: Canadian/US Dollar Exchange Rate
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Looking Forward

Let me state for the record that I believe recessions and market downturns are inevitable as they are part
of an economic cycle which has continuously repeated itself in the past and will continue to do so in the
future. All that governments and policymakers can do is hope to extend expansions and limit the length
and severity of recessions. While it would be wonderful if we could time peaks and troughs of cycles
perfectly, we cannot. The perfect investment strategy would involve buying defensive stocks at the peak
and buying cyclical stocks at the trough, but even the most professional and experienced of investors
cannot time a cycle perfectly.

Exhibit 12: The Business Cycle

Peak

Expansion

Recession

Trough

Source: Portfolio Advisory Group

In addition I will also state my belief that with every cycle comes the inevitable favourability or lack
thereof of different asset classes. What we have witnessed in the stock markets over the past four months
has not been a “stock specific” issue, but rather a complete aversion to equities in general. Even some of
what we consider to be the most defensive or safest companies in Canada have seen their stock prices
decline, not because they’re bad companies, but because investors simply did not want to own stocks.
Equities, bonds, cash, and real estate are all different asset classes and history will show that one has
never always outperformed the other.

This fact is the driving force supporting the principle of diversification because you’ll never be entirely
exposed to the best performing asset class all the time. While diversified or balanced investors do tend to
adjust their weightings to different asset classes, they do not avoid an asset class altogether. To put equity
performance into perspective this century, we were actually treated to the longest equity market
expansion ever recorded in Canada from late 2002 to June of 2008. Unfortunately all good things
normally come to an end, which is why regular portfolio reviews are always recommended as investors
should not only diversify but also rebalance their portfolios on a regular basis.

While the most recent bull market was certainly welcome, it is no excuse to ignore the basic investment
principles for a disciplined and diversified investment strategy. Every investor has different financial
needs and goals and there is no single asset allocation model that works for everyone. To discuss whether
your current asset mix is appropriate in meeting your long term investment objectives, I recommend you
speak with your ScotiaMcLeod advisor who can help you through this process.
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In the context of the current market environment, investors may consider one of the following
approaches:

1. Consider Increasing Bond Exposure

Equities are simply out of favour as an asset class as are some corporate bond issues. Check your asset
mix and ask yourself if increasing your bond exposure may be prudent.

2. Conservative Investors Stay Defensive Within the Equity Component of your Portfolio

Defensive, or less economically sensitive, areas of the economy are the place to be during an economic
downturn such as Utilities, Telecommunications and Consumer Staples. Most defensive stocks also
happen to offer decent dividends, so they pay you while you wait for the economy to improve.

3. Value Investors (those that like to buy cheap stocks) Look at Cyclicals

Higher risk investors who are willing to accept more short-term downside might actually consider looking
at economically sensitive stocks if they have a time horizon greater than two years. Value investors love
to sniff around the market when high quality stock prices are significantly off their highs.

While this list is not exhaustive, it does provide some insight as to how investors can approach the current
market depending on their risk tolerance and investment requirements. Again, your ScotiaMcLeod
advisor can help you with this process.

Economic Outlook

The economic outlook for 2009 isn’t exactly full of lollipops and rainbows, but I’'m sure that doesn’t
surprise many investors considering what we’ve been through since September. It’s been a struggle and
it’s hard to imagine that economic conditions can recover quickly. In the table that follows we provide a
summary of forecasts from Scotia Economics. As you can see, real GDP is expected to decline in most
major industrialized nations and while the growth is still positive in China, India and Brazil, those growth
rates have been lowered. Interest rates are expected to decline further.

Exhibit 13: Scotia Economics Forecasts

Scotia Economics Forecasts as of December 31, 2008

Real GDP (% change) 2007 2008f 2009f 2010f
Canada 2.7 0.7 -1.2 1.9
United States 2.0 1.2 -2.1 1.7
Japan 2.0 0.0 -1.0 0.8
United Kingdom 3.1 0.7 -1.9 0.6
Euro Zone 2.6 0.9 -0.9 0.7
China 11.9 9.5 7.0 8.5
India 9.0 7.0 55 6.5
Brazil 5.4 5.3 15 2.0

Q4/2008 Q1/2009 Q22009 Q3/2009 Q4/2009

Bank of Canada Rate 1.50 0.50 0.50 0.50 0.50
Federal Reserve Rate 0.25 0.25 0.25 0.25 0.25

Canadian Dollar (USD/CAD) $1.20 $1.29 $1.39 $1.33 $1.28
Canadian Dollar (CAD/USD) $0.83 $0.78 $0.72 $0.75 $0.78

Source: Scotia Capital
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Where is the Canadian Dollar Headed in 2009?

Considering the current economic and financial environment, it is exceptionally difficult to forecast out three
months let alone a full year; however, we believe the following events may occur in the coming 12 months:

m After possible further weakness and if the global economy starts to show some signs of improvement
by the second half of 2009, then we believe oil prices will find some support and regain lost ground as
investors again focus on supply rather solely on demand destruction.

m Canada will likely still have a higher relative central bank interest rate relative to the U.S. even though
more rates cuts are likely on the way for both countries.

m Equity market volatility will eventually subside which will likely either stop or slow the flow of capital
into U.S. treasuries, thus relieving some of the upward pressure on the U.S. dollar.

m If the U.S. housing market finally stabilizes and the financial and economic outlook starts to improve
by the second half of 2009, then investors may actually look at the U.S. not as a safe haven, but as a
country that needs to get its fiscal house in order. As such, we believe the U.S. dollar will eventually
weaken again and Canada will continue to look better on a relative basis.

If all of these events actually occur then we believe the Canadian dollar will make up lost ground in 2009.
The loonie will likely remain range bound between US$0.75 and US$0.85 for the foreseeable future, but
we may manage to sneak above US$0.85 in the second half of the year if the economic outlook is actually
better than expected. Then again, if economic problems persist or we face other unforeseen hurdles in the
next six months, the loonie will then struggle to reach the US$0.85 level. We do not believe that we will
again reach parity in 2009.

Canadian Equity Market Outlook

In order to properly examine where the TSX may lead us in 2009, we must first understand its
composition. As of December 31st, the TSX is weighted to the following sectors of the economy. We
also show each sector’s contribution to this year’s weakness as of this date.

Even with the decline in commodity prices, you’ll still notice that Financials, Energy and Materials
together still make up a substantial portion of the TSX Index. For that reason most of our forward
looking commentary will focus on those sectors, but we will touch on others as we look forward to 2009.

Exhibit 14: S&P/TSX Sector Breakdown
S&P/TSX Index Breakdown by Sector
Weighting Negative Point Contribution
in the to the TSX Index

TSX Index Jan 1 to Dec 31
S&PITSX -4845.36
Financials 30.2% -1472.58 -30.4%
Energy 28.1% -1390.19 -28.7%
Materials 16.5% -756.52 -15.6%
Industrials 6.1% -196.74 -4.1%
Telecommunications 5.6% -217.58 -4.5%
Consumer Discretionary 4.4% -268.61 -5.5%
Technology 3.6% -419.93 -8.7%
Consumer Staples 3.1% -40.08 -0.8%
Utilities 1.9% -47.36 -1.0%
Health Care 0.4% -35.76 -0.7%
Source: Scotia Capital, Bloomberg
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Financials

When we speak of Financials in Canada, banks and life insurance companies are the first things to come
to mind as they make up a significant portion of the Financials subindex. Another thing that comes to
mind is the credit crisis, as it was Financials that led the global equity retreat this year. Let me first
address Canadian banks and then I will follow with the life insurance companies.

Banks

Let me state that the financial makeup of our planet has changed considerably compared to a few decades
ago. The advancement of globalization has taken individual, national banking systems and turned them
into one network. When some countries may have found themselves immune to problems outside of their
borders in the past, they now find themselves confronted with problems occurring on a global scale.
Considering that the United States contributes about 25% to the world’s economy, it should come as no
surprise that U.S. financial problems can quickly expand. For evidence of this fact, look no further than
the sub-prime mortgage problem which emerged in mid-2007. Not only did U.S. banks struggle, but
international banks that bought packages of mortgages found themselves writing down these assets as
their values were impaired. When the U.S. catches a cold, the rest of the world has a very good chance of
getting sick. The second half of 2008 has illustrated this point well and has also highlighted that instead
of a cold, the U.S. and global financial systems may be dealing with a pretty awful stomach flu.

So where does this leave us in Canada? Well there are a number of different issues I could discuss here,
but I will try and generalize those thoughts into broader issues. Many investors wonder whether Canadian
banks should follow the lead of U.S. banks since our two countries share such a close economic and
financial relationship. While it is true that our two countries are closely connected, the actual structure of
our financial systems is quite different. In Canada, we have six major national banks with a few regional
banks spread across the country; however, the United States has about 8,000 financial institutions
including national, regional and municipal banks. The U.S. system is much more fragmented than
Canada, which naturally leads to the observation that there is a greater chance of a U.S. bank failing than
one north of the border as assets and capital are much more concentrated in Canada. Recall that I
mentioned earlier in this report that capital is the lifeblood of any financial system. The more fragmented
your capital base is, the more difficult it is to make sure that capital is proportionately distributed amongst
your financial institutions at any given time. This is one of the reasons why you’ve seen Canadian
banking capital levels remain strong while the U.S. Treasury Department has had to come to the rescue
with capital injections in the United States. The minimum Tier 1 Capital ratio for Canadian banks, as
determined by the regulator OSFI, is 7.0%. As of October 31st, all six major Canadian banks easily
exceeded such levels with the Bank of Montreal at 9.77%, Bank of Nova Scotia at 9.3%, CIBC at 10.5%,
National Bank at 9.4%, Royal Bank at 9.0% and TD Bank at 9.8%. No major financial institution on this
planet has been immune to the credit crisis, but Canadian banks have certainly weathered the storm better
than others.

