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Executive Summary 
The Aventine Stable Income Fund gained 1.0% after fees and expenses in June, rebounding well from 
May’s shallow decline.  The Canadian investment markets have seen big changes take place since our 
last letter and on balance those changes have played into our positioning.  We had noted several 
times in prior letters that (contrary to the consensus view) the probability of a 2017 rate hike by the 
Bank of Canada was too low given strong economic growth over the past 12 months. With the 
tightening campaign now underway we expect gradual, upward trends in interest rates and the 
Canadian dollar to solidify.  At the present time we are fully invested and continue to see attractive 
opportunities in low duration hybrid income securities such as rate reset preferred shares, senior 
loans, convertible bonds and structured notes - asset classes which collectively represent 
approximately 47% of the Fund’s capital.   

Performance and Positioning as at June 30, 2017

 Performance, Net of Fees   Periods > 1Yr. are annualized  Risk Annualized

1Mo. 3Mo. 1Yr. 3Yr. 5yr. Incep. Vol. Beta Corr. 

ASI 1.0% 0.0% 9.4% 4.0% 4.9% 8.4% 5.1% 0.57 0.61 

BM 0.2% 0.0% 8.0% 1.8% 4.0% 6.9% 5.4% 1.00 1.00 

“ASI” is Aventine Stable Income.  “BM” is Benchmark.  The inception date for ASI is December 1, 2008.  The performance track record presented prior to January 1, 2017 is the 
Aventine Stable Strategy.  The Aventine Stable Income Fund was launched on January 13, 2017.  The Benchmark is equal weights Canadian Universe Bond Total Return, S&P/TSX 
Preferred Share Total Return and S&P/TSX Composite Total Return.  Volatility is calculated as the annualized standard deviation of monthly total returns.  Beta and Correlation of 
the Fund are calculated against the Benchmark.  
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Fund Commentary 
After suffering its first month of negative performance in May the Aventine Stable Income Fund (“ASIF”) 
rebounded very well in June, outperforming its benchmark by 0.8% and ending the month within 0.2% of 
a new all-time high.  The Fund generated positive returns in its Canadian preferred share, US equity and 
US fixed income allocations while Canadian fixed income was flat.  Canadian equities and foreign 
exchange (“FX”) were the only drags on the portfolio during the month.   

Given the size of recent moves in the FX market it perhaps makes a bit of sense to clarify this area of 
ASIF portfolio operations for investors.  As a Canadian income fund that is permitted to invest in US 
dollar denominated securities we have adopted a policy which contains guidelines for managing our 
exposure to fluctuations in foreign exchange rates between the C$ and US$.  The policy states that we 
are required to hedge between 50% and 100% of our foreign currency exposure but provides manager 
discretion with respect to the dynamic (method and size) within that band. At the recent Canadian 
dollar low around $1.37 back in May the Fund had 100% of its US dollar exposure hedged. As the 
Loonie appreciated we reduced the hedge at a measured pace and at the current $1.27 level our 
hedges are at the minimum 50% level.  Our belief is that over the next 6-12 months we will see the 
Canadian dollar rise in value, however the recent move was too far / too fast and we will look to add 
back some of our hedges on a pullback.   

Our thoughts on Canadian interest rates are similar to those on the dollar.  We expect rates to grind 
higher at a reasonable pace with ups and downs along the way, and for shorter term rates to rise more 
than longer term rates (a “flattening yield curve”). The transition from monetary easing to tightening in 
a complex economy is like turning a very large ship at high speed.  There are likely to be jolts in the near 
term as policy changes introduce some uncertainty and volatility back into Canadian markets, but on 
the whole this will be a measured, calculated and well-telegraphed process.  After working hard to 
manage the Canadian economy through a difficult adjustment to lower commodity prices, we don’t 
anticipate that the authorities will suddenly become reckless and jeopardize the relative stability they 
have engineered.   

Our portfolio allocation is based on the expectation that Canadian and US interest rates will further 
converge as the “emergency level” stimulus is backed off, but we are also wary of any forecasts 
suggesting 5% prime rates at the banks anytime soon.  In absolute terms, the rise in Canadian 5-year 
bond yields since November last year is comparable to the mid-2013 spike, which caused bond ETFs to 
fall 6-10% and income equities like REITs to shed 15-20%. To date investors haven’t been hit in the 
wallet very hard but a quick scan of the markets and our risk models suggest that it’s not all roses out 
there either.  Valuations are high in both equity and credit, financial conditions are tightening, and 
nervous investors appear to be herding into a smaller number of “story” investments.  During the 
second half of 2017 we will see global economic activity begin to soften relative to the past 12 months.  
This will be the next major test for markets and we at Aventine intend to stay ahead of the herd.  

Best Wishes, 

AVENTINE STABLE INCOME Investor Contact 
Shannon Veitch  
sv@aventine.ca   
416-847-1767 x510
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