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IMPORTANT NOTICE TO READER

This educational report has been written to assist you in understanding some of the little-
known facts about the financial industry.  So many Canadians are simply not aware of what’s 
really going on with their money, and this Special Report will allow you to better understand 
how to protect your wealth and financial future.

This Special Report is not designed or intended to provide any kind of professional or 
investment advice.  It is intended solely for the avocation, personal enrichment, and 
enjoyment of the reader, and to empower you to make more informed financial decisions.  
The information presented herein is for educational purposes only and is current as of the 
date of revision indicated. Reproduction or translation of any part of the information 
contained herein, in any form or by any means, without the written permission of 
SimpleWealth Inc. is unlawful.

Disclaimer

This material has been prepared as an expression of the author’s opinion concerning the 
subject matter covered. This publication and associated materials are designed to provide 
accurate and authoritative information from resources that are deemed reliable but not 
guaranteed in regard to the subject matter. It is presented with the understanding that the 
author is not engaged in rendering legal, accounting, or other professional opinions. 

Although the material in this manual has been offered as a resource for Canadian investors, 
it is presented in only general terms because the laws, bylaws, and regulations may vary 
considerably from jurisdiction to jurisdiction.  If legal advice or other expert assistance is 
required, seek the services of a competent professional.

The author, publishers and permitted distribution partners specifically disclaim any liability 
or risk whatsoever in the event any loss is incurred as a result of the application of any 
advice or information offered herein, whether directly or indirectly used.  This report and all 
contents are copyright © 2010 by SimpleWealth Inc.  All rights reserved.

Permission Of Use

Lee Coates has been granted permission by the copyright owner, SimpleWealth Inc., to re-
print and distribute this Special Report, through a license agreement.  

For more information, please contact SimpleWealth Inc. at service@simplewealth.com. 

To receive additional copies of this Special Report, please contact:

Lee Coates
(403) 651-7263
coatesl@telusplanet.net
www.infoabounds.com



The Trillion Dollar Heist Revealed

Dear Friend:
 
My name is Greg Habstritt, and I’ve been a professional investor for many years. 
Through the financial education company I started more than 7 years ago, 
SimpleWealth, I’ve taught thousands of investors around the world how to increase 
their wealth and invest with confidence and knowledge, and have been fortunate enough to help many people 
become financially free. I’m also an active investor, with a private investment firm specializing in commercial and 
residential real estate.
 
I’ve also authored the best selling Canadian personal finance book, “The RRSP Secret: Defend and Build Your Wealth 
with This Powerful Investment Strategy”. In what many have termed as a shocking and insightful book, I pull back 
the curtain and show Canadians not only the problems with the financial industry, but share a powerful solution and 
strategy they can implement to protect their wealth, and create double-digit returns with low risk.
 
I’ve had the opportunity of sharing my message with thousands of Canadians, and working closely with a few  
successful entrepreneurs and investors. One of these investors is Lee Coates, who asked to do their part in sharing 
this ugly truth about the financial industry with their network of friends, associates, and family members. I am thrilled 
to have hit a chord with Canadians, and to be able to share excerpts of my book in this Special Report.
 
By reading this powerful information, you’re going to learn many of the insider secrets that most Canadians will never 
know about the Financial Industry and their use of mutual funds to slowly rob you of your wealth – and you’ll learn 
specifically how you can make better decisions for yourself and your family when it comes to investing and your 
money. You’ll also see why you need to begin learning new strategies of investing, including some of the opportunities 
that exist in well-secured, well-managed real estate investments. 
 
As a result of the efforts made by Lee to share this message, you hold in your hand the truth you need to get started 
on your road to not only financial recovery, but freedom in the years to come.

To Your Success,

 
Greg Habstritt
Founder & President, 
SimpleWealth Inc.

