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June 2020 The Monthly

With this commentary, we plan to communicate with you every month about our thoughts on the markets, some snap-
shots of metrics, a section on behavioural investing and finally an update on MacNicol & Associates Asset Management
(MAAM). We hope you enjoy this information, and it allows you to better understand what we see going on in the market
place.

“The miracle is this: the more we share, the more we have”.
- The Late Leonard Nimoy

The Numbers:

Index: Year-to-Date: Valuation Measures: S&P 500 Index
S&PITSX: -11%
NASDAQ: 5.8% Valuation Measure Latest  1-year ago
Dow Jones: -11.1%
S&P500: -5.8% P/E: Price-to-Earnings 22 21.4
Interest Rates: Canada USA
90-Day T-Bill: 0.19% 0.16% P/B: Price-to-Book 3.4 3.2
5-Year Bond: 0.48% 0.40%
10-ear Bond: 0.68% 0.81% P/S: Price-to-Sales 2.2 2.13
30-Year Bond: 1.27% 1.60%
Economic Data: Yield: Dividend Yield ~ 1.9% 2.0%
Expectations of an economic restart buoy stocks Year-to-date Performance, by Sector: May 31%, 2020
Emerging markets gain strength on US Dollar weakness S&P/TSX Composite -11%
NASDAQ 5.8%
. . Dow Jones Industrials -11%
Crude Oil doubles from April 29", 2020 bottom S&P 500 5.8%
Russel 2000 (Small Caps) -16.4%
US weekly jobless claims under 2 million for the first ?Zﬂri(ci:elz gﬁ';iot W - ii-ggj"
. . - .070
time since the week ended March 14 Gold Bullion ($US/Troy Ounce) 13.9%
SOX Semi-conductor Index 0.35%
A broad range of commodity indexes sharply high in VIX Volatility Index 83.8%
Ma
Y Source: Canaccord Genuity Capital Markets & Thomson Reuters




Foreign Exchange - FX
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We continue to survey all the Banks and some Custodians to compare Foreign Exchange Rates charged. As you can see in
the chart below some of these Institutions are charging considerably more than previous months when we did our first
comparison. We tried to include some other firms, but they do not post public rates online or require a membership fee.
Let us know if we have left any organization off here and we will try to include in future publications.

As of June 8, 2019 1:40 PM $5,000 Cdn

Banks Rate Buy USD Cost % Difference from Spot Rate
CIBC No Public Rate Posted Online

Interactive Brokers 1.3379 ‘ $3,737 ‘ SO 0.0%
Laurentian Bank No Public Rate Posted Online

National Bank 1.3509 $3,701 S(36) -1.0%
Raymond James 1.3560 $3,687 S(50) -1.3%
Royal Bank 1.3664 $3,659 $(78) -2.1%
Scotia 1.3736 $3,640 $(97) -2.7%
TD 1.3739 $3,639 $(98) -2.7%
Spot Rate 1.3380 $3,737 S- 0.0%
Take off...

Don’t look now but the S&P500 is back over 3,000 points. Yes, | let out an incredulous gasp myself. The absolute level of
the S&P500 was thing but | was much more surprised by the speed the index “tore” away from a well defined trading
channel during most of late April and early May. Recall that just 60 days ago the 3,000 point level was viewed as
insurmountable by a decent number of analysts and strategists. A jumbo dose of monetary stimulus along with emergency
fiscal measures helped, but | think the real reason why the S&P500 is up now 45% from its March 23" low is because
investors are beginning to price in expectations of an economic resurrection. The ‘emergency” measures from regulators
were timely and did much to stabilize matters. But the reality is these measures are temporary, fraught with unintended
consequences and not to mention unbelievably expensive.
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Many economists and strategists such as Lawrence Summers and Marc Faber argue that the measures really weren’t
temporary at all and simply the resumption of a loose monetary policy regime and a fiscal culture defined by bailouts that
extends as far back as the 1994 Tequila crisis. May-be the moral of moral hazard is that it drives market momentum more
than we know. So, will the S&P continue its rebound and challenge its all-time high of 3,386 points reached on February
19?

I wish | knew...

$SPX =8P 500 Large Cap Index IND3X @ StockCharts.com
-Jun-2020 2:55pm Open 3095.90 High 312352 Low 3095.90 Last 3122.52 Chg +4.70 (+1.35%) =
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[Shortly after May 13™, 2020 the S&P500 took off like a scalded cat and made quick work of the 3,000 point level.]

