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First Word

Welcome to the September/October 2011 edition of CRA Magazine.

In this late summer issue of 2011, we reprise an article on The World of Bonds penned by our residenospe&aligemn fij
Patel. With the aging demographics around the world and increasing volatility in equity markets many pemjiie@meelaoki i
their portfolios. However, what used to be a relatively safe harbor to invest in now has its own perils, eigithlelingisizy 4
and low interest rate environment we are in illustrate.

On the taxation front Mo (Mohammad) Ahmad discusses tax basics for American Persons Abroad. Perhaps this mif
American you are familiar with in the tight knit expat communities; otherwise it might be of interest justUintedr$patesho
treats its expats differently than Canada.

Peter Ki stemaker writes briefly about the | mport aghyce
skill ed and motivated group of people. Together they

Abu Nizam di scusses the difference bet ween ec onUdlimatey
arguing that despite the prevailing conditions there are always great companies such as Apple to invest @mao fare s
cused on opportunities rather than always worrying about problems.

As al ways we hope these articles are entertai nihadtruths d
because we believe you deserve nothing less. We believe there are many opportunities and pitfalls in thednvestnesnt
to help you steer the best course possible; so that you may strive for excellence.

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

Facebook gr cCanpdiass ResgdemeAbroad

Dax Sukhraj

Publisher Cover page photo credit: Afroza Sarwar
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true, it is even more so when the US has to exit a
premier league of countries whose debt has the
coveted AAA status conferred by S&P.

This is the first time in history that the US, the largest
economy in the world, has had its debt down-
graded. Equally the much talked about debt situation in
most of the Mediterranean countries and Ireland, have
created a new dilemma of a European dimension. The
latter now threatens the unity of Euro land, and in fact
no less an authority than Alan Greenspan commented
just last week that it calls into question the survival of
the Euro as a currency. | therefore believe that this is a
good time to revisit some of the fixed income tenets that
we discussed in my article that was published in Sep-
tember 2010. Interestingly two of the events forecasted
in the article (just under a year back) i the downgrade
of US debt and the shrinkage in yield of Aussie bonds i
have now come to pass. While the US treasury still
reigns supreme, and counter-intuitively traded higher
after the downgrade as the risk -aversion trade came on
again, it lives on borrowed time. How long will the world
continue to pay homage at the altar of the mighty US
dollar and US treasury bond, or will it in the foreseeable
future call off the bluff of receiving abysmally low rates
on the debt of a bankrupt nation, that was on the verge

of financial default just a few months back.

Pervez Patel, ACA, AICWA, CIM, FCSI

pr over bThe Orginal ArtidieNpublishedeon Sep/Octn t

2010 edition):

This would relate to regulation, de -globalization, pro-

tectionism, currency manipulation, de-leveraging,
higher taxation etc etc. We also discussed how in this
new normal, rules of capitalism were being re -written
in favour of government interference which deter-
mined which corporations survived and which did not,
debt covenants being altered where secured creditors
waited behind unsecured creditors, and even more
drastically the systematic and draconian transfer of
wealth and resources from
porations i whose size and scale of corruption or inef-

ficiency (depending on how you looked at it) made

t hem fail o.

itoo big to
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Ordinary capitalism would have allowed for the demise
of bankrupt organizations, and not allowed a nexus of
accountants, regulators and government czars to allow
this large scale fraud to be perpetrated on the honest
taxpaying public i but then fair capitalism as we know it
in the Western world, is probably dead in the water. As

the prize winning economist, Paul Samuelson, who

How do these changes impact the world of fixed in-
come??? We were made painfully aware in the latter
part of 2008, that bonds of corporations are not im-
mune when the public loses its faith in corporations at
large. Of course even in the case of a corporation go-
ing belly up like Lehmann Brothers, then the fourth

largest investment bank in the world, you would not

passed away | ate | ast year,loséhexatythingooh ygodr bamds é lyes,iysuldid €énd tpe r

wrap themselves in the f | agwithonly 11 cents on the dollar for your bonds, but

the equity holders lost every single cent in the bank-
ruptcy of the once venerable economic powerhouse.
Closer to home, we remember the bankruptcy of our
much vaunted national carrier, Air Canada, where
bond holders had the ignominy of getting a quarter
back on a doll ardéds face

vesting in our Ahigh fI

ended up with zero, nada, for all their travails. The
point should not however be lost that in an uncertain
market environment, bonds or fixed income will offer
you some benefits over pure equities i both in rela-
tive and in absolute terms. This goes with the terri-
tory as a bondholder has covenants from the corpora-
tion to be paid interest

fore an equity holder is paid a dime.

