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PM Commentary ‐ John Germain, Senior Portfolio Manager
At Strathbridge, we closed two new funds this past year, both focused on the U.S. equity market. In mid‐March we launched the Low Volatility
U.S. Equity Income Fund (TSX: LVU.UN – see below) which achieved a 22% total return in 9 ½ months. In December, we launched another U.S.
oriented fund, the NDX Growth & Income Fund (TSX: NGI.UN) focused on the top 20 yielding stocks included in the NASDAQ 100 index. 2013
saw investors move back into equities with many global equity indices making new all‐time highs including the S&P 500, Dow Jones Industrial
Average, the DAX and the Mexican IPC Index. Other notable market developments included:
•

For the third year in a row the S&P 500 outperformed the TSX Composite returning 32.2% and 13% respectively.

•

In both Canada and the U.S., health care and consumer discretionary sectors led the markets while the defensive interest sensitive utilities
and telecom sectors lagged the market.

•

Gold bullion declined 27.3% in 2013 to $US 1,208 per Troy Ounce, its first annual decline since 2000. Consequently, the materials sector in
Canada was the weakest performing sector due the weakness in precious and base metal prices as China, the world’s second largest
economy continued to slow.

•

The Canadian dollar declined 6.6% in 2013 to 94.1 cents vs. the US dollar, its lowest level since May 2010.

•

Bond yields increased and fixed income returns were negative in 2013. 10‐year Government of Canada yields rose 96 basis points to 2.76%
and U.S 10‐year Treasury yields rose 127 basis points to 3.03%.

•

Volatility remained exceptionally low during 2013 as the CBOE Volatility Index (“VIX”) ended the year at 13.92%. 2013 was the 3rd year in
the last 20 in which the VIX stayed under 22 for the entire year.

Please read Jack’s commentary on the following page for our outlook on the coming year.

Investment Ideas:
Low Volatility U.S. Equity Income Fund (TSX: LVU.UN)
• Portfolio of U.S. equities selected from the S&P 100 Index, with a beta of less than 1.0, hedged back to the $CAD
• Actively managed and utilizes Strathbridge’s proprietary covered call writing strategy to enhance the dividend income and reduce
volatility
• Monthly distribution based on 5.0% per annum of the net asset value of the fund
• Investment Opportunity: Currently trading at a 3.2% discount to its net asset value per unit with strong potential in U.S. securities
Current
(1)
Yield
5.3%
2.2%

Low Volatility U.S. Equity Income Fund
Benchmark (S&P 100 Total Return Index)
Difference
(1)
(2)

Total Return Since Inception(2)
22.1%
20.1%
2.0%

As at January 28, 2014
Total return since inception on March 13, 2013 to December 31, 2013

Gold Participation and Income Fund (TSX: GPF.UN)
• The Fund provides investors exposure to the long term performance of gold bullion and gold equities hedged to the Canadian dollar
• Gold with a Yield –the fund pays monthly distributions of 6.5% annually of NAV per unit unlike gold bullion or most gold equities
• Actively managed and utilizes Strathbridge’s proprietary covered call writing strategy to monetize the high volatility of gold equities
• Investment Opportunity: Recent improvement in outlook for gold equities as bullion price has improved – currently trading at a 5.9%
discount to the net asset value

Gold Participation and Income Fund
Benchmark (S&P/TSX Global Gold Index)
Difference
(1)
(2)
(3)

Current
(1)
Yield
6.3%
2.1%

As at January 28, 2014
Total return since inception on August 7, 2009 to December 31, 2013
Volatility as measured by annualized standard deviation of monthly returns since inception

Annualized Total Return
(2)
Since Inception
(7.1%)
(13.5%)
6.4%

Volatility
20.3%
28.5%

(3)

