canadianfundwatch.com The Fund OBSERVER August , 2009
canadianfundwatch.com The Fund OBSERVER Mid-July, 2009
We need a 2009 Investor Town Hall now! See info on the 2005 Investor Town Hall at.

http://www.osc.gov.on.ca/Investor/Forum/TownHall/th 20050531 audiocast-transcript.pdf
Note the lack of progress after 4 years.

IIROC Notice 09-0172 Rules Notice — Guidance Note — Sales Practice Obligations Relating to
Leveraged and Inverse. Exchange-Traded Funds
http://docs.iiroc.ca/DisplayDocument.aspx?DocumentiD=E786 AB09D19F41B5A63E496352FF
040C&Language=en Read also Leveraged ETFs may be dangerous to the health of your
portfolio http://www.investored.ca/investments/mutual-funds-and-exchange-traded-
funds/Pages/leveraged-ETFs-may-be-dangerous-to-the-health-of-your-portfolio.aspx

Do you have any idea how cheap stocks are? Wall Street is now being called Wall Mart
Street — JayLeno

, . YOUR PONZI SCHEME
Mike M@J\CL\ o | COST INVESTORS
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Why brokers ignore closed- end funds



http://www.osc.gov.on.ca/Investor/Forum/TownHall/th_20050531_audiocast-transcript.pdf
http://docs.iiroc.ca/DisplayDocument.aspx?DocumentID=E786AB09D19F41B5A63E496352FF040C&Language=en
http://docs.iiroc.ca/DisplayDocument.aspx?DocumentID=E786AB09D19F41B5A63E496352FF040C&Language=en
http://www.investored.ca/investments/mutual-funds-and-exchange-traded-funds/Pages/leveraged-ETFs-may-be-dangerous-to-the-health-of-your-portfolio.aspx
http://www.investored.ca/investments/mutual-funds-and-exchange-traded-funds/Pages/leveraged-ETFs-may-be-dangerous-to-the-health-of-your-portfolio.aspx

—Closed end funds are a lot like conventional, open-ended funds. They hold a diversified
portfolio of stocks, chosen by a fund manager who gets a fee for his or her services. The key
difference is that open-ended funds stand ready to sell new fund units, or redeem existing fund
units, on demand. If a broker sells you a closed end mutual fund, they may charge you a 2%
commission. (Individual brokers get to keep perhaps a third of the fees and commissions they

bring in.) But the broker won’t earn another

years later. On the other hand, if a broker sells you a conventional mutual fund, the broker can
earn a steady stream of yearly trailer fees of 0.5% to upwards of 1.0%. Sometimes they get an
immediate back-end load of up to 6% of your investment.

So you shouldn’t be sur girmianalgstdrespordsothesbr ok er s

incentives by favouring open end mutual funds over closed ends. These types of situations

happen in many jobs and professions, not just brokerage. To succeed as an investor, you need to
stay alert for these conflicts- of- interest. You need to keep in mind that some brokers will

resolve them by favouring their own interests over those of theirclients.. . I Sour c e:
http://www.tsinetwork.ca/daily/mutual-funds/why-brokers-ignore-closed-end-
funds/?magsc=E06%2F23%2F09+12%3A39+PM

AGF takes a few body blows

Mutual fund and wealth management company AGF Management Ltd (TSX: AGFb.TO)
reported a drop in quarterly profit as the global downturn sent investment revenue lower and
provisions for bad loans surged. AGF, Canada's third-largest publicly traded fund manager,
earned C$17.2 million ($15.0 million), or 19 Canadian cents a share, in the second quarter, ended
May 31, down from C$44.0 million, or 49 Canadian cents a share, a year earlier.

Total consolidated revenue fell to C$143.5 million from C$194.3 million. Assets under
management (AUM) dropped 27.7 percent to C$37.4 billion as volatility rattled global markets.
Mutual fund assets fell 27 percent. Provisions for loan losses at AGF's Trust unit rose to C$14.9
million from C$3.4 million a year earlier. The amount of money the company set aside to cover
bad loans was also up from the first quarter, a sign that AGF may be suffering as much as its
unitholders, who are struggling to pay back their mutual fund loans. Read Borrowing to Invest at
http://www.0sc.gov.on.ca/Investor/Resources/res_borrowing-to-invest_en.pdf

How much time did the Sentry Select fund IRC spend on evaluating the restructure?

From the SDT.un financial statements we note that IRC expenses ran $7763 for Q1 2009 vs.
$7309 for Q4 2008, a difference of $454. If we assume this incremental cost is 100% due to time
spent on restructuring evaluation then we can do some arithmetic. Since the IRC is composed of
3 members, and if we assume an hourly rate as low as $100, then each member spent all of 1.5
hours concludingthati t * s f a iable fax axfek reducticmn of gust 0.25% to forgive a loan

of $24,000,000We '’ d | ove to see the minutes of t hat

expenses related to the review of the proposed restructuring, how did they do it so economically
when CIBC World Markets needed $250,000 to provide their Fairness opinion?
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http://www.tsinetwork.ca/daily/mutual-funds/why-brokers-ignore-closed-end-funds/?mqsc=E06%2F23%2F09+12%3A39+PM
http://www.tsinetwork.ca/daily/mutual-funds/why-brokers-ignore-closed-end-funds/?mqsc=E06%2F23%2F09+12%3A39+PM
http://www.osc.gov.on.ca/Investor/Resources/res_borrowing-to-invest_en.pdf

New Book: Gimme My Money Back our Guide to Beating the Financial Cridig Ali Velshi
This book shows how the markets work and how to be involved, how to calculate personal risk
tolerance based on personality, goals, age and years from retirement, how to avoid losing money,
and how to use mutual funds, index funds, stocks, ETF; s, bonds, and other investment vehicles
to speed up readers own personal recovery. Includes model portfolios to get you started right
away. GIMME MY MONEY BACK is a straightforward guide to understanding how we got
into the mess we are in, with concrete, simple, proven steps to get you out of it. ISBN:
0981453562, Paperback, 2009/01/01, Sterling & Ross Publishers, Inc., 156 pages

20 Guiding Principles for Investment Success: Knight Kiplinger is the editor-in-chief

and acolumnistforKi pl i nger 0s Pomeobtiertbdglthre®’i nanc e
money magazines. In the June issue, Kiplinger offered an investor’s

manifesto, a list of twenty guiding principles for making smart investment

decisions. Visit http://www.getrichslowly.org/blog/2009/04/03/the-
fundamental-rules-of-investment-success/

Good advice from Rudy Luukko -fees suck the life out of m/m funds

O 88!111TCc xEOE Ol AGEET ¢ 1 Al A Qdyithd fraler feed[de h £OT A
commissions]that they pay to brokers and dealers, or eliminating these fees altogether.

Dynamic suspended its trailer fees on money market funds, effective April 1. Others, like

Fidelity Investments Canada, are cutting trailer fes temporarily so dealers share in the fee

reductions required to maintain positive returns for investors.Trailer fees aren't the only

revenue stream drying up for commissioned brokers and dealers. Fund companies are also
announcing halts to their previows practice of paying deferredsalescharge commissions

on sales of money market fundgcan you believe itDSC on a m/m fund!]

The firms that have eliminated DSC payouts on these funds include AGF Funds Inc. Effective
June 15, the DSC payable to brokersliakick in only after the investor switches the money
market fund to a longterm AGF fundOn the bright side, the yield squeeze on money
market funds is shaking out some of the excessive charges that investors have borne over
the years, such as directlyr indirectly paying sales commissions to hold what amounts to
a cash substituteThere are other good alternative parking spots for cash, such as online
premium savings accounts. If you are still willing to consider money market funds,
remember that lower fees translate virtually dollar for dollar into higher yields. So shop
around. There's no need to settle for fees that are only temporarily chea@:He yield this
week on a oneyear federal treasury bill was a little more than 0.%%6. That's much lower
than the median management expense ratio (MER) of 0?8 for Canadian money market
funds.] Source: Toronto Star, June 28, 2009


http://search.barnesandnoble.com/booksearch/results.asp?ATH=Ali+Velshi
http://www.amazon.com/exec/obidos/ASIN/B00005N7R5/ref=nosim/foldedspaceor-20/
http://www.getrichslowly.org/blog/2008/09/22/which-personal-finance-magazine-is-best/
http://www.kiplinger.com/magazine/archives/2009/06/knight_kiplinger.html
http://www.kiplinger.com/magazine/archives/2009/06/knight_kiplinger.html
http://www.getrichslowly.org/blog/2009/04/03/the-fundamental-rules-of-investment-success/
http://www.getrichslowly.org/blog/2009/04/03/the-fundamental-rules-of-investment-success/
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http://ww_w.share.ca/files/Mutual_Fund_Voting_Report_2009.pdfutual funds are
becoming increasingly aggressive in voting against company management and using
annual general meetings to push socially responsible agenddtss a relatively
positive sign that showssome movement toward a more critical approach to
managementSHAREeviewed mutual fund proxy voting habits in 2008, and found
that while most funds still voted with management 90% of the time, they were
more likely than common shareholders to vote in fagur of shareholder resolutions
at annual general meetingg funds supported resolutions 7.8% of the time versus
6.9 % for other shareholders.Fidelity Investments voted with management at
almost every opportunity over the past 3 years, supporting just 0.2 of
shareholder proposals(Meritas 40.0 %).

