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Mutual fund dealer fined for failing to supervise leveraged acc

Portfolio Strategies Corp. must review existing accounts, but to what end we don’t know, since neither company nor regulator will discu
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sad story of a Bowen Island

couple who were victimized
by a leveraging strategy that
went awry.

On the recommendation of an
Ontario mutual fund salesman,
the couple borrowed $750,000
and invested the money in
mutual funds. Cash flow from
the funds was supposed to
be sufficient to service the
loans, and provide some extra
money to finance their meagre
existence.

However, when the mar-
ket meltdown came, the value
of the funds plunged and the
lenders made margin calls,
forcing the couple to liquidate
the funds at depressed prices.
When the dust settled, the cou-
ple still had $285,000 in loans,
but no investments.

I have seen this sort of sce-
nario many times before. The
worst involved Abbotsford

I n my last column, | told the
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Panel rosy about
Vancouver’s future

Strong 2013 predicted, experts say

mutual find salesman Sy Myt-
ting, who got dozens of clients
into leveraging strategies that
were inappropriate and ulti-

mately backfired.

The Investment Industry Reg-
ulatory Organization of Canada
cited Mytting with respect to
five of those clients and even-
tually suspended his licence.
Mytting’s firm, Berkshire Secu-
rities (which by then had been
acquired by Manulife Securities)
compensated all five clients.

While this seemed like a good
resolution, it was not. There
were many other clients who
hadn’t been compensated. In
many cases, they didn’'t even
realize they had been abused
by Mytting: they attributed
their misfortune to bad market
conditions.

It wasn’t until they read my
reports that they understood
what had happened to them. In

position to assess their situ-
ation and, if warranted, seek
compensation.

Which brings me to a settle-
ment agreement that the Mutual
Fund Dealers Association of
Canada has just concluded with
Portfolio Strategies Corp.

Portfolio Strategies is a Cal-
gary-based mutual fund dealer
with more than three dozen
branches and sub-branches in
B.C.

In 2009, the MFDA con-
ducted an audit of four of the
firm’s branches, including one
in Richmond, and found “a
number of compliance defi-
ciencies,” including the fail-
ure to supervise leveraging
recommendations.

“As aresult .... some leverag-
ing recommendations which
may have been unsuitable were
processed by the respondent
without proper supervision,”

at least half a dozen cases, they the agreement states.

demanded compensation from
Manulife, and got it.

In my view, the moral of this
story is quite clear: when reg-
ulators find evidence of inap-
propriate leveraging strategies,
they must ensure that clients
are notified so they are in a

“Those leveraging recommen-
dations may not have been sub-
ject to full supervisory scrutiny
in accordance with the respon-
dents’ current policies and
procedures.”

To settle the matter, the firm
agreed to pay a $35,000 fine
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The government will grant a

and $5,000 in costs. It also

developed a “plan” to address
existing leveraged accounts. If
it doesn’t comply with the terms

of that plan, it may be subject to
further disciplinary action.

Sounds comforting, but what
does it all mean? We don’t know
whether MFDA auditors actu-
ally found cases of inappropri-
ate leveraging, and if they did,
how many cases they found.

We don’t know the terms of
the plan. We don’t know what
inquiries the firm is required to
make or what notice it has give
to clients. And we don’t know
what compensation proce-
dures, if any, there are. Neither
the MFDA nor the firm would
discuss the matter.

Another disturbing aspect
of this settlement agreement
is that the plan could uncover
serious cases of client abuse,
but the firm will not be sub-
ject to any further disciplinary
action as long as it complies
with the terms. Depending on
what turns up, that $35,000
fine could look rather paltry.

| think the message to clients
is clear: just because regula-
tors are on the scene, don’t take
anything for granted. If you

The new visa seeks to replace

have levered your investments
on the recommendation of this
firm — or for that matter, any
firm — you should take the ini-
tiative, review the situation and,
if warranted, press the matter
with the firm and the MFDA.
*kk

On Jan. 16, | noted that the
TV reality show, The Real
Housewives of Vancouver, had
introduced a new cast mem-
ber: loulia Reynolds, a “Rus-
sian-born beauty” married to
“a wealthy venture capitalist
almost 20 years her senior.”

| identified her husband as
45-year-old Vancouver stock
promoter Damien Reynolds,
who has served as a director of
dozens of junior companies.

| also noted that the B.C. Secu-
rities Commission had alleged
that, while serving as president
and CEO of TSXV-listed Coltstar
Ventures Inc., Reynolds had arti-
ficially depressed the company’s
share price on two occasions
so he could acquire shares and
options at artificially low prices.

Reynolds denied the allega-
tions. A hearing was held in
May, and on Wednesday, the
hearing panel ruled that BCSC
enforcement staff had “failed

to provide clear and convinc-
ing proof” that his stock sales
“resulted in, or contributed to,
an artificial price.”

Indeed, the allegations appeat
to have been based on ver
flimsy evidence. There were twc
trades in question: one on March
12, involving the sale of 20,000
shares, and one on March 19
involving 10,000 shares. All
were sold for 30 cents or less.

