Taplin, Canida & Habacht

Taplin, Canida & Habacht, LLC

October 1, 2013 BMO Global Asset Management
1001 Brickell Bay Drive
: : Suite 2100
Fixed income market update Miami Florida 33131

p 305-379-2100
f 305-379-4452
tchinc.com

BMO 9 Global Asset Management

A part of BMO Financial Group

TCH



Fixed income market update

For the quarter ended September 30, 2013, the
Barclays U.S. Aggregate Bond Index returned
0.57%. Returns were driven by the 0.95% return
for September following the Fed’s decision not to
begin tapering bond purchases.

U.S. Treasuries realized a positive return for the
guarter (+0.10%) and for the month (+0.70%).
Intermediate Treasuries (+0.41% quarter,
+0.74% month) outperformed long Treasuries
(-2.23% quarter, +0.37% month) as the yield
curve steepened.

. Mortgage-backed securities outperformed
duration-matched Treasuries by 95 basis points

for the quarter and 63 basis points for the month.
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Fixed income market update (continued)

Subsector and Quality Total Returns
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* Credit securities, which returned 0.72% for the
quarter, outperformed duration-matched 0.0
Treasuries by 81 basis points. Long credit
(-0.03% quarter) underperformed intermediate 1.0

(%)

credit (+1.01%) on an absolute basis but
outperformed by 72 basis points on a duration-
adjusted basis.
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the quarter with 140 basis points of excess
return, outperforming industrials (+0.54%), Subsector and Quality Excess Returns
utilities (+0.14%) and non-corporates (+0.37%) 200 4 173
by 71, 80 and 99 basis points of excess return,
respectively. 150 1
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* Arated investment grade securities were the 50 -
best performing from a quality perspective for the 2
quarter with 96 basis points of excess return, =0+
outperforming AAA, AA and BBB rated securities
by 80, 91 and 8 basis points, respectively. 50 | -
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Update on the U.S. economy

Inflation Expectations and Nominal CPI
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Update on the U.S. economy

Job Gain/Losses
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Economic outlook

» The fourth quarter has begun with a partial shutdown of the United States Government. President Obama notified government
agencies that a cessation of services was imminent as several weeks of deliberations within Congress had reached a critical
deadline without an agreement.

» At the center of the debate is an attempt by House Republicans to delay the opening of health care insurance exchanges, which
are set to open Tuesday. Insurance exchanges match individuals and families with competitively-priced health care insurance
plans and were created under the provision of the Affordable Care Act, which mandates that all individuals purchase health
insurance.

* The U.S. Government closure will affect non-essential services such as National Parks and passport and drivers license
renewals. Economists estimate that the shutdown could cost the economy up to $2 billion dollars as roughly 800,000 U.S.
Federal government workers have been put on temporary unpaid leave. Based on these figures, the shutdown may result in a
reduction of U.S. quarterly GDP by 0.15% for each week it persists.

* While a partisan standoff over the budget to keep the U.S. Government running is already cause for concern, our greater worry is
that such brinkmanship will further complicate the debate surrounding America’s borrowing limit. According to U.S. Treasury
Secretary Jack Lew, the government will exceed its limit on October 17, but Congressional Republicans are standing firm on the
list of concessions they want President Obama to make before they will agree to extend the borrowing limit.

» Markets posted a muted reaction to the news as this is the third time budget negotiations have gone to the wire under the Obama
administration. However, one factor that will likely complicate this go-round is a statement released by the commissioner of the
Bureau of Labor Statistics stating, “All survey and other program operations will cease, and the public web site will not be
updated.” This would include the release of the non-farm payrolls data, an ever more critical data point for investors trying to
forecast when, or if, the Federal Reserve will begin tapering its purchases of U.S. Treasuries and Agency Mortgage-Backed
Securities.
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Economic outlook

e The Federal Reserve surprised most investors on September 18™ by continuing to purchase $85 billion a month of U.S.
Treasuries and MBS. Following Chairman Bernanke’s comments in May, and those of several of the FOMC Committee members,
the consensus amongst economists, strategists and investors was that the central bank would likely remove a modest amount of
stimulus, e.g., a $10 billion reduction in purchases. In fact, as U.S. Treasury yields matriculated higher, it appeared that such
action was being “priced in” and justifiably so, as Fed commentary aside, the nation’s unemployment rate had declined to 7.3%,
very close to the “about 7%” Chairman Bernanke indicated as a critical level at which markets might anticipate the tapering of
purchases. Furthermore, the Committee’s outlook is for economic growth to increase at a “moderate pace” into 2014. Even after
the Fed amended its outlook for growth to “modest,” the scorecard still seemed in favor of tapering, so why did the committee
unanimously vote to maintain the program, and why did the market score this incorrectly? In our view, there were two
predominant areas of confusion -- investor misinterpretation and Fed miscommunication.

