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ove over China and India. Vietnam,
Mexico, Brazil, Colombia, and Turkey
are jockeying for attention. Here are five
reasons these markets show promise:
1. Demographics. The relatively young
populations of these markets contribute to
a growing, more productive labour force.
In Vietnam, for example, 25% of the
population is under the age of 14.1
2. Increasing per-capita incomes.
Within 10 years, Turkey is projected to have
more than 11 million households earning
in excess of US$30,000 per year.2 This will
boost domestic consumption and demand
for imported goods.
3. Infrastructure. Public spending on
roads, railways, ports, and airports makes it
easier to transport goods, and stimulates
trade. In Brazil, the government has
earmarked $50 billion for improvements

to its transportation networks. The benefits
should reverberate for years to come.3
4. Improving political stability.
Colombia is a case in point; After years
of violence, the country is now enjoying
more stable, disciplined governance. This
is attracting investors, expanding markets
for exports, and reducing the costs of
doing business.
5. A significant risk/return trade-off.
Emerging-market investments carry more
risk than the established economies. But
with greater risk can come greater potential
reward. Consider Mexico: In 1994, it was
virtually insolvent in the wake of the peso
crisis. Today, Mexico is the darling of the
emerging markets: Its stock market hit
an all-time high in December 2012.
Prudent risk management is the key to
investing in these markets. We can help. n

1 Central Intelligence Agency, The World Factbook, December 2012.
2 Ernst & Young, Insights, Autumn 2012.

3 Ernst & Young, Infrastructure, 2012.

public offering (IPO) was priced at $85 in
August, 2004. It closed 2012 at $707. If you
invested at its inception and held your
position until December 2012, you would
have achieved an annualized rate of return
of almost 29%.
Is this typical? No. But with small caps,
just about anything (positive or negative)
is possible.

Leave it to the professionals

Mutual funds

Small caps, big potential
S

ome of the largest companies in
the world started as risky small-cap
investments (Ebay, Wal-Mart, and Microsoft,
to name just three). But one may wonder if
right this minute, is there a young Steve
Jobs out there in his parents’ garage, with
the potential to create the most valuable
company in the world? The answer?
Absolutely.
While we can’t predict what the next big
thing will be, we do know that whatever it
is, its genesis will almost certainly be a
savvy entrepreneur, a small company, and
a big idea.

Who gets to be called small?
Although the numbers aren’t cast in stone,
the small-cap designation is generally
reserved for companies with market

capitalization between US$300 million and
US$2 billion.
“Market cap” is simply the total value of
a company’s outstanding shares. The share
price itself reflects a variety of factors,
including the investors’ perceived value of
the company’s business, its assets, and its
intangibles, such as expectations for future
potential, management style, and more.
Smaller companies with lower share
prices tend to be more nimble than their
larger-cap brothers. And that’s why these
stocks can provide so much upside
potential — often greater than the so-called
“blue chip” companies. After all, it’s
somewhat more plausible that a $300
million company could double in size than
for a $100 billion company to do so.
Take Google as an example. Its initial

The big challenge for non-professional
investors is grappling with the sheer size of
the small-cap universe. The TSX alone lists
more than 3,000 companies. And when you
consider the number of equities in the
global marketplace, you realize that finding
the ones worth your time and investment
dollars is akin to finding the proverbial
needle in the haystack.
To be poised to capitalize on the next
Google, small-cap mutual funds may be the
place to be. Like dentistry and underwater
welding, picking the small cap stocks with
the most potential is a job best left to
highly trained professionals — in other
words, mutual fund managers.
It’s their job to know the markets, the
climate, and the caveats that drive the
growth potential of small-cap stocks. And in
their search for those needles, they have
teams of people to carry out the research
and due diligence (on-site company visits,
for example) necessary to gauge a company’s
intrinsic value and its future prospects.
The mutual fund universe offers a
robust selection of small-cap funds from
Canada, the U.S., and around the globe.
We can help you diversify your small-cap
holdings by industry, region, and
management style to both minimize risks
and maximize potential. Call us to discuss
which funds might be best suited
to your objectives. n

One little company and how it grew
A story in numbers: Apple Corp. started out as a teeny cap, became a small cap,
and then became one of the largest caps in the world!

