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CURRENT QUARTER
Rate of Return @ December 31, 2013

General Fund Bond Fund*

5.3% 0.2%

*Name changed to Fixed Income Fund as of Jan. 1, 2014

GENERAL FUND
Rate of Return @ December 31, 2013

13.0% | 13.0%
7.1%

Current YTD  One Three Five Ten
12 Months ~ Year* Year* Year* Year*

*Annual Compounded

BOND FUND
Rate of Return @ December 31, 2013

4.5% 5.1%
alil

Current YTD  One Three Five Ten
12 Months ~ Year* Year* Year* Year*

*Annual Compounded

GENERAL FUND ASSET ALLOCATION
As @ December 31, 2013

CANADIAN EQUITIES 33.4%
FOREIGN EQUITIES 28.4%
BONDS 23.2%

COMMERCIAL MORTGAGES 5.2%

BOND FUND ASSET ALLOCATION:

As at December 31, 2013, the percentage of assets by
investment categories was 100% in government bonds
and corporate debt securities.

THERE IS A LOT OF TALK ABOUT BONDS

Recent news reports have described euphoria in the stock market, and an ever increasing fear
seeping into the bond market. These headlines have had many investors abandoning their
disciplined, balanced approach as they jump out of bonds and dive into equities.

Bonds have had a great 30-year run. During this period, interest rates fell from their lofty heights
of 18% in the 1980s to around 1% currently. As | discussed in the previous Your Money Matters,
this drop generated significant capital gains, which resulted in excellent returns both for investors
and for our Members. However, this trend has come to an end. Investors will now have to come
to terms with living in a rising interest rate environment, or at the very least a “stagnant” period,
where returns are not what they once were.

WHAT DOES THIS MEAN FOR YOU? It means that rising interest rates will put downward pressure
on returns. While both the General and Fixed Income Funds include bonds, for those only
invested in the Fixed Income Fund, returns could be below desired results for the next little while.

THEN WHY REMAIN IN BONDS? Bonds are a valued asset class that belong in every
well-constructed portfolio. While every asset class goes through ups and downs, unless the
situation is thought to be permanent, the expectation that an asset class could post a low or
even a negative return is not reason enough to abandon the class altogether. Rather, it is an
indication that the asset class should be managed.

WHAT IS AFBS DOING TO MANAGE THIS SITUATION? AFBS remains committed to bonds.
However, we have taken steps to manage the asset class given the current economic environment.
AFBS and its bond managers have taken the following steps:

¢ Reducing the time to maturity of our average bonds. This means that when interest rates go
up, we can get reinvested at these higher rates sooner. This limits the capital loss.

Introducing Commercial Mortgages to both the General Fund and the Bond Fund, and now
because the Bond Fund no longer holds only bonds, as of Jan. 1, 2014 we have changed the
name of fund to the Fixed Income Fund. This is good news for our Members,

as not only do Commercial Mortgages

pay higher interest income, they return

our investment faster, which permits

us to invest in the higher interest rates

much sooner. This limits the capital

loss while improving returns.

Adding Prime Canadian Real Estate to
the General Fund. Diversification into
this elite asset class reduces the overall
risk of the Fund while enhancing
returns.

For the record, we at AFBS want interest
rates to rise. While we despise capital
losses, we abhor persistently low interest
rates. We understand that many of our
Members, especially our senior members,
rely on interest income as a reliable
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source of funds for retirement, and
a rate of 1% simply does not meet
their needs. We would ultimately
like to see interest rates and yield at
a more sustainable level, in the area
of 4%. In order to get there, we will
have to deal with the less-than-ideal
conditions that result from rising
interest rates. However, with the
changes AFBS has put in place, it is
our objective to capitalize as much
as possible on the opportunities
that exist amidst these economic
conditions.

To view previous editions of
Your Money Matters, visit afbs.ca.

LOSES

BILL GROSS Wiy

Bill Gross learned to play the bond market at the blackjack table. Just out of college in the 1960s,
he made a living for a while as a professional blackjack player in Las Vegas. He was not working
for a casino, but was betting his own money; it sharpened his mental reflexes. Soon after, he
started his own bond trading firm, Pacific Investment Management Co., known simply by its
acronym: Pimco. Today, Pimco is the world’s largest mutual fund.

