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Market Terms
Under standing N ew W or ds in
Ea sy-to-Under stand Language

Over the past year you!ve likely been
bombarded by specific terms that
have dominated market news. Have

you ever wondered what the investment media
means when they flash jargon like subprime
mortgages or a credit crunch? How about asset
backed commercial paper (ABCP) or the dif-
ference between a write-down and a write-off?
What!s a market bubble? Whether you have a
good understanding or a vague notion of  these
words, it never hurts to have a refresher lesson.
This article hopes to improve your understand-
ing of  recent bantered terms because when you
understand market lingo, you!ll be able to fol-
low the media more easily.

Sub-prime mortgage
A sub-prime mortgage is a mortgage loan that
is granted to a borrower who is considered sub-
prime (has a less-than perfect credit report).
Sub-prime borrowers have either missed pay-
ments on a debt or have made late payments.
Because sub-prime lending is risky, lenders
charge interest rates that are higher than the
prime lending rate on these mortgages.

The U.S. sub-prime (and credit) problems sur-
faced last summer when homeowners with
poor credit histories began to default on their
mortgage payments. These subprime mortgage
loans were repackaged into other complex se-
curities and sold to various financial
institutions. The securities suffered immensely
from a tremendous onrush of  mortgage
payment defaults, which contributed to a credit
shortage and triggered falling house prices,
causing many sub-prime lenders to go out of
business and forced major banks to declare
huge write-downs (totaling over US$200 bil-

lion by April 2008) related to the sub-prime
crisis.

Credit Crunch
In essence, a credit crunch is an economic con-
dition in which loans are hard to obtain. The
credit crunch that emerged in the United States
in August 2007 made banks wary to lend to
each other because of  counterparty risk (that
the other party might default on its obligation).
This risk of  default also made banks reluctant
to lend at the individual and business levels,
tightening credit conditions. American banks
feared that other parties could go bankrupt
due to losses from the subprime mortgage
meltdown, putting their own loans at risk. In
other words, banks didn!t know who was
credit-worthy; they also they didn!t want to take
losses on future loans. This default risk resulted
in a freeze in the short-term money market
(where financial institutions lend or borrow
to each other in the short term). The tightening
of  credit has been felt worldwide; nonethe-
less, the flow of  credit is essential to any
economy as it allows consumers to buy cars,
homes and other big-ticket items, and helps
businesses broaden their operations (for ex-
ample, finance buyouts) and employ workers.

Asset Backed Commercial Paper (ABCP)
To put it simply, ABCP is a package of  debt
obligations issued by banks and non-bank fi-
nancial companies that is sold off  as short-
term investments. ABCP is backed by assets
such as mortgage loans, car loans, credit-card
balances, equipment leases, and lines of  credit.
The risk associated with ABCP is tied directly
to the creditworthiness of  the underlying
financial asset. Additionally, some non-bank

Cont!d on page 3
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NEW! T AX FREE SA VINGS ACCOUNTS

What You Need to Know
In today!s world it can sometimes seem as though everything is taxed in one way
or another. From purchases made at the store, to the money made by a business,
to the money kept in savings accounts.
Registered Retirement Savings Plans (RRSP) are a good idea to save for retire-
ment, but they are not flexible and are subject to taxes if  they are withdrawn
before a certain time.
Beginning January 1, 2009, the option of  having that nest egg not be depreciated
by taxes will become a reality when new Tax-Free Savings Accounts (TFSA) will
be introduced.
While the TSFA was introduced in the House of  Common as part of  Budget
2008 on February 26, 2008, many Canadians still know very little about it. Bringing
this point home is the fact that only 46 per cent of Canadians plan on opening a
TFSA, with 17 per cent planning on contributing the maximum amount, according
to a survey conducted by Investors Group Inc.
#The TFSA presents Canadians with an opportunity to reduce taxes and use their
savings with greater flexibility,& said Debbie Ammeter, Vice President, Advanced
Financial Planning Support at Investors Group. #It!s worth learning more about
the TFSA and incorporating it into your overall investment strategy.&

So what exactly is the TFSA?
The TFSA is meant to allow Canadians over the age of  18 to contribute up to
$5,000 a year into a saving account that is not taxed by the federal government.
This means that it does not cost anything to withdrawal the money at anytime.
Conversely, contributions made to the TFSA are not tax deductable, as RRSPs
are.
Even though a limit of  $5,000 per year is in place, any unused amounts can be
carried forward to the following year. Therefore, if  only $1,000 is contributed for
the first five years, a total of  $20,000 worth of  contribution room will still be
available. So someone wishing to add $25,000 in the sixth year can do so.
To make it easier for married or common-law couples to save, income attribution
rules will not apply and a spouse can help to contribute into a TFSA. In the

