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A look ahead at 2025

In our research paper last month, we looked back at 2024. We now look forward and share our thoughts about 2025, including our views
on tariffs.

We expect 2025 to be an interesting year for global economies and for financial markets as both will almost certainly be impacted by
the incoming U.S. administration’s policy decisions, including major trade actions. We believe uncertainty and volatility will continue as
we remain in a unique market environment where valuations of certain financial assets seem high while others appear more
reasonable. While financial markets performed very strongly in 2024, and even though we expect to see positive absolute returns
again in most financial assets in 2025, these returns will likely struggle to match the pace set in 2024. Given the expected slower pace
for returns coupled with ongoing uncertainty, some degree of caution is warranted, especially in parts of the financial markets where
valuations appear to be extended.

Canadian fixed income

We remain constructive on Canadian fixed income and are seeing good opportunities present themselves for the diligent investor.
We are prudently taking advantage of new opportunities at a measured pace as there is still much uncertainty in the economic
landscape and the direction of interest rates across the curve. We remain focused on downside protection as we navigate this unique
and volatile market where the risk tone of the market will likely remain driven by inflation, fears of a recession, and ongoing
geopolitical news.

In our mortgage portfolio, we expect to increase exposure to commercial mortgages with shorter durations, including floating rates,
in an effort to increase the yield of the portfolio in a risk-controlled manner. Commercial real estate is a divergent market with
segments performing quite strongly while others lag. Notably, low quality office space is still seeing increasing vacancy rates and does
not offer compelling mortgage investment opportunities. Our mortgage exposure to office properties continues to be higher quality,
lower leverage, and broadly diversified by region. We continue to focus on deploying capital to other segments of the commercial
mortgage market such as multi-family housing and retail.

We expect preferred share returns to deliver modest capital appreciation in addition to rising dividends. Changes in taxation and bank
capital continued to drive the preferred share market higher in 2024 and will likely lead to continued interest in the space. The
increasing dividend levels should continue to attract income-seeking investors as the relative income level has increased compared
with other fixed income market segments.

Even though we enter this new year with some large unknowns, our investment approach does not change. We strongly believe that
active management can add value through a combination of return enhancement and risk management. Add to that a strong credit
process focused on underlying fundamentals and we remain confident that we can continue to add value to fixed income strategies

in both 2025 and over the long term.
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Canadian Large-Cap Equities

We are entering 2025 with greater uncertainty for the Canadian equity market due to the election of Donald Trump to another term
as U.S. President. It's pointless to speculate on how the Canadian or U.S. markets could perform given the many variables in play. We
think our Canadian equity portfolio has defensive characteristics as the portfolio’s valuation and dividend yield are superior to that of
the S&P/TSX Composite Index. In a market that is facing great uncertainty due to geopolitics, interest rate fluctuations, and euphoric
stock market valuations, it would be prudent to assume that the Canadian market may not repeat 2024's double digit returns.

Our mind is focused on the trading relationship between Canada and the U.S. The new policies Trump may invoke are both threats -
tariffs on Canadian exports - and opportunities - a potentially updated trade agreement. Keep in mind that Canada’s economy, which
is only 10% the size of the U.S. economy, is indeed the largest buyer of U.S. goods and services. In other words, Canada is important
to the U.S.

While the facts offer evidence of an important ongoing bilateral trading relationship, there are still many unknowns which can
influence markets and stocks. Politics, interest rates, and the equity market euphoria - in particular, the Magnificent Seven and
anything related to generative artificial intelligence - means we are in a period in which valuations can be stretched for thematic
investments. Many low-priced companies, with solid earnings and discounted valuations, don't seem exciting relative to technology
companies. Some of these lower-priced companies may be proven to be diamonds in the rough.

We think the bifurcation between cheap and expensive companies is quite wide, both in Canada and the U.S. When price-earnings
(P/E) multiples are high, as they are now, future investment returns are typically low. It is possible we could witness a situation where
expensive stocks correct materially, while inexpensive securities maintain (relatively) their value. Admittedly, there is a lot of euphoria
and momentum with U.S. securities, so this might not happen.

Our strategy is to continue to capitalize on the opportunities which we understand best, which is what we already own. In short, the
future is impossible to predict, so our strategy is to focus on companies with solid balance sheets, attractive returns on equity,
management teams we understand, and the ability to grow earnings and dividends.

Canadian Small-Cap Equities

Among the companies we own and others we follow closely, we continue to observe a heightened focus on cost structure, a priority
which should help these companies quickly adjust if demand falters. Amid easing labour conditions which increasingly favour the
employer, and despite lower cost inflation and financing costs, companies generally remain reluctant to commit to new discretionary
capital investments. We expect to see broadening year-over-year declines in investment activity upon completion of current projects
and existing programs as 2025 progresses. Uncertainty surrounding potential policy actions of the incoming Trump administration in
the U.S., particularly the potential for the imposition of significant tariffs, is now the leading driver of a freezing effect on many
companies’ investment and growth plans.

