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The Lionridge Process in Action

rom the perspective of an outside observer, our 
investment process can seem about as exciting as 

watching paint dry. We don’t hold a lot of positions, and 
we don’t do a lot of trading. So perhaps my use of the word 
“action” is a little tongue in cheek.

What we do is very carefully assess any company that we 
put your money into. We look for situations with companies 
with highly stable business models and management that 
acts rationally. We look for companies that have a high 
degree of inherent profitability and the type of balance sheet 
strength that can help buffer inevitable economic downturns. 
And, very importantly, we only invest in such companies if 
they are trading at market prices that we believe are very 
advantageous in comparison to their underlying values. 

One recent addition to the portfolio is a company called 
Seaspan Corp. It’s in a very boring industry - containership 
management and leasing. Boring can be good. Due to 
declining shipping rates and worries about trade wars, 
shares of Seapsan are trading at what we believe to be very 
opportunistic levels. This company initially caught our 
attention because of the involvement of certain shareholders 
and management that we think highly of. As part of our 
examination we studied the capital cycle of the containership 
industry, Seaspan’s industry positioning and its capital 

strategy. Along with our assessment of valuation scenarios, 
we came to the decision that the risk/reward profile of this 
investment was very much in our favour. And then we acted 
decisively. 

At the same time, we’re still holding a lot of cash. Once we 
invest in such companies we monitor them carefully (that’s 
one of the reasons we run a concentrated portfolio). If the 
price of a stock has risen to a degree that it is too expensive 
as compared to its fundamentals, we will sell.  Although 
we’ll seize on opportunities like Seaspan when they arise, 
the reality of bull markets is that we start doing more selling 
than buying as markets get overheated, and hence the cash.

Of course this cash has put a drag on short-term returns, but 
one of our advantages is our ability and willingness to focus 
on the long term. This is how we have achieved strong long-
term returns, and done so with lower downside risk than 
the markets. In the latter stages of bull markets this equation 
can seem not to work, when asset prices are too high and 
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 It’s easier for us to grow your money 

if we don’t lose it in the first place.

               t a recent social function I participated in a game of   
                 musical chairs for the first time in many years. 
Everyone has a great time dancing until the music stops, and 
then there is the panicked scramble to grab a chair. Despite 
the short term fun and excitement there are many losers at 
the end, but it’s just a game.

The latest round of market euphoria we’ve been witnessing 
reminds me of the later stages of a round of musical chairs. 
Investing, however, is not a game. Unfortunately it often 
seems that it’s treated as one when market valuations get 
divorced from underlying fundamentals. As an example, a 
lot of money has flowed into index investments by way of 
the very popular exchange traded index funds. Stock markets 
have done well in recent years, so index funds have risen in 
value nicely, so more money is attracted to them despite the 
fact that many people buying them do not understand what 
they are actually investing in. 

An equity portfolio, whether actively managed or tracking a 
broad index, is ultimately a collection of companies. 
Lionridge’s job is to sort through the publicly traded 
companies to zero in on companies with strong fundamen-
tals that are trading at attractive prices. Index funds by 
definition own a piece of every company in the index. 
So when you own an entire index, you own many companies 
that have characteristics that I seek to avoid. Right now 
indexes contain many overpriced stocks, as well as shares in 
companies that are not profitable, or have too much debt, 

A or are badly managed, or operate in declining industries etc. 
It seems like a lot of the people who are dancing are not 
paying attention to the number of chairs available.

In the euphoria of the technology stock boom at the begin-
ning of this century, many stocks were trading at 
ridiculously high valuations that turned out to be completly 
divorced from any underlying economic reality. And then 
the music stopped, and many people realized there weren’t 
many chairs.

Marijuana stocks are another good example. The last time 
I studied their valuations was last March, when I was 
participating in an industry panel discussion on that 
topic. It appeared to me at that time that market valuations 
of these stocks were unreasonably high based on reasonable 
assumptions of future growth and profitability. 
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          hope you are all coping well with the current health     
       situation. It’s not an easy time, with people enduring 
stresses and concerns regarding their safety and their 
livelihoods. 

People are also concerned with the effect that the                              
economic situation and market reactions might have on their 
savings. I hope I can give you some comfort on this subject 
by reminding you of three main points;

●      First, the portion of your portfolios that is allocated 
to equities is limited to that portion which is designated as 
long term savings (assets designated for short and medium 
term spending needs are allocated to the less volatile bond 
portfolio). Short term gyrations in stock markets don’t 
have to translate into incurred losses for you as you don’t                        
actually have to sell any of your equity holdings, and we have             
sufficient time for the markets to normalize;

●      Second, my emphasis on risk management leads me 
to    focus investment picks on companies that are strong       
financially and well positioned competitively.  These                           
companies are expected to get through an economic down-
turn;

●     Third, because my strict criteria on valuation resulted 
in me doing more selling than buying in the steep market     
run-up during the last few years, my equity models started 
the year with substantial cash positions. 

