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While traveling recently, I encountered a not-so-rare significant ﬂlght delaj,r Like
all dark clouds, it held a silver lining, “The delay a[lowed me time to catch up on
some industry reading, specrﬁcally, the McKinsey & Companies analysns of the fu-
ture of the Asset Management business. The 38-page “summary” was surpnsmgly
mterestmg, and provides a perfect backdrop for this quarter’s Instar

- McKinsey's view is. that our business will continue to -evolve at an ever-increasing

rate, with an expan'sion in the number of products, platforms, and alternatwes avail- .
able, McKmsey also notes that progression of institutional- type services will gravi-

.tate more and more towards the retail client. At the same time, McKmsey hlghlxghts-
the need for greater sunphﬁcatmn at the client Ievel and an emphasis on managmg

cliets towards planning goals versus a specific performance index. All of this will

" need to be delivered to the client by a competent, objective, and well-trained mvest~ .

ment professronal with access to'a broad array of products and ser'nces

While readmg this, I was struck by how well our FCs are posmoned to compete and
thrive in the enwronment that lies ahead. You are uniquely situated with a platform
‘that allows you to deslgn and 1mplement a program that is as holistic or speaﬁc as

" the clients” needs d:ctate

“This quarter’s Inrid'cr hlghhghts several items that are’ changmg or being enhanced to
further these efforts. In particular, we discuss c.hanges to the RBC Total Portfolio
Desktop Tool as well as the contlnuing transition of the RBC Brekerage Choice ac-

. | count platform. In addition, we point out some exciting enhancements that will -
' accompany the new technology platform, 'RBC Wealth Advxsor, as well as the sim-

plification of the chent agreement.

The term summer doldrums” does not seem to apply to the world we Ilve in.

En}oy this quarter s updatel

Ward Ring
Director, Wealth Management Consultmg

i RBC
i Daiti Rauscher
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Expanded ETF List for
Guided Focus FCs .

The Focus team is pleased to announce

the expansion of -the list of eligible.
ETFs for the Guided Portfolio Man-

agement track of the Focus program
on Monday, July 9.

The 'Guided PM track rolled.out in Au-
gust 2005 with a hst of 92 ETFs avail-

able. Due to the growing and changmg
- world of ETFs, as well as requests from
our FCs, we developed a process to re:
evaluate and update the list on-a peri-
odic bas1s The expanded list will in-

clude REIT funds as well as spec:lalty

.funds that have been requested

. The Guided ETF list updates will be
based in general on follomng cr:terla.
* Broad—based asset class indices

~+ Sector funds.(nb over-concentrated

. sector funds or individual mdustry :

, groups)

.. Regmnal but not country spec:ﬁc-

funds

The link to the updated list'will be-
“available as of July 9 on the InfoNet.

at: Account Types/ Portfolio Focus/

ont Page/Guided Track-Exchange
) Traded Funds—ETFs. The security di-
versification guideline of 50% maxi-
mum per individual ETF position re-

mains the same. Inverse ETFs are not .

eligible in the Guided PM _track.

For more information or questions, contact
Karen Von Rueden or Chris Koppelman.

* count
- and ETFs. For an Inverse and Leveraged Product appllcauon Pplease contact your

Leveraged Products Now Eligible in Portfolio Focus.

Last quarter the ‘Portfolio Focus Portfollo Management Track was enhanced to
include six iiverse ETFs among its list of ellgxble securities. These, like the in-

verse Rydex funds instituted several months prior, have allowed Focus FOs to
carry out specific hedging strategies for their clients.To further expand these types
of opportunities for its FCs, IAG has now, also introduced several new leveraged
products mcludmg double beta long and double beta short ETFs and Funds,

There are several umque advantages to utxllzmg leveraged products a few of which

mc]ude

. Liquidity Creation — An investment of 5% ina double beta long fund or ETF will

achleve 10%. exposure, while leavmg 5%in cash
. Porgf'oho Risk Reduction —The 5% _remaining (from previous example) may also
be mvested ina non-correlatmg asset class. to reduce volatility. ‘

* Capital Efftcient Hcdge — Only 50% of the capital is required in a double short

fund to aclueve the desired hedge. -

Note: These Products are not sultable for all investors. Due to compoundmg and.
“expenses, leveraged funds and ETFs do not necessarily return twice the dady

returns of the underlying index,

As with the inverse products Portfolio Focus FCs must be approved into the Port-

, :foho Management Track to qualify-to utilize Jeveraged securities. Additionally,
we will continué to requite FCs to complete an applicatlon demmonstrating their
'-understanding ‘of these lnvestments All Focus program gmdelmes including ec-
“tor and asset class maximums sull apply (asset class greater tl_aan 105% or less

than negative 5%, sector less thal:_n. negatii'e 5%). Over, exposure—or “betting”
strategies—will be ﬂagged'b‘y the IAG Programs Si:rveillaqce'ReportQ-

Please sce tlre_ u'pdated' list of available leveraged products on the InfoNET at Ac-

ortfolio Focus/Front Page/Eligibl era ed and Inverse Funds

1AG Focus Product Consultant!
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Latest Dev.elopments in.Fee-Based Brokerage

Accounts Case

On May 24, an InfoNET article outlined
an anticipated RBC Brokerage Choice

transition plan based on the outcome of -

the U.S. Court‘ofﬂppeals case between

the Financial Planning Association (FPA) .

and the SEC. In the article, it was stated
' that more information and a detailed
- timeline would be shared soon; how-

ever, due to recent developments com- :
municating a timeline and taking steps.

‘tlo execute a complete transition plan
would be preniature. '

REBC Dain Rausch&, aloqgwith anum-
ber-of other firms, submitted an affida-
. vit to the SEC ‘that was filed with a mo-

tion with the court for a stay of the man-.
. date in FPA vs; SEC, on ' May 17. The

affidavits provided specific information
about fee-based brokerage programs
and how transiﬂonmg these programs
. to other offermgs would unpact indi-
“vidual firms and its clients, Onjune 25,

the court granted the SEC’s motion to .

delay the effective date of the ruhng'
" until October 1, 2007.

As communicated in the InfoNET piece
on May 24, RBC Dain Rauscher is not
allowing any new RBC Brokerage
Choice accounts to be opened and this
will continue to be the case. However,
“we will not communicate any informa-
uon on this regulatory change to cli-

ents at this time. RBC Dain Rauscher -

believes its best strategy is to wait for

further action or gu'idance from the

SEC before moving forward with cli-
ent notification or any other aspects of
a transition plan

'_We. will continue to keep you posted
" ag new information is released. In the

meantime, FCs should continue re-

~_viewing their RBC Brokerage Choice
accoints ‘to determine whether other
: account alternatives may be more ap- '
propn_a;e for their clients, and, if nec-

'és.sary; FCs shiould register for the Se-
ries 65 or 66 license exam by contact-

ing their licen_sing specialist via e-mail,

* Questions should continue to be directed

to Primary Advisar Support (formerly
the PCS Sales Desk) at 612-371-6120.
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RBC Total Portfolio Tax
Update E-mails

One of the benefits o.f RBC Tolﬁl Portfo-
lio is the unique tax overlay management
capabilities of Placemark Investments, the

‘. overlay portfolio manager for RBC Total
Portfolio, The ability of Placemark to ef-

fectively manage a client’s.account with
respect to taes relies heavily on the spe-
cific tax mf'ormatlon that your client pro-
vides to Placemark.

Placemark maintains specific tax infor-

mation/ mandates for all clients with

tax-mariaged accounts in RBC Total
Portfolio. Becausé clients’ tax situa-
tions can change, it is important to re-
visit the tax information that

. Placemark has on file for your clients

with  tax-managed accounts.On

. Wednesday, June 20th, all Financtal

Consultants with clients in tax-man-

"aged RBC Total Portfolio accbunts

were sent a spreadsheet contamlng

their clients’ 2007 tax information as -
it stands in Placemark’s files. Included.

ih the e<mail was the Tax Ménagement

_form that cin be used to. update a

client’s spemﬁc tax information: All

‘FCs were asked to review the infor-
.mation with their client and update it |

as necessary to ensure that; for the

" remainder of this year, Placemark has

the correct tax information on file.




New Risk Profile Questionnaire

On June ist, in preparation for
AccessRBC, we announced improve-
ments to the account opehing’ process
(see InfoNET article for additional de-
tails (http://infonet/contents/Tools/
News/05-31-07-1AGChanges.asp). One
of the key changes was the rollout of a

new Risk Profile Questignnaire, The hew

questionnaire, which replaces the exist-
ing [AG Investor Profile, was created in
partnershlp w1th {bbotson Associates.

" The new questlonnanre is now _bemg. used

for all advisory accounts that are opened
and/or -updated; however, FCs do have

_ time to transition outstanding paperwork .-
— old Investor Proﬁles will continue to
"~ be accepted until Friday, July 13th.

The new questionnaire evaluates risk on
‘two dxmensions —time horizon and risk

tolerance, Upon completion of the new :

profile, the client's score places them
into one of five risk categoiies that also

correspond to five asset allocation mod- .
éls. Until conversion, the new Risk Pro-
file will display both current risk profile
_categories (Income; Balanced, Conser-
' vative Growth, and Growth) and the new
" tisk profile categories that will be used
- post-conversion (Conservative, Moder-
ate Conservative, Moderate, Moderate :

Aggressive and Aggresswe)

ECs wiII not be required to complete a -
* new Risk Profile Questionnaire for ex-

isting clients. Instead, 30 days prier to
conversion, all chents who have com-

pleted the old Investor Profile will be

sent a notification advising them that:
. T’he term used to describe their risk
profile will be changing in 30 days.

* They do not need to take any action -

unless they believe their new risk pro-
file does not accurately reflect thelr
current risk tolerance.

* They should contact their FC for
questions, or to complete a new
Risk Profile, if desired.

Frequently Asked Questions

Since the rollout, as with any change,
we have received questions from FCs
regarding the new questionnaire. Be-
low are five of the most frequently
asked questlons We encourage you to
continue to send feedback and ques-
tions. and we will inake every effort
to improve the profile and/or the

. communications used to support it. - E

L Wiz_y did we choose Ibbotsori :
Associates?

N Ibbotson Associates is a leadmg au-

thority on asset allocauon and .risk
profiling with expertise in capital

. market expectations and portfolio
nnplementat]on ‘Through partnering
with Ibbotson, RBC Dain is able gain

the following benefits:

. Leverage Ibbotson’s extensive ex-
perience in the field - _

* Utilize Ibbotson's resources and ex-
pertise to continuously develop and
update models and capital market

- assumptions. '

. Enhance client'experience through

the use of one questlonnaire devel-

oped by a credible third- party

2. Why dare these modeIs and 'assump-
tions better than the old models? Why

- are we moving from 8§ models to 57

The models and assumptions are,

backed by the expertise of Ibbotson As- -

sociates, an authority in asset allocation-
and risk profiling. Ibbotson is an inde-

-pendent, credible, and objective third

party with the resources to monitor
and update the capital market assump-
tions and models on an annual basis..
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In addition, the move from eiglht mod-
els to five models is believed to be bet-

ter for the client. Ibbotson spaces the

models according to target risk char-
acteristics. A set of five models provides

‘sufficient differentiation in the client -

mappmg/rlsk proﬁle qucstlonnaxre
process; whereas using eight models
tends to make each less distinct from a
client mappiﬁg standpoint.

3. Are these models, asset classes,

" and assumptions in PNA or CPP?
These models and assumptions have not’

been lmplemented in PNA or CPP. They
will be implemented into the software

‘ someumc after ﬂleroessRBC conversion.

ttp; i et/éontents
e a apgemt t

Communicatlon AA Changes,asp

4, M_ycbent gpxmlly considers bxmself )

to be a more aggresnve mvestox; bue I
am having trouble answenng the ques-

) 'Contlnued on pagc 5




Continued from page 4
tionsina way that I believe accurate]y
rgﬂects their investment objecuves
[t is important to remember that the
new Risk Profile can be used to assess
the followxng
* Entire portfolio
. Assets at Dain
* Investment Advisory Accounts _

* Other (asset held away) _

'Keep in mind, if you are using the qites-
. tionnaire to specifically assess the client’s -

Risk‘Proﬁle for one or more advisory
-accounts, the profile should be answered

oniy for those.specific account(s). For’

example, the client may -answer a one
- questionnaire for a portion: of their
" money they wish to have managed more
aggressively, and a different question-
naire for a portion they wish to have
. managed more’ conservatively.

5. On gquestions one and two, does

“withdrawing” mean ahy and all
“distribations? . '
The time"horizon questlons apply to
_ regular, significant withdrawals, in-

* cluding spending down principal. -

(Note: We are currently-in the pro-
cess of working with Ibbotson to help

. clarify these questions, based on feed-
back from FCs.)

6. The portfolio constraints are no.

‘longer available on the investor pro-
Jile.Where can I find these?

The portfoho constraints have been
moved to a separate document, which
contains the constraints that will be
used from now until conversion, and
the new constraints that will be used
to monitor the accounts post-conver-
sion. The document is a available on

" the InfoNET: http: / /infonet/contents/
Investments/[nvestinentAdvisorGroup/
PortfolioConstrairits PDF -

_ .Changes to RBC Total Portfolio Desktop

As communicated in an InfoNET artlcle dated 5/31/2007 regardmg changes to

- the advisory account opening process and in conjunctmn -with the newly released

Advisory Risk Proﬁle there have been a few changes to the RBC Total Portfoho
Desktop tool. .
Beginning on june 1 FCs must follow the stcps below to open an RBC Total Port-
foho account. :

A blanlz Adw:ox_'y Risk Profile will Prmt as part of the Client Agreement that is printed off of
the Desk:ap You will need to complete. the new ﬁrm manually fy  following the steps outlined
below. If the client has already compleced the new interim Adﬂsmy Risk Profile, please substi-

tute the completed farm

Print.out an Advlsory Risk Profle and work with your Client to oomplete the Risk
Prof {e.

“Once you all the Investor Profie questions embedded In the -
Dasktop, click “Calculate Score,” At this time, you should use the Advisory Risk -
Profile completed in Step #1 to select: the “Investment Objective” on the Desktop..
For example: if in oompletlng the new Advisory Risk Profile, the Client
scores “Conservative (lncome)” you: wnuld select “incoms” undér the
. - “Investment Objective” column.
In most cases, the Investment Objecﬁve selected will d:ﬁer from the defautt option,
A pop-up box will appear: *Reason for selecting another Investment OQbjective... . -
Select the appropriate Invesiment objeaﬁvo fo match tha score orpmvlda & reason
| for selecting another!nvestment objective.” -
Please type ‘lnvestmenf objectivs matches the cﬂent‘s Risk Profile from
thenew Advisory Risk Profite.” )

'fhc steps above relate only to the RBCTotal Portfolio deskt&p procedures. Please
continue to review the Account Operung Checkllst before openmg an-account.

Please contact your reglonal Product Consultant with any questlons

Page 5.



Managed Account Research

Hansberger Global Investors .
The IAG Investment Committee
ADDED the International Value Equi-
ties portfolio to Consqlting Solutions
-and RBGTotal Portfolio. The manager
utilizes a boftc_rm-up approach to in-

vesting in companies considered to be.

* selling at favorable relative valuations
based on various price multiples (e.g.