P.S.  Please share this Report with your friends, family and anyone you know that you care about.  
This is literally about your financial future, and the difference between a comfortable future, or a future of struggle, 
disappointment and pain. Simply contact Lee to get a copy of this report sent to anyone you’d like!
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Mutual Fund Secrets Revealed:  The Trillion-Dollar Heist

  “If you think education is expensive, try ignorance.”
                                                                                      – Derek Bok

In this Special Report, I want to focus on one of the most popular investment vehicles 
there is, and that the financial industry aggressively sells. I believe this is one of the 
greatest problems in the financial industry, and it robs more individuals of wealth and 
freedom than anything else. It’s important to remember that this monster was created 
by the financial industry in order to serve their interests first and the investor’s interests 
a distant second. 

If you’re a typical Canadian investor, it’s likely you’re falling victim to this 
strategy without even knowing it. But don’t worry, awareness is the first step to fixing 
the problem! Stick with me and I’ll give you not only the evidence of the problem, but 
we’ll explore the solutions as well.

Yes, I’m talking about mutual funds, the most common investment that Canadians 
make—without really understanding what’s going on behind the scenes.

The Classic Mutual Fund Sales Pitch

Just as it happens every year, it’s “RRSP season” and time for you to make some  
decisions with your money. You’ve got some capital saved up, and your goal is to get 
it invested in a solid vehicle that will help bring you closer to financial freedom. You’re 
feeling that pressure that you should be invested in something, but the truth is you’re 
really not sure what that should be.
 
You receive a flyer from your local bank branch or a financial planning company around 
the corner, promoting its financial advisory services, and since you don’t already have a 
financial planner you make an appointment to go see the financial advisor at the local 
branch.
 
When you show up, the advisor listens to what you are interested in doing and that you 
have some money to invest. After listening intently to you, she pulls out three different 
brochures, each for a different investment product.
 
“This first investment fund,” she tells you, “is a growth fund that is a little more  
aggressive than average, which means that there is a little more risk. But that means 
that you can usually make higher returns in this fund.”
 

 Are you 
 one of the 

victims?
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She goes on to the second brochure. “This is a value fund, which means that it is more 
conservative. Generally speaking there is less risk, but it also means that your returns 
may not be as high as the growth fund.” 

And then she points at the third flyer and says, “This fund is a blend of the two. It is a 
little more conservative than the growth fund, but also has the potential of generating  
a higher return as well.”

Then she looks you in the eye and says, “So, which of these makes the most sense 
to you?”
 
And at this point, most clients think carefully and then choose one of those funds to 
invest their money in, based on the elementary discussion of risk versus reward. Do you 
want high returns and are you willing to take a risk, or would you rather be conservative 
and accept lower returns? 
 
The paperwork is drawn up, and the investment is made.
 
What the salesperson (and that’s what they are, remember) didn’t mention to you is that 
all three funds are owned by the bank, that there are other funds out there, and that 
there are other possible investments that might (better) suit your needs! You’re never 
offered a choice of the best investment alternatives on the market, but rather you are 
shown only investments that the bank itself owns.
 
Make no mistake, there are very good reasons that the financial industry desperately 
wants to sell you as many mutual funds as they possibly can, and I believe that’s  
because mutual funds are one of the greatest threats to your financial freedom.

The Ultimate Profit Vehicle Of The Financial Industry
 
As you’re likely aware, mutual funds are one of the most popular investment vehicles  
in the world, and this is no different in Canada. According to the Investment Funds 
Institute of Canada, in September 2009, approximately $583 billion was invested in 
various forms of funds.
 
Quite simply, a mutual fund is a managed pool of capital where the management team 
selects specific equities or stocks to invest in. It allows an individual investor to become 
invested in a range of stocks and investments with one purchase. The fund is managed 
by professional money managers, who presumably have more insight and experience in 
making wise investment decisions than the average investor does on their own.
 

Scary thought, 
isn’t it?
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Over the past several years, I’ve spoken to thousands of investors around the world and 
virtually every one of them is familiar with mutual funds. But it’s shocking how few 
actually understand how they work (since many of them admit to owning mutual funds 
already).
 
Normally, when I am doing a presentation, I start with asking the entire audience to 
close their eyes to help me with an experiment. Once their eyes are closed, I ask them 
to raise their hand if they do not know what an “MER” is. Without exception, regardless 
of the group I’m speaking to or training, approximately 75% to 80% of the room raises 
their hand.