These are proposals put forward by shareholders that implore the company to make
changes such as capping executive pay and changing the composition of boards to
include more women directors.While the changein support for a company's slate of
directors fell only slightly z to 95.5% approval in 2008 from 96.53 in 2006z Laura
O'Neill, director of law and policy for the Shareholder Association for Research and
Educationsaid the decrease is indicative of a widr trend in mutual fund voting

habits.

O# AT AAEAT O AAPAT A 11 1 OO0AT EOT A AT i bBAT EAC
and studies have shown repeatedly that careful proxy voting adds value and

manages risk for investorsAt this time of battered financial markets and depressed
shareholder value, it is a positive sign that more funds are challenging

i ATACAT AT 000 ETTA T1T OEA AATTT1086-1 00 OEAC
back as investors vote withmanagement, but the last year has seen higirofile

victories for activist funds. Meritas Mutual Funds propose® major Canadian banks

give their shareholders a say on pay for executives last year, and after an initial

setback the proposals have been accepted by powerhouses such as Royal Bank of

Canada andhe TMX Group IncSource: Steve Ladurantaydsunds take greater role

as activists Globeand Mail, Jure 29, 2009 pg B7

“Our funds’ performance is getting better and better but not fast enough to prevent it from
going from bad to worse” Zoverheard at Eatan Centreg Toronto

What is the Modified Dietz method of calculating returns?

The Modified Dietz Methodks a method of evaluating a portfolio's return based upon a time
weighted analysis. |It’s a more accurate way t
geometric return method. This is because the Modified Dietz Method identifies and accounts for

the timing of all random cash flows while a simple geometric return does not.


http://www.share.ca/files/Mutual_Fund_Voting_Report_2009.pdf
http://www.investopedia.com/terms/m/modifieddietzmethod.asp

Visit http://www.cifunds.com/insightc/personal_rates.htm for a good explanation
and sample calculation. WARNING: Some math requirdd.June 1998, the
Investment Funds Institute ofCanada ("IFIC") announced that its Members agreed
upon the modified Dietz asa standard method of calculating an investor's personal
rate of return. IFIC Members who choose to provide personal rates of return as a
value added service will use the new methaology and adhere to standards of
presentation determined by IFIC Sadly, too few dealers choose to provide this
fundamental information.

Canadian investorsare almost all united by one puzzling, monthly ritual that leaves
most frustrated and perplexed.It goes something like this:
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investments.
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Investors can get a glimpse at the clarity obtained through this new reporting style
by using the free rate of return calculator on the showmethereturn website. By
entering their opening balance, the dates ofeposits or withdrawals, and their

ending balance, the calculator will display the actual rate of return they made during
that period.

http://www.secondopinions.ca/showmetheret urn/showmethereturn.html

Who wants to hear fund analysts speak?

-Anonymous

Crown Hill reassessing situation after investors raise voices



http://www.cifunds.com/insightc/personal_rates.htm
http://www.secondopinions.ca/showmethereturn/showmethereturn.html

On June 30, 2009 Crown Hill Fund (the "Fund™) announced that the special meeting of the Fund
held on June 29, 2009 to consider the first step in the reorganization of the Fund (the
"Reorganization™) was adjourned to 4:15 p.m. on Monday, July 13, 2009 (the start of the annual
summer vacation period). The first step in the Reorganization involves the formation of a joint
venture between the Fund and its manager, Crown Hill Capital Corporation, that will hold the
management rights to the Fund and the Citadel Group of Funds (TSX listed closed-end funds),
once the Reorganization is complete (the "Related Party Transaction").Securities regulators,
brokers and investor advocates have rightly expressed concerns about the Reorganization,
including disclosure relating to the Related Party Transaction. The Reorganization, including the
Related Party Transaction, will not proceed until the concerns of the securities regulatory
authorities are resolved. It sounds like the TSX listing at least will remain intact.

On June 4, 2009 the firm had issued a News release indicating plans for the acquired Citadel
funds. There would be a reorganization, mergers between funds with similar investment
objectives, a delisting of the units from the TSX to the obscure Canadian National Stock
Exchange (which would be done without unitholder approval) and a complicated deal as to how
the cost of the Citadel acquisition would be paid. Additionally, a special meeting of Crown Hill
unitholders was called for on the eve of the day before Canada Day. Loud investor protests
caused the firm to reconsider.

“] used to think I was indecisive but now I’m not so sure.”
- retail stock investor

The Business, Engineering, Science & Technologies FUND INC. attempts to provide
liquidity : Opposite direction of Sentry Select

On Dec. 19, 2008 the Business, Engineering, Science & Technology Discoveries Fund Inc. (a
LSIF) announced that it had halted redemptions and subscriptions of shares of the Fund while its
boar d of directors expl ores strategic
shareholders. Following the decision in 2005 to phase out the Ontario provincial tax credit for
investors of labour sponsored investment funds, the Fund experienced declining sales and,
consequentl vy, requests for redemptions
investments. As a result of continuing adverse market conditions, management found it difficult
to exit these venture investments to generate enough cash to fund the anticipated redemption
requests in a manner that would be in the best interest of all shareholders. The Independent
Review Committee of the Fund determined that the decision to halt redemptions and
subscriptions of the shares of the Fund achieved a fair and reasonable result for the Fund.
Investors however would continue to pay fees and expenses.

At a shareholder meeting on June 24™ 95% of existing Class A shareholders voted in favour of
a new Arrangement to provide liquidity ( an exit strategy) The Fund proposes to effect the

opti ol

have

Arrangement by way of statutory plan of arrangement under the Canada Business Corporations
ActOnce effective, the Fund’'s Class A shareho



shares, either (i) a new class of Class A Shares of the Fund and/or (ii) a new class of shares to be

known as —Cl ass L Sh arnebsclire buthecognized stocklexichanged | i st e
Canadian National S t. ©he Aund Baxatsdrezeivel ehe advante excomeC N S X

tax ruling it had been seeking in connection with the Arrangement. Subject to regulatory and

final court approval of the Arrangement, the expected effective date of the Arrangement is July

24, 2009.By the way, this tiny fund lost 37.33 % for the 12 months ending May 31, 2009.MER is

a bargain™ at5.72 %.!

Financial complaints involving the use of the internet Read http://www.financial-
ombudsman.org.uk/publications/ombudsman-news/77/77-internet.html

Leveraged ETF svideo : Betapro Management Inc. president Howard Atkinson
sets the recor d straight ...

http://www.financialpost.com/video/index.html?cateqory=Financial+Post&video=
iPHe FwVZG7E9ShsGL98mUljmt_JINVY

Are target-date mutual funds missing the bull's-eye?