We will talk in this article about global bonds, and end
with an example of a global bond fund that meets our
risk/return metrics in terms of how it is currently in-

vested.
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A lot is made presently that we are now in an era where
interest rates are presently so low, that they have no-
where to go but right up again. This argument applies
mainly to sovereign debt of countries where interest
rates have nowhere to go but higher. Thus for example
the 10 year US Treasury bond presently has a yield of
2.6% p.a. which historically and otherwise seems to be
low. When you consider that at least two major bond
rating agencies based out of the US have suggested that
the debt of the US may lose its coveted AAA status ,and
the fact that the fundamentals of the US economy are
quite wretched (for starters total debt to GDP is about
380%, and when you factor in partial unemployment
and folks who have dropped off the rolls simply because
they have stopped searching for jobs, that the real un-
employment in the US is more like 22%), it appears very
likely that we have built up a significant bubble in the US
treasury bond. Of course this argument of interest rates
and bond values having an inverse relationship would
completely apply here. In fact one the money managers
I know suggests that US bond yields could easily head
higher to about 5% or 6% (as foreigners demand larger
premiums for lending to what is essentially a bankrupt
country) has active short positions in 10 year US treasur-
ies and stands to make a windfall when that does take

place.

1971 was a hallmark year in the US, as that was the
year that President Nixon abolished the gold standard i
effectively removing the need to have backing in gold for

money that was printed.

Effectively most of the improvement in living stan-
dards in the US and most countries in the Western
world has been brought about by the massive crea-
tion of credit rather than by any real growth in the
economy. From 1971 to 2010, CPI went up by almost
500%. Total US debt in the same time span shot up
from US$9 trillion to US$59 trillion, and this excludes
unfunded liabilities for social security payments and
now healthcare of almost US$ 100 trillion. In this
same time period US nominal GDP went up from US$
1.1 trillion to US$ 14.5 trillion. This would mean that
it took an increase in borrowings of US$ 50 trillion to
produce an increase in annual GDP of $ 13 trillion

over four decades.

The chart below shows total US debt to GDP now
stands at a staggering 380% and is likely to go much
higher as the printing binge of US dollars and US

treasuries continues unabated.

Total U.S. Debt as a % of GDP
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Clearly we see a takeoff point circa 1971, and we are
now at a levels of debt which dwarf what happened in
1876 and 19331 the Great Depressions of the past cen-

turies.

However there would be other countries i in the devel-
oped world like Australia, Norway and in the developing
world like Brazil, which have relative clean balance

sheets, and great economic fundamentals.

Faced with a world where there is widespread economic
distress, these countries have the room to reduce their
interest rates, and by the same token, that would likely
mean the bonds in these countries would likely head
higher. For instance the 10 yr Aussie bond yields about
5.5% p.a. (more than twice the interest rate on US
treasuries) and there is every likelihood that this could
head lower, as Australia starts to cope with a slowing
economy in China leading to less exports of coal and
steel, as well as its domestic housing market starting to
cool off. We are not talking pennies and dimes here, as
an interest rate drop of a little over 1% could result in
about a 15 to 20% appreciation in Aussie bond valua-
tions. Add to that a yield of 5.5%, and we are talking
about equity like returns with bond like risk and virtually

zero sovereign default risk.

One global bond manager best summed it up to me
as follows 1 if you were an alien arriving from outer
space, and you were looking for the countries whose
bonds you would be buy, a surprising number of so-
called emerging markets would make the grade, and
equally a number of OECD nationsi maost of the de-
veloped world 7 would fair dismally. This is where
conventional wisdom turns on its head as we still
have the three major bond rating agencies in the US
living in fantasy land. How else would you justify their
ratings of Spanish debt as investment grade, and that
of Indian debt (India has never defaulted in its post -
independence history) as junk debt (or as we Canadi-
ans would politely put it i less than investment grade
debt). This is precisely why major global bond man-
agers rely on their own research and quite literally
throw the valuations of bond rating agencies out of
the window. After all these are the same rating agen-
cies which just a few years back gave the highest rat-
ings possible to the junk that was being produced by
major US financial corporations i and we all know

