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The Future of Investing: A 2020 Vision

“..BusinessWeek asked financial professionals and academics their thoughts on what the
financial landscape will look like in the year 2020. The experts foresee a world where
investment banks will look more like government-backed depository institutions, mutual
funds will be fewer, and stock exchanges will become international with super-
governmental bodies regulating them. "A lot of the frameworks and walls built because
of the old financial world we grew up in will come down," says Tanya Styblo Beder,
chairman of the SBCC Group and a member of the board of directors at the
International Association of Financial Engineers..... Mutual funds might diminish, too.
Today, increasing numbers of investors are diversifying their portfolios by purchasing
exchange-traded funds [ETFs], baskets of stocks whose value corresponds with a broad
index like the Standard & Poor's 500-stock index. In 2000 there were 80 exchange-
traded funds that held roughly $45 billion in assets, according to the Investment
Company Institute. Today there are 697 such funds holding 3578 billion. As investors
flock to the funds' low management fees and built-in diversification, actively- managed
mutual funds that charge higher fees will lose their appeal. "You will find the actively-
managed mutual fund industry shrinking pretty dramatically," says Darrell Duffie,
finance professor at Stanford's Graduate School of Business. "And individuals will
become more capable of managing their own financial affairs."”....” Source: Business
Week online, Aug. 14, 2008 http://asia.news.yahoo.com/080814/7/3nnrb.html

Misconceptions in Online Investing Advertisements
http://www.oag.state.ny.us/investors/1999 online brokers/misconceptions advertise
ments.html NY Attorney General’s website

Take a gander at the 43 page April-May, 2008 IIROC Disciplinary Case summary.
Some interesting cases and still more interesting decisions.
http://docs.iiroc.ca/DisplayDocument.aspx?
DocumentID=37202AC8CAFF4167B322B5C33B639E68&Language=en Note the high
level of fines —IIROC financial statements should be overflowing with cash. Well-
intentioned signature forgeries, lack of client harm due to misconduct, inability to
proceed due to limitation Act, lack of enrichment, lack of a previous record, inadvertent
rule-breaking, small dollar amounts involved, reimbursement of monies etc. all reduced
in reduced or cancelled sanctions. Some of the sanctions include exam rewrites, increased
supervision, modest fines and sales commission disgorgement. A very large number of
cases are 5 years or more old. A very significant number of people seem to have left the
industry after sanctioning so it’s unlikely the stated fines were collected. We also note
that most actions are against a small player, a small firm, or a lone broker-almost never is
it against a major firm.

“1 hope I break even, I need the money ” — Joe E. Lewis, late American nightclub
comedian [maybe he was talking about PPN’s]
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Harry's Law of Acronym Eschewal (Never buy any newfangled security that is
described by an acronym, like SIV, ABCP, etc.). —Harry Koza, senior Canadian markets
analyst at Thomson Financial and a columnist for GlobeinvestorGOLD.com. [We could
add PPN among others]

Financial products to avoid

A great article appears in the Sept. issue of Canadian MoneySaver .It warns retail
investors about LSIF’s, collectibles, hedge funds, derivatives and GMWB products. On
the latter point the author had this to say about Guaranteed Minimum Withdrawal Benefit
Products:

“ Judging by the glut of new products on the market, baby boomers nearing retirement
are gobbling up Guaranteed Minimum Withdrawal Benefit (GMWB) products, e.g.
Manulife’s IncomePlus GIF Select, SunWise Elite Plus, Desjardins’ Helios, etc. These
products are a form of variable annuity that guarantees monthly payments no matter

the current return rate of the underlying investment. They are usually based on
specialized versions of regular mutual funds. Investors pay the fees charged by the
underlying mutual funds plus extra fees for the GMWB option. For example, at the
beginning of each year, Manulife charges 0.25% to 0.75% (depending on the risk level of
the underlying funds) of the value of the holdings for the GMWB option. GMWB
products are complex, expensive and since they are annuities, the purchase is irrevocable.
With a little research, investors or their financial advisors can set up a stable flow of
retirement income with similar risk and at lower cost than buying a Guaranteed Minimum
Withdrawal Benefit Product. That’s the reason why I think most investors should avoid
GMWRB products.” Source: G. Bebee, Investment products to avoid, Canadian
MoneySaver, Sept. 2008 pg 31 This publication is investor-friendly, carries no ads and is
inexpensive.

New opportunity for an SRI fund: Capital markets and Jewish teachings
http://www.kayema.com/docs/Capital%20Markets%20and%20Jewish%20Teachings.pdf.
“Judaism and its ancient sources do provide ample basis for the principles

under which a Jewish-based ethical fund could be established for operation in today’s
capital markets. Such a fund would maintain a unique perspective on minority-
shareholders, and the general principles of thisfund could be categorized under seven
headings: abiding by Jewish law; abetting; justice and goodness; abiding by contracts;
preserving life (pikuach nefesh); settlement of the world (yishuv ha’ olam); and

Sabbath, festivals and Kosher food ”

New website: To remind investors of their risky nature, one web site has been created to
track the bad news about hedge funds; and what could be worse than hedge funds which
literally implode. A web site has been created to do exactly that: see Hedge Fund
Implode-O-Meter www.hf-implode.com. As you will see, there is a lot of bad news out
there that does not necessarily get picked up in the daily press.

