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INDEPENDENCE: WEEKLY STRATEGY NOTES

THE ECRI WEEKLY LEADING INDICATORS AND
FUTURE S&P 500 PERFORMANCE

Summary of this week’s Strategy Note

 Last week saw the index again put in a strong performance relative to the S&P 500.
The S&P/TSX index gained 2.4%; the US index meanwhile lost 0.7% on the week. The
improvement in Canada was principally the result of a continuation of the rally in
precious metals, energy and other commodity stocks, boosted in the second half of the
week by strength in the financials. The preponderance of the bank reports showed
poor earnings relative to last year but failed to confirm the pessimists’ worst fears in
terms of negative surprise.

e Last week’s Note examined our various recession indicators and concluded that,
despite the relatively strong Q2 US GDP numbers, the US was likely in recession, which
could, depending on the length of time the credit crunch persisted, last well into the
first half of next year. One of the key recession indicators we monitor is the ECRI
(Economic Cycle Research Institute) Weekly Leading Indicators. This week, we
examine how helpful the ECRI WLI data can be in pointing to the future direction of
the S&P 500.

e Examining the ECRI WLI data over the last 40 years, we found that the most successful
strategy was to move to cash when the ECRI WLI showed a reading of -4%, and to
move back into equities when the WLI had recovered 75% of the difference between
-4% and the low reading of the cycle. Thus, in the current cycle, one would have been
in cash since the -4% threshold was breached in the week of December 7, 2007. If the
August 22 reading of -11.8% turned out to be the low for the cycle, then one would re-
invest in the S&P 500 when the reading had risen back to -6.0%.

Changes to Canadian Equity Model Portfolio

e There were no changes in our Canadian Equity Portfolio this week.

Canaccord Adams is the global capital markets group of Canaccord Capital Inc. (CCI : TSX]AIM)

The recommendations and opinions expressed in this Investment Research accurately reflect the Investment Analyst’s personal,
independent and objective views about any and all the Designated Investments and Relevant Issuers discussed herein. For important
information, please see the Important Disclosures section in the appendix of this document or visit
http://www.canaccordadams.com/research/Disclosure.htm.
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STOCK MARKET OUTLOOK

Last week saw the S&P/TSX index again put in a strong performance relative to the S&P 500.
The index gained 2.4%. The US index meanwhile lost 0.7% on the week. The improvement in
Canada was principally the result of a continuation of the rally in precious metals, energy and
other commodity stocks, boosted in the second half of the week by strength in the financials.
The preponderance of the bank reports showed poor earnings relative to last year but failed
to confirm the pessimists’ worst fears in terms of negative surprise. The outlook for the TSX
for the balance of the year will be dependent on the degree of continuing strength in the
developing economies that we have written about in recent Strategy Notes relative to the
likely further softening of economic activity in the developed nations. Last week’s Note
examined our various recession indicators and concluded that, despite the relatively strong
Q2 US GDP numbers, the US was likely in recession, which could, depending on the length of
time the credit crunch persisted, last well into the first half next year. One of the key
recession indicators we monitor is the ECRI (Economic Cycle Research Institute) Weekly
Leading Indicators. Ably assisted by our associate Steve Weigh, we have examined how
helpful the ECRI WLI data can be in pointing to the future direction of the S&P 500. This is
the subject of this week’s Strategy Note.

USING THE ECRI DATA AS A GUIDELINE TO FUTURE
S&P 500 PERFORMANCE

In last week’s Note, we stated how, since 1969, anytime there has been a decline of over
5% in the WLI there has been a US recession. Actually, on re-examination of the data, we
find that the six US recessions from the last 40 years have indeed come with ECRI WLI
readings of -5% and over, but we omitted the inclusion of late 1987/early 1988 when the
weekly readings got to as high as -6.8% without leading to a recession. Thus, we cannot
claim, as the ECRI themselves do, that their indicator has a perfect record. Despite this, the
ECRI WLI is still the best indicator that we have of the potential for US recession. The
history of this indicator since 1969 is presented in the following chart.