how that story played out.
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We will now discuss the strategies used by one of our
global bond managersi Dr.Michael Hasenstab, who runs
the Templeton Global Bond Fund. Globally the fund has
assets of about US$ 69 billion, and in Canada this fund is
recipient of the Lipper Fund Award (2010) for best global

fixed income fund over 5 years and 10 years in 2009 and
2010. It is important to recognize that global fixed in-

come funds are evolving much the same way as global
equity funds did several years back. Increasingly it be-
comes necessary for investors to seek broader, interna-
tional exposure in terms of asset classes rather than be
circumscribed by domestic markets. It is important for

Canadians to seek the benefits of tremendous niches of
value that exist overseas i not necessarily in conven-

tional markets.

The Templeton Global Bond Fund uses three main driv-
ers to propel returns - duration (simplification of this
term would be the term of the investment), currencies

and sovereign risk.

Durations are based on an issuer specific basis. For
reasons mentioned earlier, the currencies of major
developing nations like the BRIC (Brazil, Russia, India
and China) countries offer far more by way of growth

potential than the tired currencies of the developed

world 7 the US dollar, Euro or pound sterling. Of
course sovereign risk has to be assessed at a country

level.

The fund favours developing nations like China and
Brazil, and conversely avoids investments in countries
that have significant debt issues. The US, Western
Europe and Japan face tax hikes and spending cuts in
the years ahead, which will translate into weak
growth and currencies. On the other hand, a lot of

developing countries have made smart investments
infrastructure and manufacturing capability for do-

mestic demand. They also have significantly lower
debt (both in absolute and relative terms) than ad-

vanced Western economies, and this should translate

into greater efficiencies for the future.

The fund had only 1.2% exposure to North America,
compared with 25.8% exposure to Asia and 17.3% to
Latin America, according to a filing for the first quar-
ter. Top holdings by nationality are South Korea, In-
donesia, Poland, Mexico and Brazil. The fund does not
hold any Canadian government debt, preferring Aus-
debt

and geography as the gateway to China and the rest

trali an because of AL

of Asia. The fund eschews US government debt.
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Equally Australia and other commodity exporting nations
(like Indonesia and Brazil) also offer potential against
inflation because their currencies would reflect increases

in the value of commodities.

Even in the continent of Europe, the fund has been op-
portunistic in its selections of investment locations i
against the backdrop of the worries with the debt of

countries in Southern Europe. For instance , Dr. Hasen-
stab earlier in the year visited Central Europe and the
Baltic regions, and came to the conclusion that countries
like Poland had excellent fundamentals relative to many
of their neighbours 1 GDP growth of approx 3%, debt to
GDP less than 60%- much better stats than those of the

more mature economies of core European state, in areas
of indebtedness and growth rates. Even the Baltic re-
gions i Lithuania and Latvia i that were at the center of

the crisis in 2008, had taken cleansing steps towards
reforming their fiscal accounts, public expenditure and
enforcing tough structural reforms to put them into a

better situation. Norway is another striking example of a
position in the fund. The country has excellent credit
fundamentals. The entire Norwegian debt market is cov-
ered more than four times over by its sovereign oil

wealth fund. So clearly in Europe, there is a huge and
important differentiation between countries in terms of

adjudging worthwhile candidates for investing.

It is heartening to know that the money manager does
his own critical research tapping the vast reserves of

knowledge and expertise in Templeton,

rather than rely on the sub -standard rating standards
of official bond rating agencies (which we alluded to

earlier).

This concludes our report i in the next issue, we will
examine plays in high yield and investment grade
debt of companies, and how intriguing opportunities

exist in that space as well.

The author is an International Financial Planners with Canadian In-
vestment Consultants. He helps Canadians around the world with
financial, retirement and estate planning and with investments and
insurance. Canadian Investment Consultants is a division of Keybase
Financial Group, with offices across Canada and in Panama.
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The rules for filing of U.S. income tax, estate tax,
and gift tax returns for U.S. persons are generally
the same whether you are residing in the United

States or abroad.