Market Outlook ‐ Jack Way, Vice President
One of the oldest adages about stocks is “rising markets climb a wall of worry”. 2013 has proven exactly how correct those words are. Forgetting
the positives for now, here is a brief review of some of the news that caused concern for us and for financial markets in 2013.
We started the year with the U.S. “fiscal cliff” having been narrowly avoided, but not totally removed as a drag on GDP growth. In March,
negotiations to deal with the U.S. deficit and debt ceiling had stalled again. There was a banking crisis in Cyprus and continued weakness in
periphery countries such as Greece, Spain, Italy and Portugal that threatened to break up the European Union. Global economic growth remained
disappointing or at least sluggish through the first half of the year. In particular, slowing growth in China, the world’s second largest economy,
was a concern due to its effect on other global economies. The possibility of U.S. military action in Syria had everyone concerned. The Federal
Reserve hurt its credibility and had investors totally befuddled with its so‐called “taper caper”; suggesting in July quantitative easing would soon
begin to slow, but then not acting in September when it was expected. The U.S. government shut down in October for 16 days, causing more of a
disruption, and convincing the world Washington was totally out of control. Despite all that and more, world stock markets performed
exceptionally well. The S&P/TSX Composite index including dividends was up 13% and the S&P 500 climbed 32%.
As we enter 2014 many of those concerns are in the past, or at least are less of a worry. In fact, for the most part, all looks positive going forward.
The global economy continues to grow, if slowly and in fits and starts. So too do corporate earnings. Politics are likely to be much less of a
negative factor at least early in the year; As well, markets seem to have accepted and discounted the fact that the U.S. Federal Reserve will be
tapering its purchases of fixed income securities.
However, accepting the obvious is not always a productive strategy. Here are some of the factors we will be following closely that could change
our outlook for the better or the worse. The U.S. is currently the dog wagging the tail of the rest of the world’s economic and investment outlook,
and given our recommendation and strategy to be overweight that country, it will be the major focus of our attention. Now that Fed tapering is
an accepted fact, it is extremely important that stronger economic and earnings growth comes through to support higher stock markets. It should
be noted that the minutes of the last Fed meeting are unequivocal that should growth not be strong enough, the Fed is fully prepared to renew
its simulative policies (the so call “Fed Put”). As an aside, a concern we have longer term is that higher inflation is now a policy goal of the Federal
Reserve and that is a horse that can be very difficult to get back in the barn if you lose control.
While S&P earnings per share growth over the last 5 years has been good, it has come as a result of lower costs (interest and wages mostly) and
share buybacks. Since the March ’09 low, S&P 500 earnings per share are up over 105% while revenue per share are up only 7%. This is
unsustainable. Therefore, we will be following revenue growth closely. An improvement in capital expenditures is one factor that we would view
positively.
Both major parties in Washington have seen public discontent affect their approval ratings over the last six months. The Republicans were
blamed for the government shutdown, and the Democrats for the debacle surrounding Obamacare. Going forward, we see fewer disruptions as
each party prepares for the mid‐term election. However, as the election nears it could well have an important impact on markets. If the
Democrats win control of Congress, President Obama will be able, in his final two years in office, to push through his more populist agenda which
would have a negative effect on the business community. A Republican victory, on the other hand, would suggest a more restrictive fiscal policy
for 2015 as balancing the budget would be a priority. A continuation of the current standoff is probably the best outcome.
China is still attempting to lower its growth rate and inflation, so far without severe consequences. At the same time Japan is aggressively
pursuing policies to increase its growth and inflation, which should take up some of the slack in the Far East. Emerging market countries are
suffering with the slowdown in central bank intervention in the developed nations. While not yet a serious negative, the late 1990’s showed
there is potential for the effects to be felt globally.
The European Union has recovered from the very negative outlook of two years ago. A banking union seems soon to be a reality, which will make
the stronger economies weaker, but will strengthen the weakest and thus the overall Union.
We remain constructive on equity markets, while being vigilant for any reason to change that outlook. As always we try to anticipate the
unexpected.

Forward Looking Information and Disclaimer
This document may contain certain forward‐looking statements. These statements may relate to future events or future performance and reflect management's current expectations.
Such forward‐looking statements reflect management's current beliefs and are based on information currently available to management. Although the forward‐looking statements are
based upon what management believes to be reasonable assumptions, there can be no assurance that actual results will be consistent with these forward‐looking statements. Neither
the Funds nor their respective managers assume any obligation to update or revise any forward‐looking statement to reflect new events or circumstances. Actual results may differ
materially from any forward‐looking statement. Historical results and trends should not be taken as indicative of future operations. The Fund is not guaranteed, its value changes
frequently and past performance may not be repeated. Unless otherwise indicated and except for returns for period less than one year, the indicated rates of return are the historical
annual compounded total returns including changes in security value. All performance data take into account distributions or dividends paid to unitholders but do not take into account
sales, redemption, distribution or optional charges or income taxes payable by any securityholder that would have reduced returns.
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