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“A working man with $100 to invest, reading the day’s Post over a bowl of
Grape-Nuts, faced two choices of seemingly equal reliability but vastly
different outcomes. Even in the margins of his newspaper, he could calculate
that depositing his $100 in the Cosmopolitan Trust Company would yield him _

an annual profit of $5 and change. ...Or he could entrust his 5100 to this Dame”so':?;:?otf,{ggeﬁp’ CFA
Charles Ponzi fellow and watch it multiply over and again during the same

year...Only a fool would choose the bank’s interest over Ponzi’s.
-Ponzi’'s Scheme: the true story) o
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in 1919 begarseduengwould be investors with a promise wicrediblereturns. V p

Initial contributors wergpaid apparentgainsfrom the capital of latecontributors,

andso long as there was steady stream afiew participantswilling tobuyin, the

arrangement thrived People begn mortgagingheir homes and taking out loarte

‘I n vAssvdard spreadnore and morevictims clamored to join.
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A few obserers pointed outhat the math wasmpossible Fenzied masses .

. : : ) Tel: (705) 79283991
dismisseddoubters Finallya newspaper articleevealedPonzi had a lengthsecord
of financial fraudand the rush towithdraw crashed the fund on August 11920 Toll Free: 8667923991
Depositors losa collective$20 million $235 million in 2014 term$. Those whdad Fax: (705) 793992

withdrawn fundsbefore the cdlapse were pursuetb give back.
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Ponzi wa not the first to devis€rob Peter to pay Paul’ scamsbut ratherjustone in a long traditiorof
fraudsters since money beganin recenthistory, Bernie Maaff evaporated some $18 billioof deposits over
a coupé of decadedeforea rush ofwithdrawalk inthe 2008crisis crashethe facade.As with Ponzi, for
those willing to followthe numbersMa d o f f 'wasobsieusfanyears in advanceSpeaking in a 2013
interview, "No One Would Listen" author and Madoffwhistleblower, Harry Markopolg&xplainedwhat was in
plain view:

“Bernie’s returns were going up at a 45 degree angle in a straight line and we don’t have straight lines
in finance; and in options everything is a curve—there is nothing straight in an option. So, | knew it had
to be fraudulent right off the bat in the first five minutes.

...Here was a case where the emperor was wearing no clothes and everyone’s afraid to admit that.
Everyone’s looking to the left and the right and they’re seeing smart, supposedly sophisticated investors
and they’re thinking “Wow. Those people to my left and right are certainly smarter than | am. Those
are big firms. Those are important people. Certainly they must’ve checked. So why should | check? I’'m
just a nobody. | don’t have to do any due diligence. It must be safe because all these other smart folks
are in there too."

Madoff whistleblower Markd_J2 f 2 &4 Y G2 S R2y QiU KI @SmnrinmNbehoHd kheiS&A A Y S
500’s straight line action: since Q’Ever was promised in late 2012 the widely followed index has registered 77
record closes without a single 10% decline. Could we be running out of greater fools??

$SPX S&P 500 Large Cap Index INDX @ StockCharts.com
29-Sep-20142:11pm Open 1972.95 High 1979.95 Low 1954.04 Last 197502 Chg -7.83 (-0.38%) v
— $5PX (Daily) 1975.02 AR
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Recently somesober observerdiave pointed outthat Ponziimentality hasgone mainstreanmover the past
decade resultingn a series ofdevastatingasset lubbles.

In aJune 204 Scientific American articentitled The Ponzi Economy, chief World Bank economist, Kaushik
Basu, points out glaring parallels between the behaviouggastP o n zi s ch e me s -babbld t o d e
obsesséd policy and busess leaders:

“Financial bubbles are a relative newcomer to the motley collection of Ponzis. The recognition of their
status as Ponzis came about because it became clear that the psychology of an investor is the same,
whether or not money is going to a realtor, a stockbroker or a fast-talking con artist. In all cases, it is
the sustained rise in prices—or, more precisely, the expectations of an upswing—that keeps the process
going. That is what led economics Nobel Laureate Robert Shiller of Yale University to call it a “naturally
occurring Ponzi”—that is a bubble that forms not in response to a manipulator’s baton but to natural

7 7”7

market forces, with one person’s expectations stocking the next person’s.

