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Looking back at 2014, it is doubtful that many forecasters would have had it right.  North American economies improved, yet 
commodity prices for gold and oil were off, with gold down 2%, and oil plunging 41.6%.  And even with the (estimated) 2.3% 
growth in the Canadian and U.S. economies, interest rates on 10 yr Treasuries declined by 86 basis points in the U.S. to 2.17% 
and by 97 bps in Canada to 1.79%.  Stock markets rose again, their third positive return in three years.  The S&P/TSX Composite 
Price Index advanced by 7.4% while the S&P500 Index rose by 11.4% (in local currencies).  Against a background of lower equity 
returns, lower interest rates and plunging oil prices, it isn’t surprising that the Canadian dollar also dropped sharply, from 94.02 
to 86.20 cents U.S.  

Notwithstanding so many unexpected outcomes for the year, SEAMARK achieved attractive returns within its portfolio man-
dates.  As measured by the firm’s Balanced Pooled Fund, investors were rewarded with a return of 13.4%, marking the third 
consecutive year of returns in excess of 10%.  A well-diversified, high quality portfolio, constructed with an eye to buying well, 
is our formula; it works well.  

In light of the unexpected and unpredictable economic and investment outcomes in 2014, pity the forecaster now attempting 
to fathom what 2015 will bring.  I believe at best, we can predict greater volatility for investors. That is almost a given now that 
the U.S. Fed has removed itself from the monetary stimulus game.  The current plunge in oil prices makes a tamer inflation out-
look a strong possibility, and the improved consumer confidence from the ‘tax cut’ of lower prices at the pump should keep the 
economy on a steadily improving track.  Corporate earnings, outside of the oil patch should trend higher.  Stocks should follow 
in sympathy, but we don’t expect any further expansion of price earnings multiples. 

For as long as oil prices slide, there is little reason to assume a turnaround in the Canadian currency.  Nor should Canadian in-
terest rates rise ahead of those in the U.S. 

How might all of this affect portfolio strategy in the year ahead?  Our answer is “steady as she goes,” with just a few little 
tweaks around the edges.  With each successive decline in the Canadian currency, U.S. holdings appreciate in value and take up 
a greater proportion of portfolios.  That needs to be managed somewhat to be kept under control.  Some trimming of foreign 
holdings in the year ahead is a strong likelihood, but the caliber of company and the depth of choice of companies outside of 
Canada are integral to constructing well diversified portfolios.  So, foreign companies will continue to play an important role in 
portfolios.  However, when priced in Canadian dollars, they are less attractive ‘at the margin’ for new investment than when 
the Loonie traded in the ninety four cent range just six months ago.  Canadian investment opportunities should be given every 
consideration, particularly in the event the currency should continue to fall and breach the 80 cent level. 

Interest rates around the world remain low, some would say at ‘emergency levels’.  Last year taught us that international mon-
ey flows had more to do with rates than just domestic economies.  The expected improvement in North American economies in 
2015 would normally portend higher rates. We still see this as having the greatest likelihood.  Perhaps a year in which consum-
er confidence comes back, so will higher interest rates.  We continue to invest fixed income monies prudently, with shorter du-
rations to better protect investors’ principal against any upturn in rates. 

 

 

 

 

Robert G. McKim, CFA 

Chief Investment Officer 

tsaunders
logo blue



 THE LATEST  

 

Energy: Sustainability Is Key 

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:   5 
 Industry experience:    24 
 
 
 
 Tyrone Saunders, CFA 
 Investment Analyst 
 Years with SEAMARK:  7 
 Industry experience:     7 
 
 
 
 Joel Muise, CFA 
 Investment Analyst 
 Years with SEAMARK:  4 
 Industry experience:     5 
 
 
 
 Megan Murphy, MBA, CFA 
 Investment Analyst 
 Years with SEAMARK:  2 
 Industry experience:     4 
 
 
 
 

With the oil market in turmoil, it is an opportune time to share how SEAMARK manages invest-
ments within the energy complex. The strategy is in keeping with our overall equity strategy:  
identifying companies with competent management teams and conservative balance sheets, 
owning assets that can offer sustainable growth and attractive returns on invested capital.  
 
