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“You can observe a lot by just watching.”

Yogi Berra

What you observe depends on what you are watching. Those watching the Blue Jays were treated to a thrilling
ride en route to their first American League Championship Series appearance in 22 years. Those watching
their investment account balances and the markets in September experienced a different sort of thrill ride.
After a terrible August, the end of the quarter brought its own set of challenges. While the turbulent markets
and the Volkswagen scandal led to indigestion on the part of investors, they provided sensational headlines
and plenty of fodder to lather up a bearish sentiment. Rather than add to the fear mongering, we thought it
best to step back from the noise and look at the markets from a distance. With that in mind, we would like to
share some observations that might suggest that the sky isn’t falling just yet.

Although oil traded violently, at times moving 8% in a day, it ultimately didn’t go anywhere and closed where
it opened at around $45 per barrel, which may indicate that it has finally found a support level. Secondly, even
though the TSX was down 4% on the month, it finished almost 2% higher than the lows of late August.
Lastly, despite weaker economic data and a reluctant Fed, Canadian bond yields were virtually unchanged.

While these observations provide some perspective and perhaps comfort, they by no means suggest the worst
is behind us. Rather, our read of the tea leaves is that the markets have justifiably priced in a substantial
amount of negative information, and are likely to continue to move sideways until a clearer picture of the
health of the global economy is formed. We’d like to see daily stock market moves of less than 0.5% before
we can be comfortable that the worst of 2015 is behind us. In the meantime, perhaps the best course of
action for long-term investors is not to watch the market. As history has shown, overreacting to noise and
deviating from one’s plan rarely serves one’s investment objectives. And with the Blue Jays providing the
thrills, it is easy to stay distracted.

The Fund

Even though spreads generally widened, there were decent opportunities to actively trade credit in September.
We played an aggressive game, but instead of swinging for the fences, we choked up on the bat and looked to
hit singles and doubles. In particular, Volkswagen’s debacle provided us with a unique occasion to trade their

credit from both the short and long side. We also pounced on the solid tone in long dated utility and pipeline

bonds, actively trading a couple of positions that contributed handsomely to September’s performance. These
timely hits coupled with an effective defence lead to a +1.68% return for the month.

The old adage ‘you can’t win ball games without good defence’ is our mantra for October. The tone in credit
markets remains weak, so caution is the order of the day.

Jan  Feb Mar  Apr  May  Jun Jul Aug Sep Oct Nov Dec YTD
N/A  229% 251% 127% 2.46% 0.25% 0.73%  (0.25%) 1.68% - - - 11.42%

The Algonquin Debt Strategies Fund LP was launched on February 2, 2015. Monthly returns ate based on 'Series 1 X Founder's Class' NAV as
calculated by SGGG Fund Services Inc. and are shown in Canadian dollars, net of all fees and expenses.
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Credit

After the dismal performance of credit spreads in August, we looked forward to a strong recovery in
September. It turns out credit batted ‘five hundred’. Spreads did narrow early in the month in spite of a wall
of supply, but reversed course as time wore on, closing modestly wider over the period. Contributing to the
reversal were unanticipated events surrounding Molson’s and Volkswagen. To be fair to Molson’s, their
bonds got sideswiped over the potential merger between AB InBev and SAB Miller, while Volkswagen got
caught trying to steal a base.

While the month did see an increase in bond supply, new issues were priced with extreme concessions, which
adversely affected secondary market spreads. As an example, we sold 8 year Bell Canada bonds at a credit
spread of +188. Two days later, Bell announced a new 7 year bond at a spread of +195. By the end of the
deal, the 8 year bonds we sold were trading around +205.

With a great deal of the year’s new issue supply out of the way, we expect that spreads will stabilize near
current levels. Having said that, we do remain wary of the fragile tone in credit markets.

Rates

The fact that the Federal Reserve chose to keep rates unchanged was not a total surprise, however, the ‘dot
plot’ revealed that one voting member felt that an ease into negative territory was warranted. This bombshell
helped spark another kerfuffle in equity markets, resulting in Janet Yellen clarifying her stance on the matter.
While she still foresees a rate hike in 2015, the market currently disagrees with that view and is pricing the
odds of it happening at less than fifty percent. As far as the Bank of Canada is concerned, we don’t believe 3
quarter GDP results will sway them one way or the other. It makes far more sense for the BOC to wait and
see which party forms the next government and understand the impact of the fiscal policies they will pursue
before making their next move. Our view is that the Bank of Canada will remain on hold, and that short end
rates will drift slightly higher over the next six months.

Go Jays Gol

The Algonquin Team
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Disclaimer

Algonquin Capital Corporation (“Algonquin”) is registered with the Ontario Securities Commission as an exempt market dealer, investment fund
manager, and portfolio manager.

This commentary is confidential and for authorized use only. Under no circumstances are its contents to be reproduced or distributed to the public,
media, or potential investors without written authorization. The information contained herein, while obtained from soutces believed to be reliable, is
not guaranteed as to its accuracy or completeness.

The information contained in this commentary is not investment or financial product advice and is not intended to be used as the basis for making an
investment decision. This commentary by Algonquin is not, and does not constitute, an offer to sell or the solicitation, invitation, or recommendation
to purchase any securities. No representation or warranty, express or implied, is made as to the fairness, accuracy, completeness, or correctness of the
information, opinions, and conclusions contained in this document. To the maximum extent permitted by law, none of Algonquin, its directors,
employees, or agents, nor any other person accepts any liability, including without limitation, any liability arising out of fault or negligence for any loss
arising from the use of the information contained in this commentary.

This commentary contains statements that constitute “forward looking statements”. Examples of these forward looking statements include, but are not
limited to, (i) statements regarding future results of operations and financial condition, (ii) statements of plans, objectives or goals and (iii) statements

of assumptions underlying those statements. Words such as “may”, “wil
“probability”, “risk” and other similar words are intended to identify forward looking statements but are not the exclusive means of identifying those

statements. Forward looking statements included herein are based on current expectations and beliefs and Algonquin disclaims, other than as required
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plan”, “estimate”, “anticipate”, “believe”, “continue”,
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expect”, “intend”,

by law, any obligation to update any forward looking statements whether as a result of new information, results, future events, circumstances, or if
Algonquin’s expectations or opinions should change, or otherwise. By their very nature, forward looking statements involve inherent risks and
uncertainties, both general and specific, and risks exist that such predictions, forecasts, projections, and other forward looking statements will not be
achieved. A number of important factors could cause Algonquin’s actual results to differ materially from the plans, objectives, expectations, estimates,
and intentions expressed in such forward looking statements. As such, undue reliance should not be placed on any forward looking statement.
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