I’d like to highlight a few other points that support the view that Canadian banks are better positioned
than their international peers:

m Bluntly put, Canadian banks were still very profitable in fiscal 2008 (year-end October 31). Even
including writedowns, Canadian banks still made money. This is in contrast to a number of global
financial institutions that not only lost money this year but have wiped out profitability going back a
number of years.

m Canadian banks have not cut their dividends, nor do we expect they will. The same cannot be said for
what were some of the largest financial institutions on the planet such as Citigroup and Bank of
America. While payout ratios for the Canadian banks may increase in the short term as earnings
growth will be challenging, we still believe these payout ratios are manageable. None of the major
Canadian banks, with the exception of National Bank in 1992, have ever cut their dividend.
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m Because our financial system tends to be highly concentrated and Canadian banks have expanded into
other businesses (e.g. brokerage, investment banking) with acquisitions over the past few decades, the
overall revenue mix of Canadian banks tends to be well diversified. As such, when one business line
struggles, risk is minimized through the performance of other business units.

m Having a more consolidated financial industry in Canada also leads to efficiency over time. Canadian
banks have illustrated this point well with consistent operating profit, dividend growth and impressive
returns on equity.

While there are a number of positive things to say about our banks in the past, we must also take a look at
the future and recognize that Canadian banks face a number of challenges. Considering how well
Canadian banks performed from 2002 to 2007, it’s easy for investors to forget that banks are
economically sensitive entities. When the economy expands profit growth is easier to achieve, but when
the economy struggles profit growth is harder to come by. Fiscal 2008 earnings showed declines from
2007 levels for the most part, but certainly not the magnitude or elimination of returns seen from other
global banks. However, this emphasizes the point that if the economy faces headwinds, so too does bank
revenue growth. It’s for this reason that we have seen Canadian banks analyzing their cost structure in an
attempt to maintain profitability going forward.

And let us also emphasize that the credit crisis is not just a sub-prime mortgage problem. While sub-
prime mortgages were the catalyst of this crisis, credit problems have spread from mortgages to
corporations and now to consumers. Not only have equity markets been forced to deleverage, so too have
corporations and individuals that have been living beyond their means. Canadian banks, just like any
other bank in major industrialized or even emerging markets, will face a challenging economic
environment in 2009 and as such we cannot expect remarkable returns. While profit growth is still
possible for some banks next year, depending on the length and magnitude of the global recession,
earnings growth will certainly not exceed single-digits.

So our overall conclusion on Canadian banks is that while they find themselves in a better operating and
capital position than their international peers, economic headwinds will provide many challenges in 2009
depending on the length and magnitude of the current U.S., Canadian and global recessions. For that
reason we do not expect Canadian banks to rally sustainably during the next one or two quarters.
However, longer-term investors with a time horizon greater than one year may consider investments in
this sector as Canadian banks are positioned well on a relative basis for an eventual economic recovery.

Life Insurance Companies

I will share some general thoughts on this industry which may provide you with some insight for 2009.
One of the most topical issues in this industry, from a global perspective, is capital, which of course has
been a topic of discussion for any financial related sector thanks to the credit crisis. However, the
research department at Scotia Capital has highlighted in the past that the Canadian life insurance industry
is well capitalized and capital levels would still be appropriate even if we were to see the S&P 500 fall to
600. Furthermore, liabilities for the industry are longer term in nature looking out 15 to 20 years from
now. The life insurance industry has largely avoided investing in asset backed commercial paper,
collateralized debt obligations and structured investment vehicles which have impacted other financials;
however, they still face some risk with equity investment guarantees if markets fall and stay at low levels
for a very long time (i.e. 15 years).
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But we must also look at the nature of this industry and the products that are sold to realize that the life
insurance industry is fairly recession proof. Life insurance is not really discretionary in nature, and as
such policy holders will continue to pay their premiums whether we are in a recession or economic
expansion. Also, investors will continue to contribute to their retirement savings plans and also
contribute to any group insurance plans they may have through their employer. The point here is that
even when the economy is struggling, revenue coming into the industry tends to be consistent. While
premium growth during a recession may not be as great as during an expansion, it still has the potential to
grow, thus making it easier in some cases for the life insurance industry to grow revenues during a
downturn compared to other financial related sectors such as banking or the mutual fund industry.

Energy

Before I can talk about our outlook on oil and gas, I must first touch on our thoughts of what happened in
2008. At the beginning of this year, with oil below US$100.00 a barrel, we noted in our 2008 Outlook
that while the days of sky rocketing oil prices were over, oil equities still offered investors value. When
oil prices reached US$120 per barrel by April we were a little concerned, not only because of the speed
and magnitude of the price increase but also because we were hearing calls on Bay and Wall Street for oil
prices to exceed US$200 per barrel. Our reason for concern stemmed from our belief that higher energy
prices would eventually curb demand, otherwise known as “demand destruction”. At this stage we were
wary of the energy markets as we believed prices were moving too high, too quickly. By the time July
rolled around oil prices were quickly approaching US$150 and we were starting to wonder if our demand
destruction argument was simply incorrect; however, eventually the market started to see economic
growth slow and this slowdown was dramatically exacerbated by the financial crisis of
September/October. As oil prices were falling from their peak, we thought that a price range between
US$95 to US$105 was more appropriate; however, we never expected that we would see both a domino
effect of financial failure and oil prices in the US$30 to US$40 range. I certainly won’t even suggest for
a moment that I saw such a complete economic collapse coming, but then again few people did. What has
been made very clear by the market is that we cannot expect energy prices to find support when economic
growth no longer exists.

So why do I bring up our thoughts over the past year? 1 do so to emphasize how 2008 was a year of
extremes for both the upside and downside for equities and commodities. I also do so to emphasize how
the market got ahead of itself when it comes to supply/demand fundamentals. The market was too
focused on supply during the first six months of 2008 when it should have been paying more attention to
demand. However, and this is the crux of our upcoming investment argument, we now believe the market
is too focused on demand when it should also be thinking about supply. Let’s not fool ourselves, the
short-term outlook (six months) for energy prices is not good. As I’ve just mentioned above, you can’t
expect energy prices to sustainably rally when economic growth is declining. However, as prices fall,
new additional supply becomes uneconomical as the cost to produce new sources of supply exceeds the
revenues generated from it. As such, energy companies have been announcing supply reductions on a
global scale and have cancelled a number of future projects including some in Alberta’s oil sands. In fact,
Canadian oil production could fall by about 20% in 2009. The more oil prices fall, the more dramatic the
supply cuts will become, which begs the question “what will happen when the economy eventually
recovers?” With economic recovery comes increased demand; however, if supply has been reduced and
investment in future supply has been eliminated then we could certainly see upward pressure on oil prices
once again. Of course this all depends on when the economy will recover and as we’ve noted earlier in
this report, few investors expect such a recovery until the second half of 2009 at the earliest as we wait for
credit conditions to improve and the U.S. housing market to stabilize. We’d also highlight that energy
prices could be helped by an eventual weakening of the U.S. dollar.
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Exhibit 15: Crude Oil Prices
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Similar to our conclusion for the Canadian banks, economic headwinds will provide many challenges in
2009 depending on the length and magnitude of the current U.S., Canadian and global recessions. For
that reason we do not expect energy stocks to rally sustainably in the near future and possibly not until
later in 2009. Short-term downside in this sector is still a distinct possibility. However, longer-term
investors with a time horizon greater than one year may consider investments in this sector as energy
companies will likely benefit from upward pressure on oil prices from an eventual economic recovery.
With energy equities currently discounting lower energy prices, there will be good opportunity for
leverage in equities if underlying commodity prices rebound.

Materials

The Materials sector includes commodities such as base metals, precious metals and fertilizers. It has
behaved in a similar fashion to the energy sector as both fall under the “Resources” banner which has been
completely out of favour during the second half of 2008. Base metals in particular have been hit hard due to
the market’s focus on “demand destruction”. In our Outlook 2008, we noted that base metals “could lose
some shine”. Little did we know how much shine would be lost. Our rationale was that analysts were
starting to come out with forecasts showing supply surpluses for a number of metals either in 2008 or into
2009 even with strong economic growth rates projected at that time. We had also seen some remarkable
price gains in base metals over the previous four years. While we didn’t expect base metal prices to
plummet, we also didn’t see an overwhelming reason to conclude they could continue on their upward
trajectory. Many of you may wonder whether our arguments made in the Energy section of this report will
apply equally to base metals in that supply is now being cut on a global scale and pricing may have room to
move higher when the economy eventually recovers. While the dynamics of such a relationship are the
same, we believe the energy sector will likely move more than base metals as base metals had already
started to see supply balances at the beginning of 2008, while the future supply balance for energy was not
as strong. However, base metal stocks will continue to behave like energy stocks in the near future due to
the difficult macroeconomic environment. While it is true that commodity prices do tend to overshoot to the
downside as they decline, we don’t think a possible rebound in base metal prices is going to be significant
enough over the next 12 months to get us excited about this sector. While longer-term investors may see
opportunity looking out to 2010 and beyond if further supply cuts emerge and investment is restrained, we
don’t believe that 2009 will prove to be a banner year for base metals.
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But all is not lost in the Materials sector as we believe precious metals and fertilizers were excessively
punished in 2008 simply due to their “guilt by association” with commodities and hedge fund
selling. Relative to energy and base metals, we believe the fundamentals for the precious metals and

fertilizer sectors remain strong and as such represent opportunities for 2009. First, let me touch on
precious metals.

