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First Word

Welcome to the July/August 2010 edition of CRA Magazine.

In this issue, Pervez Patel and John Wright examine global fixed income and how the sovereign debt
crisis will impact investments in this asset class. In their second article Pervez Patel and John Wright
talk about the decline of offshore trusts.

Arun Nagratha our resident tax expert will discuss the Harmonized Sales Tax. This is a big change for
Ontario and British Columbia , previously there were exempted goods from their respective provincial
sales taxes while the (HST) will tax these items uniformly and in addition will tax services. Arun dis-
cusses the issue in detail to provide guidance for those who may find themselves suddenly impacted by
this tax.

New for this issue we now have a section where we solicit your opinions and experiences. In order to
make this magazine more relevant and vibrant we need your valuable input.

Peter Kistemaker continues on the theme of gold investing which was covered in the autumn edition.
He argues that global economic shifts as discussed in our earlier global fixed income article have
changed investor sentiment to the point that gold is now becoming a distinctive asset class of its own,
separate from typical commodities. He places this argument within a macro-economic framework to be
developed further in future editions.

Finally, Abu Nizam ends on a lighter note: The FIFA World Cup. He explains the economic benefits of
this international sporting event. Then he presents a retrospective on past hosts and winners of former
World Cups.

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.

DEVESTIGIE]]

Publisher




Global Fixed Income

Where Goest Thou???

IN TIMES OF MARKET UNCERTAINTY, THE
QUEST IS ALWAYS ON TO CONTROL DOWN-
SIDE RISK

And the logical move is towards fixed income. Are we
in for a different result this time around, similar to what
we experienced in 2008 i the year of financial Arma-
geddon? In that year, we witnessed the spectacle of
fixed income for anything less than pristine sovereign
debt crumble T even large investment banks were not
immune. For instance if you had held the bonds of Leh-
man Brothers, the fourth largest investment bank in the
US, that went belly up, you came out of the crisis with
11 cents on the dollar - a frightening loss of approxi-
mately 89% of your capital. Of course closer to home,
and some time earlier, in Canada we witnessed the
bankruptcy of our national carrier, Air Canada, and the
sorry debacle of bond holders left in the lurch with only
about a fourth of their capital. In the past, even coun-
tries with sovereign debt have not been immune to fi-
nancial crises that have decimated the value of their
bonds i Mexico, Argentina, Iceland and now Greece
come to mind.

Today we have a debt crisis which plagues Mediterra-
nean Europe (and certainly impacts most European
banks which are exposed to the sovereign debt of
these economically teetering nations) i this crisis may
eventually threaten the survival of the Euro.

When the Maastricht Treaty ushered in the rules for
entry into the European Monetary Union (EMU), it was
agreed that no nation would have public debt exceed-
ing 60% of their GDP. Today there are at least 5 to 6
European nations that simply would not qualify for
EMU based on that norm.

Pervez Patel, ACA, AICWA, CIM, FCSI
John Wright, P.Eng., CFP, TEP

PIIGS - pebtas a % of GDP - 2009 Estimates

Equally there is no sacred cow now in the fixed income
world, as both UK and US have serious debt problems of
their own. In this proverbial minefield of investing, con-
ventional safe harbours could turn out to be major pit-
falls. For instance today the 10 year US Treasury bond
(guaranteed by the full force of the US gowt) yields about
3.2%.

If the yield on these bonds rises to about 5 or 6%, as the
foreign debtors of the US demand higher interest rates
for loaning money to what is essentially a bankrupt na-
tion, the 10 year US treasury could effectively lose about
a third or more of its value.

In fact, Canada was placed in the mid 1990s with a simi-
lar debt crisis: with a debt / GDP ratio at about 90%, for-
eigners were reluctant to touch the loonie and the Gov-
ernment of Canada bond with a ten foot pole.

g
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Global Fixed Income

Where Goest Thou???

At the time the Canadian dollar was worth 67 cents,
and our 10 year Government of Canada bonds yielded
about 16% p.a. This was the start of the years of fiscal
discipline and austerity when our Finance Minister at
the time, Paul Martin, took the remarkably unpopular
but necessary steps to cut down our fiscal deficit by
slashing transfer payments to provinces, as well as
federal spending on healthcare and education. We
went from the worst in the G7 nations to the best, and
concomitantly our Canadian dollar and bond soared in
value. Today we are quite literally the envy of the
world, thanks to our years of fiscal discipline and over-
Now compare this situation with the US which
has a lousy balance sheet to what we had in the mid

sight.