Strategies
One of  the centrepieces of  Finance Minister Jim Flaherty!s recent budget was the
announcement of  legislation to create Tax-Free Savings Accounts (TFSAs), starting
in 2009.
These plans will allow every Canadian over 18 to contribute up to $5,000 a year to
an account that will tax-shelter all investment earnings. Unlike RRSPs, contribu-
tions will not be tax deductable, nor will withdrawals be taxed.
There is no doubt that this is an important program, one that will provide savers
with a new range of  strategies. Here are a few possibilities.
As a post-retirement tax shelter. Until now, the only ways that most people could
tax-shelter new investment money after the RRSP cut-off  age of  71 was through
a high-risk tax shelter or a complex and expensive insurance product like universal
life. TFSAs will offer a clean and simple way to put aside up to $5,000 a year in a
tax-sheltered plan. There are no age restrictions (other than you must be at least
18 years old to open an account), so older people can use these plans to tax-
shelter future investment income. The $5,000 annual limit may not seem like
much initially, but it will be indexed to inflation. And the lifetime carry-forward
provision is a huge bonus. Today!s 18-year-olds will have the 2008 purchasing
power equivalent of  $235,000 worth of  TFSA room available at age 65 if  they
decide to use RRSPs until then.
As an alternative to an RESP. Registered education savings plans have become a
popular way to save for the college education of  a child or grandchild. But the
plans have several serious flaws, despite recent improvements including some
contained in the latest budget. One of  these is the high tax rate that applies to
withdrawals that are not used for education purposes (e.g. the beneficiary does
not pursue higher education). Using a TFSA instead would eliminate all the
restrictions and potential penalties. Also, investment income withdrawn from an
RESP is taxable in the hands of  the student, which will not be the case with
TFSA withdrawals. The downside is that RESP contributions are eligible for the

unfortunate event of  a death, the TFSA can be transferred to the spouse. This is
where the TFSA differs from an RRSP, as money cannot be directly contributed
to a spouses account.
Many government social programs such as the Canada Child Tax Benefit, GST
credit, Old Age Security and Guaranteed Income Supplement benefits will not be
affected by a TFSA, as the withdrawals will not count towards these.
#The magic behind the TFSA is in its versatility. It is not simply a tax measure
designed to help low-income Canadians, but rather a vehicle that can fit almost
every Canadian, regardless of  income or stage of  life,& said Benjamin Tal, Senior
Economist at CIBC World Markets.

Business can use TFSAs to enhance employee benefit packages
While the TFSA is aimed mainly at individuals, businesses can also get in on the
action. The main way to do this is by adding a TFSA to employee benefits packages.
#Forty-three per cent of  employers indicated they were either likely or highly
likely to add a TFSA to their employee benefits program,& said Mazen Shakeel, a
senior retirement consultant with Hewitt Associates. #Another 45 per cent were
unsure, but hadn!t ruled out adding a TFSA.&
TFSA includes the term 'savings account! but are much more flexible. While the
option to have contributions grow with a standard savings rate is a start, the
money can also be used towards mutual funds, GICs or term deposits.
#The TFSA is the most significant incentive for Canadians to save since the in-
troduction of  Registered Retirement Savings Plans (RRSPs),& said Dean Connor,
President, Sun Life Financial Canada. #Every Canadian can benefit from this
flexible account, from saving for a down payment on a home to providing
additional income for retirement.&

TFSAs expected to co-exist with RRSPs
On the face it may seem like a TFSA is meant to compete with a RRSP. However,
it is hoped that they can co-exist. Only 21 per cent of  Canadians surveyed suggested
that they will divert money away from their RRSP to place it in a TFSA.
Source: www.canadaone.com