With oil prices averaging over $80 for the past 10 years, the energy sector has been an attractive 
space in which to invest.  But not all investments are created equal.  With the proliferation of 
horizontal drilling and hydraulic fracturing (fracking), U.S. production has grown from 5 million 
bbl/d (barrels a day) in 2008 to 9 million bbl/d today. This is one of the benefits to the Saudis in 
their pursuit of a lower oil price strategy… they want North American production growth to slow 
so that they can maintain market share. 
 
With that setting of the landscape, it is more important than ever to focus on the sustainability 
of growth and returns. 
 
One would assume that high growth in fracking production would be a recipe for high returns, 
but we must look at these companies more closely.  The oil & gas that is getting surfaced in the 
U.S. Eagle Ford, Permian, Marcellus, and Bakken, and in Canada within plays like the Duvernay 
and Montney, are not your grandfather’s wells.  
These unconventional reservoirs have different 
production profiles than the oil coming from con-
ventional, oil sands and deep water wells.   
 
While the shale (or tight oil) plays are very popular 
with many speculators, we have chosen to stay 
away from the trend. The reason is simple: very 
high decline rates pose risks to sustainable returns. Recent data suggests that declines in well 
production in North Dakota’s Bakken play are between 40% to over 50% annually. 
 
In other words, production of these wells declines by almost half every year!  Production typical-
ly peaks after the first few months of pumping. At the end of the day, in order to grow, these 
companies must continuously drill new wells, and that costs cash money.  According to Tudor 
Pickering (a U.S. energy brokerage firm), last year U.S. onshore producers spent $38 billion more 
than the $19 billion of cash flow they generated, compared with $1 billion of expenditure versus 
$18 billion of cash flow, a decade earlier.  
 
Adding to the investment risk is the fact that many of these companies, especially the ones in 
Canada, have adopted aggressive dividend strategies.  Not only do they need to convert oil into 
cash to pay for the drilling of new wells, they are also attempting to juggle a dividend.  In normal 
markets, when cash hasn’t come in quick enough, these companies have tapped the debt and 
equity markets for new sources of cash, therefore increasing financial risk and diluting existing 
shareholder’s equity.  With today’s oil prices, these companies will have a hard time raising new 
funds. 
 
We’ve already observed that several of these Canadian companies cut or suspended their divi-
dends, including but not limited to: Baytex Energy, Bonavista Energy, Trilogy Energy, Lightstream 
Resources, Journey Energy ( IPO’d in June 2014) as well as Penn West Energy, which recently 
announced a second cut to its dividend within the last 18 months. 
 
SEAMARK loves dividends, but we do not let what looks like attractive yields seduce us into in-
vesting in unsustainable/risky ventures.    
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SEAMARK  

LOW VOLATILITY  

EQUITY COMPOSITE 
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Annualized Returna           12.9% 
 

S&P/TSX Compositea          5.1%        
(Annualized Total Return)                     

 

Dividend Yield                     3.7%                
(ex-cash)                               

 

Yield on Original Cost        

(ex-cash)                                                       4.4%             

 

% of Companies With  

Dividend Increasesb             92% 

 

Average Rate of Dividend 

Increasesb                             8.7% 

 

Correlationa,c                          0.6 

 

Standard Deviation d         5.6% 

 

Standard Deviation -    

S&P/TSX Composite d             9.7% 

 

Portfolio Betaa,c                    0.3 

 

Upside 

Capture Ratioa,c                 73.8% 

 

Downside  

Capture Ratioa,c           minus 2% 

 
As at December 31, 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$ 

That is the old trap of stretching for yield. Our approach has therefore led us to investing in 
integrated oil sands plays, energy services companies, and pipelines.  
 