Hedge fund managers are very well paid. If the financial system goes to pot, we won't
need to worry about the top hedge fund managers; see the study by Kaplan et al 2007
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income inequality doc.832. Source: http://independentinvestor.info/PDF-
Downloads/ALTERNATIVE-INVESTMENTS-19/doc.832-Kaplan%20Raugh
%202007%20income%?20inequality.pdf

Despite what mutual fund insiders have been saying for years, exchange traded
funds are indeed a threat to mutual funds. According to a Report released Aug. 29,
2008 from research firm Cerulli Associates Inc. of Boston, challenges are increasing as
ETF’s become mainstream. Advisers are using ETFs in multiple ways, in both the core
and satellite allocations, as well as in the active and passive slices of investors’ portfolios,
according to the report. And advisers who employ a tactical-asset-allocation approach in
their clients' portfolios may use ETFs because they offer continuous liquidity and access
to commodities and other markets where they want to make a concentrated bet.

What’s going on here? The Mutual Fund Dealers Association of Canada (MFDA) is
seeking to extend the ability of fund dealers to use personal corporations for another two
years, until the end of 2010, but regulators in several provinces want to see the issue dealt
with sooner. A joint notice published today indicates that the MFDA has submitted an
application to the regulators in British Columbia, Ontario, Saskatchewan, and Nova
Scotia to extend the suspension of its rule outlawing the use of personal corporations,
which currently expires on Dec. 31, 2008, to Dec. 31, 2010.
http://www.gov.ns.ca/nssc/CSANotices/jointMFDANoticeAug_29 2008.pdf Rule 2.4.1
requires MFDA dealers to pay any remuneration, e.g. trailer commissions, for business conducted
by advisers on the Members’ behalf directly to and in the name of the Approved Persons. Let us
know what you think about this rule.

Online Calculators & Planners
http://www.atb.com/Dev/calcs/calcs_index.asp

If you need help working out some of your financial details, find out how the numbers
add up with Edmonton —based ATB Financial's financial calculators. These online
calculators can steer you in the right direction, and perhaps give you an indication of
what your financial goals should be. Here’s a few samples:

« Loan & Mortgage Calculators

« Retirement Calculators

« Investment & Savings Calculators

« Currency Exchange Rate Calculator
« Personal Planners

http://www.dinkytown.net/java/ca.html, another calculator site, has 300 financial
calculators, each with dynamic graphs, customizable page layouts, colors and reports.
The Investor Education Fund ‘s Mutual fund fee impact calculator can be found at http://
www.investored.ca/lefCalculators/Calculators/MutualFundFeelmpact/default.aspx
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Interesting Primer on Investing: This new self-published book is written by a retail
investor who suffered through the school of hard knocks. Navigating through all the
beartraps of the Canadian financial services industry isn’t easy -this plain language
investment primer will definitely help .The author, Gail BeBee, doesn’t come out of the
industry and she is definitely pro-investor in her writings. Her academic background
includes undergraduate studies in biology and a Master of Environmental Engineering so
already we can relate to her. Stan Buell, also an engineer, President of the Small Investor
Protection Association www.sipa.ca says “It is refreshing to read this book...rather than
books by industry insiders. It provides an objective look at investing and, will be of great
benefit to all small investors.”, The sections on investment funds and structured products
hit the nail on the head —conflicted advisers, high fees and unmanaged tax exposure. If
you avoid just one of the toxic products she identifies you’ll recover the price of the book
many times over. For less than $25 bucks you can save yourself a lot of money and pain
by digesting this easy to read book .No hype- The Straight Goods on Investing Your
Money ISBN: 978-0-9784455-0-8 208pgs

All the investing basics for Canadians from a savvy financial industry outsider

The Ganneth Company, 17 Blithfield Avenue, Toronto, Ontario M2K 1X9

Web: www.nohypeinvesting.com Sample Book Review at
http://www.canadiancapitalist.com/2007/12/11/book-review-no-hype-the-straight-

goods-on-investing-your-money [ Disclosure : I’'m an engineer too]

Q: If inflation is running at 3.5% and the average MER of a fund portfolio is 2.5% when
will the purchasing power of my portfolio be reduced by half?

A: Using the familiar rule of 72 we have Ni= 72 where N is a number of years and i is the
interest rate (in this case the decay rate of 6%). Here we have N= 72/6 =12 years Hence
in only 12 years, you'll need twice as much money to buy what you can buy today after
taking fees and inflation into account. Your mutual fund will need to earn more than 6%
annually to add to your Net worth. AND we haven't yet figured in income taxes.

Freedom 55, oh yeh!

