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The Quarterly Letter

The first quarter of 2005 paid
off correctly for our typical
customer, but things would
have been even better if not for
the month of March. Canadian
stock markets were generaly
favourable, but our choice of
securities also helped our
cause. The financial sector (i.e.
banks) aswell asthe base metal
industry alowed us to post
significantly better results than
comparableindices.

As mentioned in the Review of
Portfolio Activities column on
page 5, we were not idle during
the quarter, a period of the year
that isalready quite busy.

Wn Review...

Stock markets have performed
relatively well in the past two
years and are trading at levels,
which we do not consider exag-
gerated as many advance, but
which are not at bargain prices
either. We are worried by vari-
ous factors which could slow
down the current fragile eco-
nomic growth even further and
by the numerous and poten-
tially "explosive" effects of the
gradua transfer of economic
power from the West to the
East.

Longterm opportunities are
still present for patient inves
tors, but it is clear to us that

beginning of 2000) in an
environment of short-term
volatility. We shall try then
again to take advantage of
the markets rather than being
subjected to them.
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The Bond Market

As expected, the Bank of Can-
ada once again opted for the
status quo with regards to key
interest rates, during its meet-
ing of March ®. The last in-
crease of Canadian key interest
rates dates back to October 19",
2004, when the monetary au-
thorities increased the cost of
renting money by 25 basis
points, for the second consecu-
tive time. It is necessary to
underline that this break in
monetary tightening is justified
because of the difficulties en-
gendered by the sharp apprecia-
tion of the Canadian dollar in
the second half of 2004. In its
monetary policy decision-
making process, the Bank of
Canada must inevitably take
into account the behaviour of
the Canadian dollar, which
influences both foreign demand
for goods and services manu-
factured in the country and

Canadian demand for goods
and services manufactured
abroad. The bank's key rate has
thus been kept at 2.5% since
last October.

Meanwhile, the American Fed-
eral Reserve began its cam-
paign of monetary tightening.
Since June 2004, the American
central bank has increased its
leading rate on seven occa
sions, by 25 basis points each
time, for atota of 1.75%. Con-
sequently, the American lead-
ing rate has risen to 2.75%
from 1% eight months ago.

Since mid-February, long-term
American bonds have dropped
by $8 US, from $116 US to
$108 US. Therate of return has
risen to 4.82% from 4.36%. On
the Canadian market, even if
the reaction was more miti-
gated, the tendency was the

mncy Market

The economic and financia
context has changed signifi-
cantly over the last few months,
which has disrupted the upward
movement of the Canadian cur-
rency. Having reached a peak of
a little over $0.85 US on No-
vember 26th, 2004, the loonie is
in a definite downward trend
over thelast months. In January,
the loonie took its worst
monthly tumble since last April,
losing 3% against the USD.

Faced with the Bank of Can-
ada’ s status quo and the cycle of
tightening in American mone-
tary policy, Canadian rates are
now lower than American rates
over the entire yield curve. Usu-
aly, thissituation should cut the

Canadian dollar's oxygen sup-
ply in its rise against the green-
back, nevertheless the loonie
reached a six-week peak on
March 8th of this year. What
happened?

One factor threw a monkey
wrench into the equation over
the last few weeks. The price of
raw materials continues to set
new records, which masks the
unfavourable effect of interest-
rate spreads for the loonie. The
Reuters-CRB index, the natural
resource benchmark, hit a 24-
year high. This index, which
includes petroleum, corn, whesat
and metals, increased by 11%
last year, 9% in 2003 and 23%
in 2002. Raw materiads com-
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same. The increase of raw ma-
terials and petroleum will inevi-
tably have an impact on infla-
tion. For this reason, long-term
rates began to rise. In a context
of increasing inflation, inves-
torsin long-term bonds demand
higher rates to compensate for
the deterioration of purchasing
power. What Mr. Greenspan
had difficulty understanding
last month was that bond rates
were faling while the central

bank was increasing short -term
rates. The enigma has been
resolved since long-term rates
are now rising.

