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What’s News

By Neil Mclver

I hope that the tone of
my column in this
month’s Journal is not
dismissed as too positive.
I wouldn’t want to be ac-
cused of running con-
trary to the endless
stream of Chicken Lit-
tle’s flooding various in-
formation mediums.

I'm excited about this
year and next. Change
creates opportunity and
opportunity fosters re-
newal. Before I continue I'll review an important point, which many
may already kn ow, but one worth mentioning again.

On Your Side

Qur advice is most]y devoid of the pressures often found in other
businesses such as those in the real estate business whose ]ol:n it is to
bring to market real estate and foster transactions. This sort of en-
vironment often dictates that one expresses a con s’cantly positive view
of the market. The same could be said of the rescarch clepartments
of large, usually bank-owned, broker-dealers. We are also unlike
those who sell stock market newsletters and are not &irectly respon-
sible to the individuals who follow their advice.

In contrast to these honourable economic pursuits, we have the ben-
cfit of a single (usuauy J[.idnciary) responsibility to our clients and
their financial Well—ljeing. We don’t need to generate transactions, we
don’t have an investment banlzing arm (})y clesign), and we don’t need
to sell the hottest stock idea.

The purpose of our commentary is simply to illuminate the market
and economic topography for our most important constituency, our
clients. Like a trial lawyer before the unknowable verdict is read, we
gain no aclvantage by unnecessarily raising client expectations.

History Lessons

If we were to look back and consider our market position two years
ago, in 2007, there was clearly much more risk and much less op-
portunity than today. Real estate and home prices were unattainable
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})y many and there was no real al)ility to L)uy and rent real estate to
cover loorrowing costs and generate a profit. The major international
stock markets, excluding the commodity sector, had experienced lit-
tle or no growth over the previous eight years; yet large U.S. invest-
ment (J,eafers were announcing record profits. At the same time, we
were told that securitization (the cl’xopping up and broad distribu-
tion) of rislzy debt would forever moderate the credit cycle for every-
one’s benefit.

Fast forward to today and Americans now understand that real es-
tate can actuaﬂy go (f:)wn in price. The spectacular and related fail-
ure of risky securitized debt virtually cut the equity markets in half
and collapsecl the price of corporate bonds.

But all markets correct, eventually reaching a point of maximum
pessimism. History suggests such pessimism does not last forever.

Risk and Reward

Because the market is trading, to an extent, })eyond Jr.unclarnentals,
there is a value in examining anecdotal evidence of the larger mar-
ket sentiment. In doing so there isa growing list of signals which in-
dicate a recovery mayi

the dips again, rather than sell into rallies as they've done over the
past 18 months. The volume of home sales in the U.S. is starting to
increase in some areas as investors look to take advantage of de-
pressed prices (a classic bottoming signal). HSBC was able to raise
over $17 billion in an equity fin ancing and the well—respected RBC
Asset Management is estimating a total return for the S&P 500 of
399% and 309% for the TSX over the next year.

e developing. Investors are tending to buy

While I hope RBC is right, I would suspect that we may see another
low cleveloping in June and then again in October until we've exor-
cised the majority of our demons.

You won't see us with pom poms just yet regarcling this market, but
clearly optimism is deve oping. While blind optimism has little
value, I also don’t know a single successful businessperson who isn’t
an optimist.

Clearly the risk/reward equation is tipping toward reward.
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On t11e Marlz

By Mark Jasay]zo

Notorious A.L.G.

It was 1994 and a financial in-
dustry friend and I were driv-
Whistler one

morning discussing a number

ing up to

of companies that appealed to
us as value investors. We didn’t
agree on everything, but there
was one company whose merits

ancl tracle record were so bl‘il—

liant that we were in full agree-
ment with respect to its future

investment potential. That company was AIG.

