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Another year has drawn to a close, with 2016 now in the record books. It was a year that produced surprises throughout, keeping investors on edge
from beginning to end. From the January swoon in equity markets, to the mid-year jolt of BREXIT, and then to a Trump win in November, investors
were faced with a series of unexpected events. Despite the disruptions, investors booked positive returns on both their fixed income and equity
investments.
Interest rates went on a roller-coaster ride in 2016. Ten-year U.S. Treasury rates started the year at 2.27%, declined to a low of 1.35%, and then rose
dramatically by year end to the 2.44% level. The push to higher rates was propelled by Donald Trump’s election success, and the newfound
enthusiasm for having elected a business-minded leader and administration. Canadian rates experienced a similar path, with ten year Canada’s
starting the year at 1.39%, declining all the way to 0.95%, before reversing course and closing the year at a yield of 1.72%. When rates move higher,
that has the effect of pushing bond prices lower. Fixed-income returns reflected the harsh reality of rising rates in the fourth quarter. But for the
year, the Bloomberg-Barclays U.S. Aggregate Bond Index managed a return of 2.6%. In Canada, the FTSE-TMX Canada Universe Bond Index logged
an annual return of 1.66%.
North American equities performed much better than fixed-income investments. Markets shrugged off the prospects of higher rates, recognizing
that the immediate objective of the U.S. Federal reserve is simply to return rates to a ‘normal’ level, rather than to put the brakes on a still tepid
economic recovery. So, U.S. equities embraced the prospects of an improved growth rate and marched higher, particularly after Trump became
President-elect. But not all equity bourses did equally well in the U.S. The Dow Jones Industrial Average rose by 13.4%, the S&P 500 Index by 9.5%
and the NASDAQ Composite by 7.5%. Canadian equity markets rose too, despite quite different economic prospects. The Canadian economy is
experiencing significant slack in all areas other than real estate. But a 45% jump in oil prices helped the commodity- laden TSX to climb by 17.5%,
achieving its best year on record since 2010.
The Canadian dollar traded within a range of .6859 US to .7981 US during 2016. The dollar started out at .7218 US, and ended the year a little higher,
at .7441. A recovery in oil prices helped rally the CAD from below the 70 cent level, but the prospects of a widening interest rate gap between the
U.S. and Canada kept a lid on the loonie. If oil can hold its recent gains, we expect a slightly narrower trading range for the Canadian dollar in 2017.
For the year ahead, we remain cautiously optimistic. The Canadian economy should continue to plod along, growing at a 1.8% pace, with the U.S.
doing 0.5% better than that. Share prices may take a breather in the first half, needing some time to digest the rapid gains of Q4 2016. A Trump
Presidency will bring new challenges to the untested politician, but a business-like administration will provide a positive backdrop for corporations
and equity investors. In Canada, there are also question marks. A lot depends on the price of oil, the potential imposition of a carbon tax, the impact
of steps taken to tamp down the runaway real estate market in parts of the country, and how we fare with trade issues that are sure to be the
subject of the Trump Presidency.
Similar to share prices, bond rates may have moved too far too fast, already discounting a significant rise in U.S. economic activity. Barring a marked
pick-up of inflation, we expect interest rates to back-fill around current levels in the U.S., before ending the year a little higher. Meanwhile, Canadian
bond rates followed U.S. rates higher, but without the same prospects for economic growth. We enter 2017 with Canada’s Central Bank still
contemplating the possibility of an administered rate cut, in sharp contrast to two expected 25 basis point hikes by the U.S. Federal Reserve. So, as
we begin the year, we believe that there might be room for some improvement in bond prices, particularly in Canada, and in interest rate sensitive
equities too. It is hard to ignore the demographics of an aging population, and investors’ appetites for yield, which may appear to have diminished in
the short term, as the market recalibrated for stronger growth under Donald Trump. But we remain optimistic toward strong companies that can
raise their dividends to meet the need for growth in income.
Sincerely,

Robert G. McKim, CFA | Chief Investment Officer
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Investors in the SEAMARK Low Volatility mandate enjoyed another strong year of returns, with the Low Vol composite
earning a 12.4% return in 2016. This brings the six year annualized return of the composite to 11.8%, since its
December 31, 2010 inception date.