Basu goes on to pat out that the business modelf many publicly traded companigeday isPonzilike in

the sense that their planisonly vable where they are able to compensate workers with low wages and
shareholders with no or low dividend paymenitsvestors and employees will only accept {ogome
payments, so |l ong as the c oiByeveyutfsllosslabimes cygdeaandc e |
share prices market cycle—neither is able to perpetually risdndeed sales growth has been wesfce the
2008 meltdownsomanagement atnany companieshaveadopteda short-sightedtactic of spending nearly

all net income along withbillionsin borrowed fundgo buy back theiown companyshares at higher and
higherpricesquarter after quarter.

If management teams had a record of buying back their shares at cycleéhlatwsould be one thing. #\the
repurchag data graphed to theight belowshows, this is clearly not the cageorporateexecutiveshave
consistentlyboughtmost near cycléops and éast near cycléottoms. In the first half of 2014, US companies
spent $338.3 billion in buybacks, the largest volume since 200aAveage,they have used 91% of their net

income over the last decade to buy back their own shafsund wis&
Quarterly Share Repurchases (SM) and Buyback Yield (%)

U.S-listed companies with the largest volume of repurchases

in the past year

Apple I 532.9 billion
1BM I 195

Exxon Mobil | P

Pfizer B 109

Cisco Systems _ 99

Oradle [T ss

Home Depot . 7 Big Repurchasers
Wells Fargo . 75 Some large companies have
Microsoft N 7 bought back billions of dollars
Qualcomm B 6.7 of stock

Walt Disney I s
GoldmanSachs N 6.4

Source: Bartlays The Wall Street Jourral

Source: Fac1Set Fundamaniais
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2014 corporate bond issuance (borrowing) hit a new all time hidgr (eft below). Contrary to what he
WSJ subscriptsaysporrowing is nota ‘sign of economic strengthvhere companies ardoingit to buy back
shares rather tharo invest in their business avorkforce. Saleggrowth is not the focu$ere.

Record Clip
Companies are selling bonds in the U.S. at the fastest pace on record, amid low interest rates and signs of economic strength.
Total value of corporate bond deals Number of deals by August Top corporate bond sales in U.S. this year, in billions
$15 trillion E : 018 PR S R B P s R T R S R PO S _
Total annual value As of Aua. 21 fpple ALY
As of Aug. 21 5106 nugéals Numericable Group  — 109
efeachyjear : ‘ Oracle I 100
O e O e S A Lier 2,000+ 3 B B ¥ Petiobras Global Firaice _ 85
Cisco Systems _ 8.0
Bank of America (March) _ 76
05 woreees : : ] 1,000 - ! :
Bank of America (Jan.) _ 62
Altice  —( 58
TT Wind Acquisition Finance _ 55
O A e T
1995 2000 05 0 14 1995 2000 05 10 ‘14 ExxonMobil I 55
Source: Dealogic “As of Thursday morning for 2014, through Aug. 21 for all other years The Wall Street Journal

Cash on hanand borrowing powers necessarily finite ancash flow from sales hasntinued to disappoint
optimistic forecast®verthe past 7years Meanwhile, unlike R&D or capiteexpenditurespuy-backsbuild no
lasting value. @&verselytheylock stakeholdersmto an increasingly precarious financial scheme with a
shrinking pol of newparticipants, risingisk to capital and low toegative future return prospects.

In the shortterm, internal buying pressure hasanaged taattract somemore believersand gloss over longer
term viability questions Buybacksat this levelare clearly not inthe longerterm best interests of investors or
financial stability.lronically,while producing the illusion of liquidity and stromyestor demandthe practice
in fact does the opposite by consolidating market breadth and reducing tbegbavilling outside investors as
prices rise This leavesharesmore vulnerable to decline onckolders decide or neetb cash out.