‘ Price-to-Earnings, Price-to-Cash Flow’

and Price-to-Book ratios) that possess
a catalyst that should lead to the even-

tual rea]izauon of the companies’ S 1:PRR
trinsic value in the niot-to-distant fu-.
- ture. Portfolios are comprised-of 50-

70 hoidmgs with an average. annual
turnover of 20-40 percent. The Inter-
national Value Equities portfolio is sug-
gested for long-term-oriented inves-
* tors seeking.a core allocation to the
stock's'o'f foreign companies.

‘Rwerbndge Partners .
TheJAG Investment CommltteeADDED

the Multi Cap Growth Equities portiolio
to:Consulting ‘Solutions and RBC Total-

Portfolio. The manager seeks to ldenhfy

well-managed companies with the ability

to sustain their growth regardless of the
current economic environment.. While
© investments ideas arise from many dxffer-

ent sources, a sxgmﬁcnnt source of poten— :

tial holdmgs is derived from one-on-one
meetings with company managements. In
addition to an assessment of the strength
of the management t:he manager will in-

qmre about competitors, suppliers, and .

customers in an attempt to locate the

most respected firms within an industry. .

Key attractions of the portﬁ)lio include;
- a-small, employee-owned firm with.en-
~ trepreneurial culture, an experienced in-

‘vestment team, a low turnover, buy-and-

hold discipline, attractive ahsolute. and

risk-adjusted performance, and a portfo- -

lio only available throigh a select num-

_ber of retsil managed account platforms.

Yictory Capital Management

The IAG Investment Committee
ADDED the Large Cap Blend Equities
portfolio to Consulting Solutions.

Lead Portfolio Manager Lawrence

Babin has managed this strategy sirice

s mceptlon in 1989 and has generated

attractive long-term absolute and risk
adjusted performance. -The portfolio
has consistently registered strong in-

vestment. results over full market °

cycles. The investment approach con-
sists of both top-down and bottom-up

_ mputs to identify large cap campames .
that’ appear undervalued but are be-

lieved to possess a catalyst for lang-
term growth. Portfollos are comprised
of 50-70 holdings, with-an average an-

nual turnover of 70-90 percent. -The
portfolia offers an attractive option for

investors seeking exposure to large cap

companies possessing both growth and- -

value charactenshcs

Voya.geur Asset: Management

The IAG Investment Committee has
ADDED the Small Cap Blend Equities
portfolio to Consulting Solutions and

.RBC Total Portfolio. In May 2006,

Voyageur announced the lift-out of

Lance James from Babson Capital
Managcmcnt a sister company of QFL -

Institutional Asset Management
James now leads. a four-person team
stationed in Boston that manages

portfolios independently of other’

Voyageur teams. It should be noted
that James has had a working relation-
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ship with Voyageur since April 2004,
as he served as portfolio manager for -
Voyageur’s Tamarack Enterprise and
Tamarack Small Cap Core mutual
funds, which were sub-advised by
Babson. The Small Cap Blend equi-
ties portfolio will generally consists of
50-80 companies with annual turn-
over of roughly. 20-30 percent.

E Voyageur Asset Managen:ent has
"REOPENED its Small Cap Growth

Equities portfolio in Consulting Solu-
tions-and RBC Total Portfolio, The

_ portfolin.origin_ally closed in early
'2006 as the strategy neared its esti-

mated capacity of $1.2 billion. How-
ever, slower market anprecfation and
natural attrition has resulted in addi-
tional remalning capacity. Voyageur.
has committed an addmonal $30 mil-
lion avallable to- c.hents t.hrough Con-
sultmg Soluticns or RBC Total Port-
folio. After reaching this ﬁgure, the
portfolio i is likely to once. agam close -

to new investors.

J& Ww. Seligman and Co.
-Advisory Research has RESOLVED the
Watch and Restricted List status of the

' Second"'Qua'rter 2007

S&Pp ‘Sector-Performance (%)

EDCEQY ..vvevereeereisnrnceenenns 14.32
[nformatmn Technology ........ 10.18
Industrla.ls revrrerr——— e 2224
Telecommunications .............. 6.78
Materials ........cocenvvnvenninninnnss 6.56
Health Care ..ovovivniveniiiicnrennn, 4,57
Consumer Discretionary .........3.43
Consumer Staples ................. 2.11
Financials ...ccoovviniiiiilinnnninnns 1.49
Utalmes ....................... eeeens -1.11



7 Small-Mid Cap.Grow'th.Equiti_es port—'

folio. As a result, the portfolio has been
reinstated to Consulung Solutlons and

RBCTotal Portfolio without any restric- -

tions. The portfolio was originally
~ placed on the Watch List following the
departuré of Lead Portfolio Ma.nigér
Rick Ruvkun in July 2006. Ruvkun lead
the Small-Mid Growth strategy since
1999 and represented the primary de-
cision-maker on the portfolio. Mike
. Alpert, a Co Portfolioc Manager on the

strategy since 2005, assumed the lead .
. portfolio management role inRuvkun’s |

_ absence. After acontinued period of on-
gbmg due dlhgencc Advisory Research
has gamed sufficient conviction in

Alpcrt s abxhty to successfully manage

the portfolio. Several positive develop-
ments from the change in management
include; a more concentrated portfolio,

addltlonal focus on fundamental re-

search nnproved absolute and relative

performance, and stabilizing asset lev--

els. Pléase note howevér, we have main-
tdined our relatively conservative due

'diligepce,rating to reflect the recent -
portfolio manager change and nght :

modifications to the investment process.

Mutual Fund Recommended List
' Lazard Emerging Markéts Fund (LZOEX):

has been ADDED to the Emerging Mar-

kets Equities asset class on the Mutual Fund
Recommended List. The Fund employs a
bottom-tp approach to investing, seeking

to purchase cornpanies with strorig-and sys-

tainable financial returns (e.g, above-aver-

age ROEs and-ROICs) that are selling for
reasonable prices based on relative valua-

tions (e. .g. below-average Price-to-Earning
* and Price-to-Cash Flow multiples). The

portfolio managers, do attempt to ensure

ado;quaté diversification (in terms of stocks,

industries, sectors and countries) during

p;artfolio construction in order to control
undue risks. For instance, formal ex-post
guidelines rclgted to the Fund’s maximum

- allocation to specific countries and_'sectors' ,
do exist. The Fund should contain 70-90

stocks with most of the portfolio represent-

‘ ing mid-ta-large capitxlizaﬁon companies.

Polaris Global Value Fund l(PGVFX) has-
" been ADDED to the Global Equities as-’
set class on-the Mutual Fund Recom--

mended List. Lead Portfolio Manager
Bernard R. Horn Jr. has used a disci-

plined and time:tested approach to in-
vesting that has generated a superior.
long-term risk and-return record for -

shareholders. Hornhas long- adhered to

a traditional Graham- and Dodcl -in-

spired approach to invesu_ng in compa-
nies with strong and sustainable free

-cash flows whose stock prices.are sell-
ing at substantial dxscounts to estimated -
" intrinsic values based on the frm’s.ré-

quired rate of return. In the end, the
Fund represents a well-diversified port-

folio constructed of around 75 compa-.
-niles chosen through the bottom-up Te-

search process Though there are ho
hard-and-fast regzonal and sectoral al-
lor.ntmn rules versus the MSCI World
lndex, shareholders should normally
see exposures to at least 15 countries
and at least 15 industries, Also, share-
holders should expect an allocation to
emerging countries of up to 25 percent

- if. dcemed prudent

Van Kampen Internahonal Growth

Fund (VIFAX) has been ADDED to the

International Equities asset class on the
Mutual Fund Recommended List. The
Fund’s 'portfolio managers contend that

well-managed, market-leading companies
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tend to continue to outperform their

peers, as weil as assert that minimizing

“losses is critical to maximizing the returns

of shareholders. The Team attempts to
generate mdst of the Fund's alpha through
in-depth, bottom-up securities selection.

. Thus, the Fund’s regional and sectoral al-

locations are not allowed to deviate more
than 10 percent and 5 percent, respec-.

tively, compared to the MSCI EAFE In-

dex. Since its inception more than one
decade ago, the Fund has amassed a su-
pei'ior risk and return record compared
to its benchmark and most all its growth-

oriented, open-end mutual fund peers.




Save the Date: IAG
Annual Symposium

The 2007 IAG Symposium will be held
November 7-8, 2007 at the Hilton
‘Hotel in Charlotte, North Carolina.
This year’s theme is “Rer It Up: Winnih‘q
the Race for Primacy.” '

The ZIOO'I‘IAG _Sympqsium_wﬂl be a full
one an__d one-half day event instead of
the two half-days it has. been inrthe past.

This will allow IAG, Advisory Research

‘and the 14 mdney manager. sponsor
- firms to compilé an agenda of timely
topics of interest for general gnd

" breakout sessions, alike, while éllowi;:g-

: plepty of time for networking, - -

This year's manager sponsors include:
AIM/INVESCO, Anchor, Capital,
Brahdes-lhvestment Pa_rtner,é, Geneva
Advisors, Hansberger Global Inves-
_tors, Metrdpolitan West Capital Man-
agement, Minneapolis Portfolio Man-

- agement Group, Nu‘vegn Asset Man:

‘agement, Rorer Asset Management,

Sovereign - Asset Management,

Thornburg Investment Management,
Voyageur Asset Management and
Wentworth Hauser and Violich. |

The IAG ASymposium wili' foll.o'w
IMCA's 2007 Advanced Wealth Man-
" agement conférence which will be held

in Charlotte on November 5-6, 2007. .

. We -lookforwa;'d to secing you in
"Charlotte! .

From lefe: Sandy Duerre, Coptain Finaplex (a.k.a. Rhett Merriil}, Ann Senne, Christine Gehring, Sally .
Poole, fim Brick, and Karen Von Rueden {who really does have hairf}.

Captain Finaplex flies in San Francisco!

. As many of you know, ﬁhett Merrill is the Senior Product Manager for the new
IAG Account Desktop Tool, RBC Wealth Advisor. The tool is being developed b}r a

company called Finaplex. In order to create a little fun around the conversion
and building of this tool, Rhett was givén the name “Captain Finaplex” and it stuck.
Over the course of the past year, we purchased a costume and tried to bribe h_im
to wear it. On May 20th, a group of individuals from [AG, a few brave employees
from our Sen Francisco office, and a some of our partners from Finaplcx and

ADP/Broadridge ran the “Bay to Breakers” race in San Francisco. The run was a

great time that we will never forget!

e P A T A AL




© Exhibitz




FINRA Reminds Firms of Sales Practice Obllgatlons
*Funds

Executlve Summary -

. Exchange- traded funds (ETFs) that offer leverage or that are des:gned to
. perform inversely to the index or benchmark they track—or both—are

- - some sophisticated trading strategies, they are highly complex financial
-instruments that-are typically designed to achieve their stated objectives -
~ on a daily basis. Due to the effects-of compounding, their performance

* over longer perfods of time can differ significantly from their stated daily
“objective. Therefore, inverse and leveraged ETFs that are reset daily :

* This Nottce reminds firms of théir sales practice obllgatlons fn connectlon
‘customers must be suitable and based on a full understanding of the

. to leveraged and inverse ETFs must be fair and accuraté; and firms must.

~ obligations are met.2
‘Questions concerning thls Notice should be directed to the Office of

'-r-'lnra‘f*"

Regulatory Notice

Non-Traditional ETFs

Relating to Leveraged and Inverse Exchange-Traded

growing in number and popularity. While such products may be useful in

typically are unsuitable for retail investors who plan to hold them for
Ionger than one trading session, particularly in volatile markets 1

with leveraged and inverse ETFs. In particulaf, recommendations to -

termis and features of the product recommended; sales materials related

have adequate supervisory procedures in place to ensure that these

Emergmg Regulatory Issues at (202) 728-8472.

FinanclalIndus'trychulatoryAuthonty . o _' T ST
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" Background and Discussion

ETFs are typically regiﬁ'tered unit investment trusts (UITs) or open-end investment.
companies whase shares represent an interest in a portfolic of securities that track

‘an underlying benchmark or index.? However, some ETFs that invest in commaodities,

currenciés, or commodity- or currency-based instruments are not registered as
investment companies, Unlike traditional UITs or mutual funds, shares of ETFs typically
trade throughout the day on an exchange at prlces established by the market.

‘ Leveraged ETFs seek to deliver multlples of the performance of the lndex or benchmark -

they track. Some leveraged ETFs are “inverse” or “short” funds, meaning that they seek

- to deliver the opposite of the performance of the index or, benchmark they track. Like

traditional ETFs, some inverse ETFs track broad indices, some are sector-specific, and
still others are linked to commodltles or currencies: Inverse ETFs are often marketed

Casa way for investors to profit from, or.at least hedge their exposure to, downward-

roving markets; Some funds are both short and leveraged, meaning, that they seek to
achieve a return thatis a multiple of the invetse performance of the underlying index. -
An inverse ETF that tracks the S&® 500, for example, seeks to deliver the inverse of .

the performance of the S&P 500, while a 2x leveraged inverse S&P 500 ETF seeks to
deliver twice the opposite of that index's performance. To accomplish their objectives,
leveraged and inverse ETFsS pursue 3 range of investment strategies through the use of

- swaps, futures contracts and other derivative instruments.

Most leveraged and inverse ETFs ‘reset” daily, meaning that they are. deslgned to _
achieve their stated objectives on a daily basis. Due to the effect’ of compounding, their
performance over longer periods of time can differ significantly from the performance
(or inverse of the performance) of their underlymg index or benchmark during the same
perrod of time. For example, between December 1, 2008, and April 30, 2009 :

R The Dow Jones U.S. Oil & Gas Index gamed 2 percent, while an ETF seeklng to

deliver twice the index's daily return fell 6 percent and the related ETF seeking
to deliver twice the inverse of the index's daily return fell 26 percent. ~

> An ETF seeking to.dehver three t_rmes the dally return of the Russell 1000 Financial
~ Services Index fell 53 percent while the index actually gained around 8 percent..
. The related ETF seeking to deliver three times the inverse of the index's darly
return declined by 90 percent'over the same perlod :

This effect can be magnified in volatile markets. Using a two-day example, if the rndex
goes frorn 100 to close at 101 on the first day and back down to close at 100 on the
next day, the two-day return of an inverse ETF will bé different than if the index had
moved up to close at 110 the first day but then back down to close at 100 on the next

' _ day. In the first case with low volatrllty the inverse ETF loses 0.02 percent; but in the

more volatile scenario the inverse ETF loses 1.82 percent. The effects of mathematical
compounding can grow significantly over time, leading to scenarids such as those

noted above.

2 ' ’ _ ' ' Regulatory Notice
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* Suitability
NASD Rule 2310 requires that, before recommending the purchase, sale or exchange
of asecurity, a firm must have a reasonable basis for bellewng that the transaction is
suitable for the customerto whom the recommendatioriis made. This analysis has two
components. The first is determining whether the product is suitable for any customer,
an analysis that requires firms and associated persons to fully understand the products
and transactions they recommend, With respect to feveraged and inversé ETFs, this
means that a firm must understand the terms and features of the funds, including
how they are designed to perform, how they achieve that objective, and the impact
-that market volatility, the ETF's use of leverage, and the customer’s intended holding

: perlod will have on thelr performance

Oncea determlnatlon is made that.a product is generally suitable for at least some
investors, a firm must also determine that the product is suitable for the- specific
customers to whom it is recommended. This analysis includes making reasonable
efforts.to obtain information concerning the customer’s financial status, taxstatus, °
investment objectives and “such other information used or considered to be reasonable
by such member or registered representative in making recommendations to the
.customer”s While the tustomer-specific suitability analysis depends on the investor's
. particular circumstances, inverse and leveraged ETFs typically are not suitable for retail
"investors who pian to hold them for more than one, tradmg sessian, partlcularly in

. volatile markets.

