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Announcements:

 Ian Wood:  Associate Portfolio Manager.  On January 27th this year, Ian became an 
Associate Portfolio Manager with Nelson Portfolio Management Corp.

 Secure Quarterly Statements: We are now sending to you your quarterly statements in 
a more secure manner. You will receive an e-mail message from Doug Nelson, just as you 
normally would. However, inside the body of the e-mail will be a link that you can select to 
download your March 31, 2015 portfolio statement. Please note that this link will last for 
only for 14 days. If the 14 day period expires, you can contact Lorraine at our office at  
204-956-0519 or by e-mail at lgoldring@nelsonfinancial.ca and she will send a new 
statement to you at your convenience.

 Discrepancies between the Nelson portfolio reports and the NBCN monthly statements: 
We see that in some cases there are some small discrepancies between the total portfolio value 
seen on the Nelson statements and the NBCN monthly statements. In most situations these 
discrepancies are caused by the timing of when the NBCN statements are produced and 
when the data concerning the quarterly distribution for the NFC Tactical Asset Allocation 
Pool is provided to NBCN. This is a timing issue and not an error. The Nelson statements 
include the proper number of pool units and the pool unit value after the quarterly 
distribution has been paid. Should you have any questions or concerns, or if you identify 
other discrepancies, please let us know immediately.

 Paper vs. Secure E-Mail Link: It is NPMC’s preference to provide to you this quarterly 
portfolio package by e-mail. However, if you would like to receive this package in paper 
format, please let us know and we will accommodate your preference accordingly.
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Important Disclosures:

• Past Returns Do Not Guarantee Future Returns: At the bottom of the Nelson reports 
you will see an important new disclosure prepared by Nelson Portfolio Management Corp. 
In addition to this disclosure you should also know i) past performance does not predict 
or guarantee future performance, ii) your investments are managed by Nelson Portfolio 
Management Corp. as an actively managed portfolio, iii) your portfolio will fluctuate over 
time and iv) your portfolio and your portfolio returns are not guaranteed in any way.

• Has Your Situation Changed Since We Last Met? It is necessary for you to keep us up to 
date of any significant changes in your personal circumstances such as important changes in 
your income, career, marital status, change in residence address, change in e-mail address, 
retirement, receipt of inheritance or otherwise change in your net worth. These changes may 
impact the risk profile of your personal circumstances, which may in turn impact the risk 
profile of your portfolio. If anything comes to mind, please contact us immediately.

• NFC Tactical Asset Allocation Pool Disclosure: Nelson Portfolio Management Corp. 
(NPMC) is a related or connected issuer of the NFC Tactical Asset Allocation Pool.  
This means that the pool was established by NPMC for the benefit of NPMC clients.  
NPMC is paid a management fee for the day to day portfolio management responsibilities  
of the pool. The pool is not distributed through other advisors or institutions. This means 
that if you were to transfer your account away from NPMC, your shares of the NFC Tactical 
Asset Allocation Pool would need to be sold at that time. If the pool is held within a non-
registered portfolio, some capital gains taxes may apply. To ensure other clients are not 
negatively impacted by this change, NPMC reserves the right, as per the terms of the portfolio 
management agreement, to transition your exit from the NFC Tactical Asset Allocation Pool 
over a maximum period of 90 days. Due to the diversity and liquidity of the NFC Tactical 
Asset Allocation Pool, we do not expect any transition out of the pool to take longer than  
a few days.

• Other Questions or Concerns: Should you have any other questions or concerns, please 
communicate them to Doug Nelson, President, Portfolio Manager of Nelson Portfolio 
Management Corp. Contact information is provided at the beginning of this report.

Disclosures
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Market Commentary: 
The following commentary represent the opinions and analysis of Doug Nelson, President, 
Portfolio Manager, Nelson Portfolio Management Corp. as at April 12, 2015.

Market Statistics: Source: https://ca.finance.yahoo.com.

• Over the past three months the stock market in Canada, and markets around the world,  
have continued to fluctuate.

• The return on the Toronto Stock Exchange (price index) for the past three months  
(January 1, 2015 through March 31, 2015) is approximately +1.01%.