I then tell them to open their eyes and look around. People are always astonished to find 
out that they’re not the only one who doesn’t understand the most basic principles of 
mutual funds.  

If you’re not familiar with what an MER is, don’t worry. I’m going to explain that 
to you now, and then you’ll realize how crazy it is that most investors own mutual funds 
yet don’t even understand this fundamental thing.

The MER Explained 

When you invest in a mutual fund, that management expertise doesn’t come for free. 
The mutual fund manager charges a management fee, referred to as the Management 
Expense Ratio (MER), for managing the funds. This is simply a percentage of the 
holdings that is deducted and paid to the management team. 
 
For example, if a particular mutual fund carries a 2.5% MER, that simply means that 
2.5% of the assets under management are paid to the manager each year (the MER 
is an annual fee). Using real figures, if your investment in a mutual fund was worth 
$10,000 at the end of the year, $250 would be deducted from your account for a 2.5% 
management expense.
 
Now, if you’ve never heard of the MER, it’s not by coincidence – they go out of 
their way to hide it.  In fact, if you have mutual funds as an investment right now, go 
and pull out the last statement you received and find where the MER is detailed.  

Good luck – because they don’t disclose it on your statements!  They only show you 
the returns “after fees”, so you really have no way of seeing the fees that you’re being 
charged.  This means if you didn’t read the prospectus, there’s really no way for you to 
know what the MER is that you’re paying.
 

Sound like
anyone
you know?
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It’s also important to understand that the management expenses are not kept entirely 
by the management team of the mutual fund. Included in the MER are “trailer fees,” 
which are how the financial advisor or planner that originally put you into the mutual 
fund is compensated over time.
 
In other words, your financial planner/advisor generally continues to get paid as long 
as you stay in that particular mutual fund. This varies according to the investment and 
fund set-up, but trailer fees are the bread and butter of the Canadian financial industry. 
And most Canadians have never heard of them.
 
If you don’t believe me, here’s what Morningstar had to say about trailer fees and  
commissions in their Fund Research Report (published May 2009): 

“Assets tend to flow into average or higher-fee funds because Canadian  
investors use financial advisors to help them make decisions. Advisors direct 
client assets to funds that pay better trailers. And since the trailer is included in 
the MER, the result is that assets flow into higher-fee funds.”

 
In other words, it’s a standard practice for investors to end up with their money in 
investments that have higher management fees because their financial advisors are 
“helping” them to make better decisions, and coincidentally those decisions include 
funds with higher commissions.

For most investors, paying a 2.5% fee to a professional money manager seems  
reasonable, since they’re doing all the heavy lifting. Real estate agents get 5% or 6% 
of a transaction when you buy or sell a house, so 2.5% for a professional service seems 
more than fair, doesn’t it?
 

Whose best
interests 

are really
in mind 

here?
In this example and throughout the Special Report, I try to keep things 

simple so that it’s easy to follow what I’m saying. In many mutual funds, 

other expenses and fees are involved that actually make your returns 

even worse. However, at the risk of those who may say my examples are 

not perfectly accurate, I’d rather keep this simple to understand than get 

dragged into unnecessary detail. Remember, the financial industry loves 

complexity because then it’s easier to confuse and distract you.

There’s nothing
‘fair’ about

about the 
financial 
industry!
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As you’ll soon see, this seemingly “fair” fee actually prevents financial freedom 
for many Canadians.

The Story They Tell You 

Why have mutual funds become the most common investment for Canadians to hold? 
There are a number of reasons for this, which the industry eagerly tells you about in 
building the case for why mutual funds should be owned by everyone. Here are the key 
reasons consumers should hold mutual funds, as advertised by the banks: 

Mutual Funds Are Convenient. This is the major reason why Canadians invest in 
mutual funds. They’re sold as a very simple and easy way to hold a diverse range of 
quality assets with one transaction. Rather than having to manage several transactions 
or buy multiple stocks or investments, you simply make one decision and end up owning 
a basket of well-selected equities and assets.
 
