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INVESTMENT FUNDS FLASH
CANADIAN GENERAL INVESTMENTS

Dividend migration continues

Positioned as a conservatively managed one-stop shop for Canadian equities,
Canadian General Investments (CGI) continues to deliver. The fund offers
investors a yielding play on the continued economic success of the North
American economy. NAV performance remains solid with the fund
outperforming the wider Canadian market on a one, three and five year basis.
Due to the unmanaged nature of its valuation, CGI is one of the few funds
offering discount volatility.

The fund is part way through its migration to a progressive dividend policy and
we expect the quarterly dividend (14c, annualised yield 3%) to continue to be
marched up by 2c pa (i.e. 16c, 18c etc) at the expense of the final special
dividend, for the next few years before migrating to a more gentle pace of
growth.

Economy. The Canadian economy isn’t dominated by its natural resources but does
benefit from them. China’s slowing growth and the collapse in the oil price has only
generated a mild recession (two quarters) with no net job losses. The management
team highlighted that Canada is deeply integrated with the USA (which accounts for
75% of exports) and that the Loonie (C$) has resumed its traditional (positively
correlated) relationship with the price of crude, boosting the country’s international
competitiveness.

Expressing a view on the oil price, the team hazarded that it had probably bottomed
out. However, in contrast to the IEA view (demand exceeds supply in late 2016) the
team believes US shale production will be stronger than many anticipate and that the
price of crude will be lower for longer — a view reflected in their sector exposures.

Politics. Discussing the implication of the recent election, it was highlighted that the
new government would be a slight negative for energy (anti-pipelines), that they
planned to increase taxes on high earners (>C$200,000 income) and that they were
planning for three years of deficits to finance new infrastructure investment. The
team noted that the new government would be centrist in its positioning.

Sector exposures. The TSX index’s exposure to resources (energy and materials) has
declined from 47.3% (30 Sept 2010) to 27.5% (Sept 2015). The fund is modestly
overweight materials (10.3% versus 9.0%) and underweight energy (13.0% versus
18.5%). Discussing their overweight to materials, the team highlighted that it was
focused on lumber, royalties and methanol rather than traditional materials (gold,
zinc etc) exposure.

Their energy underweight reflects a belief that energy prices will remain lower for
longer than most expect and their finance exposure (22.7% versus 37.1%)
represented a combination of diversification and better opportunities elsewhere.
The team highlighted that their banking exposure was 7% versus 25% for the index
and that their REIT exposure had been cut reflecting a view that interest rates will
rise (eventually).
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Portfolio. The strategy remains unchanged. Positions are initiated at c1-1.5%, the soft
and hard stock exposure limits remain at 5% and 10%, respectively, and turnover
remains low at 12.5%. CGl’s US exposure (11% of the portfolio) remains reserved for
stocks/themes that are either overvalued or not available within Canada.

Discussing the fund’s largest position (Dollarama, 8.7% of the portfolio), the
manager signalled they were due to take profits on their exposure to this discount
retailer but had been running the position to take advantage of expected good news
flow. Commenting on the Canadian Equity market, the team highlighted that The
Royal Bank of Canada (RBC) traditionally the Canadian equity market’s largest
security, gets displaced from time to time. Challengers have included Nortel
(delisted), Blackberry (RIM) and, most recently, Valeant (VRX).

Performance. Over the last 5 years, CGI NAV (up 38%) has outperformed its
benchmark by 14.5%pts or 2.3%pa and the relative outperformance has been
maintained over shorter periods. The fund’s 10 year track record remains weak
(underperforming by 2%pts pa) reflecting the fund’s significant underperformance in
the last quarter of 2008. The current portfolio manager was appointed early 2009.

Discussing performance, the team highlighted that their underweight exposure to
banks/financials would, from time to time, cost performance. Currently, the
markets’ concerns about energy, real estate and growth prospects were benefiting
the relative track record. Their strategic underweight of the financial sector reflects
a combination of a desire to remain diversified and a belief that other exposure will,
long term, deliver better returns.

Discount. Unlike most closed end funds, CGI’s discount is entirely unmanaged.
Currently trading on a 27% discount, the fund is close to its two year average
discount of 28.6% (range 22%-33%) and 6%pts wider than its decade average
(22.7%, range 4-35%).

Dividend. The fund continues its migration to quarterly dividends only. In 2015, the
fund increased its quarterly dividend from C$12c to CS14c, a trend we expect to
continue in 2016. Since the migration started in 2012, the fund’s total dividend has
remained static at C$0.76pa but with the final special declining from $0.56 to $0.28
in 2014, implying a year end special of 20c.

Management signalled that once the special dividend had been eliminated, they
expected total distributions paid annually by the fund to start increasing and
highlighted that the entire process was being driven by a desire to ensure any
declared quarterly dividend was sustainable. The fund’s current quarterly dividend is
consistent with a 3% dividend yield and combined with our year end expected
special dividend (20c), implies a 4.1% yield.