1990s. The huge difference between what Canada
faced in the mid 1990s and the US presently, is that
unlike us there is no political will in the US to rein in the
problem. The fact of the matter is this is the first US
recession since World War 2, when the US actually
come out of the recession with more debt than before

United States - pebtto GDP Ratio - 2009:85.1%
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the recession.

This is important because if the trajectory of ever in-
creasing debt in the US (see graph below) continues un-
checked, there will be a breaking point when foreigners
reject the US dollar and the US Government bond. Stan-
dard & Poor's has commented earlier this year that it is
only a matter of when not if the US bond loses its cov-
eted AAA status. Many economists believe that the for-
eigners will dump the US bond and US dollar

when the debt to GDP ratio reaches approx 120% to
130%. At the rate of current increase of debt, this would
mean that there is give or take another year or two be-
fore we reach crisis levels as far as US debt is con-
cerned.

We will now reproduce a broad segment from an excel-
lent paper published by Bill Gross of PIMCO, entitled
i RIi ear | i
ing t he
useless, if not counterproductive, the use of historical

ng of Fireo er

i nsight into nnew
models and econometric forecasting based on the ex-
perience of several decades. For those of you who are
not aware, PIMCO is the largest bond house in the world
with approximately a trillion dollars under management.
The analytical skills of its researchers who are based in
several nations in the world, is arguably the best avail-

able internationally.

When leveraging and deregulating not only slow down,
but move into reverse gear encompassing deleveraging
and reregulating, then it pays to look at historical exam-
ples where those conditions have prevailed.

g
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Global Fixed Income

Where Goest Thou???

Two excellent studies provide assistance in that regard
- the first, a study of eight centuries of financial crisis by
Rei
Di fferento,

Car men nhar't and
t he

Global Institute speaking to "Debt and deleveraging:

i s and
The global credit bubble and its economic conse-
guences."

The Reinhart/Rogoff book speaks primarily to public
debt that balloons in response to financial crises. It is a
voluminous, somewhat academic production but it has
numerous critical conclusions gleaned from an analysis
of centuries of creditor/sovereign debt cycles. It states:

1. The true legacy of banking crises is greater
public indebtedness, far beyond the direct
headline costs of bailout packages. On average
a country's outstanding debt nearly doubles
within three years following the crisis.

2. The aftermath of banking crises is associated
with an average increase of seven percentage
points in the unemployment rate, which remains
elevated for five years.

3. Once a country's public debt exceeds 90% of
GDP, its economic growth rate slows by 1%.

Their conclusions are eerily parallel to events of the
past 12 months and suggest that PIMCO's New Normal
may as well be described as the "time-tested historical
reliable.” These examples tend to confirm that banking
crises are followed by a deleveraging of the private
sector accompanied by a substitution and escalation of
government debt, which in turn slows economic growth
and (PIMCQO's thesis) lowers returns on investment and

financial assets. The most vulnerable countries in 2010
are shown in PIMCOQO's chart "The Ring of Fire." These

Ke nn e trbad zéhe coontriés are bned wathd thefpdtdniiakfor puiblic e
s e cdeht o ,exceed 0% WIAGDP Within & Few yelts' Kimen s e

which would slow GDP by 1% or more. The yellow and
green areas are considered to be the most conservative
and potentially most solvent, with the potential for higher
growth.
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A different study by the McKinsey Group analyzes cur-
rent leverage in the total economy (household, corporate
and government debt) and looks to history, finding 32
examples of sustained deleveraging in the aftermath of a
financial crisis. It concludes:

1. Typically deleveraging begins two years after the
beginning of the crisis (2008 in this case) and
lasts for six to seven years.

g
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Global Fixed Income

Where Goest Thou???

2. In about 50% of the cases the de-leveraging re-

sults in a prolonged period of belt-tightening ex- Who's Riskier?

erting a significant drag on GDP growth. In the

i ) . 2] Govornment Dbt as & % of GOP
remainder, deleveraging results in a base case of |
outright corporate and sovereign defaults or ac- i

celerating inflation, all of which are anathema to

i

-

g
an investor. Cod gy ——____

= —— Acvanced Countrios
3. Initial conditions are important. Currently the " —&— Developing Countrics
] ] ] L} ]
gross level of public and private debt is shown in 5008 " 307 s W6 W - TN
Source: D8 Gobal Mariats Rasearch, IMF

Chart 2.

Chart3

Sixtean Tons PIMCO's New Normal distinguishes between emerging

2009
m Total Debt and developed economic growth, forecasting a much
(% of GDP)

widlui 129 better future for the former as opposed to the latter.
Brazil 142 Chart 3 displays a startling recent historical and IMF fu-
China 159 ture forecast for government debt levels of developed
e =0 and developing countries. "Escalating” might be a con-
Germany 285 i fut d ini ; q q i
Unhad States 300 servative future description for advanced countries.
United Kingdom 466 "Stable" might now be more applicable to many emerg-
Japan 471 ing sovereigns.