FINRA remmds firms that, as new complex and non-tradlt:onal ETFs are introduced to

the market, firms should also keep in mind IM- 2310-2{e) (Fair Dealing with.Customers ~ -
~ with Regard to Derivative Products or New Financial Progucts), which states that “[als’

" new products are introduced from time to time; it is important that membets make

every effort to familiarize themselves with each customer’s financial situation, trading
experience, and ability to meet the risks involved with such products.and to make every

"~ effort to make customers aware of the pertinent information regarding the products.”
"Firms recommiending or selling new ETFs may also find it helpful to refer to Notice to
Members 05:26, which highlights best practices for vetting new products.

Regulatory Notice
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COmrhumc‘:atrons With the Public

NASD Rule 2210 prohlblts firms and registered representatives from maklng false,

" exaggerated, unwarranted or misleading statements or claims in communications with.
the public, Therefore, all sales materials and oral presentations used by firms regarding
leveraged and inverse ETFs must present a fair and balanced picture:of both the risks
and benefits of the funds, and may not.omit any material fact or qualification that
would cause such-a communication to be misleading. For example, an advertisement
for a leveraged or inverse ETF that is designed to achieve its investment objectrve ona

~ dajly basis may not omit that fact and must specifically disclose that the fund is not

designed to, and will not necessarily, track the underlying index or benchmark over a

longer period of time. Firms are further reminded that providing risk disclosure in a

prospectus or product descrrptlon does not cure otherwise deficient disclosure’in sales

material, even if the sales material is accompamed or preceded by the prospectus or

- product description.
: Supervrsron ‘

.In accerdance with NASD Rule 3010 firms should establlsh an approprrate supewlsory
system to ensure that their associated persons comply with all applicable FINRA and
SEC rules when recommending any product, including leveraged and inverse ETFs.
Among other thirigs, i a firm promotes or allows its registered representatlves to

.-recommend such funds, the firm must ensure that lts written superwsory procedures

' require that
> the appropriate reasonable-basis suitability analysns is completed;
» * associated persons perform approprlate customer-specific suitability analysis;
> all promotional materials are accurate and balanced; and - o
> all FINRA and SEC rules are followed, '

in addition to establishing written procedures, such firmis must document the steps
they have taken to ensure adherence to these procedures. :

Regulatory Notice ‘
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Trammg

Firms must train registered persons about the terms, features and risks ofall ETFs

that they séll, as well as the factors that would make such products either suitable or
unsuitable for certain investors. In the case of leveraged and inverse ETFs, that training.
should emphasize the need tp understand and consider the risks associated with.such.
products, including the:investor's time horizons, and the impact of time and volatlllty
on the fund's performance. Trammg for all persons should emphasuze that, due tothe
compléxity and structure of these funds, they may not perform over time in direct or
inverse correlation to their underlyingindex. This is particularly important as many
investors may be turning to these funds as partofa Iong-term strategy to weather
current market conditions. :

Endnotes .
1 . There also are mutual funds that are designed 4 ' Al least one ETF sponsor has filed reg_istratio.n
to provide inverse and leveraged performance . statements for leveraged and inverse ETFs
- relative to their benchmarks. These mutual that would seek to track the underlying
funds may reset on a daily basis as well, and . . performance of the index or benchmark for
thus ralse manyof the issues discussed Inthis a period longer than a trading day, suich as
* Notice on ETFs. . ‘amonth. . .
2 Thls Notice Is being issued concurrently . 5 SeeNASD Rule 2310,

with an Investment Industry Regulatory
Organizatiun of Canada Notlce on the same
. teplc.’ :

3 . tn 2008, the Securities and Exchange
" .Commission began lssuing exemptive
" _orders that-allow-certaln ETFs to be actively
* managed and thus not track an underlying
benchmark or index. See SEC Rel. No. 33-8901
(Mar. 11, 2008), 73 Fed.Reg. 14618, 14620n
20 (Mar 18, 2008).

© 2009 FINRA. All rights reserved. FINRA and other trademarks of the Financial industry Regulatory Authority,
in¢. may not be used withaut permission. Reguistory Notices attempt to present information to readersina

format that is casity understandable. Haweever, please be aware thal. in case of any misunderstangding, the
rule language prevails.

Regufatory Notice
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NOn-traditional'Exchange Traded Funds (ETFs)

INTRODUCTION
In response to FINRA's Notice to Members 09-31, the fim is |mp1ement|ng the followmg pohcues

with regard to Non-traditional ETFs (i.e. Leveraged ETFs). These products have received

- heightened regulatory scrutiny and media attention due to the common misunderstanding of how

they operate. The performance of Non-traditional ETFs may be volatile and does.not necessarily
correspond with the long-term performance of the undertying index due to the daily/monthly
rebatancing within the portfolio and the related compounding issues. These products are not

‘ designed to be buy and hold investments. Itis imperative that FCs and clients actively monitor -

positions in Non-traditional ETFs to ensure that the performance is consistent with their
expectations.

DEFINITION OF A NON-TRADITIONAL ETF

" An open-end Exchange Traded Fund, Exchange Trade' Note or other Exchange Traded Product

that seeks to deliver the opposite, a multiple, or a multiple of the opposite performance of an

. underlying benchmark. Most important, such products possess a DAILY or MONTHLY

performance cbjective. . .
Examples unclude. but are not iimited to:

. INVERSE (-100% or -1X)

s LEVERED (+200% or +2X)
» INVERSE-LEVERED (-200% or -2X}

While the folloWing also fall under the definition of Non-traditional ETFs, the firm is prohibiting
tradlng of all Non-traditional ETFs (and thelr options) with 3X or -3X leverage in all circumstances

effective 12/22!09

¢ LEVERED (+300% or +3X)
L INVERSE-LEVERED (-300% or -3X). .

POLICIES REGARDING NON-TRADITIONAL ETFS (EFFECTIVE 12!22]2009)

o Short Sales- ‘
" The firm prohiblts the short selhng of ALL Non-TradmonaI ETFs

Margin
- The firm prohibits the purchase on margin of ALL Non—Tradmonal ETFSs (i.e. these secuntles have
- @ 100% maintenance requlrement) . _ :
QOptions ' -

" For all options with a Non-tradltronal ETF as the underlymg security, the fi irm prohibits spreads

and naked option writing. In addition, strategies will be limited to short term options only (those
that have an expiration date within 6 months). _

Account Types
Non-Discrefionary
Brokerage and RBC Advlsor
The firm prohibits SOLICITED transactions in Non-traditlonal ETFs. The firm will allow
UNSOLICITED transactions ONLY. The firm requires a Non-traditionat ETF Client Letter

to be sent to the client for the initial purchase of each affected security. Note:
Transactions in the personal accounts of FCs should be marked sollc:ted and are exempt

from this restriction.

RBC Total Portfolio (fon-SMA sleeves}
The firm prohibits ALL transactions in Non-traditional ETFs, Aithough Non-tradmonat

Page 140
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ETFs purchased outside of managed sleeves are client-directed, the account is ménaged
by an overlay manager and therefore trades are automatically noted as solicited.
Consu‘lting' Solutions, RBC Total Portfolio (SMA sleeves} and MAP

' The firm will continue to allow suitable transactnons in Non-traditional ETFs with a
: leverage factor of 2X orless.

Dfse(eiidnagy
‘ Portfolio Focus - Portfolic Management Track

The firm will continue to allow fransactions in Non-traditional ETFs FCs must continue to-
.complete the requisite training and qualification requirements in order to be approved to

- . transact in Non-traditional ETFs. - The firm also requires the following to be completed’
prior to or concurrent with client transactions ocecurring 12/22/09 and thereafter:

" s Application to use Leveraged and inverse Products that specuf cally addresses
ETFs.

9 _ Non- tradutional ETE CllentAgreement with requrred approvals

Portfo!io Focus - Guided Portfolio Management Track
The firm w:ll contmue to prohibit transacuons in ALL Non- Tradmonal ETFs

ACTION REQUIRED ON EXISTING NON-TRADITIONAL ETF POSITIONS

FCs are expected to work with their clients to appropnately address positions that would not be
allowed under this new policy, keeping In mind that these products-are generally desugned as
short term tradmg vehlcles . ‘

: '.REFERENCE

Non-Traditional ETF Client Aqreement

Non-Traditional ETF Cllent Letter

Page 141 -
329/2010



. lnehglble - RBC offerings.cannot he purchased due to conflicts of interest under the
Investment Advisers Act of 1940. There are no exceptions and no client documentation
workarounds available at this time. Structured products are prohlb:ted from berng purchased
on a discretionary basis in Portfolio Focus accounts:

‘ Marketing/Speaking Engagements
Structured products may not.be discussed in FA produced commumcatrons to be distributed

to a mass audience. Instead, FA's are directed fo use firm-produced term sheets, WhICh are
subject to the Firm's public communications approval process, which complies with -
applicablée FINRA rules. In addition, the Firm prohibits structured products to be the subject

of seminars or speakmg engagements.

Resource lnformatlon :

Structured Notes Front Page

Non-traditionall' Exchange Traded Funds (ETFs)

' lNTRODUCTION

In response to FINRA's Notlce to Members 09-31, the firm is |mplernent|ng the followmg policies with

-regard to Non-traditional ETFs (i.e. Levéraged ETFs). These products have received heightened

tegulatory scrutiny and media-attention due to the common misunderstanding-of how they operate, The-
performance of Non-traditional ETFs may be volatile and does not necessarily correspond with the long-
term pérformance of the underlying index due to the dallylmonthly rebalancing within the portfolio and the
related compounding issues:. These products are not designed to be buy and hold investments. ltis- -
imperative that FAs and clients actively monitor posltlons in Non«tradutional ETFs to ensure thatthe .

] performance is consistent-with therr expectatrons

DEFINITION OF A NON-TRADITIONAL F.TF ' '
An open-end Exchange Traded Fund, Exchange Trade Note or other Exchange Traded Product that

seeks to deliver the opposite, a multiple ora multlple of the.opposite performance of an underlying
benchmark Most important, such products possess a DAILY or MONTHLY performance: objective.

. Examples include, but are not limited to:

. INVERSE (-1 00%of - 1X) -
LEVERED (+200% or +2X) .
. INVERSE-LEVERED (-200% or -2X)

* While the followmg also fall- under the definition of Non-tradrtlona| ETFs the firm is prohibiting tradlng of -

alt Non-traditional ETFs (and their options) with 3X or -3X leverage in all circumstances effective
12122108, .

e LEVERED (+300% r+3X)

. INVERSE-LEVERED (-300% or -3X)

POLICIES REGARDING NON-TRADITIONAL ETFS (EFFECTIVE 12!2212009)

Short Sales .
The firm prohibits the short seﬂlng of ALL Non-Tradltronal ETFs

Margin -
The firm prohibits the purchase on margln of ALL Non-Tradrtlonal ETFs (i.e. these securities have a 100%

maintenance requirement).

' Options
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For alt options with a Non-traditional ETF as the underlying security, the firm prohibits spreads and naked
. option writing. 1n addition, strategies will be limited to short-term options only (those that have an
expiration date within 6 months).

Account Types

Neon-Discretionary
Brokerage and RBC Advisor .
The firm prohibits SOLICITED transactions in Non-traditional ETFs. The firm will allow
UNSOLICITED transactions ONLY. The firm requires a Non-traditional ETF Client Letter to be
sent to the client for the initial purchase-of each affected security. Note: Transactions in the
personal accounts of FAs should be marked solicited and are exempt from this restriction.

RBC Total Portfolio (non-SMA sleeves)
 The firm prohibits ALL transactions in Non-traditional ETFs. Aithough Non-traditional ETFs
. purchased outside of managed sleeves are client-directed, the account is managed by an overay
manager and therefore trades are automatically noted as soficited. . * -+~

Consulti_ng Solutions, RBC Total Portfolio (SMA sfleeves), and MAP ,
The firm will continue to allow suitable transactions in Non-traditional ETF's with a leverage factor

. of 2X or less. :

Discrafionary o
Portfolio Focus — Portfolio Management Track - ' - ,
The firm will continue to allow transactions in Non-traditional ETFs. FAs must continueto
' complete the requisite training and qualification requirements in order to be approved to transact
in Non-traditional ETFs. . The firm also requires the following to be completed prior to'or
concurrent with client transactions gecurring 12/22/09 and thereafter: !

+  Application to use Leveraged and Inverse Products that specifically addresses ETFs. .
e Non-traditional ETF Client Agreement, with required approvals. '

Portiolio Focus - Gulded Portfolio Management Track = . L
_ The firm will continue to prohibit transactions in ALL Non-Traditional ETFs.

- ACTION -REQUIRED ON EXISTING NON-TRADITIONAL ETF POSITIONS .
. FAs-are expected to work with thelr clierits to appropriately address positions that would not be allowed
-under this riew poiicy, keeping in' mind that these products are generally designed as short-term tradinig

. vehicles.

REFERENCE - SR
A Non-Tradit_ionai ETF Client Agreement
: Nqn-_Traditional ETF Client Letter

Current Listing of.Affectéd Non Traditional ETFs
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-mzy aiso reflect 3 reduction in vahie 2s the result of the return

ABOUT YOUR ACCOUNT —Searities in your sccount zre protected up to $306,000 (czsh up to $100,000} by the
Securities Investor Protection Corporstion (SIPC). RBC Capital Markets Corporztion (RBC) has purchased an

additional policy covering up to £99.$ million per SIPC qualified account, subject to a total maxirmem aggregie for

RBC of 3400 millien, Thisprotection 2pplies to the pliysical loss or destruction-of your seeurities, itdoes not apply to
2y decline in the market value of your seeurities, Other investments shown on-your statement but niot held zt RBC
may niol be protected by the SIPC or private immurance policies purchased by RBC, For more details, please taik to
your Financial Consultant, contact SIPC for 2 brochureby calling (202) 371-83000orvisit W, EC.OTR. .

All eecurities thatwe hold for you that srenot registered in your name ("strest farne” securities) sre commingled with
identical necuritics being held for other chients. In the cvent that any such securities are "cafled” by the izner, we will

determine which elients’ securities are redeemed uting an fmpartiaf selection system, as required by Finzneial Industry

Regulstory Authority (FINRA) rules.