Your worldwide income, filing status, and age will gener-
ally determine whether you must file a U.S. personal in-
come tax return. The Internal Revenue Service (IRS)
has recently increased their efforts to improve tax com-
pliance by U.S. persons abroad and the continuing me-
dia attention to IRS' efforts are making people more
aware of these filing requirements. This attention has
focused mainly on completion of tax returns and the For-
eign Bank Account Reports (FBARs). New provisions in
the Foreign Account Tax Compliance Act (FATCA) en-
acted in 2010 will make it much easier for the IRS to
ensure compliance by individuals. FATCA includes a re-
guirement for foreign financial institutions to report fi-
nancial information on U.S. persons directly to the IRS

each year.

This article will provide an overview of the U.S. tax filing
requirements for U.S. persons living abroad including a
quick review of the U.S. tax return filing requirement,
the FBAR and the FATCA provisions. This article is
meant to be informational only and is not intended to
provide specific tax advice. You should consult with a
competent cross-border tax expert to obtain individual

advice on your particular situation.

Who is a U.S. Person?

The definition of a U.S. Person for purposes of this ar-
ticle refers to U.S. citizens and resident aliens (i.e.
Green Card holders). Many people are citizens of the
U.S. by birth or through some other part of the immi-
gration law (i.e. by virtue of American parentage) and
dondt even know it. For
important for you to determine if you are a U.S. citizen
or if your Green Card is still valid. If you are citizen or
Green Card holder, your lack of documentation does
not change the fact. If unsure, you should contact a
competent U.S. immigration attorney to determine
your status. Otherwise, you may be subject to the be-

low tax rules without even knowing it.

By: Mo (Mohammad) Ahmad. Contact: 60 Columbia Way Suite 900, Markham, ON, Canada, L3R 0C9. Tel: 905.709.7911. Fax: 905.9@8.22
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U.S. Tax Return Filing Requirement

A U.S. Person is generally required to file a U.S. tax re-
turn depending on their worldwide income, filing status
and age. It does matter that a U.S. person lives outside
the U.S. or does not earn U.S. source income. The
threshold for filing a tax return is based on worldwide
income earned by a U.S. person. For instance, in 2010 a
U.S. person that was above the age of majority and fil-
ing on the Married Filing Separate (MFS) basis would be
required to file a U.S. income tax return if their gross
income from worldwide sources was US$3,650 or more
during the calendar year. A U.S. citizen spouse married
to a Canadian citizen would generally file on the MFS
basis. Also, for a single person the threshold was
$9,350 and the threshold for a married couple filing on a
Married Filing Joint basis was $18,700. The thresholds
for 2011 are expected to be similar to the amounts for
2010.

If there is a U.S. tax filing requirement based on the
above thresholds, then the U.S. citizen or resident alien
must report 100% of their worldwide income on their
U.S. federal individual income tax return, regardless of
where they live and regardless of where the income is
paid. There are two special tax provisions that can be
used by U.S. persons living outside the U.S. to reduce
their federal income tax liability i the foreign earned in-
come exclusion and the foreign tax credit. These two

provisions, combined with other provisions in an

applicable tax treaty, will help to minimize double taxa-

tion of income.

Through these provisions, in the majority of cases,
there may be no U.S. tax to pay even if there is a re-
quirement to file a tax return. Itis important to note
that the return should be filed even if no tax return is

due.

Foreign Bank Account Report (FBAR)

Apart from the U.S. tax return filing requirement,

every U.S. citizen and resident alien with an interest in
a financial account maintained outside the U.S. must
report to the IRS on these accounts annually on a form
commonly known as the Foreign Bank Account Report
(FBAR) or Form TD F 9022.1. The FBAR return is re-
quired to be filed if the aggregate balance in the for-
eign accounts exceeds $10,000 at any time during the

year.

A foreign bank account includes the typical accounts
that may be held at a bank, including savings or
checking accounts maintained with a branch of a fi-
nancial institution that is physically located outside the
U.S. However, the definition is broader than this, and
includes securities or brokerage accounts, whole life
insurance, foreign retirement accounts (not held with a
government), and annuities with a cash value main-
tained outside the U.S. In addition, it can include an
account over which the U.S. person simply has a sig-
nature authority, such as an account over which you
have signing authority as part of your employment du-

ties.