CANACCOR[jAdamS Daily Letter | 3

3 September 2008

Figure 1: Weekly ECRI: 1969 - 2008
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Source: Economic Cycle Research Institute

Significantly, last Friday’s ECRI WLI number reported for the week ended August 22,
moved to a new low reading for this cycle of -11.8%. That is the highest negative number
we have seen since June 1980. As we said last week, the August 15 number of -11.4 had
been “the worst we have seen since the recessions of 1969/1970, 1973/1975 and 1980”.
Thus, this recession is unlikely to be like the short and shallow recessions of 1990/1991
and 2001. The lower level of short-term interest rates in this cycle relative to 1980 should
mean that this recession may not be deep but it could be long. Thus, we still believe it
could persist until the middle of next year, which would suggest duration of roughly a year
and a half. This assumes that our contention over the last while that the US recession
started around the turn of last year is correct. Readers should not be fooled by the recent,
apparently very positive, Q2 GDP numbers, as the Business Cycle Dating Committee of the
NBER takes many other factors into account in making its recession determination.

As mentioned above, we have examined the ECRI WLI data from the last 40 years to see
whether it can be used to help in timing when to have been long the S&P 500 and when to
have moved to cash over that time frame. We found that the most successful strategy was to
move to cash when the ECRI WLI showed a reading of -4%, and to move back into equities
when the WLI had recovered 75% of the difference between -4% and the low reading of the
cycle. Thus, in the current cycle, one would have been in cash since the -4% threshold was
breached in the week of December 7, 2007. If the August 22 reading of -11.8 turned out to be
the low for the cycle, then one would re-invest in the S&P 500 when the reading had risen
back to -6.0%. The results of this strategy are presented in the table below.




CANACCORL

Daily Letter | 4

3 September 2008
Figure 2: Performance of S&P 500 when ECRI sold at -4.0%
BUY SELL Gain Loss
Date Level Date Level Achieved Avoided

04-Jul-69 99.61

30-Oct-70 83.25 -16.42%
14-Sep-73 104.44 25.5%

04-Apr-75 80.88 -22.6%
21-Dec-79 107.59 33.0%

25-Jul-80 120.78 12.3%
16-Oct-81 119.19 -1.3%

16-Apr-82 116.81 -2.0%
13-Nov-87 245.64 110.3%

12-Feb-88 257.63 4.9%
14-Sep-90 316.83 23.0%

25-Jan-91 336.07 6.1%
16-0ct-98 1056.42 214.3%

06-Nov-98 1141.01 8.0%
10-Nov-00 1365.98 19.7%

30-Nov-01 1139.45 -16.6%
11-Oct-02 835.22 -26.7%

08-Nov-02 894.24 7.1%
07-Dec-07 1504.66 68.3%

28-Aug-08 1300.68 -13.6%

Cumulative gains achieved 494.1%

Cumulative gains missed -28.0%

Cumulative losses avoided -71.1%

Cumulative losses not avoided (gains missed) 38.3%

Shaded cells indicate negative performance relative to investment strategy.
Source: Canaccord Adams, Economic Cycle Research Institute

What is apparent from the above table is that, as with so many formulaic strategies, there
is no magic bullet. The move to cash would indeed have been wrong 50% of the time over
the last 40 years. However, the error would not have been that painful as it only was
followed by a double-digit gain in one instance. That was in 1979/1980 and was the result
of the very rapid change in monetary policy (from tightening to easing) by the Fed in that
era. On the other occasions when the strategy called for being in cash, some significant
double digit losses would have been avoided.

As for the periods when the strategy called for being fully invested, the cumulative gains
would have been impressive. The only significant miss would have been from going long
the market in November 2001. That would have been 11 months too early and would have
resulted in a harsh loss of 27%. That underlines why strategies such as this should be just
used as one of several tools. For instance, the IBES valuation model would have shown that
the S&P 500 was 15% overvalued relative to bonds in November 2001 (compared to a
current undervaluation relative to bonds of 50%) and would have suggested caution at that
juncture. In sum, we think that this work provides some useful inputs relevant to a

decision as to whether or not to be fully invested in US equities but it should be used as an
adjunct to other tools. Think of it as another arrow in the quiver.