Te report & lost or stolen VISA Gold® card, eall 1-800~933-9948 or 1~877-486-3696. Queestions regarding check
activity, money fimds balances and VISA Gold® card activity’ should be directed to Cliemt Account Services 2t
1-800-933-9%46,

A financial statement of this organ
mailed upon your written request.

if youhsve an option eccount, exch of the trxnsaction confirmstions thrt
have pzid. Upon request, we will alvo fiimish to youa statement of the
calendar year, :

ization is available foryour personal inspection 2t its offices, ora copy of it will be

we :mtycuit:miia the cormﬁniumllmt‘you
tota] option commissions paid by you for this

_ABOUT YOUR INVESTWENT OBJECTIVE AND ADVISORY RISK PROFILE - The Investment Objective

noted on page 3 of this statement is specific to this account and should reflect your investment goals and the level of
overall risk you are willing to assume in aecking retums for this account. The Advisory Risk Profile, also noted on
page 3, if zpplicable, is applied broadly across secified advisary accounts held at REC and should refiect the basis for
the recormmendation of #n appropriate investment strategy designed to meet your objectives and fimancial needs as
idertified in your Risk Profile questiomnaire. Pleage consult with your Finanetal Consultant pramptly if the information
thown below does not-accurstely reflect your chjective orrisk tolerance, -

Preservation of Balancedf '
Oblective Principalfincome | Consarvative Growth Growth AggressimeGrowth | Specelation
Lowey Potenttal -+ ~—  Higher Potential
Lower Risk L Higher Risk
Sharter Time Horzon ¢ b Longer e Hortren
Risk Profile Profitay Proffle 2 Profie 3 Prefe 4 Profile 3

O.lﬁ.l_l' YOUR STATEMENT - Statements 2re mailed morthly to clierts who havetranssetions dmring the month

ect ronicy balances and/or security positions. Statements are mmiled questerty to all oﬂmc]iﬂm‘gmmded et -

their accoumt contains 4 momey or s balaace. Flease review these statements carefis , and keep them for your
records, If you note any discrepanciesin your foney balanca orser:mitylr itions, or unautharized
activity in your account, please raport thic to the Complex Dirscter immadiately via telephone -at the
phene number, or inmi?::lg-al the address that appesr on the front of your statament. In addition, uyc;u
shauld reconfirm any oral communications with Us in vm‘ﬁr? to further protect your rights, including
your rights under the Securitias investor Protection Act (S1PA). .

Your statement i intended to provide only a summary of ad:mly in your aeoount(s) for the stetement period, The-

information provided on the statement includes, among other things, a mapshot of the value of your sceoamt(s), a
summary of the income you received for the statemerit and yerr—to~date periods, contributions to traditional, Rath o
ather Individual Retirement Account(s), and tranezctions in mutal funds sheres, The presentation of the veleof your
account(s) value, a2 well 22 changes m value, inchides all deposits, withdrawals, d other changes in market value, It

- of principal on certain fixed income securities.
However, changes in the value of unpriced securities, special products, or zecrued interest are not reflected

If you have questions shout your individual tex nituation, pleate conmbt your tax advisor

R

Account number:

Page 2 of 12

The prices for most securities and eertain éecurities transactions reporied on this statement are obtained from
‘independent quotation services whose appraial(s) are based on closing prices, bid—ask quotations or ather factars;
however, in sorne cases, RBC calculates

sources. If'you hold municipal revermee bands, pleasa be aware that the price you may receive on their sale may vary
significantly frem the price shown on your staternent, Marcover, certain securities may have umique valuntion
requirements. Certain securities prices mzy not be current as of the rtxtement dete, md certain adjustments to your
holdings may not yet have been included. If you purchase and/or hold securities traded in & market outside of the
United States, end/or denominated in a currency ather than United Statsy dollars, the price of those securities may be

- converted into United States dollars for inchusien o your statement. The risks of adverse chaniges in the value of -
. non—United Stetes currencies relative to the United States dollar are bame by you RBC does net hedge or otherwise

mitigate such risks, While we obtain pricing and currency conversion information from sources that we belicve are
reliable, RBC ¢annot guarantes the accuracy of the prices and cwmency conversion information that appear on your
statement. You chould always request a current valustion of
or placing an order to buy or sell securities, Note that securities that are not actively traded have not been priced and,
therefore, are exciuded from the total shown in your SUTENARY. .

Your statzment also inchides a summary of the short— or leng—term gain or loss fram the sale of selacted securities
in' non-retirement accounts. "Shert—term® refers to securitics held for one year or less; "lmg—term” refers to
serurities bedd mrore than one year. RBC provides gain/loss information as a service to its clients, the infarmation
tumy not be sccurate for tax reporting or other purposes md may rely an information, such as the original cost basis
for a security, that you or anecher source at your direction provided to RBC. Guainvless infermation mey also reflect a
change in the value of certain fixed income snd other securities that return or amortize principal over time.

If you hive efected to receive interest on free eredit balances maintained in your accoum, plezse be advised that
under federal searities laws and the nules of FINRA, we are permitted to pay such interest anty on balances arising
73 an incidence of securities trading zetivitien. We may use a free eredt balmce in our account in the course of our
bustness, subject to Jinitations of 17CFR, Section 240.15¢3-3 under the Securities Exchange Act of 1534, You may

“demnand eod receive fram us during normeal business hote the delivery of my free credit batances to which you are

entitled, 2nd fully-paid secrities to which you sre entitled, and/or a1y gecurities purchased in your loan account
upon full payment of any indebtadness to us.
If this is 2 margin account and we maintain a special memorandum account for you, this is a combined stztemnent of
both your gentral sccount and the special memerandum accoumnt maintxined for you under Regulation T of the
Federal Reserve system. The permanent resord of the special memorandum account ss required by Regulation T is
zvsilahle for yeur inspection st your request, RBC reserver the right to limit mergin purchases 2nd shoct sales and to
alter its margin requirements 2nd due dates for house or other margin calls in accordance with the firm's guidelines,

. market conditions and regniatory requirements.

" The pncu repotted on'your RBC statement flor securities issued through or by a Direct Partictpation Program, Real

Estnte Investment Trust, or Private Searities, including Hedge Funds are estimates. RBC does not caleulate the
prices of these securities, and has not confirmed these prices or verified that they are determined cosreetly, Instead,
RBC reliea en independent quotation services or the management, trustee or general patne of the issuer of the
securities to provide such prices. The prices may be based on independent appraizals, the book value of the entity's
assets, the prices paid or offered for the securitiss, or another method .or banig (or a combination of amy of these).
These securities are illiquid, and do not trade in 2 public market. Censequently, the estimated valus of the securities
(which is shown on your statement) may not equal the amourt() that you receive if you attempt to sel] your
investment TIn some cases, accurate valuation information relating to these securities may not be available. For
current or estimated price infarmation an the estimated velue of the securities, the source of the actual or estimated
value of the securities, or the method by which the vatue was determined or estimated, please ¢ontact your Financial
Consultant. :

FINRA Public Disclomure Program — FINRA has made svailable to investars & Public Disclosure pamphiet for your

information. To cbiin 2 copy af the brochure, please camact FINRA gt 1-800-289—9999 or visit their website at

prices for certain securities using information frem independent and internal .

Your securities prior to making &n investment decision -
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Iuly 21, 2010

: On behalf of ‘RBC Wealth .Management and your long-tlm'é Financial Consultant,
Michael Zukowski, we wish to express our sincere regret that you have come to be
dissatisfied with the results of your investments in your RBC Wealth Managcment-

: account

As you are aware, the market of 2008/2009 was very volatile and suffered a very deep
decline, second only to-the ‘market crash of 1929 as the worst market of all time.

* Obviously, your investments were affected as well, Discussing your relationship with. -
‘Mr, Zikowski during this time, he recalls that you were very involved with your accounts

. and that you spoke and met very frequently, parncularly through the difficult market of -
2008/2009.  Through your conversations as: well as the statements' and performance»

. Teports you recewed you were kept very aware of the progress of your mveslments

Dmussmg your investment strategy. durmg th:s time, Mr. Zukowski has long known you

. to-be an experienced investor with a strong understanding of the marketplace and the
investments which you. purchased for your accounts.- As documented in the Risk Profile
Questionnaire you signed in November 2008, you did not wish to-follow & particularly
conservative investment strategy and rather, you stated that you were willing to, accept a
high degree of volatility and large and sometimes dramatic short-term: fluctuations in
your po:tfoho value in order to achieve greater returns in the long term.

Dunng the time you were acuvely mvestmg, Mr. Zukowslu worked very hard to

- maximize returns in your account and. also-to reduce your expenses. On this liné, Mr.

- Zukowski first discounted your commission charges. As yoii became more active, Mr.

. Zukowski prompted you to switch to a quarterly fee-based billing structure, so that you
" would pay no commission charges on your transactions. .

ROC Wealth Management, a diislon of RBC Capital Markets Comaratian, Membef NYSE/FINRA/SIPC



At times, your short term returns were disappointing, particularly in 2009, and Mr.
Zukowski discussed changing your investment strategy with you on several occasions.
- Each time, fully understanding your investment strategy and aware of your portfolio
performance, you chose to continue- with your investment plan until deciding to
discontinue your plan in 2010. ‘ :

In closing, considering your lengthy investment experience and your close involvement
in your investments and activity, we believe you fully understood your investment
. strategy and that you were well aware that you.could potentially realize losses on your
investments. Accordingly, while we again express our regret that you have come to be” -
dissatisfied with the results of the investments purchased in your RBC Wealth
‘Management account, we do not find your investment plan to be unsuitable for you and
we can not support any request for reimbursement due to poor performance in your
*chosen investments. - : '

Should you have any further questions regarding'this matter, please feel free to contact -
me directly. ‘ o : A ' g
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RS SUPERVISORY OVERSIGHT

Complex Directors have a respon8|b||rty to assure that all supervlsory tasks are being perfon'ned in
compliance with Firm policies and procedures and to maintain documentary evidence that oversight -
reviews have been conducted. While other qualified personnel may perform certain supervisory
duties, the Complex Director retains ultimate responsibility for the proper performance of those duties.
For the proper execution of supervisory duties, qualified personnel must thoroughly comprehend the

- Complex Dlrector's expectations for each review, actlons to be taken, and means for escalation.

Oversight should include, but is not limited to, the following:

The Complex Director is required to visit each branch office no less than twice per year to
‘conduct in-person interviews with the Branch Director. The purpose of these meetings is to: a)
ensure supervisory tasks are being performed in accordance with firm policy and

management expectations, and: b) to review the business being conducted by the Branch
Director personally and his or her team. See the Compliance Quick Réference on Complex '
" Branch OverSIght Vlslts for detalls on the guidelines for these reviews.

. Perlodlc and regular reviews of superwsory functions performed by ACM's, ADCM's, and
" Branch Directors which includes a substantive sampling of accounts, documents, files and
. other supervisory tools. ltems selected should show evidence of the Complex Director's
- review by initial and date. In addition, details of the items sampled including dates, subject
matter and any issues identified should be noted in the Complex Drrectors Supervisory Log

. Regular communication should occur wrth superwsory personnel to discuss any flndmgs or
* issues identified during the reviews, mcludlng any courses of‘action to be taken, and-any -
follow-up that will occur. Although-frequency of these meetmgs may be dependent on the
unique nature of the Complex it is recomfmended that the Complex Director &nd the ACM
meet at [east weekly to discuss these ltems. Notes from these meetings should be lnoluded in

each individual's Superwsory Log.

] More frequent oversight should be considered in the followmg cnroumstances
o New Branch Directors, ACM's, and ADCM' s

New Complex Directors =~

. Items that have been performed on a “back-up” only bascs

‘Iltems that have been ldenttfled in previous inspections or subsequenlly by Comphance
or industry regulators =~ . _
Areas of concern that have been identified by the branch or the Reg;onal Director.
Activities of new Financial Consultants -
Activities of particular Financial Consultants based on prior issues

Activities in new branch or sateliite locations

000

o'ooo_

« The Complex Director must personally revrew reports generally handled by superwsory
personnel that reflect activities in thelr personal/famlly accounts or accounts managed by

them.

. Any tasks performed by supervisory personnel in a"back- -up” capacity should be revuewed
_ and counter-signed by the person regularly résponsible for that partlcular task :

‘e Any communlcatlon with superwsory personnel regarding their performance of superwsory
lasks should be detailed in the log, along with the date the oommumcatlon occurred.

RBC Dain Rauscher - PCG Compliance , : FOR INTERNAL USE ONLY Effective Cafendar Year 2007

RBC 2003




" "COMPLEX BRANCH OVERSIGHT VISIT

COMPLEX DIRECTOR BRANCH OVERSIGHT

By design, most supervisory functions are performed at the complex main office by management
teams consisting of the Complex Director, AssociatefAssistant Complex Manager and the
Administrative Complex Manager. The complex model places supervisory ownership with qualified
people whose primary job responsibilities are to supervise the people and businesses conducted
within and throughout the entire complex while still allowing Branch Directors to balance their
personal business and client relationships with moderate, yet critical, supervisory responsibilities.
Given that CD's do not personally perform alt supervisory tasks yet retain ultimate responsibility for
activities occurring in their complex, it is imperative that they develop strong working relationships
with BDs as well as the FCs in the branch offices that encourages two-way communication and
ensures everyone fully understands the expectatlons set forth by the Firm-and the CD.

_ Wllh that said, the Complex Director is expected to conduct in- person interviews with each of hlslher
Branch Directors at least twice annually (preferably 6 months apart). - Under-certain circumstances
and as dictated by business needsfissues, CDs are encouraged to visit branch offices more
frequently and should always.properly document these visits. However, while these ‘off-cycle’ or ‘for
cause' visits can be done in conjunction with the semi-annual required- visits, they do not replace the

semi-annual BD interview requirement S

To assist the Complex Dlrector during the BD mterwew and to ensure relevant top:cs are discussed
with respect t6 the BD's work as a supervisor as well as a producer, the “Branch Director

" Supervisory and Businéss Interview Guidelines” form was created’and is fequired to be
compieted personaliy by the CD during the interview session. Once completed, thé form should. be
faxed to the designated RAM and compliance officer.with the original being retained in the
Supervisory Log.- In addition, a schedule of all required branch visits should be recorded on the
Branch Visit Tracking Log which shoutd also be maintained in the Supervisory Log.

' ASSISTANT COMPLEX MANAGER [ ASSOCIATE COMPLEX MANAGER BRANCH OVERSIGHT

There are specrf ic items that are superwsed and retained at the branch office; therefore the ACM is
required to visit each branch office at a- minitum of twice per year to review the branch’s books and
records. As a compliment to the supervision already being conducted at the complex office locatlon
vlslts to.each branch oﬂ' ice should include the following:

* Review of on-site customer acoount documentatlon and other books and records.
e Review of correspondenoe and other sales literature -
* Review of cashiering functions to insure that they are properly safeguarded

. To facilitate thls review, the ACM should utilize the Superwsory Revlew-'of Branch Beooks and
Records worksheet. After completion, the worksheet should be reviewed and signed by the
Complex-Director and faxed to the designated RAM and compliance officer. n addition, the visit
should be noted on the Branch Visit Tracking Log maintained by the Complex Darector and
forwarded to the designated RAM and compliance oﬁ‘ cer on a quarterly basis.

