The Legacy of RT Gapita |

hen I was in Grade 6, my teacher sat the class down
and asked us to present a debate on the pros and cons
of that early 1980s hotbed of controversy, “Should
the seal hunt be banned?” Even though none of the
Grade 6’s wanted to debate in favour of killing baby
seals, the “pro” side won. They presented a well-
researched case that examined the issue from different
angles. The “cons,” however, assumed public opinion
would be on their side and didn’t bother to do much
preparation. They instead performed a hurried (albeit
compelling) mime show in which the team leader,
dressed in hunter garb, repeatedly struck a stuffed seal
toy with a baseball bat until it exploded in a fuzzy
cloud at the front of the room.

The teacher wasn't impressed. At the time, the lesson
was that an informed and studied argument triumphs over
high drama, taking the public vote with it. But, as I have
since discovered, that isn't always the case in the real world.

In “High Closing—An Alternative Interpretation,”
Professor Joel Fried revisits the dramatic scandal sur-
rounding the RT Capital high closing case settled in
August 2000. At the time, RTC admitted that their
actions were against the public interest—actions that
consisted of 53 cases of causing the price of a security
to end on an up-tick—a high close. Looking to the
Ontario Securities Commission’s (OSC) ruling for
guidance on how pension plans should structure their
valuation methods in future, Professor Fried finds a
confusing maze of unavoidable contradictions. For one

thing, the OSC provides no operational definition to
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differentiate a high
close from other end-_
of-day purchases.
Moreover, any trade in an illiquid stock could alter its
price, if only within the bid/ask spread provided by the
market maker. In terms of valuation, the case sets a
worrying precedent and provides no clear answers. In
future, how should managers deal with the valuation
difficulties presented by illiquid assets? Just what distin-
guishes high closing from normal price discovery? In
what way was the public harmed?

Now, of course, I know that the OSC is not that
bat-wielding kid in my Grade 6 class—they are regula-
tors and protectors, working for the good of fair mar-
kets and the public. And RTC was not a stuffed seal,
being beaten repeatedly just to make a point.

All the same, Professor Fried’s argument still
reminds me of the old seal-hunt debate. One side of
the debate is so much easier to argue than the other.
It’s the side of the public who entrust fiduciaries with
their hard-earned money so that they don’t have to
spend their sunset years eating cat food out of a can.
The other side is less warm and fuzzy—RTC has
already admitted they broke the rules and willingly
received their punishment.

In an effort to create a debate, we offered the OSC
equal time and space to respond to Professor Fried. They
gave us one sentence. Case closed. Or is this just the
beginning? What exactly is the legacy of RT Capital> [J

Caroline Cakebread, Editor

Canadian

Investment Review

Caroline Cakebread, Editor
416-596-5400

ceakebread @rmpublishing.com

Elaine Fenech, Art Director
416-596-5056

Lori Bak, Publisher
416-596-5638
Ibak@rmpublishing.com

Peter Greenhough, Account Manager
416-596-3489

Mia Williamson, Account Manager
416-596-5846

Ina MacKenzie, Production Manager
416-596-3483

Joanne Merrick, Promotion Manager
416-596-3479

Tricia Moore, Conference Manager

416-596-5937

Denise Brearley, Circulation Director
416-596-3470

Maggie Sicilia, Executive Assistant
416-596-3460

SUMMER 2002 =« CANADIAN

Canadian Investment Review

is published by Rogers Media.

President and Chief Executive Officer

Anthony P. Viner

ROGERS PUBLISHING
Brian Segal
President and CEO
Harvey Bottin,
Senior Vlce-l—’rcsigcnr
Donna Clark
Senior Vice-President
Mitch Dent
Senior Vice-President
Michael J, Fox
Senior Vice-President
Paul Jones
Senior Vice-President
John Milne
Senior Vice-President
Immee Chee Wah
Vice-President, Business Planning
Tracey McKinley
Vice-President, Business Planning

Paul Williams

Vice-President
Healthcare and Financial Publishing

INVESTMENT REVIEW

ADVISORY BOARD
Chair—Paul Halpern
University of Toronto
Keith P. Ambachtsheer
KPA Adyisory Services
George Athanassakos
Wilfrid Laurier University
Pierre Brodeur
Elantis Investment Management
Michael Durland
Scotia Capital
Stephen Foerster
University of Western Ontario
Michael Keenan
Bimcor Inc.

Rob Heinkel
University of British Columbia
Eric Kirzner
University of Toronto
Lawrence Kryzanowski
Concordia University
Tristram Letc

3
Harry Marmer
Franklin Templeton
Marlene Puffer
Perigee Investment Counsel
Terri Troy
Royal Bank of Canada

Canadian Investment Review
is published four times a year by
Rogers Media,
777 Bay Street, Toronto,
Canada MSW IA7
‘We acknowledge the financial support of
the Government of Canada, through the Canada
Magazine Fund, toward our editorial costs.
Telephone 416-596-5000,
fax 416-596-5071

Printed in Canada.
ISSN 0840-6863

To purchase single copies please
call (416) 596-5974. For subscription enquiries,
please call (905) 946-8420. Subscription price
in Canada $69.00 per year, single copy $32.00
(please add GST), outside Canada $131.35.
G.S.T#Ri37813424

Please do not reproduce any part of this
publication without prior consent from the

Publisher. Copyright © 2002 Rogers Media.

QO ROGERS .