It appears the answer is yes for many of these funds, which are designed to smooth a worker's
path to retirement by automatically resetting the investment allocations as the investor ages.
Typically, a target-date fund changes its asset allocation to become less risky as the investor
nears retirement. But because there are significant differences in the asset allocation of the funds,
some of the more aggressive have racked up big losses in the recent bear market and have drawn
the attention of regulators, lawmakers and investor advocates

"The results of excessive risk can be devastating for those on the brink of retirement,"” said Sen.
Herb Kohl, D-Wis., chairman of the U.S. Senate Committee on Aging, which has been
investigating target-date funds. "One 2010 target-date fund lost 41 % in 2008." Attention has
been focused most on 2010 funds, whose investors are on the verge of retiring. In 2008, the
average loss among 31 funds with a 2010 retirement date was almost 25 %, said Mary Schapiro,
chairwoman of the Securities and Exchange Commission, which is reviewing target-date funds'
disclosure about their asset allocations. "In addition, varying strategies among these funds
produced widely varying results,” she said in a recent speech to mutual-fund executives.
"Returns of 2010 target-date funds ranged from a minus 3.6 % to minus 41 %." What makes
target-date funds so crucial is that the U.S. Pension Protection Act of 2006 makes it easier for
employers to use the funds as default investments in 401(k) pension plans. Investors have
learned there are no guarantees with target-date funds,

Canadian fundcos flogging these funds include Fidelity Canada (ClearPath funds), I.A.
Clarington and Ethical Funds. Some domestic insurance companies and at least 3 banks -- BMO,
RBC and BNS -- also sell them. Even after the spring market rally, most of the 77 Canadian
target-date funds showed losses for the year ended May 31, 2009, Morningstar Canada says. The
worst was down 32%, while the best had a slightly positive return of 1.3%, says investment


http://www.financial-ombudsman.org.uk/publications/ombudsman-news/77/77-internet.html
http://www.financial-ombudsman.org.uk/publications/ombudsman-news/77/77-internet.html
http://www.financialpost.com/video/index.html?category=Financial+Post&video=iPHe_FwVZG7E9ShsGL98mUIjmt_J9NVY
http://www.financialpost.com/video/index.html?category=Financial+Post&video=iPHe_FwVZG7E9ShsGL98mUIjmt_J9NVY

funds editor Rudy Luukko. The 2010 Target date portfolio category has a medianl-year return of
-10.2 % to May 31, 2009. Many investors have major misperceptions about target-date funds. - a
survey of U.S. workers conducted in March found that most people who were shown marketing
materials from major target-date fund providers came to the conclusion that the products offered
some sort of promise. Some thought investing in the fund meant they would be able to retire on
the target date, or that the funds offered some guaranteed rate of return. A number of observers
said target-date fund names were at least partly to blame for investors' misperceptions.

There’s no excuse for permitting funds to use a name such as ‘Target-Date 2010' that implies the
use of a generally accepted asset allocation, only to invest aggressively in equities and other
highly volatile asset classes, Target-date funds typically invest in their own funds, even though
one company is unlikely to have top managers in each asset class. ETF's are rarely used, so fees
add up quickly. For example, in study after study it's been shown that the cheapest bond funds
have a much better chance of outperforming more expensive ones. Finally, target date funds
don't allow for any customization based on an individual's own circumstances. The fund doesn't
know if you are a 62-year-old retiree or an 85-year-old retiree, and that affects the asset mix you
would want.

Risk Capacity Survey at http://www.ifa.com/SurveyNET/index.aspx?src=email_44 (25
questions)

Why do consumers accept to pay high bills for financial services even as they constantly
complain about other expenses (e.g. gas prices)? Read the text Why We Do not Even Notice
Investment Fees (Unlike High Gas Prices) doc.1368 or by direct link by Allan Roth’s article.
Here's his suggested approach :

We have little idea how much our investments
cost us.

Lowest L] Fund Highast
00 125% 200% 1I07T%

For every $1,000 invested, you will pay $200 over 10 years.



http://www.ifa.com/SurveyNET/index.aspx?src=email_44
http://independentinvestor.info/PDF-Downloads/HOW-TO-INVEST-RETURNS-INDEXES-02/doc.1368-%20Roth%202009%20High%20investing%20fees%20and%20expenses.pdf
http://independentinvestor.info/PDF-Downloads/HOW-TO-INVEST-RETURNS-INDEXES-02/doc.1368-%20Roth%202009%20High%20investing%20fees%20and%20expenses.pdf
http://moneywatch.bnet.com/investing/blog/irrational-investor/why-we-don%E2%80%99t-even-notice-investment-fees-unlike-high-gas-prices/420/
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ESA to ban commission for advisers

Financial advisers are to be banned from receiving commission for selling investment, pension
and life assurance products from 2012, under radical new rules announced by the U.K.'s
Financial Services Authority. In its Retail Distribution Review (RDR), the regulator set out new
measures t o —e n Siasisemoivel faoin thecsystenm-iansl econamendations

made by advisersar e not i nf |l uenc eF8A statgmenp—+June26. Camingptd ov i der
Canadain 3012, maybe. The FSA’ s consul t aGP09/a8) wappulpished on t he

June 25", 2009.

Ontario streamlines TFSAs : Ontario residents who hold TaxFree Savings Accounts are
now able to designate beneficiaries for their accounts, the Ontario government aownced.
http://news.ontario.ca/mof/en/2009/06/ontario __-simplyfies-tax-free-savings
accounts.htmlIBe sure to fill in the appropriate forms provided by you stockbroker or fund
dealer.
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service providers, they should be subject to the same standard of conduct 2

regardless of the label applied to that financial service provider . | therefore

believe that all financial service providers that provide personalized

investment advice about securities should owe a fiduciary duty to their

AOOOIT | AOO T SEC EhaiEfah MafySchapiro . She came out in support of a
fiduciary standard of care for all professionals providing personalized financial
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http://www.sec.gov/news/speech/2009/spch061809mls -2.htm

Should you dump your Adviser?

Analyze his or her behaviour. Was your adviser accessible and calm during the worst of the
market meltdown? Did he or she send extra correspondence explaining market events in a clear
and calming way? Did he review the investment plan to ensure it still made sense re your
personal situation? If you couldn't get through to your adviser during the worst of the meltdown,
that would be grounds for finding another one.

Regulatory arbitrage: Financial firms modifying their products so they fall under the least
onerous regulatory regime. Example :Mutual funds wrapped up as Principal Protected Notes (
bank product) or as Segregated Funds ( insurance product) .


http://www.fsa.gov.uk/pages/Library/Communication/PR/2009/082.shtml
http://www.fsa.gov.uk/pages/Library/Communication/PR/2009/082.shtml
http://www.fsa.gov.uk/pages/Library/Policy/CP/2009/09_18.shtml
http://news.ontario.ca/mof/en/2009/06/ontario-simplyfies-tax-free-savings-accounts.html
http://news.ontario.ca/mof/en/2009/06/ontario-simplyfies-tax-free-savings-accounts.html
http://www.sec.gov/news/speech/2009/spch061809mls-2.htm

The Minister of Finance of Canada has announced the composition of a committee on

financial literacy; see Ellen Roseman and the Benefits Canada site . It is surprising that Bay

street insiders, who greatly benefit from the high management fees generated by actively-

managed Segregated and mutual funds in Canada (the world's highest) have been appointed as
members of this committee. The message? Don’t
up the Canadian bond market to direct investing by investors, or focusing on index products, to

be the priority of this committee. Source: http://independentinvestor.info/content/view/781/1/

We've already contacted the Minister re transparency and member selection process deficiencies.

Interesting research paper: Edward J. KaneBoston College Department of
Finance;Ethical Failures in Regulating and Supervising: The Pursuit of Safety

Net Subsidies ,

National Bureau of Economic Research (NBEFSept 2008 ( Networks Financial
Institute Working Paper No. 2008VP-12 )

This paper traces the financial institution crisis of 20072008 to a breakdown in the
incentives of regulators, supervisors, managers, and investors to perform adequate
due diligence on securitized investments. Investors allowed their trust in the
reputations of credit rating firms and the giant financial firms that manufactured
highly rated tranches of securitized loan pools to blind them to the casino ethics of
these firms' managers and line employees. Government credit allocation schemes
generate ircentive conflicts that undermine the effectiveness of government
supervision and eventually produce financial crisis. In 2002008, technological
change and regulatory competition led incentive conflicted supervisors to outsource
much of their due disciplne to credit rating firms and accountants. This outsourcing
encouraged institutions to leverage and securitize their loans in ways that pushed
credit risks on poorly underwritten loans into hidden corners where supervisors
and credit ratings firms were notobliged to look for them and failed to discern the
dangers posed until it was too late.
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1273616 ( Wonder if same
thing applies tocertain Fairness Opinion providersand SROs

Tax update :The Minister of National Revenue has not appealed the Federal Court of Appeal
decision in The Queen v. The Canadian Medical Protective Association (CletféAdeople
who’ ve pai d GSadantndnggémerd fiaes maybenefis. t m

The Federal Court of Appeal decision upheld the argument made by the CMPA, that because
their investment adviser had total authority over their investment portfolio—able to buy, sell,
hold and manage the investment portfolio without prior consent—the investment management
services they received were not the provision of advice and were, therefore, exempt from tax
paid on those financial services.