Lobby group wants more blood on proposed POS rules

Notwithstanding significant watering down of proposed rules for the new regime for
point-of-sale disclosure for both mutual funds and segregated funds, the Investment
Industry Association of Canada wants still more concessions. In a Aug. 12, 2008 letter to
the Joint Forum of Securities regulators the powerful lobbyist notes that it has so far been
able to obtain removal of the perpetual right of rescission, elimination of disclosure for
any subsequent fund purchases of the same fund and obtain exemption of money market
funds altogether. Now, it warns regulators about uncertainty about whether a trade is
considered recommended by the advisor or initiated by the investor. ITAC also worries
that these proposals will put full service firms at a competitive disadvantage with the
discount brokerage firms who will be exempt from the requirement to deliver a Fund
Facts document to DIY’s. ITAC continues to press for an ““ access equals delivery”
approach to keeping fund investors in the dark. Finally, they want the Joint Forum to
consult with industry self-regulators before making any rash moves You can read the
anti-investor diatribe at http://www.iiac.ca/Upload/POS Mutual Fund Seg.pdf Investor
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advocates have their work cut out for them with [IAC (and IFIC, another lobby group,
that must also be simultaneously contained).

Email from a reader: To the fund OBSERVER; can you please tell me why virtually no
Canadian Bond funds beat the index even after five to 10 years? —Harry, Calgary
Response: Easy. Fees. In the case of Canadian Bond funds, and to a lesser degree
balanced funds, fees can make a world of difference. The bond market is so large and
efficient that brains, inspiration, hard work and intelligent research provide little
advantage. The only way a Bond fund manager can get a leg up is by taking greater risk.
In other words, with more corporate bonds, some with lower credit worthiness. Fund
investors could learn a thing or two from the fundcos- they’ve been slashing expenses,
reducing overheads and killing off unprofitable funds. Why not do the same to your
portfolio?

Fund Factoid: The DeltaOne Energy Fund LP has returned —77 .0 % in the year ended
July 31, 2008. For 5-years the fund has a —42.4 % compound average return. Hope you
don’t have too much tied up here.

“ The whole restructuring process infringes on Canadians right to due process, to go
to the courts for redress” — Mike Miles, Victoria B.C. [Mike also expressed “nothing
but sympathy” for corporate ABCP Noteholders like Ivanhoe Mines] Source: R. Trichur,
Ivanhoe seeks appeal of ABCP ruling, Toronto Star, Aug. 20, 2008 pg B1

http://www.thesqueakywheel.com/ -- Gotta complaint with your fund dealer or
mutual fund? TheSqueakyWheel.com, based in Toronto, gives individual consumers
more power than ever before. 24 hours a day, 7 days a week, it works to make sure that
complaints cannot be Ignored. How does it work? An unhappy consumer simply fills out
a complaint form, clicks OK, and the complaint instantly gets turned into a web page that
is available to more than 40 million Internet users. And just to make sure that each
complaint gets the exposure that it deserves, complaints are automatically submitted to at
least five Internet search engines. When someone searches for the company/product that
you complained about, it is likely that both the company's web page and your complaint
page will come up in the search result list. And what Internet surfer can resist clicking on
a "Why I hate ... company" link?

Guide to Filing a Complaint Letter http://www.complaintsboard.com/articles/guide-to-
filing-a-complaint-letter.html

The Irish Financial Ombudsman Office website provides some interesting cases and
lessons we can learn about fair dispute resolution
http://www.financialombudsman.ie/making-a-complaint/ SAMPLE case: A customer
who held a mortgage with a Bank was told that his mortgage repayments would now
have to be made by a different method. The customer was advised that all direct debits,
standing orders and other payments would be automatically changed and that the
customer was not required to take any action. However, it turned out that the Bank made
a number of errors as a result of which the Complainant’s mortgage fell into arrears.
Although this arrears situation was entirely the fault of the Bank, the customer began
receiving threatening letters from the Bank demanding immediate payment of arrears of
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€6,000. The Complainant changed his mortgage to another bank and subsequently
brought a complaint to the Ombudsman against the first Bank. The Ombudsman found
that the Bank was entirely responsible for the debacle and noted that while the
Complainant had not lost any money, he concluded that the Complainant had been put
through a great deal of stress and annoyance. The Ombudsman took account of the fact
that the Bank had written to the Complainant stating “the conduct of your account is
totally unacceptable” when the fault turned out to be entirely that of the Bank. In view of
this and in view of the fact that the matter remained uncorrected for 5 months, the
Ombudsman awarded €4,000 in compensation for the Bank’s failure and for the distress
which occurred. Sound familiar?

Few Poles dancing for mutual funds

What has gone wrong with Polish mutual funds? The Polish government controversially
requires that Polish funds invest 95% of their assets in domestic stock and bonds
(remember when Canadian RRSP’s had foreign content restrictions?). While the stock
market was rising, this policy helped drive prices ever higher as Poles ploughed money
into mutual funds, putting some 35-40% of their savings in mutual funds, compared with
just 10% in Hungary and the Czech Republic — and funds chased too few available assets.
"Three years ago, nearly 8% of society had any savings; now one-third declare they save
every month," says Tomasz Korab, board member of Opera Investment Fund.