In our Outlook 2008 report we were bullish on gold not because of the prospect of falling interest rates or
a falling U.S. dollar, but due to favourable supply/demand fundamentals. ~However, this thesis was
turned upside down due to the unforeseen events of September and October which caused investors to
flock to U.S. treasuries, push the U.S. dollar higher and thus push gold and other precious metal prices
lower. It would be easy for investors to think, like we did, that during the greatest financial instability
since the Great Depression that gold prices would certainly get support from the market, but the capital
flows into treasuries overwhelmed that argument. Our view for 2009 is similar to that of 2008 in that
we’re bullish on precious metals; but, we believe eventual weakness in the U.S. dollar will be the driving
force this year instead of supply/demand fundamentals. Eventually the volatility of today’s market will
subside which we believe will reduce the capital flows to treasuries and take some of the upward pressure
off of the greenback. We also believe that investors will eventually take a look at the U.S. and its current
financial situation, including its $10 trillion + of debt, and recognize that the U.S. dollar is not a currency
worthy of high opinion. While it will take some time for such a thesis to take effect, we believe that
precious metal prices do have room to move higher next year and thus believe that precious metal equities
should remain a component of a well diversified portfolio.

Exhibit 16: Gold Prices
Gold (US$ per ounce)
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Finally I’ll touch on fertilizers, namely Agrium and Potash Corporation, two of the world’s leading
producers in this space. In addition to fertilizer cost input declines in 2008 such as oil and natural gas,
we also saw grain prices (corn, wheat and soybeans) participate in the resource sell off. As such, fertilizer
prices, namely nitrogen and phosphate based fertilizers fell quickly; however, potash prices have held in
well for the time being. But, throughout the economic and financial crisis of 2008, we question whether
anything materially changed when it comes to food demand or the need for farmers to fertilize their crops
as the global food demand/supply balance remains tight. While we recognize that falling fertilizer prices
lead to lower revenues for Agrium and Potash Corporation and that seasonality has likely had a
significant impact on demand during the last four months of 2008, we believe the stock price declines for
these two companies have been excessive. While evidence of our argument may not show up until Q1
results are reported in April, we still believe that the longer-term fundamentals for this sector are very
strong, and a falling U.S. dollar would only emphasize our argument further. Just like other commodity
related stocks we’ve discussed in this report, the short-term performance for fertilizer equities remains
uncertain; however, in the absence of a deep and harsh global recession, we feel strongly that fertilizer
stock prices should be higher one year from now.

Defensives

If there is one theme we highlighted in our 2008 Outlook that is still exceptionally relevant today it is that
“defense may be the best offence”. By that we meant that portfolios should have decent exposure to
defensive, or economically insensitive sectors especially since many economists had ratcheted down some of
their forecasts at the beginning of last year. Little did we know that the financial and economic crisis of
September and October would make this one of our best investment themes of the 2008. As we’ve already
highlighted earlier, conservative investors should already have decent exposure to defensive stocks at this
time and we don’t see ourselves changing this recommendation for at least the first half of 2009. Economic
data released during the next couple of quarters will continue to be poor and stability in the U.S. housing
market is not immediately forthcoming, so investors have every right to be cautious by assigning higher
weights to defensive industries such as Consumer Staples, Utilities & Pipelines, and Telecommunications.

Consumer Staples

In Canada there are really only two types of staples that make up the Consumer Staples sector and those
are drug stores and food stores. As logic would conclude, the economy may struggle but you still have to
eat and you still need prescription drugs. Last year we thought that food stores such as Metro Inc and
Loblaw Companies faced a number of headwinds due to increasing competition from Wal-Mart and thus
preferred drug stores, namely Shoppers Drug Mart. We still favour drug stores over food stores as we
believe the industry fundamentals are still more attractive for the drug store industry and Shoppers’
competitive position. We also now favour the drug stores as investors have likely pushed the valuations
of the food stores too high in the near term. Shoppers Drug Mart is Canada’s only national publicly
traded drug store and has continued to produce consistent earnings growth and cash flow over a number
of years. We believe Shoppers remains the stock to own in this sector in 2009.
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Utilities & Pipelines

Will you never turn on the lights again until the economy recovers? I’'m sure everyone would respond
“no” to this question which is one of the reasons that investors turn to utilities and pipelines during times
of economic weakness. Companies in this sector tend to have regulated assets and thus consistent
revenue streams and as such have had impressive dividend growth track records over the past number of
decades. In fact, a company like Fortis Inc. has increased its dividend every year for the past 30 years.
This type of consistency is what investors like to see during times of uncertainty. While the global
economy continues to struggle during the first half of the year, we expect utilities and pipelines will
outperform the market. However, we must also note that if the recession is not as bad as some
economists believe it will be and we start to show some signs of improvement in the second half of 2009,
then it’s possible that some investors might start moving some of their defensive positions into more
cyclical or economically sensitive areas to position themselves for a recovery.

But I must emphasize that utilities and pipelines should be components of a well diversified portfolio in
2009. In particular we like stocks such as TransCanada Corporation, Enbridge, and Fortis Inc.

Telecommunciations

Could you imagine a world without cellphones or smartphones in 2009? Neither can I, and for that reason we
expect that telecommunications companies should continue to hold up well during this recession. I’m not a
tech wiz in any way, shape or form as I still use my VCR even though I actually do own a DVD player; but if
there’s one thing I have observed over the past few years it’s that handheld devices are more a staple than a
discretionary item. Whether we want to talk about the Blackberry or the iPhone or any cell phone in general,
they have become so important (or annoying depending on how you look at it) that there are many people out
there that wouldn’t know what to do without one. There are many consumers that have now eliminated their
landline phones and replaced them with wireless devices. While handheld device upgrades may slow during a
recession, their usage likely will not and that’s where telco companies such as Rogers Communications,
TELUS, and BCE benefit. They benefit not only because the use of such devices will continue but also
because the wireless business is more profitable than the old traditional landline business.

But wireless is not the only chapter to this defensive story as we must not forget about the internet and
cable services that these companies offer. Again, these are services which consumers would be very
reluctant to cancel even during a recession. Our lifestyles in Canada, and around the world for that
matter, have changed significantly over the past decade as we’ve changed to a world where immediate
data flow is demanded and where wireless services are the norm. While a very deep and long recession
would eventually have some impact on demand, we believe the Canadian telecommunications industry is
in decent shape. But the future is not completely without risk as competition amongst the incumbents
could put downward pressure on pricing and we could see that accentuated if new entrants to the industry
are successful in attracting subscribers. However, difficult credit markets could make financing for new
entrants expensive and the economic environment could make stealing subscribers from the incumbents
difficult. Our preference last year was for Rogers Communications due to its technology advantage,
strong balance sheet and cash flow. While TELUS and BCE plan to work together on upgrading their
network, we still prefer Rogers Communications in this sector for at least the first six months of 2009.
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Technology

It’s remarkable to think that the Technology sector was such a huge influential force back during the tech
boom eight years ago and now it is only comprised of six companies. Research in Motion has the largest
influence with a 78% weighting within that subindex while former heavyweight Nortel only represents
1.089% of the Technology index and a marginal 0.041% of the TSX Index (remember when it was almost
a third of the TSX?). My point here is simple. When we think of Technology in Canada we really only
think about Research in Motion (RIM). We were very bullish on RIM in our Outlook 2008 report as we
thought it’s competitive positioning was strong, its product pipeline was attractive and its virtual debt free
balance sheet gave the company a great deal of financial flexibility. However, I will admit when I’'m
wrong and as the stock price performance will show, this was not a stock to own in 2008, but then again
only a few were. The economic and financial fallout of the fall spooked investors and put downward
pressure on any company that relied on discretionary spending which had broader implications for the
technology sector in general. Investors simply concluded that with an economic slowdown, few people
would want to buy new devices or renew old ones. However, I’d refer you to my earlier comment in the
Telecommunications section where I highlighted my belief that handheld devices have become more
staples than discretionary and as such we are not willing to give up on our RIM thesis just yet.