In the Grant Thornton article, Update on GST/HST and investment management féesbeen
suggested that, in certain circumstances, investors may wish to file a rebate to protect their right
to recover the tax that may have been paid in However, there is no guarantee that these rebates

10


http://www.financialliteracyincanada.com/eng/index.php?PHPSESSID=522799838d4424fb37716c3754143780
http://www.ellenroseman.com/?p=440
http://www.benefitscanada.com/news/article.jsp?content=20090626_121625_5144
http://independentinvestor.info/content/view/781/1/
http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=15831
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1273616
http://www.grantthornton.ca/resources/insights/articles/HST_GST_investment_tax_exemption_June_30.pdf

wi || be paid, but if the tax you’ ve paid i1s s
rebate claim. Thanks to John Hood for drawing our attention to this .

What's the big deal about dividend income _?

Dividend tax credits areimplemented in an attempt to offset double taxingsince
dividends are paidto shareholderswith a corporation's after-tax profit and the
dividends received byshareholders are also taxedThe dividend tax credit is anon-
refundable tax creditwhich applies when Canadian dividends are included in
income.In 2009 ,an Ontario taxpayer withearnings incomeof $65,000 would pay
32.98 % marginal tax on interest income but just 7.44 % on eligible dividends
(http://www.taxtips.ca/taxrates/on.htm ). Sqafter-tax, interest income would earn
$67.02 and aftertax ,dividends would earn $92.56 or 1.38 x more aftetax based on
a $100 of incomeA marginal tax rate calculatorcan be found at
http://www.walterharder.ca/MarginalTaxRateCalculator.html A stock with a 5%
dividend for this individual has an equivalent interest return of 5.0x 1.38 = 6.90%.

New Paper: Job Loss and Health in the U.S. Labor Ma®étile U.S. unemployment rates

remain low, rates of job loss are high and rising. Job loss is also becoming increasingly common

in more advantaged, white-collar occupations. This article is concerned with how these patterns
impact the health of U.S. workers. Drawing on recent data from the U.S. Panel Study of Income
Dynamics, author Kate Strully finds that job loss harms health, beyond sicker people being more
likely to lose their jobs. Respondents who lost jobs but were reemployed faced an increased risk

of developing new health conditions; they were not, however, more likely to describe their health

in negative terms. This suggests that recent
rates of job loss but low unemployment) may impact certain health outcomes but not
othershttp://muse.jhu.edu/journals/demography/summary/v046/46.2.strully.html "I'm convinced
thata large shock to one's socioeconomic status, such as job loss, negatively impaabs health
Thanks to Joe Killoran for relating the findings of this report to cases of financial assault where

nest eggs are devastated.

Importance of Financial literacy :A 2008 study by Annamaria Lusardi at Harvard/Dartmouth
showed that those who are unable to correctly calculate interest rates out of a stream of payments
—a basic financial skill —end up borrowing more and accumulating lower amounts of wealth.
Those who severely underestimate the power of interest compounding are more likely to
experience difficulties repaying debt. Read this study now Source:
http://www.investored.ca/personal-finance/investing-basics/Pages/why-is-financial-literacy-so-
important-for-canadians.aspx

Do fees count, you betcha!

John has paid a heavy price for owning high fee funds. Mary, the GIC saver, has earned less(
pre-tax) than John but her 40-year journey was less volatile
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40 years of investment

Theee young Caradians started their BREP savings mearly 30 years ago, sach
year sefting aside T equivalent of £4.005 (or $5.85 in 1970 d olars). Mary
bought five-rear GICs, while Jobn and David played e frandal markets.
Joki's fotal mtunes Bgped market indices by 2 parcentage poinds 3 year,

less thanmos t balamoed mutual funds charge in anmal
David's returnes lagged by 0.7 of a percentage pont. Thisty-nine years

fod 2y

aned fhae monitbe later, Davidbas $135, 558 more than Joba, and

Jokin bas only $10,258 more than banyg
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Thanks to high interest rates relative to cost-of-living increases, Mary was able to build a
sizeable retirement nest egg while playing it safe. She did nearly as well as John after his
investments took a beating in the latest stock market collapse. David did substantially better,
simply by paying lower fees than John. Unfortunately for today's young adults, they will not do

nearly as well as Mary, unless things change radically. Source: J. Daw, Gl C6 s

expect muchrloronto Sate, June 27, 2009 pg B1
http://www.thestar.com/specialsections/recession/article/657533

ar e

The Joint Standing Committee on Retail Investor Issues (JSC) has issued the Retail

Investor Information Survey Report. The survey of 1000 investors was conducted by The
Strategic Counsel during April 6th and April 13, 2009.
http://www.newswire.ca/en/releases/archive/July2009/06/c4185.html Key findings include:

saf e

- The majority (60%) of respondents say they use their investment advisor either all or most
of the time when making investment decisions.
- Experience is the most important thing investors look for when selecting an advisor (71%).
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- Almost all respondents (91%) consider their advisor to be among the top sources of
information guiding their investment decisions. Many respondents (65%) said their friends and
family were also a top source of information, while newspapers (33%), annual reports (31%)
and financial advice websites (31%) were also mentioned.
http://www.0sc.gov.on.ca/jsc/jsc_retail-investor-info-survey.pdf [ full 47-page report]

ESA working overtime to protect retail investors

Britain
their complaints every six months as a way to improve industry transparency and encourage
better complaint handling. Complaint handling is seen by consumer groups as a leading indicator
of a firm’s commitment to fair dealing. The proposals would require the firms that receive the
largest number of complaints to publish certain complaint data every six months, including the
number of complaints received, the main products and services that are subject to complaints,

and how quickly they are resolved. To make it easier for people to understand the data and
compare the st andar dntslafdling firisfwel needrotprovide r ms ’
contextual information such as the number of complaints per 1000 customer accounts.The FSA
would then publish results from the whole sector twice a year.[ OBSI provides limited info
annually on the complaints it receives.]

"Transparency is an important regulatory tool. Publishing complaints data will mean that people
can learn more about how firms handle complaints and the frequency with which they arise. We
also consider that publishing this information will give firms the incentive to deal more
effectively with complaints and help to raise industry standards in this important area,” said Dan
Waters, FSA director, retail policy and conduct risk .In Canada, regulators have proposed rules
that would impose tougherdea d | i nes o n fhandlimy procedares, hupirivestor n t
advocates see many deficiencies in the complaint handling proposal.
http://www.fsa.gov.uk/pages/Library/Communication/PR/2009/092.shtml The FSA is seeking
comment on its proposals by Oct. 30.

See how a U.S, firm describes the risks of leveraged ETF funds
http://www.direxionshares.com/pdfs/DRX prospectus.pdf

The Funds offered in this Prospectus are exchange-traded funds that seek daily leveraged investment results. The Funds
are intended to be used as short-term trading vehicles for investors managing their portfolios on a daily basis. The Funds
are not intended to be used by, and are not appropriate for, investors who intend to hold positions. The Funds are very
different from most exchange-traded funds. First, all of the Funds pursue daily leveraged investment goals, which means
that the Funds are riskier than alternatives that do not use leverage because the Funds magnify the performance of the
benchmark on an investment. Second, each of the Bear Funds pursues investment goals which are inverse to the
performance of its benchmark, a result opposite of most exchange-traded funds. Third, each Fund offered in this
Prospectus seeks daily leveraged investment results. The pursuit of daily leveraged investment goals means that the
return of a Fund for a period longer than a full trading day will be the product of the series of daily leveraged returns for
each trading day during the relevant period. As a consequence, especially in periods of market volatility, the path of the

s Financi al Services Authority wi

comp

benchmark during the |l onger peri od may etbreforahe lohgemperiod asshei mpor t ant

cumulative return of the benchmark for the relevant longer period. Further, the return for investors that invest for periods
less than afull trading day or for a period different than a trading day will not betheproduct of the return
stated goal and the performance of the target index for the full trading day. The Funds are not suitable for all investors.
The Funds should be utilized only by sophisticated investors who (a) understand the risks associated with the use of
leverage, (b) understand the consequences of seeking daily leveraged investment results, (c) understand the risk of
shorting and (d) intend to actively monitor and manage their investments on a daily basis. Investors who do not
understand the Funds or do not intend to manage the Funds on a daily basis should not buy the Funds. There is no
assurance that the Funds will achieve their objectives and an investment in a Fund could lose money. No single Fund is a
complete investment program.
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We recommend retail long-term mutual fund investors think long and hard before being sold this
structured product. Suggested questions for your adviser:

Is this product suitable for me?

Exactly how does it work?

Who is BetaPro? Who regulates them? What if they go bust?

Are there alternative means to obtain the same result?

How much can | lose? What are the risks?

How does this help my overall portfolio?

How will we measure performance and success?

What are the annualized all-in costs of utilizing leveraged ET F* s ?