Executive compensatiorincreasinglytied to highly volatileequity prices

Sncethemid9 0’ s e x e c ut i schenas bavdeeoms iacteasmgiyweighted on shardaseal

incentives (see chart below)While the average worker hasgerienced stagnant wage growtver the past

30 yearsUSCE@ @re now collectingaverage total compensation that i800xthe average vorkerQa al t | 1|
as compared with20x in 1965

In the processassessments axecutive performancéave become wildly volatileasstockprices soar,
management is laudedsprices crashmanagement isired. Management contractthereforerarely last
morethan one market cycle todayShortlived leaders have little incentive to focus on ¢@mterm goals like
sustainabldiscalhealth, innovationandinfrastructure.
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US Executive compensation and the S&P 500 Index 18BE3
CEO compensation and the S&P 500 Index (in 2013 dollars), 1965-2013

525 2500
——— S5&P S00 Index (adjusted to 2013)
§ CEO compensation (in milllons of 2013 dollars)
20 2000 g
[ avnl
=2 / =2
2 /
£ 15 / 1500 §
S \ J
- \/* E
= v 4 7
} 10 . 1000 %
=3
=
-
5 500 e
o 7 o
1970 1980 1990 2000 2010

Note: CEO annual compensstion Is computed using the "options realized” compeansation series, which Iincludes salary,
Donus, restrictod stock grants, options exerclsed, and long - taerm Incentive payouts for CEOs at the 1op 350 ULS, flrms ranked
by sales.

Source: Authorms' analysis of data from Compustats ExecuComp database and Fodaral Reservwe Economic Data (FRED) from
the Federal Reserve Bank of 5t Louls

Their employeesneanwhile,have seen the weaks wage growth during ap economic recovery since
World War 1l. Realhourlywage growth since 200@n brown) has dramatically underperformed all previous
recoveries.

Weakest Post-War Wage Growth

Growth of mflalion-adjusted compensation per hour 60 months from the start of recovenes

S years on w/ trilllons spent by
central bankers to “help” Main Street,
Here's the result.. The weakest post-
war recovery on record.

Buying highhas been taken to fresh extremes this cycle

Even norethanthedotc o m ‘oinral ateix wlh e it & e c ¢Baying over hi®past gearshasbeen
virtually indiscriminate witt880 shares in the S&P 500 risicgmpared withthe previous recor@07 of the
500in thel a ©0s. In‘the process, valuatioratios of nearly every ampany have moved well above historic
averages. Just one glaring example has been the median S&P price to sales ratio (shown belownavhich
double its average since 1965 ahigher than even the tech wreck peak of 2000.
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S&P 500 MEDIAN PRICE/SALES RATIO ) . _ _
Median Price-to-Sales on S&P is more than double its average since 1965, according to Ned Davis
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There is no doubt thateported earnings per share have movedkll above average this cycleBut withdata
shown since 188(below) it is alscclear that this trend series is highly amereverting. History promisekat
an equal and (at least) opposite period of below averagmrted earnings lis ahead.

Real Earnings, 10-year Earnings, and 10-year Trend Earnings

100
10
= Real EPS
= 10-year Average Real EPS
4 === Trend 10-year Average EPS
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SEEE m\\ﬁ\%g o \,9 SO FRE S ¢ SRS

Source: Shiller, GMO

When graphingafter-tax corporate profitsagainstUS GDRince 1948below), we have another ay to
consider the magnitude of earningsverson likely to come as global sales continue to slow and the surging
U$continues to evaporateurrency translation profitéor American multinationals.
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US ©rporate profits as a ratioof US GDP 1948014

CR/GDP
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For all of these reasor{snd many more!) it is alarminghat buyers have beeso richly paying fostocks
basedon an expectation otontinually escalatingarnings.

10-year average price to earnings ratfor US stockgpurple) today highest in 135 yearsyith 1929 and 2000
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Source: Business Insider Sept 25, 2014

Supremely confident, i n vsealdy ae holding zeraash liquidity. In facthe net free credit—available
credit balances in cash and margin accourtéthose holding risk assets, hasvwer been lowe(below). At
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$-183h, this measure of cash tmeet margin calls remains worse tharetbxtreme low of $.29b in February
2000 as that bull market peakedi\s asseprices begin to drop, holders wilave nocash buffer and are
therefore forcedto sell their holdingto meet margin callsOnce it beginsdrced selling pressure typically
fuelsabrupt, breathtakingmomentum to the downside.

