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WHOM CAN YOU TRUST?

Well, you should now all beaware of the surprise announcement on Halloween
day from Canadian Finance Minister Haherty. Hisproblemisred, but hisproblem
isnow greater dueto hissolution.

Theincometrug form of organizationwasbeing abused becausethelaw allowed
it to be. Under existing rules - which do not discriminate asto what types of
businesses areallowed to formincometrusts- converting fromacorporationto
atrust wasal but mandated in order to maximize sockholder value. Whentwo
Canadian telecoms, BCE and Tellus, filed to convert to trusts, Flaherty and the
conservatives panicked and issued the Halloween proposal to tax thetrudts.

Thisisabit of asedgehammer approach to the problem. 1t would have made
moresenseto Smply put amoratoriumon any new trusts, leavethosein exigence
) alone, and then revamp thelaw asto what sorts of businesses should qualify for
published December 1. trust statusinthefuture. Theliberalstook ashot at thetrustslast year, and the
conservativestook over the government - promising to leave thetrustsalone.

The next issue will be

The same conservativeshave now proposed thisill-conceived reversal of policy.
We havejust finished a“long haul” campaign seasonintheU.S., and we have
heard lotsof promises. | expect that most of themwill beforgotten or abandoned.

* What should you do? Just whom can you trust?
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You cantrust economic forces. Theexisting Canadian energy trusts have not
changed. They are till Sitting on valuable assetswhich will bemorevauable by
thetimethefour-year tax hiatus expiresfor current trusts. Distributionswill not
be taxed until 2011. Thetrustsmay also wishto maximizetheir productionand
digtributionsduring the next four yearsbefore the law affectsthem. Management
tendsto hold large equity positionsinthetrusts.

* Baytex, Primewest, and
Vermilion.
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Thevulturesarecircling. | have mentioned in the Tuesday and Thursday Web
gtehotline updatesthat oneinteresting result of thistax will beto put to rest the
50% ownership requirement. Asit is, technicadly, if atrust hasmore than 50%
foreign ownership, it losesitstax exempt status. If they will betaxed, thenit
meatters not how many foreign ownersyou have.

Consider 100% foreignowners. 1f you havethe cash flow to pay your expenses
plus, say, an 18% distrubution (asisthe case with Paramount), aleveraged buyout
looksenticing. Why not borrow money at 6% or create apool of private equity
and buy theselittle asset gemsat asizable discount of what the assetsare worth?
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The Canadian energy trustshave amarket vaue of only $60to $80 hillion. Theentire economy of western Canadaisequal
to about half the economy of California. Theglobal economy isawashwith cash. Chinaalonehasnearly $1 trillionin U.S.
dollarssitting around. So, should they hold depreciating dollars or buy oil and gasintheground and shipit home? Itisa
no-brainer. Fording Canadian Coal (FDG-NY SE-$$19.80), withtheir interest in perhapsthe world’srichest load of
metallurgical cod, hasto be an attractive buyout target at these prices.

Bottom line, the sector isoversold, regardless of whether thetax proposal becomeslaw or not. Thelaw has not been
passed yet, but let’sjust assumethat it will be. Thenewsisasbad asit can get - surprisesat this point should be positive.

What should you do? Firg, | haveofficialy put the energy trustsonhold. If your trusts are in taxable accounts, you
might do alittletax planning. Seeif you canuse any lossesto offset other gains. Talk thisover with your tax man. Then,
if you can uselosses, you might sall trustsyou are holding and buy others.

Switching from weaker-acting trustslike Canetic (CNE-NY SE-$13.30), Shiningbank (SHNUN-TSX-$C$14.60), or
Paramount (PMTUN-TSX-C$13.11) into those that have held up better like Baytex (BTE-NY SE-$$18.67) and
Primewest (PWI-NY SE-$21.44) will leave you withthe samerdative investment position, but with sometax savingsas
well. Baytex and Primewest do pay lessthan the other two, however. You might also swap among theweaker trustsduring
the recent sdlloff to retaintheir higher payouts.

Bottomline, | don't seethat it makestoo much difference where you make changesat thispoint. Just be sureyou are well
diversified. Digtributionswill be cut eventualy if the tax law isenacted, but it isdifficult at thispoint to determine how
distributionswill be changed onatrust-to-trust basis. | amreluctant to make new purchasesinthetrustshere. | amnot one
to try and catch falling daggers. | am planning on putting a couple of them on our trading list - including Vermilion
(VETUN-TSX-C$32.16) - oncewe can see evidence that anidentifiable low is being formed.

Remember this. If enacted, thisnew tax law will severdly curtal future Canadian oil and gasexploitation, but the assetsheld
by thetrustswe own aretill there, and the cash flow istill there. Nothing haschanged except the possible changeinthe
tax law and aresulting impact ondistributionsin 2011.

Crude and gasprices are moreimportant than thetax law fromthispoint on. Crude oil looksto be setting upfor itsnext
advance, and natura gas hasdready recovered fromunder $6.00 to over $8.00. Thenext movein crudewill takeit, firdt,
to $68.00 and then beyond itsformer $80.00 high. | would not be surprised to see crude nudge $100.00 by the end of
2007. Theoutlook for theunderlying commodities- thetrust’sassets - looksquite bullish here.

Whereisthat November correctioningold that | wastalking about? | think it is<till coming, but the October low at $580
basis December futureslookssolid. After al thewhining during the correction fromthe $700 plus highs, thereisnothing
like a$18 up day on November 9 to get everyone bullish. Gold basis December is now up against some overhead
resistance, and it should pull back. | amlooking for $600 in December gold - no big deal. The XAU should settle back
to about 125.00. Bepatient. Buy gold during weakness. L et the cyclesand seasonal tendencieswork for you. The
marketszig and zag, and preciousmetalsdo so morethan most.

Thestock market andthesix-monthstrategy. | keepmonitoringthemarket indicators, anddl | seearenon-confirmations
andoverbought extremes. Anold mentor told meonceinmy youththat if | wasnot goingto follow my numbers, | shouldn’t
keepthem. Thenumbersarebearishfor thepopular averages, regardlessof thesurprisingresiliencethey havehad. When
thetrigger isto bepulled and the best/worst strategy isto beshifted, theannouncement will beonthehotline.

You should be sureto keep up with the Tuesday and Thursday online hotline reports asthe Canadian situation develops
further. 1f you don't have acomputer, you can useoneat your local library (they will help you). Perhapsyou haveafriend
that will let you logonwith hisor her computer. 1f you need your access codes, send meane-mail at info@protiming.com.
Thereisno faster or more efficient way than the I nternet to inform subscriberswhen conditions change quickly.
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