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Equity markets registered new highs during the third quarter, although a downdraft in the final week left mixed results for investors.   In the 
face of a growing number of geopolitical hotspots, and drawing ever closer to the final months of bond purchases by the U.S. Federal Re-
serve, stocks took pause, and retreated from their highest levels.  In the third quarter the S&P/TSX Composite Index actually declined by 
1.2% and provided a total return of -0.6%, its first negative quarterly return since Q2-2013.  The S&P500 Index recorded an advance of 0.6%, 
but when adjusted for dividends and currency, in Canadian dollar terms achieved a total return of 6.3%.  The Dow Jones Industrial Index, 
recorded a total return (Cdn funds) of 7.1%, but the Russell 2000 Index, posted a loss of 2.65%. 

Interest rates in North America declined through most of the quarter, but rose markedly from the end of August.   Ten year Canada yields 
closed the quarter at 2.23%, versus 2.14% at the end of June.  U.S. 10 year Treasuries ended the quarter at a 2.59% yield, compared to 
2.53% at mid-year.   

Although North American economies continued to improve somewhat during the quarter, Europe’s economic activity remained listless at 
best.  Even Germany lagged.  And now, with sanctions being applied to Russia as a result of its aggressions in the Ukraine, it is difficult to see 
much of a path to growth for the immediate future.  German 10 Year Bunds rallied in the quarter, driving rates to less than 1% at the low 
point.  Low yields throughout Europe are also playing a role in keeping North American rates depressed, even though the outlook for U.S. 
economic growth in the 4th quarter is 3.0%.  More of the same is predicted for the U.S. economy in 2015 (+3.0%).  Canadian GDP is not ex-
pected to keep pace.  Fourth quarter Canadian GDP could hit 2.4%, and is estimated to be 2.5% next year.  Other than interest rates needing 
at some time to correct from very low ‘emergency’ levels, it is tough to build an economic case for significantly higher rates in the next few 
quarters.  

Over the last three months, the Canadian dollar declined 4.4 cents to close at $0.8932 U.S.   It is hard to see the Canadian currency advanc-
ing, or even holding its own over the next year or so.  Manufacturing is still weak, housing has been strong, but is showing signs of exhaus-
tion, and the price of oil is weak due to a world imbalance in supply over demand.  Further, Canadian petroleum products are still having 
difficulty accessing U.S. markets, as the U.S. expands its output of home sourced product, and the green lobby continues to point a finger at 
Canada’s oil sands.   

At the very time the Loonie is under pressure domestically, the U.S. dollar has witnessed a meaningful rise against a trade weighted basket 
of currencies over the last few months…up in the order of 5%.  That brings it to its highest level in four years.  Historically, a 5% move is not 
overly significant, but the change in direction is noteworthy.  The relative strength of the U.S. economy against the rest of the world could 
portend the start of a more protracted rise in the U.S. dollar.  A rising currency typically quells inflationary pressures, so the U.S. may have 
inflation that is well contained, with the opposite impact in Canada if our currency is to fall.  Profits of U.S. multinationals may be hurt at the 
margin, if they cannot raise prices to offset the currency impact.  This is a matter for us to be aware of, since many of our holdings have a 
meaningful international sales component. 

We remain near-term cautious, but generally constructive on equity markets.  There is no evidence of overheating world economies that 
would cause central banks to restrict monetary policy.  Valuations are a bit higher than ‘mid-range’, and we’d prefer to purchase companies 
on more attractive terms.  We expect to have that opportunity as markets attempt to digest the myriad of macro and micro factors that will 
impact corporate profits in the year ahead.    