Comparison Of Margin Debt and Investor Net Worth (S'000s)

—

100t 1009 100 04| 0 93 Bt

ey e

s Not Worth: Total Free Crodit - Total Mar gin Debt e N Largin Dubt Source: NYSE, Zero Hedge

Indiscriminate buying reflectéessand lesghinking

We are reminded once more of what Haiviarkoplos said as tawvhy no onewould listen when he pointed
outthatMad o f f * s f und waigs,bit an utstistinablé scaoertantto cgllapseThe gople
buying he fund were not thinking for themselves, bsitnply followinghose ahead of them who they
perceived as wealthy, sawiynsi ders ‘i n the know’

“Wow. Those people to my left and right are certainly smarter than | am. Those are big firms. Those are
important people. Certainly they must’ve checked. So why should | check? I’m just a nobody. | don’t
have to do any due diligence. It must be safe because all these other smart folks are in there too.”

Then as todaythosewho continue to offera cautionaryiew to themisguidedconsnaus, are being
overwhelmedbythose heaviy nvested in ‘“wanting to believe’

As circled on the chart below, it is worth remembeyithat only after prices hd fallen by more than half in
both 200002 and 200709, did the majorityadmit that the preceding pricpeaks Ilad clearly been a bubble
Once again todaythese same people are saying that they semmarket bubble (ircircle far rightand no
reason to beconcernal about looming ansequences.
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S&P500nominal price 1995 to 2014 cyclepeaks in the two left blue circles were acknowledged by the
majority only after 50% declines each time. None the wiser: the same group sedsibblerisk today (far

blue circle).
Zoe Obviously Not a Bubble :)l, / ]

1700
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1500 ’ - 7
‘l
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1100
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Q00
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LS00 ' ' ’
1995 1997 2000 2002 2004 2007 2005 2012 2014

Source:www.hussmanfunds.com

In the processmarketbearshave been hunted to virtuaxtinction today The weekly Investoratklligence
report Sept 2, notedbearishness among market weletter writers had fallen to 13.3%The ratio of bulls to
bears has never beehigher in the past 30 yearg @ven aprospects for retirns are now negative from
presentlevels for the next several years.

Investors Intelligence Bull / Bear Ratio
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Underthe surfacehowever, weakness anmg many constituentdiasspread 50% of NASDAQ 1@hd
Russell 200@ompaniesare now down at least20% over the pasi2 months.As shown next below, the US
Russell 200Qpurple)has traditionally traded in closeorrelation with the Canadian small cap Vertundex
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VVenable Park Investment Counsel Inc

(black, and Hgh Yield bond prices (browbut has dramatically depagtd from their historical correlation
since2011 on QE hype.h& Venturehassince retraced near its 2009 bottoaver the past 3 years. To-jein
its Canadian cousin, a&dineof some 50%+ would follow for the broader market as well as high yield bonds.

TheRusselR000 small cap company indesnow negative yar to date andstill ominously gaped above the
Canadian small cap venture Index. Look out below?

$RUT Russzell 2000 Small Cap Index INDX, @ StockCharts.co
p-2014 10.054 Open 1110.43 High 1120.66 Low 110761 Last 110077 Chg 0.6 (0.8

How distorting has Fed meddling been? Here, the once A
correlated, Russell Small Cap Index, High Yield Bond ETF
and Cdn Venture Index have completely detached.

For now, reality is suspended, but the weight of that

reality is what will close the gap.
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$TSX TSX Composite Index TSE . ® StockCharts.com
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W =kly) A 15685.13(5000

112788.63

M 2~ 11246379 | ‘ h
What cyclical bull markets give, 11753.04)

Q.E or no Q.E, secular bears 8 [1120955)
“take away. Despite investors i 110848.13]
“feeling" as if they are well
ahead in the TSX, the reality is
sobering (green oval upper
right). What kind of a market is
this where equities are at
bubble valuations without any
real gains? Answer, a secular
bear market. TSX now back
‘ below where it was in 2008. ' 7479;€W.Venab18pal'k.com
0: Apr Jul Oct O7T Apr Jul Oct 08 Apr Jul ~“ Jul Oct 10 Apr Jul Oct 11 Apr Jul Oct 12 Apr Jul Oct 13 Apr Jul Oct 14 Apr Jul

