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Diversification

“Don’t put all your eggs in one basket”
is a well known proverb. The phrase
has been around since the early
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Canadian Foreign Property
Reporting

There is an old saying that “what you
don’t know won’t hurt you.” How-
ever, this saying doesn’t apply when
you’re talking about foreign property
reporting
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First Word

Welcome to the January/February 2012 edition of CRA Magazine.

In this first issue of 2012, we start the year with a paradigm shifting article from regular contributor Peter Kistemaker. He
argues that our views on diversification have not kept pace with changes in capital markets. This may leave some of us less
diversified than we believe we are. He offers a broad overview of a new form of investing which he dubs ‘Holistic Investing’
which takes into account new methods for providing adequate diversification. It also has the added benefit that it may alle-
viate some of the acute panic investors feel during challenging market conditions.

We have reprinted a popular article supplied by our resident tax experts. The article discusses the voluntary disclosure
process with regards to Canadian Foreign Property Reporting. It will give piece of mind to those affected by this issue.

Abu Nizam, highlights the ongoing Euro crisis, and recaps opinion from across the financial media about its possible conse-
quences. He explains how important a clear resolution to this crisis will be for the global economy to begin to move for-
ward.

Additionally, Abu provides us with a 2011 summary of major global indices. This information is quite useful to compare per-
formance across different regions. While performance has been bleak, he offers hope that well selected investments have
the potential to outperform the broader market.

As always we hope these articles are entertaining and informative. We strive to provide a balance between both. We don’t
shun hard truths because we believe you deserve nothing less. We believe there are many opportunities and pitfalls in the
investment world and do our best to help you steer the best course possible; so that you may strive for excellence.

With the holiday season now behind us, we are enthusiastic to begin the New Year. There are many ominous signs of trou-
ble ahead, but it is important to remember that there are also many positive changes occurring in the world. Be optimistic.
2012 offers the promise to be the greatest year ever!

We sincerely hope that you enjoy this issue. Should you wish to contact us please send an email to info@cramagazine.com.
As always, your questions and comments are welcome

DEVESIINGTE)
Publisher
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,Don“t put all your eggs Thisexperienee intludes access to the types of invest | |
known proverb. The phrase has been around since ments formerly only available to institutions. It includes
the early 17" century. a comprehensive set of tools to fine tune portfolios;

and a thought process that reflects best in kind strate-
Itis now most commonly used in the investment commu-  gijes across the investing spectrum. As part of this

nity to extol the virtues of diversification. Diversification overall concept | believe that portfolios should be offi-

is one of the easiest investment concepts to grasp, yetit  cijally segmented and the resultant emotional risk asso-
is surprising that there are still many investment profes- ciated with them segmented as well. Thus the concept:
sionals and clients who do not adhere to this timeless The Diversification of Panic.

wi sdom. I n recent times MF Global s spectacul ar <col -

lapse due to concentrated bets made on European debt Everyone with any amount of experience has felt

provides one more example in a litany of seemingly »pantc to some degree at |

careless decisions made by firms and individuals who vesting lives. Sometimes it is obvious why. If a highly

ought to know better. speculative investment quickly turns sour, especially

when the position is too large, it naturally leads to

With the aid of mathematics it is possible to show the panic. There are other times though when ordinary in-
benefits of diversification. As we discovered last issue vestors have a sense of panic even if they followed

though risk cannot always be explained holistically common investment guidelines to control their risk.

through numbers alone, we must include recognition of The autumn of 2008 was such a time. The latter half of

our own personal emotional tolerance for risk as well. 2011 likely inspired some panic on the part of inves-

The absence of emotion i n o OctssiGnllf pani€ darfbe @fBrEnetd the at-h at
analysis devoid of meaning. In this issue | plan to intro- tual level of risk taken and its ultimate impact on the

duce you to my concept: The Diversification of Panic. portfolio. In some cases th
The underlying premise has certainly been thought justified by the wealth destruction. In others such a fear
about in the past by others, but it is rare enough, espe- appears irrational in hindsight.

cially amongst retail investors, that | believe it is worthy

topic of discussion. Before we begin, | want to point out Investors instinctively fear that volatility is has a nega-

that this concept is merely part of a larger macro concept tive effect on the portfolio regardless of outcome.

which has been a burning passion of mine in delivering Bernie Madoff was able to capitalize on this fear.

an institutional experience to the retail end customer.