They Save You Time. According to one of the big Canadian banks’ websites 
marketing mutual funds, saving time is a key benefit: “The most important benefit of 
investing in mutual funds is that it saves you time! By having the mutual fund manager 
manage your investments you no longer have to spend your time analyzing and worrying 
about individual stocks.”
 
You Get Professional Money Management. Mutual funds are managed by 
professional money managers who have access to detailed company research and  
economic data and an understanding about how world events will affect your  
investments. This feature has particular value for investing in foreign markets where  
information is not always readily available to a retail investor and local laws and  
accounting practices are different than those in Canada and therefore difficult to  
interpret.
 
Mutual Funds Offer Diversification to Offset Risk. “Don’t put all of your eggs in one 
basket.” By investing in one security only you take on a great deal of risk of that  
investment underperforming. By spreading your portfolio over several different  
investments this risk is lessened, thus reducing the overall risk of your portfolio. Since 
many investors cannot afford to split their portfolios into several different securities 
because they’d be paying a fortune in commissions, mutual funds are the ideal solution. 
By pooling the resources of several retail investors, mutual funds can get better pricing 
and much lower commissions than a retail investor can get. This provides the benefits 
of diversification at a much lower cost.
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Mutual Funds Are Transferable. Since most mutual fund families offer more than one 
type of mutual fund, mutual fund investors have the ability to move their investments 
from one sector to another and from one country to another, easily and (usually)  
without cost. An investor who purchases their own stocks would have to sell their old 
stocks and buy their new stocks, paying commissions on both trades.

Gee, it all sounds so wonderful. Why wouldn’t you want to invest all your money in  
mutual funds?
 
Let me go back through all of these points from my perspective, and provide you a  
different way to look at many of these supposed “benefits.”

“Convenience.” While it’s true that it’s convenient to invest in mutual funds, that’s like 
saying it’s convenient to stop for fast food three times a day, rather than trying to eat a 
healthy, balanced meal. The reality is that any time you choose an investment option for 
convenience, you likely are not making the best financial decision you can. The financial 
industry makes it as easy as possible for you to buy packaged investments like mutual 
funds because they make so much money from them. They rely on the fact that most 
investors feel confused about investing, hoping that you’ll just throw up your hands and 
buy a mutual fund.  Don’t be fooled—in the investment world, convenience has a cost to 
you!
 
“Save You Time.” It seems like too much for the individual investor to do their own 
research and understand what they’re investing in, in part because the financial industry 
has built it this way. It’s true, it takes more time to be an active, intelligent investor. But 
the choice you’re making isn’t one of time management. You’re literally trading away 
your financial potential when you take the lazy approach, and investing in something 
simply because you don’t want to invest the time to really understand what you’re doing. 
 
“Professional Money Management.” On the surface, this seems like a logical 
argument. Why try to manage your own money when you can let a professional do it  
for you? If it were that simple, this would make sense; however, there are a number of 
reasons why this logic doesn’t hold true, which I will explain shortly. In the meantime, 
consider this: if mutual fund managers are so much smarter than the average person, 
why is it that approximately 80% of all mutual funds underperform the market after 
fees? That’s right—on average, if you invest in a mutual fund, you can expect to  
underperform the market eight out of ten times. Gee, I don’t remember that being a  
part of their advertising! Another thing to ask yourself: if professional money managers 
are so great at investing, then why aren’t they all super rich and retired?
 

Who are you
   taking your
advice from?
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“Diversification.” Here’s a great example of how the financial industry takes a 

seemingly intelligent principle and completely manipulates it for its own benefit. This 

classic thinking is also known as “don’t put all your eggs in one basket.” That seems like 

good advice your mom would have given you; however, in the investment world, this 

is dangerous advice and usually leads to mediocre returns. Warren Buffett says this 

about the subject: 

Why is this? Because in the investment world, you need to understand what you’re  

investing in, and focus your efforts. Spreading your money around into fifteen  

different asset classes and not understanding any of them is a recipe for disaster.  