• The most recent peak on the Toronto Stock Exchange remains September 2nd, 2014.  
From September 2nd, 2014 through to March 31st, 2015 the TSX has declined by 4.5%.

• The one year return for the Toronto Stock Exchange (April 1, 2014 through to March 31, 
2015) is +3.63% (price index).

• When we break this down by sector, we see the following 12 month returns: The Canadian 
financial services sector (symbol: XFN) gained in value by +3.4%. The Canadian energy sector 
(symbol: XEG) declined in value by 25.94%. The Canadian materials sector (symbol: XMA) 
declined by 9.2%. Real estate (symbol: XRE) increased by 7.15%. North American preferred 
shares (symbol: XPF) declined by 1.02%. US Investment Grade Corporate bonds  
(symbol: XIG) increased by 5.5%. Gold (the commodity, symbol: GLD) declined  
by approximately 7.9%.

• When looking at the US market over the past 12 months, we see that the S&P 500 index  
(the 500 largest companies in the US) increased by approximately 9.67%. Since September 
2nd the US market has gained in value by only 3.28% (vs. the TSX that declined by 4.5% for 
this same period). One of the leaders of the US market continues to be US health care stocks, 
which gained in value by 31% over the past year (symbol: ZUH).
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Commentary - continued: 

Start Date 01-Jan-15 02-Sept-14 01-Apr-14
End Date 31-Mar-15 31-Mar-15 31-Mar-15
Period 3 Months 7 Months 12 Months
Defense:
   US Investment Grade Corporate Bonds (symbol: XIG): 1.79% 2.36% 5.50%
   North American Preferred Shares (symbol: XPF): -2.12% -2.67% -1.02%
Growth:
   Toronto Stock Exchange: 1.01% -4.05% 3.63%
   Canadian Financial Services Index (XFN): -3.12% -5.39% 3.40%
   Canadian Energy Index (XEG): -2.19% -31.40% -25.94%
   Canadian Materials Index (XMA): 0.25% -14.29% -9.20%
   Canadian Real Estate Index (XRE): 5.82% 2.89% 7.15%
   S&P 500 Index (US Stocks): 0.47% 3.28% 9.67%
   US Health Care Index (ZUH): 7.59% 19.92% 31.00%
   Europe Asia (EFA): 5.93% -3.99% -5.12%
   Emerging Markets (CBQ): -1.45% -23.22% -7.60%

   Gold (in US dollars): -0.37% -6.57% -7.90%
   Canadian Dollar vs. the US Dollar: -9.10% -16.60% -15.00%

NFC Tactical Asset Allocation Pool (blended fees, cash basis): 4.53% 6.23% 11.17%
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• The rest of the world (symbol: EFA) representing Europe / Asia and the Far East declined by 
approximately 5.12% over the past 12 months. The emerging economies of Brazil, Russia,  
India and China (symbol: CBQ) also saw a decline of 7.6% over this same period of time.

• The value of the Canadian dollar has declined by approximately 15% (vs. the US dollar)  
over the past 12 months. 

Looking at these figures in chart form, we see the following:

Table 1: Historical Return for the past 3 months, 7 months and 12 months:  
(Market returns source: ca.finance.yahoo.com; NFC Tactical Pool source: Croesus software).  
The industry standard rate of return disclosure of 3, 6, 9 and 12 months is illustrated on your client specific 
investment statement. The 7 month time period in Table 1 was selected so as to demonstrate the declines or gains 
that have occurred since the most recent top on the Toronto Stock Exchange (September 2nd, 2014).



What does all of this mean?

• The one year returns in most areas have not been that significant, mostly driven by poor 
returns dating back to last September 2014 (see the middle column in Table 1). Even the 
returns since January 1 (see the first column in Table 1) have not been that encouraging,  
with the exception of a few areas such as Canadian Real Estate, US Health Care and the 
European / Asian index.

• It seems to be much clearer today that the decline in oil has been due to the significant gap 
between the amount of oil being produced vs. the amount of oil being consumed (ie: the 
supply is far greater than the demand). This gap appears to be continuing, which may  
suggest to some that lower oil prices in the months ahead is a reasonable probability.