By: Peter Kistemaker. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.

E-mail: info@cramagazine.com. Web: www.cramagazine.com. Page: 4



., The Diversification of Pan

counting chicanery. It relies merely upon focusing

one“s attention on each giv
differently. It involves educating ourselves to appropri-

ately attach a different emotional involvement with

each segment. A different emotional involvement

means that a client may have a different risk threshold

for each segment. A client®
by their financial circumstances which creates the ulti-

mate risk parameter for the overall portfolio. Risk is

about being willing (the emotional side of risk) and able
(the objective financial circumstances).

Madof f “s

money was not to promise unrealistic returns but rather

secret to luring |mbriofiosRoll®néverbé risiel thah s nhatetadllify i O !

to take on risk regardless of the emotional enthusiasm

to deliver consistent,realidiokdHowdVed, it fs Behelictanfa Bortfli® @ setup f T ¢
year. One Madoff fund which focused on the largest to be al most as ,risky" as
blue chip stocks, the St andféddhe goRfblio Fa®M ExpettedlcdhitnensirateC k i 1

dex, reported a 10.5% annual return over a 17 year pe-

riod ending November 2008. A remarkable number given

t he
and stable. Even in 2008 when the markets were crash-

performance of many
ing this particular fund reported that it was up year to
date 5.6%. Of course soon after the Ponzi scheme be-
gan to unravel and the truth of theses fabricated num-
bers surfaced. The story however illustrates how even
sophisticated institutional investors are lured by stability
even more so than outright performance. Perhaps it is
human nature. A bird in the hand is worth two in the
bush.

compensation for taking on this risk. Segmenting the
portfolio may allow a client to gain increased comfort

0 t hadd underdtandigg off thére riskoptimized BortfBlib. €

This reduces the chance that the client will suffer from
lost opportunity cost. Given the challenging investment
climate of the past decade lost opportunity cost has not
factored into many
time of investment the cost may be significant. This is
especially true over lengthy periods of bullishness.
While it is not apparent at the moment, such wide-
spread bullishness will return at some point before
many of us retire. When it does, opportunity cost will
go from being an academic concept to a harsh truth for
those who have not optimized their chances of reaping

the rewards of such a market.

By: Peter Kistemaker. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.

E-mail: info@cramagazine.com. Web: www.cramagazine.com.
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If segmenting will assist in dealing in emotionally with the  Doing so mathematically implies that risk will be lower

ups and downs of the market, the pertinent question be- since not all of the portfolio will move in the same di-
comes: How should we segment the portfolio? Many rection at the same time. It is this property which gives
people already practice informal segmentation. One ac- diversification its strength.

count dedicated for funding future retirement, one to
: ) With increased information flow, jnternational markets
fund a child"s education, another one with ,,tpla_y mo n e )
s L . and money hopping around the world at the click of a
to bet on penny stocks. Logistically this makes sense;
nl . . _ button it is becoming much more difficult to find invest-
but,itissub-o pt i mal in terms of matching one"s exact
. ments which move inversely to each other. A casual
risk preferences and related performance. Accounts
) o observer of the market can see that Asian, North
should continue to be separated by purpose. This is nec-
LA : American and European markets often move in lock-
essary for tax and liquidity purposes. However, each in- . . . .
. . . step with each other on a daily basis. This means that
dividual account should not have its risk level set purely
to achieve a certain rate of diversification it becomes
by the purpose of the account, although clearly that . ) - .
, oy } L necessary to invest in even more securities to achieve
should factor into the decision. Setting risk is better done
) , the same level of diversification as before. Institutions
at the macro level. An advisor should take into account a
_ have been aware of this trend for a while. That is one _
client*s total assets and then perform a risk budgeti
) . reason why they became eager to add new asset
process and allocate risk to each account based on this
classes such as currencies and commodities to their

analysis.