 
Robert G. McKim, CFA 

 

 

 

Chief Investment Officer 

mchristensen
Logo



 THE LATEST  

 

CalPERS Turfs Hedge Funds 

INVESTMENT TEAM 

 
 

 Bob McKim, CFA 
 Chief Executive Officer  
 & Chief Investment Officer 
 Years with SEAMARK: 23 
 Industry experience:    35 
 
 
 

 Donald Wishart, CMA, CFA 
 President  
 Years with SEAMARK:  9 
 Industry experience:   18 
 
 
 
 George Loughery, CGA, CFA 
 Chief Portfolio Manager 
 Years with SEAMARK: 13 
 Industry experience:    22 
 
 
 
 Beste Alpargun, MBA, CFA 
 Vice President, Fixed Income 
& Portfolio Manager 
 Years with SEAMARK:   4 
 Industry experience:    23 
 
 
 
 Tyrone Saunders, CFA 
 Investment Analyst 
 Years with SEAMARK:  6 
 Industry experience:     6 
 
 
 
 Joel Muise, CFA 
 Investment Analyst 
 Years with SEAMARK:  4 
 Industry experience:     5 
 
 
 
 Megan Murphy, MBA, CFA 
 Investment Analyst 
 Years with SEAMARK:  3 
 Industry experience:     5 
 
 
 
 

The Wall Street Journal recently reported that CalPERS (California Public Employees Retirement System) 

the largest public pension fund in the U.S., has decided to eliminate holdings in 24 hedge funds and six 

hedge fund-of-funds.1 The decision was in part due to an “ongoing effort to reduce complexity and costs 

in its investment program”.  Managers at CalPERS have shared with the press that they “were not fully 

convinced that hedge funds deliver the absolute returns at a reasonable cost that they promise”.  

The organization was in a position of deciding to increase the allocation or eliminate it. The decision to 

exit from the allocation raises questions about what their due diligence uncovered. In September 2013, 

CalPERS adopted a set of Investment Beliefs, pointing out two that specifically relate to its decision:  

“CalPERS will take risk only where we have a strong belief we will be rewarded for it” and “Costs matter, 

and need to be effectively managed”.2 

Coincidentally, recent research undertaken by Blackrock (the world’s largest fund manager) and Hedge 

Fund Research Inc., shows that hedge fund performance has lagged traditional asset classes in recent 

years.  The Wall Street Journal reported that according to Hedge Fund Research, funds on average haven’t 

beaten the S&P 500 Index since 2008, and they are on track to lag again this year.3 Further, the Globe and 

Mail reports that, the “typical manager is up just 4% this year, less than the 10% total return on stocks in 

the S&P 500 Index. Even a Barclay’s index of boring government bonds has returned 5%.”4 When you in-

clude a 2% management fee and 20% performance fee, the illiquidity, and the complexity... it’s not diffi-

cult to see why CalPERS bid adieu to its hedge fund holdings.  

Credit agency Moody’s noted that the decision was credit-positive for the fund, due to a reduction in 

portfolio complexity, risk, and costs. They expect that there will be a re-examination of the role of alterna-

tives in institutional portfolios given the secular trend towards greater transparency, liquidity and lower 

costs. Moody’s also believes the decision is a repudiation of pension fund consultant assumptions which 

propose that the asset class offers risk diversification due to its lower correlations. Specifically, Moody’s 

opines that “CalPERS decision to abandon this “asset class” is a repudiation of the statistical projections of 

pension fund consultants as to the risk, return and correlation properties of alternatives. These projec-

tions have helped to justify a significant exposure to alternatives within pension portfolios as a magic bul-

let solution to their underfunding problems.”  

SEAMARK's view is...Bravo Moody's  and kudos to CalPERS!   In our 30 year history SEAMARK has stead-

fastly resisted the lure of performance fees.  We accept that some fund sponsors may seek to find their 

silver bullet, but in their search, they can mistakenly believe that there are investment gods.  There are 

none. 

Our approach is a humble one.  We know our capabilities and our limitations, we accept them, and work 

within them.  We have learned how to win at the loser's game5; with proper portfolio structure and in-

vestment discipline.  We keep it simple.  We attempt to invest in the best companies worldwide, at the 

right price for the long term.  We let returns compound in low cost, tax efficient portfolios.  Our Total Eq-

uity platform feeds all of our equity portfolios, whether in Balanced, Total Equity or Low Volatility Equity 

mandates.  Our time tested approach is well refined.  We will remain committed to our durable investing 

style, irrespective of the latest fad that will invariably capture the imaginations of some market partici-

pants.   SEAMARK can be your safe money.  

