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Commentary - How do Canadian Equities stack up against the rest of the
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Key Take-Aways:
* Week In Review: A brief review of need-to-know market events from last week
including key economic data in the US and geopolitical events overseas

* How Canadian Equities Stack Up: We maintain a positive view towards Canadian
equities driven by above average consensus EBITDA growth expectations over the next
2 years

Week In Review:

The S&P 500 jumped 1.2% last week to 1,931.59, rising the most since early March, while the
TSX advanced 0.52% to 15,148.53. Geopolitics drove last week’s market action overseas, lead by
developments in the Russia-Ukraine crisis while economic data capped gains in North America:

Economic sanctions made against Russia influenced European markets:
e Euro zone economic outlook remained fragile as a new round of sanctions elevated

tensions with Russia, while Germany reported weak Q2 factory orders prompting the
ECB to announce that it would keep interest rates at record lows to stimulate the
economy

e The Euro Stoxx 50 index declined 2.14% on the week.

Speculation of an early US rate hike limited a recovery from the previous week’s losses
e Positive economic data included a 1.1% rise in factory orders (vs. 0.6% expected),

U.Mich. Consumer Confidence rose to 81.8 (vs. 81.3 in June) and 289k in July initial
jobless claims (vs. 304k expected) but was weighed by a fall in construction spending of
1.8% (vs. an expected gain of 0.5%)

e The Fed is expected to begin raising rates in mid-2015 but positive economic data in

recent weeks has fueled speculation that they may unexpectedly hike rates sooner.
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The TSX has generated top returns for shareholders so far this year returning 11.48%,
while the S&P500 returned 4.30% with other key International indexes like the Euro Stoxx

losing 3.29% and Nikkei down 9.29%.

Fig 1: Global YTD Index Performance
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Americas based exchanges have generally outperformed their international peers this
year, but they now also appear to be the most expensive. On an Enterprise Value (EV)/Trailing
12 month EBITDA basis, Americas equities trade at a valuation of 11.30x, while Pac. Rim/Asia
trades at 9.97x and Europe at 8.64x. (Note that we elected to use EV/EBITDA over P/E as a
valuation metric to account for the wide differences in capital structures among international
equities.) The broad based valuation premium in the Americas fits with our theme that near
term gains in North America may be limited (discussed in Bulletin No. 262 - August 5, 2014),
but we are not surprised to see these relative valuation levels given the consensus growth
expectations for each region. Americas based equities are, on average, expected to increase
EBITDA by 31% over the next two years, while Pac. Rim/Asian and European companies are
expected to see 25% and 14% EBITDA gains respectably over the same period.
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Fig 2: Broad Regional Trailing Valuations and Growth Expectations
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While being cognisant of the outperformance of the TSX this year, we wanted to see how
the Canadian index matched up with some of the largest regional equity indexes around the
world. Not surprisingly, on an EV/Trailing EBITDA basis, TSX equities trade at a premium to
their international counterparts. As we highlighted with Americas based equities earlier, we
view the premium valuation of the TSX as justified by its growth expectations - which came in
the highest among the group of global exchanges we selected.

Fig: 3 Equity Index Trailing Valuations and Growth Expectations
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We wanted to test our view that the market is rewarding the TSX for above average
growth expectations and looked at how valuations stacked up on a 1Y forward (instead of
trailing) basis. On a forward basis, the TSX trades on par with its American blue chip counter
parts and generally in-line with the other exchanges we looked at. To us, this confirms our
positive bias towards Canadian equities given above average growth expectations and
relatively reasonable valuation levels.
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Fig 4: Equity Index Forward Valuations
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Market Snapshot
At close on Friday, August 8, 2014
S&P TSX 15148.53 +30.10 Commodities Yields (%) | Can. [ US
TSX Venture 1000 -0.89|Canadian $ (US cents)| 91.14 [-0.0040 |90 Day T-Bill | 0.95 [ 0.03
DJIA 16446.46|  +78.19|Gold (Spot)-US$ 1310.60| -1.90 |2-YearBond | 1.06 [ 0.46
S&P 500 1931.59]  +22.02|Oil (WTI-Sept.) 97.55 | +0.21 |10-Yr.Bond | 2.05 | 2.43
NASDAQ 434841  -13.45[CRB Index 292.43 | -0.65 B0-Yr.Bond | 2.62 | 3.23
Thought for the Day

“Finance is a gun. Politics is knowing when to pull the trigger.”— Mario Puzo

DISCLAIMER

This publication is not, nor is it to be construed as, a solicitation or recommendation to investors
to purchase, sell or hold any of the securities referred to herein. Investors should consult their
own broker(s) to determine the suitability of any securities referred to herein as these securities
and the trading strategies incorporated into any trading recommendations will not be suitable to
all investors. Further information concerning this publication, including information respecting
Global’s research dissemination procedures, recommendation rating system, distribution of
research ratings, recommendation follow-up matters, suspension or discontinuance of coverage
and related matters may be found at the research page on Global’s website, the address for which
is www.globalsec.com, under the caption “Research”. Unless noted otherwise, none of the
material operations of the issuers referred to herein have been viewed by the report writer(s). The

Global Securities Corporation | Head Office: 1100 — 595 Burrard Street Vancouver, BC V7X 1C4
Site: www.globalsec.com | Email: inquiries@globalsec.com | T: 604 689 5400 | TF: 1 800 455 5778



http://www.globalsec.com/

Global Securities Corporation
Market Bulletin
August 11, 2014

contents hereof may not be reproduced in whole or in part without the prior written consent of
Global Securities Corporation (“Global”) Copyright 2014. All rights reserved. Member -
Canadian Investor Protection Fund.

IMPORTANT RESEARCH DISCLOSURES

Research Rating System

Strong Buy: Expected total returns of 20% or more over the next 6 — 12 months.

Buy: Expected total returns of 10% to 20% over the next 6 — 12 months.

Speculative Buy: Significant gains expected over the next 6 — 12 months, but entire investment
may be at risk.

Hold: Expected total returns of 0% to 10% over the next 6 — 12 months.

Reduce: Expected total returns of up to -10% over the next 6 — 12 months.

Sell: Expected total returns of over -10% over the next 6 — 12 months.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the analyst covering
the subject company and its securities. No part of the analysts’ compensation was, is, or will be
directly or indirectly related to the specific recommendations expressed in this research report.

Analyst Compensation

Global Securities may from time to time receive a portion of commissions or other fees derived
from securities offerings in which Global participates as an underwriter. Global Securities
analysts are salaried employees of Global who may receive a discretionary bonus derived in part
from such commissions or such fees.

Dissemination of Research

Global Securities disseminates research reports primarily through email, and occasionally in
hardcopy format. These publications are released as concurrently as is possible, by adding the
publication to Global's website, sending it to those Global clients who have requested it, and by
distributing it to Global's investment advisors and certain financial media outlets. Global
Securities reserves the right to restrict public access to these research communications in such
manner as it deem:s fit.

Global Securities Corporation | Head Office: 1100 — 595 Burrard Street Vancouver, BC V7X 1C4
Site: www.globalsec.com | Email: inquiries@globalsec.com | T: 604 689 5400 | TF: 1 800 455 5778




