Taking Stock with Steele
ISSUE 47 | MARCH 2015

Your Monthly Newsletter
____________________________________________________________________________________________
The purpose of this newsletter is to share insights and expertise. Our goal is to ensure that our clients are
well-informed of changes affecting local business decisions and our investment recommendations.
We believe Knowledge Pays and we want our knowledge to help pay for you.

ANTI-LIFE INSURANCE?

INSURANCE TO PROTECT AGAINST LIVING TOO LONG

Longevity insurance/annuities, like a traditional immediate annuity, allows you to
convert a lump sum into a pension-like stream of income but unlike a traditional
immediate annuity, this stream of income does not start until later in life, and hence it
is cheaper. Combining an age 85 longevity annuity with an investment portfolio that is
estimated to be exhausted by age 85 adds some certainty to one’s retirement income.
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• Prevents you from having to modify your lifestyle in response to good health and
expectations of a longer than average life.
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Cons of Buying a Longevity Annuity:
• Reduces income and estate value should you die before the annuity begins.

U.S. Treasury

Pros of Buying a Longevity Annuity:
• Ensures you will not run out of money before death allowing you to draw down your
investment assets as planned.
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• As with many niche insurance/annuity products, it is expensive, and with interest
rates at historical lows, the implied rate of return on longevity annuities is low.
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• Buying an annuity ties up capital that otherwise could have been invested. If your
return on investments is materially higher than the annuity’s return assumption, it
will have been better to simply invest the capital.

5 year

1.64%

10 year

2.15%

30 year

2.74%

• Annuity income is tax inefficient relative to a typical investment portfolio.
If you are under age 65, are afraid of running out of money and you feel that you’re
healthy enough to live well past age 85, a longevity annuity could be for you.

RIDING THE CURVE A CATALOGUE OF OUR MONTHLY FIXED INCOME FAVOURITES
First Trust Global Risk Managed Income Fund (ETP)
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• First Trust ETP seeks to hold an optimally efficient portfolio of a group of liquid and
well capitalized income ETFs and maximize risk adjusted return on a weekly basis

Exchange
Rates

• Targets a 4% annual distribution; the fixed income allocation has a duration of 5 yrs

CAD/USD 0.787

Aimia Preferred C (AIM.PR.C)

USD/EUR 1.061

• Aimia operates a loyalty management company in Canada and internationally

JPY/USD

• The shares are callable or reset at 4.20% + the 5-year GofC bond on March 31st, 2019
• At $25.00, the issue has a yield-to-call (soft) of 6.25% and is rated Pfd-3
\
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ECONOMIC TIDBITS GREECE AND THE EU SORT OF AGREE & BOC IGNITES RATE UNCERTAINTY
• Greek and EU politicians agreed in principle to a
four month bailout extension allaying fears of a
Greek exit from the Eurozone in the near-term.
Greek and European markets rallied on the
announcement and should benefit from the ECB’s
bond buying program which is now underway.
Discussions are still underway and markets
remain attentive to the Greece-EU situation.
• Volatility in Canadian interest rate expectations
is high as Bank of Canada (BoC) Governor Poloz
stated he will not provide forward guidance with
respect to interest rates. After some satisfactory
economic data in early March, the BoC failed to cut
interest rates as expected and signaled it will not
unless the economic outlook worsens. There is
now a 50/50 chance of another rate cut in 2015.

LE JIT A “JUST-IN-TIME” RUNDOWN OF OUR CURRENT INVESTMENT THEME
Digging Through the Ashes of the Energy Sector Meltdown

• Russel Metals (RUS) and Pason Systems (PSI) are two investment ideas related to this theme.
• Russel processes and distributes steel and other metal products across North America. Russel has fallen
~35% from its August 2014 high and its shares now yield a historically high 6.1%. Over the past 12
months, 47% of Russel’s revenues were derived from its energy business, but with 25% linked to
pipelines and valves/fittings, only 22% is truly at risk of exposure to spending cuts in the coming year. The
remaining 53% of revenues are derived from businesses that are expanding as a lower Canadian dollar
and lower oil prices boost manufacturing sector growth in Central Canada. Russel shares may be oversold
based on its limited exposure to the Energy sector in Canada.
• Pason provides instrumentation systems to oil and gas drillers. The stock is down almost 50% from its
August 2014 high. Pason is 100% exposed to the decline in drilling activity as Pason’s sole product
offering is technology and systems that allow drillers to optimize their drilling process. That said, Pason
has a net cash position of $150 million which will help it weather the downturn, and it trades at an
attractive valuation of 14x trailing earnings (12.5x ex-cash) versus a historical valuation of 25-35x
earnings. At its current valuation, Pason is an excellent acquisition target for the large drilling companies.
• Feel free to ask a member of our team for more information on these securities.

JEANNINE’S TIP O’ THE MONTH TAX DOCUMENTS
Wondering if you have all your Tax Documents for the Accountant? You can view and print all of your tax documents through
your online access. This is the same access you use to view all of your account information and account statements. Please visit
the “Account Login” section on our website, www.steelewealthmanagement.com, or call us at (519) 883-6060 for more info.
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This newsletter has been brought to you by Steele Wealth Management
Brian Steele, CA, CPA, CFA | Jeannine Campbell | Laura Prust, CPCA
Kelly Edmonds | Matthew Bell, CFA
Phone: (519) 883-6030 Toll-Free: 1 (877) 642-6408
Email: steelewealthmanagement@raymondjames.ca
Address: 1001-20 Erb Street West | Waterloo, Ontario | N2L 1T2
Website: www.steelewealthmanagement.com
To opt out of receiving this newsletter, please reply to this e-mail with the word “Unsubscribe” in the subject
line.
If you know someone who would benefit from receiving this newsletter, please forward it to them and let them
know they can subscribe by emailing us at: steelewealthmanagement@raymondjames.ca

Any bond, debenture or preferred share ratings listed within this newsletter are those of DBRS (Dominion Bond Rating Service).
All rates mentioned within this newsletter are as of March 15th, 2015, unless otherwise stated. Rates have been sourced from Bloomberg.
This newsletter has been prepared by Steele Wealth Management and expresses the opinions of the author and not necessarily those of Raymond
James Ltd. (RJL). Statistics, factual data and other information are from sources RJL believes to be reliable but their accuracy cannot be
guaranteed. This newsletter is furnished on the basis and understanding that RJL is to be under no liability whatsoever in respect thereof. It is for
information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities. RJL and its officers, directors,
employees and their families may from time to time invest in the securities discussed in this newsletter. This newsletter is intended for distribution
only in those jurisdictions where RJL is registered as a dealer in securities. Any distribution or dissemination of this newsletter in any other
jurisdiction is strictly prohibited. Securities-related products and services are offered through Raymond James Ltd. Member-Canadian Investor
Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a Member-Canadian
Investor Protection Fund.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the
prospectus before investing. The indicated rates of return are the historical annual compounded total returns including changes in unit value
and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable
by any security holder that would have reduced returns. Mutual funds and other securities are not insured nor guaranteed, their values change
frequently and past performance may not be repeated. Raymond James Ltd. is a Member Canadian Investor Protection Fund.
As the investment products listed in this newsletter may not be appropriate for everyone, a recommendation would only be made following a
personal review of an individual’s portfolio and risk tolerance.