Sowrce: McKinsoy Global Institute

Ch What then is an investor to do? If, instead of economet-
art 2

ric models founded on the past 30-40 years, an analysis
must depend on centuries-old examples of deleveraging
Initial conditions are important because the ability of a economies in the aftermath of a financial crisis, how
country to respond to a financial crisis is related to the  does one select and then time an investment theme that
size of its existing debt burden and because it pointsto  can be expected to generate outperformance, or what

future financing potential. Is it any wonder that in this professionals label "alpha?" Carefully and cautiously with
New Normal, China, India, Brazil and other developing regard to timing, | suppose, but rather aggressively in
economies have fared far better than G-7 stalwarts? the selection process under the assumption that it's

g
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Global Fixed Income

Where Goest Thou???

never "different this time" and that history repeats as well
as rhymes. Reinhart and Rogoff's book, if anything,
points to the inescapable conclusion that human nature
is the one defining constant in history and that the cycles
of greed, fear and their economic consequences paint
an indelible landscape for investors to observe. If so,
then investors should focus on the following 30,000-foot
observations in the selection of global assets:

1. Risk/growth-oriented assets (as well as curren-
cies) should be directed towards Asian/
developing countries less levered and less easily
prone to bubbling and therefore the negative de-
leveraging aspects of bubble popping. When the
price is right, go where the growth is, where
the consumer sector is still in its infancy,
where national debt levels are low, where re-
serves are high, and where trade surpluses
promise to generate additional reserves for
years to come. Look, in other words, for a
savings -oriented economy which should
gradually evolve into a consumer -focused
economy. China, India, Brazil and more minia-
ture -sized examples of each would be excel-
lent examples. The old established G-7 and their
lookalikes as they delever have lost their position
as drivers of the global economy.

2. Investin less risky, fixed income assets in many
of these same countries if possible. Because of
their reduced liquidity and less developed finan-
cial markets, however, most bond money must
still look to the "old" as opposed to the new world
for returns. It is true as well, that the "old" offer a

g

more favorable environment from the standpoint
of property rights and "willingness" to make inter-
est payments under duress. Therefore, see #3
below.

Interest rates trend in developed markets may
not follow the same historical conditions ob-
served during the recent Great Moderation. The
downward path of yields for many G-7 economies
was remarkably similar over the past several dec-
ades with exception for the West German/East
German amalgamation and the Japanese experi-
ence which still places their yields in relative iso-
lation. Should an investor expect a similarly cor-
related upward wave in future years? Not as
much. Not only have credit default expectations
begun to widen sovereign spreads, but initial con-
dition debt levels as mentioned in the McKinsey
study will be important as they influence inflation
and real interest rates in respective countries in
future years. Each of several distinct developed
economy bond markets presents interesting as-
pects that bear watching: 1) Japan with its aging
demographics and need for external financing, 2)
the U.S. with its large deficits and exploding enti-
tlements, 3) Euroland with its disparate members
- Germany the extreme saver and productive pro-
ducer, Spain and Greece with their excessive
reliance on debt and 4) the U.K. with the highest
debt levels and a finance-oriented economy - ex-
posed like London to the cold dark winter nights
of deleveraging.

By: Pervez Patel & John Wright. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 9o05.709.7911. Fax: 905.946.2207.
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Global Fixed Income

Where Goest Thou???

Pni.\m

Of all of the developed countries, three broad fixed-
income observations stand out: 1) given enough liquid-
ity and current yields | would prefer to invest money in
Canada. Its conservative banks never did participate in
the housing crisis and it moved toward and stayed
closer to fiscal balance than any other country, 2) Ger-
many is the safest, most liquid sovereign alternative,
although its leadership and the EU's potential stance
toward bailouts of Greece and Ireland must be
watched. Think AIG and GMAC and you have a similar
comparative predicament, and 3) the U.K. is a must to

avoid. Its Gilts are resting on a bed of nitro-glycerine.

g Pqucln

High debt with the potential to devalue its currency pre-
sents high risks for bond investors. In addition, its inter-
est rates are already artificially influenced by accounting
standards that at one point last year produced long-term
real interest rates of 1/2% and lower.

In the next issue we will examine some of the fixed in-
come solutions that can actually work appropriately in
this new market environment where there is quite literally
no sacred cow in global fixed income investing.

The authors are both International Financial Planners with Canadian In-
vestment Consultants. They help Canadians around the world with finan-
cial, retirement and estate planning and with investments and insurance.