* When it has come to assessing and positioning ahead of this Committee’s directives, the simpler of two interoperations has
consistently led to the better outcomes. Mr. Bernanke did not affirm nor deny that the September 18™" meeting would result in a
tapering off of purchases. He was in fact, completely neutral. While the Fed’s expectations between the future paths of key
economic measures remained favorable, the divergence between the actual data and the expected data remained wide. For
instance, since early 2008, real personal consumption expenditures, which accounts for approximately 70% of U.S. GDP, has
grown at an average annual rate of 1.1%, easily the weakest period of consumer demand since the Great Depression. While the
Fed may expect that longer term consumption will approach 2%, will it be able to do so when the majority of the decline in the
nation’s unemployment rate is coming from a shrinking labor force, the federal government is facing a mandatory shutdown and
the Federal Reserve is removing stimulus? In our view, the answer is decidedly “no.”

* The second area of contention is the Fed’'s communication itself. To be sure, a more transparent Federal Reserve can be very
effective provided it remains consistent. There is no question that both Chairman Bernanke and the Committee as a whole have
qualified their remarks as being subject to the data. However, this recent string of communications shows a lack of consistency.
For example, while the Fed has been concerned about the poor mix of the nation’s labor market, it has made no such revision as
to what that means for the unemployment rate as a policy toggle. Likewise, if the Fed’s views of central tendencies are skewed
towards more near term outcomes, to what extent is a reduction from “moderate” to “modest” growth material to policy decisions?
Ultimately, the Committee may feel that such communications are too transparent, which may be a valid view; however, it is also
their responsibility to recognize that the market has been conditioned nonetheless. As we now enter the fourth quarter, a critical
factor for both the markets and the U.S. economy will be how the central bank manages expectations on these two separate
fronts.
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Fixed income returns as of September 30, 2013

Index Returns as of September 30, 2013
Total Return (%) Excess Return (%)
One Month Recent Quarter Year-to-date One Month Recent Quarter Year-to-date
U.S. Aggregate 0.95 0.57 -1.89 0.20 0.51 0.17
U.S. Treasury 0.70 0.10 -2.01 0.00 0.00 0.00,
Intermediate 0.74 0.41 -0.88 0.00 0.00 0.00
Long 0.37 -2.23 -9.88 0.00 0.00 0.00
lAgencies 0.83 0.44 -1.51 0.20 0.18 -0.43]
U.S. MBS 1.41 1.03 -1.00 0.63 0.95 0.42
U.S. Credit 0.83 0.72 -2.62 0.00 0.81 0.24|
Intermediate 0.94 1.01 -0.85 0.08 0.61 0.45
Long 0.51 -0.03 -8.04 -0.21 1.33 -0.25
Industrial 0.63 0.54 -3.63 -0.25 0.69 -0.04]
Utility 0.17 0.14 -3.90 -0.65 0.60 0.70,
Financial 0.99 1.54 -0.42 0.20 1.40 1.73
Non-Corporate 1.32 0.37 -3.99 0.54 0.41 -1.16
Aaa 0.63 0.43 -1.18 -0.02 0.16 0.07
Aa 0.77 0.46 -2.99 0.00 0.05 0.55
A 0.75 0.82 -2.79 -0.06 0.96 0.51
Baa 0.96 0.77 -3.36 0.07 0.88 0.08

Source: Barclays
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Disclosure

This is not intended to serve as a complete analysis of every material fact regarding any company, industry or security. The opinions expressed here
reflect our judgment at this date and are subject to change. Information has been obtained from sources we consider to be reliable, but we cannot
guarantee the accuracy. This publication is prepared for general information only. This material does not constitute investment advice and is not
intended as an endorsement of any specific investment. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any specific person who may receive this report. Investors should seek advice regarding the appropriateness of investing in any
securities or investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not
be realized. Investment involves risk. Market conditions and trends will fluctuate. The value of an investment as well as income associated with
investments may rise or fall. Accordingly, investors may receive back less than originally invested. Investments cannot be made in an index. Past
performance is not necessarily a guide to future performance.

Taplin, Canida & Habacht, LLC is a registered investment adviser and a majority owned subsidiary of BMO Asset Management Corp., which is a
subsidiary of BMO Financial Corp. BMO Global Asset Management is the brand name for various affiliated entities of BMO Financial Group that provide
trust, custody, securities lending, investment management, and retirement plan services. Certain of the products and services offered under the brand
name BMO Global Asset Management are designed specifically for various categories of investors in a number of different countries and regions.
Products and services are only offered to such investors in those countries and regions in accordance with applicable laws and regulations. BMO
Financial Group is a service mark of Bank of Montreal (BMO).

Investment products are: Not FDIC Insured | No Bank Guarantee | May Lose Value

©2013 BMO Financial Corp.
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