The past six months have seen a number of new Blackberry devices come through the company’s product
pipeline and while some may have been delayed, the portfolio of devices which provide a number of
options for the consumer is quite impressive. Another reason for negative sentiment towards RIM is that
it has traditionally been known as a company that served the enterprise (business) market while having a
small presence in the consumer market. Therefore, if businesses are laying off employees then it was
only safe to assume that RIM was going to lose subscribers from its enterprise base. However, not only
has RIM transformed its product offering to provide more device choice, it now has more “consumer”
subscribers than “enterprise” subscribers, thus mitigating the enterprise concentration risk that was once
present. While we recognize that a recession will certainly dampen growth expectations for this company
and the sector as a whole, we believe the stock price of RIM has fallen to such a degree that any signs of
an eventual recovery in 2009 will propel this stock higher. A deeper than expected recession would
certainly hold back this name, but we believe that RIM’s stock price will be higher 12 months from now.
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Industrials

Like its name suggests, Industrials tend to do well when industry does well. In Canada, our Industrials
sector is made up of the rails, aerospace, airlines, engineering and industrial equipment providers. All of
these components are economically sensitive, but some are more sensitive than the others. The first
logical conclusion that an investor may come to is that during a recession these stocks should struggle as
business opportunities decline. While this may be correct to a degree, the situation is not so black and
white. First off, the Canadian railroads, CN Rail and CP Rail, are efficiently run companies that still have
some pricing power, but could be impacted by lower volumes if the recession continues to worsen.
Evidence of this would likely show up in their intermodal traffic if fewer shipments are coming from
overseas. Nevertheless, these two stocks (CN Rail in particular) are still solid companies that should be
core components of a well balanced portfolio. Airlines are likely the most economically sensitive of the
bunch as lower fuel costs could now be offset by lower demand as economic growth and discretionary
spending declines. We wouldn’t be buying airline stocks at this time, but would lean towards Westjet
over Air Canada due to its better operating and financial position. ~Aerospace and industrial equipment
stocks aren’t impacted by a slowing economy as quickly as other areas of this sector as long-term
purchasing commitments are normally required. While order backlogs could potentially decline during a
recession, they tend not to disappear entirely. Engineering services stocks such as SNC Lavalin do tend
to have high sensitivities to commodity prices which would probably scare some investors away at this
stage of the cycle; however, they also tend to be beneficiaries from investment as governments try and get
their economies back on track. It’s for this reason that we believe engineering services stocks could be
well positioned to show signs of strength even before any economic recovery is well under way. While
the overall near-term outlook for Industrials will likely remain negative as investors shy away from any
stock that is economically sensitive, some Industrials may actually do better than expected next year if
economic activity shows signs of renewal.

Consumer Discretionary

If we had to generalize this sector we would say that it is comprised of media companies, retailers and
cable stocks. Simple logic would indicate that the first two (media and retailers) face difficult economic
headwinds in the near future as advertising spending could fall and since the consumer did not spend as
much as expected during the 2008 holiday season, 2009 may be a year of increased fiscal restraint. For
that reason we are not recommending any purchases in these areas of the market at this time. If we see
signs of economic recovery in the second half of the year we may warm up to them, but the near-term
outlook remains challenging. However, the cable sector shares similar characteristics to our discussion of
the Telecommunications sector as consumers will likely sacrifice other expenses during a recession
before cutting their cable service. While a deeper than expected recession could prove this conclusion
wrong, we would still prefer to own a cable stock over a retailer at this moment. Cogeco Cable remains
our favourite name in this particular area of the Consumer Discretionary sector due to the fundamental
strength it has shown relative to its peers.
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Individual Stocks to Highlight

Let me first say that I don’t know when the market will hit its bottom nor do I know the exact date when
the global economy will start to recover. As such, I cannot provide you a perfectly timed portfolio of
stocks to own in 2009, especially since every investor has different investment goals and needs that will
influence what is in his/her portfolio. However, instead of giving you a list of stocks to own throughout
the year I will provide you with two lists: 1) Stocks to own as the economy continues to struggle and 2)
Stocks to own to position yourself for the economic recovery. From this list, with the assistance of your
ScotiaMcLeod advisor you can identify opportunities for your portfolio, now or in the future. If you own
a stock that is on the “position for recovery list” now, do not interpret its place on this list as an indication
that you should sell it today and repurchase it later. We believe that a lot of downside has been priced
into these stocks and would encourage you to hold.

Stocks to Highlight as the Economy Continues to Struggle

Agrium
Barrick Gold
Cogeco Cable
Enbridge
Great-West Lifeco
Potash Corporation
Rogers Communications
Shoppers Drug Mart
SNC Lavalin
TransCanada Corporation

Stocks to Highlight to Position Yourself for the Economic Recovery

Bombardier
Brookfield Asset Management
Canadian National Railway
Canadian Natural Resources
Canadian Tire
Finning International
Research in Motion
Royal Bank
Suncor Energy
Westjet Airlines

While these lists are not exhaustive, our intention here is to highlight higher quality names with relatively
strong balance sheets, good management teams and a decent track record of past performance. We are
not saying these companies will be the top performers of the year, but we do believe they should be
considered core holdings for a balanced portfolio depending on what you’re trying to achieve. We believe
our sector commentary from earlier in this report will help explain why you see these particular names in
their respective lists.
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Silver Linings

While it is very easy to be negative on 2009, we believe there are some silver linings to the poor
performance from 2008 that may not be getting a lot of attention, but are worth mentioning.

1. While we are not believers that just because something happens in the past that it must occur in the
future, since 1941 every time the TSX declined over 10% in a given year it almost always posted a
positive return the following year. The one exception to this pattern is the 2000 — 2001 time frame
and that was because we had two significant events in each year. The bursting of the tech bubble and
significant price decline in Nortel was followed in 2001 by the events of September 11.

2. Someone’s pain may be someone else’s gain. As such, lower equity valuations could actually lead to
consolidation in a number of sectors of the economy. We have already seen some signs of
consolidation/opportunism during the past year as stock prices fell and we believe it is far from over,
especially if there are some industry heavyweights out there with strong balance sheets looking to
grow through acquisition. With a number of junior resource companies struggling to finance
themselves during this economic downturn, you could see a number of large cap companies pick up
high quality assets from the juniors at a reasonable price. The same goes for the global financial
industry as the “survivors” look to consolidate deposits and capital.

Overall Conclusion

We’ve just been through a market downturn that even the most experienced of investor will tell you was
unlike any other. It was fast and its magnitude was severe. We know the first few quarters of 2009 are
going to be difficult, but the equity markets are already pricing in those expectations. If there is a silver
lining to this decline it would be that we could be forming a low enough base to provide us with positive
returns this year. But keep in mind that you should not expect a quick fix to the economic and financial
problems we face as one does not exist. Patience and a disciplined investment plan are what you need to
get through this difficult economic and financial storm. Best Wishes for a Prosperous New Year.
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Equity Guided Portfolios

Stephen Uzielli — Portfolio Manager, Portfolio Advisory Group

The Equity Guided Portfolios are models designed to provide investors with a convenient way of
investing directly in individual holdings and building diversified portfolios composed of equity securities.
The portfolios are actively managed by a dedicated Portfolio Manager with oversight from the Investment
Committee of the ScotiaMcLeod Portfolio Advisory Group. Each portfolio has a specific mandate but
they all have the common objective of providing investors with a consistent long-term rate of return
through holding a portfolio of stocks comprised of industry leaders with unique franchises and strong
management teams, combined with an attractive trend in profitability.

ScotiaMcLeod Canadian Core Guided Portfolio

Performance Update

Despite brutal declines in the last three months of 2008, at least the year ended on a comparatively
positive note as the Canadian market moved significantly higher from the panic fuelled lows made in late
November. In the fourth quarter the Canadian Core Guided Portfolio performed in line with its
benchmark despite positions in the heavily weighted Financial and Materials sectors delivering lesser
returns on average than their respective sub-indices. These returns were offset somewhat by positive
performance from a few individual holdings and the absence of positions in Information Technology,
(principally Research in Motion and Nortel Networks). Health Care also contributed. All but the
Consumer Staples sector declined during the period that saw the S&PTSX60 decline 22.7% on a total
return basis, led lower by Financials, Energy, and Information Technology.

Given the magnitude of share price declines in some holdings, the overall portfolio performance held in
relatively well. Specifically, the shares of AGF Management Limited, Manulife Financial, and TD
Bank declined 44.6%, 45.7%, and 32.2% respectively in just one quarter. AGF Management shares
were under extreme selling pressure due to concerns regarding their Trust subsidiary, but bounced back in
December, while Manulife and TD Bank sold off after succumbing to market pressures to raise equity to
improve capital ratios. Offsetting these negative results were two defensive stocks that generated positive
moves in the quarter: Rogers Communications and Fortis Inc.

Resource stocks were mixed during the quarter in response to volatility in commodity prices resulting from
global economic weakness. Crude oil futures declined 55.8% during the period but rallied from a multi-
year low of US$35.35 per barrel hit prior to Christmas, closing the year at US$44.60 per barrel; recall that
oil peaked at US$146.93 in July, 2008. Gold bullion futures ended essentially flat, closing at
US$884.30/0z; and industrial commodities contracted significantly during Q4 as evidenced by copper that
ended at US$1.41/lb, a decline of 51.0% for the quarter, but an improvement from its December low of
$1.27/1b. With that as a backdrop, shares of Teck Cominco plummeted 80% during the quarter, largely in
October and November, in response to investor anxiety about the company's balance sheet related to their
recent debt-financed acquisition of Fording Coal, and subsequent suspension of the quarterly dividend.