AIG was the pioneer in bringing insurance to emerging markets, es-
peciauy China. In fact, AIG was founded in Shanghai in 1919. It
wasn't until the communists advanced upon Shanghai in 1949 that
AIG finally moved its head office to New York. In the ensuing years
AIG used its international experience to expand to other countries
and developed its operational expertise to become the premier
provider of property and life insurance. Its ability to manage under-
writing risk fuelled a steady but conservative growth in the Com-
pany’s value. Then, as China opened up again, AIG capitalized on its
pedigree to gain very early entry, further burnishing its reputation as

the leader in global insurance.

Fast forward to the present: AIG has been bailed out to the tune of
over $170 billion, employees are still recelving multi-million dollar
l)onuses, and the dept}l of the prolalem continues to be obscured ljy
the Company’s toxic asset-infested balance sheet.

What went wrong?

AIG got involved in the business of provid.ing insurance against the
default of bonds. There were a few issues with this. First, this business
grew rapidly and began to significantly affect the Company’s income
statement. Second, AIG had no expertise in this. Again, their repu-
tation was made in property and life insurance. Institutions that were
experts in bonds were thrilled that tlley could l)uy bond insurance from
an Insurance company with no track record in bond clealing. Third, this
business violated a critical principle of insurance: insurable interest.
You and I should only be able to buy insurance against something that
affects us. However, anybody could buy bond default insurance from
AIG. Without insurable interest, insurance becomes a direct form of
gambling. Essentially, AIG had become a horribly-run casino where
gamhlers could make windfall profits.

The automatic reaction was to save AIG with a bailout. The $1 70 bil-
lion total reflects three separate bailouts. The argument is that an AIG
failure would destabilize the global financial system. AIG and Wall
Street lolobyists also made the argument that the personnel responsiljle
were needed to help unwind the mess. Many of these people were sig-

nificant recipients of the incendiary bonuses.

As someone who has been in the investment inclustry fora couple of
decades, the government and regulatory responses surprised me. One
of my reference points with respect to incidents like this was the fail-
ure of Barings Bank in 1995 when unsupervised rogue trader Nick
Leeson was successful in hiding accumulating losses until the total
reached over $1 billion (notice how the dollar amounts have changecl
in 15 years). There wasn't even a sliver of consideration of permitting
Leeson to stay and help clean up the problem. Ins’cead, the focus was
to remove him immec].iately so that he couldn’t manipulate the situation

ancl cause more harm‘

In contrast to the micl—l()()Os, we are seeing policy decisions that reflect
the bubble market era thinking of the last ten years. There is still some
willingness to hand the lzeys back to those who were responsi]ole, be-
1ieving that the rocket scientists who clesignec]. risky complex invest-
ment products are the only ones we can trust to fix things.
Government officials are still swayed Ly the pleas from Wall Street
warning that the geniuses will leave if they don’t receive lucrative
bonuses (tllis belies the fact that there are masses of unemp]oye& Wall
Street workers and a constant stream of new mathema’cicauy talented

university grac].uates 1oolzing for jobs).

In a previous column I discussed the need to get new policymakers who
don’t have l)aggage associated with playing a role in the creation of
world’s current financial problems. There has still not been much
progress on this front. However, in response to public anger, there is fi-
nauy some incentive to remove some of the implica’cecl corporate lead-
ers. U.S. Treasury Secretary Timothy Geithner (WllO has some Laggage
of his own) announced that he will look at removing the senior man-
agement of any bank recelving ‘exceptional’ aid, as the Treasury De-

partment worded the statement.

The AIG bonus brouhaha has also set a prececlent in terms of puLlic re-
sponse to questional)le government action. Further news of excessive
bonuses paid to the usual recipients will increase the career risk of

elected and appointecl officials. As aresult, instances like this will lilzely
subside.

The increased focus on replacing policymalzers, on replacing senior
bank management, and on euthanizing institutions that have sold their
soul to the world of toxic investments before t}ley can issue bonuses in-
dicate that there is some progress being made towards a better glol)al fi-
nancial model upon which markets and economies will be able to grow

again.
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GOO(l Karma

By Karm Bhatti

Hig’h Net Worth Weelzly

April 1st, 2009 marked the sec-
ond year anniversary since our
launch of the High Net Worth
Weekly. As most of you are aware,
this email—only publica‘cion is de-
signed to keep you informed in a
quick fashion. This is achieved
tllrough both Neil and Mark’s

market related commentary. In

addition, Tricia provides profes-
sional suggestions and recommen-
dations for wealth preservation and provide a market summary for the
traoling (lay as well as the Heatmaps which track porh(olio performance,
If you are not currently receiving this email publication and would like
to, please email me directly at karm.bhatti @ rpfl.com.