For the first quarter of 2005,
the Canadian bond market,
represented by the Scotia
McLeod index, surpassed the
American market. It posted a
return of 1.10%% compared to
—0.40% for the American bond
market over the same period.

prise 35% of Canada's exports
and 10% of its economy. Canada
thus continues to benefit from a
significant shock to the terms of
trade that props up the currency.

In conclusion, since the begin-
ning of the year, the Canadian
dollar has retreated by 0.83%
against the American currency.
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The Bank of Canada stays put
while the Federal Reserve
increases its rate once again.
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Resources lead the attack
and the loonie takes

advantage of the situation.
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‘Canadian Stocks

The year 2005 seemed to start
off on the wrong foot but, after
taking afew steps backward, the
S&P/TSX ends the first quarter
with a return of 4 %. With three
months into the new year, the
Toronto Stock Exchange still
thumbed its nose at its American
colleagues, which are till
bogged down in negative terri-
tory; avague recollection of last
year. |n spite of thisweak start,
better than expected results in
the 4" quarter of 2004 have
stirred investors optimism and
confidencethisquarter.

Overall, 6 out of 10 sub-indexes
were on the increase at the end
of the quarter. It is no big sur-
prise that the energy sector is
ranked first. Indeed, the latter
posts the most significant gain
of the TSX, i.e. 17.6%, thanks
toacold spell inNorth America,
which had the effect of balloon-
ing oil prices beyond $55 US.
Alone, the gas and petrol indus-
try harvested 17.7%. The firm-
ness in the price of oil, as well
asin the price of metals, such as
zinc or copper which reached

)

record prices this quarter and
which are dependent on the
industrialization of China, acts
like a valve to the Canadian
market, these two sectors repre-
senting 37.2% of the TSX. For
their part, the telecommunica-
tion services, industria and
consumer staples sectors fol-
lowed each other closely with
respective returns of 6.4%,
6.5%, and 5.1%.

On the other hand, the lowest
performance for the 1¢ quarter is
attributable to the information
technology sector, which posted
the worst results of the TSX and
which ended with areturn of
-10.4 %. As for the health sec-
tor, in spite of a good start in
2005, the latter finds itself in
negative territory at —5.9 %. In
spite of the positive contribution
of 6.4% from pharmaceutical
products, biotechnologies sunk
the sector with a disastrous per-
formance of —16.4 %.

The Canadian economy started
2005 out of breath and in full

swing with its two-speed dy-
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namic: weakness from the out-
sde and firmness insde. Ex-
ports resulted mainly from en-
ergy and automobile products,
while imports emanated from
amost every sector of activity,
a sign of the vitality of Cana-
dian domestic demand.

Building activity remained
steady. In February, nationa
housing starts were an annual-
ized 200,000 units for the 21%
consecutive month, the longest
period since 1989.

However, inflation remains
under control in Canada, still
falling within the median target
range of the Bank of Canada.
The stahility of inflation, added
to the vigour of the loonie,
gives our Central Bank a sig-
nificant leeway in the applica-
tion of itsmonetary policy.
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In spite of some turbulence at
takeoff, the TSX posts a

satisfactory return.

Over the past few months, we have been drafting a document with respect to
our customer investment policy. The aim of the invessment policy is to
clearly define the customer’s objectives and constraints as well as to de-
fine the tools and strategies available for the manager to meet the cus-
tomer’s objectives, taking into consider ation the latter’s constraints.

Regulatory authorities require that such a document be prepared for each customer
having one or more managed accounts and that it be approved by the customer. The
document must aso be reviewed and updated when appropriate.