portfolios. Some even invest directly in such divergent
Now, | et s get back t o our aceasmas @aphberries &nd tihiber & ansattempttoat i o n
moment. We"ve been taught tdohietedidersifiatiosi fi cati on i s the

result of owning different investment products. | think this
type of thinking has worked well in general but is quickly
becoming outdated. The correlation between different
investment products appears to be rising. Correlation in
the world of finance indicates how two securities move in
relation to each other. A correlation of one implies that
two securities will move in the same direction at the
same pace. A correlation of minus one means that two
securities will move inversely to each other. In the past it

was possible to find other securities or investment prod-
ucts with a low correlation or even negative correlation to

add to a portfolio.

By: Peter Kistemaker. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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What has happened though is that even these invest- A New Look at Diversification

ments have increased their correlations over time, imply- The answer is that we should approach diversification

ing that they do not offer as much diversification benefit Goren I ihan in theleast. Theinvestmar trondie

th to. for this is that all th : o
Dt Ol (S L Elness constantly changing and we need a more sophisticated

markets are primarily impacted by the liquidity provided way of looking at the markets than previously. Instead
o?d?vlérsﬁfying Wr%ugﬁ’vp?oguct,t we %h)éLRdldi\O/errsﬁy b)} fLa
investment strategy. To illustrate: imagine a portfolio

. a 7 (3
10 peders ©0 pcladgl WAl eV ee w'ﬂi%hrisksgli%inﬁo'two pa\{tg. J1'hl(Ja Hlls‘i par% \ivoul(lj irsfvgs![j %
Winter/Spring 2010 edition of CRA. Another prime factor

for this increase in correlation is global news flow. The

and taken away by centr al b
further here but a more detailed explanation is available

in stocks which gain a level of momentum and break

through previous highs, while simultaneously the sec-

events of the past few years have fused the global econ- e (e e O B s e S e e

O A H® © © iy WE T E AR e Vnew higRs(.e'IIhec:)ﬂrrst'art a-clz-tgs?ﬁlacr t%aggtroa oric "

effect is often talked about where conditions in one re- ented fund while the second resembles a value ori-

gion of the world impact others. Recently, global finan- it ol T Fe T S o et fepasien

S S SO |5 R Coll el U el should reduce overall risk in the portfolio even if both

SUTREEEUS LS SOUEE e i, 1526 CE) IS parts consisted of similar securities. Of course this sim-

allocated according to the headlines out of Europe, when . ' ,
ple illustration doesn®“t go

the news appears positive, Wh e 1

(Jurtobjéctﬁ/e, (fg-ispe&iarllyI ifsmle(arke?s enter adp?ot¥a'cted
rd’ov?nh'endo V\];hi]::h bringsadgvvn boIh rE)a(:"rtg oq’ theaprorﬁ‘o- e
lio at more or less the same speed.

news seems dir e, it i s a .,
places to hide from this impact.

Even though correlations have risen there still is a bene-

What is New?
fit to owning a wide array of securities even within the
same asset class. At least this provides some diversifi- The new idea here is to invest by time frame and adopt
cation from company specific risk. Anyone with a portfo- the strategies which best suit those time frames. Then
lio invested primarily invested in Research in Motion to parse out each investment made by time frame to
(RIMM on Nasdag, RIM on the TSX) over the past year the account which is logistically most appropriate to
can attest to this fact. We can and should do better hold such an investment.

though. Diversification should offer more than just to

mute the volatility of company specific risk. If diversifica-

tion can*"t effectively reduce risk merely through addi
more securities to a portfolio how can we achieve this

objective?