10

This publication is intended to convey information only. It is not to be construed as a solicitation or offer to buy or sell and of the ssecurities
mentioned in it. The author has taken all usual and reasonable precautions to determine that the information contained in this publication d to
summarize and analyze such information are based on approved practices in the industry. However, the market forces underlying investment value
are subject to sudden and dramatic changes and data availability varies from one moment to the next. Consequently, the author cannot make any
warranty as to the accuracy or completeness of information, analysis or views contained in this publication or their usefulness or suitability in any
particular circumstance. You should not undertake any investment or portfolio assessment or other transaction on the basis of this publication, but
should first consult your advisor. The author accepts no liability of whatsoever kind for any damages or losses incurred by you as a result of
reliance upon or use of this publication in contravention of this notice. All performance data represent past performance and are no indication of
future performance.



“What is a bit worrisome in this regard is that dividend growth stocks have followed the broader market
on this Fed asset purchase fuelled ride higher. Why this is disconcerting is that many investors have
abandoned lower risk alternatives and have migrated to the dividend growth stock space in recent years
under the allure of impressive returns and buoyed by the notion that these somehow represent lower
risk alternatives relative to the broader market. Perhaps this is true on the margin for selected stocks in
the dividend growth universe, but these are still equities that are accompanied by the commensurate
risk that comes with being a common stock. And they are not at all "bond equivalents" as some might
suggest.” --Eric Parnell, CFA, This QE Bower my prison, Aug 31 2014

Ascorporatedebt sold off with equitymarkets,investment grade bonds rallied agaihis month

Asthe global economy slowed further under the weight otord indebtedness, widsocial unrest and Ebola
fears, deflation returnedto the focus. TheEU is growing at zero and lees2014: as of Q2 Germany and Italy
were in recession, France was at 0%apan reentered recession. The UK was growing at aruahired rate

of 1.7% and the US 2.2%:t the same timethe Bank of International Settlements and the International
Monetary Fund both warned dexcessive risk taking and market fragility

As higher risk corporate debt was sold off, & | i g hty’ tnoo vgaodastmentgmde bonds pushing
them up in price across the yield curvé/ell behind the curve hie USFedannouncedhat it plans to
normalizeits policy interestatessome 4400%(!¥rom the current .25 to 3.75 over the next 3 years.

We understand why the Fed says that it intends to hike its policy rates as this is in keeping with its rhetoric
that growth isimproving. Unfortunately, their forecasts continue to @eerly optimisticand we expect that if
they do begin to raise rates, thevyill soon belooking for more trickst6 st i mul at e’ demand.

The most influential factor driving global markets today: the strengthening US dollar Ingleoswn here
since 1980. Ufias recoveredback to where it was before the Fed begani@E009,exerting downward
pressure on US multinational eangs (40% of profits from oversgasommodity pricesand US exports.

FUSD L% Doller Indms « Caxh Settle (EOD) 1CE ® StockEhartscam

20-5ap-2014 Open 0501 High 0502 Low 05 50 Close 05874 Chyg -0.01 (-0 02%) «

—$US0 (Waakly) 65,74 For a considerable time we have tied the U$ ‘
bottom In 1991-95 with what was occurring
2008-2012. Given the recent breakout (green

circle), the 100 area now becomes the new target o

In this cyclical upturn if the trend remains.
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10 year US treasury yield 2032014: investment gradgields have resumed falling witlslowing global
growth as bond prices rallySupport test next in the 2.3% area (browrdotted line).

$TNX 10 Year Treasury Note Yield INDX ® SteekChars.cam
20-5ep-2014 Open 2408 High 2601 Low 2476 Close 2401 Chg 044 (1. 74%)

Despite Wall St, rhetoric that rates
would normalize higher as QE
stimulus was removed, we see
instead, the opposite. Why? The
answer Is shown here...this 10 yr
bond yield chart we love to show,
reveals rates increasing only on
occasions where further QE was
introduced, As real economic data
continued to disprove Wall St.
optimism, rates return to the
previous trajectory lower along w/
global economic activity,

Apr Jul Qot 2

The Yen brokédelow al5yearsecularuptrend against theUS dollar this monthas the Japanese ecomy
slumpedback toward recession despite 22 years of quantitative easing from the Bank of Japan.