I

Spring     2020

A Road Map In A Storm Of Uncertainty

QUARTERLY COMMENTARY

The emphasis I place on risk management was evident in year 
to date results. During this first quarter Lionridge’s Total 
Equity Portfolio was down 8.2%, which compares favorably 
to its benchmark’s* decline of 16.5%. 

Lionridge was founded on specific investment principles that 
guide every investment decision I make on your behalf, true 
to the motto “Rational, Disciplined Investing”. I follow well 
defined selection criteria with which to make rational invest-
ment decisions, striving to selectively focus on companies 
with strong fundamentals and attractive valuations. I remain 
very disciplined in this approach, both when markets are     
going up and when they are going down, in an effort not just 
to build your wealth but also to protect it. Following these 
rational principles in a disciplined manner are the hallmarks 
of what I consider to be true investing (as opposed to 
speculating).

The importance of having a well-defined approach is                 
particularly important in volatile markets like these, one 
could say that it provides a roadmap in a storm of uncer-
tainty. Knowing what I own and why I own them allows me 
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The Lionridge Process in Action

rom the perspective of an outside observer, our 
investment process can seem about as exciting as 

watching paint dry. We don’t hold a lot of positions, and 
we don’t do a lot of trading. So perhaps my use of the word 
“action” is a little tongue in cheek.

What we do is very carefully assess any company that we 
put your money into. We look for situations with companies 
with highly stable business models and management that 
acts rationally. We look for companies that have a high 
degree of inherent profitability and the type of balance sheet 
strength that can help buffer inevitable economic downturns. 
And, very importantly, we only invest in such companies if 
they are trading at market prices that we believe are very 
advantageous in comparison to their underlying values. 

One recent addition to the portfolio is a company called 
Seaspan Corp. It’s in a very boring industry - containership 
management and leasing. Boring can be good. Due to 
declining shipping rates and worries about trade wars, 
shares of Seapsan are trading at what we believe to be very 
opportunistic levels. This company initially caught our 
attention because of the involvement of certain shareholders 
and management that we think highly of. As part of our 
examination we studied the capital cycle of the containership 
industry, Seaspan’s industry positioning and its capital 

strategy. Along with our assessment of valuation scenarios, 
we came to the decision that the risk/reward profile of this 
investment was very much in our favour. And then we acted 
decisively. 

At the same time, we’re still holding a lot of cash. Once we 
invest in such companies we monitor them carefully (that’s 
one of the reasons we run a concentrated portfolio). If the 
price of a stock has risen to a degree that it is too expensive 
as compared to its fundamentals, we will sell.  Although 
we’ll seize on opportunities like Seaspan when they arise, 
the reality of bull markets is that we start doing more selling 
than buying as markets get overheated, and hence the cash.

Of course this cash has put a drag on short-term returns, but 
one of our advantages is our ability and willingness to focus 
on the long term. This is how we have achieved strong long-
term returns, and done so with lower downside risk than 
the markets. In the latter stages of bull markets this equation 
can seem not to work, when asset prices are too high and 
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if we don’t lose it in the first place.

               t a recent social function I participated in a game of   
                 musical chairs for the first time in many years. 
Everyone has a great time dancing until the music stops, and 
then there is the panicked scramble to grab a chair. Despite 
the short term fun and excitement there are many losers at 
the end, but it’s just a game.

The latest round of market euphoria we’ve been witnessing 
reminds me of the later stages of a round of musical chairs. 
Investing, however, is not a game. Unfortunately it often 
seems that it’s treated as one when market valuations get 
divorced from underlying fundamentals. As an example, a 
lot of money has flowed into index investments by way of 
the very popular exchange traded index funds. Stock markets 
have done well in recent years, so index funds have risen in 
value nicely, so more money is attracted to them despite the 
fact that many people buying them do not understand what 
they are actually investing in. 

An equity portfolio, whether actively managed or tracking a 
broad index, is ultimately a collection of companies. 
Lionridge’s job is to sort through the publicly traded 
companies to zero in on companies with strong fundamen-
tals that are trading at attractive prices. Index funds by 
definition own a piece of every company in the index. 
So when you own an entire index, you own many companies 
that have characteristics that I seek to avoid. Right now 
indexes contain many overpriced stocks, as well as shares in 
companies that are not profitable, or have too much debt, 

A or are badly managed, or operate in declining industries etc. 
It seems like a lot of the people who are dancing are not 
paying attention to the number of chairs available.

In the euphoria of the technology stock boom at the begin-
ning of this century, many stocks were trading at 
ridiculously high valuations that turned out to be completly 
divorced from any underlying economic reality. And then 
the music stopped, and many people realized there weren’t 
many chairs.