However, the global credit crisis and slowing growth at home turned the tide. The Polish
stock market is down by over 25% since the start of 2008 and in June hit its lowest level
since Nov. 2005. This has had a devastating effect on domestic funds, which saw massive
withdrawals of money by investors. The more the stock market fell, the more money was
pulled out of funds, so causing the stock market to fall further. The flow of money out of
the funds has inevitably hit the country's banks hard. The rise of the fund industry proved
a goldmine for Polish banks, boosting profits for those most active in the business - the
margin on mutual fund products reached 3-4%, twice as much as on deposits — and
propelling valuations for the sector upwards. Wood & Co reckons that, "as a rule of
thumb, each 3% reduction in mutual fund assets will reduce Polish bank profits by
approximately 1%." Given the more than 20% decline in mutual fund assets this year, the
Prague-based brokerage calculates an almost 13% fall in BZ-WBK's profit and 10% for
Millennium's, both of which are the most exposed Polish banks to the business. In July,
2008 Millennium said the value of funds in its investment products fell by nearly half in
the first half of the year. Source: http://businessneweurope.eu/story1201

Interesting article: In Small payback belies big impact of 2003 mutual-funds scandal
Chuck Jaffe points out that while restitution payments to U.S. investors abused by the
market timing scandal will be small (e.g. about 66 bucks per affected Putnam account
and $55 per Janus shareholder), the fund industry may claim the small-dollar repayments
to shareholders proves that the scandals were overblown. He reminds us that they weren't,
because they showed a fundamental weakness in the system - and in management's
character - that needed to be fixed before it was exploited further. Ditto for Canada.


http://businessneweurope.eu/story1201

http://www.hedgeco.net/news/news_land.php?
i=http://seattletimes.nwsource.com/html/businesstechnology/2008149146 jaffe31.html

Canadian taxpayers subsidize ABCP

According to a report by investor advocate Diane Uquhart, Canadian government-related
entities own nearly $19 billion of Non- Bank ABCP .So the ABCP CCAA Restructuring
Plan has been heavily supported by public funds in the amount of $10 billion of marked-
to-market losses estimated by JPMorgan, which are borne by Canadian taxpayers and
buyers of government services from crown corporations. When the 18 government-
related entities identified in her analysis failed to sue the banks, securities dealers and
others for remedy of their marked-to-market losses on Non- Bank ABCP, or were denied
that right to sue in the legal release within the Purdy Crawford led ABCP CCAA
Restructuring Plan, these government-related entities provided public funds indirectly to
fund the Non- Bank ABCP bail-out plan. These government marked-to-market losses are
directly to the benefit of the banks, securities dealers and others who manufactured and
sold this flawed Non Bank ABCP product to these governments as well as to retail
investors, pension plans, universities and corporations. As Ms. Uquhart notes, the
Canadian federal and provincial governments failed to protect the retail owners of Non-
Bank ABCP by approving a series of banking, securities and bankruptcy law and
regulation amendments since 2004 that facilitated the manufacture and sale of the Non-
Bank ABCP in a negligent, and potentially fraudulent manner, and then aided and abetted
the banks in the CCAA Restructuring process itself.

The Canaccord and Credential Securities Relief Plans for the retail customers owning less
than $1,000,000 ABCP do not release their cash until the ABCP CCAA Restructuring
Plan is implemented. The Co-Counsel of the Ad Hoc ABCP Retail Owners

Committee support the ABCP CCAA Restructuring Plan, so that the under $1,000,000
ABCRP retail owners can get their money back. But Co-Counsel and the ABCP retail
owners group is also pursuing the Ontario Government for an order that the securities
dealers release their cash now, without further delay and regardless of the Supreme Court
decision. This government order should cover all retail owners without limitation,
including all individuals, family trusts and personal investment holding companies. The
Supreme Court may well determine that the current ABCP CCAA Restructuring

Plan needs amendment for justice and accountability to be added to the equation, but in
no circumstance should the retail owners be left without an immediate cash settlement for
recovery of their life savings through no fault of their own.

For some eye-opening commentary, go to www.advisor.ca, click on FORUMS and
choose FREE FOR ALL. It’s an interesting insight into the attitudes, concerns, priorities
etc. of our trusted brokers and advisors. Here’s a small sample:
http://forums.advisor.ca/thread.jspa?threadID=278

Thread: Investors Group vs. Bank owned/independent dealers

Query: “Has anyone here worked at Investors Group before? Their comp is among the
best in the industry. I interviewed with them and their culture seems very “Amway” like.
The person that interviewed me was pitching IG hard. It seems like they will hire anyone
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off the streets, which is scary since consultants there do comprehensive financial
planning, well more comprehensive than typical brokers anyway. I know IG does not
have a very high prestige factor but other than that what are the downsides to working
there. I know their training program is good but I have previous financial sales
experience as well as the CFP, PFP, FMA, CSC, etc so I probably won't benefit from the
training as much as someone that is totally new to the industry. -johndubois”