UNANNOUNCED VISITS may be appropnate where there are indicators of misconduct or undue risk
such as, receipt of significant customer.complaints, personnel with disciplinary records, excessive
trade corrections, extensions, liquidations ‘or variable contract replacements. Special attention should
be given to all items that were found to be deficient in the most recent branch inspection. Complex
‘Management must ensure that those defi ciendes are corrected in the prescnbed tnmeframe

RBC Dain Rauscher = PCG Conpliance : ’ FOR INTERNAL USE ONLY Effective Calendar Year 2007

RBC 2004
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RBC
Dain Rauscher

RBC - MemberNYSé/SIPC

INVESTMENT ADVISOR GROUP (1AG)
PORTEOLIO FOCUS PORTFOLIO MANAGEMENT TRACK -APPLI'CATIO_N-TO USE INVERSE FUNDS

Portfolio Focus isa customlzed discretionary portfolio- management program offerlng tracks for FCs based on their professmnal

-~ education, years of experience, and production. - :
Given the discretionary nature of Portfolio Focus, and the increased regulatory scrutiny that creates, Financia! Consultants participating
in the Portfolio Facus Portfolic Management Track who-wish to use inverse funds as a part of their overall investment strategy must
complete this application. Upon completion forward the proposal to your Complex Director (CO) and Assistant Complex Manager
(ACM) who will then fomrard the FCsrequest to IAG Program Management for review. ,

PLEASE COMPLETE
Financial Consultant Name Branch

FC Code

INVESTMENT PHILOSOPHY
Please describe in detail your investment philosophy and-inverse fund strategy (may be provided in'a separate document)

ACKNOWLEDGEMENTS
T have rewewed the. Rydex Furids material fncludmg (Please contdct IAG ngmm Management to receive a copy of these documenrs)

.. “lnverse Furids: Employlng The Rydex Inverse Funds In A Down Market”
- "How Leverage Works: An lnnovatwe Strategy In Mutual Fund Management"
. "How Inverse Funds Work: An lnnovat_lve Strategy In Mu_tqa[ _Fund M_anagement" .

FC Initial._

F]nancla? Crl.rnsqlmnt_‘ "‘I:'5rllntAName — o ' '. : l.)ate" ‘
cbmplex Director ‘ - .lP'rInt.Naf_ne>. i — . Date

: As;létant'c;;méatex Manag.er PrintNam; } - ' '. Date

IAG PRODUCT ACCEPTANCE
' ‘ ' : ' ) - Date _

IAG Product Management Print Name -

Please fax to N> : SIS or send to Mall stop il

For Internal Use Only ~ (08/06)



- Member_NYSEfSlPC

INVESTMENT ADVISOR GROUP (I1AG)
"PORTFOLIO FOCUS PORTFOLIO MANAGEMENT TRACK - APPLICATION TO USEL EVERAGED AND

-INVERSE PRODUCTS. ) : : . - | |

Portfolio Focus is a customized, discretionary portfolio managemenit program offering tracks for FCs based on their professional

education, years of experience, and production. B ‘ . ; ‘ : .
" Given the discretionary nature of Portfolio Focus, and the increased regufatory scrutiny that creates, Financial Consultants participating

in the Portfolio Focus Portfolio Management Track who wish to use leveraged and/or inverse funds as a part of their overall investment
- strategy must complete this application. Upon completion please forward the proposal to your Complex Director (CD) and Assistant .

- Complex Manager (ACM), who will then forward the FCs request to IAG Program Management for review. ' S :

PLEASE COMPLETE

‘Branch ' TFC Code

Financiat Consultant Name .

INVESTMENT PHILOSOPHY
Please describe in detail your leveraged and/or invérse fund strategy and how it relates to your overall-investment
philosophy (should inclide; but may not be limited to, a demonstration of your knowledge of the purpose and nature 'of these funds,
" their correlation (positive and negative) to volatility, indicators you will use to’know when to buy/sell, and client sultability):

For (nteral Use Only (12106)




RBC _
Dain Rauscher

R B c Member NYSE/SIPC

INVESTMENT A_o,vasoR GROUP (1AG)

ACKNOWLEDGEMENTS

" lhave reviewed the Rydex Funds matenal “Essentials of Inverse & Leverage Investmgf’ (Ptease contact IAG Program
N Management to recelve a capy of these documents) FC Initial

1 have reviewed the list of Eligible Leveraged and Inverse Funds and ETFs posted via the InfoNET (Account
“Types/Portfolio Focus/Front: Page/Eligible Leveraged and Inverse Funds and ETFs) FC Initial

. I'have read and understand the 'Maximum Exposure' policy for inverse Funds in Focus accounts posted via the InfoNET
" (Account TypeslPortfollo Focus/Survelllanceflnverse Monitoring} FC Initial .

“Financial Consultant ‘ ‘ - " PrintRame . - — Date
C,crﬁpiex blrector — I ] a . Print Name IR Date
. Asslstant Complex Manager . C ) - PrintName -~ | . Date

IAG PRODUCT ACCEPTANCE

IAGf"roductMénageh'tent . 1 . Print Name I "~ Date .

Please fax to WENGENNEENDY - HMRREY or send to Mall stopi@ilk.

Forinternal Use Only - . (12/06)



RBC lll_lealtli Management’

RBC

: PORTFOLIO Focus PORTFOLIO MANAGEMENT TRACK -APPLICATION TO USELEVERAGED AND .
INVERSE PRODUCTS

BINSTRUCTIONS

" Poitfolio Focus is a customrzed discretionary porﬁollo management program offenng fracks for FCs based on therrprofessronal
. educatlon years of experience, and production..
Given the discretionary nature of Portfolio Focus; and the increased regulatory scrufiny that creates Frnancral Consultants participating
~in the Portfolic.Focus Portfolic Management Track who wish to use leveraged and/or inverse funds as a part of their overall investment
strategy must complete this application. Upon completion please forward the proposal to your Complex Director (CD) and Assistant.
Complex Manager (ACM), who will then forward lhe FCs request to lAG Program Management for review.

PLeASE COMPLETE

FinanclaIConsultantName' " . Bran'ch '

'FC Gode-

INVESTMENT PHILOSOPHY

Please describe in defail your leveraged and/or inverse fund- strategy and how it relates to your. overali investment
“philosophy (should include, but may not be limited to, a demonstration of your knowiedge of the purpose and nature of these funds,
their-correlation. (posltrve and negalwe) to volatility, indicators. you wrll use to know when to buy/self, and client sullabllrty)

For Internal Use Only ) ' . ' (08/08)



RBC Wealth Management’

ARBC

M ACKNOWLEDGEMENTS

-1 have reviewed the Rydex Funds matenal “Essentials of Inverse & Leverage’ Investing” (Please contact IAG. Program

Management to receive a copy of these documents) FC Initia

| have reviewed the dist of Eligrble Leveraged and Inverse Funds and ETFs posted via the InfoNET (Account

Types/Portfolio Focus/Front Page/Efigible Leveraged and Inverse Funds and ETFs) FC Initial

1 have read and understand the ‘Maximum Exposure’ policy for Inverse Funds in Focus accounts, posted via the InfoNET
(Account Types/Portfolio Focus/Surveillance/inverse Moritoring) FC initial

".FinariclaIConsultant ' " Print Name - — _ Date
‘[ Complex Director . Print Name | . 1T Date
Assistant Complex Manager . Print Name , . _ . Date

RIAG PRODUCT ACCEPTANCE

—PAntName T Date

“TAG Product Management___

Please fax to JAG at euNINRE ot send to Mail stopdililt

For Internal Use Oniy o ' (06/08)




RBC Wealth Management

RBC

INVESTMENT ADVISOR GROUP (IAG)

PORTFOLIO Focus PORTFOLIO MANAGEMENT TRACK -APPLICATION TO USELEVERAGED AND
INVERSE PRODUCTS . .

INSTRUCTIONS

Portfohq Focus is a customized discretionary portfoho management program offenng tracks for FCs based on their professwnal
- education, years of experience, and production.
Given the discretionary nature of Portfolio Focus, and the increased regulatory scrutiny that creates Financial Gonsultants participating
in the Portfolio Focus Portfolio Management Track who wish to use leveraged and/or inverse funds as a part of their overall investment
strategy must complete, this application. Upon completion please forward the proposal to your Complex Director (CD) and Assmtant
Compiex Manager (ACM), who will then forward the FCs request to IAG Program Managefnent for review,

PLEASE COMPLETE

Finaﬁcial Consultant Name‘ ) “Branch .

FC Code -

B LEVERAGED / INVERSE PRODUCT KNOWLEDGE AND STRATEGY (ALL QUESTIONS MUST BE COMPLETE)

_ N Explal:n your undel‘standing-of how Ieveragédfmverse products work és‘we]l as the riskéaés;ocié_ted with these investments.
B 2) Explairi why you are dhéoslng to-use Ievérage and { orinverse products (i.e.: macroeconomic factors you are considering, etc.).
) Expiain how you Intend to use Ieveraged and /orinverse products as part. of your overati strategy Please Inolude a buylsel!

dlsciplfne as it relates to these products in your explanatton

. 4) -Eﬁpléln which of your clients are suitable for leveraged and./ or inﬁerse products.

For internal Use Only ' " (03/09)




RBC Wealth Managem'ent'

INVESTMENT ADVISOR GROUP (IAG)

ACKNOWLEDGEMENTS

|.have reviewed the Rydex Funds material, “Essentials of Inverse & Leverage Investmg" and RBC Wealth Management
article'in the' Examiner * Think Twice or Thrice Before Purchasing Leveraged ETFs” (Please contact IAG Program

. Management to receive a copy of these documents) FC Initial .

| have reviewed the list of Eligible Leveraged and inverse Funds and ETFs posted via the InfoNET (Account
TypesIPortfolio Focus/Front PagefEligible Leveraged and Inverse Funds and ETFs) FC initial _____

.l have read and Understand the ‘InversefLeveraged Securities Guidelines and Monitoring' posted via the InfoNET
(Account Types/Portfoho Focus/Surveillance) FC Initial

: : — — ‘ . - '. T Date

Financilal Consuitant Print Name

_Assistant Complex Manager Print Name ‘ ~ Date

JIAG PRODUCT ACCEPTANCE
Co—— c " n .'. ~ Date M

‘| IAG Product Management ' - R Print Name

Please fax to IAG Programs Surveillance al—

For Intemal-Use Only o T g
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RBC Wealth Management”

EXCHANGE TRADED FUNDS and NOTES

. RBCWealth Management, adivision of RBC Capital Markats Corporation, Member NYSEFINRASIPC.

“January 31, 2009

Darren W. Young, CFA

Senior Product Manager - . ‘
Exchange Traded Funds and Notes ] . ) o _ . ‘ B
) Think Twice or Thrice Before Purchasing Leveraged ETFs

darren.young@rbe.com

'SCENARIO . -
+ The Standard & Poor's 500 Index deciined - 36:5% in 2008 based on price refums.

o Thereexistsan exchange traded fund desigried to deliver twics the opposite of the DAILY pnce
perfomanca of the S(andard &Poors 500 Index.

o QUESTION .
: Baforefees and expenses, what should be the price returh of this INVERSE-LEVERED -2) producl in 2008? :
A+ - 38.5%
B. -77.0%
‘ ' , - C. +71.0%
the EXAMINER educates readers
- onjmportanttopics refatedto - D. ttdepmds

. Exchange Traded Funds and Notes. : : :
S S ' Drum o, please The-comect answeris DI In hlndsight. this INVERSE-LEVERED
N AUGURAL EDITION ' -1 . product shwid have gained Just 56.8 percent in 2008, What? Howcanthatbe _
_ ‘ . possible? Yes, we realize.C might seem so appealing to readers as the obvious comect
: ' answer. Butin fact, all of the other three answers were possible comect answers atthe
- outsetof 2008. Again, howcan that be possible? It Is possible because the longer-tem
* performance of INVERSE, LEVERED and INVERSE-LEVERED products depends on
the actual path.of DAILY refuris over the course of the specific ime period being
studied. In short, the farger the DAILY retums - elther posltive or riegative - and the
.more the DAILY retums change directior: from posttive to negative and vice versa, the
more the long-term performance of these products might differ from one's Intuitive but
nalve expeciations. Why? The reasoning rests with the real - and all too often
deleterious - consequences of compounding leveraged DAILY returns throughout
" miore volatile financial markets, such as the recent and cument fumultuous times.

The purpose of this publication’s inaugural edition is to further explain how these
products are designed to perform based on each product's performance objective as
stated in the prospectus. In doing so, we will call aftenfion to empirical as wellas
hypothetical - but quite plausible - mathematical examples. At the condlusion of our
examination, readers should possess a far greater understanding-of how these
products can perform in the longer term due to the effects of compounding leveraged
- A .| DAILY retums over the course of one week, one month, one quarter or ane annum.
_ by AL DAL ‘ We will provide evidence that these effecis can be signiﬁcant - and more often than not -
_ SEE DISCLAIMER ON PAGE 8. _ deleterious - when both the magnitude and directional swings of leveraged day-to-day
‘ : price-percentage changes are heightened. Once armied with such an enhanced
understanding, most readers should perhaps think twice (or thrice). before purd1aslng
leveraged products for hedging, mvwmg or speculating.




RBC Wealth Management

The safé wdy to double
your money is to fold it over once
- andputitin your pocket.

- Frank Kubbard

IF ONE IS GOOD, TWO OR THREE MUST BE BETTER

At present, there are more than 100 INVERSE, LEVERED and INVERSE-LEVERED
exchange traded funds registered and fisted in the United States. Around half these
products were launchéd in 2008, including the more recent introduction of products that
aim to deliver three times (+300% and -300%) the DAILY performanoe of selected
benchmark indices. In addition to the tremendous increase in the number of these
products in recent months, there has beeri a concurrent dramatic rise in their assets
under management and average frading volumes. ProShares were launched as the .
originat INVERSE (-100%), LEVERED (+200%}) and INVERSE-LEVERED (-200%)
exchange traded funds in 2006. At the end of 2008, ProShare Advisors had amassed
moare than $20.5 billion across its line-up of such prodiucts compared to around $9.6
billion a year earfier. Direxion Shares and RydexShares entered the fray in 2008.

Although it is the latest entrant to the asset-gathering 6ompetition, Rafferty Asset -
Managernent - Direxion Shares’-sponsor - claimed almost $950 million at the close of
2008, after less than two months on the scens. lts aforementioned introduction of friple-

'Ieveraged products could be considered an unmitigated and perhaps unexpected

success based on both assets raised and average trading volumes realized. The third
and final contender. in his batfle is Rydex Investments - RydexShares spansor - who
has not experienced-as much sticcess as its two foes to date, despite the fact that it
launched the first LEVERED and INVERSE open-end mutual funds in 1993 and 1994,
respectively. But given its first-mover advantage in the.arena of exchange traded funds,.
it shoutd come as no surprise that ProShare Advisors rémains the dominant sponser.of-
these products in the form of exchange traded funds. As a collection, these three

'sponsors are not resting on thelr laurels, as there are 200 more of these products that

‘have been registered with the Securities and Exchange Commission; indudmg

 additional triple-leveraged ProShares and Dinexioh Shares.
- DALY OBJECTIVES - A DISTINCTION WITHA DIFFERENCE

Before we proceed fudher. we must ensure that all readers understand these products’
performance ob]ecbves andthe oﬂ-used and cntml-to-oomprehend nomendclature. |

 INVERSE

mmmmmmﬁmm(mmdmmvmmmmmmmdm
mmmmmmmmmmmmm ) _ )

| LEVERED

‘Ihwenwucsmmdwbem(+2W%)aﬂum(+300%)MDNLYnmpafanmba‘aefeesand
expenses, of the reference benchmark index. These Bulish products are alsocalled Double or Triple Long products.