Marijuana stocks are another good example. The last time 
I studied their valuations was last March, when I was 
participating in an industry panel discussion on that 
topic. It appeared to me at that time that market valuations 
of these stocks were unreasonably high based on reasonable 
assumptions of future growth and profitability. 
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decisively. 

At the same time, we’re still holding a lot of cash. Once we 
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one of the reasons we run a concentrated portfolio). If the 
price of a stock has risen to a degree that it is too expensive 
as compared to its fundamentals, we will sell.  Although 
we’ll seize on opportunities like Seaspan when they arise, 
the reality of bull markets is that we start doing more selling 
than buying as markets get overheated, and hence the cash.

Of course this cash has put a drag on short-term returns, but 
one of our advantages is our ability and willingness to focus 
on the long term. This is how we have achieved strong long-
term returns, and done so with lower downside risk than 
the markets. In the latter stages of bull markets this equation 
can seem not to work, when asset prices are too high and 
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than buying as markets get overheated, and hence the cash.

Of course this cash has put a drag on short-term returns, but 
one of our advantages is our ability and willingness to focus 
on the long term. This is how we have achieved strong long-
term returns, and done so with lower downside risk than 
the markets. In the latter stages of bull markets this equation 
can seem not to work, when asset prices are too high and 
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declining shipping rates and worries about trade wars, 
shares of Seapsan are trading at what we believe to be very 
opportunistic levels. This company initially caught our 
attention because of the involvement of certain shareholders 
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               t a recent social function I participated in a game of   
                 musical chairs for the first time in many years. 
Everyone has a great time dancing until the music stops, and 
then there is the panicked scramble to grab a chair. Despite 
the short term fun and excitement there are many losers at 
the end, but it’s just a game.

The latest round of market euphoria we’ve been witnessing 
reminds me of the later stages of a round of musical chairs. 
Investing, however, is not a game. Unfortunately it often 
seems that it’s treated as one when market valuations get 
divorced from underlying fundamentals. As an example, a 
lot of money has flowed into index investments by way of 
the very popular exchange traded index funds. Stock markets 
have done well in recent years, so index funds have risen in 
value nicely, so more money is attracted to them despite the 
fact that many people buying them do not understand what 
they are actually investing in. 

An equity portfolio, whether actively managed or tracking a 
broad index, is ultimately a collection of companies. 
Lionridge’s job is to sort through the publicly traded 
companies to zero in on companies with strong fundamen-
tals that are trading at attractive prices. Index funds by 
definition own a piece of every company in the index. 
So when you own an entire index, you own many companies 
that have characteristics that I seek to avoid. Right now 
indexes contain many overpriced stocks, as well as shares in 
companies that are not profitable, or have too much debt, 

A or are badly managed, or operate in declining industries etc. 
It seems like a lot of the people who are dancing are not 
paying attention to the number of chairs available.

In the euphoria of the technology stock boom at the begin-
ning of this century, many stocks were trading at 
ridiculously high valuations that turned out to be completly 
divorced from any underlying economic reality. And then 
the music stopped, and many people realized there weren’t 
many chairs.

Marijuana stocks are another good example. The last time 
I studied their valuations was last March, when I was 
participating in an industry panel discussion on that 
topic. It appeared to me at that time that market valuations 
of these stocks were unreasonably high based on reasonable 
assumptions of future growth and profitability. 
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            Investing, however, is not 
a game. Unfortunately it often 
seems that it’s treated as one...

Keeping A Hand On A Solid Chair



keep pushing higher. Eventually the market realizes that it 
has overreached, and in the wake of capitulation the power 
of discipline is exonerated. It’s easier for us to grow your 
money if we don’t lose it in the first place.

Although we can never predict how markets are going 
to behave in the short term, the current tone of market 
sentiment seems consistent with top of cycle optimism. 
Many economic indicators are very positive. Factors like 
low unemployment are typical of the latter stages of an 
economic growth cycle that has been in place for a number 
of years, and they set the stage for higher inflation. Central 
banks raise interest rates in an attempt to control inflation, 
and if handled properly can still allow for positive economic 
conditions. 

Higher interest rates, however, can have a stifling effect on 
stock markets. This could become a catalyst for stock prices 
to moderate from current high levels and to start to provide 
us with more of the types of the opportunities we look for. 
We don’t know when and by what degree the markets could 
decline, we only know that the good opportunities like 
Seaspan are scarce. When they do arise we act, but we will 
always remain patient and disciplined.