Tax Deadline Reminder

This year’s tax deadline is on Thursday April 30th, 2009. The volume
of tax slips and summaries can be overwhelming,. If you feel that you are
missing anything please call me directly at 604-678-6563. Please keep
in mind that we do not mind speaking directly with your tax advisor and

providing them with the necessary information.

Preserve and Protect

By Tricia Mclver

Income Splitting

An end goal at tax time should be
minimizing the collective annual
tax bill between you and your
spouse. For those of you who are
retired, the new strategy of split-
ting pension income is very ef-
fective.  This allows you to

allocate up to 50% of your qual-

i)cying pension income to your

spouse. The purpose is to equal-
ize the reported taxable income
between you and your spouse to ensure the lowest tax brackets of both of you

are utilized, as well as minimizing the impact of the age credit reduction and

the OAS claw back.

For those of you who are not retired, pension income splitting is ol)viously
not available, but there is an opportunity to split investment income. This
may be accomplished by way of a spousal loan. Under normal circum-
stances, where you transfer capital to your spouse and he or she uses that
money to purchase investments, the income (interest and dividends) and
capital gains earned on that capital is attributed back to you and must be re-
ported on your tax return. However, where you advance a loan to your spouse
and where interest on the loan is paicl l)y January 30th following the calen-
dar year end c].uring which the loan is outstancling, the attribution rules
should not app]y. The interest rate that is applicable to the loan is the pre-
scribed rate set })y CRA at the time the loan is advanced. Currently this
rate is 1% - unprecedented in recent history. This provides an excellent
opportunity as realized income and gains (i.e. that which is reportec]. on your
return) typica”y exceeds this 1%. The spread between the realized rate of
return and the 19 interest on the loan is effectively transferred from you
to your spouse. The rules relating to spousal loans must be followed very
care{uﬂy to ensure the intended tax result is achieved, and I would be very
happy to discuss the rules in greater detail with you. I also strongly en-
courage you to discuss this alternative with your accountant prior to imple—

menting a loan.

CRA administration made easy — Epass Canada
Epass Canada is the Government of Canada’s electronic service that allows
individuals and businesses online access to government services, inclm‘ling
accessing tax information from the Canada Revenue Agency (CRA).
Through CRAs My Account you may access and manage personal and
l)anlzing information, and details relating to your tax returns, benefit pay-
ments, financial information and RRSPs. A few examples of what you can
access through Bpass include:
* Access to coples of your last 7 years' returns
* Netfile access code, required to electronically file your return
- Carry-over amounts such as unused capital losses and unused chari-
table contributions
* Instalment information; what you are required to pay and what you
have paid
- For those of you with margin accounts, ensure you deduct interest paid
on these accounts. The interest paid by you may be found on the Sum-
mary accompanying a 15 or T3 slip.
* Your RRSP limit and unused contril)utions, and details relating to
your Home Buyer’s Plan and Li{elong Learning Plan

You may also authorize a representative (typically your accountant) to deal
with the CRA on your behalf. The Represent a Client service will allow an
authorized third party to access your tax information and in certain cir-

cumstances request cl]anges.

CRAs My Account and Representa Client services provi(le afastand easy
way for you and your representative to manage your tax account. For fur-

ther information about these services, and detailed instructions regarding
registration, visit the My Account website at www.cra.ge.ca/myaccount.
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_ Insurance services are offered through Richardson Partners Insurance Services Inc. in BC, AB, MB, ON, NWT.,
In Quebec, Insurance services are offered through Richardson Partners Insurance Services (Quebec) Inc. Affiliated with Hub Financial Inc.
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