INVERSE- LEVERED '
ﬂmepmdudsseekbpwdem(mmm(&m%)hmse(m@] ofﬂleDNLYpmeperfmmnce

* - before fees and éxpenses, d&erdambaﬂnmmm&eeﬁeaishprMmeabowﬂedDmmbaTmb

Shotprodcs

It should be dlear (at the risk of being redundant) that these products are designed o

deliver the INVERSE, LEVERED or INVERSE-LEVERED price-percentage changes
of their reference benchmark indices on a DAILY basls. At first glance, that distinction

“might eppear to be Insignificant. However, that distinction is significant and is critical to

mderstandnghowmesepmductswnperfonnoverhmepedodslmgermanmday

2 the EXAMNER

’ ' 'Jamaryw
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Each Fund seeks to provide
‘investment results that match,.
before fees and expenses, the

performance of a specific.
benchmark on a daily
basis...Because the Fund's
investment strategy involves

con5|stenlly applied leverage, the

-value of the Fund's shares will.
tend to increase or decrease more
than the value of any increase or

. decrease in its Underlymg index.

, RydexShares

A cormmon - and in our opinion the most unfortunate - misconception is that leveraged
products with DAILY performance objectives should deliver price-percentage changes
that are proportionate {e.g. -100% or +200%) to these products’ leveraged beta targets
over longer time periods, such as one week, oné month, one quarter or one anhum. As
aforementioned and as we will further mention in upcoming pages, leveraged products’
uitimate performance over longer time periods is often greater than butmore often less
than the retums that would result from such-an intuitive bit naive expectation. If you

hold leveraged products for more than one day, there is no guarantee that the products
will double or triple (or double or triple the opposite of) the cumulative price retumns of
their benchmark indices. Since making guarantees about securities is frowned upon,

we will stop short of guaranteeing that these products will never do so-by chance.

TARGETING CONSTANT LEVERAGE. .ONE DAY AT A TIME

‘These products are Ieveraged in the sense that their performanoe objectives aim to

match the opposite, a multiple, or a multiple of the opposite of the price performance of
an underying benchmark index on any given day. Without going into an extensive

- discussion of complicated portfolio construction techniques, leveraged products
attempt fo achieve thelr leveraged performance objectives using (for the most parf) a

combination of futures, options, forwards, swaps and other derivatives contracts. For.

better or worse (and we will argue for worse), these types of financial instruments often
require DAILY rebalandng o ma:niefn the desired leverage (e.g. -100% or +300%)

Since these products must resét to the Ieveraged beta target (l.e. relever or de-lever)

each day; purchasers are notin fact leveraging the performance of & multi-day period.
Such purchasers are therefore misguided if it is believed he or she can purchase a

- " twice-leveraged or mrice-leveraged product, holdit for one week, one month, one -~ -
+ quarter or one anium, and end up with double or triple the ultimate performance of the -

applicable benchmark indices. Such purchasers should just end up disappointed,
dismayed and-or disgruntied. Together, leveraged products' DAILY performance
cbjectives and the requisite DAILY:rebalancing to the leveragéd beta target represent -
meIrAduﬂes heel as ever being efiicacious and viable long-term investment vehlcles

BEHOLD THE.AMAZING POWER OF COMPOUNDED LEVERAGE

The arithmetic of compounding is rather simple and straightforward, since itIs basic o
multiplication. But due to its longer-term effects (espedially on leveraged products), the
anthmehc bears repeating through the oonstderauon of the following three examples,

EXAMPLEA :
ﬂeS&PSCOlndexdmppedSpewﬂmDaﬂaﬂ#mgahedﬂpementmDayZAtMendoftmdays e 58P
500 Indenx has risen 4.5 peroent ($100 395 b $104.50). The +1x UNLEVERED product fed to the S&P 500 (dex has
fisen 4.5 percent 0o ($100 to $95 £ $104:50). The -1x INVERSE product fiod £ e S8° 500 Index hes fallen 55+~

" percent ($100 0 $105 o $94.50). Inthis soeraro, the -100% procksct i notretum the opposite of the +100% product.

EXAMPLE B

The MSC! EAFE Index gained 10 percent on Day 1 and then dropped 10 percent on Day 2. At Iha end of two

days, the MSCI EAFE Index has lost 1.0 percent ($100 to $110 to $99). The -2x INVERSE-LEVERED product
tied to-the MSCI EAFE Index has lost 4.0 percent ($100 to $80 to $95). The +2x LEVERED product ied to the
MSC! EAFE Index has lost 4.0 percent too ($100 to $120 to $96). In this scenarko, both the +200% end -200%
products have lost identical amounts (Le. 4x the kss of the same undeveraged benchmark).

' Jan.uar'y 2009
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The Funds seek daily leveraged
investment results which should
ot be equated with seeking a
leveraged goal for longer than a
day...The pursuit of daily
leveraged investment goals
.means that the réturn of a Fund
for a period-longer than a single
* day will be the product of the
series of daily leveraged returns
“for each day during the relevant
period. As a consequence,
especially in periods of market
, volatility, the path of the .
benchmark during the pericd may
be at [east as important to the
. Fund's return for the period as the
cumulative return of the

benchmark for the relevant period.

Direxion S_ﬁare_zs

EXAMPLE C

The Russell 2000 Index gained 25 percent on Oay 1 and then dropped 20 percent on Day 2. Al the end of two
days, the Russell 2000 Index has not changed ($100 to $125 to $100). The -2x INVERSE-LEVERED product
tied to the Russell 2000 Index has lost 30.0 percent ($100 to $50 to $70). The +2x LEVERED product tied to
the Russell 2000 fndex has lost 10.0 percent ($100 to $150 to $90). In this scenario, both the #200% and

" -200% products have lost monies despite the fact that the un-everaged benchmark finished unchanged.

From these examples, we should be able to leam several lessons regarding leveraged.
products. We can see that the impact of compounding was more pronounced when
‘combined with leverage, leading to unexpected and unwanted results in the eyes of the
uhinitiated. We can also observe that leveraged products’ longer-term performance is
not an exact multtiple (or inverse multiple) of non-leveraged products that are based on

- identical benchmark indices. We can also notice that leveraged products (e.g. +300%
_and -300%) should not be expected to perform as mirror images of one another for
longer-term time periods, incdluding “longer-term” time periods lasting a mere two days..

In a nutshell, the culpritis hegative compounding or the compounding of day-to-day -
losses (espedially leveraged losses). The disterting effects of negative compounding
are amplified when there are both larger losses and bigger up and down swingson a
day-to-day basls. Since negative compounding penalizes or acts as a drag on longer-
term perforinance, the longer the propesed holding period, the more inappropriate -
these products are for prospective purchasers. In sum, the greater the magnitude of

' day-to-day refurns and the more frequent the changes in direction of day-to-day retums

(as well as the higher the levéraged beta target), the more substantial the detrimental
effects of negative compounding. it is ofi-alleged that Einstein was amazed af the
constructive power of the foroe known as compounded iriterest. We wonder if he would

also have been astonished at the destructive power known as co'mpounded leverage.

These hypothetical two-day examples bring to ﬁghf how compounded leveragein
tandem with volatile retracement-pattemed price changes can infiuence performance.

' It might be mind-boggling fo some readers thait a trio of two-day scenarios reveals the
fact thatleveraged products might not produce longer-tenm price-percentage changes

that represent a proportionate leveraged change in their reference benchmark indices.

HOW TO LOSE 75 PERCENT IN 75 DAYS...WHEN YOU ARE RIGHT!

Predictions on the future direction of an asset class are impossible to get right on a

" consistent basis and with the addition of leverage each wrong prediction should be

magnified. For instance, let us suppose it is mid-September 2008 and you are of the
opinion that the prices of U.S. Treasuries are going to decrease in the not-too-distant

. future. So, you purchiase a Double Short (-200%) product based on the Barciays

Capital 20+ Year U.S. Treasury Index. in the final 76 trading days of 2008, however,
this benchmark gained almast 25 percent'and your shares fell more than 40 percent.
Ugh! And fet us assure you that the product worked as advertised in meeting its DAILY
performance objective. There is no doubt in our minds that purchasers ofthese
products can suffer outsized losses ff their double-leveraged-or triple-leveraged .
bet proves a blunder for the next week, next month, next quarter or next annum.

But what if you possessed perfect foresight and could predict the uitimate performance:
of all benchmark indices? You would be guaranteed to secure enormous profits using
leveraged products to place your bets, corect? Let us suppose it is mid-September
2008 and you can foresee that U.S. REITs are going to be worth a lot less at yearend.
So, you purchase a Double Short (-200%) product based on the Dow Jones U.S. Real

4 theDUMNER
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- Estate Index. In the final 75 trading days of 2008, this benchmark dedlined more than
35 percent. Congratulations! But your shares also dedlined...and by more than 40
percent. Ouch! Double Ouch! Despite your prescience, you should be perplexed as
well as peeved. How on Earth is it possible to be Double Short an asset class that
dropped more than 35 percent and then end up poorer than if you had been Long
that asset class! But just be grateful you did not purchase a Triple Short (-300%)
product based on this benchmark, as your shares would have plummeted more than
80 percent! Coutd our readers be astounded, confounded and-or dumbfounded?

Again, the anthmetlc of compounding is rather S|mpie and spelled outinleveraged -
products’ prospectuses and additional sponsor-created educational materials, but it
bears repeating (and perhaps repeating again). With the recent introduction of Triple
Long and Triple Short products, the potential risks and rewards of using leveraged -
products have been further magnified. What are the limits to leverage? Are Quadruple -
Long (+400%) and Quintuple Short (-500%) products posmble? We hope that triple-
leveraged products will forevermore represent the maximum multiple available to
prospective purchasers. For instance, tfyou had purchased a Quintuple Short (-500%)
product based on the Dow Jones U.S. Oif & Gas Index in mid-September 2008, your

The Funds do not seek to : ~ shares plunged more than 90 pement on one single tradirig In eariy Oclober 2008.
: achleve their stated investment
objectlves over a penod of time | See Appendix B to see these examples (and others) Hustrated mgreaterdetau
greater than one day...Each '
Fund seeks torebalance its POSSESSING PARTICULAR PERFORMANCE PECULIARITIES

portfolio daily to keep leverage

consistent-with its. dally The preceding examples prove that someone could predict the final performanoe of

benchmark indices ovér the course of the next week, next month, next quarter or next '

investment objective...Please - ark ndi < the e week. e manth et ne
notethese Funds are : annum, but end up very much surprised fo as using leverag
to meet dail 'ob'éci:iveg?igsﬁfs products, despite the fact that the leveraged products purchased worked as advertised -
- ovor | y objectives; results . | 'y yavito-day basls. Why? Because unless that someane could also predict each
OV?" onger periods may.differ. ~ and every day-to-day price change (i.e. their path) over the course of a specific time

. ‘ _ périod, then he or she could not foresee how leveraged products would perform going
" ProShares . forward. The rationale is that leveraged products’ final performance-can be considered
- , _ *path dependent”. In other words, the final performance of leveraged products depends

upon the magnitude di necﬂon and tming of day- to—day prioe-peroentage changes. ‘

First, higher standard dewatnon of retums causes the effects of compounding and
compounding leverage to Ibe more pronounced. In confrast, lower standard deviation of
retums causes the effects of compounding and compounding leverage tobemore .
muted. Second, more frequent changes in direction cause the effects of compounding
and compounding leverage to be more pronounced. In coritrast, less frequent changes

- in direction cause the effects of compounding and compounding leverage to be more
muted. Third, the timing of day-to-day price-percentage changes can be justas
influential in whether or not leveraged products perform up to purchasers’ naive but
intuitive expectations. For instance, Bullish products’ longer-term performance will be
disaffected if their underlying benchmark indices decline in the earliest days of owning
them. Quite the reverse, Bearish products’ longeér-term performance will be disaffected
if their. undenylng benchmark indices ascend in the earfiest days of awning them g

, Unless you could predict the entire path of performance from Point A to Point B, you
should therefore not be surprised Iif you eam fewer monies or even lose monies despite
being comect in your prediction for a longer-term time period (especial!y ifthepathof .
petformance is characterized by volatile or bi-directional day-to-day price changes).
Leveraged pmduds might also lose sizeable sums when their referenoe henchmark
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(Gravity is working against me
And gravity wants to bring me down

. Twice as much ain‘t twice as.good .
And can't sustain like one half could

C Gty
John Mayer

indices are “range bound” and end a holding period as short as two to three months

with no gains or losses (i.e. final performance of 0.0 percent). in sum, it should now be
dlear {crystal clear) that leveraged products can prove to be quite ineffective and even
counterproductive for us purchasers who cannot predict all aspects of the future. .

Please allow us to conclude with a paraphrase of a fellow commentator:

When you are rebalancing on a day—todéy basis, volatiity nibbles away at refums.
\ When volatility goes to exireme levels, it eats away at retums.
And wilh leverage, # devowrs retumns.

CAUTION! WARNING! PLEASE READ INSTRUCTIONS BEFORE USING!

In.our opinion, ievera'ged products are proof positive th_at'pfospective purchasers -
need to read the fine print. It is essential to understand what you own {or are

“considering owning) in order to sidestep unpleasant surprises in the future.

Prospective purchasers need to comprehend how the. direction, magnifude and

timing of day-to-day price changes could affect these products’ longer-term

performiance in order to avoid potential unpleasant surprises associated with

purchases that failed to fulfill some purchasers' intuitive but nalve expectations.
But too few prospective purchasers do read the fine print. Given the potential to ‘

lose substantial sums, prospective purchasers of these products should at a
minimum peruse the prospectus’ Performance Objectives and Principal Risks.

" Asls hﬁe with the purchase of all other types of securities, the pdrdTase'of Ievéraged '

products entalls & number of Principal Risks, including a considerable risk refered to
as Léveragé Risk (or Leveraging Risk). As aforementioned, these products' buiitin
leverage tends to cause their ionger-term performance to be greater than or less than
the benchmark indices' performance (or the oppostte of the benchmark indices’ .
performance) times the products’ targeted beta muttiple for time periods fonger than

one day. Leverage Riskis a specialized form of Correlation Risk and Is described and. -

illustrated in detall by means of muttiple hypothetical examples In leveraged products’
Prospectuses and Statements of Additional Information. SeeAppendikA. = o

For instance, a RydexShares prospectus provides more complete iﬁfd&nation"abom '

the effects of leverage In asub-section éntitled. “Understanding Compounding and the

Effect of Leverage”, So, In all faimess to the sponsors, these products’ prospecluses -
do indiude plainHanguage explanations and detailed iflustrations of compounding and
compounding leverage, And to their credit, the three sponsors have also created FAQs
and-additional educational resources that are posted to their websites and intended to
put into fayman’s terms the peculiar performance characteristics of leveraged products.

WE ARE POSITIVE THAT NEGATIVE GAMMA IS THE PROBLEM

" Ifyou have not had the pleasure of perusing afeveraged produds prospecius to date
- (and we have thumbed through more than our fair share), please allow us to expand

on the principal risk known as Leverage Risk, as well as the related Daly Rebialancing
and Market Volatility Risk. Previously, we have stated that when it comes to leveraged
products, losses have a much larger (and more damaging) impact on performance

than gains when leverage is rebalanced to its beta target on a day-to-day basis. How

+ so? Leveraged products respond to losses by betoming more defensive while they

respond to gains by becoming more aggressive. When prices are trending in one
direction, this performance characteristic can be an advantage. But when prices are
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lackmg distinct direction, this performance charactenshc canbea disadvantage in.

other words, leveraged products suffer from what is termed negative gamma which is
the condition of being Shortest volatility at the bottom (lower prices) and Longest

volatility at the top (higher prices). The implications-of negative gamma are as follows.
Due to negative gamma, the rate at which you profit will decelerate as prices continue

to move in your favour, but the rate at which you lose will accelerate as prices continue
to move against you. When it comes to negative gamma, stable or one-directional price
changes are your friend, while voiatiie or two-directional price changes are your ‘
camage-inflicting enemy: Negative gamma is also the reason a Long position in the
Short product does not miror a Short position in the Long product (all else equal).