What are the income tax i1implications using | e
"1 think we’ve got a lot of work to do on the culture of complaint handling and dispute
resolution in financial services.” -former Ombudsman David Agnew as quoted in Globe &

Mail, May 14, 2009

Fund Stat: It costs an organization at least four times as much to recruit a new customer as to
maintain an existing one.

Liquidity: Liquidity is when you are wetting your pants while looking at your Retirement
Funds. Contributed by Sol Roach

IHIROC /MEDA Complaint handling proposals found wanting

The Small Investor Protection Association www.sipa.ca has reviewed SRO proposals and found

them deficient in a number of important areas. Some examples from SIPA comparative

analysis UK Financial Services Authority (FSA) vs. IIROC and the MFDA,;

1.The FSApolicyspeci fies that the firm is to ideprnoblyemani@ r e m
which it may become aware of in handling complaints, e.g. by analyzingi ndi vi dual compl aints |
identify root causesoO wi t hbeariogobsuct eausaston ather ploaessesgr gi ven t
products as well as their correction. In contrast, the IIROC rule mandates only that internal procedures

and practices must be reviewed and recommendati ons mad:
then what? The IIROC rule specifies no further obligation. Clearly, a higher level of responsibility and

accountability is embedded in the FSA rule. Moreover, it is much clearer about regulatory expectations

and provides a basis for stronger disciplinary action.

2The 11 ROC policy states only that ADealer Members must
ensure that complaints are dealt with effectively, fai.:]
in the IIROC policy with regard to how Dealer Members conduct investigations and assess client

complaints. Merely mandating that a Member should have certain policies and procedures in place does

not fiensured fair dealing. In fact, we have to questi ol
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relatingonl y or primarily to fApolicies and procaedureso rath
enacted or implemented, i.e. to actual conduct. In contrast, the FSA policy states that in addition to having
feffective and transparengpompderctedumestd f{iDi\&Ps tli. Batlg ,t he
competently, diligently and impartiallyo; and assess t|
and promptlyo (DISP 1.4.1).

3. We are concerned about the way firms represent themselves to clients in the complaint processd using
gualifying terms such as Aindependento, Ai mpartial o, ai
staff as well as the internal ombudsman in the complaint process when questioned the fairness of

their decisions. These kinds of representations seem aimed at neutralizing concerns about bias and

conflict of interest, when in fact the client should remain vigilant about this. These questionable

representations could have the effect of positioning the client in a manner that is more likely to bring

about the accept anc eDroPametalReecvefanalyzadtisis irdherdDM sulomission to

the OSC in August 2004, provided to IDA staff in October 04, and again to Joseph Oliver, then IDA

president, in the spring of 2006.

4. Much more detail is required in defining what is to be included in the firm's response to clients. The
proposals are simply too imprecise. The SIPA submission to MFDA is posted here:
http://mfda.cal/requlation/comments.html#pol3 provides some constructive suggestions. See also the
appended material in the SIPA submission (Dec 07 and March 09) prepared by Dr. Reeve, an authority
on complaint systems:

http://iiroc.knotia.ca/Knowledge/View/Document.cfm?Ktype=445&Ilink Type=toc&dbID=200906361&tocID=
1&nc=547202884529&nc=143925133781

Unless significant amendments are made, the outcome will be a demonstrably defective
regulation and yield unduly reduced restitution to Main Street investors.SIPA have also asked the
Board of OBSI to proceed with its Terms of Reference changes without delay. Investor
protection is impaired every day they remain in limbo and OBSI's independence of the industry

degrades in the eyes of critical observers.

Canaccord announces new fee for small investors

Effective Oct. 1, 2009 all RRSP and RRIF plan accounts with assets below $100K will be
subject to a $100+GST annual admin fee. Ironically, it was Canaccord who was front and center
in the non-bank ABCP scandal that caused so much grief to retail investors.

Check out your adviser —do some background checks
http://www.investright.org/backgroundcheck.aspx Start by checking out his/her registration with
your provincial securities commission If not registered, RUN.

"Wall Street is a place where whatever can be sold will be sold. You are the consumer of
their dreck. What they can sell to you, they will sell to you."" -Robert Soros, as quoted by
Jeffrey Goldberg, —Why I Fired My Broker ,II Th

What a website! http://www.wallstreetprisonconsultants.com/

"Specializing in prison reductions and prison survival for white collar crooks"

| find this quite humorous in a way, actually ironic that this former inmate is providing one hell
of a lot more upfront disclosure to his potential clients that what those same crooks provided to
their clients. (contributed by Bruce Routledge)
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From our files: November 26, 2007: Saskatchewan Provincial Auditor's Report

Saskatchewan Financial Services Commission Pages 289-295

We also report that at March 31, 2007, the Saskatchewan Financial Services Commission
(Commission) did not have adequate pesses to investigate complaints by the investing

public.

The Commission needs to establish a formal system to properly allocate investigative resources,
monitor investigations, and establish standards for planning, conducting, and reviewing
investigatios of complaints from the investing public. It should also set performance

targets to help measure progress towards objectives. It should require and review sufficient
information about investigations of complaints from the investing public to carrysout it
responsibilitiesSource:

http://www.auditor.sk.ca/saskrepnew.nsf/html/2007aro.html/$FILE/2007aro.pdf

New BGI research: The Dynamics of Leveraged and Inverse Exchange-Traded Funds.
Leveraged and inverse Exchange-Traded Funds (ETFs) have attracted significant assets lately.
Unlike traditional ETFs, these funds have —leverage" explicitly embedded as part

of their product design and are primarily used by short-term traders, but are gaining

popularity with individual investors placing leveraged bets or hedging their portfolios.

The structure of these funds, however, creates both intended and unintended characteristics that
are not seen in traditional ETFs. This note provides a unified framework to better understand the
underlying dynamics of leveraged and inverse ETFs, their impact on market volatility and
liquidity, unusual features of their product design, and questions of investor suitability. In
particular, leveraged funds are not well understood both by investors and industry professionals.
The daily re-leveraging of these funds creates profound microstructure effects and exacerbates
volatility towards the close. BGI also show that the gross return of a leveraged or inverse ETF
has an embedded path-dependent option that under certain conditions can lead to value
destruction for a buy-and-hold investor. The unsuitability of these products for longer-term
investors is reinforced by the drag on returns from high transaction costs and tax inefficiency.
http://www.scribd.com/doc/14485183/BGI-Leveraged-Etf

ProShares Study Rebuffs Leveraged ETF Critics
http://seekingalpha.com/article/148754-proshares-study-rebuffs-leveraged-etf-
critics?source=article_Ib_articles Compounding turns two consecutive gains of 10% into an

overall 21% return. It works on the downside in a 2x fund, as well: two consecutive days of 20%

| osses wil/l translate into a 36% | oss through
interesting points about compounding:

T There is a high probability of approximating the one-day target over longer periods

T The shorter the period and the lower volatility of the index, the more likely
approximating the target becomes [and vice versa!]

T The impact of compounding over the long-term is essentially neutral
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The Investment Company Institute (U.S. IFIC equivalent) and ETF firms are taking on the
Financial Industry Regulatory Authority Inc., following the regulator's warning to brokers last

month that that inverse and | everaged exchang
i nvestor sl wh o antadal. @he \Wdshengton-basecthl@l esked RINRA to
withdraw its notice, writing in a June 29 | et
a member's ability to determine whether these products, or an investment strategy utilizing these

products, are, in fact, suitable for a parWecul ar

continue to be concerned that retail investors are getting unnecessarily exposed to complex

products that require sophistication to use properly. Investors may want to read
http://seekingalpha.com/article/35789-the-case-against-leveraged-etfs Many investors are misled

by these | everaged ETFs an dyreturadfiheaundelyiighat t hey
index over the long term.

BCSC tells us what we should know about leveraged and inverse ETFs

1 Whatis a leveraged ETF? A leveraged ETF is designed to return a multiple of the daily
performance of the underlying index. The manager of the ETF forms a fund based on an
underlying index and then borrows against securities in the fund or uses derivatives to
enhance the return of the index. If the underlying index goes up by 2% one day, a
leveraged ETF aiming for two times the return of the index should go up 4% that day.

1 Whatis an inverse ETF? An inverse ETF aims to achieve the opposite of the daily
performance of the underlying benchmark. The managers use various derivatives to profit
from a decline in the value of an underlying benchmark. Inverse-leveraged ETFs aim to
return a multiple of the opposite of the daily performance. If the underlying index goes up
by 2% one day, an inverse ETF should go down by 2% that day. An inverse-leveraged
ETF aiming for two times the reverse of return of the index should down 4% that day.

