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Everett School Employee Benefit Tr.
Darla Van Duren

PO Box 2098

Everett, Washington 98213

Dear Darla:

Enclosed is your third quarter, 2013 report including investment results, transactions,
summary of investments, and a fee statement.

Incept.

SUSPURN ¢ i f B B YTD 1.Year 3Years - 09-03-08 oo
Everett School Emp. Benefit Trust 0.2% 0.3% 0.3% 1.2% 1.6%
Fixed Income 0.2% 0.3% 0.4% 1.3% 1.8%
BAML 1 Yr Treasury Note 0.1% 0.2% 0.3% 0.4% 0.5%

In May, the Federal Reserve started warning that the economy was performing well
enough to allow a reduction in their bond purchasing program. Known as tapering, this
induced a bond bear market which took the 10-year Treasury note from about 1.60% to
3.00% in early September. Through August, it was the worst start to the bond market ever
recorded by The B of A Merrill Lynch US Broad Market Index since its initiation 38
years ago.

The bear market continued despite news from Syria, emerging market concerns and a
slower rate of improvement in the US economy. As US growth appeared to slow,
economists began reducing their expectations of “tapering” to “taper-lite” still expecting
a reduction in purchases to be announced in September. Bond rates declined modestly
and were helped further when Larry Summers, who was considered a hawkish or
conservative candidate to be the Fed’s new chairman, withdrew his name from
contention. Then, on September 18®, the Fed shocked Wall Street by not tapering at all.
That day, the yield on the 10-year Treasury note fell from 2.90% to 2.67%. This rate has
continued to drift lower to 2.62% at the end of the third quarter.

The broad bond market eked out a 0.5% return in the third quarter. Bond prices declined
modestly but the interest earned was enough to generate a gain.

Your portfolio performed better than its benchmark this quarter despite a large cash
balance. Cash had built up due to your lower than anticipated rate of withdrawals. We
recently received guidance from you that will enable us to begin reinvesting this cash
again,

EVERETT SCHOoML
0CT 28 20
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We all wish the economy was growing faster, even more so given the depth of the
preceding recession. Yet Real Gross Domestic Product is growing at 2.5%, near its 2.6%
20-year average. Inflation remains low by most measures although the leading indicators
of inflation are signaling a future rate of about 2%. The Chicago Federal Reserve reports
that financial conditions are the best they have been since 2007, a near record for
accommodative financing. Unemployment has not fallen as much as anyone would like
and the improvement has been discredited by some as coming from a decline in the
workforce, not by the creation of new jobs. Some private studies indicate that the decline
in the workforce has resulted in part from demographics as the workforce ages and a
larger percentage of younger workers pursue higher education. In addition, some of the
decline has been secular resulting from a mismatch between the skills of the unemployed
and post-recession jobs that have been created. Demographics alone may account for
over one-half of the decline in participation rate.

In addition to buying $85 billion.in.Treasury.and mortgage.securities.every month the. ...

Federal Reserve maintains its unprecedented zero rate interest policy. These were tools
for extraordinary times but we believe that the economy is much closer to normal than
when these tools were implemented. If the Federal Reserve cannot begin to reduce
accommodation now, when can it? Reducing accommodation is not tightening monetary
policy. It is akin easing off on the gas pedal, not taping the breaks.

Finally, the Fed has hoped that “future guidance” on the direction of monetary policy
would be another monetary tool. But to work, “future guidance™ must be credible.
Guiding the markets to tapering over four months and then making a surprise
announcement to not taper has damaged the Fed’s credibility.

With future policy less certain market volatility and interest rates should increase. We
remain cautious investors of your fixed income assets.

If you have any questions or comments, please do not hesitate to contact any of us at

Becker Capital.
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