What | do know is that the Bear market of 2020 was caused by something investors term event risk. Event Risk is an
unexpected event which has the potential to adversely impact a company, a sector, or stocks in general. Event risk may
arise out of a change in the market’s trend or catch markets completely off guard like COVID 19 related lockdowns did.
As lockdowns expire and economic activity returns, the idea is that corporate profits will rise as a mountain of latent
economic demand gets unleashed. Unfortunately, as the eye of one storm passes, a new threat to economic activity has
emerged.

America is struggling with the fallout of the death of George Floyd, an unarmed black man killed at the hands of
Minneapolis Police. Reports suggest that Floyd may have been drunk or high on methamphetamine at the time of his
arrest and that Floyd may have used a counterfeit $20 bill to pay for a package of cigarettes earlier in the night. Reports do
not suggest that Floyd was belligerent or violent towards officers. But that did not stop Officer Derek Chauvin, who
happens to be white and now under arrest himself, from kneeling on Floyd’s neck for several minutes after Floyd was
already in handcuffs. Sure an altercation of some sorts probably did ensue, after all who enjoys getting arrested, but if
Floyd did not pose a clear and mortal danger to the Minneapolis Police, why is he now dead?
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Police brutality and racial relations do not fall under the purview of this publication. But the fallout of this tragic event
posses yet another risk to markets and the economy. Back in Toronto, shops along Queen Street west of St. Michael’s
Hospital are boarded up and access to numerous stores continues to be restricted. Not exactly the ideal backdrop for an
economic renaissance. One event risk that many of us though was “much to do about nothing” just 100 days ago has been
fuelled by another: protests that devolve into riots that subsequently result in more closures.

There is nothing good about COVID 19 or the death of George Floyd. But both events have prompted us to focus more
closely on event risks, our current portfolio positioning and our near-term outlook for the future. Bear markets triggered
by event risk typically regain their footing within 15 months, which is faster than bear markets caused by structural
problems in economy such as a poorly skilled labour force or social programs that function to thwart more progress than
they aim to stabilize. Event driven bear markets are also quicker to rebound than cyclical bear markets, the periodic
reshuffling of deck chairs that markets periodically go through when valuations get dislocated from reality.
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[Goldman Sachs points out that bear markets driven lower by event risks tend to plunge less, stay down for shorter periods of time and recover more quickly
than bear markets driven by other factors. Will the 1-2 punch of a viral outbreak and riots be much different, time will tell]

Low rates and government hand outs are not new (please refer to the below chart of the yield on the US 10-year note) and
what’s more they may not be effectual in a climate driven by fear: fear of contracting COVID 19 or fear of becoming

trapped by a riot or attacked by the Police.
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The MacNicol team continues to apply caution to security selection remaining just as careful with your investments today
as we always have been. Cautious but never fearful. There are good data points out there. For one thing, the number of
stocks on the New York stock exchange making new lows has declined dramatically, and this gives more credence to the
view that March 23", 2020 was “the” bottom.
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From the stand point of current portfolio positioning we remain more defensively positioned. Cash, alternatives, gold and
a featherweight exposure to the energy sector feature more prominently across client portfolios and allow us to survey the
current market environment from a position of strength. Looking ahead is always difficult, especially when it comes to
event risks like viral outbreaks and riots. Nevertheless, our view is that by the time many of the support mechanisms that
were put in place roll off, the economy should begin its rotation back towards more normalized levels of production,
output and employment. Arguments that this process could take months are well worn and we will not attempt to discern
the timing of individual data points reaching arbitrary targets. But you’d be forgiven for surmising that such targets could
arrive sooner than later.

The United States is heading towards a pivotal election. What election is not pivotal? But the real reason why this year’s
US election is pivotal for stocks is because since 1952, major stock markets have climbed 10% during election years when
a sitting president has run for reelection compared to a drop of nearly 2% in years when an “open field” of candidates
exists (Source: Stock Trader’s Almanac). The basic concept is a reduced level of uncertainty for equity investors and the
expectation of new policies aimed at bolstering the US Economy. The trouble is President Donald Trump has already used
much dry powder to insulate the US economy from COVID 19. In order to be successful in his campaign, we feel that he
will have to: mend a USA deeply divided on issues of racial equality, reduce the volatility of his relationship with China
and lay out a framework for shoring up American finances against the backdrop of not only important infrastructure bills
but of those that will come from COVID. It certainly won’t be easy and we certainly won’t venture to make a political
prediction here. But we will say that the run up to the election alone could result in the largest “grand re-opening” in the
history of modern capitalism. We just hope its done safely and in a way that is equitable to as many as possible.

The MacNicol Investment Team
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Modelling...important to fashion designers...and investors

Most of you would not know this but I happen to have a cousin that is a fashion model. Though technically a 2™ cousin,
Olanna is the only truly famous member of my family. Olanna has modelled for a wide variety of high end fashion
designers and companies like Guess, which makes blue jeans and DeBeers, which | gather makes French beer.