Barrick Gold shares increased 14.7% during December and have the distinction of being the only
holding in the portfolio that generated a positive return for all of 2008. It is also worth highlighting that
although gold bullion might have been expected to perform better in absolute terms, having increased
only 1.5% in 2008 after briefly trading above US$1000/0z in March, the "yellow metal" did serve as a
safe haven during a remarkably tumultuous period in financial markets.
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Our outlook for 2009 is constructive as it is unlikely that market returns could be worse than last year.
Although not without significant challenges facing the global economy this year, we continue to believe
that a bottoming process is underway for equity markets. The lows established in November may or may
not be the ultimate lows for this bear market, and those levels may yet be re-tested over the next few
months, but given sufficient time to work, the collective monetary and fiscal policy responses by
governments and central bankers around the world will ultimately lead to an economic recovery. Given
the uncertainty in timing however it is too early to call the end of the bear market as the current
enthusiasm leading up to the pending inauguration of Barack Obama will likely correct when investors
acknowledge that significant change cannot happen overnight. We are inclined toward the view that
foresees a range-bound market during the first half of the year and a second half of 2009 that will
demonstrate better strength for equities, but admit to certain reservations in this regard due to the
consensus opinion that is coalescing around that perspective. In the mean time, a defensive stance in
equity portfolios remains the prudent course for the near term until such time as there is greater
conviction toward stability in equities.

Changes

Three changes were initiated in the portfolio during November. Two were made among Energy holdings:
in the first we removed the position in Imperial Oil and replaced it with Suncor Energy (SU); we also
elected to switch out of Petro Canada and into Canadian Natural Resources Limited (CNQ). SU
pioneered the world’s first commercially successful oil sands operation in 1967 and continues to explore
for, acquire, develop, produce, and market crude oil and natural gas. SU has the best production growth
profile among the Canadian senior energy universe with forecast 20% year-over-year growth in 2009 and
15% in 2010, and trades at an attractive discount to Net Asset Value (NAV). CNQ is a Canadian-based
senior independent energy company engaged in the acquisition, exploration, development, production,
marketing, and sale of crude oil, Natural Gas Liquids (NGLs), natural gas, and bitumen production.
Although the company's production profile is currently evenly balanced between oil and gas, as heavy oil
production ramps up, natural gas as a proportion of total production is forecast to decline to 31% in 2009
and 22% in 2010. As a reminder, we remain underweight the Energy sector in the near term as we believe
commodity prices will remain under pressure due to lower demand in a weak economic environment;
however, this switch is a demonstration of our conviction that we should own the best investment
opportunities within any given sector.

After TELUS Corp. released Q3 financial results lower than consensus expectations and reduced
financial guidance we elected to exit our position and replace it with an investment in Fortis Inc. (FTS).
FTS was added to the Income Plus Portfolio in May and is in keeping with our current defensive portfolio
strategy; the addition of this stock also enhances sector diversification within the portfolio by adding
representation in the Utilities sector.
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ScotiaMcLeod Canadian Core Guided Portfolio
Risk Price Target Dividend Potential
Symbol Rating Ranking 37-Dec-08 Price Dividend Yield ROR
Interest Sensitive:
AGF Management Limited AGF.B 1-SO High $9.50 $15.00 $1.00 10.5% 68.4%
Brookfield Asset Management (US$) BAM 1-SO Medium  $18.55 $40.63 $0.65 3.5% 122.5%
Fortis Inc. FTS 2-SP Low $24.59 $28.50 $1.04 4.2% 20.1%
Manulife Financial MFC 1-SO Low $20.80 $32.00 $1.04 5.0% 58.8%
Power Financial Corp PWF 2-SP Low $23.90 $37.00 $1.40 5.9% 60.7%
Rogers Communications RCI.B 1-SO Medium  $36.59 $50.00 $1.00 2.7% 39.4%
Royal Bank of Canada RY 1-SO Low $36.10 $60.00 $2.00 5.5% 71.7%
Sun Life Financial SLF 2-SP Low $28.44 $33.00 $1.44 5.1% 21.1%
Toronto-Dominion Bank TD 2-SP Low $43.45 $65.00 $2.44 5.6% 55.2%
Consumer Products:
Shoppers Drug Mart SC 1-SO Low $48.05 $58.00 $0.86 1.8% 22.5%
Yellow Pages Income Fund YLO.UN 1-SO Low $6.69 $10.00 $1.17 17.5% 67.0%
Industrial Products:
Canadian National Railway CNR 1-SO Medium  $44.78 $53.25 $1.01 2.3% 21.2%
Agrium Inc. AGU 1-SO High $41.47 $66.00 $0.11 0.3% 59.4%
Barrick Gold ABX 1-SO Medium  $44.71 $53.75 $0.49 1.1% 21.3%
Canadian Natural Resources CNQ 2-SP High $48.75 $56.00 $0.50 1.0% 15.9%
Nexen Inc. NXY 1-SO High $21.45 $26.00 $0.20 0.9% 22.1%
Suncor Energy SuU 1-SO Medium $23.72 $33.00 $0.20 0.8% 40.0%
Talisman Energy TLM 1-SO High $12.18 $15.00 $0.20 1.6% 24.8%
Teck Cominco Inc. TCKB 2-SP High $6.02 $7.50 $0.00 0.0% 24.6%
TransCanada Corp. TRP 1-SO Low $33.17 $44.00 $1.44 4.3% 37.0%
Source: Scotia Capital, Bloomberg
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ScotiaMcLeod Canadian Income Plus Guided Portfolio

Stephen Uzielli-Portfolio Manager, Portfolio Advisory Group

Performance Update

Having advocated a defensive stance for investors for the past couple of years it is disappointing to
observe that as a group, conservative dividend paying stocks performed as poorly as the broad Canadian
market in the fourth quarter, having actually underperformed in December, and for all of 2008. The
primary reason for this poor relative performance relates to the heavy emphasis on Financial stocks within
any list of "quality" dividend paying stocks, and the dramatic underperformance by that sector during the
recent quarter and all of the past year. Historically, Financials would be included among so-called
"defensive" investments given their earnings predictability and track record of dividend growth; however,
given that Financials were at the epicenter of everything that has gone wrong since the emergence of the
sub-prime crisis in 2007, they have been a significant drag on dividend oriented portfolios. So we take
little solace that the Income Plus Guided Portfolio outperformed its benchmark Dow Jones Canada Select
Dividend Index in Q4 and also for 2008.

Although no portfolio holdings generated positive returns over the entirety of 2008, four positions did
increase in the fourth quarter. The best performance was seen in the shares of Thomson Reuters Corp.
(TRI) that rallied 23.1% after having been severely oversold. The increase might be attributed to a
general improvement in media stocks (which TRI sometimes incorrectly gets compared against) or more
likely short-covering by hedge funds prior to year-end. Other stocks that enjoyed more modest upward
moves in the quarter were Rogers Communications, Fortis Inc., and Enbridge Inc. These positive
moves were overwhelmed by significant declines among all the Financial holdings, as well as BCE Inc.
and Yellow Pages Income Fund (YLO). YLO units declined 32.8% during the quarter after rallying
almost 28% in the last two weeks of December following successive new lows and at one point
yielding close to 20%. Some investors have been skeptical about the sustainability of the trust's business
model but YLO helped to alleviate some of those concerns by issuing a press release reaffirming its
distribution policy.

The big news event of the quarter for most income oriented investors was the demise of the takeover
transaction for BCE Inc. The reasons are now well documented but the ultimate result for shareholders
was a 31.5% decline in value during the fourth quarter. Subsequent to the deal's failure we determined
that holding on to the position in this portfolio was the best course of action due to the conclusion that the
stock was now attractively valued relative to its prospects as a going concern entity. One major positive
result of all the machinations related to this transaction is the replacement of old management with a new
streamlined team, led by highly regarded CEO George Cope, that has already implemented many
constructive initiatives focused on cost reduction, productivity, and enhanced profitability.

Changes

During the quarter we announced a switch out of the holding in Calloway REIT, and into another
investment that demonstrates a combination of both above-average income and growth
characteristics: Finning International Inc. (FTT). Finning is the largest Caterpillar dealer in the world.
The company sells rents, and services Caterpillar trucks, machines and engines in Western Canada, the
U.K., and South America. Based on revenues, the company's business mix is comprised of 49% New
Equipment, 7% Used Equipment, 14% Rentals, and 30% Customer Support. A unique feature of the
business model for Finning is that for every $1 of new equipment sold, FTT expects to generate $1 to $2
of parts and service revenue over the machine’s useful life of approximately 10 years. So as much as
there is a cyclical element to their industry, Finning's earnings visibility is heightened by virtue of the
profit model that leads to ongoing revenue and earnings even when sales activity slows. Among its many
positive attributes, Finning shares trade at a low historical valuation supported by a 2.9% dividend yield,
modest payout ratio, and solid balance sheet.
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ScotiaMcLeod Income Plus Guided Portfolio

Risk Price Target Dividend Potential

Symbol Ranking 371-Dec-08 Price Dividend Yield 3{0]3

BCE Inc. BCE 2-SP Medium $25.13 $29.00 $1.46 5.8% 21.2%
Fortis Inc. FTS 2-SP Low $24.59 $28.50 $1.04 4.2% 20.1%
Great West Lifeco GWO 1-SO Low $20.70 $29.00 $1.23 5.9% 46.0%
Power Financial Corp. PWF 2-SP Low $23.90 $37.00 $1.40 5.9% 60.7%
Rogers Communications Inc. RCI.B 1-SO Medium $36.59 $50.00 $1.00 2.7% 39.4%
Royal Bank of Canada RY 1-SO Low $36.10 $60.00 $2.00 5.5% 71.7%
Sun Life Financial SLF 2-SP Low $28.44 $33.00 $1.44 5.1% 21.1%
TELUS Corp. T 2-SP Medium $37.17 $42.00 $1.90 5.1% 18.1%
Toronto-Dominion Bank TD 2-SP Low $43.45 $65.00 $2.44 5.6% 55.2%
Thomson Reuters Corp. TRI 2-SP Low $35.60 $37.00 $1.34 3.8% 77%
Yellow Pages Income Fund YLO.UN 1-SO Low $6.69 $10.00 $1.17 17.5% 67.0%