Canada Education Savings Grant, which TFSA contributions won!t receive. People
will have to weigh the pros and cons of  this when making their decisions.
For emergency savings. Every personal finance book I!ve written or read empha-
sizes the need to have an emergency savings fund to protect a family against job
loss, critical illness, or some other unexpected financial crisis. Until now, there has
been nowhere to effectively keep this money. Most bank accounts pay minimal
interest and any return you receive is taxed at your marginal rate. Investing the
money in tax-advantaged securities like dividend-paying stocks introduces a risk
factor that is not appropriate for emergency cash. RRSPs aren!t suitable because
if  the money has to be withdrawn, it will be taxed. A TFSA neatly solves the
problem. Even if  the emergency cash is invested in low-return securities like
money market funds or T-bills, the interest will accrue tax-free.
As loan collateral. This provision is especially interesting. It is against the law to
use RRSPs as loan collateral and the penalty for doing so is deregistration of the
plan. No such rule will apply to TFSAs. This means that investors who may need
money for a short period and who don!t want to withdraw it from the plan (perhaps
because it is in a locked-in GIC) can simply pledge the TFSA assets against the
loan.
Income-splitting. If  you give money to your spouse to invest, any profits earned
are attributed back to you for tax purposes. TFSAs will provide a huge tax loophole,
however. One spouse may contribute to the other!s TFSA and no attribution
rules will apply to the investment income earned. As the years pass and the
contribution entitlement builds, this will become an important strategy to reduce
overall family taxation.
This only scratches the surface of  the many possible uses for these accounts.
One thing is certain: financial planners are going to have a field day in the coming
years devising new and imaginative techniques to recommend to their clients.
Source: Gordon Pape - www.50plus.com
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ABCP included complex derivatives that made it difficult for investors
to tell what they were actually purchasing. When the mess of  the U.S.
sub-prime mortgage crisis came to light, havoc wreaked the global
ABCP market due to fears that non-bank ABCP contained U.S. sub-
prime exposure. When the credit crunch arrived, investors stopped
buying the complex paper, causing a sizeable decline in the value of
non-bank ABCP.  Financial institutions were forced to reveal their
losses from owning ABCP related to the sub-prime meltdown.

Write-down vs. Write-off
A write-down decreases the book value of  an asset because the asset!s
value is overstated compared to the market value. A write-down is
usually reflected in a company!s income statement as an expense,
thereby reducing net income. In contrast, a write-off  reduces or elimi-
nates the value of  an asset or earnings by the amount of  a business
expense or loss, thus canceling any potential return on the asset. In
accounting, banks write off  uncollectible debt (such as credit card
debt or a loan on a bankrupt business) by removing it from their
balance sheets.  In taxation, a write-off  takes on a slightly different
meaning: it is an item!s deduction from taxable income (items include
office equipment expenses or the costs involved with winning new
clients).

Market bubble
A market bubble is a surge in equity prices, often more than war-
ranted by the fundamentals and usually in a particular sector, fol-
lowed by a drastic drop in prices as a massive sell-off  occurs. Bubbles
form in economies, securities, stock markets, and business sectors
because of  a change in the way players conduct business.

Examples of  market bubbles include the Japanese asset price bubble
(characterized by high land and stock prices) between 1986 and 1990;
the dotcom boom in the late 1990s and early 2000s; and the U.S.
housing bubble of 2007. A bubble is only fully diagnosed usually
after an abrupt drop in prices, known as a crash or a bubble burst.

Questions and Answers
Questions are sometimes easier to ask than answer. Don!t be afraid
to  contact me for a  frank discussion if  you!re concerned about the
turmoil in the financial markets and any associated impacts to your
investment portfolio. With RRSP season upon us, understanding how
the market turmoil effects your investment decisions is paramount.
Understanding financial terms will help us both make the appropri-
ate investment decisions. For more information, please contact our
office at any time.

Cont!d from Page 1

REMINDER!!

RRSP Deadline for 2008
contributions is:

MARCH 1, 2009

Thank You!
Thank you to all our wonderful clients and
friends who continue to place their trust in
us during these turbulent market times.  A

Referral from you is the highest compliment
we can receive!

Check Us Out on the Web!

Have you visited our website recently?
Check us out at www.frasermcdowell.com and
www.perlerfinancial.com where you can:

È Access your account
È Access financial calculators
È View event photos
È Review archived newsletters
È See what!s going on around town
È And much much more"

While you are there, please drop us a note on our Con-
tact Us page.  Tell us what more we can do to make our
site another great tool for you!

It Was A Season of Giving...

Thank you again to all of  our clients who participated in our
coat drive at our Annual Harvest Day on October 25th as well
as our Food Drive at our Annual Movie Day on November
29th.

Our coat drive generated a generous donation of  warm jack-
ets benefiting The Salvation Army - Mountainview.

Our Food Drive generated almost 750 lbs of  food donations
benefiting Share Family Services Food bank, serving the Tri-
Cities Area.

