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BETWEEN THE LINES

The hidden tax

Accounting chicanery takes a bite out of

Canadian investors' retirement savings

by Al Rosen

here is a constant call
from experts for Can-
ada to lower its per-
sonal tax rates, as op-
posed to making
misdirected populist moves like
cutting the GST. Presumably, the
recent federal budget did not pro-
vide any personal tax cuts because
of the current uncertain economic
climate. More likely, the govern-
ment decided to more slowly mete
out its voter incentives as a way of
managing its broader-based sup-
port over time.
While there are always feasible,
cost-effective options available to
help Canadian investors keep more
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of their hard-earned money, they
don’t always get implemented if the
direct impact is not readily appar-
ent to a majority of voters. Take
regulatory enforcement, for in-
stance. What would cutting down
on accounting shenanigans save
Canadians every year?

Investors have watched Nortel
Networks stock (TSX: NT) drop
more than 90% in value, twice, in
the past six years on the back of
some rather interesting accounting.
Fuzzy financial reporting also lu-
bricated the ascent of several dozen
income trusts before reality eventu-
ally intruded and they declined
precipitously in value.




This column has frequently listed
numerous Canadian financial fail-
ures that were the result of account-
ing chicanery. While we won’t re-
peat them again here, it’s safe to say
that investors could have saved un-
told billions had decent regulatory
oversight been in place.

It is sometimes too easy for in-
vestors to forget about such losses
without considering what they might
have turned into had they been
avoided. Consider the long-term
effect that accounting manipula-
tions and lax enforcement can have
on retirement savings.

The accompanying table shows
the impact of earning compound
returns on an investment portfolio.
If $500 per month is invested for
35 years, a total of $210,000 is ac-
cumulated before any interest is
added. Using interest rates of 4%,
6%, 8% and 10%, the table
shows that huge differ-
ences can exist at retire-
ment time.

If, for example, your
portfolio generated only
8% instead of 10% because
of financial shenanigans,
the difference at retire-
ment would be roughly 8%
$750,000—a sizable sum
by any standard. Natu-

10%

ways to manipulate earnings and
cash flows in the short term to drive
stock prices higher. There are the
constant insider trading scams that
slowly eat away at investors.

Taking steps to ensure that in-
vestors are not unnecessarily taxed
2% of their total investments every
year, would far outstrip the benefit
of a 2% cut in personal tax rates.
However, without the easy-to-un-
derstand cause-and-effect relation-
ship, it would not be nearly as pop-
ular with voters.

Even so, it’s encouraging to see
that the federal government has as-
sembled an expert panel on securi-
ties regulation in Canada. Hope-
fully, they will take a serious look
at the lack of enforcement on finan-
cial reporting and other matters
that so deeply impact every Cana-
dian’s retirement savings.

TOTAL DOLLARS INVESTED
$500 X 12 MONTHS X 35 YEARS=$210,600
AVAILABLE AT THE END OF 35 YEARS,
ASSUMING COMPOUND INTEREST OF:

o« 456,865

o712 355

b.94(

rally, you might question
whether financial manip-
ulations can really shave 2% off
your portfolio every year. Consid-
ering that financial torpedoes seem
to come along with unfortunate
regularity in Canada, 2% could eas-
ily be underestimating the prob-
lem. If just 10% of your portfolio is
comprised of torpedoes that blow
up every five years, then that’s more
than 2% right there—and that’s
only considering the headline fias-
cos that we have seen recently.
The much bigger tax on your
savings is actually the collective
impact of the smaller losses that
never really receive the attention
they deserve. There are the self-
dealing transactions with manage-
ment that divert shareholder funds
to insiders. There are the countless

Unfortunately, it will take sig-
nificant effort to push past the usual
cheerleaders who will be more than
eager to present their opinions.
Some enforcement personnel will

actually make the argument that

Canada is better off on the whole
for promoting the safety (real or
otherwise) of its capital markets,
rather than subjecting them to"
scrutiny that might trigger investor
worries. So here’s a tip for the panel:
try not to consult too much the par-
ties directly responsible for the cur-
rent problem.
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