Canadian Investment Consul-tants is a division of Keybase Financial
Group, with offices across Canada and in Panama.

g
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The Implications of the Harm@
SEICEREVE (1))

Effective July 1, 2010, Ontario and British Co-
lumbia will combine their province sales tax
(PST) with the federal GST and will implement a
Harmonized Sales Tax.

There are transitional rules for the proposed HST
which will apply to goods and services provided in On-
tario and B.C. A few topics relevant to expatriates and
the relocation industry are discussed below.

The Ontario HST will be 13% (5% federal and 8% On-
tario). The B.C. HST will be 12% (5% federal and 7%
B.C.)

The Ontario PST did not generally apply to services
and some goods, such as residential property pur-
chases, were exempt. The HST will now apply to many
of these items. If 90% or more of the service is per-
formed before July 1, 2010, no HST will be payable on
the services performed.

Application of HST to Goods and Services

The HST will be payable on goods when the property is
delivered and the risks and rewards of ownership of the
property changes hands on or after July 1, 2010. For
services, it is based on when the service has been pro-
vided, irrespective of when the invoice is issued or
paid.

This article identifies some of the HST rules that may apply to
Canadians. Professional tax advice should be sought before
acting on any information provided in this article.

Arun (Ernie) Nagratha, CA, CPA
Edited By: Wayne Bewick, CA, CFP, CPA

For example, if a household goods move is ordered on

May 15, 2010 and part of the move occurs on May 15™
with all the personal items going into temporary storage,
and the remainder of the move occurs on July 15" when
all of the goods are shipped and put into their new loca-
tion, the transitional rates will apply. Assuming 60% of
the service is performed on May 15, 2010, only GST will
apply on the component performed prior to June 30,
2010. HST will apply to the portion of service provided
after June 30, 2010.

g
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The Implications of the Harme

SECEREVE (3 B1))

This can affect the relocation industry as it could in-
crease the cost of a relocation of an employee. It is
common for the majority of costs for relocated employ-
ees to be related to services, unless the cost of the ser-
vice is being recovered by the end customer as part of

the input tax credit process on filing of the HST return.

If, for example, a computer is sold to a customer on
June 26, 2010 and training is provided as part of the
supply to be performed on July 10, 2010, then the com-
puter would be subject to GST as the product is deliv-
ered prior to June 30, 2010, while the training would
have HST applied since the service is performed after
July 1, 2010.

Ernie Nagratha is a partner of Trowbridge Professional Corporation,
Chartered Accountants | Tax Advisors, and specializes in tax for Ca-
nadian expatriates that live abroad. The firm focuses on international
tax services for Canadians and Americans around the world as well
as domestic personal and corporate taxation. For further information
on their firm and the services they provide, you can contact Ernie at
the details below:

Treatment of HST for Residential Housing in
Ontario

The sale of a newly constructed or substantially reno-
vated home or condominium/apartment building unit will
have HST applied whereas before the HST implementa-
tion, the PST would be exempt. The sale of a previously
occupied home or condominium that was formerly ex-
empt for GST purposes will also generally be exempt for
the HST. The
current policies with respect to the application of the

purposes of

GST on housing will continue to apply to the HST.

New Housing Rebate

Currently the purchaser of new housing is entitled to a
GST rebate. With the introduction of the HST, residents
of Ontario may qualify for the new housing rebate of
$24,000. If the property is purchased with the intention of
renting it, the property would not qualify for the rebate.
The issue for non-residents when purchasing property in
Ontario is that the property must be purchased with the
intention of long-term use as a personal residence.
There
residents purchasing real property in Canada. Whether

is no blanket exclusion from HST for non-

or not a non-resident can qualify for this exemption is a
guestion of fact, given that a home could be seen as a
ng

income tax purposes. For this reason, it is difficult to ar-

primary tie when | ooki
gue that an individual will qualify for the HST rebate if
the individual is a non-resident of Canada for income tax

purposes.

g
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Gold: The Reemergence of a
ten Asset Class

As | write this gold is at its all  -time high, by the

time you read this | expect it to be much higher
still.

Even if that mini-prediction is wrong and we get a brief
correction, now is still an important time to discuss
gold. In a recent edition of CRA Magazine avid readers
will recognize that we discussed various methods to
invest in gold such as: coins, equities, exchange traded
funds, etc. For further reference please read the Au-
tumn 2009 edition. In this issue we will talk about gold
more generally as an emerging asset class for the re-
tail investors.