Industrial Products:

Finning International FTT 1-SO Medium $14.25 $20.00 $0.44 3.1% 43.4%
Enbridge Inc. ENB 1-SO Low $39.56 $49.00 $1.48 3.7% 27.6%
Inter Pipeline Fund LP IPL.UN 2-SP Medium $7.05 $9.50 $0.84 11.9% 46.7%
TransCanada Corp. TRP 1-SO Low $33.17 $44.00 $1.44 4.3% 37.0%

Source: Scotia Capital, Bloomberg
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ScotiaMcLeod U.S. Core Guided Portfolio

Stephen Uzielli-Portfolio Manager, Portfolio Advisory Group

Performance Update

A review of the S&P500 Index performance for 2008 reflects the reality that there really was no safe
place to hide in equities last year as only 24 of the 500 stocks represented in the index generated a
positive return. In the fourth quarter the S&P500 Index declined 21.9% including dividends to conclude a
dismal year where the market declined 37.0% on a total return basis. The U.S. Core Guided Portfolio
declined by 23.8% in the quarter, but on a relative basis did outperform the benchmark for the full year.

All sectors moved lower during the quarter but defensive sectors performed relatively better as
Telecommunication Services, Utilities, Health Care, and Consumer Staples fell less than the rest of the
market; the worst performers were Financials, Materials, and Information Technology sectors. Although
Wal Mart shares declined 6.4% in Q4, among stocks in the S&P500 it was the fifth best performer for all
of 2008, climbing 17.9% as investors embraced the Wal Mart business model that profitably caters to
discount seeking consumers. Waste Management Inc., also among the few stocks enjoying positive
returns in 2008, increased 15.7% since adding it to the portfolio after announcing a dividend increase and
spending plans for 2009 that include share buy backs, debt reduction, and acquisitions. The only other
holding in the portfolio that generated a positive return during the period was AT&T Inec. Perhaps not
surprisingly, the weakest performers among portfolio holdings were Financials JP Morgan and MetLife,
Inc., along with resource plays Transocean Inc. and Freeport McMoRan Copper & Gold that declined
in sympathy with the decline in commodity prices.

Equity investors will continue to face market uncertainty through the coming year as the new
administration in the White House wrestles with the necessity to stimulate an exceedingly weak economy
and the risks inherent in a substantial increase in government spending that leads to a budget deficit likely
to exceed US$1.2 trillion, and perhaps higher in subsequent years. Those risks are appropriate in the
context of the current economic environment, and in combination with other policy initiatives, should
eventually be successful in fostering a recovery. As stated in the feature article in this publication, any
sustainable upward move in equity markets will first require stability in credit markets, a bottoming in
U.S. housing, and thus some reasonable anticipation of an improvement in consumer confidence.

Changes

In October a switch was made in the U.S. Core Portfolio: out of Terex Corporation, and into Waste
Management Inc (WMI). While acknowledging that Terex shares will likely move as much or more
than the broad market on any brief market rallies, we concluded that investors in this portfolio would be
better served in the current environment holding a more defensively oriented company from within the
Industrials sector. Waste Management, Inc. is the leading provider of comprehensive waste and
environmental services in North America including recycling and solid waste collection for municipal,
commercial, and large national industrial customers with hundreds of locations. The weaker economic
outlook in the U.S. suggests that earnings for more cyclically oriented Industrial companies will be under
pressure, thus making waste companies relatively less vulnerable. As commercial and construction
volumes are highly correlated to Industrial Production, WMI will likely experience some volume
declines from industrial customers; however, residential volumes, which represent 33% of total volumes,
should be less variable.

The Guided Portfolios returns are not calculated according to CFA Institute "Performance Presentation Standards". Returns are calculated on a
total return basis (including dividend income). The returns are used to gauge our performance by comparing the returns of the Portfolios to
benchmark total return indices such as the S&P/TSX 60 and the S&P 500. Historical performance of the Guided Portfolios is not necessarily
indicative of future performance. Each client's return will vary depending on the number of shares purchased, as well as the timing of purchases
or sales. The Guided Portfolios themselves should not be used as benchmarks with which to compare our clients’ portfolios.
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ScotiaMcLeod U.S. Core Guided Portfolio

Risk Price Target Dividend Potential
Sector Symbol Rating Ranking 37-Dec-08 Price Dividend Yield ROR
Interest Sensitive:
AT&T Inc. T Not Rated Low $28.50 $33.00 $1.64 5.8% 21.5%
Allstate Corp ALL Outperform  Low $32.76 $38.00 $1.64 5.0% 21.0%
Edison International EIX Neutral ~ Medium  $32.12 $34.00 $1.24 3.9% 9.7%
JP Morgan Chase JPM Outperform Medium  $31.53 $45.00 $1.52 4.8% 47.5%
MetLife, Inc. MET  Outperform Medium  $34.86 $40.00 $0.74 2.1% 16.9%
Consumer Products:
Becton, Dickinson & Co. BDX  Outperform  Low $68.39 $84.00 $1.32 1.9% 24.8%
Colgate-Palmolive Co.* CL Not Rated Medium  $68.54 $75.00 $1.60 2.3% 11.8%
CVS Caremark Corp CVs Outperform Medium  $28.74 $32.00 $0.31 1.1% 12.4%
Eli Lilly LLY Neutral Low $40.27 $42.00 $1.96 4.9% 9.2%
Nike Inc. NKE Outperform Medium  $51.00 $60.00 $1.00 2.0% 19.6%
Wal Mart Stores WMT  Outperform  Low $56.06 $60.00 $0.95 1.7% 8.7%
Walt Disney DIS Outperform Medium  $22.69 $25.00 $0.35 1.5% 11.7%
Industrial Products:
Cisco Systems CSCO Neutral Low $16.30 $19.00 $0.00 0.0% 16.6%
Microsoft Corp MSFT  Outperform Medium  $19.44 $33.00 $0.52 2.7% 72.4%
Oracle Corp ORCL Neutral Low $17.73 $15.50 $0.00 0.0% -12.6%
United Technologies Corp UTX Outperform  Low $53.60 $54.00 $1.54 2.9% 3.6%
Waste Management Inc.* WMI Not Rated Medium  $33.14 $38.00 $1.16 3.5% 18.2%
Freeport McMoRan Copper FCX  Outperform Medium  $24.44 $35.00 $0.00 0.0% 43.2%
Occidental Petroleum OXY Outperform Medium  $59.99 $75.00 $1.28 2.1% 27.2%
Transocean Inc. RIG Outperform Medium  $47.25 $97.00 $0.00 0.0% 105.3%
*Currently Credit Suisse does not provide research coverage - target price based on consenus data.
Source: Scotia Capital, Credit Suisse, Bloomberg
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ScotiaMcLeod North American Core Guided Portfolio

Stephen Uzielli-Portfolio Manager, Portfolio Advisory Group

Performance Update

The ScotiaMcLeod North American Core Guided Portfolio is suitable for growth investors seeking
consistent long-term rates of return from a portfolio of high quality Canadian and U.S. companies. The
current portfolio holds 25 equal-weighted (4%) positions and its composition is tilted defensively, in a
similar fashion to the two Core Portfolios; thus it holds overweight positions in Ultilities,
Telecommunication Services, and Consumer Staples while being modestly underweight in the Energy and
Materials sectors. Country allocation within the portfolio is determined in a bottom-up, stock-specific
fashion as opposed to making any particular country “call.” Generally speaking, but not exclusively,
resource holdings will likely come from the Canadian universe, and Health Care, Information
Technology, and Consumer stocks will usually be drawn from the U.S.

During a dreadful quarter for equity investors, one of the only positive events was the significant strength
in the U.S. dollar which rallied dramatically against both the Canadian dollar (14.9%) and also when
measured against a basket of global currencies, thus helping portfolio returns when translating U.S. dollar
denominated holdings back into Canadian dollars. Although admittedly counter-intuitive considering all
the seemingly negative influences of a deteriorating economy, twin deficits, and lower interest rates, the
U.S. dollar moved higher as investors forecast even greater deterioration and greater rate cuts in other
countries relative to the United States. The Canadian dollar decline is largely attributed to the dramatic
decline in crude oil prices; although not rationale in purely statistical terms, the Canadian dollar is still
viewed as a "petro-currency”" among global investors.

Canadian stocks held in the portfolio, on average underperformed the U.S. holdings due to the heavy
concentration of resource stocks among the Canadian portion of the portfolio. Only three stocks in the
portfolio posted positive returns during the period: AT&T Inc., Rogers Communications, and Barrick
Gold. The biggest contributors to the negative performance over the quarter included: Manulife; JP
Morgan, TD Bank; Transocean Inc., and Teck Cominco.