But that’s what the financial industry wants you to do, because they make more money 

as a result.

 

“Transferability.” This “benefit” suggests that because you can move your money 

around into different funds that a particular company has, you get flexibility. Don’t like 

the fund you’re invested in now? No problem, switch it over to one of the other funds 

we own. But here’s the challenge: what if all of their funds are not good investments? 

When you restrict your choices down to only those that are offered by one company, you 

significantly reduce your chances of success.

Aside from the problems I’ve outlined above, there are other serious problems associated 

with investing in mutual funds. If you’re invested in mutual funds right now, get ready to 

feel a sudden knot in your stomach, because you’re about to learn why mutual funds are 

the most popular investment vehicle…and it’s not because they’re good investments.

 

Going back to the MER, the financial industry has ingeniously created this seemingly 

small and insignificant cost so that it doesn’t raise the alarm of most investors. After all, 

paying a fee of 2.5% or so doesn’t seem unreasonable.

 

“Wide diversification is only required 
when investors do not understand 

what they are doing.” 
Considering 
the source, 
this might be 
something to 
think about
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The problem is that the true cost to you is nowhere near 2.5% in the big picture. Let me 

show you why and how it is that a measly fee of 2.5% can actually crush your financial 

future.

Losing 45% of Your Returns on a 2.5% Fee 

Let me use an example I’ve been presenting to investors for several years that  

illustrates the point very well.

 

Let’s assume that you have $100,000 to invest and you decide that you’re going to  

invest in a mutual fund with strong historical returns and a great management team. 

This particular fund has generated gross returns averaging 8% per year (before fees) 

for the past several years and charges a fairly typical MER of 2.5%.  (Ignore for the  

moment that there are very few, if any, mutual funds that can claim this kind of long-

term return, but I want to be as fair to the industry as I can so you can see that even 

when we use optimistic numbers the results are still tragic.)

 

You invest your $100,000 for a twenty-year period, with the hope that you’re going to 

build that nest egg into a nice little retirement fund for you and your family.

 

As it turns out, your mutual fund returns 8% gross per year, just as you had hoped.  

Congratulations, you should be rich now! An 8% return every year for twenty years is 

excellent, and should have grown that nest egg substantially. 

 

First, let’s look at what would have happened if you had invested that $100,000 at an 

8% return but didn’t pay any fees on it. Before fees, your $100,000 would have turned 

into $366,095.71 after twenty years—pretty impressive! 

But let’s look at what happens when we include that little 2.5% management fee 

in the mix. Believe it or not, after the 2.5% fee is applied, your $100,000 turns into 

$180,910.14.  That’s right, your 2.5% MER has reduced your overall return by 

more than $185,000!

 

Put another way, you’ve lost about 50% of your potential return, simply because of a 

little 2.5% fee that you thought was reasonable.

Fingers crossed
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Did your 
“advisor” 

fail to 
mention these 
two gems???

Understanding How This Is Possible 

Here’s a chart that shows you what happened to your money:

As you can see, there are two places that your returns are diluted substantially.
 
First, the 2.5% fee actually ends up costing you approximately 25% of your investment  
returns. This is because every year, the 2.5% fee is charged against your entire  
investment account, even though you’re only earning 8%. 
 
The reality is that you’re not incurring a 2.5% fee each year; you’re actually paying out 
2.5% of the 8% total return that you made that year. This means the MER is actually 
costing you close to 25% of your total investment returns (i.e., 2.5% fee on an 8% return 
is actually a fee of 25%).
 
Second, every time the MER is removed from your account, you’ve lost the potential 
earnings you could have made from compounding had that money remained invested. 
The 2.5% that you paid out in fees last year isn’t in your account to work for you this 
year, and over time, this creates a significant loss because of those expenses being 
deducted and reducing the benefit of compound returns for you.

I want to emphasize again that this example assumes a consistent 8% gross return by 
the mutual fund. It goes without saying, you’ll spend a long time searching for this kind 
of return in the real world. Imagine what your returns look like if you don’t achieve 
an 8% return, or worse, if your fund actually loses money!

the magic of 
misleading 

math!
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The Seven Dirty Secrets of Mutual Funds

So now, let me give you the seven biggest problems and dangers that I 
see with mutual funds, so that you can make an informed decision when 
you’re trying to decide what to invest your hard-earned money into.