Bill Gross is the Bond King, a legend in the investment world, and yet the smartest bond trader in
the world lost money last year, for the first time since 1994. Gross has an amazing track record, but
2013 was too much for him. He bet the farm on his take

on the economy, and doubled down at the bond table.

Gross made his plans public last May. His idea was
based on an assumption that the American economy
was going to limp along and the U.S. Federal Reserve
Board would keep interest rates low. As we now know,
he was wrong. Instead of staying put, the 10-year

U.S. bond, the gold standard in the bond market, rose
from 1.76% in January of 2013 to 3.03% at the end of
December. This spelled disaster for Gross.

Even his trading
sense couldn’t

save him from a
negative return.

Another big loser last year was Brazilian bonds. Gross
said the Brazilian economy was strong and its currency,
the Real, would protect investors. Instead, the Brazilian
Real fell 13% against the U.S. dollar — an expensive
mistake.

This is the Bill Gross way of doing things: he uses the

big picture idea to make money, and it’s worked in the past. An analysis by Bloomberg News
said Gross was meditating during a yoga session in 2005 and started to worry about a housing
bubble. (Source) To test his hunch, he sent his employees out posing as buyers. Because of their
findings, he steered clear of bonds invested in subprime mortgages.

The Bond King is still super rich. Gross is worth an estimated USS$2.2 billion, and is number 258
on the Forbes 400 list of the richest people in the United States. Forbes lists him as the one of
the seven most powerful financiers in the world, but unlike many others in the .001%, he thinks
he should be paying more taxes. The title of his newsletter on the subject was Scrooge McDucks,
and in the piece Gross declares that his fellow billionaires are as lucky as they are smart and they
should stop hoarding their cash. (Source)

“You did not, as President Obama averred, ‘build that,” you did not create that wave,” he wrote.
“You rode it. And now it’s time to kick out and share some of your good fortune by paying higher
taxes or reforming them to favour economic growth and labour, as opposed to corporate profits
and individual gazillions.”

Bonds aren’t Gross’s only obsession; he’s also a stamp collector, only one of three people to collect
every stamp issued by the United States in the 19th century. In 2005, he paid US$3 million for a
misprinted stamp from 1918 that shows a biplane flying upside down. He then traded it for an
1888 Benjamin Franklin stamp, completing his 19th century collection.

He’s clearly a wheeler-dealer extraordinaire, but even his trading sense couldn’t save him from a
negative return in the bond market last year.
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http://www.bloomberg.com/apps/news?pid=nw&pname=mm_0408_story3.html
http://www.pimco.com/EN/Insights/Pages/Scrooge-McDucks.aspx
https://www.afbs.ca/public/index.php/documents/index/categoryid/82/mapid/600

DEFLATION:

THE BIG UNKNOWN

FRED LANGAN

You’ve just starred in a new commercial, the first one you’ve shot in 3-D. The residuals are pouring
in so why not spring $2,000 for a 55" TV so you can watch it in 3-D? On the other hand, you’ve
been reading the business pages and the predictions are that the price will be $1,900 next month,
and maybe $1,850 the month after. Being a rational economic being, you decide to wait.

That’s deflation. People put off buying because prices keep falling; no one wants to be the sucker
who paid the top price. When that behaviour spreads, the economy collapses. That is what
happened in Canada and the United States during the Great Depression, which was kicked off
by the stock market crash of 1929. It is why many economists fear deflation — falling prices —
more than they do the rising prices of inflation.

“In the four years to 1933, American consumer prices fell by 25% and real GDP (the overall
economy) by 30%. Runaway deflation of this sort can be much more damaging than runaway
inflation, because it creates a vicious spiral that it hard to escape,” said an explainer on the

subject buried deep in The Economist website. (Source) Peo P le P ut

Another downside to deflation is that it hits people who are in debt. Say you have a $200,000 Oﬁ b uyi n g
mortgage at 3.2%. The monthly payment is $967. In a period of deflation your income would
fall, making it more difficult to pay the loan. Even though interest rates stay low, the debt because

becomes more of a crushing burden the longer deflation persists.