PORTFOLIO CHANGES

We only made one change in our portfolios last week and that was a switch in our
Canadian Income Growth portfolio out of Arc Energy and into Enerplus Resources Fund.
We had made 40% on our investment in the Arc royalty trust and on key valuation metrics,
such as is reserve life index, cash flow multiple and recycle ratio, it was out of line with
Enerplus Resources Fund, which has additionally just increased its monthly distribution.



CANACCORT ' Daily Letter | 5

3 September 2008

APPENDIX I: DISCLOSURES FOR PORTFOLIO STRATEGIES

The research provided in this report is based upon our portfolio strategy analysis. Our portfolio strategies may require that we take positions
within a given stock, or stocks, which may appear to differ at any given time from fundamental research provided by Canaccord Adams.
Adverse changes in stock-price trends or patterns could impede achievement of our portfolio objectives. Companies mentioned in portfolio
strategy reports are not necessarily "followed", "covered" or "rated" by Canaccord Adams, and there is no assurance or likelihood that
additional research will follow previously issued reports. Portfolio strategies have an inherent element of risk, and investors should not use
our portfolio strategy reports as the only resource in formulating an investment opinion. The analyses contained in this research report are
based on numerous assumptions and predictions regarding future stock-price movements and overall market trends. There can be no
assurance that such assumptions and predictions will ultimately prove accurate or correct. The disclosures in Appendix Il relating to stock
ratings are relevant for Canaccord Adams’ fundamental research only. Rating disclosure is not applicable to the portfolio strategies
presented in this report. Other important disclosure information concerning Canaccord Adams and/or the authoring analyst(s) is relevant to
both our portfolio strategy reports and fundamental research.

APPENDIX II: IMPORTANT DISCLOSURES

Analyst Certification: Each authoring analyst of Canaccord Adams whose name appears on the front page of this investment
research hereby certifies that (i) the recommendations and opinions expressed in this investment research
accurately reflect the authoring analyst’s personal, independent and objective views about any and all of the
designated investments or relevant issuers discussed herein that are within such authoring analyst’s coverage
universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by the authoring analyst in the investment

research.

Distribution of Ratings: Coverage Universe IB Clients
Global Stock Ratings Rating # % %
(as of 5 August 2008) Buy 374 64.2% 35.8%

Speculative Buy 59 10.1% 57.6%

Hold 126 21.6% 21.4%

Sell 24 4.1% 12.5%

583 100.0%

Canaccord Ratings BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.
System: HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.

SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.
NOT RATED: Canaccord Adams does not provide research coverage of the relevant issuer.

“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the
designated investment or the relevant issuer.

Risk Qualifier: SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental
criteria. Investments in the stock may result in material loss.

Canaccord Research Disclosures as of 3 September 2008

Company Disclosure
ARC Energy Trust 7
Enerplus Resources Fund 1A, 2, 7, 8 (owned as part of investment portfolio)

1 | The relevant issuer currently is, or in the past 12 months was, a client of Canaccord Adams or its affiliated
companies. During this period, Canaccord Adams or its affiliated companies provided the following services
to the relevant issuer:

A. investment banking services.

B. non-investment banking securities-related services.

C. non-securities related services.

2 | In the past 12 months, Canaccord Adams or its affiliated companies have received compensation for
Corporate Finance/Investment Banking services from the relevant issuer.

3 | In the past 12 months, Canaccord Adams or any of its affiliated companies have been lead manager, co-lead
manager or co-manager of a public offering of securities of the relevant issuer or any publicly disclosed offer
of securities of the relevant issuer or in any related derivatives.

4 | Canaccord Adams acts as corporate broker for the relevant issuer and/or Canaccord Adams or any of its
affiliated companies may have an agreement with the relevant issuer relating to the provision of Corporate
Finance/Investment Banking services.




