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 Performance, Net of Fees (F-Class)                                                                                     

July 2017 Year to Date Last 12 Months Ann. Since Inception 

0.2% 2.7% 7.9% 8.4% 
 

Distributions Paid to Investors                                                                                                           

July 2017 Year to Date Distribution Yield Portfolio Yield  

$0.40 $2.40 4.7% 7.5% 
 

Current NAV (F) $100.34 Adjusted NAV (F) $102.74 
 

Comparative performance is provided on the following page, detailed performance history available at aventine.ca/performance/ 
 

Executive Summary 
The Aventine Stable Income Fund rose 0.2% net of fees and expenses in July and outperformed its 
Benchmark by 0.5%.  Year to date the Fund has generated a 2.7% total return and distributed $2.40 to 
unitholders.  The current yield of the underlying portfolio at the time of writing is 7.5%. 
 
As expected in July, the Bank of Canada delivered on its well-telegraphed intention to increase the 
Overnight Rate by 0.25%, sending bonds and bond-like equities lower while providing a boost to rate 
reset preferred shares and more cyclical equities.  The Bank’s decision to begin removing 
accommodation would have only been made after long and careful deliberation by policy makers on the 
state of the economy.  That they went ahead with it supports our core thesis that Canadian economic 
activity will remain strong enough in the coming year to support a continued gradual pace of interest 
rate increases.  
  
From an allocation standpoint, little has changed at the Fund level over the past few months.  Versus 
our long term targets we continue to be positioned underweight traditional fixed income in favor of 
preferred shares and dividend growing “value” stocks.  However, with summer earnings season now 
mostly complete and many investors out on vacation, our risk and allocation models are suggesting 
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that long-absent volatility could rebound in the coming weeks.  In response to this we have been adding 
some government bonds to the portfolio which are an attractive place to park cash with uncertainty on 
the rise.  
 

Performance and Positioning       as at July 31, 2017 

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

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

ASI 0.2% 0.0% 7.9% 3.8% 4.7% 8.4%  5.0% 0.57 0.61 

BM -0.3% -0.9% 4.7% 1.4% 3.8% 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.   
 

Fund Capital Allocation                              Investment Exposure by Strategy 

 
 

The Resurgence of Covenant Lite Bonds 
Over the past year we have consistently communicated our belief that current interest rates and credit 
spreads do not adequately compensate income-oriented investors for the risks that they are taking.  In 
terms of interest rates, historically low global interest rates have led to historically high prices for 
income generating securities, such as bonds and bond-like stocks (recall there is an inverse 
relationship between price and yield on an income generating asset with a fixed income stream). In 
terms of credit, high investor demands for yield are allowing many low quality companies to borrow 
money at discounted levels relative to the underlying riskiness of their core business.  The profoundly 
poor risk-reward environment for income investing is what encouraged us to launch the Aventine Stable 
Income Fund as an attractive, alternative income vehicle for Canadian investors.  Recently we have 
been finding more evidence that suggests to us bond investors should be wary – the resurgence of the 
“covenant lite” bond issuance.  
   
When a company or government comes to the market seeking to raise money via a loan or bond 
offering there are many restrictions that need to be agreed upon between the lender and the borrower.  
These restrictions are referred to a “covenants” in the bond’s legal documentation.  Covenants can be 
negative (restricting a borrower from doing certain things), or affirmative (requiring a borrower to meet 
certain thresholds).  Frequently used covenants include provisions that prohibit a borrower from taking 
on additional debt beyond a specified cap, or require that they exceed specific financial ratios such as 
interest coverage or net debt to earnings before interest, tax, depreciation or amortization (“EBITDA”, a 
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measure of cash flow). Covenants exist substantially to protect 
the lender and safeguard them in the event that a borrower’s 
financial position begins to significantly deteriorate. Violating a 
covenant often puts a borrower into default and may enable the 
lender to call the loan or apply penalties.  

When capital for lending is scarce, borrowers who require access 
to debt financing must agree to severely restrictive covenants. 
But in markets where investors are flush and competing for yield 
the balance of power tends to shift from lender to borrower.  In 
this environment borrowers are striking most, if not all, of the 
standard “financial maintenance” covenants from their lending 
agreements. The chart at right, from a recent “Buttonwood” 
article in The Economist shows that nearly two-thirds of all loans issued so far this year have zero 
restrictive financial covenants, up from roughly 27% in 2015. Additionally, Buttonwood notes that in 
many cases the borrowers are actually placing restrictions on lenders, such as preventing them from 
selling loans to potentially hostile or activist investors.   

This isn’t the first time that we have seen low quality companies borrowing at low interest rates with 
few financial restrictions.  Covenant lite deals tend to come out towards the top of every credit cycle 
and this should serve as a very real warning to individuals with large fixed income exposures.  Investors 
in cov-lite bonds will get the worst of it when corporate default rates eventually rise because their loss 
rates will be far higher than what they could be with better protection.  The Aventine Stable Income 
Fund has a small exposure to corporate loans and zero exposure to low quality, highly levered 
corporate bond issues.  

Thank you for your investment in the Aventine Stable Income Fund.  Your partnership is very valuable to 
us and we consider ourselves fortunate to be managing a portion of your capital. 

Best Wishes, 

AVENTINE STABLE INCOME Investor Contact 
Shannon Veitch 
sv@aventine.ca 

416-847-1767 x510
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