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“Whatever you do,

work heartily, as for

the Lord and not for

men, knowing that

from the Lord you will

receive the inheritance

as your reward. You

are serving the Lord

Christ.”

- Colossians 3:23-24
(ESV)
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“A time to mourn and a time to dance”

It has been a busy season on the East side of the globe.  Crimea officially

split from Ukraine and as pro-Russia separatists now continue to escalate

actions in other Eastern cities in Ukraine, tension abounds.  On March 8th,

Malaysia Airlines Flight 370 carrying 227 passengers went missing on a

routine flight to Beijing from Kuala Lumpur which has created angst

amongst family members and friends.

Despite these recent upheavals, let us not forget some of the joys that we

have experienced this quarter.  The 2014 Olympics took place in Sochi,

Russia, where Canada finished with the fourth-most medals and third-most

golds.  Some especially memorable moments included going undefeated

in both the men’s and women’s ice hockey to eventually take home the

gold; the women’s win in overtime over the US was absolutely sensational.

We also took home the gold in both men and women’s curling.

So it is with our walk of faith; challenging trials intertwined with times of

celebration. Thankfully, God’s Word already told us what to expect!

A Primer on Alternative Investments

This past quarter, the team was hard at work

preparing for the launch of our non-

traditional pool which focuses largely on

alternative or non-traditional investments.

Alternative investments have quickly become

a buzz word in the industry due to their

increasing popularity as shown in the graph

and for good reason as we’ll explain.

Source: Pension Investment Association of Canada
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An Introduction to our Second Pooled Fund

Our investment committee has become increasingly convinced that conventional publicly-traded

securities will continue to struggle to give consistent results that will both preserve value against inflation,

and produce an additional investment return.  In fact, the correlation between fixed income, equities, and

even emerging markets is increasing, resulting in less diversification than desired and ultimately, more

vulnerability.  Anticipating this, Covenant launched the Covenant Mortgage Pool in April of 2012 which

has exceeded its 8% target return annualized since inception with a negative correlation to both the bond

and stock markets.  This October past, we launched the Covenant Fixed Income Pool in response to the

investment landscape of persistently low yields coupled with high duration.  This new fund takes much of

its approach from the Mortgage Pool – combining creative thinking with the aggregate purchasing power

of a portion of all our clients’ portfolios, to access opportunities that are simply not available through

conventional channels.  The fund employs multiple strategies offering a combination of both traditional

and non-traditional bond holdings.  Exposure to non-traditional fixed income products provides client’s

exposure to products normally only available at an institutional level and includes currency arbitrage

mechanisms, global credit strategies, secured bridge financing opportunities and large scale

infrastructure projects.
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An Introduction to our Third Pooled Fund

In November of last year, we launched the Covenant Fixed Income Pool as a complement to our

existing Mortgage Pool.  In its short existence, it is already demonstrating strong returns and we

expect that it will compete with the consistency in return (9.11% annualized return since inception

as of March 31, 2014) that the Mortgage Pool has provided.

More recently, we officially launched our Non-Traditional Equity Pool, the first offering in our

equity pool line-up.  The goal of the pool is to invest in tangible investments that offer high cash

flows along with the potential for capital appreciation and may include real properties, raw land,

and infrastructure.  Again, these types of investments react independently of the traditional

markets equating to a more steady return regardless of whether we are in an up or down market.

Lastly, we expect our Traditional Equity Pool to quickly follow suit and we are excited that this will

round out our overall allocation for clients.

Because there can be a high amount of analysis required before investing in alternative

investments, accessibility can be an issue which is why we have a dedicated team of analysts who

are able to do the heavy lifting on our clients’ behalf.  Thus, the formation of these pooled funds is

a significant milestone.

The inclusion of the non-traditional equity pool will serve to increase the overall risk-adjusted

return (see graph on next page) in order to achieve a higher return without the added risks

traditionally attached.

January 2014

IN THIS ISSUE

“Without counsel

plans fail, but with

many advisors they

succeed.”

- Proverbs 15:22
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Part of this edition examines the continuing practice of quantitative easing

by the U.S. government. The concept of ‘free money’ does not seem

biblically supportable (2 Thess. 3:10, Proverbs 10:4 etc.). If we labor to

design, build, produce, grow or improve something we can have a

reasonable expectation of reward for those efforts. Sometimes, God will

even choose to bless us by providing rewards that are disproportionate to

our efforts. But to believe we can create legitimate wealth simply by

printing it into existence seems like a very precarious position (Proverbs

13:11). Such is the nature of God’s abundant, common grace; that we

cannot presume every unwise act will incur His wrath and come to ruin. But

at the core of competent investing is the process of risk management -

and fiscal policy that seems at odds with biblical direction is a risk to which

we must pay very close attention!
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The Beginning of the End of Easy MoneyPORTFOLIO UPDATE