CANACCORD Adams Daily Letter | 6

10

11

12

13

14

3 September 2008

Canaccord Adams or any of its affiliated companies is a market maker or liquidity provider in the securities of
the relevant issuer or in any related derivatives.

In the past 12 months, Canaccord Adams, its partners, affiliated companies, officers or directors, or any
authoring analyst involved in the preparation of this investment research has provided services to the
relevant issuer for remuneration, other than normal course investment advisory or trade execution services.

Canaccord Adams intends to seek or expects to receive compensation for Corporate Finance/Investment
Banking services from the relevant issuer in the next six months.

The authoring analyst, a member of the authoring analyst’s household, or any individual directly involved in
the preparation of this investment research, has a long position in the shares or derivatives, or has any other
financial interest in the relevant issuer, the value of which increases as the value of the underlying equity
increases.

The authoring analyst, a member of the authoring analyst’s household, or any individual directly involved in
the preparation of this investment research, has a short position in the shares or derivatives, or has any
other financial interest in the relevant issuer, the value of which increases as the value of the underlying
equity decreases.

Those persons identified as the author(s) of this investment research, or any individual involved in the
preparation of this investment research, have purchased/received shares in the relevant issuer prior to a
public offering of those shares, and such person’s name and details are disclosed above.

A partner, director, officer, employee or agent of Canaccord Adams and its affiliated companies, or a member
of his/her household, is an officer, or director, or serves as an advisor or board member of the relevant issuer
and/or one of its subsidiaries, and such person’s name is disclosed above.

As of the month end immediately preceding the date of publication of this investment research, or the prior
month end if publication is within 10 days following a month end, Canaccord Adams or its affiliate
companies, in the aggregate, beneficially owned 1% or more of any class of the total issued share capital or
other common equity securities of the relevant issuer or held any other financial interests in the relevant
issuer which are significant in relation to the investment research (as disclosed above).

As of the month end immediately preceding the date of publication of this investment research, or the prior
month end if publication is within 10 days following a month end, the relevant issuer owned 1% or more of
any class of the total issued share capital in Canaccord Adams or any of its affiliated companies.

Other specific disclosures as described above.

Canaccord Adams is the business name used by certain subsidiaries of Canaccord Capital Inc., including
Canaccord Adams Inc., Canaccord Adams Limited, and Canaccord Adams, a division of Canaccord Capital
Corporation. Clients of Canaccord Adams, in the past 12 months, may have been clients of Canaccord Capital
Corporation, Canaccord Capital (Europe) Limited, Canaccord Capital Corporation USA Inc., and/or Adams
Harkness Financial Group Ltd.

The authoring analysts who are responsible for the preparation of this investment research are employed by
Canaccord Adams, a securities broker-dealer with principal offices located in Vancouver, Calgary, Toronto,
Montreal (all Canada), Boston, New York, San Francisco (all US) and London (UK).

In the event that this is compendium investment research (covering six or more relevant issuers), Canaccord
Adams and its affiliated companies may choose to provide specific disclosures of the subject companies by
reference, as well as its policies and procedures regarding the dissemination of investment research. To
access this material or for more information, please send a request to Canaccord Adams Research, Attn:
Disclosures, P.O. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2 or
disclosures@canaccordadams.com.

The authoring analysts who are responsible for the preparation of this investment research have received (or
will receive) compensation based upon (among other factors) the Corporate Finance/Investment Banking
revenues and general profits of Canaccord Adams. However, such authoring analysts have not received, and
will not receive, compensation that is directly based upon or linked to one or more specific Corporate
Finance/Investment Banking activities, or to recommendations contained in the investment research.
Canaccord Adams and its affiliated companies may have a Corporate Finance/Investment Banking or other
relationship with the company that is the subject of this investment research and may trade in any of the
designated investments mentioned herein either for their own account or the accounts of their customers, in
good faith or in the normal course of market making. Accordingly, Canaccord Adams or their affiliated
companies, principals or employees (other than the authoring analyst(s) who prepared this investment
research) may at any time have a long or short position in any such designated investments, Related
designated investments or in options, futures or other derivative instruments based thereon.

