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dﬁrmﬁm News

By Neil Mclver

Moving Forward

As predicted, U.S. markets had
a difficult January losing some
9% and revisiting the lows last
seen 7 émmrm ago, rmuﬁow,m
beginning to recover. From a
Technical (charting) perspective,
this type of market double
bottom or testing of the
previous lows, is a positive
indicator. It suggests that the
stock markets may have m::v\
priced in the current economic
Hmm_mg and a bottom may have
been created.

It's important to distinguish between suggesting that a bottom has
been created and suggesting a new bull market Am:or as the 1982 —
2000 bull market) is imminent. A bottom Eomm? suggests that the
downside is limited from this point forward. The next long-term
bull market will OHLV\ mm<o_ow when a financial recovery is well
::L.mmémv\ and with sufficient momentum to ignite earnings mmog\nT.
However, this fact does not %Nmo?Lm a recovery over the mﬂo@ term
in stock prices.

While there will continue to be a mwommw drum roll of Eommw?o news
out of the media and a certain amount of resulting fear in the
economy, there are indications that the seeds of a market recovery

have rmm:: to sprout.

Entry Point

We wimm ourselves on our mdmmwwbmm:w ﬁro:mrw and wwoﬁ&b an
unfettered and direct view of market. Those of you who m
followed our comments will know that we are neither mindlessly
w:vamLm positive, nor beaten into negative oObmoHB&J\ Tv\ a market
that has Emmw_% lost half it’s value.

ave

Taking the above into consideration and Hmmmw.&mmm of any short
term fluctuations, it's difficult to ignore that, from a _odm term view
of the market, now is a very attractive entry point.
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Wommam@ to Recovery

The mmﬁommm between interest rates of corporate bonds ?\an
wmwoo?om risk) versus interest rates of government bonds (with no
perceived risk) have finally begun to contract. When these spreads
widen it's an indication that investors expect a higher likelihood of
corporations memc_mﬂm on their debt orrmmmoﬂm. These spreads
vmmmb émLm:m:m n H:H% of '07 and wv\ November of ’08 had moved
into extreme ranges (over 600 basis points or 6%) at the height of
the panic. In the past, such contractions have been mva\ indications
of an economic recovery.

The TED mwammm is similar to the bond mm.wmmm mro/\m‘ but measures
the difference between at what rate banks will lend money to cach
other and that of the risk-free 90 Day Treasury bill rate. The TED
spread is an excellent indicator of the health of the global financial
system. [t rmmmﬂ to rise from just 0.5% in H:_% '07 and %mmrmm at
nearly 5% by October ‘08, which indicated a near collapse of the

lobal Wm:_&:m system. This mtﬁmmm has now wom:: to contract and
mmm normalized near the 1% _9\0_\ w:&ommﬂm that the banks no
_osmﬁ expect other banks to fail. It also suggests that the infusion
of liquidity by central banks globally finally began to stabilize the
system.

While it's not Ho@:mmmm for an upswing of stock prices over the next
several Eo:wrm‘ a recovery of corporate earnings mnoir will be
Hmm:?mm in order to generate a new bull Smmgﬁ At present
earnings growth is still declining, however the rate of decline has
slowed and has romzz to m*m_u%

L.m<m_owmm in Tmm?romwm\ wmordo_o@\ and consumer mwmw_mm.

ize. Pockets of resistance have

Macroeconomic data (retail sales, purchasing managers and
ﬁwomzoﬁo: L\mhnmv have yet to confirm that a recovery is ::L\mmém&\.
Like earnings mﬂodi”r however, the rate of decline in these areas has
slowed and has even wom:E to improve in a few. Two relevant factors
are; Tamw_% that due to lower real estate, oil and food, real &mﬁ@mmzm
income for consumers has stabilized. Secondly, the early signs of a
recovery Iin China are encouraging as the banks there are
m::omo:w:m well, with plenty of credit in the system. >L&¢o:m:%
there has even been a mam_w‘

materials from China.

mchmm.mm in ._”ro leam\ﬁm_. Oum, some raw

All of these indicators suggest that the equity markets hold little
risk and may well recover iom_% this year. The global economy
should hQOﬁmr and begin to improve by the end of 2009 or early
2010. Keep in B\ism that equities turn upward usually 6 to 9
months before the economic environment improves.




