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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 

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 

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, 

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 

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 

           ear Clients,

As we’re sweltering in this heatwave, I’ve been sheltering 
indoors and pondering thoughts only as big as those that 
I’m capable of. I spend a great deal of time following the 
companies we own and looking at new ideas (which 
continue to be scarce). I also continue to be fascinated by 
the dynamics of market behaviour (which over short 
time periods of time have been unpredictable, but over 
long term cycles have been pretty consistent).

�e bull market charges on. I never went beyond high 
school physics, but I believe that in a hot room you can 
stretch a rubber band farther than usual. If that room 
cools o�, however, that over-stretched band will snap. 
�at’s how the markets seem right now - highly stretched 
in a heated atmosphere of optimism and speculation.

Managing your money requires an ongoing balance of my
dual objectives of protecting your capital and growing 
your capital. Although the market value of all of our 
holdings have risen over the last year, I’m unable to 
identify additional investments that comfortably meet my
criteria for valuation. As a result, the cash allocation 
remains high. In the twelve months to the end of the 
second quarter the Total Equity Portfolio has seen a 
26.9%* return, and that’s with a lot of downside protection
built in. (I feel compelled here to provide the caveat that 
this number is well above any reasonable expectation of 
long term average annual returns.)

I’m o�en questioned as to why I’m one of the few managers
holding a signi�cant amount of cash in an equity portfolio 
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(in the Total Equity Portfolio cash is close to 30%). In the 
short term, it’s easier for managers to stay fully invested, 
going with the crowd under the mantra that they are “paid 
to manage equities”. But if they are fully invested at this 
time, in my view they’re not doing a good job of protecting 
capital. �ey might look great while the party continues, 
but their true e�ectiveness becomes evident when the 
exuberance subsides and the rubber band snaps.

A combination of low interest rates and the extrapolation 
of recent years’ returns continues to propel the bull market.
 We see a lot of headlines about certain stocks and crypto-
currencies that have had a particularly steep and illogical 
rise, but a very signi�cant factor in the rise of markets has 
been the �ood of money into index ETFs. �ey are easy to 
buy and the costs are low, and with the returns attributable 
to the ongoing bull market, people have come to believe 
that they are far more e�ective than actively managed 
portfolios. And to be sure, many if not most actively 
managed portfolio options aren’t any better.

        �at’s how the markets seem
right now - highly stretched in a 
heated atmosphere of optimism 
and speculation.
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However, when people own index funds, they, by de�nition,
own pieces of companies that are expensive, or unpro�table, 
or over-levered, or just badly run. Owning those stocks 
exposes one to risks that can be avoided with a rational and
disciplined selection process. And that’s what I endeavour 
to do for you. 

In my opinion the market cycle will turn towards rationality 
at some point, and a reversal of the �ood of money into 
index funds could cause a signi�cant downturn in the 
markets. If we still have a signi�cant amount of cash at that 
time, it could provide some very attractive buying 
opportunities. �e rubber band is stretched very taut. 
Rather than getting sucked into the whirlwind of 
exuberance, I remain patient and vigilant.

*�e Composite consists of all fully discretionary accounts managed by Lionridge Capital Management Inc., according to the investment objective of 
the Lionridge Total Equity Portfolio. �e 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. �e manager seeks to invest in securities only at prices o�ering a 
margin of safety, with a view to achieving the dual objectives of outstanding returns along with protection of capital. �e strategy has a global focus 
and the manager has discretion over the geographic allocation of assets. Return �gures are presented in Canadian dollars, are gross of management and 
custody fees but are net of all trading expenses, and include cash holdings. �ere is no minimum portfolio value required for inclusion.