• In 2012, Apple became

• A pple was launched as
an IPO on December 12,
1980. Its initial price was

$22

• The stock has split three
times since then, so the
initial IPO price adjusted
for the stock splits is

$2.75

• In the 12 months ended
December 31, 2012, the
stock price ranged from

$409 $705
to

the most valuable publiclytraded company of all time
with a market cap in excess of

US$620

billion
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Choosing beneficiaries means more
than just listing names
It’s just a space on a form, right? Name your spouse or child as
beneficiary and move on to the next line. But designating a
beneficiary involves critical choices, important tax implications,
and can apply to several financial vehicles.
Beneficiaries can be named on Registered Retirement Savings Plans
(RRSPs), Registered Retirement Income Funds (RRIFs), Tax-Free
Savings Accounts (TFSAs), life
insurance policies, segregated
funds, and life annuities. You
can designate an individual,
corporation, charitable
organization, trust, or trustee.
(Note that in Quebec,
designations for RRSPs, RRIFs,
and TFSAs must be made in
the will, and naming a trustee
for minors doesn’t apply).
You can name more than one beneficiary and assign different
proportions to each one. Also, it’s important to name a contingent
beneficiary in case your primary beneficiary passes away before you do.

RRSPs and RRIFs
An ideal choice may be to name your spouse as beneficiary of your
RRSP or RRIF, as assets can roll over tax-deferred to your spouse’s RRSP
or RRIF. Designating a financially dependent child or grandchild also
offers tax advantages, which differ according to whether the beneficiary
is able or disabled, a minor or adult.
You can name anyone else as beneficiary and that individual will

It’s all in the family — check out these
top credits and deductions
April 30th is just around the corner and so begins the routine of filing
personal income tax returns. Trouble is, sometimes following the
same old routine means missing out on opportunities to save tax.
Here’s a collection of family-related credits, deductions and strategies
that tax experts identify as often being overlooked.
Eligible dependant credit. This credit gives a tax break equivalent
to the spousal credit to a single parent who
supports a child or other dependent relative.
For 2012, you can claim $10,822 on your
federal tax form (provinces and territories
offer a similar credit). You can only claim for
one child. If there is more than one child
and the parents have joint custody, each parent can claim the eligible dependent credit
for one child — but if a parent pays child
support, he or she can’t claim this credit.
Family caregiver amount. Effective for

T I P S A N D TAC T I C S TO H E L P YO U G E T A H E A D

receive 100% of the RRSP or RRIF proceeds. Your estate pays the tax bill.
If you name a charitable organization as beneficiary, the charitable
donation tax credit can offset the taxable income from your RRSP
or RRIF.

TFSAs
A TFSA has a successor holder and regular beneficiary designations.
The first choice is typically to designate your spouse as successor holder
— proceeds transfer directly into your spouse’s TFSA without affecting
contribution room.

Annuities
You can purchase a life annuity with a guaranteed payment option to
provide for a named beneficiary. After you pass away, the beneficiary
receives a lump-sum payment or regular stream of income payments.

Insurance and segregated funds
Designating your spouse or children as beneficiaries of life insurance or
segregated funds is not always the best choice. You may wish to direct
the large lump sum to a trust on their behalf in these situations:
• The child is a minor.
• You want the recipient to benefit from investment expertise.
• The recipient will benefit from a trust’s tax advantages.
• You’re in a blended family and want to ensure fairness among all heirs.
When you find yourself with a beneficiary choice to make, or want to
review your current beneficiaries, talk to us first. We’ll help ensure you
make the best decision for you and your loved ones. n

the 2012 tax year, if you have a dependant with a physical or mental
impairment, you may be eligible for a (federal) tax credit of up to $300.
Children’s fitness and children’s art credits. For each child under
16 at the start of 2012, you can claim up to $500 of eligible fitness
expenses and up to $500 of expenses in an eligible program of artistic,
cultural, recreational, or developmental activities.
Adoption expense tax credit. If you adopted a child under 18
with the adoption period ending in 2012, you can claim a tax credit
on eligible adoption expenses of up to $11,440.
Medical expenses credit. Often overlooked is the portion of
medical and dental expenses not covered by your
benefits plan — expenses for anyone in your
family. Premiums paid to a health plan are also
eligible expenses.
Child care expenses. Remember that fees for
day camp or overnight camp are an eligible child
care expense.
Keep these tips in mind this tax season. It’s also
a good idea to consult a professional tax planner
to ensure your tax reporting is accurate and you
can keep more of what you earn. n