• At the same time, the European union has launched its own stimulus efforts, similar to what 
the United States Federal Reserve has done over these past several years (but which ended in 
October 2014). As a result of this effort, the Euro currency has declined, thus pushing the  
US dollar higher. The decline in the price of oil has also likely contributed to an increase in 
the US dollar as well. Thus, so long as the European union continues with its stimulus efforts, 
and the production of oil far exceeds demand, the US dollar is likely to remain higher and 
the Canadian dollar is likely to remain lower.
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• Will the US dollar move higher from the current levels and will the Canadian dollar move lower 
than the current levels? This is less clear. The Canadian dollar is now trading at the same level as 
it was in March 2009, when the US Federal Reserve started to launch some of its own stimulus 
efforts. It is interesting to see that now that the US Federal Reserve has completed its most 
recent stimulus program, the Canadian dollar has returned to the same value as it was before 
all of this stimulus effort began. This makes me feel that it is a good time to realize some of the 
currency gain that has taken place on our US dollar investments. This means that I have been 
moving some US dollars back into Canada.

• It is also important to observe that the Canadian and US markets have not been that strong 
through a period of time when markets are typically strong (ie: during the October through 
May seasonal period). We also see that the Energy Index (symbol: XEG) has also produced a 
negative return during a time when it is typically positive. This continues to cause me some 
concern. If the markets have not been that strong, during a period when they are typically 
strong, what happens when we reach the time of year when markets are typically weak? Does 
this mean that the odds of a further market correction continue to be a reasonable probability?

• In my view, the answer is yes. Therefore, we have been retaining cash in client accounts while 
also building our cash position within the NFC Tactical Pool. The cash position in the pool  
now stands at almost 14%.
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What types of investments are we considering? Over the past several months 
we have been taking the following actions:

• Realizing some of currency gain on US dollar investments by converting US dollars back into 
Canadian dollars. This triggers a 15% to 20% currency gain on these investments. The  
US dollar allocation within the NFC Tactical Pool has declined from approximately 22% 
down to 17%. Our goal is to move this down to approximately 12% of the pool value.

• When moving this money back into Canadian dollars, we have added US and global exchange 
traded fund products that give us the international exposure we desire, yet do so with a built in 
currency hedge. This means that we can benefit from these international investments, without 
being negatively impacted if the Canadian dollar rises in value.

• Specifically, we have been adding the S&P Global Industrials Index Exchange Traded Fund 
(XGI). It is our view that the companies in this basket have a higher probability of benefiting 
from lower energy prices. The return since January 1 is +3.85%; since September 2, 2014 the 
return is +6.74% and the 1 year return is +9.66%. These returns have outpaced the overall 
returns of the market indices in Table 1 above.

• We have also been adding to our European exposure, on a currency hedged basis (BMO  
High Quality Europe Exchange Traded Fund (ZEQ). It is our view that the European stimulus 
efforts may help European stocks continue to climb in value, in the same way that the US 
stimulus efforts promoted growth in the US market. The return since January 1 is +10.86%; 
since September 2, 2014 the return is +11.00% and the 1 year return is +15.4%. These  
returns have also outpaced the overall returns of the market indices in Table 1 above.

• Mike and I continue to evaluate individual securities. Most recently we have been looking 
for companies that are close to their lowest point in the past 12 months (ie: stocks that have 
had a significant correction) but are also showing shorter term signs of growth. We are being 
cautious with our individual investments today, typically choosing to invest into new positions 
gradually over time rather than all at once. This means that we are also reviewing our current 
stop loss levels and determining the point at which we’d prefer to exit a position vs. allow  
for additional losses.
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• Finally, another investment added to the pool, is a mortgage investment corp. called Frontenac. 
This specific holding is not actively traded in the open market, which helps this pool create a 
steady, month by month valuation (ie: it doesn’t fluctuate in value that much). In the event that 
interest rates were to rise, this investment will likely retain its value. Other interest sensitive 
investments would typically decline during a rising interest rate environment. At the same time, 
the Frontenac Mortgage Investment Corp. pays a dividend yield that ranges between 5% and 
6% annually. The downside risk to an investment like this is its liquidity. Typically, withdrawals 
from this investment can only take place once per year. We feel that this is a reasonable trade 
off given the stability of the valuation month over month. This is something that we feel very 
comfortable holding in the NFC Tactical Pool, but is not something that we would typically 
invest at the client account level (due to its lack of liquidity). The Frontenac Mortgage 
Investment Corp. invests mostly in private residential builder mortgages in the eastern  
Ontario region. The fund has a current value of approximately $150 million.