The total market value of all the global gold miners is
not much more than a handful of multinational technol-
ogy companies. The relatively small size of this sector
makes it vulnerable to manipulation both imagined and
real by major market participants. Whether someone
believes that gold is an astute investment in a world of
uncontrolled fiat currency or merely as famed econo-
John
relicbo, it i s

mi st Maynard Keynes

worth study

ior gives regarding the state of the overall economy.

Major news outlets have contributed to the murky out-

l ook for gol d, l umpi ng i

set so or as a oOsaf e

Gold
should be placed clearly in the safe haven camp. Its

they were seeking to corroborate that day.

price can oscillate wildly on a daily basis, but within a
longer-term time frame it is clear that its value moves in
proportion to the current and expected inflation. An of-
ten quoted example to illustrate this phenomenon is the

g

t
have nt§ eatheaPReBtér irdtueh, tHi i@ Rnown M€ thes dagy’ Y

Peter Kistemaker, CFA

price of a menbds sui

quality

dred years ago would have bought a nice suit; the
same is true in 2010. Of course, that all depends upon
doing the shopping
definition of a nice suit, but | think you get the point.
Gol d is
a long-term store of wealth.

who i s ar

more than a commodi t

Over the past few years, financial pundits have claimed
that gold has been highly correlated to the euro meaning
they rose and fell in unison. This is a semi-spurious rela-
tionship and one which only made sense with an Ameri-
can-centric world view. We most often see gold quoted
in terms of $USD, so when the euro rose it would cause
the gold price to rise in $USD terms. What is really hap-
pening though is just a changing relative value of the
Euro versus the $USD. The Euro makes up over 50% of
the US dollar index, given that weighting it appears cor-
related to all assets and commodities denominated in
$USD.

bReecYWrd8® '¢aSCph e Sicud Ne )
Rio¥Y fer §ising fisK gppedite gerpgs)the glpbe becayse;
Japan and the U.S. have had an extremely accommoda-

tive monetary policy leading their respective currencies

to be o6funding currenciesbd
atiloW raftd i ®dse) Rdntries @rld Ynvedl thé Hroceedsi s

trade). Some of this money was borrowed and invested
in gold which lead some to wrongly conclude that gold
depended upon or was part of the carry trade, that
somehow overnight it lost its safe haven qualities and
was an investment for those seeking risk.
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Gold: The Reemergence of a

ten Asset Class

In the autumn of 2008, the carry trade began to be un-
wound due to the shock of the Lehman Brothers col-
lapse. Those who had previously sought risk now
wanted out of every asset and sought the safety of
cash. Gold bullion prices held up a little better than the
equity and real estate markets but it too had a severe
decline. It should be pointed out that gold did preserve
onebs purchasing power
been exchanged at that time for the same amount or in
many cases more goods and assets during the crisis

as before the crisis.

The U.S. dollar did briefly have an elevated valuation
because investors who previously placed bets were
now liquidating their positions in order to meet margin
calls. These investors had invested with leverage to
magnify their gains; now that it was unraveling they
had to scramble to acquire dollars to pay off their ill-
timed speculative loans. As foreign assets were sold,
dollars were repatriated, investors sat tight with their
cash. During this de-leveraging process the short term

demand versus supply of dollars increased its value,
which then lead to nominal losses in the $USD quoted
gold price. Additionally, some gold was sold simply be-
cause investors needed to raise $USD to pay off more
extreme losses in other parts of their portfolios.

The U.S. dollar is seen as attractive as a safe haven be-
cause in times of great duress return of capital is seen
as more important than return on capital. With an inde-
pendent central bank, unlike Greece, American debts
could always be honored. Default is unthinkable when all
it takes to conjure up the necessary money is to add a
few zeros to oneods el
process is much more complicated but the result is es-
sentially 6free

pay off debts. This knee jerk reaction rushing into dollars

moneyao

is short sighted, clearly when money is created, wealth is
not commensurately created. This necessarily means

that every dollar in existence is a worth less
(devaluation).
however, as gold could have

All across the globe politicians are faced with nearly in-
surmountable debt problems. Even countries that think
they are well off are only so in relation to their peers.
Canada comes to mind as an example, with a debt to
GDP ratio nearing 80%, many other western countries
would love to have such numbers, but in absolute terms
even Canadads situati on
continue to be talk of further austerity programs to be
instituted to rectify the situation. Government thrift, while
depriving citizens of needed social programs will be un-

dertaken with zeal.

g
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Gold: The Reemergence of a

ten Asset Class

Nowhere however is there the will to tackle the big obli-
gations governments face: military expenditures, pen-
sions, health care. Taxes will be raised; a value added
t ax similar t o Europeds
America. Carbon taxes will be instituted in many na-
toi t h

these measures taken in aggregate will still be insuffi-

ons, and a surtax on

cient to meet enormity of
assuming the dubious assumption that their application

will be growth neutral.