Tyrone D. Saunders, CFA  

 

Investment Analyst 

1.  http://online.wsj.com/articles/calpers-to-exit-hedge-funds-1410821083 2. http://www.calpers.ca.gov/index.jsp?bc=/about/newsroom/news/eliminate-hedge-fund.xml  3. http://online.wsj.com/articles/skillful-hedge-fund-trades-shown-to-lose-money-

1411563099 4. http://www.theglobeandmail.com/report-on-business/international-business/us-business/calpers-may-be-trendsetter-as-it-shows-door-to-hedgies/article20620256/ 5. http://www.cfapubs.org/doi/pdf/10.2469/faj.v51.n1.1865  
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LOW VOLATILITY  

EQUITY COMPOSITE 
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Annualized Returna           12.7% 
 

S&P/TSX Compositea          5.9%        
(Annualized Total Return)                     

 

Dividend Yield                     3.5%                
(ex-cash)                               

 

Yield on Original Cost        

(ex-cash)                                                       4.3%             

 

% of Companies With  

Dividend Increasesb             91% 

 

Average Rate of Dividend 

Increasesb                             9.0% 

 

Correlationa,c                          0.6 

 

Standard Deviation d         5.7% 

 

Standard Deviation -    

S&P/TSX Composite d             9.9% 

 

Portfolio Betaa,c                    0.3 

 

Upside 

Capture Ratioa,c                 69.7% 

 

Downside  

Capture Ratioa,c                  0.2% 

 
As at September 30, 2014 
 
A) Since  Low Volatility Equity composite inception date 
– Jan 1, 2011 

B) Past 12 months 

C) Vs. Benchmark S&P/TSX Total Return Index.  
 
D) Annualized since Jan 1, 2011 
 
 
 
1.  The Low Volatility Equity Composite includes assets of the 
SEAMARK Pooled Low Volatility Equity Fund and similar 
mandates, one of which was under the management of 
McKim, Wishart and Loughery during their partnership at 
LeeSide. All rates of return are time-weighted historical 
compounded total returns calculated on an actual basis 
before fees. Past performance is not necessarily indicative of 
future returns.  Performance is reported in CA$ 

During the first week of September, SEAMARK Asset Management (2013) Ltd completed a two part 
transaction, whereby shares of SEAMARK previously held by Marquest Asset Management were pur-
chased by members of the SEAMARK investment team.  This is the first time in SEAMARK’s 32 year 
history that 100% ownership is held by its team of investment professionals!  

SEAMARK will continue to foster a business relationship with Marquest and will remain the portfolio 
manager in a sub advisory agreement with Marquest for the Marquest American Dividend Growth 
Fund.  We will also pursue other sub advisory arrangements that will allow us to benefit through addi-
tional distribution-partner relationships.  

This milestone is more than just a local ownership story. While any employee would want their com-
pany to succeed, an owner is acutely aware of the personal connection they have to the company’s 
success. The team is empowered with the knowledge they need to understand how they can contrib-
ute to the business objectives and goals of the company and to think like an owner.  

 How does SEAMARK succeed? 

 Providing our clients with the service and attention they deserve.  

 Remaining true to SEAMARK’s investment philosophy and process.  

 Embracing a team culture, and working as one. 

We are proud to announce the new ownership structure at SEAMARK.  Broad employee participation 
has been a goal of Bob McKim’s since he originally entered a deal with Marquest last year to purchase 
a majority stake in SEAMARK. 

 SEAMARK is well positioned to pursue its business course with a new efficient ownership struc-
ture.  We look forward to serving our current and prospective clients, and building our business on 
the strength of this important milestone.  

This bar chart illustrates 

how $100 invested in the 

S&P/TSX Total Return Com-

posite - using negative re-

turn months only - per-

formed versus how $100 

invested in the SEAMARK 

Low Volatility Equity Com-

posite performed during 

those same months. 