The beginning of tapering marked Chairman Ben Bernanke’s last act as his term ends on January 31,
2014.  On January 6th, 2014, we welcomed Janet Yellen as his successor, who will be the first female to
lead the US central bank.  In the White House, President Obama signed a bi-partisan deal that would
prevent another government shut-down and put sequestration (ie. automatic spending cuts) on hold

through to 2015.  In other world news, we witnessed protests in Kiev, Ukraine as the government
sought closer economic ties with Russia rather than their neighboring European Union.
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The term alternative investments is fairly broad in nature and pertains to any investments outside

the scope of the traditional bond and stock markets.  They do not trade on public exchanges and

could include real assets, hedge funds, commodities, private equity and structured products to

name a few.  They may have the potential for high yields, high returns, or both.  Alternative

investments typically do not react with the ups and downs of the bond and stock markets which

makes them even more compelling. Including them in a portfolio offers true diversification that the

old bond/stock model no longer provides.  All in all, the case for holding the asset class within a

portfolio is unquestionable.

There are some hurdles to investing in alternative investments, however.  These come mainly in the

form of high investable minimums and sometimes restricted liquidity or what is known as a lock-up

period.  Knowing the importance of including alternative investments in a balanced portfolio and

the hurdles needing to be overcome, we have devised a way for the mainstream investor to access

these opportunities, via our pooled products.
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INTRODUCTION

The Beginning of the End of Easy Money

2013 certainly ended with a bang with the last FOMC meeting of the year

bringing about the beginning of the much anticipated tapering with the

Federal Reserve deciding to trim back its monthly bond purchases from 85

billion down to 75 billion.  Our belief that the unprecedented quantitative

easing regime from central banks would give rise to increased market

volatility has been seen.  In fact, since coming off the bottom of 2008, the

increasing assets of the Federal Reserve have been highly correlated with

the S&P 500 as we long suspected.

These Covenant Pooled

Funds allow our clients to

access opportunities that are

simply not available through

conventional channels and in

the next edition of the

newsletter we will focus in

much more depth on the

contents of the new pools.

Global Growth Will Be Muted

In the US, Janet Yellen conducted her first policy meeting as chairwoman whereat the Federal

Reserve made the decision to further taper its monthly bond buying to $55 billion.  At the ensuing

press conference, she hinted that we could see a hike in rates about six months or so after the

end of quantitative easing, which analysts are putting at mid-2015.  One of the fallouts is that the

Canadian dollar could remain low through 2014 predicated on US assets such as T-bills gaining

momentum.

China suffered its first domestic corporate bond default.  With China still facing numerous

headwinds and credit growth slowing, many economists are downgrading their GDP growth

forecast for the year.

Elsewhere, deflation still looms in both the Eurozone and Japan despite strong stimulative

measures and Japan has yet to show the significant wage growth necessary in order to sustain a

long-lasting recovery. The outlook for global growth was recently revised downward to 3.6% for

the year by the International Monetary Fund and looking solely at the two largest economies, it is

easy to see why.  It is a picture of a slowly recovering US and a struggling China.

MARKET OUTLOOK

SUMMARY

Momentum stocks have gone out of fashion as we move towards a risk-off situation with investors

clinging to more defensive names, taking risk off the table.  As at the time of issue, US markets are

flat year to date.  Combine that with a dampened outlook for global growth, we see alternative

investments taking centre stage.  Stabilizers such as our Mortgage Pool and Non-Traditional Equity

Pool will help to steady returns while weathering potential storms.

Source: Baird’s Advisory Services Research, 2010



Proceed with Caution

As the Communist Party of China enacts new reforms, it is expected to have positive effects on China’s

growth, maintaining its status as the driver of global growth.  However, policy implementation will be key in

how things play out and in the interim, the tumultuous rise in the shadow banking sector has left us

decidedly tepid.

In Japan, expansion of the Bank of Japan’s balance sheet lead by Shinzo Abe is one of the aggressive moves

in place in an attempt to end years of deflation but only time will tell whether it is a success or another failed

experiment.
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THE TEAM

Travels & Anniversaries!

This past quarter has been one filled with travels, anniversaries and in some cases both.  Stephen

and his wife Sue celebrated their 30th wedding anniversary this past February in England and France.
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With the eventual line-up of four pooled funds and the upcoming launch of our Traditional Equity

Pool, it is important to speak with your Portfolio Manager to ensure we have the appropriate

documentation to proceed with these changes if you haven’t done so in the past few months.

Lastly, we look forward to unveiling some enhancements to our client statements that will help to

achieve an even greater level of transparency through our reporting.

1984 2014

Amanda along with her husband Tim also celebrated their 5th wedding anniversary in the Mayan

Riviera.  In February, Elyse experienced her first trip to New York and is already planning her next

trip out; one highlight she shared was seeing Les Miserables on Broadway.

As we celebrate the Year of the Horse according to the Chinese

Zodiac, Victor returned to his homeland of Singapore to spend time

with his family during Chinese New Year.

During spring break, Glenn along with his family celebrated his

mother in law’s 70th birthday in Ontario and following the festivities

seized the opportunity to visit its US neighbour New York for a few

days, marking his sons’ first journey to see the bright lights. (Left to

right: Colin, Evan and Sean).