Changes

In concert with the changes made during the quarter within the Canadian Core Portfolio and U.S. Core
Portfolio, we executed similar switches within the North American Portfolio. In November we
announced the removal of our position in TELUS Corp. (discussed previously in the commentary for the
Canadian Core Portfolio), and replaced it with a U.S. investment in the Telecommunications Services
sector: AT&T Inc. And among Energy holdings we also made a switch out of Petro Canada and into
Suncor Energy.

AT&T Inc. is the leading telecommunications company in the U.S. and is regarded as the leading
worldwide provider of [P-based communications services to businesses. AT&T has been a holding in the
U.S. Core Guided Portfolio for more than two years and is a solid defensive investment, consistent with
our current portfolio strategy. AT&T trades at a valuation below its Canadian peers, and specifically
TELUS Corp. The stock also offers an attractive dividend yield of 5.8%. Please see the above
commentary for the Canadian Core Portfolio describing the merits of an investment in Suncor Energy.
In this portfolio the decision was made to move from one Canadian integrated energy play into the best
opportunity among that group.
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Risk Price Target Dividend Potential

Company Symbol Rating Ranking 371-Dec-08 Price Dividend Yield ROR

Allstate Corp ALL Outperform Low $32.76 $38.00 $1.64 5.0% 21.0%
JP Morgan Chase & Co JPM Outperform  Medium $31.53 $45.00 $1.52 4.8% 47.5%
Manulife Financial MFC 1-SO Low $20.80 $32.00 $1.04 5.0% 58.8%
Royal Bank of Canada RY 1-SO Low $36.10 $60.00 $2.00 5.5% 71.7%
Sun Life Financial SLF 2-SP Low $28.44 $33.00 $1.44 5.1% 21.1%
Toronto-Dominion Bank TD 2-SP Low $43.45 $65.00 $2.44 5.6% 55.2%
Telecommunication Services

AT&T Inc. T Not Rated Low $28.50 $33.00 $1.64 5.8% 21.5%
Rogers Communications RCI/B 1-SO Medium $36.59 $50.00 $1.00 2.7% 39.4%
Edison International EIX Neutral Medium $32.12 $34.00 $1.24 3.9% 9.7%

Consumer Discretionary

Walt Disney DIS Outperform  Medium $22.69 $25.00 $0.35 1.5% 11.7%
Consumer Staples

Colgate-Palmolive** CL Not Rated  Medium $68.54 $75.00 $1.60 2.3% 11.8%
Shoppers Drug Mart sc 1-SO Low $48.05 $58.00 $0.86 1.8% 22.5%
Health Care

Eli Lilly & Co LLY Neutral Low $40.27 $42.00 $1.96 4.9% 9.2%
Canadian National Railway CNR 1-SO Medium $44.78 $53.25 $0.92 2.1% 21.0%
United Technologies Corp UTX Outperform  Low $53.60 $54.00 $1.54 2.9% 3.6%

Information Technology

Cisco Systems CSCO Neutral Low $16.30 $19.00 $0.00 0.0% 16.6%
Microsoft Corp. MSFT Outperform Low $19.44 $33.00 $0.52 2.7% 72.4%
Oracle Corp ORCL Neutral Low $17.73 $15.50 $0.00 0.0% -12.6%
Occidental Petroleum (0) 4% Outperform  Medium $59.99 $75.00 $1.28 2.1% 27.2%
Suncor Energy SuU 1-SO Medium $23.72 $33.00 $0.20 0.8% 40.0%
Talisman Energy TLM 1-SO High $12.18 $15.00 $0.20 1.6% 24.8%
TransCanada Corporation TRP 1-SO Low $33.17 $44.00 $1.44 4.3% 37.0%
Transocean Inc. RIG Outperform  Medium $47.25 $97.00 $0.00 0.0% 105.3%

Barrick Gold ABX 1-SO Medium $44.71 $53.75 $0.49 1.1% 21.3%
Teck Cominco Inc. TCK/B 1-SO High $6.02 $7.50 $0.00 0.0% 24.6%

**Currently Credit Suisse does not provide research coverage - target price based on consenus data.
Source: Scotia Capital, Credit Suisse, Bloomberg
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ScotiaMcLeod Core-Plus Fixed Income Guided Portfolio

Chris Kennedy, CFA — Associate Director, Portfolio Advisory Group

Investment Objective

The ScotiaMcLeod Core-Plus Fixed Income Guided Portfolio (Core) is designed and managed for our
clients with a moderate to higher risk investment profile, whose investment horizon and objectives focus
on both current income and a reasonable level of returns to protect against future inflation. Based on these
criteria, the portfolio’s objective is to meet or exceed the performance of the portfolio’s benchmark, the
DEX Universe Bond Index. Typically, this rate of return is not achieved every year but rather it is the
desired average performance over the longer-term time horizon. Approximately 75% of the portfolio is
placed in a 10-year laddered bond portfolio and 5% is placed in inflation-protected instruments,
comprising the core holdings of the portfolio. The balance of 20% of the portfolio is focused on active
value added trade strategies that attempt to help the portfolio outperform the benchmark.

Current Active Strategies

We made no changes to our active trades since the last quarter as we continue to believe in the merit of
the strategies. We continue to be short duration and long credit in our active trades, holding the Citigroup
Finance Canada 4.78% coupon due June 15, 2009 and the 5-year Glacier Credit Card (GCC) Trust,
5.027% coupon due February 20, 2013.

Performance Update

Over the past quarter the The Core Plus Portfolio returned 3.39%, underperforming the return on its
benchmark, the DEX Universe Bond Index, which returned 4.50% over the same period. The main cause
of the underperformance was the portfolio's term and sector composition as compared to the benchmark.
With short and mid term sectors of the index (1-10 year bonds) underperforming longer-term maturities
last quarter, the Core Plus, which is naturally overweight shorter-term bonds due to its 10-year ladder
composition, underperformed. In addition, due to the extreme flight to the quality of Government bonds,
brought on by the market uncertainty and economic downturn, the corporate sector underperformed the
Canada and provincial sectors last quarter, causing the Core, being overweight credit, to underperform.

Our active trade performances were mixed last quarter. The Citigroup 4.78% coupon due 06/15/09
underperformed the benchmark, returning 1.37%. This position was greatly influenced by the overall
negative market sentiment to the U.S. financial sector. However, our second active position, the Glacier
Credit Card Trust 5.027% due February 20, 2013 returned 4.63% outperforming the universe benchmark
last quarter. The entire DEX securitization sector performed well last quarter and very well in 2008,
returning 6.48%, slightly edging out the overall Universe which returned 6.41% over the same period. In
line with our view when we placed this trade, the market is beginning to differentiate higher quality
securitization product, such as those held in the DEX securitization index, versus lesser quality and
lesser understood products such as third party asset backed commercial paper (ABCP), which are not
part of this index.

In addition, as the market last quarter remained more worried over deflation than inflation, Canadian Real
Return Bonds (inflation protected) underperformed their nominal Government bond counterparts,
especially in the earlier part of the quarter. Therefore our "Core" holding, the Canada Real Return Bond
3.00% coupon due December 1, 2036 returned only 2.24% in the quarter, whereas the DEX long
benchmark Canada bond index returned 12.33%.

Finally, another significant highlight in the market last quarter was the decision by Deutsche Bank AG to
not call its outstanding 3.875% fixed floating notes on January 16, 2009. Instead, the bank opted to extend
the EUR 1 billion issue and pay a floating rate coupon of 90-day Euribor plus 0.88%.
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Although the rules for capital amortization in Europe are quite different in Canada, and the consensus
remains that the Canadian banks will continue to call their bonds on the first call date, the entire
worldwide market for fixed floating rate bonds was negatively impacted by this news, pushing credit
spreads wider (bond prices lower). Wider spreads on fixed floater bonds also had an impact on lower
ranking Tier 1 Bank Capital Instruments as well, causing relative underperformance. Therefore the Core
Plus holding in the RBC 6.819% 12/31/18 Tier I Trust Capital Security (TruCS) and the RBC 5.45%
11/04/13 Fixed Floating bond returned -3.98% and 0.37% on the month, adding to the underperformance
of the overall portfolio.

Going forward, we expect continued volatility and uncertainty in all capital markets. However, with the
U.S. credit market showing signs of improvement, we stand confident that this sentiment will begin in the
Canadian corporate market and that credit spreads (yield pick up over benchmark bonds) should begin to
tighten from their extremely wide levels to end 2008. Given our current overweighting in corporate bonds,
we feel well positioned to see strong performance relative to the overall benchmark to begin the year.