The corollary of all this is that the choice has already
been made to devalue all the major fiat currencies
through monetization of debts. There will be the veneer
of deflationary belt tightening imposed on the masses,
while inflationary money printing will go on unabated.
This toxic combination will lead to an economic para-
digm that is without a term to describe its nature,
maybe hyper-staginflationary might come close.
Wages will decline as the price of necessities rises, the
worst of all possible combinations.

Those elected to make the tough decisions will simply
take the easy way out. It is outside the scope of this
article to prescribe a preferred remedy since nothing
short of remodelling of our entire financial infrastructure
wi || suffice. I tds cl ear
ing the can farther down the road a little further through
injecting fresh liquidity derived from thin air while ap-
pealing for cosmetic fiscal discipline is really making no
decision at all, other than to delay the inevitable cata-

clysmic results of decades of imprudence.

g

to see however, t hat s mrﬁ
small change in these times, but nevertheless it will only

For further proof that governments have abdicated re-
sponsibility for sound fiscal management, one needs to
| ook no further than the

wramsl for injectthg ligbidity etb s treuplex efiefdoms.i
Though it
¢heyihave rmmijeined the quahtitativedeasng pattyralpri .

hasnot directly

with the Federal Reserve, Bank of England and others.

The lEwo wasegbirig dgwvn to bnteetaimty segatiingtsémee t 0
t hi

of its member states, by

the euro will decline further, now that there is certainty.
Quantitative easing has never been and never will be
supportive of fiat currencies for any length of time. While
currency traders are currently attacking the euro, soon it
be the US doll

know for certain that American tax payers are on the

wi || aro6s t
hook for $100 billion of the current European bailout
through the IMF part of the bailout package, which the
U.S. is the largest funder of. At the same time the Fed-
eral Reserve has opened up the currency swap window
with the ECB, which essentially means that many more
billions, can sent across the Atlantic with very little public
accountability.

It also appears as though the IMF pseudo currency the
SDRs or special drawing rights will also form part of the
bailout package. This will only amount to $300 billion,

serve to increase their influence and credibility, and
therefore further undermine the $USD role as the Inter-
national Reserve Currency. The loss of reserve status
itself would cause further downward pressure on the dol-
lar, which cumulatively could cause a fatal nosedive.

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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Gold: The Reemergence of a

ten Asset Class

Whether you believe the economic calamity we are wit-
nessing across the globe is merely the result of unmiti-
gated greed gone out of control due to incompetent
regulators or part of a more nefarious conspiracy to
consolidate wealth; it is clear that there are no good
choices readily apparent to stem the harm.

It is not my intention to worry you, there is good news
for you as an individual. Luckily, there is still time to
prepare yourself financially so that your well being can
be protected. There will be opportunities over the next
couple of years as all this unfolds to make a great deal
of money. Volatility in the markets is increasing and
nothing is certain but there are still certain fundamen-
tals which prove true over time. To come back to the
beginning of this article, those with positions in gold
should continue to see outperformance over the next
few years as central banks continue to aggressively
devalue fiat currencies.

| f oneds main goal is imply

power, then a simple investment in gold bullion is a
good strategy. For those with other objectives particu-
larly investing for growth things are not so simple. Even
during this multi-year bull market in gold, many inves-
tors have been hurt by investing in gold equities. There
are certain strategies which one can use to outperform
the market; we will discuss these in greater length in
our next issue.

So stay tuned!

g

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 exceptional value
to their clients. On the buy side he has experience managing a vari-
ety of investment mandates with an emphasis on natural resources
and macro investment themes within the North American equity mar-
kets. Peter is an investment advisor for Canadian based Argosy Se-
curities and can be reached at the address below.
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Tell your story

You are our greatest asset.
You are located all over the
world, and see global events
unfold first hand. We want to
make this magazine more
relevant to you. Occasionally,
we receive private letters dis-
cussing our magazine’s con-

tents and other business and

investment issues. We now
wish to formalize and publi-
cize some of this useful dia-
logue. Future magazines will
include a section where some
of your own comments on
relevant topics will be high-

lighted.

Additionally, we would like to add a section (about 2-3 pages) detailing an ex-pat’s life in a particular coun-

try or region in each issue. There is no one better to write this than you with your own first-hand experi-

ence.

For those of you who have yet to write us, we hope to hear from you soon. We look forward to our new,

more inclusive format. E-mail: info@cramagazine.com.