By: Peter Kistemaker. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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For example if an account is meant to disburse funds
within a year, it obviously should not be the account to
hold illiquid securities. The idea is to find best in class
investment strategies first and foremost, mold them into
segmented tranches according to time frames and then
allocate those investments towards the appropriate ac-
count. This is the reverse of the normal investment proc-
ess where an account is created with an objective which
then determines the time frame, risk and resulting strat-
egy. Doing it the latter way is much easier; but, is clearly
sub-optimal because the account will not necessarily
have the best strategy on a standalone basis and will not
necessarily take into account other accounts which form

a part of the greater portf ol

assets as a whole are not necessarily adequately diver-
sified nor is an optimal level of risk obtained using the
traditional approach.

Holistic Investing

| believe this modern approach is novel enough that a
new term should be coined for it. | have decided upon

the term, ,Holistic Investing Th ([
g‘;-

pound, franc we have spends the same as any other. |
argue that we shouldn®t be
count we hold conforms to its stated purpose on any
given day. We should be more concerned about our total
worth. A shortfall in one account can be made up with a
surplus in another account. Of course there are some

tax related circumstances where this may not necessar-
ily be true. In general it is our total wealth with which we
should be concerned.

Separating the investment decisions for an account
from its logistical requirements achieves three key ob-

jectives. First, we can understand and maintain a given

ri sk threshold across a
we can maximize the investment potential of the total
wealth available by integrating the best investment
strategies available. Thirdly, we can reduce the emo-
tional strain of being outcome dependent upon a par-
ticular strategy or individual account performance.

SO

By: Peter Kistemaker. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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A portfolio constructed this way is not bullet proof. It
would often exhibit similar performance to a more tradi-
tional portfolio on a daily basis. The primary difference
though is in the emotional experience of risk because
the portfolio is explicitly designed to be invested in
strategies specifically formulated to potentially achieve
the best results over different time frames. This com-
pels evaluation of each segment over different time
frames as well. Imagine a terrible day on the global
markets where assets are down 3-5%. The typical in-
vestor would be rightly concerned about 100% of their
portfolio on such a day and in respect to particular ac-
counts might be feeling acute panic. However, under
this new strategy it might be determined that 20% of
this
short-term trading which is triggered by technical pa-

particular client?®s
rameters. With this new strategy the advisor and client
can immediately focus all of their emotional energy on
this 20% tranche, and can begin seeking opportunities,
minimizing risk. The other 80% of the portfolio was in-
vested with different parameters and time frames. If
those parameters have not been breached and the in-
vestment still appears sound over the expected time
frame than adjust ments
resulting losses in those tranches can be attributed to
noi This would

mar ket se.

anxiety.

Advantages

Focus is immediately placed where it is needed. The
account is diversified not only by product and asset
class but also by time frame and investment strategy.

To coin another term it i

The old versions of diversification with its simple buy

and hold investment

I n English speaking count

your eggs in one basket",

tive consequences of doing so. | prefer the German
di versification proverb ,
Each

chosen unique investment strategies represents a leg

l egs to stand on*".
upon which true diversification and 21° century portfo-

lio management can stand.

| apologize for the length and complex nature of this
article. My innate sense of perfectionism would love to

S tddla§ its ublication h@rddr 1@ relase it ific@sSaktly € d

but as we discussed in our earlier article on perfec-
tionism it is best that you get this information now
rather than later. In upcoming issues we will seek to
expand upon these concepts further. For individuals
located in Ontario or Quebec we can provide a li-
censed advisor ready to act upon these concepts on
your behalf. If you would like to discuss a portfolio re-
view or any point referenced here further please feel

is apparent there are abundant challenges in the

I @l8bdl @cdnoiny) e ar@ bptirgistid for 20120 v e r al |

Peter Kistemaker has amassed a wide range of experience in his 10 years in the
investment indus-try. He has written extensively about financial matters helping sell
side analysts deliver exceptional value to their clients. On the buy side he has experi-
ence managing a variety of investment mandates with an emphasis on natural re-
sources and macro investment themes within the North American equity markets.
Peter is an investment advisor for Canadian based Argosy Securities and can be
reached at the address below.

