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Wliat’s News

By Neil Mclver

Cliallenging' Year

The sul)—prirne mortgage melt-
down and resulting credit crunch,
in conjunction with the dramatic
rise of the loonie, have togetller
conspired to make 2007 a
challenging year for all portfolios.
However, tl'irougl'iout the year, our
careful asset allocation process
worked nicely to reduce risk and

While the

markets provide the pertormance,

lower Volatilityi

we manage the risk.

The question as to whether or not the U.S. will fall into a recession is very
much up in the air. Currently, the bond market is signalling that it believes
the economy will slow signiticantly. Conversely, the equity markets appear
to believe that the slowdown will be short and shallow. Typically, preceding
a recession we would experience rising unemployment, negative ]'ot) growtli
and rising inventories of unsold goods. However, presently the U.S. is
experiencing jot) growth and stable inventories. It also appears that talling
home prices l'lave, thus tar, not yet (lampenecl consumers' enthusiasm to

spen&t All eyes on the U.S. consumer

Prime Minister and the Dollar

Recently I participated in a twelve person economic/business round table
with Prime Minister Harper. I was impressed with our Prime Minister's
deep and broad knowledge of the economic challenges facing Canada.
However, I was surprised that a number of the other business leaders in the
room had questions of the PM on the price appreciation of the Loonie. The
flawed basis of these questions, mostly from CEO's of large well known
pulalic resource corporations, was that the Prime Minister (or any
politician) can directly influence the price of our dollar internationally.
They can't for obvious reasons, the least of which is that it trades in a global
free market with complex influences upon it. That said, both technical
(cl'iarting) and fundamental research suggests that the Loonie should
remain tiigti for the foreseeable future.

Socialism
The U.S. Administrationys recently allllOl'lllCeCl Alice il] Won(lerlan(‘l
bailout of potentially over 1.2 million liigti risk mortgaged home owners
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sounds more like something the Oprah/Obama campaign would come up
with, rather than sometliing from the Party supposectly tirlnly rooted in
free market principles. As one Canadian columnist put it "Capital markets
without losses is like religion without Hell". Simply put, if you bail them
out today tliey will engage in risley behaviour tomorrow. Worse, the next

time there is a crises, tlley will feel entitled to a government bailout.

Into 2008

Going into the New Year, the larger picture will continue to be coloured l)y
the U.S. liousing correction and the gloljal credit crunch. Toa great extent
the difference between the U.S. talling into a recession (which would
decrease glohal growtti signiticantly), and a more shallow economic
slowdown will be determined tJy whether or not the U.S. Federal Reserve
ljegan cutting interest rates early enougli. The Fed clearly did not foresee
the cleptli of the liousing fall or the credit crunch and it's possil:)le that tliey

may indeed have l)egun to react too late to forestall a U.S. recession.

Like all credit crunches, this one will pass and there is some indication
that the worst news is tinally surtacing now. Both U.S. and Canadian
corporate balance sheets (outsicte of financial stoclzs) look strong. Most

baseline economic forecasts call for moderate growtli and mild inflation

through 2008.

Of all the major equity markets, the U.S. equity market potentially holds
the best value (lowest price earnings ratio) and growtli opportunities. The
European equity market ranks number two in terms of attractiveness. The
caveat to this is the potential for continued strengtli of the Loonie against
the Euro and weakness in the U.S. dollar, which devalues all U.S.
denominated assets. We have successtully used gol(t to tleclge this risk in
the past and we will continue to do this in the future.

Houselzeeping

Tllrougl'i the Christmas lioli(lays we will maintain a skeleton crew to lielp
with any service related issues or answer any questions. However the office
will be closed entirely December 24«tl1, 25th and 26th as well as January
1st. Our Higtl Net Worth Journal will next be puljlislied in February asit's
not pul)lislietl January, ]uly and August.