The Matter of Trust
The Decline of the Vaunted Offshore

As we travel the world chatting with clients
and friends one topic keeps coming up which
is the area of asset protection and the use of
offshore trust structures for planning purpose

Through our association with STEP (Society of Trust
and Estate Practitioners) we have noticed an increas-
ing fear around the globe in this area. Recent STEP
articles reference fAl ook

nations seeking to find the names of all parties tied to
offshore structures. We find it rather coincidental that

this fiincreased vigilance
in history when governments struggle to balance budg-

ets and seek additional revenue streams.

Is the vaunted offshore trust dying a slow and painful
death or are there still planning opportunities to be
found in this area? As a Canadian non-resident you
can be assured that the offshore trust still has many
useful functions as a key planning tool for high net
worth investors.

g

.t he
0O IS

John Wright, P.Eng., CFP, TEP
Pervez Patel, ACA, AICWA, CIM, FCSI

Our winter article discussed the use of trusts for Canadi-

ans returning to Canada. In this article we will discuss
some basic situations where non-resident Canadians

may wish to use offshore trusts.

First |l etés brush up on t
The concept of a trust was originally created in England

in the 12™ and 13™ centuries. A Knight and landowner

tIena\flng Englﬁng fOI’F?. Fevg )(/e?rss nleeéjerzldSsom{aorneotcgnlool§n ai

after his affairs. Typically he would ask a friend to man-
age his estate while he was gone which involved putting
UL q inpg iart'
then collect the rents and pay any expenses while the
Knight was out of the country. Invariably his friend
quite enjoyed this new found wealth and was loath to
give it up when the weary Knight returned home. The
laws at the time favoured the new owner who held legal
titte and the Knight was generally out of luck unless he

appealed his case to the Crown.

In most cases the Crown found in favour of the returning
Knight and struck new laws requiring the temporary
owner/friend (trustee) to hand the land back to the
Knight (settler) when he returned to England. Thus, trust
law was born and 700 years later we have a very de-
tailed form of trust law and precedence in most countries
subscribing to a form of English common law.

So how does this compendium of law benefit non-
resident Canadians? There are a number of examples
to consider making this easier to understand.

By: John Wright & Pervez Patel. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 9o5.709.7911. Fax: 905.946.2207.
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The Matter of Trust

The Decline of the Vaunted Offshore

Example 1: Asset Protection

Ching and Delores Yu left Canada in 1985 to work in
the Gulf States. Ching is a surgeon and Delores even-
tually ended up looking after their family of three chil-
dren.  After 15 years of working in various locations
around the globe their most astute advisor suggested
they place their investment portfolio under an offshore
trust. Ching was increasingly finding himself working
in high risk regions of the world and more specialized

areas of medicine.

Their recent posting landed them in a dusty City in Asia
where road traffic was chaos at the best of times. One
t he
mistakenly struck a water buffalo in a local village.

day on way home from

The ensuing mob cried foul and Ching found himself in
the local version of small claims court.

The apposing attorney immediately sized up Ching as a
wealthy Doctor and promptly sued him for $50 (value of
the buffalo) and $999,950 (pain and suffering for the vil-
lage). The judge found himself in a rather riotous pre-
dicament and was relieved to find out that Ching only
owned a very meagre investment portfolio (the balance
having been placed into a firm asset protection trust).
Ching agreed to host a celebration for the entire village

and purchase a new buffalo. Everyone was happy!

Example 2: Estate Planning

Jack and Jill Uphill moved to the Gulf States in 1995 and
WaQ/er bkeen %nrjloiyir?g gth% Y':ivon('!i'eré%uﬁ1 Iﬁje th%trth%i} c%r%errs
and families have afforded them in that part of the world.
They have also amassed a sizeable portfolio in their
country of residence during this time.

By: John Wright & Pervez Patel. Contact: 60 Columbia Way Suite goo, Markham, ON, Canada, L3R 0Cg. Tel: 9o05.709.7911. Fax: 905.946.2207.
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The Matter of Trust

The Decline of the Vaunted Offshore

When they were on home leave they met with a lawyer
in Canada to discuss their wills, powers of attorney and
general estate issues. Their lawyer was stymied as his
area of expertise was based upon Canadian law stem-
ming from British common law. He had read some
recent articles which indicated that clients living in
countries under Shariah law should seek local counsel.

Jack and Jill enjoyed the rest of their summer in Can-
ada and when they returned to the gulf sought the
council of a local lawyer. They were astounded to real-
ize that if Jack were to die Jill would not necessarily
inherit his assets which were held in local accounts.
Shariah law favours male heirs which could mean she
would receive a small portion or nothing at all in the
event of Jackos deat h.