By: Peter Kistemaker. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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However, t his ng

about foreign property reporting requirements under the

sayi
tax rules. In this case, it definitely pays to make sure
you are compliant otherwise you are exposing yourself
to a number of potential penalties not to mention that
better at

you"Ill sl eep

Recently, a number of tax agencies have stepped up

t heir efforts to coll ect

foreign property or financial holdings. The most vivid
example is the U.S. crackdown on offshore tax evasion
and an IRS investigation of Swiss bank UBS which re-
sulted in a $780-million fine for the bank. The U.S. ef-
forts have also resulted in criminal investigations and jail
time for violators. European and other countries have
also gotten into the act as it results in increased tax

revenue in a time of need.

Under the U.S. rules, a U.S. person is required to file a
Report of Foreign Bank and Financial Accounts ("FBAR"
or Form TD F 90-22.1) if they have a financial interest in
or signature authority over financial accounts in a foreign
country where the aggregate value exceeds $10,000.
The potential penalty for an inadvertent failure to file is
$10,000 and a wilful failure could cost as much as
$100,000 and even result in jail time.

Since 1998, Canadian tax residents have been required
to disclose ownership of foreign property if they had a
total cost amount of more than C$100,000 at any time
during the taxyear. The specific question is on page two
of the annual T1 Canadian tax return.

doesn-"“t

ni ght!

If the answer is' yes, then youare required to file Form
This
form |s due to be flled by the due date of your tax re-

X wh'e you-“r t al
pril 30™ of the year foIIowmg the par-

T1135 — Foreign Income Verification Statement.

turn (generally
ticular tax year). Please note that if you e-file, you still
have to mail in a hard copy of your Form T1135 sepa-

rately.

i nf o ga

The penalty for not filing this form (if required) by the
due date is a fine of $25 per day to a maximum of
$2,500 for each tax year. If you fail to answer the for-
eign property question honestly, there are other poten-
tial implications (including jail time) however this would
generally be for situations where there is an intention

to evade tax by hiding foreign assets.

Although the penalty for late filing of the T1135 has
been in place since 1998, the Canada Revenue
Agency has just recently stepped up their efforts to
pursue non-compliance. This is consistent with their
advance warnings that they will scrutinize foreign tax
issues more closely. We have noticed that the CRA
now automatically assesses the penalty for a late filed
Form T1135. There is a computer generated letter

which is mailed out assessing the maximum penalty.

By: Mo (Mohammad) Ahmad. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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If you have already been assessed this penalty, there
may be grounds to submit a claim under the tax fairness
provisions depending on your particular circumstances.
If you have not yet filed and your return will be late, then
you should consider whether you qualify for the formal
voluntary disclosure process to mitigate the penalty.

So
be reported on Form T1135? Generally, the definition is

wha't exactly is
fairly expansive as outlined in the instructions to the form
www.cra-arc.gc.ca/E/pbg/tf/t1135/t1135-07e.pdf).

Some common examples include cash, stocks, bonds,

(see

mutual funds, loans or any real property (land or build-
ing) not in Canada.

Let s |l ook at some ot her

ity. If you own a bank account in the U.S. then that is
definitely a foreign property so you need to file T1135 if
the cost amount is more than C$100,000. Remember
that the C$100,000 amount is on an aggregate basis
and not for each foreign property. So if you have a for-
eign bank account with C$50,000 and other foreign
property with a cost of C$60,000 then you need to file

Form T1135.

If you recently moved to Canada and still own a home
outside of Canada, then the foreign home will be foreign
property for purposes of Form T1135 if not maintained
exclusively for personal use (i.e. if it is rented out). The
cost base of the home is the fair market value at the time
you moved to Canada.

“foreig

If you own mutual funds through a Canadian mutual
fund provider (such as Sun Life, ManulLife, Investors
Group or a Canadian financial institution) you are not
considered to own foreign property, even if the mutual
fund invests entirely in foreign stocks.