By: Mo (Mohammad) Ahmad. Contact: 60 Columbia Way Suite 900, Markham, ON, Canada, L3R 0C9. Tel: 905.709.7911. Fax: 905.9@8.22
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It is important to be aware of the filing requirements as
the penalties for noncompliance are quite severe. The
FBAR rules are a component of antimoney laundering
laws that seek to fight financial crime, including terrorist
financing and money laundering so in these types of
cases the penalty for failure to file the FBAR can include
criminal charges with potential of prison and fines up to
$250,000. The civil penalties for non-willful violations
not due to reasonable cause are subject to a $10,000

penalty per violation.

Clearly, the penalty structure is such that individuals
should take very seriously their obligation to file FBAR
forms as well as to pay the tax associated with balances

and income in the accounts.

The IRS has established an amnesty program to permit
taxpayers with foreign bank accounts (and unpaid taxes)

to voluntarily disclose unfiled FBARSs from prior years.

This is the second amnesty program introduced by IRS,
and reflects the growing attention IRS is paying to tax

evasion through the use of foreign accounts.

The IRS has stated that it will not impose a pen-
alty for the failure to file the delinquent FBARS if
there are no underreported tax liabilities and the
FBARs are filed by August 31, 2011.

Foreign Account Tax Compliance Act (FATCA)

FATCA was enacted in 2010 as part of the Hiring In-
centives to Restore Employment (HIRE) Act and is a
very important development in U.S. efforts to combat
tax evasion by U.S. persons holding investments in
offshore accounts. FATCA will require foreign financial
(AFFI so0)
information about financial accounts held by U.S. tax-

institutions t o
payers, or by foreign entities in which U.S. taxpayers

hold a substantial ownership interest.

Under FATCA, any U.S. person holding foreign financial
assets with an aggregate value exceeding $50,000 to
report certain information about those assets on a new
form (Form 8938) that must be attached to the tax-
payerds annual tax
Reporting applies for assets held in taxable years be-
ginning on or after January 1, 2011. Failure to report
foreign financial assets on Form 8938 will result in a
penalty of $10,000 (and a penalty up to $50,000 for
continued failure after IRS notification). Further, un-
derpayments of tax attributable to non-disclosed for-
eign financial assets will be subject to an additional

substantial understatement penalty of 40 percent.

By: Mo (Mohammad) Ahmad. Contact: 60 Columbia Way Suite 900, Markham, ON, Canada, L3R 0C9. Tel: 905.709.7911. Fax: 905.9@8.22

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

Page: 12

r

retur n.

e



Beginning in 2013, FATCA will also require FFIs to report
directly to the IRS certain information about financial
accounts held by U.S. taxpayers, or by foreign entities in
which U.S. taxpayers hold a substantial ownership inter-
est. To properly comply with these new reporting re-
quirements, an FFI will have to enter into a special
agreement with the IRS during 2012. Under this agree-
FFI

ment a fAparticipatingo

(1) undertake certain identification and due diligence
procedures with respect to its account holders who are
U.S. persons;

(2) report annually to the IRS on its account holders who
are U.S. persons or foreign entities with substantial U.S.
ownership; and

(3) withhold and pay over to the IRS 30 % of any pay-
ments of U.S. source income, as well as gross proceeds
from the sale of securities that generate U.S. source in-
come, made to:

(a) non-participating FFIs,

(b) individual account holders or foreign entity
account holders failing to provide sufficient infor-
mation to determine whether or not they are a
U.S. person.

It is important to note that the details of the new re-
porting and withholding requirements pertaining to
FFls must be developed through Treasury regulations
that have not yet been issued. Because the new re-
quirements will go into effect in 2013, it can be ex-
pected that the regulations defining the new require-

ments will be issued during 2011 and early 2012.

Other Tax Considerations for U.S. Persons Living
Abroad:

It is important to note that a U.S. citizen or resident

alien living abroad is still subject to the normal U.S. tax
laws with respect to all other items of income, ex-
penses, and credits. Some of the other tax issues that
we regularly review with respect to US citizens abroad
re:
aWeI I be

1 U.S. vs. foreign treatment on sale of principal
residence

obligated to:

U.S. vs. foreign treatment of stock option income
Differences in capital gains tax rates

Exchange gains and losses

= = = =

Tax Treaty issues with respect to interest, divi-
dend and pension income

9 Certain reporting requirements for foreign retire-
ment accounts, such as RRSP reporting require-
ments for Canadian RRSP accounts on Form
8891

Sale/rental of secondary properties

Tax issues with respect to owner managed busi-
nesses and ownership of non-U.S. corporation

1 Estate and gift tax planning

9 Social security taxes
There are other potential issues in individual circum-
stances. Any of these issues should be discussed with

a competent cross-border tax professional.