Merry Christmas
Merry Christmas to you and your talnily and all the best in 2008!
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On the Marlz

By Mark ]asayleo

A Bear in a China S}IOP

Bconomic news coverage on China
over the last few years has focused
on clramatically rising financial
asset and real estate prices, as well
as the export boom primarily to
the U.S. as China because the
world's low cost and low wage

manu{acturing centre.

While traveling in China during

Noveml)er, 1 was al)le to malze a

number of observations with
respect to the current economic
climate and what they might mean for investment returns for Chinese

companies and international companies that have a significant commitment

to China.

On previous trips to China there were indications that economic progress had
so much momentum that the signs ofa 1ate—stage economic advance were no
where in sight. Now that the bulk of the economic advance appears to have
occurred, two new aspects were evident; rising inflation and a slowing real
estate market. In addition to prices for consumer gooc].s marketed to those
with discretionary spenrling potential (still a minority), food prices are
noticeable higher. Seconcuy, the price of real estate has levelled off. More
strikingly, in talking with local Chinese real estate agents, the sales of new real
estate are only a fraction of last year's levels (it is common to see dozens of
agents working in open-air street side kiosks in many of the cities, so the

research is easy).

As China is still an emerging economy, a recession in the near term is
extremely unlikely. However, there are concerns as to how well China is
equippecl pohtically, economically, and financiaﬂy to deal with a slowdown.
There are massive gaps between the wealth in the cities and the poverty in the
countrysicle, causing increased social and political tensions.  From an
economic perspective, the amount of origina] research and clevelopment in
China is almost nil compared. to North American and Western Europe. Asa
result, the true organic economic value created from this source is not
available to cushion clecreasing malmfacturing output. Finally, the Chinese
banks and the investment markets, which were considered very shaky five
years ago, received a reprieve from the huge dose of glol)a] liquidity emanating
from the U.S. Now that tide of financial ]iqui(lity is in retreat.

In China, the political, l)ureaucratic, and corporate structures are top—down,
but also &esignec]. to diffuse responsibility just in case things go wrong. Itis
not an environment that incubates the strong ]eaclers]lip that is require(l when
challenging times arise. Although they are impressive in many respects,

Chinese companies will be especially vulnerable to any slowdown, ]eacling to

more volatile allll wealzer s]lare prices {Or t]mse companies as weH as foreign

companies relying on China for a signi{icant part of their revenues.

The conservative nature of our Asset Allocated portfolios has Iaept our clients
out of clirect]y investing in Chinese companies. However, we do hold a number
of Canadian companies that do business in China and our due diligen ce process

is keeping a close vigil for any adverse effects.

Sincerely Saleena

By Saleena Vellani

Year End Tax-Loss Selling

Recently we may have been in
touch with you via email or
telephone regarcling some
recommended year-end tax-loss
selling. There are a number of
reasons why this is a good idea
generally and in this particular year
specifically; Half of your net
capital gains are taxable at your
marginal rate. Capital gains are
generatec]. when you sell a security

for more than it was purchased for

or potentially simply l)y owning
mutual funds (which are buying and selling on your behalf).

These capita] gains may be off-set with capital losses. One of the most
effective year-end. tax planning strategies is tax-loss seHing, which will
reduce your capital gains. This year, capital gains were very likely
crystallized when your portfolio was rebalanced in the spring. Since then,
the phenomenal rise in the Canadian dollar has resulted in losses on U.S.
dollar denominated assets, strictly based on the currency difference. These
securities may be the most effective to sell in order to generate the losses.
These positions should then be repurchasecl to maintain the asset

allocation structure.

However, simply selling a stock to trigger a loss, then buying it back is less
than 30 clays is considered a "superficial loss" Ly CRA, and the loss will be
denied. Accordingly, these securities will be repurchased early in the New
Year after the 30 d.ay period has expired.
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GOOd Karma
By Karm Bhatti

Taxes on Mutual Funds

In some of your Asset Allocated
port{olios we have used mutual
funds, in conjunction with indexes,
as vehicles to own specific parts of
the market place. Because the
markets were generally strong for
the first four months of the year,
many mutual funds genera’cec].
capital gains early in the year, on]y
to see the value of the funds fall
after this. As a result, many funds

may pass on taxable capi’tal gains and dividends to unit holders even
t}mugh the fund has not yet provi&ed a proﬁt.