The biggest area of concern is if you own stocks of for-

rign Earporptiens (through & brekér orias interretqaa-i r

count). Stocks of foreign corporations are considered
to be foreign property for purposes of Form T1135 and
you may be required to file this form if you invested
more than C$100,000.

How do you come clean if you now realize you were
required to file Form T1135 for a prior year? The best

e optiompfor eswomitting a dateoForm dTd 135mis thmuglke | a

CRA" s f or mal Vol unt ary Di s
Unfortunately, just mailing in the required form with a
remor sef ul apol ogy doesn-"t

VDP is a formal process which gives taxpayers the op-
portunity to come forward to correct inaccurate infor-
mation or to disclose previously unreported information
without penalties or fear of prosecution. The submis-
sion can be made either on a no-names basis or with
full
strategy for your situation. The VDP process is not a

information so you-“"lIl|
do-it-yourself project and it is highly recommended that

you seek professional advice.

By: Mo (Mohammad) Ahmad. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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A valid disclosure must meet the following four condi-
tions:

e the disclosure must be voluntary (i.e. you have not
been formally asked by the CRA to complete the form)

e the disclosure must be complete
e there must be an application of a potential penalty

e the disclosure must generally include information

that is more than one year overdue

Also, the disclosure must be in writing and should be
sent to the tax services office that has jurisdiction over
the area where the taxpayer resides.

If the VDP submission is accepted as a valid voluntary
disclosure then the CRA will waive penalties that would
otherwise be imposed. On a case-by-case basis, the
CRA may also provide some relief on the amount of ar-
rears interest outstanding. So, the benefits of being ac-
cepted into the VDP can be well worth the effort. Other
than the foreign reporting requirements and past due tax
returns, there are certain other items that may be ac-
cepted into the VDP process. For example, in the year
of departure from Canada there is a Form T1161 which
requires listing of certain property (such as a home or
capital assets) you own at the time of ceasing Canadian
residency. The maximum penalty for failure to file is
$2,500 not including interest.

Similarly, if you own Canadian real property as a non-
resident and earn rental income from it then you will
have a number of filing requirements (such as the Form

NRG6 election to remit withholding tax on a net basis).

These types of items can also be submitted through
the voluntary disclosure process (if the conditions are
met) to mitigate potential penalties.

As noted above, the VDP process is not a do-it-
yourself project and it is highly recommended that you
seek professional advice. It will save you grief down

the road and certainly result in better sleep.

MOHAMMAD AHMAD is a Director of Trowbridge Professional Corpo-
ration, Chartered Accountants | Tax Advisors, and specializes in tax for
Canadian expatriates that live abroad. He is located in the Vancouver,
B.C. office of Trowbridge Professional Corporation, Chartered Account-
ants| Tax Advisors. He can be contacted at the contact below

Other Trowbridge Offices:

Toronto: Arun (Ernie) Nagratha, CA, CPA
London, UK: Wayne Bewick, CA, CFP, CPA

By: Mo (Mohammad) Ahmad. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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The Organisation for Economic Co-operation and
Development (OECD) slashed its 2012 forecast for
economic growth to 1.6 per cent for its 34 member
states from 2.3 per cent six months ago.

For Europe alone growth was cut from 2.0 per cent to
0.2 per cent. According to a Financial Times report pub-
lished on the 28" November 2011. The OECD also
warned about a recession in the EU area if they fail to
take proper action.

The global economy has deteriorated signifi-

cantly since our previous Economic Outlook.
Advanced economies are slowing down and
the euro area appears to be in a mild reces-
sion. Concems about sovereign debt sustain-
ability in the European monetary union are
becoming increasingly widespread.- OECD

handout 28% Nov 201

Other economic indicators also don't inspire confidence.
Industrial orders in the euro zone fell by 6.4% in Sep-
tember the steepest decline since the dark days of De-
cember 2008. Institute for Supply Management Index
(ISM) is 47.2 and anything below 50 suggest slower
growth. Reports show that there is a widespread sell off
of sovereign of debt by major banks. The dark days are
not clearing very soon.

