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NATCAN CORPORATE BOND FUND

Management Approach Based on rigorous risk management, our approach focuses on capital preservation. Our experts share a global market perspective, and favour a disciplined
investment process rooted in the belief that security and industry selection plays a central role in portfolio performance. The portfolio is actively managed without duration deviations.
Our management process begins with the duplication of the index through vigorous security selection. We then proceed to an in-depth analysis of relative values with the help of
derivatives in order to increase the yield of the portfolio while avoiding additional credit risk. We then analyse economic, fundamental, and technical factors to try to predict Canada
and U.S. credit spreads over a 6-month horizon. Finally, we initiate different tactical deviations, and conclude with the management, in real time, of these deviations by evaluating the

risk and expected return of the portfolio.

MARKET OVERVIEW

The third quarter started on a negative note due to renewed fear of
bankruptcy of financial guarantors and the potential impact on the
banking system. The strain eased somewhat in August to come back with
vengeance in September.

The credit crunch entered another phase with the failure of government-
sponsored entities, notably Lehman Bothers, Washington Mutual, AIG, and
Merrill Lynch. The DEX Universe All Corporate Bond Index spreads widened
61 basis points to end the quarter at +259 points. Following the second
quarter’s new issue concession levels of 10 to 20 points, the latest round
of new issuance has required concessions to secondary trading levels of 20
to 40 basis points in order to attract buyers. Even at those concession
levels, all new issues performed poorly in the secondary market.

The DEX Mid Term Corporate Bond Index registered a negative return of -
1.78% in the third quarter against +1.36% for the DEX Mid Term Corporate
Federal Bond Index. The Mid Term BBB Bond Index marginally
outperformed this quarter with a return of -0.15% against
-1.02% and -2.96% for the A and AAA/AA Bond Indices, respectively. The
poor performance of these indices was in fact due to funding concerns at
GE.

PERFORMANCE REVIEW

The portfolio cumulated 23 points of value added during the third quarter
of 2008. Though overweights in ABS and Crédit Agricole had a negative
impact on performance, underweight positions in banks and
infrastructures along with our positions in General Electric, Wells Fargo,
Citigroup, and Merrill Lynch contributed positively to portfolio
performance.

PERFORMANCE
3 _ Sinc_e
months YTD 1 year 4 years (l;\;gg’flfln)
Fund?! -1.56% 0.22% 1.77% 3.80% 6.73%
Index? -1.78% 0.00% 1.63% 3.83% 6.60%
Added value 0.22% 0.22% 0.14% -0.03% 0.13%

1 - Everywhere in this bulletin, “Fund” refers to the Natcan Corporate Bond Fund.
2 - Everywhere in this bulletin, “Index” refers to the DEX Mid Term Corporate Bond Index.
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NATCAN CORPORATE BOND FUND

TECHNICAL CHARACTERISTICS

OUTLOOK AND STRATEGY

At the beginning of the quarter, 4.5% of the portfolio was invested in
government bonds, a weighting that significantly increased at the
beginning of August as harsh credit conditions were expected in
September. We closed the quarter with an 8.1% weighting in the sector.
We will maintain a minimum weight of 4% in government bonds as long as
market uncertainty persists.

In spite of widening spreads since the start of the year, the current
economic uncertainties and our expectations of a continuation of new
issuances at important concession levels will continue to impact credit
spreads in the coming months.

We are maintaining the portfolio’s underweight position in banks. Since
Lehman Brothers declared bankruptcy, we have been increasingly
concerned about ailing banks’ impact on creditors. We will wait to see
signs of some market stability before considering reducing the
underweight in this sector by participating in new issuances. Banks will
require financing and additional capital before the end of the year; we
believe spreads will therefore remain under pressure until financing is
obtained.

We are also keeping with our strategy to underweight Industrials as we
believe the credit crisis will have a negative effect on manufacturing and
retail companies’ profitability.

Characteristics Fund
Number of issuers 54
Yield to maturity 6.07%
Average spread (basis points) 259
Average credit rating 5.85

MAIN DEVIATIONS

Weight Natcan Dollar /

Overweights
g duration [ duration | duration

Fund weight | Index weight

deviation

Canada Government 7,97% 0,00% 7,97% 5,128 0,000 0,41
TD Bank 12,25% 9,93% 2,31% 6,429 6,315 0,16
Enmax Corporation 1,93% 0,51% 1,42% 7,134 7,134 0,10
Industrial Alliance & Fncl. 1,68% 0,50% 1,18% 4,541 4,635 0,05
CIBC Bank 4,33% 3,30% 1,03% 6,358 5,518 0,09
Alliance Pipeline 1,44% 0,43% 1,02% 4,479 3,060 0,05
Manulife Financial 3,53% 2,52% 1,01% 6,738 6,372 0,08
Cooperators 0,92% 0,00% 0,92% 3,383 0,000 0,03
Credit Agricole SA 0,86% 0,00% 0,86% 5,831 0,000 0,05
Bell Alliant 2,18% 1,34% 0,84% 5,308 5,495 0,04
TransCanada Pipeline 3,85% 3,04% 0,81% 5,521 5,502 0,05
. . . Weight Natcan Dollar /
Underweights Fund weight | Index weight . ) A )
deviation duration [ duration | duration

Bank of Montreal 8,18% 11,40% -3,22% 6,491 4,600 0,03
Royal Bank 5,86% 9,06% -3,20% 4,976 6,360 0,04
National Bank 5,86% 9,06% -3,20% 0,000 7,095 0,05
Hydro One 0,00% 1,75% -1,75% 0,000 5,769 0,03
Molson/Coors 0,00% 1,35% -1,35% 0,000 5,470 0,05
Wells Fargo 0,82% 2,11% -1,2% 5,642 6,867 0,07
GTAA 1,47% 2,71% -1,24% 7,200 5,619 0,07
EnCana 0,00% 1,24% -1,24% 0,000 5,880 0,08
Fortis Inc. 0,71% 1,51% -0,79% 5,025 6,447 0,16
General Electric 5,17% 5,83% -0,67% 6,011 5,774 0,18
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