LIQUIDITY

EXPECTED
RISK RETURN

This Guide provides an overview of some common types of securities in
terms of three basic characteristics - liquidity, expected return and risk:

LIQUIDITY: (or marketability) is the ease with which you can turn your investment
quickly into cash, at or near the current market price. Some securities, such as
mutual funds, offer liquidity by allowing investors to redeem their securities
(return them to the issuer) on short notice. For non-redeemable securities,
liquidity will depend on the owner's ability to sell the securities to other investors 3
in the open market. Listing on a stock exchange may help, but does not guarantee Winnipeg,

liquidity. With some securities, investors may be restricted by law or contract Vancouver,
from reselling the securities for months or even years, or they may find that
there is no market for the securities when they want to sell.
COMMENT:
EXPECTED RETURN: is the overall profit that you might expect to receive The rate of
from your investment - either as income, in the form of interest or dividends, ;en“\lrw:sa('r:\es(:\?"
or as capital gains (or losses) resulting from changes in the market value minus ihe rate
of inflation, is

of the security. The higher the expected rate of return of a security, the greater

the risk.

RISK: is the degree of uncertainty about your expected return from an investment,
including the possibility that some or all of your investment may be lost. With
some securities (e.g., Canadian government treasury bills) there is very little
risk that investors will lose any of their initial investment. With some other

securities, the risk of loss can be very substantial.
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In addition to considering these factors, you
your tolerance for risk and other issues,

and taxed at the same rate as

loss to offset capital gains.

« INTEREST, it will generally be treated as ordinary income for tax purposes

* DIVIDENDS from a Canadian corporation,
to claim a dividend tax credit that will result in the dividend income being
taxed more favourably than interest or other ordinary taxable income;

* CAPITAL GAINS, you will generally be entitled to exclude a portion of
the capital gain from your income for tax purposes;

* CAPITAL LOSSES, you will generally only be able to use the capital

must also consider your own financial needs and objectives,
such as taxes, before making any investment decision.

Income tax considerations are important because they will affect your net return from an investment.
Interest, dividends, capital gains and capi
example, if the return on your investment is in the form of:

al losses are all treated differently for tax purposes. For

COMMENT:
Dividends are paid to
shareholders from the
aftertax income of the
corporation. Tax legislation
allows investors 1o claim
a dividend tax credit to
ensure that this income is
not taxed twice - once a
the corporate level and
again in investors” hands

your earnings from employment;
ou will generally be able

who make g

Canadian tax legislation provides some

meet your financial needs and objectives.

of thy

tax benefits for i

investments through tax-deferral plans such as Registered Retirement Savings Plans (RRSPs), Reglstered
Retirement Income Funds (RRIFs) and Registered Education Savings Plans (RESPs). Consult your
financial advisers about your eligibility to contribute to any of these plans and whether or not they will

Some types of securities - like units of labour-sponsored funds and flow-through shares - also take
advantage of special tax |ncent|ves provlded by the federal or provincial governments. The tax
for

investors can be complex and expert advice should always

ese
be sought.

mon Share
ommon shares r pNsun gumership of a.company. As owners, common

The descriptions of securities that follow

Remember though, that tax implications should not be the only factor you consider when making an
investment decision. Each potential investment should be analyzed first on its own merits, on how it
will affect the risk and expected return of your overall investment portfolio, and on how well it fits your
personal financial objectives and investment time horizons.