We continue to find attractive long-term value in the portfolio, which we believe is well positioned for an uncertain future. In addition
to compelling valuations, which should offer superior compounding potential and better downside protection in a market selloff, we
find that most of our portfolio companies are currently exhibiting some of their best financial health and resiliency in many years as
measured by balance sheet strength and liquidity. The disparity in valuations between small caps and their comparatively expensive
large-cap peers continues to exceed levels that have proven historically unsustainable.
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Our views on tariffs

It is hard for anyone to predict all the variables that impact companies and their valuations. For one of these variables,
potential U.S. tariffs, we have an idea of which Canadian sectors might be negatively or positively impacted.

Companies that appear to be negatively affected, such as Canadian auto parts makers, are currently trading at very
discounted valuations. We believe some of this discount is attributable to potential tariffs, but also to market uncertainty
prior to the tariff threat.

We have been asking our companies how they think tariffs could be implemented and how they are preparing for them.
Based on their input and our own research, we have conducted some scenario analysis to get a sense of potential
outcomes. The resulting models help us understand potential impacts of tariffs, but we can’t have certainty on what will
happen until it unfolds.

U.S. President Donald Trump's inauguration speech on January 20 did not provide any additional specific details on tariffs,
but he did order federal agencies to evaluate U.S. trade policies and said he “thinks" he could apply tariffs to Canada and
Mexico on February Tst. Time will tell what he eventually does.

The Trump presidency is going to be a four-year journey, not a four-day or four-week excursion. As long-term investors,
we invest based on the fundamental quality of a company, its management team, and its ability to weather storms. We
don’'t make investment decisions solely based on a political regime.

It is challenging to draw conclusions this early in the Trump presidency. While we suspect that some form of tariff package
is likely for Canada, we believe Canada and the U.S. are too tightly integrated to make any trade barrier last meaningfully.
For example, the tariffs on Canadian steel brought in by Trump in 2018/2019 lasted just under a year before the U.S.
removed the tariffs. It is conceivable that the U.S. Mexico Canada (USMCA) trade agreement gets renegotiated on an
expedited basis before the review period in 2026.

In conclusion, tariffs are a real threat for Canada and its economy. Undoubtedly, the vast majority Canadian businesses
could be impacted in some way. Our approach is to use scenario analysis to understand how our portfolio companies can
be impacted. We take into consideration a company’s valuation to understand if the tariff impact has been discounted
into the company’s valuation. Ultimately, we believe that Trump's negotiations should lead to some renewed trade
agreements between Canada and the United States.

Global Equities

As we enter 2025, we find ourselves in a very similar situation to a year ago. U.S. markets again significantly outperformed other
regions of the world, and the valuation differential between these regions widened to historic levels. For example, the European
market, as measured by the STOXX Europe 600 Index, is currently trading at 14 times earnings compared with 26 times earnings for
the S&P 500 Index in the U.S. Over the past 20 years, this is the widest spread between the valuation of European and U.S. equities.
This statement was just as true a year ago and the events of 2024 only widened the gap.

While a discussion of valuation at a regional level has some value, it also has limitations. The composition of the companies
representing the various indexes is different from an industry perspective and muddies the discussion. For example, the U.S. market
has a 32% exposure to the typically higher valuation IT sector. In Europe, the IT weight is considerably less, at about 8%. The largest
industry exposure in Europe is the historically cheaper Financials sector at about 21% of the market compared with 13% for the U.S.
The difference in sector weightings in the various regions is one of the limiting factors in a simple comparison of regional valuations.
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Conclusion

The stage is set for 2025 to be an interesting year for both global economies and financial markets. Uncertainty and volatility will likely
continue as we remain in a unique market environment where valuations of certain financial assets seem high while others appear

more reasonable. As we face an unpredictable future, our approach is grounded in fundamental analysis and a long-term investment
perspective that allows us to capitalize on what we believe to be unique investment opportunities with the aim of adding value across

our investment strategies and mandates.

This material is intended for information purposes only and does not constitute legal, tax, securities or investment advice, an opinion
regarding the suitability of any investment nor a solicitation of any type. Nothing contained in this material should be construed as a
recommendation to buy or sell any security or FGP Pooled Fund. This material contains forward-looking statements about anticipated
or expected future events or conditions which may never be realized. Such future events, conditions or results may differ materially
from those projected in this material. The opinions expressed are as of January 2025 and are subject to change without notice.
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