HiGH NET WORTH JOURNAL

HiGH NET WORTH JOURNAL

On ﬁro ZQHW

By Mark Hmmmv\ro

Parallel Universe

The credit crunch that r@mm:
over a year and a half ago has
had a massive impact on
consumers and businesses with
respect to their ability to
borrow. Governments in the
U.S. and the UK. have
observed this and have tried to
jump to the rescue. However,
these efforts have had very
little effect and could @HO_OSW
the lack of credit as well as the recession.

When governments look at the problem, their conclusion is that
banks are not _md&dm m:ozmr in order to get economic mwoiwr back
on track. In response, we have seen massive bailouts and infusions
of capital aimed at financial institutions. The idea is to expand the
size of bank balance sheets and increase the amount of omﬁ#& from
which banks make loans. These efforts rmmmd about four months
ago but have not made much difference. In _h.moﬁ some of the
thetoric from frustrated politicians suggests that banks are not
increasing their _mdnr:m. However, the truth is that the banks are
increasing loans (which is very unusual L:i:m arecession). The real
vﬁoz@g is that prior to the credit crunch, banks were OHL% @HOS&SM
about half of the needed r:m:ogm directly from their balance
sheets. The rest of the Tdmiobﬁ was coming from another source:
asset-backed securities that were sold to eager investors enticed Tv\ a
slightly higher rate interest in an environment where it was difficult

to ﬁﬁomzom investment income.

The credit crunch obliterated the asset-backed securities industry
A_Lummm were bonds that were backed rv\ mortgages, cars, credit-card
receivables, etc), which accounted for about $10 trillion of
financing in the U.S. in late 2007 according to the Federal Reserve.
Traditional wm:_ﬁSm provided direct loans of about another $10
trillion. In order to get back to the U.S. credit environment of two

years ago, banks would have to ramp up their _md&:m to a staggering
%NO trillion.

The whole area that used alternative methods of creating loans had
grown so significantly from its origin two decades ago, that it had
acquired its own name: the shadow banking system.[1] It allowed
traditional banks to remove loans from the balance sheet and sell

them to rmmmm T-:Lm‘ pensions, and endowments in the form of a

bond that would pay interest. In the process, the banks would ormHmm
mmm:mrom:_ﬁ fees while orgm:mﬁdm their risk exposure to the loans that
they created. This parallel universe began to collapse when borrower
defaults started to accelerate, beginning with mortgages in the U.S.
Investors who Vo:mrw these bonds realized that there was no market
into which to sell and wrm% were stuck with the paper.

The shadow rmb_&:m system needs an ocean of ém:mdm investors. The
Hmmrg is that there is ii:m:v\ no appetite for these kinds of
investments and it is ::EN@_% that there will be any for the remainder
of the credit ov\&m on\n_mm which tend to last for seven to ten years). In
rmrﬁ of this, can governments add m:OZmr capital, bailout mdo:mr
banks, or even temporarily nationalize enough banks to make up for
the $10 trillion T:m:&:m shortfall? The answer is no. It would
severely distort the financial markets for an entire generation and
impair economic mwoéwr for decades. Recent government efforts to do
this have only provided a fraction of the amount needed (one-fifth by
some measures) and it has m_ammmv\ caused political strife and public
outrage. Opportunistic politicians leaped at the chance to attach their
own unrelated projects to the rm:rgm rescue efforts and senior bank
officers have continued to award themselves massive bonuses while
r:ww:m corporate jets and other extravagant ﬁ@mrm with taxpayer
money. With just a fraction of the government om@#m_ needed to
Hmw_mom the loss of the shadow Tmb_&zm system, the rescue efforts have

mrmmmv\ @Ho/\mm to be almost mawommwr_m to monitor.

In the end, the amount of credit in the system will have to contract.
The downside is that this will slow the rate of economic growth and
temper the enthusiasm for v:v&:m up all sorts of assets with borrowed
money which helped to drive the prices of those assets upward.
However, credit contraction helps the economy by eliminating
companies that were only successful because financing was cheap and
readily available. In a more balanced environment, companies whose
strategies are not Lm@mdmcbw on the rwmf\ use of debt will emerge as

the new leaders and drive the economy towards recovery.