Core-Plus Fixed Income Guided Portfolio

Issuer Name Maturity Date Weighting* Rate of Return* Benchmark
New Brunswick 5.25 2-Jun-09 7.15% 1.56

Bell Canada 5.50 12-Aug-10 7.05% 2,76

Export Development Corp. 5.75 1-Jun-11 7.20% 5.07

Manitoba 5.25 3-Dec-12 7.22% 5.29

Royal Bank 545 4-Nov-13 6.74% 0.37

Canada 5.00 1-Jun-14 7.37% 7.60

Candian Tire Corp 4.95 1-Jun-15 6.71% 1.36

Saskatchewan 4.35 23-Aug-16 7.10% 6.11

CMHC 4.35 1-Feb-17 7.04% 10.05

RBC TruCS 6.82 30-Jun-18 7.48% -3.98

Canada RRB 3.00 1-Dec-36 4.58% 2.24

Active Positions

Citigroup Finance Canada 4.78 15-Jun-09 12.10% 1.37

Glacier Credit Card Trust 5.03 20-Feb-13 12.20% 4.63

Total 3.39% 4.50%
*For quarter ending December 31, 2008

Source: ScotiaMcLeod Portfolio Advisory Group
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Portfolio Advisory Group

The author(s) of the report own(s) securities of the following companies.
Manulife Financial Corporation, Toronto-Dominion Bank, Rogers Communications Inc., Fortis Inc., Teck Cominco Limited, Barrick Gold
Corporation, Suncor Energy Inc., Petro-Canada, TELUS Corporation, Royal Bank of Canada, Sun Life Financial Inc., Shoppers Drug Mart
Corporation, Yellow Pages Income Fund, Canadian National Railway Company, Talisman Energy Inc., TransCanada Corporation, Enbridge
Inc., BCE Inc., Great-West Lifeco Inc., Wal-Mart Stores Inc, Becton Dickinson & Co, United Technologies Corp,

The supervisors of the Portfolio Advisory Group own securities of the following companies.
Manulife Financial Corporation, Petro-Canada, TELUS Corporation, Canadian National Railway Company, BCE Inc., Colgate-Palmolive
Co,

The CEO and President of Petro-Canada is a director of The Bank of Nova Scotia. Petro-Canada

The Fundamental Research Analyst/Associate, in his/her own account or in a related account, owns securities of the following issuer(s) under
his/her coverage: Manulife Financial Corporation, Nortel Networks Corporation, Petro-Canada, Power Financial Corporation, Royal Bank
of Canada, Sun Life Financial Inc., Toronto-Dominion Bank

The Head of Equity Research/Supervisory Analyst, in his/her own account or in a related account, owns securities of the following issuer(s):
Agrium Inc., BCE Inc., Canadian National Railway Company, Canadian Natural Resources Limited, Enbridge Inc., Finning International
Inc., Fortis Inc., Great-West Lifeco Inc., Manulife Financial Corporation, Nexen Inc., Petro-Canada, Power Financial Corporation,
Research In Motion Limited, Rogers Communications Inc., Royal Bank of Canada, Shoppers Drug Mart Corporation, Sun Life Financial
Inc., Suncor Energy Inc., Talisman Energy Inc., Teck Cominco Limited, TELUS Corporation, Thomson Reuters Corporation, Toronto-
Dominion Bank, TransCanada Corporation

The Portfolio Strategist/Associate, in his/her own account or in a related account, owns securities of the following issuer(s): Agrium Inc., Sun
Life Financial Inc., Toronto-Dominion Bank

The Quantitative Analyst/Associate, in his/her own account or in a related account, owns securities of the following issuer(s): Royal Bank of
Canada

The issuer paid a portion of the travel-related expenses incurred by the Fundamental Research Analyst/Associate to visit material operations of
the following issuer(s): Barrick Gold Corporation, Finning International Inc.

Scotia Capital Inc. and its affiliates collectively beneficially own in excess of 1% of one or more classes of the issued and outstanding equity
securities of the following issuer(s): AGF Management Limited, BCE Inc., Enbridge Inc., Finning International Inc., Fortis Inc., Great-West
Lifeco Inc., Inter Pipeline Fund, Manulife Financial Corporation, Nortel Networks Corporation, Power Financial Corporation, Rogers
Commupnications Inc., Royal Bank of Canada, Sun Life Financial Inc., Teck Cominco Limited, TELUS Corporation, Thomson Reuters
Corporation, Toronto-Dominion Bank, TransCanada Corporation, Yellow Pages Income Fund

The Fundamental Research Analyst/Associate has visited material operations of the following issuer(s): Barrick Gold Corporation, Canadian
National Railway Company, Research In Motion Limited, Thomson Reuters Corporation, Yellow Pages Income Fund

Within the last 12 months, Scotia Capital Inc. has undertaken an underwriting liability with respect to equity securities of, or has provided advice
for a fee with respect to, the following issuer(s): Agrium Inc., Barrick Gold Corporation, Calloway REIT, Canadian National Railway
Company, Enbridge Inc., Finning International Inc., Fortis Inc., Great-West Lifeco Inc., Manulife Financial Corporation, Petro-Canada,
Power Financial Corporation, Rogers Communications Inc., Royal Bank of Canada, Shoppers Drug Mart Corporation, Sun Life Financial
Inc., Suncor Energy Inc., Talisman Energy Inc., TELUS Corporation, Thomson Reuters Corporation, Toronto-Dominion Bank,
TransCanada Corporation

ScotiaMcLeod is a division of Scotia Capital Inc. (“SCI”). This report has been prepared by SCI on behalf of the Investment Executive. Opinions,
estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. The information and
opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied,
is made as to their accuracy or completeness. Neither SCI nor its affiliates accept liability whatsoever for any loss arising from any use of this
report or its contents. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer to buy any securities and/or
commodity futures contracts. SCI, its affiliates and/or their respective officers, directors or employees may from time to time acquire, hold or sell
securities and/or commodities and/or commodity futures contracts mentioned herein as principal or agent. SCI and/or its affiliates may have
acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may receive
remuneration for same.

The content may have been based, at least in part, on material provided by Credit Suisse First Boston Corporation (“CSFB”), our correspondent
research service. CSFB has given ScotiaMcLeod general permission to use its research reports as source materials, but has not reviewed or
approved this report, nor has it been informed of its publication. CSFB may from time to time have long or short positions in, effect transactions
in, and make markets in securities referred to herein. CSFB may from time to time perform investment banking or other services for, or solicit
investment banking or other business from, any company mentioned in this report.

This research and all the information, opinions and conclusions contained in it are protected by copyright. This report may not be reproduced in
whole or in part or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to
without in each case the prior express consent of SCI. SCI is a wholly owned subsidiary of a Canadian chartered bank. SCI is a member of The
Securities and Futures Authority Limited.
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ABBOTSFORD
(604) 864-3750

BARRIE
(705) 725-0300
BELLEVILLE
(613) 968-6459
BRAMPTON
(905) 796-2424
BRANDON
(204) 729-3362
BRIDGEWATER
(902) 543-8293
CALGARY

(403) 298-4000
CAMBRIDGE
(519) 740-4300
CHARLOTTETOWN
(902) 566-3225
COMOX

(250) 890-3570
COMOX II

(250) 890-3579
CORNER BROOK
(709) 637-4747
EDMONTON
(780) 497-3200
FREDERICTON
(506) 450-6465
GRAND PRAIRIE
(780) 513-3505
GUELPH

(519) 763-0371
HALIFAX

(902) 420-2220
HAMILTON
(905) 570-7960
KANATA

(613) 271-6600
KELOWNA
(250) 868-5500
KENTVILLE
(902) 678-0777
KINGSTON
(613) 531-6300
KITCHENER
(519) 571-3700
LAVAL

(450) 680-3100
LETHBRIDGE
(403) 317-4835

LONDON
(519) 660-3214

MARKHAM
(905) 947-0933
MEDICINE HAT
(403) 529-6565
MISSISSAUGA
(905) 848-1300
MONCTON
(506) 867-0700
MONTREAL
(514) 287-3600
MONTREAL
Capital Branch
(514) 287-2900
NEW GLASGOW
(902) 755-8509
NEW LISKEARD
(705) 647-2044

OAKVILLE — Church St.

(905) 377-6301

OAKVILLE - Kerr St.
(905) 842-9000

OTTAWA
(613) 563-0991

OWEN SOUND
(519) 371-6496

PETERBOROUGH
(705) 876-1373

POINTE CLAIRE
(514) 428-8400

PRINCE GEORGE
(250) 614-2080

QUEBEC — Montreal

Immigrant Investor Program

(514) 287-4504

QUEBEC
(418) 686-8666

QUEBEC — Rive-Sud
(450) 463-5500

REGINA
(306) 352-5005

RICHMOND
(604) 713-7888

ROSEDALE
(416) 335-6340
SAINT JOHN
(506) 634-8021
SALMON ARM
(250) 804-2125
SASKATOON
(306) 665-5300

SCARBOROUGH
(416) 296-0043
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SOUTH GRANVILLE
(604) 731-7744

ST. CATHARINES
(905) 641-7700

ST. JOHN’S
(709) 576-1305

SUDBURY
(705) 674-8558

THUNDER BAY
(807) 626-5180

TORONTO - Scotia Plaza
11th Floor
(416) 862-3110

TORONTO - Scotia Plaza
Head Office Branch

15th Floor

(416) 863-7272

TORONTO - Scotia Plaza
48th Floor
(416) 945-4048

TORONTO - Eglinton (Uptown)

(416) 945-4840

TORONTO

Personal Inv. Management
Group

(416) 865-6400

TORONTO — North Toronto

(416) 226-9505

TRURO-
(902) 896-7741
VANCOUVER

(604) 661-7400
VANCOUVER - North
(604) 981-7600
VANCOUVER — West
(604) 913-7000
VERNON

(250) 549-3411
VICTORIA

(250) 389-2110
WELLAND

(905) 732-7200
WHITBY

(905) 444-4500
WHITE ROCK

(604) 531-3500
WINDSOR

(519) 258-1050

WINNIPEG
(204) 944-0025

YARMOUTH
(902) 742-0040
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