INVESTMENT TEAM

Annual returns over the period have been consistently positive, falling in a range of 3.7% to 23.5%. By contrast, the TSX
has experienced a much wider range of returns from -8.7% to 21.1% during the same time frame.
Although returns for the Low Vol Composite have been consistently positive over the six year history, they have varied
from quarter to quarter. In fact, the history of low vol shows a correlation of monthly returns with the TSX of only 50%.
One shouldn’t be surprised then, by the recent short term underperformance of Low Vol relative to a market that has
undergone a significant recalibration in the hopes of a stronger US growth outlook.
That said, an examination of the recent Low Vol performance is in order. But for context, it would be appropriate to
review the genesis of the SEAMARK Low Vol mandate, and its operating tenets.
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SEAMARK’s Low Vol mandate was conceived shortly after the 2008/9 debacle in equity markets. It was designed to
focus on companies that had more resilient revenues in the case of an economic downturn. That structure should give a
low vol portfolio better downside capture (less downside) in market sell-offs. This attribute has broad appeal to
individual investors, who as a group have been shown to be more psychologically averse to downside moves, as
opposed to missing upside potential. That is especially true of older investors, who after all, have fewer ways to replace Donald Wishart, CPA, CMA, CFA
lost capital as they age. The SEAMARK Low Vol Composite can boast a remarkable low downside capture throughout its President
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six year history.
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In addition to seeking companies with revenue consistency, we pay careful attention to dividends. We attempt to offer
a portfolio whose equities generally provide a blended yield of about 4%. Moreover, we attempt to select companies
that will increase their dividend rates every year, expecting at least 75% of companies in the portfolio to do so. On
average, we want those dividend increases to equal two times the rate of GDP growth, such that the investor is
receiving an income that is growing at a meaningful rate, keeping ahead of cost of living increases. We believe we have
delivered on these targets. When companies can consistently drive their dividend rates higher, we capture a rising yield
on original cost for the investor. This helps to establish a floor under the stock price, in the event of a market correction.
We have even advocated that when an attractive going-in-yield can be married with regular and meaningful dividend
increases, an investor could contemplate substituting a portion of one’s bond holdings for Low Vol equities. Bond yields
have been extremely depressed in recent years. Ten year Canada yields touched a low of 0.95% in 2016, before
reversing trend and jumping to a yield of 1.7% by year end.
A stronger economy will inevitably lead to higher interest rates. In a rising interest rate environment, many companies
that screen well for the low volatility mandate, will be negatively impacted, similar to bond prices. This has been the
largest contributing factor to the Fund’s performance in the second half of 2016. But not all low volatility companies are
negatively impacted by higher yields, some actually benefit, such as banks and insurance companies. The low volatility
methodology has benefited from its diversification into these types of holdings.
We do recognize, that on occasion everything Low Vol can be expensive in the short term. This typically happens after
an extended period when investors have been in search of ‘risk off’ assets. This phenomenon usually occurs coincident
with a market yield in the portfolio that has been driven down as a result of rising share prices. By mid-year 2016, the
market yield of the equities held in the Low Vol portfolio had slipped to 3.6%. We have a ‘dictated’ response to the
‘everything expensive’ situation, and that is to build the cash balance in the portfolio, up to a maximum of 20%. That
cash reserve is one of the tools in limiting downside risk when asset prices are on the high side. At mid- year, cash
equivalents in the Low Vol Composite had risen to about 15%.
Seasoned investors expect their money managers to be disciplined in applying their craft. Adherence to process is a
hallmark of a good investment manager. SEAMARK has been true to its Low Vol process since the mandate’s inception,
most recently by adeptly navigating the back half of 2016 - first by allowing cash to accumulate at mid-year, and then by
judiciously adding to equities that had declined in value. Approximately half of the cash was reinvested, taking
advantage of lower prices when the yield on the portfolio’s equities had backed up to about 3.9%.

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. Past performance is not necessarily indicative of future returns. Performance is reported in CA$ and exclude the
impact of fees.
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6 Years Managing Low Volatility Equities (continued…)

LOW VOLATILITY
EQUITY COMPOSITE

1

What lies ahead for Low Vol?
We are quite confident that the companies that make up our low vol investments will continue to meet the
objectives set out when we created the Low Vol offering. That these companies will provide a more stable revenue
profile during economic recessions, and consequently, better downside protection in market corrections. We
expect the vast majority of the companies to increase their dividends at an attractive pace. We plan to grow the
yield on cost for investors. These are the successes that will get the job done, giving participants in the SEAMARK
Low Vol mandate attractive rates of return with a reduced level of volatility.
The ‘absolute objectives’ of SEAMARK’s Low Vol mandate are an intelligent substitute for stock indexes
(benchmarks), which only provide for a relative measure of comparison. We have long held that such benchmarks
are deficient, in that they carry an inherent level of volatility that is above the tolerance of most investors. Given
their shortcomings, we are proud to have constructed the SEAMARK Low Vol Equity portfolio to be unlike any
benchmark. That indeed, is the underlying attraction of the mandate.
With the completion of 2016, we have included a chart below, offering a full history of SEAMARK’s Low Vol
Composite quarterly returns, relative to S&P/TSX returns. You will see many periods of under and over
performance, but with one important differentiator. The range of returns is much narrower for the Low Vol
mandate, and there are fewer negative return quarters. This is an enviable pattern of returns that should be
expected by investors in SEAMARK’s Low Vol mandate. If we can deliver on that, Low Vol is holding true to its
genesis and objectives.
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Robert G. McKim, CFA | Chief Investment Officer
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Standard Deviation d
S&P/TSX Composite
Portfolio Beta
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6.3%

9.3%
0.3

Upside
a,c
Capture Ratio

71.6%

Downside
a,c
Capture Ratio

1.9%

As of December 31, 2016
a) Since Low Volatility Equity
composite inception date – Dec
31, 2010
b) Past 12 months
c) Vs. Benchmark S&P/TSX Total
Return Index.
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. Past performance is not necessarily indicative of future returns. Performance is reported in
CA$ and exclude the impact of fees.

d) Annualized since Dec. 31, 2010
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Downside Capture Illustration—Low Volatility Equity Composite 1
The bar chart (right) illustrates how $100 invested in the S&P/TSX Total Return Composite Index - using
negative return months only - performed versus 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 $54 whereas
$100 invested in the
SEAMARK Low Volatility
Equity Composite would
have declined to just
$99. The downside capture ratio represents the
relative proportion lost
in negative return periods versus a comparative
benchmark. SEAMARK’s
Low Volatility Equity
Composite has a downside capture ratio of only
1.9%!