Some regulators require that a firm must establish, implement and make available a policy for managing
conflicts of interest arising as a result of publication or distribution of investment research. This investment
research has been prepared in accordance with Canaccord Adams’ policy on managing conflicts of interest,
and information barriers or firewalls have been used where appropriate. Canaccord Adams’ policy is
available upon request.
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The information contained in this investment research has been compiled by Canaccord Adams from sources
believed to be reliable, but (with the exception of the information about Canaccord Adams) no representation
or warranty, express or implied, is made by Canaccord Adams, its affiliated companies or any other person
as to its fairness, accuracy, completeness or correctness. Canaccord Adams has not independently verified
the facts, assumptions, and estimates contained herein. All estimates, opinions and other information
contained in this investment research constitute Canaccord Adams’ judgement as of the date of this
investment research, are subject to change without notice and are provided in good faith but without legal
responsibility or liability.

Canaccord Adams salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients and our proprietary trading desk that reflect opinions that are
contrary to the opinions expressed in this investment research. Canaccord Adams’ affiliates, proprietary
trading desk, and investing businesses may make investment decisions that are inconsistent with the
recommendations or views expressed in this investment research.

This investment research is provided for information purposes only and does not constitute an offer or
solicitation to buy or sell any designated investments discussed herein in any jurisdiction where such offer or
solicitation would be prohibited. As a result, the designated investments discussed in this investment
research may not be eligible for sale in some jurisdictions. This investment research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction
by any person or company that is not legally permitted to carry on the business of a securities broker or
dealer in that jurisdiction. This material is prepared for general circulation to clients and does not have
regard to the investment objectives, financial situation or particular needs of any particular person. Investors
should obtain advice based on their own individual circumstances before making an investment decision. To
the fullest extent permitted by law, none of Canaccord Adams, its affiliated companies or any other person
accepts any liability whatsoever for any direct or consequential loss arising from or relating to any use of the
information contained in this investment research.

This investment research has been approved by Canaccord Adams, a division of Canaccord Capital
Corporation, which accepts responsibility for this investment research and its dissemination in Canada.
Canadian clients wishing to effect transactions in any Designated Investment discussed should do so through
a qualified salesperson of Canaccord Adams, a division of Canaccord Capital Corporation in their particular
jurisdiction.

This investment research complies with the Financial Services Authority's Conduct of Business Sourcebook
and is approved by Canaccord Adams Limited, which is authorized and regulated by the Financial Services
Authority, in connection with its distribution in the United Kingdom. This material is not for distribution in
the United Kingdom to private customers, as defined under the rules of the Financial Services Authority.
Canaccord Adams Limited accepts responsibility for this investment research and its dissemination in the
United Kingdom. The information contained in this investment research is only intended for distribution in
the UK to persons who qualify as intermediate customers or market counterparties, as defined under the
rules of the Financial Services Authority.

Canaccord Adams Inc., a US registered broker-dealer, accepts responsibility for this Investment Research and
its dissemination in the United States. This Investment Research is intended for distribution in the United
States only to certain US institutional investors. US clients wishing to effect transactions in any Designated
Investment discussed should do so through a qualified salesperson of Canaccord Adams Inc.

If this Investment Research is intended for disclosure in any jurisdiction other than the United Kingdom, the
US or Canada, then the relevant rules and regulatory requirements of that jurisdiction will apply.

Additional information is available on request.

Copyright © Canaccord Adams, a division of Canaccord Capital Corporation 2008. — Member IDA/CIPF
Copyright © Canaccord Adams Limited 2008. - Member LSE, regulated and authorized by the Financial
Services Authority.

Copyright © Canaccord Adams Inc. 2008. — Member FINRA/SIPC

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under
copyright to Canaccord Adams, a division of Canaccord Capital Corporation, Canaccord Adams Limited, and
Canaccord Adams Inc. None of the material, nor its content, nor any copy of it, may be altered in any way, or
transmitted to or distributed to any other party, without the prior express written permission of the entities
listed above.