1 What is the effect of daily re-balancing and compounding? Both leveraged and
inverse ETFs re-balance and compound daily. As a result, returns over periods of longer
than one day, especially in periods of market volatility, may be completely unrelated to
the return on the underlying index for the same period and may even move in the
opposite direction to the underlying index. If there is significant market volatility, these
leveraged and inverse products can lose money no matter which way the market moves
over time.

Two real life examples show how the daily focus of these funds combined with a volatile
underlying index can yield surprising results:

* A | ev er aagneddo retunn A tomnes thddailly return on the U.S. Oil and Gas
Index, lost 6% during a year when the index itself rose 2%.

e An inverse fund that aimed to return 2 t
and Gas Index, lost 26% (not 4%) during the same year.

What are the risks of leveraged and inverse ETFs?

There are a number of risks associated with investments in leveraged and inverse ETFs.
Leverage risk- Both leveraged and inverse ETFs borrow directly against investments in
the fund or use derivatives to accomplish their objectives. Using leverage either directly
through borrowing or by trading in derivatives can cause magnified losses during adverse
market conditions.

= =4 =
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Price volatility risk— The prices of leveraged and inverse ETFs fluctuate much more
widely than prices of conventional index ETFs, because of the use of leverage and daily
re-balancing and compounding.

Counterparty risk- When leveraged and inverse ETFs use derivatives, they are exposed
to risk that the person providing the derivative may default. If that person fails to perform
the obligations under the derivative contract, the value of the investment may decline, no
matter what the underlying index has done.

Transparency risk Unlike a conventional index ETF where the securities making up the
index are always known by looking at the underlying index, leveraged and inverse ETFs
are not so transparent. The use of derivatives can make the composition of these ETFs
very unclear.

Fee risk- Leverage and inverse ETFs have much higher management expense ratios
(MERs) than other ETFs because they are not just following an index but actively
managing a variety of investments, including derivatives. The MER on an ETF based on
the TSX-60, for example, is 0.17%. The MER on a leveraged ETF may be 1.15%, almost
7 times as much. MERs have a huge impact on your return over time. Source:
http://www.investright.org/alerts.aspx?id=518

IF you don’t understand it, don’t buy it.

The OSC Annual report is no longer being published in paper format. It is only available as
an on-line publication on the OSC web-site at www.osc.gov.on.ca. It includes a "Build Your
Own Report" tool and printer-friendly PDF version which is accessible in the "Report Tools"
section at the bottom of each page of the report. Going green at the OSC means seniors will now
have to read the annual report on screen or print out 89 pages on their own nickel.
http://www.osc.gov.on.ca/About/AnnualRpt/2009/files/fOSC_AnnualReport.pdf Another great
move to keep people in the dark, disengage investors and pass on printing costs to retail
investors.

Quebec “adviser” arrested-did he act as a predator hunting down the elderly, the infirm
and the dying?

Mr. Earl Jones, age 67, is suspected of bilking clients ( victims?) out of $50-million,possibly
more .He was not registered in Quebec as an investment advisor.He is alleged to have been
operating a Ponzi scheme in which investors received monthly returns that were actually deposits
from new investors. The former lead partner of a Montreal law firm where the self-styled
financial guru Earl Jones parked the vast majority of his clients’ wills was forced to resign from
the Quebec Bar in 2000 for siphoning client cash out of his practice and into losing investments.
Gordon McGilton headed the firm McGilton Johnston Hodess. In 2007, he pleaded guilty to
defrauding 15 clients of more than $1.7-million.Manywere elderly widows. Records show that in
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April 2007, McGilton was sentenced to 15 months in jail, two years' probation and 180 hours of
community service. His long-time connection with at least 90 clients whom Mr. Jones had
apparently ushered into his law offices for work on their wills never raised AMF eyebrows.

Provincial authorities froze all of Mr. Jones's operations and shuttered the Pointe Claire, Que.
offices of his firm, Earl Jones Consultant and Administration Corp., after receiving complaints
from clients about bounced cheques for their retirement-home fees, monthly income payments
that didn't arrive and other irregularities. A multiforce police probe is reviewing evidence,
including allegations of fraudulent signatures on documents and bogus loans from one Jones
client to another. No charges have been laid and none of the allegations tested in court. Like so
many advisers , Earl Jones came across as a rock-solid citizen, a charming, white-haired
grandfatherly figure who produced a steady stream of cheques for his trusting circle of elderly
clients .Read about victims horror stories at
http://www.montrealgazette.com/Earl+Jones+left+seniors+ruin/1794580/story.html Check out
your adviser before investing is the best advice to follow. View

http://www.facebook.com/group.php?gid=116065474488&ref=mf Swindled by Earl Jonem
Facebook He has been arrested and is out on bail sans Passport.

KNOW YOUR ADVISER

http://www.investright.org/know_adviser.aspx For many, choosing financial advisors is an
important first step towards successful investment planning. Having access to sound, objective
financial advice will be key to your long term financial success. With that in mind, you should
take the time to get to know your financial advisor(s) just as carefully as you would a
family doctor or a lawyer.

A little history on the Deferred Sales Charge

The DSC was an innovationof Mackenzie Financial back in 1987 with the launch of the

l ndustri al Hori zon Fund. 't was a brilliant
Mackenzie. At the time, the load funds were the only serious contenders in the market,

and all were sold by front-end load. Most had a load of 9% that declined based on the

amount invested. If you had $10,000 to invest in 1986, you would have to be a very

lucrative or lucky client to negotiate that down to 5%. Given that scenario, to sell DSC

funds proved to be very easy. Supposedly everybody wins! The client pays no direct or

visible sales commission if they hold the fund for seven years or so, and the mutual fund

sales person gets paid upfront for their services by the fund Company. Another simultaneous
innovation, the trailer commission involved a 0.5 % p.a. payment to salespersons as long as
investors held the units. Thus, salespeople had a 5% upfront payment and about 0.5%x 6 years
=3% payment over the DSC period (and beyond) and the excellent prospect of dramatically
increased sales. In 1987, mutual fund sales took off as unsuspecting investors poured in money.

Fund Phenomenon
Actual and Projected Growth of the Canadian Mutual Fund Industry

700
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To pay for the upfront commission to the advisors, the fund companies increased the MER,
which of course is passed on to the fund thus lessening your return and adding liquidity issues. If
there had been an Investor Advisory panel at the time, they would have undoubtedly counselled
then OSC Chairman Stanley Beck [1985-1989] not to approve the new sales tactic. Like the old
industry adage says, Mutual funds are sold not bought

Al n Quebec, it is illegal to call yourself a
financial planning authority. Although Mr. Jones dodged that issue by callgngompany Earl

Jones Consultant and Administration Corp., he was, by all accounts, runningsarititte

financial investment advice shop, preparing his client's tax returns, paying their bills,

administering their wills and providing them with a retummtbeir investments.

In Canada, registration with a regulator is not mandatory. But, had Mr. Jones been registered,

with either Quebec's financial watchdog, theatorité des marchés financiefAMF), or the

Investment Dealers Association (IDA), he would have been subject to regular compliance checks
and forced to adherto standards that would have ensured the safekeeping and segregation of
client's money. Belonging to a regulatory body also ensures that the person handling your money
has the proper training. Aln this atasaed he was
[ his clients] had no clear i1 dea of what his ¢
head up the enforcement division at lineestment Industry Reqgulatory Organization of Canad

(11 RO®rce:®R. Luciw, How to avoid a financial scan®&M, July 16, 2009

Larry MacDonald suggestions on how to pick an adviser

1. Make sure your advisor is registered with the appropriate regulatory agencies or an
industry association that offers an investor protection fund (Earl Jones was not).

2. Don’t Dblindly trust anyone \wvertiftheadwasorrs money
a friend from high school, a relative, or someone who comes highly recommended.
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3. Don’t give al | visooucompaays sets to one ad

4. Abnormally high or stable returns are a warning flag —investments billed as low risk and
high return are usually too good to be true

5. Don’ t s weptipakatiitdde jast because an advisor has been in business for over
30 years and is a director on hospital and charity boards.

One | ast piece of advice ...it’s always a good

periodically by knowledgeable third parties. Source: http://blog.canadianbusiness.com/earl-
jones-how-not-to-pick-an-advisor/

What’s your say on the MFDA?

http://www.fundlibrary.com/features/columns/page.asp?id=12643 A r evi ew o f t he MFI

opportunities for improving investor protection and governance. Should open some eyes.