Top 10 holdings

Holdings Business 30-Sep
Dollarama Discount retail 8.7
Canadian Pacific Railway Railway 3.7
Enbridge Pipeline 3.7
Element Financial Lease finance 34
Bank of Montreal Bank 3.0
Gildan Active wear Family apparel 2.7
Franco-Nevada Resource Royalty and Inv Co 2.7
Air Canada Airline 2.7
Royal Bank of Canada Bank 2.7
CCL Industries Speciality packaging 2.6
Total 35.9

Source Company data, 30 September
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Sector allocation

Sector CaGl Index Over/Under
Financials 22.7 37.1 -14.4
Consumer discretionary 211 7.2 139
Industrials 14.5 83 6.2
Energy 13.0 18.5 -5.5
Materials 10.3 9.0 13
Information Technology 6.0 2.8 3.2
Telecoms 31 5.4 -2.3
Consumer staples 2.2 4.4 -2.2
Health Care 1.8 49 -3.1
Utilities 1.0 23 -1.3
Other 0.9 0.1 0.8
Cash 34 0.0 34
Total 100 100 n/a
Source Company data, 30 September
Metrics
p/e (x) Forward (p/e) Holdings Dividend yield (%)
Portfolio 20.0 14.5 57 1.90
S&P/TSX Composite 19.4 15.5 242 3.25

Source Company data / Bloomberg as of 30 September

5 year NAV, share price and index performance - rebased (GBp)
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YTD im 3m 6m 1Yr 2Yr 3Yr 5Yr
NAV (%) (2.3) 4.3 (2.9) (6.3) (1.0) 134 29.6 40.2
Benchmark (%) (3.4) 39 (3.9) (8.0) (2.8) 9.5 21.5 25.9
Relative (%) 1.0 0.4 1.0 1.7 1.8 3.9 82 14.3
Share price (%) (5.3) 1.3 (6.2) (7.6) (3.7) 17.3 36.6 34.5

Source Company data / Bloomberg as of 31 October 2015

From time to time, we offer investment banking and other services (IBS) to Canadian General
Investments. Within the past 12 months, we have received compensation for IBS from Canadian
General Investments. Panmure Gordon & Co acts as corporate broker to Canadian General
Investments in the UK. We buy and sell these securities from customers on a principal basis.
Accordingly, we may at any time have a long or short position in any such securities. We make a
market in the securities of Canadian General Investments.

The views expressed in this note accurately reflect the research analyst's personal views about any
and all of the subject securities and issuers. No part of the research analyst’s compensation was, is or
will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst (or analysts) responsible for the content in the report.
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Distribution of investment ratings for equity research (as of 12 Oct 15) Rating: GUIDELINE (return targets may be modified by risk or liquidity issues)
Overall Global Distribution (Banking Client*) Buy Total return of >10% in next 12 months

Buy Hold Sell Hold Total return >-10% and <+10% in next 12 months

71% (41%) 22% (4%) 7% (0%) Sell Total return <-10% in next 12 months

* Indicates the percentage of each category in the overall distribution that were banking and/or corporate broking clients

Investment Funds Research Rating Tariff Infrastructure Investment funds

Relative Return (12 month outlook*) Absolute Return (12 month outlook)

Buy Hold Sell Buy Hold Sell

>3% -3to+3% <-3% >7% total shareholder return 3% to 7% total shareholder return <3% total shareholder return

Note *Measured on a total shareholder return basis

Distribution of investment ratings for Investment funds (as of 17 Sep 14) Other Investment Funds

Overall Global Distribution Absolute Return (12 month outlook)

Buy Hold Sell Not rated Buy Hold Sell

42% 13% 2% 43% >10% total shareholder return 5% to 10% total shareholder return <5% total shareholder return

Note Corporate Investment Fund stocks are not rated

All of the recommendations and views about the securities and companies in this report accurately reflect the personal views of the research analyst named on the
cover of this report. No part of this research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst in this research report. This report has been prepared by a member of the Panmure Group (being Panmure Gordon (UK) Limited
("Panmure Gordon"), its "group" as defined in the Financial Services and Markets Act 2000 and each member of the Panmure Group's directors, employees, agents
and nominees). It may not be reproduced, redistributed or copied in whole or in part for any purpose.

We buy and sell these securities from customers on a principal basis. Accordingly, we may at any time have a long or short position in any such securities.

This report has been approved in the UK by Panmure Gordon solely for the purposes of section 21 of the Financial Services and Markets Act 2000. In the UK, this
report is directed at and is for distribution only to persons who (i) fall within Article 19(1) (persons who have professional experience in matters relating to
investments) or Article 49(2)(a) to (d) (high net worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial
Promotions) Order 2005 (as amended) or (ii) are professional customers or eligible counterparties of Panmure Gordon (all such persons together being referred to as
"relevant persons"). This report must not be acted on or relied upon by persons in the UK who are not relevant persons.

Panmure Gordon is not a US registered broker-dealer. Transactions undertaken in the US in any security mentioned herein must be effected through a US-registered
broker-dealer, in conformity with SEC Rule 15a-6.

Neither this report nor any copy or part thereof may be distributed in any other jurisdictions where its distribution may be restricted by law and persons into whose
possession this report comes should inform themselves about, and observe, any such restrictions. Distribution of this report in any such other jurisdictions may
constitute a violation of UK or US securities laws, or the law of any such other jurisdictions

This report does not constitute an offer or solicitation to buy or sell any securities referred to herein. It should not be so construed, nor should it or any part of it
form the basis of, or be relied on in connection with, any contract or commitment whatsoever. The information in this report, or on which this report is based, has
been obtained from sources that the Panmure Group believes to be reliable and accurate. However, it has not been independently verified and no representation or
warranty, express or implied, is made as to the accuracy or completeness of any information obtained from third parties. The information or opinions are provided as
at the date of this report and are subject to change without notice. The information and opinions provided in this report take no account of the investors’ individual
circumstances and should not be taken as specific advice on the merits of any investment decision. Investors should consider this report as only a single factor in
making any investment decisions. Further information is available upon request. No member of the Panmure Group accepts any liability whatsoever for any direct or
consequential loss howsoever arising, directly or indirectly, from any use of this report or its contents.

By accepting this report you agree to be bound by the foregoing limitations.

Panmure Gordon (UK) Limited (Registered Office)
One New Change

London EC4AM 9AF

+44 (0)20 7886 2500

Copyright 2015 The Panmure Group: All rights reserved

Member of the London Stock Exchange - Authorised and regulated by the Financial Conduct Authority
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