The extraction of bitumen from the oil sands has a much different cash flow profile (see Fig-
ure 1 above). The upfront costs are high, but once it has been invested, the maintenance 
investments that need to be made to keep production up, are minimal by comparison.  In 
fact, the breakeven costs for oil sands projects that are already up and running can be as low 
as $10 to $20/bbl. This business model converts itself to high reoccurring free cash flows. 
Once the investment is made, production and cash flow will be sustained for decades to 
come. 
 
Many of the oil sands companies are integrated companies, meaning that they own the en-
tire value chain. For example, Suncor owns the oil sands mines, the upgraders and refineries 
as well as the gas stations themselves (i.e. PetroCanada). Being integrated allows companies 
to capture the entire value within the chain, but also lowers volatility in cash flows.  As prices 
increase, the company makes more money from its oil production, but when prices decline, 
refineries and gas stations actually have higher margins. Being integrated also allows for the 
closing of the gap between different markets for oil.  For example, as of the date of this 
writing, a barrel of Canadian oil is only worth USD $38 versus the USD $53 that a barrel 
would fetch in the U.S. and USD $57 in Europe.  Being integrated allows these companies to 
realize prices closer to the international benchmark (i.e. Brent Crude traded in London). 
 
This long-term oriented strategy has allowed SEAMARK to outperform the energy sector 
handsomely in this year of collapsing oil prices.  In fact, if you look at this past quarter where 
the oil price has declined to $53 from $91 at the beginning of October, a 42% decline in a 
short 3 months, our Canadian Equity Pooled Fund’s energy segment has declined 8.6% ver-
sus the S&P/TSX Energy Index declining 15.8%.  
 
Outperforming by taking the long term view is consistent with other risk-averse investment 
strategies we incorporate in portfolios.  
 
Joel Muise, CFA | Investment Analyst  
 
1. http://www.homerdixon.com/eia-shale-prod-stats/ | 2. EIA Annual Energy Outlook 2013: http://www.eia.gov/forecasts/aeo/er/excel/yearbyyear.xlsx 

This bar chart illustrates how $100 invested in 

the S&P/TSX Total Return Composite - using 

negative return months only - performed ver-

sus how $100 invested in the SEAMARK Low 

Volatility Equity Composite performed during 

those same months. 

Compounding those negative return months 

would have caused $100 invested in the S&P/

TSX Total Return Composite to decline to $65 

whereas $100 invested in the SEAMARK Low 

Volatility Equity Composite would have been 

preserved at $100. The downside capture ratio 

represents the relative proportion lost in nega-

tive return periods versus a comparative 

benchmark.  SEAMARK’s Low Volatility Equity 

Composite boasts a downside capture ratio of minus 2%!  

Low Volatility Equity Update1 

Energy: Sustainability Is Key...continued 

http://www.homerdixon.com/eia-shale-prod-stats/
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2014: Year in Review...We’ve had another busy year!  

We are proud of the turnaround in momentum at SEAMARK since the return of Bob McKim, Don Wishart, and George Loughery 

in 2012. The implementation of a number of initiatives has refocused SEAMARK on its key strengths, all while opening up a 

plethora of opportunities for SEAMARK and its partners to execute upon in the years to come.  

Our primary duty is to ensure our clients receive the best in portfolio management and service that SEAMARK offers. The suc-

cess in refocusing SEAMARK on its founding investment philosophy and process is evident in the performance of SEAMARK’s 

flagship Balanced mandate. SEAMARK’s Balanced Pooled Fund has achieved top quartile performance for the three years end-

ing September 30, 20141. Over SEAMARK’s 32 year history, it developed such a strong reputation in balanced portfolio manage-

ment, SEAMARK is known as a Balanced Fund Specialist. (click here to read more) 