are not exhaustive. It is always a good idea to seek the

assistance of qualified, professional advisers before investing.
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Er — sold). The common share
and down, in some cases rapidly and substantialy
O Rostri s
Restrcred vot resent ownership, ike common shares, but offer | Comments concerning Common Shares apply. Comments concerning Common Shares apply. Comments concerning Common Shares apply
O Holders restricted or no voting prvieges
3. Proferred Shares
P right Comme . ! Dividends on preferred shares are generally fixed. but the Moderate to High: C apply. Dividend
any dmdemls(anll&ua\dtulheLumvanyscummunmamhu\devs rdemed© or suspend dividend payments i, for instance, it s to make adequate profis | payments mdyherulunedursusvendedlurvanuus e e v conpaey
0 a portion o or needs to preserve s capital
mx is wound up Ilo\der:ol\enduno\l\auevn\mgnxms bt n many cases are vt St mpact o save i s hCaRsd et o o
red such as ‘The capital gains potential of preferred shares is usually less than for common | offered on other investments can also affect preferred share prices as the fixed
o Cower e e common s s predcemined rce. dividend of the preferred share becomes relatively less attractive. Preferred
o other special potential for share pr
on the assets of the company in the event of insolvency.
4. Flow-through Shares
Flow-hrough shares are a special type of common shares that may be ssued by | Comments concerning Common Shares apply. Returns will depend on the potential tax benelits to the investor, High: Resour enerally high risk.
oiland g anies or mineral exploration companies. These shares allow ses y the success or In‘dition, thereare risis that the company’s expenitures may ot meet the
certain tax deductions for qualifying exploration. development and property program. a srict the tax legislation and tax deductions may be disallowed
expenditures to flow through rom the company to shareholders. Flowhrough Shares are o Sultabl or xperienced (Vestory who an (ke
‘maximum advantage o the tax beneiits and who can withstand the loss of some
or al of their invesiment.
QUID EXP D R R
1. Savings Bonds
Saving 4 by the federal Savings bonds Most savings bonds guarantee a fxed rate o return for each year to maturity or | Very I bond
goveriments redecmed by the holder atany e, whie ohers may o b et specity a minimun rate of return that can be adjusted upward by the ssuer il | there s virtually no risk o defauit.
and arebacked by the general credit and tasation powers of specified y
times.
R Sea orehase s o appy
2. Bonds
Bonds are evidence of a loan by the investor Bonds bonds canbesold | fterest on bonds s usully paidat a e rate, (S comment on kT below) “The risk of a bond will depend mainly on the isk that the issuer will
issues the bond. Ol interest o Bond values d on competing
Tohe bond older and t rchay 3 ceian amount th ace valu of th bond) at chas Canada Savings Bonds) also offer redemption prvieges e ines 80 1o e, (e Tarhet VAL o bond woukd horialy | s s, posmg he vl o he o owhmard et e
M maturty. B may b sod a prices hiher o lower ha hee e value 0 up because s fixed interest payments would become more attractive to
o Some bonds investors. The market value of a bond may also be afected by changes in the
ofe Holders the righ o convert thelrbonds o common shares credit onversion el | Dothioe et K ough 1o be et ok e over i G on T
a gains on a bond. payment obligations.
3.
Debentures are debt securites,similar to bonds, but ypically not secured by the listed stradeinthe | Iy Low to High: Comments concerning Bonds apply:
pledge of specific corporate assets. They may, However, be secured by a floating In some cases, y market for
charge on the issuer's assets generaly a debenture or it may not
COMMENT: The actual rate of return, or ‘ield', that you earn on a bond or debenture wil depend on the price you pay for it and the tma remaining until it matures._For exern
2 dabeniure paying & 7% nominal 1ate ofiterest wil by you $70 per year for sach 1000 ace valus debantute. I ou are abe t buy that debecrs fo only 3550, he actuel
fate of return you receive wil be higher than 7%. Calculating the yield precisely can be complex, but your financial adviser should be able to do the calculation for you
4 Treasury Bills (Tbills)
Treasury bi (less than one year curities | Tl ly throug Return will be determined by dthe | Very Low:  the short-erm nature of Tbills
issued by lhclcdrml1n<\(omcpmvmcn\ governments, Theyd oot pa)‘mlcrtsl dealers, e bt L it Narke vlocs oy b Aebicd somnis by limits sk of significant changes in market value caused by changing market
rice below “Till are issued changing market interest ates. interest rates.
by the government regularly an are typicaly sod i arge denominations.
5. Guaranteed Investment Certificates (GICs)
GICs are deposit certicates issued by financial nstituions. Most GICs pay Most GIC: but Returns are often fixed, but in some cases aretied Low to Moderate: GIC: ¥ the 1
interest market index or some other benchmark (Subjectto certain imits) by adeposit insurance agency such as the Canada
on Deposit Insurance Corporation. As aresult there is very limited risk that the
principal will ot be repaid. fthe GIC' returns are tied o a benchmark, however,
COMMENT: 4 stock exchange index, such as the TSE 300 Cumpaswe Index®, is a statstical tool that measures the performance of a basket of stocks listed on ““”h‘e":{,‘l’,fl;‘ri\s“';“;y',""ﬁ"‘j“l’"ﬁm““’ willbe lower than anticipated or there:
the exchange. Some inices are designed to refect the overall marks speciic
P QUID P DR R R
1. Shares or Units of Mutual Fy
Mutualfund shares or units represent ownership in a pool of investments that s | Mutual funds are not traded on stock exchanges but investors may return their | Returns can include distributions to investors of dividends, interest, capital gains | Low to Very High: s tha
managed by a professional money manager. Ownership wil b form o shares or unts to the fund at any time for redemption and willreceive a cheque by the fund (e bonds, sqmue: mmnm) “The majority o mutual
es if the mutual fund is organized as a corporation or units i the fund is for theiepro rafa share (th Net Asst Value per Share,or NAVPS) of the curent | decreases inthe value of me fund’s shares or units. Returns will depend on the | funds are not the industry
organized as  trust (the most common form). Holders have the right to vote. | market value of the fund's portfoli. has begun to ol nds v Inure he v of i s
in achieving them. principa invested at a specfed date inthe uture e.. fve years). You can st
d mutual fund’, however,if you must redeem your
- ‘COMMENT: The expected returns from any type of investment by the f for of the fung, | investment before the specified date.
2. Shares or Units of Closed-End Investment Fund:
Closec-end funds are similar to mutual funds, except that they do not issue or | Liquidity will generally depend on whether or not the fund is ¢ Matual Funds appl; Low to Very High: Comments concerning Mutual Funds apply.
redeem shares or units on an ongoing basis. Closed-end funds issue a finte e e e o i ety the o seeuntin
number of shares or units and often st thein on a stock exchange so they can
be traded among investors.
3. Units of Segregated Funds
Segregated funds are a special form of insurance contract with benelits based on |  Segregated funds are not c Mutual Funds apply. g skl depend o the type o securtles o ot et it the
their units a any time at current market value. fund invests in (e estate). Unlike most mutual funds,
company but‘segregaiec from s ther ssets. Unlke most mtua s, St nds o st e mos ol o the prntp Ivested il
segregated ; rt (ypically 75- 3 o e of 3 the potential imp ption fees or ¢ years) o on your death,
of the original investment. ould have on the iquity and the expected returns of the invesimen wever,
! Slhr b R ! et ovestnen bioe 1 specii ety doe.
4. Shares of Labour-Sponsored Investment Funds
Sthares n} but only a limited | L p tonewand small | High: Limited liquidity and the speculative nature of the fund's investments make
under federal and number o ted. Redemption of alabour- |  businesses. Returns will depend on the e most suitable for investors who are able fo
and provides some tax incentivs for investors. Shomaored veamen 1nd Tocore spebted ) ey e s plcatons nglerm investments and who can withstand the loss of some or al of
for investors. their investment.
P QUID p DR R R
d Partnership Units
Limited din many cases they the suceess or Moderate to Very High: The risks associated with the partnership's business.
oJ general partner, who manages the partnership, an fimited partners, who provide: ubject tner may | by the p . and on hat may venture, combined with limited liquidity, make many limited partnerships suitable
e cment caphal T Taies of it arthers s benery v | ahr i redampion privieges, llﬂ\cmnntr:mp \s(Hssmvm theassets There hat anticipated tax
the beneiits will be disallowed.
Limited pa p pica ecific (such
realestate or ol and gas) and often provide for some tax benelits to Tlow throught
from the partnership to the limited partners.
0
2. Trust Units
Trust units represent interests in the net assets and net income of a trust. These | Some tru trading For p he proft d by s it holds, | Low to High: the type and h
e Jreraly st 1 et 1 seet s e ral property (rtetate - | e o stabiahed marke and on the tas benefis, i any. avalable to investors. by the trust. Trust investors are not insured against investment losses.
investment (rusts), ovalties from oil and gas production (royaly rusts) or the
 one or more
o offer tax advantages to Investors
B QUID P D R R R
Options
Options aresecurities that give he holder the rght o buy 1 ‘call option) o sl Options do not pay dividends or nterest. Moderateto Very High: form ol ‘everage and optionvalugs will
(aput’ ime. Many traded in the market value of the underlying asse. The market value of an option wil Value: tions
O her tend to decline as it approaches is expiry date, R0, homerer b bscd oo hedHg ook o redce e okt cusing
omchamges, The ider o a exhanie aded cpton may s 1 execloe investments.
e t0 buy the underlying asset or let it expire.
O
2.
o Varrants ivethe holder th rght to acquirefrom theisuer a ! Comments concerning Options apply. Noderate to Yery High: The market valueofwarrants ke aptons il generally
otherspeied seurte at a specied prce foraspciicd ime. They are fluctuate much more than will the value of the underlying security
O o » aleof like
o acommon share.
< E3