They initially moved their investment accounts to joint
tenancy Canadian held non-resident accounts. How-
ever, in order to settle their long term estate planning
needs and cover any potential conflict with Shariah law
they decided to place their worldwide assets under a
trust structure located in a well respected jurisdiction
with a long history of orderly resolution of inheritance.
Their trust defined all the surviving heirs (beneficiaries)
and the order in which they would receive funds. Jack
and Jill slept peacefully thereafter.

The cases above are purely fictional but do provide
some basic insight into two common reasons for estab-
lishing trusts. If you are considering the establishment
of a trust there are many detailed issues to consider
which we will discuss in a following article. Until then
enjoy your summer and if you do not have a will be

g

sure and talk to your family lawyer while on home
leave.

The authors are both International Financial Planners with Canadian In-
vestment Consultants. They help Canadians around the world with finan-
cial, retirement and estate planning and with investments and insurance.
Canadian Investment Consul-tants is a division of Keybase Financial
Group, with offices across Canada and in Panama.
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FIFA World Cup:

The Business and Benefits Behind it

News headline: World Cup hosting race for 2018
and 2022 heats up at FIFA. Fortunately | am not
talking about something that will take place 8 or
12 years from now, but it shows the depth of
this popular game. Before | start, you may find
some information about the race to host the

wor |l d 2018 2022

cup

or

Nine candidates hoping to host FIFA World Cup in
2018 or 2022 already began their preparations for
these difficult contests. Australia presented their 750-
page book to FIFA president Sepp Blatter detailing how
it
Other nations in these contests are US, England and
Russia competing against joint bids from Netherlands-

woul d stage

Belgium and Spain-Portugal. Japan, Qatar and South

Korea are mai nl vy compet.
chance for 2018 is more likely. Five countries have
hosted (or hosting in 2014) World Cup twice, these are

Brazil (1950 and 2014), France (1938 and 1998), Ger-

g

Abu Nizam, CIM

many (1974 and 2006), Italy (1934 and 1990) and Mex-
ico (1970 and 1986).

Now | etds |l ook at the busin
According to the Financial Times FIFA is expecting a net
gain of $1bn from this year:

ing place in South Africa from 11 June to 11 July 2010.

A KIFA secretaty-genekalnJerome Valcke said they are ex-

pecting some $3.3bn in income from commercial deals
but have to spend $1.2bn on the tournament including
$700m spent in South Africa and another $1bn is being
spent on development programmes, financial assistance
to national associations and other projects. FIFA does
it |t

organization from any unforeseen financial problems.

not call iprofitod. g o €
FIFA has an insurance policy of $650m, which could be
used in the event of the tournament being postponed
because of terrorism, war or natural disasters, FT re-

ports.

The previous event was hosted by Germany in 2006.
Beside all the excitement and fun, the event boosted
GDP by 0. 3 %!
2.86bn euro during the event, direct tax income from
ticketing,

Ger manos Over a

pl ayeroés fees an

the worl dos;RdxitBety 5,006 ddffitdralobs Wefs cledield Bur-€ V-

ing 8 month period. In addition local retail, hotel and

tourism industries benefite

just finish here. It is one of the best tools to create in-

NBiuableniage forhedtintn2 S Europeods
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FIFA World Cup:

The Business and Benefits Behind it

oOWe think there has -HReeoyrdigrgi tte Hoptdhafrtijca ein
branding effect, which goes a lot further spend in the region of R5-billion on building and renovat-
than jJust simply t he ingl@WoddgEup stadiums, R6:2billiog on ypgrades to
Williams, CEO Centre for Economics and the country's airports, and R3.5-billion on improvements
Business Research. to the country's road and r &

As mentioned earlier, thi & repog pydlshed yaccougting dignyGraptgrhogntory g
taking place in South Africa. FIFA has 6 partners, Adi- Shows; South Africa may see an extra 0.5% of economic
das, Coca Cola, Emirates, Hyundai-Kia, Visa and 9rowth because of this event. A forecasted report shows

Sony. In addition some of the other major sponsors are  a@Pproximately 373,000 visitors are expected to visit
Budwei ser, McDonal d6és an dSouiAfrigadyring the Jpne-duly periog and pn average
some national supporters as well. The official sponsor-  they will spend $4,000 each. It was originally 483,000 in
ship cost is approxi mat el $907§efopedorgcasief dogmhrecedty.e snot i n -
clude the marketing activities undertaken by the com-

Mat hemat i cal mo d e | i s predi

panies to promote their involvement with the tourna- Guess who? I1tés Brazil. Swi

ment. mathematical model shows Brazil has some 22% prob-

Finally itoés a boost for Sy of vicior jnjthe 2010 GRA WOHd Cup. Op dly
spend billions to meet the requirements and on the 11" 2010 the 64" match will prove whether UBS mathe-
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