Olanna lives in Beverly Hills California in a house double the size and four times the price of the one | own. Speaking of
blue jeans, Olanna also owns her own blue jeans company where as | simply own a few pairs of blue jeans that | replace
whenever the cuffs wear out or when a threshold level of motor oil or antifreeze from my cars has been dripped onto
them. While we are on cars, | have been a happy client of Volkswagen’s for nearly 2 decades where as Olanna drives a
Ferrari with a 2" Ferrari on stand by for really special occasions (what self respecting fashion model would drive her
“regular” Ferrari to a fashion show, film premier or IPO). Finally, where as I have frequented a few of the bars and
restaurants in the Adelaide and John area of downtown Toronto...Olanna has actually owned a few these same
establishments along with the buildings that encompass them.

The thing is, if you were ever to meet Olanna you’d might be struck by just how down to earth she despite living and
earning her livelihood in what most of consider the “Mayfair” economy. Unfortunately, Olanna and I do not get to chat
that often. Fashion and investing are two industries that tend to consume people and our lives have just become busier
over and above our careers. Another unfortunate evolution about our relationship is that Olanna and | tend to run into each
more often at family funerals rather than any other sorts of events. So | try to make my time with her valuable and
recently asked Olanna what value models add to people’s lives. This was not intended to be, nor positioned as, a
condescending, ignorant “jab”. T was simply asking a question about something I knew little about.. Olanna explained it as
follows: a model’s job is to consistently showcase the vision of a designer to a fashion conscious consumer. | got the
message: fashion is big business and you need the right people to get the job done.

BEERS

T

Tt

[I stand corrected...DeBeers is not a French Beer company but rather a company that specializes in Diamonds]
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[A diamond may very well be forever, but a financial model shouldn’t be. Financial models must be able to adapt to changing data in a changing world.]

Portfolio Managers model too. But our models are of the financial sort and intended to learn how an investment
opportunity will add to our clients finances. In many ways, the modelling we do is completely different from the
modelling Olanna does and | am sure many of you are quite happy that is the case! Still Olanna uses modelling to help
make her designers more successful and the work many of us here at MacNicol & Associates do aims to achieve the same
for you. But while fashion models make things look good Portfolio Managers use models to look at things with a healthy
dose of professional skepticism. A worst case scenario isn’t something we enjoy discussing, but in recent months our
efforts on the modelling front have necessarily shifted to precisely this topic. Therefore, I thought I might “dazzle” you
with a piece on how the way in which we look at (i.e model) real estate has changed.

In CRE Stop Searching for Yield, we held a webinar which you can access at www.macnicolasset.com where | cooked up
a simplified financial model for a make belief logistics terminal at Highway 401 and Dixie Road. The point of the model
was to illustrate how an investment in something so boring went from a couple of signatures, to a wire transfer and
ultimately to cash flow for investors. Debt was not considered, | simply assumed we own the asset outright.

The 200,000 Square Foot Distribution Terminal at the 401 & Dixie Road
Income
Rent $3,000,000.00
Other Income $145,000.00
Recoveries $63.000.00
Gross Property Income $3,208,000.00
Expenses
Marketing $100,000.00
Payroll $250,000.00
Repairs and Maintenance $200,000.00
Management $98,000.00
Insurance $50,000.00
Property Taxes $175,000.00
Operating Expenses $873,000.00
Net Operating Income $2,335,000.00
CAPEX $400.000.00
Cash Flow from Operations $1,935,000.00
** For simplicity we assume no debt on the property and thus exclude a discussion of LTV



http://www.macnicolasset.com/

In commercial real estate you have a number of inputs or “drivers” along with the requisite expenses you must pay in
order to maintain control of the asset. A variety of capital expenditures (“CAPEX”) also exist which can be used to
maintain or improve the value of a property. Examples of CAPEX include things like a new roof, a more efficient HYAC
system, a better electric system or a new driveway or parking area. CAPEX is that unlike operating expenses, they can be
deferred as long as you accept that properties in the area that compete for the same tenants that you do may become more
appealing to the said tenants if deferred for too long. From there you get into cash from operations and returns to investors
if the property is unencumbered.

In light of the COVID-19 health crisis our models have adapted. Shorter-term financial information was of the essence
and necessary to keep abreast of a fluid situation in real time.

So what are the key changes?

First, our attention has shifted from a focus on returns such as multiples on invested capital, to measures of risk and near-
term asset performance. On a monthly basis and until we are reasonably confident that COVID 19 is well in the rearview
mirror, we will carefully model portfolio occupancy. Understanding the most current occupancy position of an asset
provides quick, standardized insight as to the operational performance of your holdings during the crisis period. Then
comes rent collections as soon as the data becomes available (often mid-to-late month). Next is cash balances. Cash is
consumed at a brisk pace when nearly $900,000 worth of it is required to operate an asset like my distribution centre.