ights

Ina rights offering a company gives its shareholders the right to buy additional

shares from the company at a specified price within a specified period of time.
Gghtsare ssued n proportion o the number of sharesalready owned by each

Some rights are listed for
TN ot st i e e el me e holdens

e subject to restrictions on their ability to exercise the rights to acquire
additional shares.

Moderate to Very High: Comments concerning Warrants apply:

Futures Contracts

Very High: Futures contracts can be very risky and they ae generlly sutable
o enrpscs 23 hedsing o0 o e e ek of expected e
purchases or sales of the underlying asse.

Leveraged Investing: Borrowing money to invest (leveraging) magnifies the potential gains, and the potential losses, of any investment. Leveraged
investing increases risk and should be approached with caution by most investors. If you are considering borrowing money to make an investment,

Diversification: Diversification means not putting all your investment eggs in one basket. Every investment product has its own risk profile. Some
are very high risk, others very low. For most investors, what is important is the risk profile of their overall investment portfolio. By combining
severaldifferent vestments in your portol, you can recuce he overallevel of sk or a gven level of xpected retur. Ths is the bereit of

in whichthe delvertothe | Notal raded hange. Forthose that are i inthe value o he
Euer  speciied duantiy of ah asvt st a speciie pice on gven datc. Wil depend on e # aconwiichihe” | under
Exdhange raded utres Conracts(often caled exchange connac) e on | Contract s traded
ndaraed s and tremsactions e Seied by & Saring agoncy
Comment: adod on s s ot ]
= E
Guonces, st
be sure that you fully understand and are prepared to accept the increased risk.
diversification. It is one of the things that every investor should
A o 5 0 A A