1. They’re Not In Business to Make You Money. 

While you’d think that the primary goal of every mutual fund manager is to help you 
make money, the truth is that whether you make money or not doesn’t matter much to 
them. This is, as mentioned, because making you money is not what they’re in business 
for—the primary objective of every mutual fund manager is to accumulate as many 
assets under management as possible.
 
Because the manager takes a percentage of all of the assets they manage, their  
primary objective is to attract as much investment capital into the fund as they can. 
Once it’s there, as long as they can keep those investors from leaving, they continue to 
make their management fees on the entire pool of funds.
 
Whether you make any money in that fund or not doesn’t materially affect them,  
because they get paid their fees regardless of whether you gain or lose. This is another 
great example of how the financial industry places itself in direct conflict with the  
interests of the individual investor.
 
If you make a little bit of money, they make a little bit of money.
 
If you make a lot of money, they make a little bit of money.
 
If you lose a lot of money, they make a little bit of money.

Do you see the problem? They take very little risk and get the predictable return,  
whereas you invest YOUR money and take all the risk of loss!

2. Canadians Pay the Highest Fees in the Developed World. 

According to Morningstar’s Fund Research Report (May 2009), based on research of 
sixteen developed countries, Canada has the highest fees in the world for mutual funds. 
The report states:

“The typical investor in a Canadian equity fund pays [an] MER of between 2.00% 
and 2.50%. Canadian investors do not pay much attention to fees. Canadian 
investors are comfortable with the fees because they don’t know how low these 
fees should actually be.”

Beginning to
re-think your

investment 
strategy yet?
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The sad reality is that the Canadian financial industry has done a fantastic job with 
their marketing and “education” of the individual investor. This leads not only to record 
profits for the industry, but to devastating financial futures for Canadians.
 
Why is it that Canadians put up with the highest expenses in the world? I can’t 
tell you for sure, but one contributing factor is that our education system does a poor 
job teaching people the basics about money. The financial industry then picks up where 
the education system leaves off, keeping investors in the dark about some of the most 
important and critical elements of understanding an investment.
 
Interestingly enough, Canadian cellphone expenses also are among the highest in the 
developed world. It would seem that Canadians are just too polite or timid to demand 
better value for the services and products they purchase. Additionally, it appears that 
perhaps Canadians are willing to trust the big financial institutions much more than 
they should.

3. The MER Isn’t the Only Fee You’re Paying. 

If it’s not bad enough that you’re already paying the highest management expenses in 
the world as a Canadian, then you’re about to get even more depressed. 
 
The MER is only one of the fees that you incur by investing in a mutual fund. In addition 
to the MER, which covers the management costs and marketing expenses of the fund, 
there are what the industry refers to as “trading costs.” These additional expenses cover 
things that are not included in the MER, such as

- Brokerage Commissions. Every time the manager executes a trade and buys 
or sells stocks or investments inside the fund, a commission is paid. No different 
than if you buy or sell a stock online, the mutual fund managers have to pay 
trading commissions as well. Since the average fund turns over their portfolio 
about 80% per year, these costs can add up significantly and have a material 
impact on the net results of the fund.
- Market Impact Costs. This is a cost that results, in part, from a mutual fund 
having a huge holding of a particular asset, and trying to sell off that large 
holding quickly. Depending on the liquidity of the asset, the bid/ask spread may 
be high and that means the cost to make the trade is increased. In other words, 
sometimes a mutual fund manager wants to buy or sell a large block of shares 
in an asset. If buying they may have to pay more than the going price in order to 
acquire that large block, and if they are selling off a large block they may have 
to accept a lower price because there are fewer buyers willing to take on that 
amount of stock at the going rate. 

Commissions,
Costs,
Charges

and Fees.

Starting to
understand

the importance
of financial

education yet?