Responder: “T was with IG for the first 5 years of my career. It is 100% a sales culture.
They reported weekly sales for each agent, division and branch in news bulletins
circulated throughout the company. Think "Glengarry, Glenross". Cadillac, steak knives,
you're fired. There were rewards and accolades given for high volumes of sales,
especially during the 4 annual sales campaigns. There were no rewards or accolades
given for preparing wonderful financial plans, or doing what was best for the client.
IG's compensation is NOT among the best in the industry; although the MERs on their
mutual funds are among the highest. The simple explanation is the top-heavy sales
pyramid. An agent's earnings have to support themselves, a division manager, a branch
manager, a regional vice president or two, and all sorts of associated staff; then a
reasonably extensive head office and executive corps...... ” Mike H.

[thanks to John Reynolds , author of the Naked Investor for this one]

Joint Standing Committee want Your INPUT

The Joint Standing Committee on Retail Investor Issues is made up of the IIROC, the
Ombudsman for Banking Services, the MFDA and the OSC. They are seeking feedback
from investors on issues relating to the suitability of investment products available to, and
recommended by advisers to, retail investors. To review a brief overview of this topic and
participate in this consultation, click here. Here’s the initial set of questions:

1) What information about an investment does your adviser give you before and after you
buy it? Is there any other information you would like? [assumes you have an adviser]

2) Should specific investment products be prohibited from sale to the public, or should

all products be available to investors and investors be allowed to make their own choice?
3) Should regulators focus on regulating specific products or on regulating how products
are sold and distributed? How to submit your answers. You can use email or snail mail-
no FAX option is provided-target date Oct. 9. [many feel that the OSC FDM proposals
answered most of these questions but it was killed off by industry objections and
resistance from other provinces] Among the criticism that emerged from the non-bank
ABCP fiasco was the view that the industry was able to ratchet up the risk of products
sold to retail investors apparently outside the purview of regulatory enforcement. PPN’s
SPAC’s would be other toxic examples.

“Would the Standing Committee please sit down!”- JL in Ste Agathe, PQ
"A committee is a group that keeps minutes and loses hours'" - Milton Berle
Standing Committee: A permanent Committee that goes on and on.
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OSC releases results of 2008 fund compliance reviews

The Ontario Securities Commission (OSC) has just published its 2008 Compliance Team
Annual Report (27 pgs), which summarizes the findings of compliance reviews of
investment counsel portfolio managers, investment fund managers and limited market
dealers. Sample size was not disclosed nor were any specific firms named. The results
read like those in prior years with little indication of improvement. Reviews of
investment fund managers resulted in an average of 7 deficiencies per firm reviewed-on
average 2 of these deficiencies were significant. The top three deficiencies were in
marketing (inappropriate benchmarks, exaggerated claims and defective performance
data), oversight of service providers (inadequate performance measurement of suppliers
such as transfer agents), and trust accounts (several deficiencies per Part 11 of NI§1-102
including not paying interest). Six per cent of those managers scrutinized during the
three-year period were referred to the OSC's enforcement branch. Among limited market
dealers, the top deficiencies were in the ""know your client" area this year, with about
64% registering "significant" deficiencies such as failing to collect or document
information necessary to determine the suitability of investments — No mention is made
of any fines paid or sanctions applied. See OSC Staff Notice 33-731

http://www.osc.gov.on.ca/Regulation/Rulemaking/Current/Part3/sn_20080904 33-731 2
008-compliance-rpt.pdf

Want a second opinion on vour portfolio?

A Professional Second Opinion (allegedly without pressure to change advisors) at the
30,000-foot level is now available. Many investors seek out second opinions in order to
make sure they are receiving proper service and advice. But if you ask another advisor for
a second opinion they may be motivated to use high-pressure sales tactics if they only
receive compensation for transferring your assets. Toronto-based adviser Preet Banerjee
B.Sc, DMS, FMA, who is a strong ETF passive investor believer, believes a better
alternative is to formalize the process of a second opinion such that the conflict of interest
is removed through an upfront fee of $100 for the second opinion. You Receive the
Following in Writing

1. Analysis of the compensation method being employed by your advisor

. Estimation of the total fees being paid

. Estimation of the compensation being earned by your advisor

. Description of alternative fee arrangements for consideration

. Analysis of investment product suitability

. Analysis of portfolio’s diversification

. Investment performance comparison to relative and absolute benchmarks

. Analysis of your Financial Plan and projections provided (if applicable)

9. Analysis of your Investment Policy Statement (if applicable)

10. Analysis of the client service received

With all of the above, investors will have a better idea as to the value you are receiving
for the fees that you are paying. We haven’t tested the system but if interested, go to

http://www.executivefinancialplanning.com/2008/01/second-opinion/
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S&P: Actively -managed funds again fail to deliver