Operating account cash balances, as well as, those held in reserve fund balances that were set aside for capital needs and
renovation plans are carefully reviewed even if many such plans are now on hold. Cash gives clear visibility into the
current resources available at a property. From there we look at the number of months that the current cash balance would
be able to cover operating expenses in a truly worst case scenario of zero rent collected. While | opted out of loans in my
own example 2020 maturities have taken on new meaning to real estate investors. Finally, a look asset-specific cash flows
as a function of the sizing of our equity investment is important to yield.
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Leonard Nimoy taught us that we can have more by sharing more. My cousin Olanna taught me stereotypes are damaging:
to people and investments. | hope that in sharing with you more about what we are doing on the real estate front will
reassure that despite the fact that we have not seen many of you in several months, we remain very, very hard at work.

And that when it comes to real estate, it is about location, location, location but its not all about location, location,
location.

The MacNicol Investment Team

Don’t double down...

Back in October of 2018, Kentucky Fried Chicken (KYC) debuted its “double down” sandwich, a gluttonous
bastardization of gastronomy in which not one - but two - pieces of KYCs fried chicken were used to hold captive (of all
things) bacon, cheese and a proprietary KYC sauce. There was quite a lot of media attention given to the sandwich and if
you happen to be a Doctor or Nutritionist you will surely know why. By the way, if you are a Doctor or Nutritionist I will
direct you to paragraph 3 after all why take an unpleasant trip down indigestion lane.

At 610 calories, 54% of which were derived from fat, the “double down” was the fast food world’s variant of debauchery.
The “double down” also provided consumers with a stunning 1,380 mg jolt of sodium, the maximum daily dose for a
grown adult and may-be even a Gorilla. I recall thinking about the “double down” as made-to-order heart attack you could
pick up at a drive through. Another, even more worrisome thing was that despite the “double down’s” waywardness and
vulgarity, and my deep concern over KYCs reporting of the sandwich’s actual nutritional profile, there were no fewer
than 10 fast food menu items that could present you with an even more unsightly, nutritional profiles.
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Doubling down does not make sense when it comes to one’s nutrition and it certainly does not make sense when it comes
to one’s investments. A steep devaluation of a stock you bought does not mean that buying more is necessarily a good
idea. To some it is very hard to sell money losing investments be they recent plunges or long standing destroyers of
capital. The ever present chance of a turn in company fortunes and a major rebound in share price would reward your
persistence and  vindicate  your
investment genius.

When it comes to calories, less really is more. Similarly, when it comes to your investments less might also be more.
Perhaps that’s where the discipline of working with an investment manager like us might help. We offer no obligation
portfolio review that our entire team can weigh in on. Our portfolio reviews are unbiased, judgement free and designed
with your best interests in mind and they offer a chance to distance yourself from psychologically unpleasant matter of
throwing in the towel on an investment. You won’t have to worry about “eating crow” with us — we are here to help.

10
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Similarly if you are a fan of the “double down” or define a late evening “snack™ as a block of cheese the size of a car
battery that’s just fine by us.

You can always reach us at info@macnicolasset.com and if your more of a phone person try us toll free at 1-866367-
3040.

The MacNicol Investment Team
Firm News

It is hard to believe that it has almost been three months since we have all moved from our offices to our homes. We have
settled into a routine and find that our days are very full and busy. We definitely miss the comradery that comes along
with working with our colleagues in the office, but are grateful that we are able to fill our days. Dave and Di’s eldest son,
David Jr. moved home about 6 weeks ago as his Medical school in the Caribbean shut down due to the pandemic. He is
spending his days studying for his final exams. We are really enjoying the company as it has been a while since he has
lived with us.

Dave and Di have decided to breed their youngest dog Penny. This is their 4th Vizsla since starting in 1995.
If everything works as planned the puppies will be born at the end of July. Unlike humans — dogs only have a gestation
period of 63 days.

Naima and her family just celebrated their youngest child’s first birthday on June 3. Her daughter Layla tasted her first
piece of cake and had a Zoom birthday party with her extended family from all over the US and Canada. There were
many people on the call and it was definitely a different way to celebrate the milestone, but in the end, it was a very happy
celebration.

The MacNicol Team has been a long-time user of GotoMeeting a great application to bring people together. If you know
someone that would like a no obligation portfolio review or who would like a description of our services for investors,
please consider GotoMeeting for your “visit”.

MacNicol & Associates Asset Management Inc.
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