Banks launching attack on middle class- Bay Street vs. Main Street

“We can apply a positive (credit) balance in any of your accounts with us....against any debt or liability you
owe to any of us...We can set off any positive balance against any such debt or liability in any manner and at
any time we consider necessary (unless we have specifically agreed not to do so) and we are not required to
first give you any notice”— Excerpt (larger than actual size) from Notice sent to TD Bank

customers who also hold TD Waterhouse accounts. Watch for more tricks: Inactivity fees, higher

mi ni mums, even | oweossible cash éepont $eds etcr Gaetlitaursionsindre t h at ’
we come.  Ofir mission is to be a better bank, and we believe the measure of our progress

is not just our financial achievements; itds whether
for us, our customers are satisfied with the service we provide and the communities i n

which we work value us as a good neighbour and a positive contributor to their development
and well -b e i RQE® Ed Clark] One more good reason to spread your business around.

Advocis News Release: There are Ponzi scheme warning signs In the wake of the Bernie
Madoff Ponzi scheme recently uncovered in the US and the one currently under investigation in
Montreal allegedly perpetrated by Earl Jones, Advocis, The Financial Advisors Association of
Canada, offers some red flags for investors and potential investors
http://finance.yahoo.com/news/Advocis-There-are-ponzi-cnw-3513137458.htm|?x=0&.v=1

Another adviser helps himself to the goodies

Investors
LGroup®

Mark Lindsay, BAA.
Consultant

investors Group rnancial ServIces 1Nl

Suite 300, 254 Pall Mall St., London, ON NG6A 5P6
Ph. 519-679-8993 519-520-4401 (cell.)
Fax 519-438-2212 Mark.Lindsay@investorsgroup.com

21

S


http://blog.canadianbusiness.com/earl-jones-how-not-to-pick-an-advisor/
http://blog.canadianbusiness.com/earl-jones-how-not-to-pick-an-advisor/
http://www.fundlibrary.com/features/columns/page.asp?id=12643
http://finance.yahoo.com/news/Advocis-There-are-ponzi-cnw-3513137458.html?x=0&.v=1

A London, Ont. Consultant (financial adviser?) is facing more than a dozen charges after police

say investors at a Canadian financial planning firm were defrauded of more than $1 million

.London police are working with The Investors Group, a Winnipeg-based financial planning

company. About 16 of the company's investors were defrauded. 28 year old Mark Lindsay of St.

Mary's, is facing 14 counts of fraud and one count of breach of trust. A company spokesperson

said Lindsay was a contract employee who was fired in December 2008. The company has

reimbursed affected clients [16] for their losses, London police said. The charges come after a

seven-month investigation. The Investors Group has a structure in which individual —c ons ul t ant ¢
—w 0 anekon-one with clients. Source: Kate Dublinski, Alleged fraud surpassed.®l, London

Free Press, July 18, 2009

The Canadian Securities Administrators (CSA) has published new rules applicable to
firms and individuals who deal in securities, provide investment advice or manage
investment funds

National Instrument 31-103 Reqgistration Requirements and Exemptions, and related rules and
amendments, creates a new Canada-wide registration regime. According to CSA assertions, the
new registration regime is more flexible and easier to use, enhances investor protection and
benefits industry by bringing increased efficiencies to the registration system. The new regime
has higher proficiency standards for some registrants, and supposedly enhanced rules for
consumer disclosure, disclosing and addressing conflicts- of- interest, referral arrangements. The
section on investor complaint handling refers to a settlementt h a treaserabla

investor would consider fair and effective—( t hi s appears to shift res
rather than regs and standards of conduct) . It also introduces a registration requirement for
investment fund managers, exempt market dealers and senior officers responsible for
compliance. The new system will expand the list of who needs to register with stock-market
authorities to include exempt market dealers and investment-fund managers such as those that
administer mutual and hedge funds. The registration o f exempt market dealers™ will now take
place across the country, not just in Ontario and Newfoundland. The new rules should, if actually
enforced, would give regulators another avenue to scrutinize the tainted hedge-fund industry by
requiring an additional layer of registration to cover not only portfolio managers but individuals
responsible for marketing, fund strategy and record-keeping. Some of the standards address
problems that were highlighted following the collapse of several hedge funds in 2005, including
Portus Alternative Asset Management Inc. and Norshield Asset Management (Canada) Ltd.

Investors remain skeptical whenev en " ' regi stered"'"’ financi al adv
Lacroix get off scot free after 18 months in jail. Why ? What's wrong with this picture? There are

currently some 2,000 firms and 130,000 individuals registered to deal or advise in securities (and

a few | i ke Ea rNI31-108 anderedated rdtesiand araendments willl cme into

force on September 28, 2009. At the same time, the regulators will be adopting the passport

system for registration in all provinces except Ontario (although it has built interfaces between

Ontario and the passport provinces). Existing registrants will have up to two years to transition to

the new regime. N131-103 is available at:
http://www.o0sc.gov.on.ca/Regulation/Rulemaking/Current/Part3/rule_20090717_31-

103 _national-instrument.pdf [68 pages]
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http://www.osc.gov.on.ca/Regulation/Rulemaking/Current/rrn_part1_index.jsp#rrn31103
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http://www.osc.gov.on.ca/Regulation/Rulemaking/Current/Part3/rule_20090717_31-103_national-instrument.pdf

Blogger Elephanthunter comments on N131-103

This won't make a bit of difference. Where were the regulators when DBRS rated Canadian ABCP paper? A
registration system wouldn't fix that. How about cozy deals like the Yamana -Aura non arms length deal
recently? Or the fraudulent Nortel books that only the Americans had the guts to pursue. How about the

trumped up data on the cost of income trusts to bolster the Finance Min istry's goal to killth  em, making
Harper into a liar in the process. Where is the transparency and accountability? A registration and

proficiency system is needed for the regulators. Who are they? Why are they not accountable? Where can |

tar and feather them? Do they lose their bonus or vacation or job when they lose money for investors?
(Because a good broker who lost client money on ABCP or Nortel fake statements loses their job. Investors

who get wiped out on all the cozy insider deals get wiped out too. No vacation, they're working flipping
burgers if they haven't died from a stress related heart attack as some of my friend have. Why aren't we

seeking manslaughter against Flaherty and the Finance Ministry civil servants for all ABCP and income trust
investors who died. The re  tirees who lost money believing Harper wouldn't touch trusts, or believing Nortel's
income statements didn't have deficiencies from the regulators' standpoint. My pals in finance aren't

surprised at all the 'cash on the sidelines' as they call it. Who want s to buy stocks when you can still smell
the stench with your nose plugged? And your eyes water reading the Business section with all the crooks? |

really worry for my kids, Canada and the human race

Blogger M.M. comments

No more annual renewal of regist ration for sales persons? Up to now it was often the only reason that firms
reported disciplinary issues "proactively”. How does this raise the bar or protect investors?

Canada Pension Plan Investment Board performance

One year rate of return for fiscal 2009 - 18.6%

10 year average annual rate of return 4.3%

Yield of 10 year government of Canada bonds purchased in 1999 5.08%

Mutual funds that outperformed CPPIBs 10 year average annual return 259

Source: S. Prashad, No gain,nopai:Canadads biggest pension fund
the stategy has hurtCB, Aug. 17,2009 pgs68-70[Canada’ s chi ef actuary s
needs an average annual rate of return of 4.2% to meet its long-term pension obligations over a

75-year period. The CPPIB, the OTPP and the Caisse collectively saw their net assets fall in one

year from just over $385 billion to $313 billion, a drop of 19%—a decline roughly equivalent to

the entire 2008 GDP of Croatia.]
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Funds and financial advisors (from the independentinvestor.info)

When we look at the services provided by financial advisors for mutual fund investors, it is
difficult to be optimistic for investors who are looking to their advisers for objective information
when consider investing in ETFs. According to an article by Haslem doc.1270 (which itself is
largely on a study by Bergstresser et al doc.1270X) advisers tend to recommend complex,
difficult to assess, expensive, inefficient mutual funds, and provide no advantage in terms of
market timing (buying and selling successfully in anticipation of changes in the market). A
German study by Niebling et al doc.1270Y indicates (p.26) that financial advisors help investors
in their choice of mutual funds only if one does not take into account costs. In light of these
studies, it is not surprising that many financial advisers tend to eschew the use of very low fee
ETFs for client portfolios, presumably because these funds generate little income for the
advisers. Accordingly, it is important that you learn about the advantages of ETFs yourself; see
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http://independentinvestor.info/content/view/784/1/PDF-Downloads/ETF-MUTUAL-FUNDS-WRAP-ACCOUNTS-FUNDS-08/doc.1270-%20Haslem%202008%20Mutual%20funds%20and%20financial%20advisers.pdf
http://independentinvestor.info/content/view/784/1/PDF-Downloads/ETF-MUTUAL-FUNDS-WRAP-ACCOUNTS-FUNDS-08/doc.1270X-SSRN-id616981.pdf
http://independentinvestor.info/content/view/784/1/PDF-Downloads/ETF-MUTUAL-FUNDS-WRAP-ACCOUNTS-FUNDS-08/doc.1270Y-SSRN-id1343638.pdf

InvestmentNews . Source:
http://independentinvestor.info/PDF-Downloads/ETF-MUTUAL-FUNDS-WRAP-ACCOUNTS-
FUNDS-08/doc.1270Y-SSRN-id1343638.pdf

The name Financial Consumer Agency of CanaddgCAC www.fcac-acfc.gc.ca) conjures up
an image of an Agency focused on the protection of financial consumers. But, according to
their website:

Part of FCAC's role is to ensure that financial institutions have a complaint-handling process in place. If you are having
difficulty finding out about your institution's complaint-handling process or if you are experiencing delays when using it,
call us toll-free at the number above. However, please keep in mind that FCAC does not provide redress or compensation

and that we cannot get involved in individual disputes. In other words, pretty useless.