 

Until now!!!
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- Sales Charges. According to Investor Economics, approximately 75% of funds 
in Canada have sales charges, either front-end or deferred. Front-end charges 
or loads are charged to the investor when the investment is first made, while 
deferred charges end up being incurred when the investment is sold (or, if the 
investor holds long enough, eventually the deferred charge reduces to zero). 
Typical deferred charges start at 6% and then decline each year for seven years, 
finally falling to zero. The problem is that most investors never hold a fund for 
seven years, so they end up paying some amount of deferred charge when they sell.

Here’s the bottom line: the industry has built in a series of expenses and fees over and 
above the MER and the vast majority of investors have no idea.
 
What these added expenses cost investors is difficult to estimate, but a 2007 analysis 
by Virginia Tech, the University of Virginia, and Boston College revealed that the  
average additional cost to an investor, over and above the MER, is 1.44% per year.  
That means if a mutual fund has an MER of 2.5%, the real cost to the investor 
is close to 4% once these additional (sometimes hidden) costs are factored in.
 
By the way, this analysis doesn’t even take into account the negative impact that taxes 
can have on a mutual fund’s returns. I don’t want to completely depress you (though it 
may be too late), but I’m trying to make the point that there is a significant cost to the 
decision to invest in mutual funds.

4. They Don’t Follow Their Own Advice. 

One of the most glaring problems in the financial industry is that the mutual funds don’t 
take the same advice that the industry gives to individual investors.
 
A classic mantra of the financial industry is that you should buy an investment and hold 
onto it for the long term, referred to as “buy and hold” investing. In fact, one of the  
major Canadian investment institutions proclaims as their tagline “Buy. Hold. Prosper.”
 
Another piece of advice the industry likes to give clients is “don’t try to time the  
market.” Essentially, this means trying to buy a stock that you think is going to go up 
in the short term, and selling off investments that you think may decline for whatever 
reason. The overall guidance is to buy good companies, hold them for the long term and 
ignore the short-term movements that might occur.
 
Yet, when you look at the mutual fund industry, you rarely find anyone practicing this 
investment wisdom. A variety of studies have shown that the average mutual fund turns 
over approximately 80% of their portfolio per year. This means that each year, they’re 

Seems 
hypocrital

to me...
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selling 80% of what they own, far from the “buy and hold” advice that investors are 
given. Many of these trades are done with a short-term view, going against the market-
timing advice that most financial advisors dispense.
 
The result of this turnover is higher trading expenses to the fund, since commissions  
are paid every time a transaction takes place inside the fund. Remember that these 
trading expenses are not included in the MER of the fund, so that works to reduce the 
net returns to the investors even more.
 
It would seem that the old saying of “do as I say, not as I do” is precisely how the  
financial industry is run. 

5. There Are More Mutual Funds than There Are Individual Stocks. 

It surprises many investors to find out that there are approximately three times as many 
Canadian mutual funds to choose from than there are individual stocks that trade in 
Canada. With approximately three thousand individual stocks trading on the two major 
Canadian exchanges, there are more than nine thousand mutual funds to choose from, 
including ETFs, hedge funds and traditional funds.
 
The problem with this is that many of the mutual funds are very similar and own a lot  
of the same investments. There are only so many investments that a multibillion  
dollar investment fund can make, and their choices are generally restricted to the  
biggest Canadian stocks. As a result, what appears to be a lot of choice ends up being a 
great deal of duplication and confusion for the individual investor.
  
6. Mutual Funds Have to Invest, Even When There’s Nothing Good to Buy. 

A further challenge to optimizing returns in a fund is the fact that many mutual funds 
are mandated to remain “fully invested” at all times. What this really means is that 
they’re not allowed to sit on a large percentage of cash in their portfolio, because when 
they set out the objectives of the fund they didn’t list cash as a major component of the 
portfolio.
 
On the surface this makes logical sense, because it allows an investor to see what that 
particular fund intends to invest in and whether the manager intends to hold any cash 
inside the fund.
 