BUT IT'S AS SIMPLE AS BUYING A STOCK

You don't need a margin account.

~ Youwon'tget a margin call.
You can.use them where you couldn't use margin before

. Your downsida Is limited (uniike margln accounts).

Leveraged products' sponsors mention these pamcular pmposed benefits. !n addition,
it is often ¢laimed that Bearish products “offer a chance to get ahead in down markets”’
and that purchasers can*use them to hedge against, or seek profit from, market .~ .
ST dediiries”. ltis also often asserted that leveraged prodiicts allow purchasers fo attain
A nickel ain't worth - more beta exposure with the same capital or the same beta exposure with less capital.
] . - ) But just because leveraged products might be easler to purchase than the atematives

.a dime anymare, ‘(L.e. establishing a margin account to barrow monies and perhaps also bormowing some

» _ shares to sell shorl) does riot mean these products should be purchased. it Is possible- -
. YogiBérra . " that the stipposed hassles of amargin account and the disallowance of traditional _
e : ‘ short-selling In cetain accounts are there for good reason, since the' dangers of delving
' ' | into Ieveraged and short-sefling strategles are In part applmb!e to these products too.

.As expected, their sponsors point out that these pmducts might not be suftable forall
- investors, but we would argue that these products are not suitable for any investers, if
we define “investors” as prospective purchasers with longer-term holding periods (e.g.
~ one week or one month). The sponsors purport that these products should be used by
“investors” who can describe themselves as: seasoned, sawy, sophisticated, active,
dynamic or aggressive. If a prospéctive purchaser could not use one or-more of these
adjectives in a candid self-description, than we would suggest he or she:"Just Say No".

* CAVEAT EMPTOR = DODGE DOUBLE AND TREBLE TROUBLE

After seeing (and feeling) their portfolios crash 20 to 50 percent in 2008, a number of
Investors-could be easily tempted to fry and recoup those more recent losses all at
once through the purchase of leveraged products. But such afflicted investors must
fight the urge (no matter how strong) to “double down” or *triple down” as part ofa rash
atternpt to gef well soon. By definition, leveraged pmduc&s are riskier than ctherwise
comparable rion-leveraged products. And assuming excess risk in an attempt to erase
past losses is never a prudent decision. Leveraged products operate as double-edged
or triple-edged swords and thus can record both gigantic gains and losses in short-term
time periods. If your losses range from 20 to 50 percent and you purchase leveraged
- products in an attempt to recoup losses, do not hold your breath. As we have detailed
at length, potential 25 to 75 percent increases in those leveraged products' reference
benchmark indices are not guaranteed to get you back o breakeven. And do not biink
- efther, asyoujusimightloseanoﬂ':erm toSOpemrrtbeforeyoui«wwhathﬂyou
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' Infact, the fonger you hold one of,

‘these funds, the probability that you
will get nothing close to double the
returns increases. Not only will the

. magnitude of your retuns bounce

around, you might not even get

returns that are'in the same direction

. asthe changes in the index.

- PaulJisstoe - Momingstar -

In the dosing months of 2008, naive purchasers of leveraged products leamed or
should have leamed (perhaps too late) that these products possess [onger-term
performance peculiarities that must be understood and respected. In the preceding
pages, we have done our best to reduce the widespread misunderstanding of these
products that we presume exists at present. We hope the content of this publication

has served as an eye-opener for uninformed readers who held the misconception that
leveraged products represented efficacious and viable long-term investment vehicles. -

Leveraged products have begun to gamer a great deal of criticism in part because their
longer-term performance does not equate to a multiple (or multiple of the opposite) of
the day-to-day price-percentage changes of their reference benchmark indices. '
Despite the loudening chorus of criticism, leveraged products have experienced

- fremendous grawth in recent months. But in our opinion these products should not be -

“bought and held” or used by the faint of heart Rather, leveraged products should
remain the exclusive domain of day traders, sophisticated speculators and active’
hedgers (or of those who atleast lunderstand and are willing to assume thielr risks).

- COMING SOON ‘
In future editions of this publication, we plan to discuss the following topics:

+ The potentil taxnefficiencies of evecaged exchange raded funds.
o The differences and slmifaﬁﬁ&c batween exchange traded funds and exchange traded notes.

.« Tha varlous legal structures of exchange traded funds.

Jammyzm‘.

- 8 the DXAMNER




RBC Wealth Management

" DISCLAIMER

The information contained in this report has been compiled by RBC Wealth Management
from sources believed to be refiable, but no representation or warranty, express or implied,
is made by Royal Bank of Canada, RBC Weafth.Management, its affiliates or any other
person as to ifs accuracy, completeness or comectness. Al opinions and estimates
contained in this report constitute RBC Wealth Management's judgment as of the date of
this report, are subject to change without notice and are provided in good faith but without
legal responsibility. This report is not an offer to sell or a solicitation of an offer to buy any
securilies. Every province in Canada, state in the U.S. and most countries throughout the
world have their own faws regufating the types of securities and other investment products
which may be offered to their residents, as well as the process for doing so. As a result,
any securities discussed in this report may not be efigible for sale in some

Jurisdictions. This report is nat, and under no circumstances should be construed as, a
solicitation to act as a securities broker or dealer.in that jurisdiction. This materialis -
prepared for general circuation to clients, Including clients who are affiliates of RBC

" Wealth Management, and does not have regard to the parficular circumstances or needs

of any specific person who may read it. To the full extent permitted by law neither RBC
Wealth Management nor any of ifs affiliates, nor any other person,-accepls liability
whatsoever for any direct or consequential toss arising from any use of this report or the
information contained hereln. No matter contained in the document may be reproduced or
copled by any means without the prior written consent of RBC Wealth Management. RBC
Wealth Management is.a division of RBC Gapital Markets Corporation, which Is an indirect

. wholly-owned subsidiary of the Royal Bank of Canada end, as such, is a related issuer of .

Royal Bank of Canada. Additional Information is available upon request. Copyright @ 2009
by RBC Capital Markets Corporation. Member NYSE/FINRA/SIPC. All rights resefved.

lvestars should consider the investmet oljiectives, risks,-and charges and expenses of a
fund carefully before investing. Prospectuses conltaining this and other information abaut

' the fund are avalable by contacting your RBC Wealth Management Financial Consuftar.

Please read the prospectus carefully before investing to make sure that the fund s
appropriate for your goals and risk tolerance. Historical fund performance does not
guarsntee the same results in'the futire. Principal value, share prices and investment -
retumns fluctizate with market conditons. Your investriient may be worth more or fess than -

!)fowlarfynf{?al cost when you redeem your shares.

January 2008
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APPENDIXA. SELECTED EDUCATIONAL RESOURCES

ProShares

Prospéctus — Trust!
htip:fimedia proshares comdocuments/ProSharesProspectus. bdt

Pnospeétus =Trusthl

MJIMa.mhqa.wmmamwwmw.;ﬁ

- Statement of Additional lnfonhatlon'
"Iig_,ﬂmed aproshares. ooanoaJmems.PmSharmSAl odf

Understand'ng PmShares Lang-Tem_r Perfannance

erstanding ProShares’ Long-Term Perfomance
RydexShares
. Prospectuses and statemex_ais of Additional Information
5. pectuses reports shiml

o,

Essentials of Leveraged & Inverse !nvesting _
MMMMWMWFMLMM

Birexion Shares

" Prospectus - -
“hifpufww diraxonsharess com/pdisDRX. prospectus
Statement of Additional lnforfnation
mpjlwww direxionshares. mpdfle«remnSha'esSAl pdf

Understanding the Impact of Changmg Market Exposure on Leveraged ETFs

hifp:wwwy direxionshares. com/pdfsCompounding Arficke ETFs.odf

‘Understanding Leveraged Exchange T}aded Funds
hitte: e direxionshares.comvbdfsAUnderstanding Exchange Traded Fmds__pgf‘
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1

APPENDIX B, EMPIRICAL AND HYPOTHETICAL EXAMPLES

ASSUMPTIONS -
«  No deduction of fees and expenses.
« No negative or posifive tracking emor.
«  No discotnis or premiums between market prices and gross or nel asset values.
"+ Nolncome distibutions from the constitents of tie benchmarlirdices.
+ Hoincome or capital gains distr[butions from the leveraged pmdﬁcts.
« 75 oonsecuﬁ've frading days. - ‘

HYPOTHETICAL SCENARIOS o 1

.+ " Soénario One. Range Bound or No Direcional Trend (0.0 Péroent Firial Benchmark Refur)
. Soénario Two. Bullish or Positive Directional Trend (+0.5 PéroenfDairy Bénchmark Return)

"« Soonario Three. Bearish or Negative Directional Trend  (-0.5 Pervent Daily Benchmark Retum)

EMPIRICAL EXAMPLES
6.‘_Example0ne. Russefl 1000 Index
» -Example Two. Russell 2000 Irdex
« Example Three. MSC!EAFE Index
~« Example Four. MSCI En_tqglrzgi\‘l_qtkels Index
«* Exartple Five, Dow Jones U.S. Bask Malerlals ndex
o ExampleSix. Dow JonesU.5. Ol & Gas Indax
» Example Seven. Dow Jones U.S. Financials Index
* « ExampleEight Oow Jones U.S, Real Estate Index
-« Example Nine. Barclays Capltal 20+ Year U.$. Treasury Index

SOURCES
Bloomberg Financial Markels and Momingstar Direct
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'SCENARIO ﬂ;\’O. BULL]SH -1 £ 3SITIVE DIRECTIONAL TREND - HYPOTHETICAL 75 TRADING DAYS

-

Observations.

_ » The LEVERED {2¢) and LEVERED {71+ <7 1.2 should record price erturns thil are greater than - 200% and +300% of the undertying benchmark inder al the end of the hekding period.

T, 'nm INVERSE-LEVERED {-2e) and LELSEET « Hop products shoukd record eomparable double-igit HEGATIVE price retutns 8t the end of e helding perod. T

« The pedormance of ah (e INVERSE LE. 273 1+I NMVERSE-LEVERED peoducts iusbales how consislent price changes in one dreeciion beneft these products. < =

+1x - 1% +2x -2x . +3x -3x
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SCENARIO THREE. BE&RIS- -

'ZGATIVE DIRECTIONAL TREND - HYPOTHETICAL 75 TRADI NG DA?S '

Observations.

¢+« TheLEVERED{-2e} ang LEVERED §-3r. £v:2 .71

« The INVERSE-LEVERED {-2t) ans LEEFI1 .-

v

“hewkd recond peice tetans B3] are greater than «200% and « 300% of the underying benchmar. indes al the end ol the holding period.

o2 raduets shoud 1ecorc comparable double-dign NEGATIVE price retuens at ive end of e holding period, -
+ The perfoimance of afl the tNVERSE 120 21" * : INVERSE LEVERED products fusuates how m_nsfsaenl price changes in one diecton beneld frese products.

-2x +3x «3x
382044 100 DO HPFETEEANETN § 10000 K|

AR § 100,00 KSHEPIRENE§100.00 (LN
vl

PAST PERFORMANCE DOLS NOT GUARANTEE FUTURE RESULTS,
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. EXAMPLE Or:JE.' RUSSELL i “IDEX - - FINAL 75 TRADING DAYS OF 2008

QObservations. -

« Despite a-25 01 percent periotlman‘:e S i+, benchmars, the INVERSE-LEVERED (-1 and -r) products simﬁ record pinice returns thas are larless than «50 06 and +75.09 percent tespectvely. -

! . . R .
o . 4. pioducts should record comparable Goubledigt HEGATIVE price retutns 5t tve end of the holding period. *

« The INVERSE-LEVERED (-2aj ano 152
» Rong of the INVERSE.LEVERED prazuiu I+ 1. 1 istpfice retutns (hat sepresent 2 *mimod maqc of tae comparable LEVERED products al Pie #nd of the hokling pesied.

- 1% +2x -2x +3x -3x
100,00 3o} 527X § 100,00 RTET LIRS 1100 SO

wo L

; : L Y e R G

R R R (o)

PAST PERF ORMANGE DOES MOT GUARALITEL FUTURE RESULTS.
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EXAMPLE TWO. RUSSELL i+~ HIDEX - FINAL 75 TRADING DAYS OF 2008
7 Observations, '
+ Despite 8-27.59 percent perormance g2z :;:rring benchman, the II'NE!iSE-LEVERE[j (-3r) products shoukd record # NEGATIVE price return al. the end of the holding pefiod -
. ’ . " B . i ] » B ] -

T4 The INVERSE-LEVERED (-21) and LE%E2 20 - 14) products shokd record comparable doutdy-igit HEGATIVE price ieturns at ihe end of the holding period,

= None of me INVERSE-LEVERED mé3uti: 1. . 0ost price returng that rgeesent a “mirot image” of the comparabie LEVERED products a1 the end of the holding pefied. "

<

+9x . 1x +2x -2x 4+ 3x -3x

V2 L FSR 3100 D0 SRS §1 00 00 TR
AT

by ol oy g

o tui

i

L

-
Nl

3T

\ : 'l;;‘f L b
I~ Ty |
HOLDING PERIOD [l IEaiat oy

PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS,



EXAMPLE THREE, MSCIEz22 “DEX - FINAL 75 TRADING DAYS OF 2008

Observations

« Daspan 222 31 paiceat pertoumanis . *ong benchman, the INVERSELEVERED {21 and - 31) products shoukd record pce retwns thal ace [ar ess han 44 62 and «66 93 percent, respecively,

+ The IMVERSELEVERED (Jpanzed  © - . products should record comparable double-crgn NEGATIVE prce retuas at thve end of e holong pencd

+ None of the 110VERSE LEVERED £+, o 254 pace renrns hal ceprasen] B 'marol wmage’ of e compaiable LEVERED products 3t tha end of i hokding penad
DE]
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EXAMPLE FOUR.” MSCI ERES NG MARKETS.INDEX .- FINAL 75 TRADING DAYS OF 2008

" Observations:

[

.-

- Despite 8 -26 25 percent ucnorm-an'c-e I3 72 - 1eviang benchman, the MRSE—LEV‘ERED {1 a0 32} products shoutd récord price refvrns thal oe far bess than +52,50 and +76 75 pcvccd‘. respectively.

+ The INVERSE-LEVERED {.20) a%a ‘.E. VIRET %) products should fecord comparable double digit NEGMN_E price retrng 2 the end of the holding period

+ Hone of the INVERSE-LEVERED ¢oey . Dot price refurns tha reprasent 3 ‘mintor image’ of e comparabie LEVERED products atthe £nd of the hokding period,

+1x «1x
A5 100.00 BT AN 100 01

Ry -"wii,"gq IO :) 32058 2] 3 3}?_4‘215{% )
) = B Pyl ] 3008 3 TR -

PAST PERFORMANCE DOES NOT GUARLHTEE FUTURE RESLLTS, *
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EXAMPLE FIVE. DOW JCHES v 3 BASIC MATERIALS INDEX - FINAL 75 TRADING DAYS OF 2008

Observations.