Investment Strategy

Investing Strategy

Is the best offence
a good defence?

Ready to launch
a satellite?

T

here’s an adage in sports that states,
“defence wins championships.”
Many investment experts and mutual fund
managers feel the same way about equity
investments. Defensive securities may
improve overall portfolio performance.
A defensive investment is one that generally
remains stable throughout all phases of the
business cycle. In fact, they’re also called
non-cyclicals. Typically, defensive investments
outperform the market during recessions
and lag market leaders during economic
expansion.

What “defensive” really means
In times when people watch what they
spend, what do they really need?
Answer that question, and you’ve got a
defensive investment.
There are four economic sectors
commonly identified as defensive:
• Utilities. Because water, gas, and
electricity are used at all times by everyone
— consumers, businesses, government —
the utilities sector is considered defensive.
• Consumer staples. Since we all need
to do the laundry and brush our teeth,
we need to purchase consumer staples
regularly and frequently, regardless of
the economy.
• Healthcare. Medicine and medical
goods and services are always in demand.
In fact, demand has been growing in recent
years with an aging population.
• Telecom. For decades, consumers have
treated Internet and wireless technology as
staples, making this a defensive sector.

How you benefit
Here’s what you gain with defensive
investments:
• Protection from market cycles.
Holding equity investments in defensive
sectors can help cushion your portfolio when
the economy is in recession. Revenues of
companies in defensive sectors typically
depend very little, and sometimes not all,
on the health of the economy.
Long-term buy-and-hold investors and
fund managers maintain these holdings to
help provide downside protection during
market slides. More aggressive investors and
tactical fund managers may temporarily add
defensive holdings at appropriate times
during the market cycle.
• Potential outperformance. Traditionally,
diversifying a portfolio with defensive investments has primarily been about
reducing overall risk, but past performance
shows that investors have also benefited from
enhanced returns. In 2012, for example,
healthcare and consumer staples were the
two best performing S&P/TSX sectors.
Credit Suisse reports that from 1995 to 2011,
defensive sectors worldwide outperformed
the MSCI World Index by about 5.3% on an
annually compounded basis.
• Enhanced stability. Today, markets
continue to be volatile. Including non-cyclicals
in your portfolio can help bring a measure of
stability to your investment program.
Please contact us if you want to discuss
the defensive component in your portfolio,
whether as a stabilizing factor, investment
opportunity, or both. n

Have you ever thought that there must
be something more you can do with
your investments? You believe your
current portfolio is on track, but there’s
another investment opportunity you want
to pursue.
You may be interested in the core-plussatellite strategy, where you supplement
your established portfolio with one or more
specialized investments. Primarily, the goal
is to enhance your overall returns by
gaining exposure to a promising market.
At the same time, the extra diversification
may help reduce risk.

What is a satellite?
Typically, but not always, a satellite is a
narrow, focused position. An investor may
seek out small-cap holdings or a particular
emerging market. Or you might aim to
boost fixed income with high-yield or
global bonds. Other common satellites
include commodities, real estate, precious
metals, or other sector investments.

Using this strategy
Buy-and-hold investors can use the satellite
approach to add a long-term strategic
position not represented in their core
holdings. Investors who are more active
may choose to pursue shorter-term
opportunities, adding a temporary position
in an effort to capitalize on current or
anticipated conditions.
Please talk to us if you’re interested in this
strategy. Satellite investing should be carried
out in accordance with your risk tolerance
and target asset allocation — it’s not about
taking a chance on a hot sector or hunch. n
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