Extract: "The majority of active funds underperformed their respective S&P benchmark
over one, three- and five-year periods. Only 15.2%, 11.6% and 6% respectively, of active
Canadian Equity funds were able to outperform the S&P/TSX Composite Index over
these periods respectively. For active funds in the Canadian Focused Equity category
47.8%, 41.7% and 49.4% of funds outpaced the blended S&P/TSX Composite
benchmark index over the one, three- and five-year periods respectively."
http://www.tsx.com/en/news_events/news_releases/9-3-2008 TSX-IndexScorecard.html
["This latest SPIVA results highlight the volatility of shorter-term outperformance for
active funds," says Jasmit Bhandal, director at Standard & Poor's. "When compared to Q1
2008, some active funds fared better than their respective benchmark during the second
quarter; however, a review of performance over the long-term indicates that a majority of
active funds continue to underperform their respective benchmarks."]

“Remember when you buy a commodity, you're not buying something that
generates earnings and profit. You're buying a hard asset and hoping another buyer
will be willing to pay more for that asset in the future ”-- Matt Krantz, USA Today,
06/23/2008

IDEA: Google the name of your adviser. You might find some interesting results.

Second Opinions has recently developed a new online ‘Scorecard’ which investors
can use to measure whether you’re being dealt with fairly by your advisor. There are
42 questions in 14 categories to be marked as True or False. Submit your response and
get a score back with a comparison with the mean score of others that have participated.
http://www.secondopinions.ca/tools/AdvisorScoreCard.aspx These hard-hitting questions
aren’t the kind you’ll find on an IFIC Investor Survey.

At least U.S. brokers being held accountable

“The Financial Industry Regulatory Authority announced that it has banned two brokers
and suspended a third, for misconduct in the sale of complex Collateralized Mortgage
Obligations* to retail customers. The brokers neither admitted nor denied the charges, but
consented to the entry of FINRA's findings. Two brokers were permanently barred from
the securities industry, and the other was suspended for two years. FINRA found that
they made unsuitable recommendations and misrepresented material facts in connection
with sales of these complex products. They also failed to conduct proper suitability
analyses, it said...”’[In Canada, brokers who sold non-bank ABCP to retail investors
remain at large] [http://www.investmentexecutive.com/client/en/News/DetailNews.asp?
1d=45916&I1dSection=8&cat=8&BImageCIl=1 *A CMO is a security that pools together
mortgages and issues shares - called "tranches" - with various characteristics and risks.
The underlying mortgages serve as the collateral for the CMO and provide principal and
interest payments to shareholders.

MRFP Scan: The Norrep 2007 Flow-through Limited Partnership
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This issue we review this flow throughs’ interim report for the 6 mos. ending June 30,
2008.The following observations pop out from the pages.

1) While the NAV increased 9.7% it did not come close to matching its chosen
index, the BMO Small Cap energy equity total return index which returned
33.9%.

2) The manager blames the underperformance on the fact that the rally favoured
large caps but does not connect the dots to the underperformance against the small
cap index. There is no comparison to peer funds or any acknowledgement of bad
investment decisions.

3) There is no explanation provided for the 23 bps increase in the MER to a
whopping 2.64% on a 8% higher asset base or 17X increase in TER to 0.17%

4) The manager points out that things aren’t all that bad; after taking the benefit of
tax deductions the fund ended up with a -.020 % annualized after —tax return.
Should we feel better?

5) To its credit, the manager warns of a global slowdown but nevertheless believes,
without any supporting rationale, a small cap strategy is still the recipe for
success. The financial statements show that the fund has lost money on 52 of its
77 investments not counting any they may have disposed of during the reporting
period. They also show the fund has only $818 K in cash so has not taken a
defensive position given the expected downturn.

6) Some of the losses are spectacular -MGM Energy Corp. alone has lost about $3
M . Radius Resources Corp. more than $1.7 M Bayswater Uranium Corp. $1.2
M. Were they asleep at the wheel or hoping for better times that now look
elusive?

Conclusion? By its poor performance, high costs, poor disclosure and sour outlook the
fund manager seems to be saying GET OUT.

A seasonal guide to the stock markets

Brooke Thackray, a specialist in seasonal investing patterns, has produced data showing
how stock indexes have performed on an average basis each month between 1985 and
2007:

J F MAMIJI J A S OND

S&P/TSX composite
Average return 1.8081.104170 1 -05 -14 0.50.82.6

Percent‘a.ge of time returns this month 65 52 65 57 70 48 65 43 35 65 61 96
are positive

Rank by average monthly gain 2 7 4 9 3 105 11 12 8 6 1
S&P 500
Average return 2 06091.12 0503-04-09 1.11.52.1

Percentage of time returns this month

. 74 65 65 61 78 61 43 57 43 70 70 83
are positive
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Rank by average monthly gain 3 8 7 6 2 9 1011 12 5 4 1
THE GLOBE AND MAIL // SOURCE: BROOKE THACKRAY

Source: R, Carrick, Seasonal disorder :1t’s time to avoid the markets, Globe and Mail,
Sept. 6, 2008, pg B13