At Your Service,

Hardev Bains, LLB, MBA, CFA
President and Portfolio Manager

The content of this report is intended for information purposes only and does not constitute an offer to buy or sell our products or services nor is it 
intended as investment and/or financial advice on any subject matter. The opinions, estimates and projections contained in this document are those 
of the author as of the dates indicated and are subject to change. Every effort has been made to ensure the accuracy of the contents of this report. 
Performance reports may be compiled utilizing information provided by third party sources. Every effort has been made to ensure the accuracy of such 
third party information but such information cannot be guaranteed to be accurate. The performance returns are before the deduction of any fees and are 
not guaranteed; values change frequently and past performance may not be repeated.

Lionridge Capital Management Inc.
Suite 703 — 161 Portage Ave E, Winnipeg, MB R3B 0Y4   |   (204) 957-1802   |   lionridgecapital.com

It appeared that investors in these stocks were dancing around 
too few chairs. Since that time the price of these stocks have 
declined significantly - a major marijuana index fund has lost 
around half of its market value.  

Although I don’t try to engage in market timing, markets do 
appear quite overvalued in terms of valuation metrics I look 
at. More subjectively, the “Fear and Greed Index” tracked by 
CNN indicates that market sentiment is currently indicative 
of “extreme greed”. The evidence I see of this is the continued 
dearth of opportunities to deploy the large cash position in 
our equity portfolios. 

The stocks we own are attractively priced and have the 
potential to provide good long term returns from current 
levels, but new opportunities that fit my strict criteria are still 
hard to find. No major portfolio changes were made in the 
last quarter. Our cash position remains high at approximately 
one third of the Total Equity Portfolio, but as you know I 
remain patient if I can’t find the right opportunities.

This discipline is a key part of my approach to risk 
management. I will deploy this cash in the right opportunities 
as and when they become available, but the right 
opportunities must meet my criteria of both quality and 
valuation. Protection of capital is a primary objective of 
Lionridge’s investment philosophy. If you strapped a chair to 
yourself during a game of musical chairs, that would be 
cheating. It’s different in the world of investing. When 
it comes to managing your money, I bring my own chair. 
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Hardev Bains, LLB, MBA, CFA
President and Portfolio Manager

The content of this report is intended for information purposes only and does not constitute an offer to buy or sell our products or services nor is it 
intended as investment and/or financial advice on any subject matter. The opinions, estimates and projections contained in this document are those of 
the author as of the dates indicated and are subject to change. Every effort has been made to ensure the accuracy of the contents of this report. 
Performance returns are not guaranteed; values change frequently and past performance may not be repeated.
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the author as of the dates indicated and are subject to change. Every effort has been made to ensure the accuracy of the contents of this report. 
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to avoid the kind of panic selling that has rendered the price 
of certain stocks unreasonably low. Having strict valuation                           
criteria allows me to sift through the markets and look for 
great companies that have become attractively priced. 

Despite the dramatic volatility, markets overall still don’t        
appear to be cheap by various measures. I’m still willing to   
deploy cash selectively, however, and since the start of the year 
I have added a few new holdings. These  include Alphabet Inc 
(the parent company of Google) and TJX Companies 
(the operator of TJ Maxx and Winners stores). Although cash 
positions have come down, they are still significant (cash     
currently comprises a little over 25% of the Total Equity 
Portfolio). Along with avoiding panic selling, having a well   
defined process allows me to avoid panic buying. 

I remain vigilant and careful in my ongoing efforts to achieve 
my dual objectives for your investments; growing your capital 
and protecting your capital. Please keep yourselves safe, and I 
look forward to the next time we can meet in person.

* Benchmark from November 30, 2017: 40% S&P/TSX Total Return; 60% MSCI World (Gross in CAD$). Benchmark from 
inception to November 30, 2017: 45% S&P/TSX Total Return; 35% S&P 500 Total Return (CAD$); 20% MSCI EAFE (CAD$).

The Composite consists of all fully discretionary accounts managed by Lionridge Capital Management Inc., according to the investment objective of the 
Lionridge Total Equity Portfolio. The objective of the Lionridge Total Equity Portfolio is to maximize long-term returns while minimizing long-term 
risk by investing in a concentrated portfolio of undervalued securities. The manager seeks to invest in securities only at prices offering a margin of safety, 
with a view to achieving the dual objectives of outstanding returns along with protection of capital. The strategy has a global focus and the manager has 
discretion over the geographic allocation of assets. Return figures are presented in Canadian dollars, are gross of management and custody fees but are 
net of all trading expenses, and include cash holdings. There is no minimum portfolio value required for inclusion.

Lionridge utilizes a combination of broad market indices such as the S&P/TSX Composite Total Return index and the MSCI World index (Gross in 
CAD$) as the blended benchmark for comparison purposes. The blended benchmark is historically a general reflection of the nature of the securities 
held in the Lionridge Total Equity Portfolio Composite. The indices are unmanaged and do not incur management fees, transaction costs or other         
expenses associated with managed accounts.
 