Both trades depressed the
share price, but the panel saic
it was not necessarily an artifi-
cial price. Trading was so thin
that almost any sale would have
depressed the share price. A
far as motive was concerned
the panel said there were “rea-
sonable explanations for his
trades other than an intent to
manipulate the market.”

Reynolds made the trades
through his mother’s account,
over which he had trading
authority, but the panel said
he made no attempt to hide the
fact that he was an insider ol
the company. On the contrary,
he made it clear to the dealel
who conducted the trades that
he was an insider.
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New federal visa plan to woo entrepreneurs
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Metro Vancouver isn’t
in a real estate bubble and
markets will remain stable
in 2013 — as long as inter-
est rates remain low, immi-
gration targets are met and
Europe’s economy doesn’t
melt down, a panel of real
estate developers told more
than 1,100 real estate pro-
fessionals, business lead-
ers and B.C. politicians on
Thursday.

Colin Bosa, CEO of Bosa
Properties, Tony Astles,
executive vice-president

TORONTO — A new program
designed to lure start-up compa-
nies and entrepreneurs to Can-
ada will launch in April.

The start-up visa will be lim-
ited to those who already have
the backing of a venture capital
firm in Canada.

Immigration Minister Jason
Kenney says it's aimed at entic-
ing the best and brightest minds
around the world to start new
businesses in Canada.

maximum of 2,750 visas a year
for each of the five years of the
pilot program.

But Kenney says he only

expects to see a few hundred

people come through the pro-
gram in the first year as compa-
nies figure out how it works.

The program is billed as the
first of its kind because it offers
applicants permanent residency,
as opposed to programs in other
countries which only offer tem -
porary status.

two older immigration pro-
grams aimed at would-be busi-
ness owners.

The investor program and
entrepreneur program were put
on hold after the government
decided they weren’t luring

enough real business to Canada.

But some people caught up
in a backlog of applications
under those old programs are
now suing the government,
demanding their applications be
processed.

NATHANDENETTHHE CANADIARRES
Federal minister Jason Kenney
announces a new visa program.

of Bentall Kennedy, and
Eric Carlson, president and
CEO of Anthem Properties
provided the Urban Devel-
opment Institute’s annual
market forecast while
Diana McMeekin, presi-
dent of Artemis Marketing,
moderated.

Bosa said that as long as
people continue to move to
British Columbia, the real
estate market will remain
stable.

He compared conditions
in 2009 to those today and
found that demand is simi-
lar, although immigration
numbers were down in 2012
and two federal immigra-
tion programs — the inves-
tor program and the skilled
worker program — are
under review and could be
subject to change.

In terms of supply, he
said, more units were built
in 2012 than 2009, but not
many more than the 15-year
average.

“The good news for all the
salespeople in the room is,
you're going to sell lots of
real estate this year, but the
bad news is you're going
to have to work at it,” Bosa
said, adding that projects
near transit service will con-
tinue to sell well.

Southeast False Creek and
Coquitlam Centre are two
areas with a lot of unsold
inventory, Bosa said. He
said realtors in those areas
might have to “sharpen their
pencils” and that prices
might decline.

However, he said Metro
Vancouver condominium
developers showed in 2009
that developers can “turn off
the tap” quickly when the
market slows.

Bosa said he believes peo-
ple — and their money —
from China will continue
to flow into B.C. because
they want to invest outside
China and they want their
children to grow up in North
America.

“They like it in British
Columbia because it's safe
and they’re accepted here,”

Bosa Properties CEO Colin
Bosa sees continued real
estate growth in 2013.

Bosa said.

“There is a good quality
of life with universal health
care and good schools.”

Two things that could
stop the flow of people from
China in to British Colum-
bia would be a recession or
a change to Canadian immi-
gration policy, Bosa said.

“If you buy good real estate
at fair prices, you can’t go
wrong,” Bosa said. “It's not
that hard.”

Carlson said B.C. and Can-
ada were protected between
2009 and 2011 while the
rest of the world was reeling
from the economic crisis.
Canada did not really need
the extremely low interest
rates as much as the rest of
the world, and the low rates
coupled with immigration,
stimulated the housing
market.

“We felt a bit smug if we
were provincial in our out-
look. That ended in 2012. ...
We started to feel the mal-
aise for the first time,” Carl-
son said.

But he forecast that 2013
would be a stronger year
because of B.C.’s ties tg
China and the U.S., which
are both seeing economic
recovery.

“I think this is the year that
the fear factor goes away,”
Carlson said, adding that he
believes immigration will
pick up this year and recov-
ery in the housing market
in the U.S. will mean many
new jobs are created.

“U.S. unemployment will
go down to 6.5 per cent
this year, while U.S. gross
domestic product will be
trending towards three per
cent by the end of the year,”
Carlson said, adding that he
thinks 2013 is a good time to
buy real estate.

“l don’t think there is a
bubble at all,” Carlson said.
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The International Council of Shopping Centres is proud to be holding it’s
24" annual Whistler Conference. The 2013 Conference is being held from
January 27" to the 29" at the Fairmont Chateau Whistler Hotel.

ICSC would like to thank the Sponsors of the 2013 Whistler Conference
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