However, what seems like a good intention ends up working against the mutual fund 
investor, because it restricts the manager’s ability to respond to the marketplace. For 
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example, if you were a fund manager in 2008 and could see the upcoming crashing 
markets, you would have done very well if you had put your fund into an all-cash  
position early in the decline.

Unfortunately, and as I illustrated earlier, even if a mutual fund manager wanted to do 
this, he or she likely was unable to do so because their fund guidelines required them to 
leave the vast majority of the fund invested in the market.
 
They’re literally forced to go out and try to find “the best of the worst,” because their 
money has to remain invested. They can only try to pick investments that are “less bad” 
than many of the alternatives. This explains in part why, according to the Investment 
Funds Institute of Canada, in 2008 Canadian mutual funds lost an average of more 
than 20%.

7. Their Historical Performance Is Worse than What They Tell You. 

Mutual fund managers recognize that most of their investors are not particularly 
sophisticated and are attracted primarily by large returns. As a result, managers devise 
creative ways to try and improve their “historical returns” in an effort to attract  
investors.
 
You’ll often see ads in magazines and newspapers from mutual funds trumpeting their 
amazing one-year or three-year returns, but the reality is that those numbers rarely 
reflect the big picture.
 
It’s common for mutual fund companies to have a range of different investment funds, 
and over time, some of those funds underperform more than others. When it becomes 
obvious that a fund is a loser, the manager will close that fund down and stop reporting 
those historical returns.
 
The industry refers to this as “survivorship bias,” which simply means that the returns 
you see quoted don’t really reflect all of the firms’ investments funds—only the ones 
that they haven’t shot because they underperformed!
 
When a fund is closed down, the returns from that fund no longer need to be disclosed 
to investors. As a result, when historical returns are quoted by a company, they are only 
quoting the returns of the funds that are doing okay, which skews the overall track  
record of that company to be higher than it really was. If not shut down altogether, 
these underperformers get merged into more successful funds in order to hide their 
poor performance.
 
Chasing high historical returns in the mutual fund industry is always a bad idea, because 
studies show that when a fund is a leader in its class one year, it almost always falls 
out of the lead position in the next year. In other words, investing in a fund because it 
produced high returns last year is a terrible investment strategy. Yet this is how most 
mutual investors (and many financial advisors) decide which funds to invest in going 
forward.

It’s a bit like
going all in, 

when you 
actually want

to fold

Is that how 
you want your 

money 
handled?

Does this seem 
transparent

to you?
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To Sum Up 

Hopefully by now, you’re seeing why it is that so many Canadians never achieve their 
financial goals, and how important it is to be educated and to understand what it is 
you’re investing in. The mutual fund industry has done a terrific job of convincing the 
average Canadian that mutual funds are a very profitable place to invest for the future. 
And as it turns out this is true—only it’s very profitable for the industry, not for the 
investor.
 
Since mutual funds are the largest investment for most Canadians, I wanted to pull back 
the curtain and show you what’s really going on with this investment vehicle. This isn’t 
to say that mutual funds are the only danger you face in the investment world, but given 
the size of the market, this information affects a lot of Canadians. I hope this revealing 
look into mutual funds helps you make better decisions for yourself and your family.

Where To Go From Here

If you’re like most Canadians who learn this incredible information, you’re probably 
realizing that it’s time to start doing things differently!  One of the best things you 
can do for your financial future is to get educated, and then seek out investments that 
provide security, transparency, and that you can understand.
 
This is why real estate investing is such a powerful alternative to consider!  It’s been the 
investment strategy of the wealthy for centuries, and you don’t have to learn everything 
there is about investing in real estate to profit from it.
 
I’d suggest you now speak to Lee and see what ideas and opportunities they might be 
able to discuss with you. They’ve assisted me in sharing this message with you, because 
they have a similar desire to help Canadians learn how to better take care of their 
financial future.
 
In any case, I hope you learned some new ideas and insight from this report, and I wish 
you all the best in your investing!
 
To Your Success,

Greg Habstritt
Founder, SimpleWealth Inc.
Author, The RRSP Secret
 
 
Please contact Lee at (403) 651-7263 for more information.