All mutual funds must distribute 100% of their income and capital gains
to unit holders each year to ensure that no tax is payal)le ]oy the fund itself.
The amount each fund distributes to unit holders will vary year to year and
from fund to fund.

For example, the RBC O'Shaughnessy Funds (Canadian, U.S. Value and
U.S. Growth) will have 1arger distributions this year which is due to their
periodic re}Jalancing. While 2007 has been relative]y poor year in the
markets, these profits were taken earlier in the year while the markets were

rallying upwards.

If you own mutual funds please be aware that these distributions are taxable

in regnlar investment accounts. These distributions are not, however,

taxable within registerec]. plans such as RRSP's and RRIF's.

Preserve an(l Protect

By Tricia Mclver

Conflict is a normal part of life,
and often a normal part of
death. When we die, we leave
z 4 our family and friends to deal
7= with a state of affairs that is a

mix of emotions, persona]
relationships and money.

3 Sometimes, unfortun ately, that

mixture turns rather toxic

resnlting in conflicts.

As with many issues in life,

proper thonght and planning

can go a 1ong way to provi(le a roa(].map for a smooth and uneventful
journey. Planning to prevent conflict should, as a matter of course, be
part of your estate planning. While &ra{ting your Will, ask yourself the

following questions:

" Does my executor have the necessary abilities to administer my
estate?

" [s my executor goo& at Worlzing with the heirs of my estate?

= What role should my executor take in reso]ving conflict in my
estate?

= Wil my estate provide for ol)ligations to my {amily and others?

® What are the expectations of my J[.arnily and others in giving
out my wealth?

" Does my Will allot my wealth to my heirs in clear, unaml)ignons

terms?

Answers to these questions will give you insights into how to avoid

conflict in your estate and will help direct your decisions in that regard.
What can you do to prevent conflict from arising?

Develop an appropriate Will: Keeping your Will current should help
minimize conflict among your heirs. Your Will should be reviewed every
5 years or on the occurrence of major life event (marriage, birth of a

child, clivorce).

intentions, in precise language.

Your Will should contain clear expression of your

Choose an appropriate Executor: Your executor should be willing and
capal)]e to administer your estate, and 1cnow1e(1gea1)le about your financial
affairs and who your professional advisors are. Your executor needs the
inclination and ability to take on and resolve complex issues. As well, your
executor should possess soft slziHs, those skills needed to eﬂ.ectively
communicate, to build consensus, gui(le heirs in ma]eing decisions and
fos’tering and preserving good relations}lips. A weak executor will invite
conflict tl'n'ough lack of lea&ers}lip, direction and action.

Direct your Executor in how to handle conflict: Provide direction for
conflict resolution, such as seelzing the help of professional advisors,
mediators or a trusted friend. Where more than one executor is
appointed, a more direct approach may be to appoint an odd number of

executors and state that a majority wins.

Proper]y address your 1ega1 ol)]igations: Ensure provisions exist to retire

debts and to provide for those who depend on you for financial support.

Prepare a "Letter of Wishes": Write a letter to your family setting out
your intentions and your reasons for those intentions. Provi(ling
rational for your decisions will help heirs understand and accept your

intentions, and hopefuﬂy avoid a few noses from getting out of joint.

Estate p]anning can be an arduous and difficult process - but it doesn't
have to be. Careful tllought and consideration, and Worlzing with your
professional advisors can make the process easier and effective. If I can
be of any help in this regard, please do not hesitate to call me at 604-
678-6565 or clrop me a line at tricia.mciver@rpﬂ.com.