SEAMARK’s utilization of a Total Equity platform is the backbone to SEAMARK’s investment philosophy and process. Earlier this 

year, SEAMARK repurposed its International Equity Fund to Total Equity to seize upon the opportunity to focus on this core 

strength. Like other Pooled Funds under management, the Total Equity Pooled Fund is in a unique position of having the ability 

to defer capital gains taxes. (click here to read more)  

Leveraging SEAMARK’s total equity platform, and recognizing the need to offer Canadians a better alternative to the default 

option S&P/TSX Composite, SEAMARK developed a Low Volatility Equity solution that now boasts a four year track record. Di-

versifying away from the S&P/TSX Composite over this period reaped significant returns to SEAMARK’s clients. (click here to 

read more)  

Creating lasting business partnerships is key to creating sustainability for the firm over the long term. SEAMARK is pleased to 

have partnered with Ekaton Wealth Management– the independent wealth management firm founded by London, Ontario na-

tive, Peter Mastorakos. Peter’s passion and determination to offer his clients personalized service and access to professional 

money management is a winning formula that is showing early success.  

SEAMARK is also pleased to have been selected by Credential Financial Inc., to participate in the Credential Affiliates Program. 

This program allows members of participating Credit Unions across the country to access professional money management. 

The SEAMARK team is proud to have received an endorsement from a national wealth management provider and looks for-

ward to providing exceptional service and expertise in portfolio management to members of the Credit Union network.   

Strengthening the commitment to SEAMARK and its clients, SEAMARK became 100% owned by its investment team this year! 

The alignment of interests this structure creates is tangible evidence SEAMARK’s investment professionals are dedicated to the 

long term success of clients and of the firm.  

SEAMARK has undergone the scrutiny of three due diligence teams, every one of which has given us a passing grade, and en-

tered into a business relationship with us.  The latest is Lysander Funds...the retail affiliate of institutional bond manager, Canso 

Investment Counsel.  The latter manages in excess of $14 billion in AUM.  

We are proud to announce that two new funds were launched on Jan 2, 2015 in conjunction with Lysander Funds...the Lysan-

der-SEAMARK Balanced Fund (akin to the Clarington income fund mandate we used to manage), and the Lysander-SEAMARK 

Total Equity Fund 2.  These are traditional flagship offerings of SEAMARK.  We have partnered with Lysander to offer these 

funds, in a partnership that is different to typical third party sub-advisory relationships.  We think that is an attractive arrange-

ment! Both parties are very excited about the new partnership. We have a great story to tell...a remarkable come-

back...interesting mandates...and an attractive fee offering for 'early adopters'. (click here to read more)                                                                                                   
1.Performance data is calculated on an actual basis for periods of less than one year, and on an annualized basis for periods on one or more years. Performance 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 investor that would have reduced returns. Past performance is not necessarily indicative of future returns. Performance is reported in CA$. This data is retrieved from eVestment database on October 15, 2014. 

eVestment and its affiliated entities (collectively, "eVestment") collect information directly from investment management firms and other sources believed to be reliable; however, eVestment does not guarantee or warrant the accuracy, timeliness, or completeness of the infor-

mation provided and is not responsible for any errors or omissions.   

http://www.seamark.ca/
http://www.seamark.ca/images/pdf/pooledfunds/TotalEqQ414.pdf
http://www.seamark.ca/images/pdf/pooledfunds/LowVolEqQ414.pdf
http://www.seamark.ca/images/pdf/pooledfunds/LowVolEqQ414.pdf
http://lysanderfunds.com/seamark-asset-management/
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Did you know?... 

…SEAMARK has an in-house artist? 

This scene is from Indian Point, Mahone Bay, Nova Scotia. It was drawn by Beste Alpargun.  