R F

« Despite 242 S?‘r:en:enl pergimarsz 0 . Iivlying benchmank, the INVERSELEVERED {-2r and - D1} preducts shoukd record price returns that ate fat tess than +B85.04 2nd <127 06 percent, resqedvm.

. TherlNVERSE-LEVERED (B)aneti. 33 ) products shoukd r:m;ci comparatle double-digit HEGATIVE price returns 2l the end of (e holding peried.

+ bone of me INVERSE-LEVERED rsca.112 1" T 208t piice dehurns that ieprasent a “mirror image” of e comparable LEVERED products at the end of (e hokting period,

.

:
i
“
-

o

p"u“:_;:
s
B

P.A-Sl' PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS.
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EXAMPLE SIX. DOW JCHE.

M. & GAS INDEX - FINAL 75 TRADING DAYS OF 2008

Observations
« Oespir o 21 88 percent periormas «
« The INVERSE-LEVERED | 21) 271 ¢

« Hona of the NVERSE LEVERED . ¢ .

STy A "{
Stpe R i G
k) f MY
PR degt
iy LR TN Loy

LU e
'5' 1
OLD -

g benchmar ¥he INVERSE-LEVERED (-2x and -3c} products showkd iecerd HEGATIVE price rahrng a1 the end of the holdeng panod

roducls shoukd recold comparadle dovble-gign HEGATIVE prce ietuens #f the end of the holong penad

+RED products shoukd post POSITIVE prce retuins 8 the end of har bolding penod

PAST PERFORMANGE DOCS NOT GUARANTLE FUTURE RESULYS.
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EXAMPLE SEVEN. DOW JCHiZ3 11 5. FINANCIALS INDEX - FINAL 75 TRADING DAYS OF 2008

-Observations. . .

. - -
*» Desplie 2.30 53 percenl perdormanie 43 v 2 t3ldeg benchman, e INVERSELEVERED (-2r and -J1) products should record HEGATIVE price returns 2t the end of the hokding pefiod.

« The INVERSE-LEVERED f-2x) ans LE~E520 -0 eroducts should record compable double-digd HEGATIVE price setutng &t the end of the hokling pered

+ Mons of tve IWVERSELEVERED e 224 o . 2.rast price deturns that refresent & "mintor image’ of the comparsble LEVERED products at the end of the heking pesiod.

DE]
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PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS. : ;
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EXAMPLE EIGHT. DOW JC(5 -, 5. REAL ESTATE INDEX - FINAL 75 TRADING DAYS OF 2008

- Observations,
: ! . L) . - .
= Despiie 3 -35 38 percent perdoemar;a oo v Jeang bénm;rggn. e IMVERSEL EVERED 4-2x 21 -J1) products shouké record MEGATIVE price returns at the end of the hokding pefiod.
« Tha IMVERSE-LEVERED (-] ame 12 5507 - .+ prodicts shoukd ler.mi compatable doutle-digt HEGATIVE price returhs 21 tie end of the hoiding pe_riod

*

. Ho'rgo of thé IMVERSE-[EVERED prar.xvs v 7. * 13t price returns thal represent 3 “mitrer image” of he compatable LEYERED produts 2t the end of the hokfing period.

+1x «1x +2x -2 +3x «3x
T 100,00 SR VO 100,00 QR TOTTRET TS 100.00 T

210000 IR RETTYT1 100. Do 10X RLs 100,00
: $11205 T THEL$40 S
e . ﬁmﬁ
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Bimnet

HOLDING PERIOD [

PAST PERFORMANCE DOES NOT GUARANTEE FUTURE RESULTS. ,
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" EXAMPLE MINE. BARCLS ¢%.° 22I1TAL 20+ YEAR U.S. TREASURY INDEX - FINAL 75 TRADING DAY S OF 2008

Obsetvations.

o Despite 8 <24 55 percent pedprmanie it 71 - evling benchman, te IHVERSE-LEVERED {-2x and - 11) froducts shoukt record price returns thal are greater than -¢9.30 ang -713.95 percent respectively. .

+ The IMVERSE-LEVERED (-2} anct2.2527 « a; products should recond comparable doute-digit HEGATIVE price rofris at Ge end of the hokding pesiod

» None ol e MVERSELEVERED £375.20 .0 . 4 2 asi price returhs that represent & "mimor image” ol the compacable LEVERED products at the end of the hoiding penod.

PAST PERFOAMANCE DOES NOT GUARANTEE FUTURE RESULTS.







SRR (R5C Wealth Mgmy)

- ®rom: (RBC WealthMgmt) . ' : : '
lent: ' Tuesday, December 22, 2009 2:17 PM .

- To: +RBCWM-Norwel| ECs NN (REC Wealth Momt); RN REC Wealth

o Mamt); &( RBC Wealth Mgmt); (RBC Wealth Mgmt). il

- ' ‘ b(RBC Wealth Mgmt) S - :
Non-traditional ETF's

" Subject:
Please see below policy in effect today. Any questions, pléusg feel free to call me.
B'D's - pleose pass on to your' FC's.‘.

New Pollcles For Non-Trathlonal Exchan e Tradcd Funds Effective Toda

' (12f22/09) In response to FINRA s Notice to Members 09-31, RBC Wealth Managemcnt is 1mplomentmg the
following policies with regard to non-traditional or leveraged cxchangc traded funds (ETFs) effective today.

These.products have rccewed helghtened regulatory scrutiny and media attention due to a common
misunderstanding of how they operate, The performance of non-traditional ETFs can be volatile and does not
necessarily correspond with the long-term performance of the underlymg index. This is due to the daily/monthiy
* rebalancing within the portfolio and the related compoundmg issues. In brief, these products are not dcmgned to
be “buy and hold” investmens. Therefore, it is imperative that FCs and clients actively monitor posmons in
non-tradmonal ETFs to ensure. that the cumulatlvc returns are consistent wnh their performance expoctatlons

| - Definition of Non-Tradiuona! or Leveraged E‘I‘Fs

- z&.n exchange traded fund cxchange trade’ riote or other open-end exchange traded product is one that seeks to
" deliver the opposite, a multiple, or a multiple. of the opposite performance of an underlying benchmark Most

1mportant such produots possess a DAILY or MONTHLY performance objective.

| Whlle the followmg also fall under the definition of Non-traditional ETFs, the firm is prohlbiting trading of
-l Non-tradiﬂonal ETFs (and | theit‘ options) with 3X or -3X leverage in all clrcumstances cffecﬂve today.

. Examples of perfonnance obJectwes iuclude, but are not I:mitod to::
_ lNVERSE - -100% or- -1X)
; LBVERED (+200% or +2X)

' ]NV ERSE-LEVERED (-200% or ZX)

Resources

. More mformation on leveraged E'I'Fs'. iocludirig_a colloction of educational resources
o Current listing of all affected leveraged ETFs

-fCllcnt Letter
+ Client Agmement

Disclosure Statement

Please wa;k w1th your clients to appropriately address existing positions in non-traditional ETFs that would not
o ) _ L

RBC 3561




 be allowed under this new pohcy, and rcmember that these products are generally designed as short-term tradmg
vehicles.

For questions about this new policy please contact RGN ai—

| RBC Wealth Management
Vice President | Associate Complex Manager
Private Client Group
8o Washington St., Bld J{ Norwell, MA, 02061 .
T I
p@rhe.com

_Tracking: ~ Reciplent ‘ | Read

. +RBCWM-Norwell FCs :
QMR (REC Weslth Mgty Read: 12/22/2009 2:22 PM
S (REC Wealth Mgmt)
QPN REC Weath Mgmt) Deleted: 12/26/2009 1:01 PM
SR = Wealth Mgm) Read: 12/22/2009 2:7 PM
SRR R5C Weslth Mgmt) : o
O S -+ 'Read: 12/22/2009 2:18 PM
' G- te 7 Read: 1212212000 2:16'PM
QR 5 Weath Mgmt) - Read: 121222009 2:17 PM
. - (RBC Wealth Mgmit) "' Read: 12/22/2009 2:26 PM
. GRS (RuC Wedih Mgmt) - . Read: 12/22/2009 2:20 PM
: -(RBC Weann Mgmt) . o Read: 12/22/2009 2:30 PM

. ‘Read: 12/22/2009 2:46 PM
'— ' ' " Read:.12/22/2009 3:24 PM
" G (RcC Wealth Mgmi), . Read: 122212009 3:38 PM

GO o weath Mgmy . Read: 12/22/2009 3:59 PM
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Vel Moo e o,

RBC Wealth Management

Confidential Communication sent at the request of Counsel

Date: July 26, 2010
V.To: " Michiael Zukowski

QR Conpicx Dircitor
Gy Dirctor, PCG-Compliance

L S Reglonel Diréctor

RE. ©Helghteied Siparvisory Meritraidi

This Helghined Siprvtsoty Metiorandun (‘Veinornduie Sall serve 55 fivmal notifiction ha
etfive i ediniey, it N siecinl oversiphi shéasures will be fimposed with tespect to your sales
_ epaid sitice your dssociation with RBG -

Hctlvities 45,4 Fesulr of the custottier bbrphiine tist have besii repor

“Tie bt {5 gAY pérvlln 65 ks ool Tt gtng werd yoi i I talke e Stops

' Aodesspry 1o ensute your-sales practices, commuitoations mivd Sofioititiony afe clear Givd abourdite at thé Hre.

ey afe made, Wo atk it pot review and-sigh tes merbiandum ¢ e,vid;:ice:ydur"-undemﬁd{ng:dg and

- dpresmetit with, &6 Tolloiwing folhts:

| Whil ander ficightened sipsivision:

L. e sl b subjoot o téiderus-OF thls heighstied supetvison for & piriod-6f 12 inonths from fhe date
OE TS fiiemb, ‘3 dusbng thit tlitie period, nio e Lsiyes cotns 16 1isht-and 40 conditions set forth in
_-Iﬁ_i'ﬁﬁgmb‘gf@‘ébmﬂlf&dﬁg&h,-ihu:h&iﬁénﬁ:supafv@jdn=m&y’ﬁe,d‘isbpnﬂdue'd. . ; '

. TheComploxDivscor Witk teview 100% of your tades via ProSirv. I :
. Whtile iindet speulal Suporvision, virders using tie-and/or-price dicretion will requiré the Complex
Direstor's; ar in hig-abiehoe or uravailability. the  Assistat Complex Munsger, sppréval on thie
physical ticket priorts ey, s : - c - o .

A Ay hinsgdtins invabViRg. Steioffed, prodict, o any Wi produst Sectisd Approprise. b

. mMéntgdient wust o eptraved I advance of belity enltéed by -your Comtplex. Diredtar; or'fin hie

ntiderice or uusdaltibility i ASsistamt Coiplex Menagee, - o o

5. All NewAccoihts hindléd by you must-b¢ approved by yeur Complex Director of in his dbseniss or
 Uiavallability the Assistaut Coliplex Matinget; prioi‘to Your seseptaics of the dtednt. ‘

6. You will adbers to- REC Weelth Méigsatient pelicies fd Progedurss & well a5’ industiy rules,

 vegilatidns and Stafidbrds réfating fo' conirtiuhicatichs with csfoiriees; includiig review and ipproval
of outguiniy contépotidinte by your Corapléx Director, or in-his ebsefice oF unavailability an Assistant
Campiex Mandger, If gdvance 6f miiting. - : o

7. “Your cléétrontc commitnications witl te set to 100% review 'inltiu'z'ing ‘the Cbmpliancc Aceelerator

Aystem.

kY
.
Y

RBC Wedlinht agerment, . dNislof RAC Gapial Merﬁg&:i;«porﬁihh.iﬁmmséfﬁl&m}s'ipd




RBC Wealth Management”

You will not be €ligiblé o pamclpate in ither bfthe Firtn’s anmjai recognmon prOgmns, President's
Council or Chairmian's- Coufieil.
9. You will immediately. report to the Comiglex Diréctot dny. complaint or drschepancy (whelher sales
practics rélated or operational in naturey involving a olient:acooust, whetheroral, wiittén ot electronic.
10, It -applicable, you will agheré to any SRO aiid/or. Stafe conditional licefising resteictions as-accepted in
wiiting by yoursélf and-the Finn under scparate ovet. However, at the Firm's discretion; you may
also b directed to-voluntarily withdraw a state licensing request should the state place conditions on -
its approval thiat are uhdcceptable to the Fifm. You will: be advised of thiese Circumstances by your

. ‘Conipliance Officer.
1. You ire prohibited from wotking remote[y vig remote access..and such logsin privilege has been

terminated.
2:You agret o coopergte to the: fuilest Xt whch ¢lient decounts tre selected. by your Compibx

Diréetor foreview,

13. Youragreeto work-one da}*fWeek it the: Boston .Branch Office.

14, You, agree tofneet Wt least: Weekly with the. Comiplex Bircetor! 1n: addmon, you agree 10 ‘malhtdin a
daily: suitimary. of dil. conversations or rieetings with olients- atd prospects when-those discusstons
“involve '} Tnwestmelst retotrimendations. t strirtared products; b) questions surfoundin miaus

_ transacﬁons,oro} nsbouiit pert‘armmTE Aéop}*bf'ﬁ"l'gmbepreseﬁted © ot
réview during yourweskiy niestings, “Thesemeetings will b docymented in writhg; sipned: andt!lat&d

. by fhve paries’ in attendanice. At dllie.gnd ok the tfi\relvé;moﬂth petiod, dhs Flim shiall péview-your

‘eoniplianve. with this progein an ‘nitke #:dotermilnation of its efficaty, . These requiremerits shall

- ferndidin efFoct dntil and ilets:you arbdotified; ib-writng, tiat they. Huvebeen restinded.

15, You wifl sitest:with yourcomp!ex‘ Ditedtor on 4 imimthly. basis to review your-camyplidnce with thy.
ey of s Miemorihabm: Thse weskizy will be detontented In writing, signed and:dated by the
pﬁﬂies invatiutidagos, Thise reqiifrements shall setfiafo eéract Amd] it unléss you-arenotified, in

ﬁ:avmzhave buenressindat.

16, Sticudd yeii b fhe fgous of any cammerwmﬂam. viotattang of Fite-pofieles; regulhtoty sanotions

. oraiy oty borhplinin: dsvussi(Sterring:in-the past; prestat g’ Firturs), yon. ¢ould be: suhjev:t %o

addiffonal. disoiptiiary ‘actions up: o and tntuding wrininimion, o o oo be responsible for

‘mohEiaty. costy or- setfletients s detemrhxe&by the F{m sﬁeula there be any: cviame or ﬁndings of

weonigdoing.

_-17. You itditst raview the a‘!taohéd RBG WM anarey -Fiﬂiey andaN“ASD Notiseé lo Membtt’s 05-49 -

Safeguarding Carﬁemar Gu:tamr Ir;fammtfbn nd Tetm a signed copy of each with “this

. Memorandum.

" Pleas¢ sign tie Mororandum scknowledging: your Tamtifaitty with the terms and conditions of the
Mertiorandii,  Retain 8 copy: of this Memorandum for your reaords and retutn the ofiginal to PCG

Comphancc w;thln i ive (5) bosiness days.

RBC Wealth Management, & division of REG Gepital Matkets Comporation, Member NYSEFINRA'SIPC
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