MO (MOHAMMAD) AHMAD is a Director of Trowbridge Professional Cor-
poration, 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 Accountants| Tax
Advisors. He can be contacted at the contact below
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Peter Kistemaker, CFA

Canada is a country of immigrants. Few cities As globalization continues in the 21° century this trend
around the world offer the diversity present in Can- is set to continue amongst all countries. The Interna-
adads | argest uUur ban cent rtignal Organization for Migration estimates that already

200 million people live outside their country of birth of

Canada has a great reputation as a stable place with op- ) o :
g P P P this total nearly three million are Canadians. The three

ortunities for ambitious people. Over the past few years ; ; J
P A P y million is merely a guess b

Canada has quietly solidified this reputation as much of N
been accurately tracked. As expected due to proximity,

the outside world burns, sometimes literally due to politi- . .
cultural reasons and its huge economy, the United

cal activism and economic crisis. For these reasons much ) N . i .
States is the largest recipient of Canadian-born emi-

less thought is given to those who choose to do the re- . : :
grants, totaling approximately 900,000. 80% of this

verse and emigrate from this | and of. ﬁMi Il kK and Honeyod.
1 - ’ total has been living in the US for at least ten years.

Canadaodos Di aspa€E®#&U0@ Saatdegmg, Gr e e k

dispersion”, those who have settled outside their ances- Not surprisingly this group is well educated and gener-

tral homeland) is given scant attention. This is unfortu- ally well rewarded for this education. This group of
nate because Canada boasts a remarkable group of indi-  expats is seven times more likely to have a doctoral or
viduals living outside Canada, precisely because the ma-  professional degree than Canadians residing in Can-
jority of those who emigrate do so by choice rather than ada.

necessity. This is generally a highly skilled and motivated

group of individuals leveraging that talent in other mar-

kets.
30 SOURCE Statistics Canada

25

B canadians living in United States
Canadians living in Canada

I

Bachelor's degree Master's degree Doctoral and professional degree
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There are also substantial numbers of Canadian expats
in countries such as the United Kingdom, Australia, and
France. Many are also taking advantage of the shift in
global growth towards the Asia-Pacific region; there are
around 295,000 (Asia Pacific Foundation Feb. 2011) Ca-
nadians in Hong Kong. In an interesting twist the Consu-
late General of Canada in Hong Kong estimates that
near 85% of Canadians in Hong Kong are Canadiar
born, in Canada itself that figure is only 80%.

Country Canadian expats
United States 950,000
Hong Kong 220,000
United Kingdom 72,500
Australia 27,000
France 20,000
Greece 12,500
Netherlands 7,500
New Zealand 7,000

... and many others ...

Total ~2.8 million

SOURCE Statistics Canada,
Asia-Pacific Foundation of Canada

Canada can greatly benefit from its Diaspora since
most people want to maintain close ties to Canada. It
is important to leverage this great pool of talent. At
CRA magazine we are part of keeping the entire Cana-
dian family together, hoping to build a strong network
of likeminded individuals.

Peter Kistemaker has amassed a wide range of experience in his
10 years in the investment industry. He has written extensively
about financial matters helping sell side analysts deliver excep-
tional value to their clients. On the buy side he has experience
managing a variety of investment mandates with an emphasis on
natural resources and macro investment themes within the North
American equity markets. Peter is an investment advisor for Cana-
dian based Argosy Securities and can be reached at the address
below.
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In recent times the volatility index known as the
VIX, moved up to 48 on Aug 8, 2011. The market
volatility in the last 4 weeks reminds me of the dark
days of Oct 2008 when VIX moved up to the 90 -

level.

This time is different. 2007 -2008 started with sub-prime
mortgage defaults followed by the credit crunch and re-
cession. |t
crisis in banks quickly spread into the real economy,

from the U.S. to other countries. Some financial institu-

tions failed and numerous others had to be bailed out.