 

Artist background: 

  Beste has been drawing for as long as she can re-
member. Her family has always supported her in this 
endeavor and some of her close relatives were in-
volved in the arts at different levels. All along her 
school years, she participated in competitions and 
group exhibitions. She recalls having the opportunity 
to put on a personal exhibition at the campus where 
she received her Business Administration degree - it 
was quite an honor. She attended art studios in the 
early years of her investment career in Istanbul, 
which kept her passion for art alive.  

She uses oil, acrylic, pastels, charcoals and markers.   
Recently, she was  inspired by a group of artists called 
Urban Sketchers, where participants share sketches 
with each other on social media. Beste sketched this 
piece with artist markers when she and her husband 
were on their usual drive around beautiful Nova Scotia.  

 

 

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  

Pooled Fund Capital Gains Tax Deferrals 

mailto:balpargun@seamark.ca
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Performance Update             As at December 31, 2014 

 Telephone:  902-423-9367     |     Toll Free: 888-303-5055     |      Email:  information@seamark.ca 

 

Links to Q4 2014 Pooled Fund Profiles 

 

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

  One One Six Nine   One Two Five Ten Inception Inception   

  Month Quarter Months Months YTD Year Years Years Years Return Date   

                        

SEAMARK Balanced Fund 0.32  3.3  6.2  7.9  13.4  13.4  15.0  9.1  6.9  7.6  6/30/1997 

SEAMARK Balanced Benchmark 0.10  1.9  3.0  6.2  10.7  10.7  11.2  8.0  6.2  6.2    

 *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 0.3  0.2  1.0  7.4  12.2  12.2  16.1  7.7  7.6  9.0  6/30/1997 

S&P/TSX Composite Index (0.4) (1.5) (2.0) 4.2  10.6  10.6  11.8  7.5  7.6  6.8    

                        

SEAMARK Low Volatility Equity (0.4) 3.9  7.5  10.5  15.3  15.3  19.4  N/A N/A 18.0  8/31/2012 

S&P/TSX Composite Index (0.4) (1.5) (2.0) 4.2  10.6  10.6  11.8  N/A N/A 12.4   

                        

                          

                        

SEAMARK Canadian Bond Fund 0.65  2.4  3.4  5.3  7.9  7.9  3.1  5.1  5.3  6.1  6/30/1997 

FTSE TMX Canada Universe Bond Index  0.56  2.7  3.8  5.9  8.8  8.8  3.7  5.5  5.3  6.0   

              

                          

                        

SEAMARK U.S. Equity Fund 1.3 6.0 12.6  11.5  18.8  18.8  26.6  14.5  5.9  7.1  06/30/1997   

S&P 500 Index (CAD) 1.3 8.6  15.3  17.2  24.0  24.0  32.5  17.9  7.3  5.4    

                        

                          

                        

SEAMARK Total Equity Fund 0.3  3.0  7.0  9.0  15.8  15.8  N/A N/A N/A 15.8  12/31/2013  

SEAMARK Total Equity Benchmark (0.1) 2.2  3.9  8.0  14.2  14.2  N/A N/A N/A 14.2    

*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 re-
turns. 

  

 

 

Stay in touch!  
 
Subscribe to The Latest and follow us on LinkedIn and Twitter 

2. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read 

the prospectus before investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be re-

peated.  

mailto:information@seamark.ca
http://www.seamark.ca/images/pdf/pooledfunds/BalancedQ414.pdf
http://www.seamark.ca/images/pdf/pooledfunds/CdnBondQ414.pdf
http://www.seamark.ca/images/pdf/pooledfunds/CdnEquityQ414.pdf
http://www.seamark.ca/images/pdf/pooledfunds/USEquityQ414.pdf
http://www.seamark.ca/images/pdf/pooledfunds/LowVolEqQ414.pdf
http://www.seamark.ca/images/pdf/pooledfunds/TotalEqQ414.pdf
http://www.linkedin.com/company/seamark-asset-management
mailto:aslawter@seamark.ca?subject=The%20Latest%20-%20Subscription
https://twitter.com/seamarkasset