Y ou should have received this document in the last few days, completed it and re-
turned it in the pre-addressed and postage paid envelope. If this is not the case,
please do so as soon as possible. Thank you for your understanding.
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Unlike the Canadian stock ex-
change, American indices were
not off to a good start at the
beginning of 2005. The index
of the 500 largest American
companies did 2.7% in January
aone. Less present in the natu-
ral resources sector and more
affected by the increasing price
of oil since the beginning of the
year, U.S. stock markets at-
tempted a vigorous return in
February and in early March to
remedy the drop of January, but
tonoavail.

The Dow Jones and the S&P
500 posted identical drops of
2.6% in this first quarter of
2005. For its part, the Nasdaq is
in a shaky state and lost 8.1%.
After taking a few steps back-
ward at the beginning of the
year, the Dow Jones index shot

off in March and narrowly
missed the 11,000-point mark,
itsthreshold set in June 2001.

Afterwards, the American stock
exchanges experienced many
animated sessions, marked by
spectacular variations in il
prices. Moreover, the price of a
barrel of oil jumped to arecord
high in New York, in mid-
March. OPEC (Organization of
Petroleum Exporting Countries)
was prompt to react and its
president announced an in-
crease in oil production for the
fourth time within a year in
order to control the increase in
the price of ail.

The trade deficit remains the
Achillés hed of Americas
growth. The deficit for January
is the second largest ever re-

International Stock Exchanges

Under very expansionist mone-
tary policies, the leading indi-
cators of the world economy
continue to be on the rise at the
beginning of year. However,
high and volatile world oil
prices remain a risk factor for
global economic growth.

In the euro zone, the economic
situation is not improving. In
Germany, unemployment
reached a new record high,
representing the highest unem-
ployment level since 1932
Furthermore, business confi-
dence fell to an 18-month low
in March. This increase in un-
employment and the surge in
oil prices have caused retail
sdesto fal in the twelve coun-
tries of the euro zone. Never-

theless, German industrial pro-
duction experienced its sharpest
increase in the last ten years.

France, Italy and Germany end
the first quarter of 2005 with
respective returns of 6.5%,
4.1% and 2.2%.

The United Kingdom's econ-
omy is maintaining a steady
course. Its stock index ends the
first quarter on a positive note
with an increase of 1.7%.

The Japanese market has been
supported by favourable eco-
nomic data; exports, production
and business hiring are pro-
gressing. The NIKKEI 225
ends the first quarter with a
return of 1.6%.
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corded in the United States. It
can notably be explained by the
jump in imports of consumer
goods. For its part, the labour
market is in a better state. The
most recent employment fig-
ures at the beginning of March
surpassed  expectations.  Fur-
thermore, statistics demonstrate
that consumer spending in the
United States was solid at the
beginning of 2005. However,
productivity is running out of
steam, increasing unit labour
costs.

Chinese exports have been
growing at a robust pace and
foreign trade has posted a sur-
plus for a tenth consecutive
month. Industrial  production
rose a a rate higher than ex-
pected in the first two months
of 2005. It should be noted that
Chinese growth aone repre-
sented nearly a quarter of world
growth in 2004.

Following an increase of ap-
proximately 22% in Chinds
consumption of nickel last year,
demand continues to grow this
quarter. Asaresult, the price of
basic metals climbed to a new
record.
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A trying beginning of the year
for American stock markets.
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The appreciation of black
gold continues to be a
worrisome factor.
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'Review of Portfolio Activities

We were fairly busy with port-
folio transactions this quarter,

as we were at the same period
last year.

Our portfolio transactions re-
volved around three genera
themes:

1

the reduction of approxi-
mately 15 to 20% in the
weight of shares within
balanced portfolios, in
reaction to the increase of
stock market prices in the
last two years and our de-
sire to maintain a neutral,
if not slightly conservative,
asset distribution (% of
income securities versus %
of equity securities). We
find it quite difficult to be
very optimistic while faced
with stubbornly high oil
prices, an American cur-
rency constantly under
pressure and an American
central bank that persistsin
raising short-term interest
rates (and has tried to do
the same with medium to
long-term ones) in spite of
a fragile economic back-
ground;

the end of transactions
within our fixed-income
securities, which aimed to
extend the average dura
tion of the latter. To
achieve this, we have re-
duced our liquid assets and
purchased longer-term

securities (2010 and 2035).
The result of al these
transactions, which began
in the fall of 2004, was to
bring the average duration
of our income securities
(excluding the portion
invested in the very short
term) to approximately 10
years with a return of ap-
proximately 4.6%. To
counterbalance this rela
tively long duration, we
till hold a portfolio with
approximately 27% in
liquid assets, i.e. close to
half of al our income se-
curities; and