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. Past performance is not necessarily indicative of future returns. Performance is reported in CA$ and
exclude the impact of fees.

Canada Revenue Agency Notice on Payment of Investment Management Fees
2

In the December 2016 issue of Tax insights from Asset Management , PricewaterhouseCoopers LLP
(“PWC”) highlights a recent statement made by CRA at the 2016 Canadian Tax Foundation Conference
regarding the payment of investment management fees.
The following is an excerpt from the publication that we’d like to bring to our readers’ attention:
“...a controlling individual who pays investment management fees with respect to his or her RRSP, RRIF
or TFSA outside of the plan could be subject to a tax equal to the amount of fees paid...”
We recommend a complete review of the publication (link is provided below) and that investors contact
their tax adviser for further information.
2. http://www.pwc.com/ca/en/tax-insights/publications/pwc-cra-new-policy-effect-on-planholders-and-financialinstitutions-2016-12-en.pdf

WHAT WE DO AT
SEAMARK
Our Goal:
To achieve each client’s
objectives through prudent, ethical and consistent investment management principles which
preserve and enhance
capital.

Client Objectives:
Our commitment to
achieving each client’s
investment objectives
goes beyond our fiduciary
duty.

Prudent:
We take the same level of
care managing your money as we would with managing our own.
Consistent:
Our investment philosophy and processes are
implemented by an experienced investment team.

Service:
We are committed to
clear, open and genuine
communication with each
of our clients.
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2016 Pooled Fund Capital Gains Tax Deferrals
SEAMARK Pooled U.S. Equity Fund
SEAMARK Pooled Total Equity Fund
SEAMARK Pooled Canadian Equity Fund
SEAMARK Pooled Low Volatility Equity Fund
SEAMARK Pooled Balanced Fund

Tax Loss Carry Forwards*
$22,058,047
$17,700,378
$4,999,362
$4,933,560
$375,665

Some of these tax loss deferrals are significant
compared to the assets in the respective Pools.
Please contact Tyrone Saunders for more information. 902 423 6954 tsaunders@seamark.ca

*Unaudited Financial Statements, as at December 31, 2016

Composite Performance Update 1

As of December 31, 2016
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SEAMARK Balanced Composite

1.3

2.9

6.2

9.5

8.8

7.4

10.4

8.6

12/31/2009

Balanced Benchmark*

0.8

0.9

4.6

7.7

7.8

5.8

8.2

7.4

SEAMARK Canadian Equity Composite

2.1

5.2

9.7

12.9

19.8

6.0

10.3

8.4

S&P/TSX Composite Index

1.7

4.5

10.2

15.8

21.1

5.4

8.2

5.1

SEAMARK Low Volatility Equity Composite

3.0

0.9

2.7

7.8

12.4

9.7

13.6

11.9

S&P/TSX Composite Index

1.7

4.5

10.2

15.8

21.1

5.4

8.2

5.2

SEAMARK Fixed Income Composite

-0.2

-3.1

-1.9

0.4

1.8

2.8

-

3.2

FTSE TMX Canada Universe Bond Index

-0.5

-3.4

-2.3

0.3

1.7

2.6

-

3.5

SEAMARK U.S. Equity Composite

2.8

9.8

13.2

20.6

13.9

14.0

-

18.6

S&P 500 Index (CAD)

2.0

6.3

11.3

14.4

8.6

14.6

-

20.7

SEAMARK Total Equity Composite

1.8

4.8

9.0

13.1

12.2

9.4

14.4

14.9

Total Equity Benchmark**

2.0

4.7

10.5

14.3

13.2

9.2

13.5

14.0

1/31/2011

12/31/2010

4/30/2012

4/30/2012

09/30/2011

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

Links to Q4 2016 Pooled Fund Profiles

Balanced

Canadian Bond

Canadian Equity

U.S. Equity

Low Volatility Equity

Total Equity

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

Telephone: 902-423-9367 | Toll Free: 888-303-5055| information@seamark.ca | www.seamark.ca
1. Performance figures are calculated using the time weighed rate of return (TWRR). This performance measurement standard calculates total rates of return (i.e. income and realized and unrealized gains and losses). It adjusts the impact of portfolio contributions and withdrawals, and is defined as the return on a constant dollar of assets held throughout the measurement period. Performance data is presented on an actual basis for periods of one year or less, and on an annualized basis for periods greater than one year. Performance calculations are in CAD dollars and exclude the
impact of fees. Past performance is not necessarily indicative of future returns.
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