Summary:

• As we approach the end of April, history suggests that there is an increased chance of a  
market correction.

• Since the US market has not had a reasonable correction for over 6 years now, since the higher 
US dollar will hurt the profits of global US companies and since global demand for energy 
continues to remain modest, we do feel that there is an increased chance of a market  
correction this spring and summer.

• We continue to feel that the downside risk to the US market is approximately 25%.

• Therefore, our approach today is to hold a little more cash, to simplify our client portfolios  
for more timely rebalancing, to update our stop loss levels and to be selective and cautious  
for any new investments.
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NFC Tactical Asset Allocation Pool

NFC Tactical Asset Allocation Pool:

NFC Tactical Asset Allocation Pool: Returns:

• The pool has performed well over these past few months.

Table 2: NFC Tactical Pool returns vs. other major market indices: 
The industry standard rate of return disclosure of 3, 6, 9 and 12 months is illustrated on your client specific 
investment statement. The 7 month time period in Table 1 was selected so as to demonstrate the declines or gains 
that have occurred since the most recent top on the Toronto Stock Exchange (September 2nd, 2014).

Start Date 01-Jan-15 02-Sept-14 01-Apr-14
End Date 31-Mar-15 31-Mar-15 31-Mar-15
Period 3 Months 7 Months 12 Months
Toronto Stock Exchange: 1.01% -4.05% 3.63%
S&P 500 Index (US Stocks): 0.47% 3.28% 9.67%
Europe Asia (EFA): 5.93% -3.99% -5.12%

NFC Tactical Asset Allocation Pool (blended fees, cash basis): 4.53% 6.23% 11.17%

• Disclosure: Your returns will be similar to but not identical to the pool returns. For some 
clients their overall asset mix may be more conservative than the asset mix of the pool, or it 
may be more aggressive. The pool returns are net of fees based on total fees and expenses drawn 
from the pool. The fees you pay may be different that the average fee amount considered in the 
calculation of these returns.

• Based on the audited financial statements for the NFC Tactical Asset Allocation Pool, the total 
gross yield (interest, dividends, capital gains, before expenses) for 2014 exceeded 5%.

• Source: NFC Tactical Asset Allocation Pool information is drawn from the Croesus software 
program, provided to NPMC through NBCN.



NFC Tactical Asset Allocation Pool: Asset Mix:

Table 3: NFC Asset Mix: December 31, 2014 vs. March 31, 2015: Source: Croesus software.

Dec-31 Mar-31

Defense 44.00% 48.00%
Growth 56.00% 52.00%

Canada 72.00% 74.00%
US 23.00% 20.00%
Global 5.00% 6.00%

• The asset mix of the NFC Tactical Pool has shifted by approximately 10%. The defensive 
weight has increased from 44% to 48%. The US component has declined while both the 
Canadian and global exposure has increased.
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Market Outlook

Market Outlook:

So what may happen in the near future?

• In our last report to you (dated December 31, 2014), I stated that I felt that we could see 
further market declines. I continue to have this view. We may be seeing the beginning stages  
of these declines as per the data you see in Table 1, returns since September 2, 2014.  
We continue to have a cautious perspective today.

• In our last report to you, I stated that the European / Asian markets have corrected more 
significantly that other markets and that these markets may have the greatest upside 
opportunity. It is my view that we have seen some of this take place with the year to date  
gains we see in the European / Asian index (see Table 1).

• In our last report I mentioned that we may begin to move US dollars back into Canada.  
We have done this and will continue to consider this strategy over the coming months.

If you have any questions or concerns about your personal portfolio, please let me know.  
I would be happy to meet with you at any time.

All the best!

Doug
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