Investors may not have a Bill of Rights but Air Travelers now do
www.tc.ge.ca/flightrights

“"The decision of the OCA [Ontario Court of Appeal], if left to stand, would enable
financially powerful third parties to use the CCAA process to 'cram down' upon the
creditors of an insolvent company comprehensive releases for the third parties'
benefit, merely by making such comprehensive releases a condition sine qua non of
the restructuring, opening the way to abuse'- James Woods, a lawyer for a group of
Quebec challengers including Domtar, said in a submission to the Supreme Court
regarding the $32-billion asset-backed commercial paper restructuring. Source: BOYD
ERMAN, ABCP challengers plan to defend their right to sue, Globe and Mail, Sept. 3,
2008

Risk averse? Take this simple test:"If you had to invest $25,000, which of the
following investment choices would you find most appealing?" — (a) 60 per cent in low-
risk investments, 30 per cent in medium-risk, 10 per cent in high-risk;( b) 30 % in low, 40
% in medium, 30 % in high; (c) 10 % in low, 40 % in medium and 50 % in high; or (d)
70% in low, 25% in medium, 5% in high

Latest on Daniel Duic “tipping” case at
http://www.osc.gov.on.ca/Enforcement/Proceedings/ENR/enr_20080903 _duicd.jsp

Dual occupation rule for fund salespersons changes proposed: According to a report
in the September issue of IE, the MFDA is reforming its rules to remove the provision
that allows reps to conduct planning through an outside firm that is supervised by a
professional association. MFDA Director of Compliance Karen McGuinness explains
that no professional association really has enough clout to be effective in that role; as
there isn't an association that can meet the MFDA's approval. So, the SRO is eliminating
the provision. The proposed amendments to Rule 1.2.1(d)(vii)(A) will continue to permit
Approved Persons to engage in financial planning as an outside business activity
provided the Approved Person is regulated by a governmental authority or statutory
agency. The proposed amendments will remove the reference to “another person” and
“widely recognized professional association”. The comment period ended July 28"
http://www.bcsc.be.ca/uploadedFiles/Proposed amendments to MFDA Rule 1.2.1 D.p
df

Research paper of cost of equity in Canada: Jon Witmer’s study is unique in that it
uses a different measure of investor protection, which may better reflect regulatory
differences across countries, and it shows this relation holds for developed countries.
After controlling for the characteristics of firms that analysts choose to cover in each
country, differences in the properties of analyst forecasts across countries, and
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differences in accounting standards across countries, Canada’s cost of equity is
statistically different from a handful of countries and is about 20 to 40 bps higher than
that of the United States. Lowering Canadian firms' cost of equity by this amount would
have large economic benefits given the size of Canada's capital markets.
http://www.bank-banque-canada.ca/en/res/wp/2008/wp08-21.html

Quebec going after wrongdoers-looking for blood

The Autorité des marchés financiers has laid 459 charges under the Quebec Securities
Act against the four advisors, who are alleged to have lost more than $10 million
belonging to former clients, some of whom were celebrities. The AMF has charged Guy
Charron, Richard Lanthier, Huguette Gauthier and Gérald Turp for offering illegal
investments through Gestion Guychar (Canada) Inc. and associated companies.
Charron, Lanthier and Gauthier operated a financial planning firm in downtown
Montreal; Turp is Gauthier’s spouse. The AMF is seeking a maximum of 5 years less a
day of jail time for each upon conviction, plus fines totaling more than $8.3 million.

. The four former advisors allegedly issued IOUs to clients between 1994 and 2007,
promising above-market interest rates of 6%-18%. “These were investments without a
prospectus,” AMF lawyer Nicole Martineau says. Source: D. Macdonald, AMF to ask for
Jjail time for four Montreal advisors, Investment Executive, Sept. 2008

Market Volatility got you down? Fidelity Investments Canada has launched 4 online
tools that illustrate how global markets and asset classes have reacted and recovered from
major upsets. The tools are available at www.fidelity.ca/volatility.

Q3 regulatory developments and disappointments

Again, the situation is bleak for retail investors. We learned that ultra-risky SPAC’s have
been given a greenlight by regulators. A Special-purpose Acquisition Company (SPAC)
is an investment vehicle that allows unsophisticated retail investors to invest in areas
sought by private equity firms. SPACs are shell or blank-check companies that have no
operations but that go public with the intention of merging with or acquiring companies
with the proceeds of the SPAC's IPO. A Hearing Panel of the Central Regional Council
of the Mutual Fund Dealers Association of Canada approved a Settlement Agreement
with Altimum Mutuals Inc. Altimum admitted that it acted contrary to the public interest
by contravening advertising and sales communications rules and by distributing
misleading sales communications to clients wrt Portus funds .OSC Staff notice 11-763
provides a summary of the review findings re fund valuation practices and expense
allocations. By and large they claim to have found few problems but recommend some
pretty significant, fundamental improvements.