We continue to look for ways to be of  service to our commu-
nity.  You have helped all of  these people with your generous
donations.

Thank you for your continued support.
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Term Our Rate Posted

6 Months 5.90% 6.85%

1 Year 4.25% 6.55%

2 Years 4.99% 6.65%

3 Years 4.99% 6.65%

4 Years 4.89% 6.99%

5 Years 4.99% 7.15%

     5 Year Variable 4.30% 4.50%

7 Years 6.25% 7.60%

10 Years 6.45% 8.25%

Mortgage
Rates

Most home sellers know that before finalizing their purchase almost all
home buyers will hire a professional building inspector to learn about the
condition of   the home they are buying. Is the roof  is on its last legs? Are
the home!s heating, water and electrical systems functioning properly? And
so on. Most often, a conditional agreement is in place and as the inspection
day approaches, and sellers take a deep breath hoping that their home will
pass the test. While many are familiar with this scenario, it is surprising how
few sellers know they can order their own home inspection before going to
market and make the process work to their own advantage" This is especially
important in the current #buyer!s market& when there are so many homes
to choose from. You will want to enjoy every advantage available to make
your home as attractive to prospective buyers as possible.

The rationale for a pre-sale inspection (PSI) is simple: build confidence for
the buyers of  your home by removing doubts about its condition even
BEFORE they write an offer" If  you put yourself  in the shoes of  your
buyers, would you not feel more confident of  your purchase if  you had
such assurance?

The most compelling reason for a seller!s inspection is that it can reduce
the haggling which sometimes occurs after buyers review the building in-
spection report. If  there are unexpected issues with the house, last-minute
price negotiations can be initiated by the buyers (often translating to a
reduction in price). And worse, the sale itself  can be jeopardized if  the
buyers are extremely put off;  they can decline to remove subjects and thereby
cancel the deal. A PSI can help to avoid this scenario by removing the
doubts buyers may have. Furthermore, the assurance the report gives buyers
will encourage them to offer you a better price at the outset knowing that
the house is in solid condition. This reason alone can easily justify the
relatively small expense of  a pre-sale inspection (approximately 0.1 % of  a
sale price in Greater Vancouver)

A second reason to do a pre-sale inspection is that it helps remove the
guesswork about the condition of  your home. No home is perfect, even
newer ones. And if  the home is older, it is even more imperative that the
house be inspected and shown to be in good condition. Knowledge is power,

and by knowing about your home!s shortcomings, it gives you the
opportunity to undertake repairs on your timetable and probably with more
control over the cost  than in the case of  doing such repairs last minute under
time pressure. Even if  you choose to sell your home #as is&, knowing about
your home!s problem areas can enable you to price it accordingly and attract
buyers who are willing to take on the repairs, big or small.

Now it is important to understand that buyers may not always be satisfied
with having read only the building inspection you have sponsored. Do not
be surprised if  they want #their own& professional to come in. This is to be
expected as buyers may wish to ensure there is an unbiased inspector in-
volved. But they may also want their inspector to give them specific infor-
mation pertaining to their specific needs for the house or changes they
would like to make to the home. For example, if  a buyer is wishing to
introduce a hot tub, they will want to determine if the plumbing or electrical
system is adequate for this kind of  addition to the house. The same would
apply for the introduction of  a workshop or additional bathroom. Also
bear in mind that it is possible for different inspectors to find different
problems, but your own inspection will most likely discover major issues
you should know about before negotiations begin.

Do you remember the old ad, #the best surprise is no surprise&? It certainly
applies to people buying a home. And the unexpected issues can cause an
unwelcome reaction in buyers making them have doubts about their pur-
chase. Identifying the problem areas -  and better, rectifying them beforehand
- can remove these apprehensions early in the selling process. Moreover,
you will not need to lose sleep as the buyer!s inspection approaches,
wondering  whether your house will #pass the test#. As I stated earlier, this is
particularly important in the current selling environment.

So next time it's time to sell, consider the benefits of  removing the doubt.
Take charge of  the situation with your own pre-sale inspection"

Article provided by Paul Yaskowich, a licensed Realtor with Prudential
Sterling Realty on North Road, Burnaby.

TAKE A PRO-ACTIVE APPROACH TO SELLING YOUR HOME
Having a pre-sale home inspection done can remove doubts and help smooth the sale of  your home

Rates as of December 15th, 2008
Rates are subject to change at any

time without notice.
Please contact my office for

current rates.
Lender and/or broker fees

may apply.