This ti me
2011 is:

1 Sovereign debt crisis: EU

Fear factor: U.S. rating downgrade
Doubledip worries or slow growth
Lack of political leadership

Policy makers are out of bullets

= 4 4 A

In Europe, countries like Italy and Greece have national
debt running more than 100% of their GDPs and
stronger economies like Germany or France also have
quite a considerable amount of debt on their balance
sheets. In 2010 all the major economies in Europe had
budget deficits, in some cases 10% or more of their
GDPs.

was dewvel of pa ofbdcta&%

it 6bkeaeRGopeohimemi/hdm Sruimmedsy have

Abu Nizam, CIM

The sovereign debt crisis is not just limited to the EU.
We all know how the U.S. has avoided a last minute
default on their national debt recently.

But they could not save their AAA rating from Standard
& Poor 0s.

O4EA 51 EOAA 34O 11
credit rating from Standard & Poor's on Fri-

A0 ng(raecedented blow to the

world's largest economy in the wake of a
political battle that took the country to the
AOET E 1 AReuvfed dphtéliorOney®,

2011

argued ab

showed how it was rating sub-prime mortgage loans

as AAA which caused a housing bauble in the U.S., |

think the important thing h
raised a red flag and i f we
world will see a major cris

tem.
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"The downgrade reflects our opinion that the

fiscal consolidation plan that Congress and Why worry when Apple is at $400?

the Administration recently agreed to falls Recently | was reading an article in The Economist and

short of what. in our view. would be neces- the author was discussing about what will happen if the

U.S. has a selective default on their debt. That was

sary to stabilize the government's medium _
right before the deal had been made and a default had

term debt dynamics,” S&P said in a statement.  peen avoided. The article was talking about four scenar-
ios. The first one is there will be a deal between Republi-

Meanwhile Canada seems to have a better position. On
cans and Demaocrats, debt ceiling will be raised and a

July 28 2011 Moodyods investor service has renewed Can -
_ _ defaultwﬂl be saved. Second option is that August 2™ is
adabébs AAA credit rating supported b ronger economi ¢

not the hard deadllneyand U.S. government has some
growth and stronger government balance sheet. Canada
room to push |t to August 10 or even in September with

has scored fAiVery Higho on strength Canadabos
_ _ _ the heIp of hlgher tax revenues than forecasted Third
financial sector was stronger than the U.S., housing had
| | option is that the government puts works on temporary

only a mild downturn and years of fiscal and monetary _ )

. ) _ lay-offs or stop payments to suppliers and pays its debt
discipline made Canada very impressive. |
payments. Finally U.S. goes for a default. As we all know
the first scenario was the outcome here but the reason |
am telling you this is: Whatever happens in various na-
tions and economies | think investors should remember

there are still well run companies to invest.

Despite whatever is happening around the world, from
middle-eastern unrest to European/U.S. debt crisis etc.,

Apple has briefly surpassed Exxon Mobil to become the
worl dés biggest company on £
It was just ten years ago, V
$10 per share and today it is selling for $388 as of Aug

30, 2011 (the stock touched $404.50 on July 26, 2011).

By: Abu Nizam. Contact: 60 Columbia Way Suite 900, Markham, ON, Canada, L3R 0C9. Tel: 905.709.7911. Fax: 905.946.2207.

E-mail: info@cramagazine.com. Web: www.cramagazine.com. Page: 17



This is just an example. There are hundreds of compa- WTHTO (s 7509 M

nies around the world who have not just recovered all Wv !
the losses in 2008 market drop but are now making new

™
highs and have generated positive returns for investors. h #
)
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y\z The above companies are for example purposes only.

7 Investors should look for companies with good funda-

( | ‘ mentals and business model s
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caught on short-term market panic. The following
) charts are for illustrative purposes only and | want to
A Canadian example would be TD Bank. Recently ) i ] ) }
show some important charts in two different time peri-

Moodyds, one of the biggest ratlng comMJanles, ranked
ods: May-Aug 2008 and May-Aug 2011 so you can

RBC and TD as systemically important. This bank fits _ ) _
compare this recent weakness in markets with same

some globally established criteria for identification as ) - B
_ . _ . = time period in 2008.
systemically important financial institutions. How has the
stock performed? The 2007 peak for this stock was $65 Source: The Globe and Mail, Financial Post, Market Watch, FT, The Econo-
% . mist, Business Week.
today TD6s stock trading at $75 (as of Aug 30 2011). |
between we had a great recession, middle-eastern un- Charts are taken from Stockcharts.com

rest, Tsunami in Japan, EU/U.S. debt crisis.
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