Abu Nizam, CIM

There are discussions about what will happen if any

of the weaker members defaults on their debt. That
will trigger a domino effect and the consequences
are unimaginable. First new lending to government

will stop. Government will run out of money, and will

stop paying bills. The economy will come to a stall.
The government will be forced to leave the Euro if

other members failed to act properly and make new

funds available. On the other side, the value of

bonds will plummet. As a large amount of the debt is

held by several EU banks, the banks will take a huge

hit which will create a credit crunch in the financial
system. The exit from Euro has other challenges.
Investors know that the country leaving the euro wil

move to restore its own national currency which will

be devalued and investors will be forced to accept
this devalued currency.

By: Abu Nizam. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 905.709.7911. Fax: 905.946.2207.
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This will cause a bank run followed by a credit crunch
etc. and the Euro zone will slip into a recession. Unfortu-
nately, there is no easy way out. For example European

banks®" total exposure to
$831.1bn, European banks*"
private debt of Spain is

total exposure to public and private debt of Portugal is
$205.6bn. The scale is so big that only time can tell us
what will happen to the euro zone going forward.
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The following is an extract from an OECD handout of its
economic outlook published on 28" Nov 2011.

Business confidence is weak
Consumer confidence is deteriorating further
Equity markets have been extremely volatile

the rise

P u byl isEyerdigndspr8add coti

t ot ®lro-a@eaposure to
$ 6 5% Ed@rgpgan finagciaksgaiop gpafigenceygspiips «

Risk perceptions in the financial sector are on

e Uncertainty in money markets is climbing

e Financial sector equities are significantly un-
derperforming relative to non-financials
Financial conditions are r}(ijenerally tightenin

u@ to WiRIdhtin e’ |
publ i c

meting
The recovery is projected to resume only
slowly

e Unemployment is expected to remain high for
an extended period

e Public debt is set to increase further

Fortunately, as | have talked about in past articles in-
vestors have one way to protect themselves, there
are still many companies with very strong fundamen-
tals. These companies have significantly added value
to our lives and have very strong business models. In
a time of uncertai nt y-offiand” s
to invest in high quality large-cap companies. You

should minimize your speculative investments for

now.
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The first trading day of 2011, which was Jan 4™
2011, S&P/TSX composite index opened at 13,530
andtoday (Dec28™2011) it
down more than 13% for 2011.

S

After two great years stock markets around the world
struggled to stay positive in 2011 and in most of the
cases they failed. According to Morningstar, the Bombay
St ock Exchange" s 30 Sens
22.60% in 2011. The Shanghai SE Composite Index
ended the year down YTD 22.72%. As expected the
Euro zone remained weak and major indices turned
negative in 2011. The Euronext BEL 20 was down
20.75%, Euronext Paris CAC 40 was down 18.44%, FSE
DAX was down 20.27% and the FTSE 100 finished
6.65% lower. The U.S. indices performed better. For the
year, the Dow is up 5.3%, while the S&P is down 0.2%,
and the tech-heavy Nasdaq is off 1.9% .

W DOLTO (Daily) 44,35
il olume 18,183

A 2R oA o oa o=

2011 Feb Mlar Apr M ay

There are two more trading days left for this year so
the numbers will vary but overall we can get a sense of

t r adi2p1 acress the board; Jmsthis article | will provide

charts of some leading indices so you can have an
overall view of 2011 so we may prepare better for
2012.

Not all investments turned sour however, some lucky

o &F inﬁigntfglein)\(/estolrs shave Jocl)J%I r{)osit've]_rBturns in-
vesting in Pizza stores, Dollar stores, and REITs. Dol-
larama (DOL.TO) is up 53%, Pizza Inn Holdings Inc.
(PZZl) ballooned from $1.90 to $5.50 level up 189%.
RioCan (REI.UN) one of the biggest Canadian REITs
by market cap is up 18% in 2011.

Happy investing in 2012.

All charts are taken from Stockcharts.com
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S&P 500
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NASDAQ Composite
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Reuters/Jefferies CRB index
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Gold
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