Deflation is almost an unknown phenomenon in the advanced economies of Canada, the U.S,, p rl CeS kee p
and Europe. Ever since the mid-1930s most prices have gone up, with an exception being fal I I ng

technology, both goods and services. Everything from computers and TVs to phone bills are !
cheaper than 30 years ago, when calculated as a percentage of take-home pay. Salaries and
fees paid to freelancers have risen over the long term, as have property prices — most people’s
biggest investment.

It wasn’t always this way. The price of real estate in England actually fell in the century between
the Battle of Waterloo, 1815, and the start of the First World War in 1914.

All of sudden the word deflation is popping up not just in theoretical terms, but in articles
worrying that the Euro zone countries are heading for inflation, and in speeches by the new
Governor of the Bank of Canada, Stephen Poloz. Since inflation is below 1%, in his first interview
this year he said that the Bank of Canada’s interest rate will stay put.

This comes at a time when rates in the bond market are rising, in particular in the United States,
as Bill Gross found out the hard way. Lower rates in Canada will probably push the Canadian
dollar even lower and they could prolong the Canadian housing bubble.

Just the thought of the word deflation has the financial world on edge. Some prices such as
airfares are rising, and those are not part of so-called ‘core’ inflation. It all makes predicting
whether 2014 is the year to splurge on that TV or not a tough call.

ur wealth. Supporting your dream.



http://www.economist.com/economics-a-to-z/d

CHANGES COMING
TO QUARTERLY REPORTS

At AFBS, we strive to keep our operational costs low, so that we
can maximize the benefit to you, our Members.

With postage costs increasing dramatically, if you receive Your Money
Matters and your Account Statement quarterly, you will now only
receive them annually in this mail package.

We will continue to prepare Your Money Matters on a quarterly basis.
However, the quarterly editions will only be published digitally to
afbs.ca.

With respect to your Account Statement, it is now available monthly
online! In order to protect your privacy, it is posted to the secure
Members’ Area of afbs.ca, where you can also access other tools
and information that are personalized to you.

If you wish to revert to receiving Your Money Matters and your Account
Statement quarterly via mail, please call us at 1-800-387-8897, ext. 100.

The AFBS Tax-Free Savings Account is a flexible, general-purpose
savings vehicle that allows you to earn tax-free investment
income, and make tax-free withdrawals.

If you’re a Canadian resident and over 18 years old, you're eligible
to sign up for a TFSA.

So why not start saving today? For more information,
visit afbs.ca, or give us a call at 1-800-387-8897.

For AFBS updates and
reminders, follow us at
facebook.com/17000Stories
and on Twitter@17000Stories

INSURANCE
REMINDER

The new Insurance Benefit Year
commences March 1, 2014, and your
coverage may change.

Your Insurance Renewal package will
be arriving in the mail shortly. Please
review its contents and if you'd like to
take advantage of one of the options
listed on your Insurance Statement,
please submit your completed Form
01, or login at afbs.ca and use Quick
Pay. The deadline to act is midnight
(EDT) on March 31st, 2014.

For help reading your statement,
please see the guide included in your
package.

If you have any questions about
your coverage or the annual
Insurance Renewal, don’t hesitate
to contact us at 1-800-387-8897 or
benefits@afbs.ca.

RRSP DEADLINE

The deadline to top up your RRSP is
March 3rd, 2014.

Not sure where you stand? See afbs.ca
for a short video about your new
personalized AFBS RRSP Calculator.

320 - 1155 Pender Street West
Vancouver, British Columbia V6E 2P4
T: 604-801-6550 or 1-866-801-6550

F: 604-801-6580

afbswest@afbs.ca

1000 Yonge Street

Toronto, Ontario M4W 2K2

T: 416-967-6600 or 1-800-387-8897
F: 416-967-4744 or 1-888-804-8929
benefits@afbs.ca

SAVE THE DATE

Our AGM wiill take place on Monday,
June 2nd, 2014 at the TIFF Bell Lightbox
in Toronto.

In just seconds you can reduce the
amount of mail we send in preparation
for the AGM. Simply consent to
receive the Annual Report digitally at
afbsgetconnected.com.
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