A word about OBSI

The Ombudsman for Banking Services and Investments (OBSI), an entity funded by industry
participants. . OBSI was founded when the Federal Government want to set up an agency to help
resolve disputes. The financial services industry offered to do the job itself and finance it. OBSI
can make recommendations for restitution up to $350,000 but they are not binding on the firm or
the complainant. Its overturn track record is abysmal. Investor advocates have been demanding
reform. In fact, in 2006 an independent assessment identified 18 areas for improvement. Two of
the most important suggestions were the time period at which OBSI would accept a complaint if
firms were unable to deliver recommendations (90 days) and it would also take on cases where
there was evidence of systematic assault on the investor community at large. Investor advocates
of also complained about governance and the quality of their annual reports and statistical
information. In May, the ombudsman resigned the position which is now currently filled with an
interim executive. While investment dealers and mutual fund dealers must participate in the
ombudsman process, banks do not have to. In fact, last year the Royal Bank of Canada pulled
out and moved independent banking dispute resolution service to a for-profit firm called ADR
chambers. Because it pays ADR directly for the dispute resolution service, questions have been
raised about just how independent it is.

“.. First of all, Hyndman is no consumer crusader. At The Vancouver Sunl’ve been
following him since he became BCSC chairman in 1987. He has had ample time to rein in
Vancouver’s notorious penny-stock hustlers, but, in my view, has failed to do so. The B.C.
exempt market - where private companies run by former bankrupts persuade mom-and-
pop investors to sink money into ventures like Jack Nicklaus—designed golf courses in
Bangalore - has been running wild. Enforcement has slowed to a trickle, and hearing-panel
decisions have turned into adjudicative adventures where, for example, a cop killer with 19
other convictions for crimes including armed robbery, prison breach and extortion, is
deemed suitable to promote TSXV companies...” Source: D. Baines, Tough guy, huh?
Canadian Business , Aug. 17, 2009 pg 18 [ On June 22, Finance Minister Jim Flaherty appointed
B.C. Securities Commission chairman Doug Hyndman to usher in national securities regulation
.Hyndman had been a vocal opponent of a national regulator. ]

Industry complaint handling process not up to standard
http://www.fundlibrary.com/features/columns/page.asp?id=12649 by Kenmar Associates
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http://independentinvestor.info/PDF-Downloads/ETF-MUTUAL-FUNDS-WRAP-ACCOUNTS-FUNDS-08/doc.1270Y-SSRN-id1343638.pdf
http://www.fcac-acfc.gc.ca/
http://www.fundlibrary.com/features/columns/page.asp?id=12649

Email from reader distraught over complaint handling

In 2007 a couple went to their bank to o btain a mortgage. The bank could not help them at
that time due to debt load but they set them up with an on staff mortgage specialist...this

specialist worked with the couple for over 2 months to obtain funding, in the meantime the

couple had to obtain s ome funding to pay off some of the debt they had to qualify for

loan...they borrowed said funds from family, that was to be repaid with proceeds at closing
from equity mortgage, they later found out after these funds were used that they still were

not appr oved and needed to make further payments which ate up all of the equity and left

them unable to pay family as had been the deal. They found out after closing that the
specialist in reality had no authority to do their mortgage as it was not through the ba nk

and that he had also enlisted a broker who the couple never met or were aware

of...needless to say there are many issues of unethical behaviour, but there is also

fraud/forgery in this mortgage that the family became aware of throughout the course of

seeking redress/compensation...to date they are still fighting, but now the fight is also with

local police, attorney general, MLA, Premier of their province, and many agencies that are

supposed to be set up to protect the financial consumer from this very i ssue....it is almost 2
years later and this family has been forced to use the courts as no one, mandated or

otherwise has yet stepped up to the plate to assist this family and resolve and investigate

their well documented claims.

Interesting Ontario Superior court of Justice case
http://www.canlii.org/eliisa/highlight.do?text=young+&language=en&searchTitle=Ontario&path
=/en/on/onsc/doc/2008/2008canlii70045/2008canlii70045.html

Young Estate v. RBC Dominion Securities, an Ontario Superior Court decision released on
December 17, 2008, is a recent addition to the jurisprudence arising out of the high tech crash,
which illustrates that this event continues to have legal repercussions for financial institutions
today, even years after it ended. The Court concluded that the investor was a tough and
thoughtful investor, despite her very advanced age. Thus, while the portfolios of both plaintiffs
were over-concentrated in high tech stocks, the Court found that her adviser had indeed offered
appropriate cautionary advice to both plaintiffs and they had simply not heeded his warnings.
These entries/warnings were in electronic form.

In future, this legal characterization of such entries should make it easier for brokers to prove
that they have fulfilled their duties to their clients, and provide them with a strong incentive to
keep detailed electronic records of their interactions with clients, especially those who have been
unwilling to follow the broker's advice. The Court further confirmed that while KYC forms are
important, and observed that the forms in this case had not been updated, such non-compliance
with industry standards or regulations does not give rise to damages without proof that it has
caused the losses alleged. In this case, the failure to update KYCs did not cause the losses.
Moreover, Mr. Houghton was able to establish, through other records, that he was familiar with
his clients, and in particular with their financial circumstances, investment objectives and risk
tolerances, and therefore "knew his clients". This underlines the importance of a complete
documentary record of the relationship between broker and client. The concept of a fiduciary
relationship did not enter into the judge’ s a

DeltaOne Strategic Energy Fund (DLT028) (as at July 17, 2009)
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Fund Performance:

Comparative Performance:

Fund Index: S&P/TSX Composite Category: Alternative

Index TR Strategies
1-month -2.21 0.34 -0.10
3-month 3.42 19.97 3.28
6-month -33.42 17.56 3.85
YTD -33.42 17.56 3.85

1m 3m 6m YTD 1Yr 3Yr 5Yr 10yr

Fund -2.21  3.42 -33.42 -3342 -84.33 -50.18
Index: S&P/TSX Composite Index TR 0.34 1997 1756 17.56 -25.69 -0.89 6.58 6.15
Quartile 4 2 4 4 4 4
Total Funds 141 137 135 135 126 107

http://www.canadianbusiness.com/fund lookup.jsp?item=performance&fundkey=19888 No

further comments necessary.

Interesting video; Larry Levine who has served time as an inmate at almost every level of
security (High, Medi um, Low, Minimum) i ncl
Prison Camp). He was convicted of both white collar crimes and other harder crimes. He gave an

interview recentlyon CNN discussin g Ber ni e Madof f ' s
http://www.youtube.com/watch?v=-XOcHimnL18

i mpending

The Myth of Time Diversification: Analysis, Application, and Incorrect New Account
Forms http://www.johnduval.com/MythofTimel.pdf PIABA Bar Journal, Spring 2006 (23

pages) NAAF should ask: —how much

money

to author Jack Duval, Managing Director of John Duval Associates LLC (Litigation Consultants

www.johnduval.com).

DISCLAIMER

Information contained herein is obtained from sources believed to be reliable, but the
accuracy is not guaranteed. The material does not constitute a recommendation to buy,
hold or sell. The purpose of this Document and others in the series is to educate investors
by bringing together personal finance information from a variety of sources. It is not
intended to provide legal, investment, accounting or tax advice and should not be relied
upon in that regard. If legal or investment advice or other professional assistance is needed,

the services of a competent professional should be obtained.
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