. we liquidated our invest-

ment in Europe, reduced
our investment in Saputo
and liquidated our Novelis
shares received after their
distribution by Alcan. We
reinvested a portion of the
total in Falconbridge,
which has since received
an offer from Noranda to
purchase its outstanding
shares. At the end of quar-
ter, we disposed of ap-
proximately a quarter of
our investment in Teck
Cominco and Falcon-
bridge (soon Noranda-
Falconbridge) for the
following reasons:

?2he stock prices for these
two securities have
greatly appreciated since

their acquisition and con-
sidering the cyclic nature
of the shares in this sec-
tor, profit-taking seemed
appropriate; and

?the unremitting increase
of short-term interest
rates in the United States
makes us feel less com-
fortable with regards to
the strength of the econ-
omy and with the mainte-
nance of the price of raw
materials at current lev-
els. We wish to reduce
the weight of our securi-
ties in this sector with
these sales. Let us be
clear, we still believe in
the sector and particu-
larly in these securities,
but we prefer to adjust
the proportion.

= T Pl Y
] ¥ ol e

A busy quarter where asset
distribution became more
conservative and where both
income securities and shares
were affected.
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Members of the Dalpé-Milette Group:

Marc Dalpé 514-281-8768 mdal pe@sabius.com
2 Complexe Desjardins Jean-Marc Milette 514-281-8763 jmmilette@sabius.com
East Tower, 15th Floor Chantal Beaulieu 514-281-8682 cbeaulieu@sabius.com
Montreal, Quebec Annie Dagenais 514-281-8709 adagenai s@sabius.com
H5B 132 Anna Gastal di 514-281-8715 agastaldi @sabius.com
Véronique Levrey 514-281-8725 vlevrey @sabius.com

Fax: 514-987-1214

WE CAN BE REACHED

The Dalpé-Milette Group’s mission is to be
BY E-MAIL

the primary financial advisor for its cli-

ents. Within the framework of a courteous,
WWW . S A B | U S . C O M attentive, professional and personalized
service, the service offering is based on

an experienced team, endowed with high
calibre analytical skills as well as the

j_/ necessary tools to provide its clients with

l exceptional financial services. A well-
balanced, dynamic and systematic ap-

|The Dalpé-Milette Group |DISTINCTION PROGRAMME proach in addition to competitive man-
— agement fees exempt of any potential

. - — conflict of interest characterize its portfo-
National Winner of the 1999-2000 Distinction Program

L ] . - .- ey
D ES] d rd Ins Of the I nvestment Dealers Association of Canada liomanagement activities.

Valeurs mobiliéres

INnfo Sabiu

For our clients who wish to obtain more information about financial markets as well as the views
and thoughts which direct our portfolio management decisions, our Info Sabius meets these re-

quirements. Itis senton adaily basis either by fax or by e-mail to our clients who wish to be kept Membre
abreast of their portfolios and the many issues which affect them. Please do not hesitate to con- ﬂﬁﬁ
tact us should you be interested in receiving it. :

The particulars contained herein were obtained from sources which we believe religble but are not guaranteed by us and may be incomplete. The opinions ex-
pressed are based upon our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities men-
tioned herein. The Firm may act as financia advisor, fiscal agent or underwriter for certain of the companies mentioned herein and may receive a remuneraion
for its services. The Firm and/or its officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. The securities and/or information presented may not be suitable to all investors.