Compounding those nega-

tive return months would 

have caused $100 invested 

in the S&P/TSX Total Re-

turn Composite to decline 

to $67 whereas $100 invested in the SEAMARK Low Volatility Equity Composite would have been pre-

served at $100.  

The downside capture ratio represents the relative proportion lost in negative return periods versus a 

comparative benchmark.  SEAMARK’s Low Volatility Equity Composite boasts a downside capture ra-

tio of 0.2%! 

 

Low Volatility Equity Update1 
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Links to Q3 2014 Pooled Fund Profiles 

 

Balanced     Canadian Bond     Canadian Equity     U.S. Equity     Low Volatility Equity     Total Equity 

Tax Loss Carry Forwards* 2013 Pooled Fund Capital Gains Tax Deferrals  

Some of these tax loss deferrals are significant SEAMARK Pooled U.S. Equity Fund $22,872,229 

compared to the Assets in the respective  SEAMARK Pooled Total Equity Fund $17,915,620 

Pools.  Please contact Beste Alpargun for more  SEAMARK Pooled Low Volatility Equity Fund $6,097,992 

information.   SEAMARK Pooled Canadian Equity Fund $5,377,992 

902 423 9547      balpargun@seamark.ca SEAMARK Pooled Balanced Fund $2,205,296 

*Audited Financial Statements, as at December 31, 2013  

  One One Six Nine   One Two Five Ten Inception Inception   

  Month Quarter Months Months YTD Year Years Years Years Return Date   

                        
SEAMARK Balanced Fund -0.3 2.8 4.5 9.8 9.8 17.6 15.0 8.9 7.1 7.6 6/30/1997 
SEAMARK Balanced Benchmark -1.3 1.0 4.2 8.6 8.6 14.3 11.1 7.9 6.5 6.1   

 *5% FTSE TMX 91 Day T-Bill Index, 40% FTSE TMX Canada Universe Bond Index, 30% S&P/TSX Composite Index, and 25% MSCI World (ex Canada) Index                       

                          

                        

SEAMARK Canadian Equity -3.6 0.8 7.1 11.9 11.9 21.6 17.5 8.4 8.2 9.2 6/30/1997 

S&P/TSX Composite Index -4.0 -0.6 5.8 12.2 12.2 20.4 13.6 8.7 8.5 7.0   

                        

SEAMARK Low Volatility Equity -0.2 3.4 6.3 11.0 11.0 18.7 17.9 n/a n/a 18.2 8/31/2012 

S&P/TSX Composite Index -4.0 -0.6 5.8 12.2 12.2 20.4 13.6 8.7 8.5 7.0  

                        

                          

                        

SEAMARK Canadian Bond Fund            

FTSE TMX Canada Universe Bond Index  -0.6 1.0 2.9 5.4 5.4 6.2 2.1 4.6 5.4 6.0 6/30/1997 

  -0.6  1.1 3.1 5.9 5.9 6.3 2.5 4.9 5.4 5.9   

                          

                        

SEAMARK U.S. Equity Fund 2.6 6.2 5.2 12.0 12.0 24.8 25.0 14.0 5.8 6.8 06/30/1997   

S&P 500 Index (CAD) 1.8 6.2 7.9 14.2 14.2 30.5 27.6 16.7 6.8 5.0   

                        

                          

                        

SEAMARK Total Equity Fund -0.05 3.9 5.8 12.5 12.5 n/a n/a n/a n/a 12.5 12/31/2013  

SEAMARK Total Equity Benchmark -1.5 1.7 5.6 11.7 11.7 n/a n/a n/a n/a 11.75   

*50% S&P/TSX Composite Index, 35% S&P 500 Index, and 15% MSCI EAFE Index    

Performance data is calculated on an actual basis for periods of less than one year, and on an annualized basis for periods of one or more years. Perfor-
mance data assumes the reinvestment of all distributions and does not take into account management fees or income taxes (except for withholding tax, if 
any, on foreign income) payable by any unitholder that would have reduced returns. Past performance is not necessarily indicative of future returns. 
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