Qur Asset Allocated %OHKOTOm and our due &rmm:om process is
currently taking advantage of the changing landscape by investing in
sectors and companies that are able to survive and grow because of the
strength of their operations or their technologies and not because of
their ability to financially engineer results using debt.

QOOL HAN_‘HE@

By Karm Bhatti

RRSP - 2008

Deadline and Limit

Its RRSP season again and the
contribution deadline of ZO:LW%
March 2, 2009 is fast
approaching.
contribution limit for 2008 is
$20,000. There are three ways

to ensure that you make your
y y

The maximum

contribution in time:

Oromﬁw‘ r% mail

Send in your contribution in by cheque in the mail. Please notify us
that you have mailed a orm@:m so we know your contribution is on its
way. Ensure that the oramzm is made wmv\mr_o to “RPFL” and on the
memo line of the cheque please write “2008 RRSP Contribution”
Lastly, please ensure you mail the cheque leaving ample time for it to
reach us hL,_Ho:mr the mail.

Oromﬁw‘ in person

Stop by our office to drop off your cheque. As a reminder, we are
located on the 18th floor of 666 Burrard Street. Remember to rﬂw:m
your cheque book.

Transfer from your non-registered investment account

Your RRSP contribution may be made by a transfer of cash or
securities from your non-registered investment account to your RRSP

account. Please call me directly at 604-678-6563 with the details of

the amount you would like to have transferred and 1 will arrange this

for you.

Preserve mﬁm. Protect

By Tricia Mclver

ﬁ_oa-ﬂrﬂoﬂmr Investing —
Many Benefits When
Combined with your
Corporation and
Wrm_wﬁerOU%

Back in December 2006 I wrote
about the tax benefits of
investing in Ecékﬁrﬁo:mr shares
(or m_oéuw_:ocmr limited
wmizoamrwwmv\ and  further

benefits of Lc:m&:m these shares to ormﬁw&\. My article focused on an
investment made by you on a personal basis, but additional benefits may be

realized when the investment is made by a corporation owned by you.

To rim_ﬁ._v\ summarize, Ecélwrﬁc:mr shares are securities that are issued wv\
companies operating in the energy and mining sectors. What you pay to
the issuing company for the shares must be spent on mx@_camﬁc: and the
resultant tax deductions for those mx_u_ow,mﬂo: expenses must be
transferred to you. What you pay for the shares must be spent within 2 or
3 years, ensuring a write off of your investment over that same time mnmam\
however h&%wom:v\ the majority is spent and allocated to you in the first year.
Tax laws mandate that the value of deductions allocated to you reduce the
tax cost of your investment. Hence the cost base of your investment in
these shares is reduced to zero. When you sell these shares the sale price is

taxed as a omﬂ#m_ gain.

If you recall, in 2006 the Conservative Government eliminated tax on any
capital gain on securities donated to registered charities. So when you
donate your flow wrﬁo:mr shares to a mmmmmr&me ormih&\ you will receive a
donation credit for the market value of the shares yet you will not be taxed
on the gain realized on the deemed sale of those shares to the ormﬂw&\.

Your corporation can take mo?m:wmmm of the same favourable tax «cm:?m\
with an additional bonus. When your corporation invests in Eoéuwrwo:mr
shares, it too can deduct aNECwmmc: expense allocations against its
income. If those shares are then donated to a orm:&.&o your corporation
may claim a donation deduction and the omﬁ#m_ gain is eliminated. The
added bonus is the non-taxable portion of a capital gain is added to your
corporation’s Omw#m_ Dividend Account (a notional tax account created
under the Income Tax >o¢‘ which can be tma out tax free to you, the
sharcholder, as a Qmﬁ#& Dividend. This m@cow?m_v\ opens up a ?@a?:m
érmnmr% corporate omt#& may be _ummm out to you on a tax free basis. Asan
example, if you were to donate $50,000 of flow-through shares to charity,
the $50,000 capital gain (assuming the shares have a cost base of zero)
wimmcwmm r% the donation is not taxable as it is added to your company’s
Capital Dividend Account. Assuming your Company’s Capital Dividend

Account balance prior to this transaction was zero it may now pay out

%mO\OOO to you tax free.

A critical point to know is the balance in your corporation’s Qm_&w&
Dividend Account prior to the donation as this will impact the amount
available to distribute tax free. The calculation can be complex — so your
Accountant should be consulted on this issue.