On July 17, 2008 the Supreme Court of Canada released its unanimous decision in
Canada (Privacy Commissioner) v. Blood Tribe Department of Health. The Supreme
Court upheld the Federal Court of Appeal's decision to vacate an order by the Privacy
Commissioner compelling the production of purportedly privileged material so as to
assess the privilege claim. More broadly, this ruling now represents a significant hurdle
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for administrative and regulatory bodies seeking to compel documentary production of
privileged materials in the context of investigations or other administrative undertakings.
This ruling comes on the back of an Ontario court ruling that blocked IIROC’s attempt to
discipline a former member which is now under appeal by the OSC. [IROC
(www.iiroc.ca), the industry self-regulator that regulates investment dealers (“brokers”)
and the trading of securities is proposing really minimum standards for stockbrokers who
supposedly do financial planning. Also, we learned that the Joint Forum is considering
watered down proposals for POS fund disclosures after extensive industry lobbying .The
OSC presented its 2008/2009 Statement of Priorities — many hard to measure and
retail/senior issues given token attention. What else is new?

Triglobal, an MFDA member, was regarded as a leading Quebec-based financial
solutions provider. Now, it appears $86 million is missing and the AMF is investigating.
Incredibly, after a three-year investigation of the Crocus LSIF’s fund's collapse, the
RCMP assert that they have not found any evidence of fraudulent misconduct, deception
or other criminal wrongdoing. This, despite demonstrably poor fund governance, a
shockingly weak-investment management process, a fundamental lack of internal
controls and deficient expense management and outright false asset valuation reports that
overstated the fund's worth. On Sept. 19™2008 the Supreme Court of Canada decided to
not hear the non-bank ABCP case that several corporations and individuals had filed
regarding giving all the fiasco-creating parties immunity from lawsuits. The Federal and
Provincial governments and provincial regulators were not helpful to retail investors in
obtaining restitution. Indeed, many retail ABCP owners were shocked to learn that
governments actually facilitated the sale of this toxic money market product into the
unsophisticated retail marketplace through multiple law and regulation changes,
enforcement blindness and exemptive relief decisions that allowed the securities dealers
and banks to side-step investor protection laws that Canadians fought years to achieve.
Many regard this decision as one that will provide safe harbour for future scoundrels
unless the Companies Creditors Arrangement Act is changed to explicitly restrict the
right of judges to approve debt restructuring plans that deny the right of creditors to sue
solvent third parties who exposed Canadians to harm. Maybe they should look at rating
agencies as well. And finally, we are still waiting for [IROC to deal with Canaccord and
Credential for their false representations, aggressive sales and other alleged misdeeds on
ABCP to unsuspecting retail investors.

Finally, Farm Mutual Financial Services (MFFS) asserted that the MFDA does not have
jurisdiction over Limited Market Dealer (LMD) registrations with the Ontario Securities
Commission. It argues that the MFDA does not have jurisdiction to regulate Farm
Mutual’s activities as an LMD in part because the OSC only recognizes the MFDA as a
self-regulatory organization for mutual fund dealers- not as an SRO for LMD’s. MFFS is
registered as a mutual dealer and as an LMD dealer (nearly 50% of MFDA members are
also LMD’s). LMD’s can sell exempt securities to accredited investors while MFDA -
only members do not sell exempt securities. The Farm Mutual case could have quite a
range of impacts on the industry because it affects the entire limited market dealer
regime. . This lack of regulatory clarity could impair investor protection.

http://www.mfda.ca/enforcement/hearings08/NOH200812.pdf [A June 2006 OSC Staff
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Notice 11-758 revealed a wide range of regulatory deficiencies among LMD’s -
http://www.osc.gov.on.ca/Regulation/Rulemaking/Current/Partl/sn_20060616_11-758 It
d-market-dealers.jsp]

That’s enough for one Quarter.

Ambiguous references for fallen fund executives
(these should not get you in trouble with the law)

“We haven’t seen anybody quite like him in the financial services industry.”

“I simply can’t say enough good things about her.”

“Angela didn’t think much about the extra time she had to work at RSP season.”
“He’s a man of many convictions.”

“He was always high in my opinion.”

“ Financial porn is not a victimless crime”
-Consumer activist Ben Yevzeroff

Fund Factoid: The median U.S. equity fund has lost 15.1 per cent over one year, and an
average annual 4.6 per cent and 1.2 per cent over three and five years respectively.
Source: R. Luukko, Wall of worry in U.S. funds, Sept. 6, 2008 pg B7

http://www.chambresf.com/csf/anglais/index.asp Quebec’s regulator overseeing the
training and ethics of 31,000 members who work in six sectors, that is, group savings

brokerage, financial planning, scholarship plan brokerage, investment contract brokerage,
insurance of persons and group insurance of persons. Their 22 Page standard for the use
of business cards is something to behold. [

http://www.chambresf.com/cst/pdf/anglais/divers/guide.pdf ] This is a government
agency NOT an SRO like the MFDA.

NOTE: On Thursday Sept. 17, 2008 Putman Investments, a U.S. unit of our o