Yen breaks below 15-year uptrend against US dollar. ¥120/$. Next target is the 30y uptrend!
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The break down in the Yeagainst the US dollar may marls@cular turning point this month and has broad
ramifications for global trade. As the Yen falls and Japanese exports bebeayger in other currencigbis
exerts downward price pressure @xpat goods fromnations all trying to compete for foreign sales. This is
likely to extenuate deflationary forces that have already been sweeping begglobal economy again since
2011. It also has a negative impact on global risk markassmanyradersthat had been borrowing in Yen to
speculate in other markets are now losing money on the falling currency and reversing their positions.
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Venable Park Investment Counsel Inc

Global opper producers indeXCU continuesto signal slowing global growthFor dl the QE hype and hope,
demand barometers remaim secular decline since 2008 followislgort-lived 2011 rebound.

CU First Trust ISE Global Copper Nasdag GM @ StockCharts.com
S 2011 ¥ - Open 21.08 I'legh 21.33 Loyu 21.08 Close 21.16 A‘,’r?.!.f','.“e 1,758 Chg 0.28 (-1.33%) v

Rarely shown on financial media is this
chart of copper stocks...in full-blown
disagreement with the punditry, as it
portends further deceleration in global
copper demand (i.e. global growth).
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Expot currencies the Canadian (blj)@nd Aussie (brown) and Japanese Yen (red)a@tificming global slow
down since 2011 .All suggesting stock and high yield debt markets are garishly over priced.

FXC Currency Shares Canadian Dollar Trust NYSE @ StockCharts.com
26-Sep-2014 10:39am Open 90.35 High 90.39 Low 89.19 Last 89.23 Volume 230.6K ch.g 161 (-1.77%) v
} C (Weeklu] 89 27 = N > /! 2
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http://www.ftportfolios.com/Retail/Etf/EtfHoldings.aspx?Ticker=CU
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Into the last quarter of the year we go!Quotes of the month:

“Malinvestment occurs when people do stupid things with free money. One of the characteristics of
malinvestment is its dominance; i.e., other investments have little chance of competing.
Malinvestments always bust and end in liquidation”. —Joan McCullough, Analyst, Sept 2, 2014

“Monetary policies have created an illusion of permanent liquidity. The longer the music plays and the
louder it gets, the more deafening is the silence that follows...Markets will not be liquid when that
liquidity is needed most.” --Claudio Borio, head Bank of International Settlements, central bank
overseeing global central banks, Sept 14, 2014

“At market tops, it is common to see what | call the “high-five effect” — that is, investors giving high-
fives to each other because they are making so much paper money. It’s happening now. I'm also
suspicious when amateurs come out of the woodwork to insult other investors.”

—Michael Sincereiveryone’s a genius in a Fed-induced stock rally, Sept 23, 2014

“The big central banks seem to believe that printing money creates wealth. What such policies, in fact,
do is ensure a different distribution of wealth that increases leverage and favors not legitimate risk
takers, but groups which are politically well connected such as the too-big-to-fail banks. As such, the
current approach is a clear expression of a policy captured by a crony class, and needless to say it is
defended by the same group. This is not to engage in conspiracy, or to claim malfeasance by particular
individuals. But what cannot be doubted is that even as those closest to the money source have made
out like Cantillon, the outcome for pretty much everyone else has been awful. Looking forward, this
cannot go on and | would hence avoid financials everywhere.” —-Charles Gave, Aug 19, 2014

“I make progress by having people around me who are smarter than | am - and listening to them. And |
assume that everyone is smarter about something than | am.” -Henry Kaisef18821967)Industrialist

“Leadership consists not in degrees of technique but in traits of character; it requires moral rather than
athletic or intellectual effort, and it imposes on both leader and follower alike the burdens of self-
restraint.”--Lewis H. Laphaif. 1935) Ameican writer and Editar

“I think your chances of coming out ok are better if you do what you think is right.”
--Eppie Lederer (1918-2002), ‘Ann Landers’ Advice Columnist.

52y Q0 ¥F2NHS i wimgugglidgdyhainitezatndd daily @@Ementary and charts.
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